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ABSTRACT

ESG, environment, social and governance reporting has gained significant
Importance in recent years, driven by the growing awareness of sustainability

issues and the need for responsible investment practices.

Banks, as key players in the financial ecosystem, are increasingly expected to
disclose their ESG performance and integrate ESG considerations into their
decision-making processes. The evolution of requirements has been marked by a
shift from voluntary disclosures to regulatory frameworks and standardised
reporting frameworks, such as the Global Reporting Initiative, CSRD, ... This
thesis provides an overview of the current landscape, highlighting the growing
importance of ESG reporting for banks and the need for standardised frameworks

to ensure transparency and comparability of ESG information.
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Introduction

In recent years, Environmental, Social, and Governance (ESG) factors have gained significant
recognition and have become integral considerations for businesses worldwide. With growing
concerns about climate change, social inequality and responsible governance, stakeholders are
increasingly demanding transparency from corporations. As a result, the integration of ESG

principles into business operations has become a crucial aspect of sustainable development.

Banks, as key players in the global financial system, hold a pivotal role in driving sustainable
practices. Recognizing this responsibility, banks have begun to incorporate ESG considerations
into their operations, risk management frameworks and investment decisions. ESG reporting,
in particular, serves as a crucial mechanism through which banks communicate their

sustainability initiatives and performance to stakeholders.

This thesis aims to explore the current status of ESG reporting and the evolving requirements
within the banking sector. By examining the adoption, implementation and challenges faced
by banks in their ESG reporting practices, this study seeks to shed light on the progress made

in integrating ESG factors into the core business strategies of banks.

The evolution of ESG reporting requirements will also be a focal point of this research.

This raises the question of how companies, and banks in particular, are integrating this concept

into their organisations.

Indeed, the Covid-19 pandemic, climate change, gender equality, the misuse of natural
resources and transparency towards everyone are becoming increasingly worrying issues for
today's society. By integrating ESG rules, companies will become more eco-friendly, more
concerned about the well-being and conditions of their employees, as well as more transparent

with their customers and investors.

Hence our research question:

What is the current status of ESG reporting and evolution of requirements at bank level ?



In this report, we will attempt to answer this question as precisely and relevantly as possible. It

is divided into two main parts.

The first is the literature review, which will thoroughly explain what ESG entails, how it is
implemented and the risk it can cause in companies, and how it differs from the concepts of
CSR, corporate citizenship and greenwashing, including the impact of COVID-19. Next, we
will explore many of the new regulations and directives implemented in Europe and around the
world over the last 10 years. Finally, we will take a closer look at the integration of ESG in the

financing sector.

The second part will attempt to answer our research question through two different analyses.

The first will be a qualitative analysis based on interviews conducted within the BNP Paribas
and Belfius banks. This will give us a better understanding of how the banks operate from the
inside. We will also make comparisons based on annual reports and sustainability reports that
four banks (KBC, Belfius, ING and BNP P) have recently published.

The second analysis will be a quantitative analysis comparing the banking sector with the
startup sector. This will enable us to compare these two sectors, which are totally opposed and

have nothing to do with each other.

In this thesis, we will take an in-depth look at ESG aspects and the resulting regulations around

the world, with a particular focus on Europe and European banks.



Part 1: Literature Review

1. ESG

1.1. What is ESG?

1.1.1. Introduction
ESG, an acronym for Environmental, Social and Governance, is a framework used to measure

the ethical and sustainability impact of an investment.

ESG refers to the three key factors that investors consider when evaluating companies for

investment: environmental impact, social responsibility and corporate governance.

The environmental pillar deals with the impact of the

company’s activities on the environment. With the @ @ : @

ever-changing climate, it is crucial for companies to Environmentsl Soclal Governance

Renewable fuels Health and safety Ethical standards

take necessary steps to mitigate their carbon footprint — ceemoweses@ie) - Woringcondtions - Eoard dversity and
Employee benefits :

Energy efficiency Stakeholder engagement

and a-dopt SUStainabIe praCticeS- Climate risk Piversty and ndusion : Shareholder rights

Human rights

Water management . Pay for performance
Impact on local

Recycling processes communities

The social pillar revolves around the well-being of

Emergency preparedness

employees within the company and the impact of the
company’s activities on society. Companies must Figure 1: Breakdown of ESG domains
strive to create a positive impact on the society they operate in and address social issues that

may arise.

The governance pillar represents the internal workings of the company and its behaviour
towards others. It includes factors such as fraud, corruption and other unethical practices (Tern,
2020)

1.1.2. History
The concept of ESG has been around for centuries. In the 18th century, Quakers and Methodists
laid out guidelines for their followers on the types of companies to invest in. In the 1960s, civil
rights and virtues became an important consideration for investors when deciding which

companies to invest in.



ESG is thus a framework that has gained significant importance in recent years. Companies
must embrace ESG and work towards a sustainable future for the planet and humanity. (Tern,
2020)

ESG investing has become increasingly popular with investors seeking to align their portfolios
with their values and support companies that prioritise sustainability, diversity and ethical
behaviour. While some critics argue that ESG investing is a flawed concept, many experts argue

that it can be an effective way to generate long-term value for investors and society as a whole.

1.1.3. Environmental pillar
Nowadays the environmental pillar is very important for the creation and survival of a

company.

Pollution, waste, carbon emissions in the air and climate change are issues that many companies
are currently facing. Environmental problems are becoming a source of stress for the population

and companies are mainly responsible for this.

Several means are being put in place for companies to reduce their carbon footprint and focus
on this pillar such as switching to renewable sources of energy or fuel, utilising processes that
conserve resources and minimise pollution, adopting a carbon neutral stance or reducing carbon

footprint, planet restoration for example planting trees and adopting clean energy initiatives.

Moreover, it is not only beneficial for the planet, but also for the sustainability and profitability
of companies by reducing costs or increasing profits at the same time reducing risks. It also
helps to attract more customers to their business by providing an ecological and sustainable
touch.

Shareholders are paying more and more attention to this aspect before investing in a company
and therefore companies must put in place elements to attract them compared to a company in

the same sector.

According to a study by Simon-Kucher & Partners, in the last 5 years, 85% of consumers
reported shifting purchasing habits towards sustainable products (Countable 2022).



1.1.3.1. Climate change
For several years now, we have been observing an impressive climate change on our planet.
This has resulted in a huge loss in the world economy. A loss of more than 24,000 billion dollars
has been noted in recent years for a study of the London School of Economics.

As a result, we have noted, since 1997 and thanks to data from the Bank of America
Corporation, an increase in ESG investments of over 97%. Indeed, this investment is a useful
and effective tool against climate change. It aims to promote a healthy environment, social

responsibility and good governance in all the organisations implementing these concepts.

Linked to the increasingly worrying climate change, these ESG investments allow to reduce the
greenhouse gas emissions of a company. This is one of the main causes of climate change.

We can also see ESG investments that will help reduce climate change, such as renewable
energies that emit little or no greenhouse gases. The International Renewable Energy Agency

has shown that renewable energies can reduce CO2 emissions by 70% by 2050.

If companies decide not to be transparent about climate change risks, this can further jeopardise
their business and reputation. Stakeholders are increasingly aware of the negative effects of
climate change on our Earth. But before companies can communicate their climate risks, they

must be able to accurately measure their climate change data.

A benefit beyond the climate crisis is that the implementation of ESG will create future jobs
(Innovative, 2018). The aim of the Paris Agreement, which we will look at in detail in the next
section, is to achieve net zero carbon by 2050. In 2009, a commitment was made that the richest
countries would give 100 billion dollars by 2020 to help developing countries deal with the
climate challenge. Unfortunately, this target has not been reached and it will be necessary to
wait until the end of 2023 to hope to finally reach this 100 billion.

On the graph, we can see different curves with different targets. The first goal is to get below
1.5°C of global warming, but for the moment this goal is not yet achievable. (Stallard, 2022)

We can therefore not only conclude that companies are on the right track but that there is still
a long way to go to achieve full transparency on ESG results and data in each company.
Investors are relying more and more on this information, but since we are amid a transition, it

is still hard to have 100% confidence in the data that companies disclose.
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Figure 2: Climate Action Tracker, BBC 2022

1.1.4. Social pillar

With the social pillar, we can ask ourselves the following questions:

> How does a company's behaviour affect society?

> What are the social implications of a company's actions?

This issue is more complicated to both measure and evaluate. It is based on social attitudes and
behaviour. It is therefore difficult to quantify precisely. “The social pillar refers to the
acceptance by employees, stakeholders, investors, and customers of a company's business

practices and operating procedures” (Countable 2022).

Companies must take more and more into account the point of view of their employees and
staff, as some people increasingly want to share their values with the company they work for.
Nowadays, corporate culture, the missions and values that a company promotes are becoming

essential elements for the choice of a job and the well-being of an employee within a company.

Contributing to the well-being of stakeholders, promoting solidarity and combating social
exclusion and discrimination are the principles upon which this pillar is founded. In other
words, this implies “helping with reintegration, supporting gender equality, reducing the gender
pay gap, promoting training, encouraging dialogue, and applying global social rights. In other
words, the goal is to seek to aid the global population, helping to reduce social inequalities.”
(Greenly, 2022).

In other words, the social pillar of ESG encompasses everything that affects a person's well-

being within his or her company.



1.1.5. Governance pillar
If we look now at the last pillar of ESG, we can read the definition of corporate governance:
“Corporate governance refers to how an organisation is led and managed. ESG analysts will
seek to understand better how leadership’s incentives are aligned with stakeholder expectations,
how shareholder rights are viewed and honoured, and what types of internal controls exist to
promote transparency and accountability on the part of leadership.” (Corporate finance institute,

2023).

This is the link between external agents and management. The board of management has to
follow the recommendations of the shareholders so that they continue to invest in their
company. Moreover, as in the social pillar where employees like to be listened to and share the
same values as the company, shareholders and external agents prefer to invest in a company
that corresponds to them and where they feel listened to and heard.

The pillar of Governance is the one that sets the tone in terms of the relationship between the
company's management and external stakeholders such as shareholders or potential investors.
Qualitative governance therefore leads to the qualitative management of ethics and integrity
which can lead to increased profits, better understanding between employees and less risks. In

short, it acts as a bonus for the company (Countable, 2022).

1.2. What are the ESG risks that companies should take into account?

1.2.1. Introduction
The ESG framework presents several challenges for companies, from adopting sustainable
practices to addressing social issues and adhering to ethical standards. By embracing ESG,
companies can work towards a better change in this field, ensuring sustainability and ethical

practices.

The company must take decisions in relation to these elements (compensation of employees
and board executives, board and company diversity, tax strategy and accounting standards,
bribery and corruption, fraud, ethics and values, transparency and anti-corruption as well as
shareholder rights). This is part of the governance pillar but can sometimes be confused with

the company’s social aspect .

The importance of ESG is further highlighted by the current state of the planet. The Earth is

struggling to sustain human life due to the increasing pollution and depletion of resources.



According to Grizzlead (2022), it will take 1.7 Earths to sustain everyone if we continue on this
path. This year, we are supposed to have consumed all the natural resources the Earth has to
offer for one year, on 2 August 2023. Therefore, it is imperative for companies to prioritise

environmental sustainability and take necessary steps to reduce their carbon footprint.

To help companies integrate ESG elements into their businesses, ESG frameworks have been
established. This helps them to assess and disclose their vulnerability to a wide range of ESG

risks.

There are several kinds of ESG frameworks, including the Value Reporting Foundation's SASB
standards, the Global Reporting Initiative (GRI), and the Task Force on Climate-related
Financial Disclosure (TCFD). This is some tips to try to apply:

“The company can successfully identify and assess ESG risks

e Upper management takes responsibility for the integration and mitigation of ESG risks
e The company has the appropriate skills, knowledge, and expertise to manage risks

e There is compliance with and preparation for regulations

e ESG risks are taken into account when establishing, implementing, and maintaining

internal and external reporting” (Conservice ESG, 2022)

To help companies engage in more effective risk management with ESG data, it enables
organisations to plan compliance goals, improve voluntary disclosures and create risk

mitigation strategies and roadmaps to help address threats before they occur.

Before investing in a company, the most experienced investors look at the ESG reporting of the
company concerned. Therefore, these investors must first look at the risks related to these ESGs.
There are multiple ESGs falling into 4 main categories: financial, competitive, strategic and
perception (Conservice ESG, 2022).

It turns out that for investors, implementing ESG is safer and better for investing in a company.
However, there are 4 main risks that companies must take into account and be weary of when

integrating ESG reporting into their strategy.



1.2.2. Types of risk evaluations
During the evaluation of a company’s risks, 3 main types of risks show up:

1) Transition risk “refers to the climate policies and laws shifting the global economy away
from fossil fuels. Policy and regulatory risks, technological risks, market risks, reputational
hazards, and legal risks are all part of transition risks that can impact the portfolio. These
risks are intertwined, and they are often on investors’ minds as they try to negotiate a more
aggressive low-carbon agenda that might have capital and operational implications for their
assets.”

2) Litigation risk “surrounding CO2 emissions. Companies that generate and emit more
CO2 than others are more liable to class-action lawsuits and other legal issues that hold
them responsible for contributing to global warming.”

3) Physical risk “such as extreme weather and record temperatures, are now recognized as
events that can be predicted and factored into financial planning. Droughts, floods,
excessive precipitation, and wildfires are all examples of acute threats. Rising
temperatures, the spread of tropical pests, illnesses in temperate zones, and an
accelerated loss of biodiversity are all examples of chronic concerns. Investors are

exposed to both idiosyncratic and systemic risks as a result of acute and chronic threats.”

In addition to these three risks, there is also the cost of unstable politics and conflicts that

climate change may cause. (Conservice ESG, 2022)

1.2.3. Access to information and data
One of the problems for investors is to get clear, reliable and consistent data to best understand
their future in relation to the ESG data of certain companies. Indeed, such data allows investors
“the ability to track progress and gather the critical information they need for peer comparison
and risk mitigation”. (Conservice ESG, 2022)

Today, there is still a lack of ESG disclosure and inconsistency in the reporting of ESG
information. Investors often cite the inability to respond to sponsor requests for ESG

information as a major concern due to this lack of information sharing.
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1.2.4. Perception and reputation
According to McKinsey, the value creation that a company achieves through their consideration

of ESG issues is a positive step forward for investors who pay attention to these elements.

Indeed, companies that do not have a good ESG programme with solid elements do not attract
potential investors as they are seen as not being progressive or risk-aware. This reflects
negatively on the image and reputation of the company and consequently will impact the value

of the investment.
McKinsey has found some strong ESG propositions:

a) “Help portfolio companies tap into new markets and grow in existing ones by building
trust that grants them access, approvals, and licences that provide new growth

opportunities.

b) Enable companies to achieve greater strategic freedom by relieving regulatory pressure,

reducing the risk of adverse government action, and building government support.

c) Help companies attract and retain quality employees, improve employee motivation by
instilling a sense of purpose and increase overall productivity. Why is this important?
Employee satisfaction is positively correlated with shareholder return.” (Conservice
ESG, 2022)

1.2.5. Regulatory risks
In Gartner's 2021 Emerging Risks Monitor report, the regulatory risk associated with ESG

disclosures quickly moved to second place.

These ESG efforts should begin by cross-functionally mapping ESG strategies and risks while

working to collect data on relevant and material ESG metrics.

According to a survey of 153 senior executives, companies face both significant risks and

opportunities due to ESG regulatory requirements.
Many companies are currently disclosing information about their GHG emissions.

With the continuation of climate-related disasters and variable weather, stricter regulations
regarding GHG emissions, increasing demand for renewable and sustainable energy,
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biodiversity and supply chain ethics issues, and growing concern regarding social and

governance issues, 2022 is expected to see even greater demand for ESG disclosures.

Despite executives having long been concerned about investor pressure on ESG disclosures,
established legal frameworks are only beginning to take effect in some jurisdictions
(Conservice ESG, 2022).

If companies are able to mitigate these 4 risks, it will make them less volatile and provide
greater confidence to investors. They are rewarded with access to credit and debt markets,

reinvestment, long-term growth and positive brand value.

1.3.  From “Corporate citizenship to “CSR” to “ESG”

1.3.1. Diagram of Venn

A concept that is very similar to ESG is CSR, Corporate Citizenship

meaning Corporate Social Responsibility. The {‘L:u o
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the overlapping fields show that CSR. ESG Figure 3: Diagram of Venn, Park, J. G., Park, K., Noh, H., & Kim, Y. G. 2023
and corporate citizenship studies share similar themes and research focuses. (Sustainability,

2023)

1.3.2. Definition of Corporate Citizenship
First of all, if we take the concept of Corporate Citizenship and look at the definition given by
Business Jargon, we can read: “Corporate Citizenship is the responsibility of the corporation to

develop the value of the business by working for the well-being of all the parties with which it



12

deals. It implies the social responsibility of business and the degree to which it adheres to legal,

environmental, cultural, ethical and economic responsibilities.” (2022)

Another definition: “Corporate citizenship describes the role of the corporation in administering
citizenship rights for individuals. Such a definition reframes CC away from the notion that the
corporation is a citizen in itself (as individuals are), and towards the acknowledgement that the
corporation administers certain aspects of citizenship for those individuals. We do not wish to
suggest that corporations are the only actors administering these rights, but they have taken
over considerable responsibility for such administration from governments.” (Matten & Crane,

2005)

And finally, “At a minimum, corporate citizenship means adherence to laws, regulations, and
accepted business practices in the places where a company operates. A more expansive
interpretation is the conduct of business in ways that reflect proactive, responsible behaviour in
business and in dealings with all constituents and with respect to communities, society, and

natural environment more generally.” (Logan et al, 1997)

1.3.3. Difference with ESG

With these 3 definitions, we can easily say that there is a difference between Corporate
Citizenship and ESG. The first relates more to an ethical issue and how the company is managed
as such to respect the well-being of everyone in the company while ESG is more to encourage
investors and shareholders to know the health and ESG performance that the company obtains

to consider a partnership or future investment.

1.3.4. Definition of Corporate Social Responsibility
Then, if we now look at the concept of Corporate Social Responsibility, we will see why they
are different and define it.

The definition of CSR is the following: “CSR is a management concept whereby companies
integrate social and environmental concerns in their business operations and interactions with
their stakeholders. CSR is generally understood as being the way through which a company
achieves a balance of economic, environmental and social imperatives (“Triple-Bottom-Line-
Approach”), while at the same time addressing the expectations of shareholders and

stakeholders. In this sense, it is important to draw a distinction between CSR, which can be a
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strategic business management concept as well as charity, sponsorships or philanthropy. Even
though the latter can also make a valuable contribution to poverty reduction and potentially
enhance a company’s reputation and brand, the concept of CSR clearly goes beyond that.”
(UNIDO)

1.3.5. Difference with ESG )
CSRvs ESGreporting

In the figure on the right, we can see a | .ok | | _____&c________
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Approach Doing well by doing good A envirenmental, social and governance
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one, CSR, is focused on doing well and
Iooking good (reputation) while ESG is Figure 4: lllustration of Greenwash ESG Funds, Siggia 2023
more focused on financial and capital

aspects. However, we can state that CSR is the precursor to ESG.

1.3.6. Conclusion

Now that we have a clearer understanding of these 3 concepts, we can determine that each of
them is an evolution in the term and in the utilisation. Corporate citizenship is more focused on
ethics while CSR is focused on business and green and ESG is used in the field of financing,

funds, investments.

The term “Corporate Citizenship” was most often used in companies because of its focus on

governance and employees' well-being at work.

Then, came the term “Corporate Social Responsibility”, which promotes the concepts of
economy, society and environment. Indeed, climate change has made it possible to place the

environment more at the centre, with a focus on the economy.

Today, the term “ESG” is becoming increasingly common in business. ESG enables companies
to report with precise and clear data, which was not the case before. CSR was the precursor to
ESG. Without CSR, there would be no ESG. While CSR aims to make a business accountable, ESG

criteria make such business’ efforts measurable.
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Due to the growing importance of sustainability, companies are moving from a voluntary CSR
reporting model (or “ feel good™) to a standardised practice of reporting on their ESG efforts

through quantifiable measures to demonstrate responsible business operations.

In conclusion, the three terms obviously have many similarities, as they are used to mean more
or less the same thing. However, the changing priorities of society and investors have led to an
evolution in the terms used. “Corporate citizenship” has been used for decades. And without
the arrival of the term “CSR”, there would have been no “ESG”. In fact, these two terms are
very similar, but ESG is the physical embodiment in reporting of a company's environmental,
social and governance performance. This has enabled investors to base their decisions on

concrete data rather than on voluntary reports.

1.4. Greenwashing and ESG

1.4.1. What is Greenwashing?
Greenwashing is a deliberate information disclosure decision initiated by firms that may be
beneficial to firms but costly to society. We can re-define Greenwashing as firms obscuring
their less impressive overall ESG performance by revealing large quantities of ESG data to

manage relevant stakeholders’ impression. (Yu et al. 2020)
There are 3 types of greenwashing that we will explain in more detail below.

The first one is manipulating disclosure to boost company valuation. Indeed, “companies
overstate their real environmental performance, which is so-called a “green-washing” strategy”.
Some companies integrate greenwashing in their corporate strategy by disclosing a large part
of their environmental data while in reality, this company has poor environmental performance.
This allows the future shareholders to showcase the company’s supposed good side. This

strategy aims to lie to the company’s external people.

The second one is selective disclosure so as to mislead investors. This type of greenwashing is
defined as some firms selectively reporting positive environmental information but hiding
negative information. It can also be the company deciding to disclose false information to a
specific type of investor in order to mislead them. However, globally exposed companies are

careful with this type of greenwashing to avoid being reported.
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The last one focuses on product-level greenwashing rather than firm-level greenwashing.

Indeed, some firms can overstate the environmental benefits of a product just to increase sales.
(Yu etal. 2020)

Clearly, there is a difference between the concepts of greenwashing and ESG. Greenwashing
is the misleading disclosure of ESG data and positive extrapolation in order to embellish the
company’s image to shareholders and investors. ESG performances are often worse than those

disclosed to the public.

On the other hand, as we have seen above, ESG are concepts related to the environment, social
and governance but this is accurate data that is not misleading. In other words, greenwashing is
the extrapolation of a company’s ESG performance especially in the environment sector. So,

these concepts are clearly related but not the same.

1.4.2. Why are companies vulnerable to greenwashing?

Now that we have seen the concept of Greenwashing, let us look at how it affects ESG
objectives. ESGs are automatically considered when an investment is made, and greenwashing
allows companies to falsify ESG performance data and disclose false data in order to inflate the

performance of the company or the product being marketed at the time.

Many companies do not have the desire, the courage or the financial resources to integrate ESG
as effectively as possible. Instead of being honest with external parties, they prefer to disclose

other data in order to make their ESG performance look better and greener than it actually is.

This illustration shows the methods used by company managers to falsify ESG data so as to

mislead not only investors but also the general public.

How do Fund Managers
Greenwash ESG Funds?

uDUﬂD

(o)

The ESG fund manager
selects ESG metrics
that areeasy to
achieve or may not be
asrelevant to the
fund's investment
strategy.

ESG fund managers
exploit the absence of
standardized ESG
reporting, where
companies use varied
methodologies and
criteria to report their
ESG performance.

| —os )

The ESG fund manager
may not disclose the
fund's investment
process, including how
it selects and evaluates
companies for ESG
performance.

Figure 5: lllustration of Greenwash ESG Funds, Siggia 2023

The ESG fund manager
may not engage with
portfolio companies on
ESG issues or disclose
the level of
engagement it has
with companies.

The ESG fund may not
disclose the fund's
holdings or provide
only vague disclosure,
such as disclosing only
the top ten holdings.



16

A number of large companies have tried to greenwash and have been caught in the act . As a

result, the company loses credibility as well as the trust of external parties.

The following is an example of Greenwashing that happened in Germany: “In 2021, the US
Securities and Exchange Commission (SEC) opened an investigation against Deutsche Bank
for overstating its ESG credentials for its $1 trillion fund range. A German consumer group
sued the company in 2022 for ‘misrepresenting a fund's green credentials in marketing

materials’.”

A second example that has come to light is also the following: “FIFA has been the subject of
various complaints by a Belgian advertising ethics committee for its misleading “carbon
neutrality” claims for the 2022 World Cup in Qatar”. (Siggia, 2023)

“ According to the Harvard Law School Forum on Corporate Governance's ESG Global Study
2022, Europe continues to lead the ESG charge. More European investors say ESG is at the
heart of their investment approach (31% vs. 18% in North America, 22% in Asia-Pacific).
Europe also has the highest percentage of ESG users (93% vs. 79% in North America, 88% in
Asia-Pacific). This reflects the more mature European ESG market and regulatory framework”.
(Raj, 2022) We can see that Europe is ahead of any other continent when it comes to ESG
legislation and disclosure.

1.5. The positive impact of Covid-19 on the ESG

The COVID - 19 crisis turned the whole world upside down in a matter of weeks and the whole
world had to adapt very quickly to a new way of life, namely being home-bound due to forced
confinement, remote working work and the global economic upheaval. Indeed, the whole world

went into a state of ““ pause” for many months.

This was also the case for a majority of companies. They had to review their main objectives
as well as their so-called business modus operandi . A simple worker could no longer travel to

work, which definitely shifted the economy’s rhythm and overall landscape.

As aresult, this upheaval inevitably caused an economic and financial crisis. Foreign exchange
costs increased and were more volatile, hence the general inflation that took place in many
countries, which caused financial difficulties for the population as well as for various
companies. (Singh and a, 2021)
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The latter had to reinvent themselves and find solutions to minimise the consequences that
COVID - 19 had triggered.

According to some scientific articles, we can affirm that several companies in the world have
rethought their business strategy and have put more and more emphasis on ESG. This has
sparked an increase in companies paying more attention to environmental, social and
governance aspects. Indeed, the COVID- 19 crisis has helped reframe global priorities and the
human aspect was considered more. For example, firms focused their attention more on how
they could reposition their operations and products. Avoiding layoffs, offering flexible work
schedules and paid sick leave may allow companies to be more resilient in the face of adversity,
as they may be able to maintain high employee productivity while mitigating costs by avoiding

employee turnover (Srivastava and al., 2022).

According to this study, companies that had a greater commitment to ESG challenges were
more likely to receive credit. During the COVID -19 crisis, many companies had no liquidity
and the only solution was to borrow some. These were more easily granted to companies that
included ESG data. As we can read in this study: “Our empirical analysis suggests that increased
engagement in CSR activities enable firms to access debt capital during COVID-19-induced
crisis. In addition, we document that riskier firms involved in CSR activities obtain higher debt
financing during the pandemic, despite the risk associated with such firms.

The pandemic caused direct shocks to the economy worldwide and constrained firms’ liquidity.
Therefore, firms need to be resilient to deal with the challenges caused by a COVID-19-induced
crisis. Our study provides evidence that the socially- responsible behaviour of firms can help
during the COVID-19-induced crisis by providing better access to external capital. This enables
resiliency during crises and facilitates valuable resources to survive the adverse impact of the
initial shockwaves . The study’s insights reinforce the need for firms to be socially responsible.
The reputation as well as the responsible behaviour of firms lower the risk perception of

stakeholders towards firms during crisis periods.” (Srivastava and al., 2022).

In addition, another study states that: “In fact, after COVID-19, businesses are expected to help
build back better and to reimagine the economy in the shadow of the pandemic, and therefore
it is time to intensify efforts by business to incorporate sustainable development considerations

into strategy, management approach and governance oversight and to be accountable for them.”
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In other words, Covid will have a positive influence on ESG integration in companies which,

in turn, will assist investors.

Since the COVID - 19 crisis has just ended, leaving behind about 34,000 dead and billions of
people impacted, we cannot dwell on the subject. It will be several years before more research
can be carried out . This will allow us to have a more thorough look into the matter (Report of
Covid, 2023).

To conclude, COVID- 19 will have had a positive impact on ESG within companies and will
have given firms the desire to place more social objectives as a priority within organisations.
However, as seen before, investors must be careful between companies that really implement
ESG aspects in their company and greenwashing (Adam & Abhayawansa, 2021 & Atkins and
al., 2022).

1.6. ESG initiatives

1.6.1. In Europe: The EU Green Deal
The EU Green Deal: “Our ambition: to be the first climate neutral continent” was presented to

the public and the European institutions by the European Commission in December 2019.

“Climate change and environmental degradation are an existential threat to Europe and the rest
of the world. To meet these challenges, the Green Deal for Europe will transform the EU into

a modern, resource-efficient and competitive economy, ensuring:

e an end to net greenhouse gas emissions by 2050,
e economic growth that is decoupled from resource use,

e that no one is left behind.

The Green Pact for Europe is also our way out of the COVID-19 pandemic. One third of the
1.8 trillion-euro investment of the NextGenerationEU recovery plan and the seven-year EU

budget will finance the Green Pact for Europe.” (European Commission website).

This new element is part of the important 2030 plan on Sustainable Development. Welfare is
also placed at the centre of economic policy. The EU Green Deal strategy “aims to transform
the EU into a fair and prosperous society with a competitive economy”. Its goal is a net carbon
neutral European Union by 2050. In order to enforce this general policy strategy, there are

several regulations as well as several laws and directives that will come into being.
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The Green Deal has the following objectives:

1) “Increasing the EU’s [ iis chimsscsasincsininn |

I Biodiversity Strategy for 2030 I l

Transition to a I
Circular Economy
A zero pollution Europe

s ® vision for Inclusive
The transformation of Rural Areas

agriculture and rural areas ® Africa Europe agenda
Towards amodemised and

:

simplified CAP
Leave no one behind
(Just Transition)

* Strategy on the sustainable use of chemicals
*  Clean Air and Water Action Plans

climate ambition for 2030

and 2050 Preserving Europe’s
natural capital

* TBD withthe

2) S u p p Iyl n g C I ean y ZZ:';ZZWF \ Sustainable Transport

affordable, secure energy e
Revising 2030 Achieving Climate
4 Edes Nevteltty

* Climate Pact
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Clean, Reliable and
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Legislation
*  European
Framework for gas
*  Review Energy
Taxation directive

European
Green
Deal
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- © European Investment Bank as European Climate Bank © Just Transition Instrument, including the Just Transition Fund
I n an en e rgy an d resou rce ® Sustainable Europe Investment Plan ® Mainstreaming the Just Transition in the MFF

© Green Financing Strategy

® Mainstreaming climate transition and sustainability in the MFF

efficient way
Figure 6: Objectives of European Green Deal, ENGD Report 2020
5) A zero-pollution

ambition for a toxic-free environment

6) Preserving and restoring ecosystems and biodiversity

7) Farm to Fork: a fair, healthy and environmentally friendly food system

8) Accelerating the shift to sustainable and smart mobility” (ENGD Report, 2020).

With this new deal, Europe hopes to make a difference and become the first continent to be
carbon neutral and better use of resources but also better protect citizens from environmental

impacts and consequences and to be simply fair and inclusive.

An impressive number of proposals and regulations are underway or about to emerge to help
make the European Green Deal work, such as the EU Circular Economy Action Plan (CEAP)
Il which aims to boost global

Ecodesign requirements

competitiveness, create new jobs and

. . drive economic growth.
The proposed Ecodesign regulation for
Extending Reducing carbon Ensuring Preventing Minimurm

product  and environmental products waste and uptake of sustainable p roducts that allows
life cycle footprints are fit for a boosting recycled

of products climate neutral EVEE materials H
oot et andcinglar recormy products to be more reliable, durable,
life cycle economy

reusable, repairable, upgradeable, easier
Figure 7: Ecodesign requirements, The EU Green Deal 2023

to refurbish, recycle or maintain.
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In addition, there is the Farm to Fork strategy that helps meet the goal of a climate neutral
Union by 2050.

Another central pillar of the Green Deal is the new Biodiversity 2030 strategy, which is a long-

term plan to protect nature and reverse the degradation of ecosystems.

The Zero Pollution Action Plan will accelerate the implementation of legislation in EU

policies to reduce air, water, soil and noise pollution.

One of the last pillars of the Green Deal is the revision of the EU legislation on Packaging

and Packaging Waste allowing the end of packaging waste through recycling and reuse.

Finally, the proposed new regulation to curb EU-driven deforestation and forest
degradation establishes strict mandatory due diligence rules for companies wishing to place

relevant products on the EU market or export them.

All these rules and initiatives taken by the European Union will make the European Green Deal

as real as possible. (The EU Green Deal — a roadmap to sustainable economies, 2023)

Timeline

On the following timeline, we can see the 10 March 2023

The EU agrees stronger rules to boost energy efficiency

latest changes that have taken place in

14 February 2023

2023 in relation to the EU Green Deal. ool eeerss it o
Since the end of 2019, the European —

sion sets out rules for renewable hydrogen

Commission has not failed to create new
24 January 2023

rules so that their objectives are well and poliseiing headbEirope

truly reached by 2030 and 2050.
:

11 December 2019
Presentation of the European Green Deal

e Commission proposes 2030 zero-emissions target for new city buses and 90°

Presentation of a ’A New Deal for Pollinators’ to tackle the alarming decline in wild

Figure 8: Timeline of the changes in relation to the EU Green Deal, 2023
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1.6.2. International : TCFD, Paris Agreement, UN SDG and NZBA

The Task Force on Climate-related Financial Disclosures (TCFD) is a framework that helps

investors and other external parties to the company by voluntarily and clearly disclosing

climate-related financial risks . In other words, it is a general framework that addresses climate

issues.

In the figure, we can see that since
2017, the adoption as well as the
location of the TCFD disclosures is
mainly in the annual reports and in
the sustainability report. They can
also be found in a climate-specific
report, but this seems to be less
common . (TCFD report, 2023)

Location of TCFD Disclosures by Year for Fiscal Years
2017-2021

Percent of Respondents

FY2017 FY2018 FY2019 FY2020 FY2021
Report Type' (332 (37) (53) (94) (153)

Financial Filing, Annual Report, or
Integrated Report

Sustainability Report

Climate-Specific Report

Other 15% 14% 13% 9% 9%
Average # of Reports per 15 16 1.9 2.0 21
Respondent . ) :

Legns | IEEs

Figure 9: Location of TCFD Disclosures, TCFD Report 2023

The Paris Agreement is an international treaty designed in 2015 to operate on climate change.
Adopted by 196 Parties at COP 21, it came into effect at the end of 2016 to combat climate

change. Its primary objective is the following: “To keep the increase in global average

temperature well below 2°C above pre-industrial levels and to continue efforts to limit the

temperature increase to 1.5°C above pre-industrial levels.” (UNFCCC).

But the agreement does not stop there. It has other objectives related to the climate crisis.

e “Limit greenhouse gas emissions from human activity to the same levels that trees, soil

and oceans can naturally absorb - known as net zero - between 2050 and 2100.

e Each country sets its own emission reduction targets, reviewed every five years to raise

ambitions.

e Wealthier countries must help poorer countries by providing funds, known as climate

finance, to adapt to climate change and switch to renewable energy.” (Stallard, 2022)
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The Paris Agreement proceeds by 5-year targets each time with increasingly ambitious climate
actions by each country. It still provides a framework through technical, financial and capacity

building support for countries that need it.
Save & increase forest area :

to capture greenhouse
gases from the atmosphere :

Hold average increase in

global temperature to 2°C

The agreement allows for global transparency
as each country must make its plans and

Limit temperature
increase to 1.5°C

progress both public and accessible. Every 5  jcinance

consistent and aligned
with Agreement goals

years, they must review their nationally-
. . . =t
determined contribution (NDCs). E,Q’D'

: Increase ability to adapt to
www.treeald.org : climate change

These contributions will have to be more Figure 10: Objectives of the Paris Agreement, European
ambitious than the previous one for each B

country. Moreover, these ambitions can differ from one country to another as they respect “ the
principle of common but differentiated responsibilities and respective capabilities”.
Furthermore, they are determined unilaterally and should include targets for greenhouse gas
emission reductions and adaptation. In order to keep these contributions up to date and
increasingly evolving, countries have the right to prepare long-term low-carbon development

strategies and low-carbon sectoral roadmaps (European Bank, 2021).

The Paris Agreement is a kind of “ hybrid of legally binding and non-binding provisions” (Aid
Tree).

The Sustainable Development
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humanity from poverty and put
the planet on a sustainable path”
by 2030. All three categories of

1 CLIMATE 1 PEACE, JUSTICE 1 PARTNERSHIPS
ANDSTRONG

INSTITUTIONS
e
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SUSTA.INABLE
¥ | ¥ B

ACTION

goals have been represented in

these targets (economic, social

Figure 11: The 17 SDG goals, 2015

and ecological).
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The 15-year plan aims to reduce poverty and put sustainability back on the agenda for 2030.
“The emphasis of this agenda is on ‘universality’, which means that implementation must be
ensured not only in the Global South, but across the globe.”

Progress assessment for the 17 Goals based on assessed targets, 2023 or latest data The graph on the Ieft I'epresents the
5DG1 L ———
soG2  [EE— I

progress of each SDG at just over

5DG3

5DG4

socs

5DG6

5067

5DG8

spGo I

halfway through the plan. In fact, in
2023, we are right between 2015 and

soc1o [ .

B — 2030. It is therefore necessary to
soct2

EE:E I L ——. visualise and realise what has already
soc1s I |

O  —— been put in place and what remains to

T T T T d
0% 20% 40% 60% 80% 100%

be done to achieve the 17 goals that the

Share of targets assessed

mOn track or target met  Fair progress, but acceleration needed m Stagnation or regression Insufficient data

United Nations set for itself 8 years
Figure 12: Progress assessment for the 17 Goals, 2023 . .

ago.  “At  the midpoint of
implementation of the 2030 Agenda, the world is not on track to meet most of the Goals by
2030. There has been progress in some areas, however, progress against a very worrying

proportion of targets is either moving much too slowly or has regressed.”

However, due to the geographical conditions and the difficulties in gathering all the data, this

graph only serves to give an overview but should not be taken to the nearest percentage.

What we can learn from it is that there is still a long way to go and that developed countries
have every interest in helping developing countries to rebalance living conditions between all

countries (SDG Progress report special edition, 2023).

The NZBA, net-zero banking alliance, brings together and represents over 40% of the world's
banking assets. All of them, led by the United Nations, have agreed to align their lending and
investment portfolios with net-zero emissions by 2050. The banks in the alliance are setting
interim targets for 2030 using robust, science-based guidelines. The alliance is open to any bank
wishing to become responsible and paying attention to climate initiatives. Its aim is to
strengthen, support and accelerate the implementation of decarbonisation strategies by creating

coherent guidelines at international level.

Before joining the Net-Zero Banking Alliance, the bank” s CEO will have to sign a declaration

of commitment and follow these guidelines:
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e “Transition the operational and attributable GHG emissions from their lending and

investment portfolios to align with pathways to net-zero by 2050 or sooner.

e Within 18 months of joining, set 2030 targets (or sooner) and a 2050 target, with

intermediary targets to be set every 5 years from 2030 onwards.

e Banks’ first 2030 targets will focus on priority sectors where the bank can have the
most significant impact, ie. the most GHG-intensive sectors within their portfolios, with

further sector targets to be set within 36 months.

e Annually publish absolute emissions and emissions intensity in line with best practice
and within a year of setting targets, disclose progress against a board-level reviewed

transition strategy setting out proposed actions and climate-related sectoral policies.

e Take a robust approach to the role of offsets in transition plans.” (UNEPFI website,
2023)

The Alliance has two specific objectives.
Firstly, its aim is to provide a structured forum to support banks’ transition to net zero by 2050.

Secondly, to create a platform for demonstrating leadership, coherence and credibility of action.

In what follows, we will look at the mandatory regulations that the European Union and the
United Nations have established to encourage as many companies as possible to integrate ESG
performance into their strategies.
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2. Regulatory reporting requirements

2.1. Introduction: The need for standardisation

A number of regulations will be introduced in the coming years, and in order to harmonise them
as best as possible, a language dictionary is being used to classify whether an activity is
sustainable and green. It is called the EU taxonomy and it is designed to help companies
understand how they can become sustainable.

The EU Taxonomy Regulation describes a framework for classifying “green” or “sustainable”
business activities carried out in the European Union. This is the first time that a regulation has
been created and therefore provides a clearer framework for classifying whether a company is
sustainable and environmentally friendly or not. If companies are classified as sustainable by
the taxonomy regulation, they will be able to benefit from greater investment. This legislation

rewards and promotes environmentally friendly practices.

The purpose of this regulation is to contribute to the following objectives:

1. “Climate change
-~ . EU Taxonomy Environmental Objectives
mitigation
2. Adaptation to climate
change
3. Sustainability and

protection of water and
marine resources

4, Transition to a circular Figure 13: Objectives of EU Taxonomy, Worldfavor
economy

5. Pollution prevention and control

6. Restoration and protection of biodiversity and ecosystems” (Worldfavor).

The taxonomy helps define what part of the economy is truly green and will require disclosure
of what part of the activities of large companies would be compatible with the taxonomy
(Novethic, 2021).

To be classified as ¢ sustainable” :

1. “The economic activity contributes to one of the six environmental objectives
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2. The economic activity causes ‘no significant harm’ (DNSH) to any of the six
environmental objectives

3. The economic activity complies with ‘minimum safeguards’ such as the United Nations
Guiding Principles on Business and Human Rights to ensure that it does not have a
negative social impact

4. The economic activity complies with the technical selection criteria developed by the
EU Technical Expert Group” (Financial Software Architects GmbH, 2022).

2.2.  NFRD-2014/95/EU

The NFRD, the non-financial regulation directive, “obliges large companies to publish
reports on the policies they implement regarding: environmental protection, social
responsibility and treatment of employees, respect for human rights, the fight against corruption
and diversity in the boards of directors of companies (in terms of age, gender, education and

professional training)” (Driessen, 2021).

We can see that article 19a has been added as well as 29a. An excerpt of what we can read in
this article is: “In the management report a non-financial statement containing information to
the extent necessary for an understanding of the undertaking’s development, performance,
position and impact of its activity, relating to, as a minimum, environmental, social and

employee matters, respect for human rights, anti-corruption and bribery matters, including:
(@) a brief description of the undertaking’ s business model,

(b) a description of the policies pursued by the undertaking in relation to those matters,
including due diligence processes implemented;

(c) the outcome of those policies;

(d) the principal risks related to those matters linked to the undertaker's operations
including, where relevant and proportionate, its business relationships, products or services
which are likely to cause adverse impacts in those areas, and how the undertaking manages

those risks;

(e) non-financial key performance indicators relevant to the particular business.” (Article
19a)

The EU member states are responsible for transposing this regulation into national law.
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2.3.  CSRD-2022/2464/EU

An extension to the NFRD is the CSRD (Corporate Sustainability Reporting Directive). In
fact, the CSRD replaces and consolidates the NFRD adopted in 2014. This previous directive
already aimed to harmonise non-financial reporting. Similar to the NFRD, it is a directive issued
by the European Union to consolidate and strengthen the non-financial reporting obligations of
large companies. This new regulation modifies the NFRD regulation on non-financial
performance. It adds a principle of double materiality that allows for much more demanding
information to be provided in the extra-financial performance declaration. In addition, it directly

addresses rules regarding sustainable development to many companies.

“Overall, the new wording of Article 19a of the NFRD as proposed by the CSRD makes sense:
it forcefully addresses the main problems of non-financial reporting: information overload and
greenwashing. The broader approach to stakeholder engagement is beneficial for a complete
picture of important issues. However, clarification is still needed in order to get the maximum

effect of the materiality principle.” (Foster, 2022)
In practical terms, the CSRD extends and replaces the NFRD in several ways.

First, the CSRD extends the obligation to prepare and publish a non-financial statement to all

large companies and to all companies listed on requlated markets. This would increase the

number of companies covered from 11,000 to 49,000, which happens to be more than a fourfold

increase. The CSRD clearly requires more companies to report their non-financial condition.

Second, the proposal requires that an audit of the information reported be conducted.

Third, the CSRD would be more demanding and pickier from a reporting perspective. Indeed,

the Commission has established a list of mandatory European sustainability reporting standards

through delegated acts.

Fourth, the CSRD requires that all non-financial information be tagged so that each published

data is processed electronically and accessible from a single European access point, which has

been envisaged during the Capital Markets Union action plan (Révision de la directive NFRD

: vers une comptabilité non financiere?, 2021).


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32022L2464
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The aim of this new regulation is to clarify and harmonise the information that companies reveal
to the public in relation to ESG aspects and even extends to all non-financial information. Each
company concerned will be forced to add to their annual report a precise assessment of ESG
data.

e “Business models, strategy and policies related to sustainability

e KPIs and sustainability indicators

e Corporate sustainability governance strategy

e Assessment of < double materiality’ and ‘ duty of care’ (in relation to the CSDD,
Corporate Sustainability Due Diligence Directive)

e Sustainability risk assessment and prevention

e A setof environmental information, in particular aligned with the principles of the green
taxonomy

e Information related to social issues

e Information related to the company’ s global governance

e And precise sectoral information” (Youmatter, 2023)

An important assessment is the double materiality. Double materiality refers to the way in
which information disclosed by a company can be important both in terms of its implications
for the company's financial value and its impact on the world at large. Double materiality is
based on the recognition that a company's impact on the world beyond purely financial
considerations may be material and therefore should be disclosed, for reasons other than the
effect on a company's bottom line (Butterworths Journal of International Banking and Financial
Law, 2023).

What we can remember is that during this decade, the European Union is taking matters into its
own hands and, in a few years, more and more precise regulations will come into being. For
example, as a first step, “the directive will have to be transposed into the national law of the
member states before the end of 2024, the reporting standards (the so-called ESRS) will be
progressively published from 2023 onwards, the first applications of sustainability reporting
based on the principles of the CSRD will take place in 2025 for the financial year 2024 for
listed companies, then 2025 for other large companies, and from 2026 onwards, listed SMESs
will be required to comply with the CSRD principles, although they will be able to obtain
derogations” (Youmatter, 2023).
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The extension of the NFRD into CSRD is part of the Green Deal’s overall framework. This
regulation is therefore mandatory for all large companies, including banking institutions in
Europe. It is also based on numerous European legislative instruments such as the framework

on taxonomy and the SFDR.

2.4.  SFDR
Sustainable Finance Disclosure Regulation is a regulation that came into effect in 2021 in
Europe to help promote sustainability in the finance sector. It applies to all ISPs, investment

services providers and asset managers in Europe.

The SFDR applies primarily to financial institutions (banks, insurance companies, asset
managers and investment firms) operating within the EU. Non-EU entities will be indirectly

affected by their EU subsidiaries, the provision of services within the EU and market pressure.

This regulation imposes certain obligations and is based on three different important elements.
Indeed, since 2021, the SFDR imposes the disclosure of information on the sustainability of

financial products of companies.

In addition, companies are obliged to describe the process of integration of their sustainability
factors in their decision making as well as to classify their funds according to the different

sustainability criteria.

Finally, annual reports must be published to explain how they comply with the SFDR regulation
and thus oblige financial actors to report on Principal Adverse Impacts (PAI). This forces them

to reveal the main negative impacts of their investments (Degroof Petercam).

Depending on the sustainability category of the financial products, they are classified into three.
This will provide clear and comparable information on the sustainability of the different

investments.

“Article 6” funds are funds that have no sustainability objectives. These funds can invest in
any company without taking ESG aspects into account or having to be transparent about their

sustainability system.

Secondly, there are “ Article 8 ” funds, which have a sustainability objective in their objectives,

but which on the other hand are not constrained by sustainability criteria. However, “Article 8
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funds must provide clear information on their sustainable investment policy and on how they

take ESG criteria into account in their investment selection process.”

Finally, “Article 9” funds are 100% sustainable funds. They have binding sustainability criteria
and clear sustainability objectives. “Article 9 funds must provide detailed information on how
they integrate ESG criteria into their investment selection process, as well as on the results of

their sustainable investment policy.” (Youmatter, 2023)

2.5.  ESG Pillar 3 reporting

The Basel Committee on Banking Supervision (BCBS) has drawn up measures at international
level to strengthen the regulation, risk management and supervision of the banking sector. The
Basel Accords are a series of 3 Basel, international recommendations, for regulations within
the banking industry. These recommendations are enforced through national (or EU-wide) laws

and regulations.
After the 2008 financial crisis, Basel 1l was created and consists of 3 different pillars:

e Pillar 1: minimum capital requirements
e Pillar 2: prudential supervision

e Pillar 3: market discipline

In fact, it is this third pillar that we will be focussing on as it forces banks to disclose information
and therefore promotes market discipline. In order to strengthen market discipline, the EBA
(European Banking Authority) has set up a system to promote transparency and improve public
disclosure by financial institutions. In 2018, the EBA is updating Pillar 3 with a new strategy
to increase the effectiveness of institutions’ disclosures and creating a comprehensive
framework with comparable and consistent information to best strengthen market discipline.
The banks are expected to publicly disclose more information, namely related to capital
structure, capital adequacy, risk management and risk measurement. Beyond that, the EBA also
addresses ESG risks by encouraging institutions to strengthen their risk management and

encouraging them to become more aware of a greener economy.
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Comprehensive EBA Pillar 3 policy framework to
facilitate use of information and increase
efficiency of institutions

Further promote and strengthen market discipline
by increasing consistency and comparability and
alignment with Basel standards

Prudential and Resolution Investment firms ESG risks disclosures,
financial disclosures disclosures disclosures including climate change

Integration with reporting

EBA PILLAR 3 DATA HUB

Figure 14: Objectives of EBA Pillar 3, 2022

“In a nutshell, Pillar 3 disclosures cover the following aspects from both a qualitative and a

quantitative standpoint:

e Scope of application of the capital adequacy framework;

e Capital structure and capital adequacy;

o Credit risk (requirements are very extensive for banks adopting the more advanced
Internal Ratings-Based, or IRB, approaches);

e Securitisation;

e Market risk;

e Equities;

e Interest rate risk in the banking book;

e Operational risk (requirements are more onerous for banks adopting the Advanced
Measurement Approach, or AMA).” (Basel, 2022)

Finally, the EBA was mandated to produce disclosure templates, the Implementing Technical
Standards (ITS) of the so-called Pillar 111 disclosures on ESG risks, which were published at
the end of January 2022. Indeed, from 2023 onwards, banking institutions will have to disclose

their qualitative and quantitative ESG information through tables.
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In this report, on the one hand, the bank will have to publish 3 tables with qualitative
explanations on its environmental, social and governance risks. For each aspect, three themes

will have to be described: risk management, governance and business strategy & processes.

On the other hand, for quantitative information, it will have to disclose 10 templates, 4 of which
are on transition risks, 1 on physical risks and 5 on mitigating actions. For more details, here

are the 10 templates per risk:

e Transition risks :

o “Gross carrying amount of loans and advances provided to non-financial
corporations, classified by NACE sector codes and residual maturities, as well
as counterparties’ scope 1, 2, and 3 greenhouse gas (GHG) emissions.

o Energy efficiency of real estate collateral in the loan portfolio.

o Alignment of counterparties’ scope 3 emissions with sectoral ‘net zero by
2050’ scenarios created by the International Energy Agency (IEA).

o Exposure to the top 20 carbon-intensive firms in the world.

e Physical risks:

o Degree of exposure towards non-financial corporates and real estate collaterals

exposed to chronic and acute climate-related hazards.
e Mitigation actions:

o Summary of Green Asset Ratio (GAR) templates 7 and 8.

o GAR: Breakdown of exposures by sectors and proportion of these exposures
that are Taxonomy-eligible and Taxonomy-aligned.

o GAR: Template built upon the information on exposures included in Template
7 with an additional distinction between a GAR for the stock of exposures, and
a GAR for newly originated (‘flow”) exposures.

o Banking Book Taxonomy Alignment Ratio (BTAR): Breakdown of exposures
by sectors and proportion of these exposures that are Taxonomy-eligible and
Taxonomy-aligned including exposures towards corporates not subject to
NFRD disclosure obligations (as opposed to the GAR).

o Information on other actions (not included in the EU Taxonomy) put in place
by the institution to mitigate climate-change-related risks.” (Greenomy, 2023)
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Final draft ITS on Pillar 3 ESG ITS — Disclosure quantitative templates on climate change

Figure 15: lllustration of a template on Pillar 3 ESG

For credit institutions, the Green Asset Ratio (GAR) has been established by European
regulators as a key performance indicator (KPI) to measure the proportion of taxonomy-aligned

balance sheet exposure relative to total assets.

Banks will have to report once in the first fiscal year and then twice a year in subsequent years

2.6. GRI

The GRI, Global Reporting Initiative, is an NGO created in 1997 by the Nations of the world
to establish a reference system of indicators to measure the level of progress of companies’
sustainable development programmes. The first publication of the GRI was in 2000, followed
by several revisions until 2014, when a 4th edition was published: the G4. Companies around
the world actually make extensive use of these guidelines to produce their corporate social

responsibility reports.

The GRI takes into account different areas such as the economy, human rights, the environment,

social relations and working conditions, society and finally product responsibility.
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To ensure that companies report well, the GRI has developed a guide with quality principles. «
The Quality Principles provide guidance on choices relating to the quality of the information
provided in the report, including its presentation. The quality of this information is fundamental
to enabling stakeholders to assess the organisation's performance accurately and legitimately

and to take appropriate action”. Various criteria must be respected:

GRI Standards ]
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= =

Gri 201l GRI 203
—
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& == |
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GRI2 GRI 304 GRI 205

Apply all three Universal Use the Sector Standards that Select Topic Standards ta report

Standards to your reporting apply to your sectors specific informalion on your
material topics

i ™

e Requirements and
principles for using the
GRI Standards

GRI1

Disclosures aboul the
reporting organization

= Disclosures and
guidance about the
organization's material

Figure 16: GRI Standards, Youmatter

e “Balance: no aspect of the organisation's sustainable development performance should
be neglected, whether good or bad.

e Comparability: present the data in a form that allows analysis of changes and the value
of changes in the organisation.

e Accuracy: “ the information reported should be sufficiently precise and detailed to
enable stakeholders to assess the organisation's performance” .

e Punctuality: publish your report at regular intervals

e Clarity: present the information in an understandable and accessible way

e Reliability: ““ the organisation should collect, record, compile, analyse and communicate
the information and processes used in preparing the report in a way that allows
verification and demonstrates the quality and relevance of the information”

(Youmatter).
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2.7.  Link with accounting - ISSB

The ISSB, in other words the International Sustainability Standards Board, was announced
for 2021 at COP 26 in Glasgow by the Trustees of the IFRS Foundation. This standard is being
developed with the aim of unifying comprehensive, high-quality global standards for all
sustainability-related information, focusing on the needs of investors and financial markets.
Indeed, investors are increasingly interested in sustainability factors before investing, so
creating global standards makes it easier to compare and understand the opportunities and risks
associated with sustainable development on a global scale. This new standard has the
international support of the G7, the G20, the International Organisation of Securities
Commissions, the Financial Stability Board, African finance ministers and finance ministers

and central bank governors from over 40 countries and jurisdictions.
“The ISSB has four key objectives:

e Develop standards for a global basis of sustainability disclosure;

e Meet the information needs of investors;

e Enable companies to provide comprehensive sustainability information to global capital
markets; and

e Facilitate interoperability with disclosures specific to a jurisdiction and/or aimed at
wider stakeholder groups.

The ISSB is committed to providing cost-effective, decision-useful and market-informed

standards.

e Standards are developed with efficiency in mind, helping companies to report what is
needed globally to investors in global markets.

e The standards are designed to provide the right information, in the right way, to support
investor decision-making and facilitate international comparability to attract capital.

e A company can avoid double reporting by applying the ISSB standards. Where
jurisdictional requirements are based on the global benchmark, companies are able to
meet jurisdictional requirements while benefiting from the efficiency and comparability
of the global benchmark.” (IFRS website)

ISSB members met in February this year to create the technical content of the initial standards,

IFRS S1 and S2 relating to sustainability risks and opportunities.
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IFRS 1 is the baseline for sustainability reporting that applies to companies in all sectors
worldwide. It allows for greater unification of information on subjects such as emissions and

waste. The standard also explains how to link financial and sustainability information in reports.

IFRS 2 is a more detailed standard that addresses specific topics such as climate change
mitigation and adaptation. It builds on frameworks we analysed in the previous section such as

the Task Force on Climate-Related Financial Disclosures (TCFD).

These two new standards should be published by the end of the second quarter of 2023 (George,
2023).
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3. In the financial sector

3.1. Introduction

If we now look at the implementation of ESG in companies in the financial sector, we can
observe a growth. In fact, for the last ten years, the social aspect has become very important in
the management of companies and for a few years now (since the arrival of Covid), the

environmental aspect is more and more considered in the strategy of companies.

Indeed' as shown in the flgure A bibliometric analysis of ESG performance in the banking industry: From the current

status to future directions

below, if we look at an
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Figure 17: lllustration of a bibliometric analysis of ESG performance in the banking industry,

in the banking sector are Galletta-Mazzi-Naciti 2022

trying to  bring the

environmental aspect into their businesses. According to the European Central Bank (ECB,
2020) guidelines on sustainable finance, a company aims to develop value while adhering to
relevant ideals, such as fair compensation for employees, respect for ethical and social values

and preservation of the environment (Galletta, S., Mazzu, S., & Naciti, V; 2022).

3.2. Principles to take into account in ESG reporting
Sustainable finance instruments have been developed and market practices have become
identifiable, with industry associations such as ICMA and LMA providing principles and

guidelines to help market participants move forward with their ESG ambitions.

3.2.1. International Capital Market Association

“The International Capital Market Association or ICMA is the global trade organisation
with the de facto regulatory authority for investment banks and securities firms participating in
the international bond market ” (Wikipedia, 2021).
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3.2.2. Loan Management Account

“The Loan Management Account (LMA account) is a demand line of credit provided by Bank
of America, N.A., Member FDIC. Equal Opportunity Lender. The LMA account requires a
brokerage account at Merrill Lynch, Pierce, Fenner & Smith Incorporated and sufficient eligible
collateral to support a minimum credit facility size of $100,000 ” (Loan Management Account:
Flexible Line of Credit).

Some standards on green finance have been inspired by the principles of the two concepts
defined above. The European Union is paying more and more attention to environmental

aspects by creating concepts that encourage green finance.

For example, the European standard on green bonds is clearly inspired by the ICMA principles
for green, social and sustainable bonds. As a result, we can observe a growth of ESG in the

financial market. (Driessen, 2021).

3.2.3. Principles for Responsible Investment

This framework, called the UN Principles for Responsible Investment (PRI), is defined by
the PRI website itself: “ The PRI, a UN-supported network of investors, works to promote
sustainable investment through the incorporation of environmental, social and governance

issues” (PRI website).

Two important objectives of this framework are to support the international network of
signatory investors and to understand the investment implications of ESG factors. Indeed, its
aim is to improve the society that wishes to act but also to improve the markets in which it
operates (in the European Union market) because it is the most important promoter of

investment responsibility. (Worldfavor)

3.2.4. Green Loan Principles

We can also add the Green Loan Principles (GLP) which for a few years now have been
increasing strongly, aiming to identify the cases in which a loan can be classified as “green”.
(Worldfavor)

In the Guideline of Green Loan, the Green Loan is defined as “ any type of loan instrument

made available exclusively to finance or refinance, in whole or in part, new and/or existing
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eligible Green Projects. Green loans must align with the four core components of the GLP, as
set out below. Green loans should not be considered interchangeable with loans that are not
aligned with the four core components of the GLP.” And there are many advantages to

implementing the Green Loan. These benefits could potentially include, but are not limited to:

e “Positive impacts on the environment and/or climate change mitigation and/or
adaptation;

e positive impact on reputation and credibility;

e building stronger, values-based relationships with stakeholders;

e gaining access to new markets, providing greater resilience to market disruption caused
by climate change and decreasing risk across portfolios;

e gaining access to a wider/more diverse pool of investors, particularly those seeking
investment with a positive environmental or environmental, social and governance
(ESG) focus;

e meeting regulatory and policy targets/commitments;

e increasing ability to attract and retain staff who see SDG contribution as an important

part of their personal and working lives.” (Guideline Green Loan Principles, 2021)

3.2.5. Equator Principles

The Equator Principles are a risk management framework adopted by financial institutions to
identify, manage and assess environmental and social risks in projects. Its main purpose is to
provide a minimum standard of due diligence and monitoring to support responsible risk
decision-making. The Equator Principles are adopted and applied by financial institutions in
accordance with the Equator Principles, EPFI. There are currently more than 116 EPFIs in 37
countries. “This covers the majority of international project finance debt in developed and
emerging markets. The EPs apply globally to all industry sectors and to five financial products:
1) project finance advisory services, 2) project finance, 3) project-related corporate loans, 4)
bridge loans and 5) project-related refinancing and project-related acquisition.” (UNEPFI)

These are the 10 Equator Principles. They are the basis on which financial institutions

implement their projects and financial products.
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3.3. Positive impacts of ESG reporting in Banks

The importance of ESG considerations is growing worldwide, whether in the financial sector
as seen above by many executives and established concepts, or even today in the banking sector.
This may seem like a contradictory association, as banking and sustainability are completely

opposite worlds.

However, today we can say that it is high time that the banks’ strategies change their priorities
and objectives to make them more concerned with the current social and ecological changes.
Climate change, governance failures and social inequalities must be taken into account within
our banks to make things happen together. Indeed, everyone contributes today to the world of
tomorrow and it is together that we will make things happen.

We will see why it is in the interest of banks to involve ESG aspects in their strategy. They will
benefit from better risk management, regulatory compliance, improved reputation, increased

innovation, and increased access to capital.
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3.3.1. Risk Management:

To better anticipate and manage risks such as natural disasters due to climate change, political
and legal risks related to greenhouse gas emissions, governance and social issues such as human
rights violations, banks should integrate ESG considerations into their risk management
framework. This will have a positive impact on their financial performance. Indeed, if they do
not integrate this into their strategy quickly, they could face asset freezes or lawsuits that would
negatively impact their bottom line. This is why the European Banking Authority requires banks
to disclose several data related to their ESG risks. (Phidi, 2023)

3.3.2. Regulatory Requirements:
The European Union has been very concerned about ESG issues for several years, hence it
introducing bank regulations. There is now a regulation on sustainable financial reporting
(SFDR) and one on GRI as seen before. These regulations require banks to disclose ESG-related
information under penalty of sanctions and fines if they fail to do so. This would have a negative

impact on their reputation, limit access to capital and their financial performance (Phidi, 2023).

3.3.3. Reputation:
As mentioned many times before, the world is increasingly concerned about social and
environmental aspects and this is also the case for investors, customers and stakeholders who
want to join a bank. They want their own bank to be a responsible corporate citizen and show
a commitment to sustainability and social responsibility.

By doing so, it will also attract and retain other customers who have a personal commitment to
ESG as well as ESG-conscious investors. The bank’s reputation will therefore be more popular
than a bank that does not prioritise ESG (Phidi, 2023).

3.3.4. Increasing Innovation:
To respond to the new environmental and social challenges, it is in the interest of banks to
prioritise ESG and this will result in the development of new products and services and
therefore be more innovative. Indeed, in order to reduce their carbon footprint and greenhouse
gas emissions and by respecting human rights and social inclusion as much as possible, banks

will become more equitable and sustainable. For example, banks simply have to slightly change
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their strategy by investing in ecological projects or projects that contribute to help

disadvantaged social classes (Phidi, 2023).

3.3.5. Increasing Access to Capital:
The growth of the green bond market has been very impressive reaching 269.5 billion dollars
in 2021: in other words, an increase of 4.6% compared to the year 2020. We can justify this
increase by investor demand and regulatory measures as seen above favouring sustainable

finance.

By issuing green bonds, it attracts investors who are socially responsible and by linking with
the point on reputation, it increases their popularity rating as a sustainable financial institution
(Phidi, 2023).

3.3.6. Conclusion
We can conclude this section on integrating ESG in banks by saying that there are only
advantages to thinking about including ESG in the strategy and management of banks. This
would allow to change the bad habits that have been formed for years and to slowly turn towards

a more sustainable economy and green finance.

3.3.7. Agencies extra-financial: MSCI, S&P
MSCI ESG Research LLC evaluates companies by rating them from AAA to CCC according
to the quality of their company’s management and the difficulty to implement ESG aspects
within them. Recently, this organisation has decided to become transparent to all stakeholders,
investors, or others and disclose the rating of over 2800 companies. This is a continuation of
the campaign for better dissemination of information and transparency to everyone. Investors
can more easily get an idea of the strategy of a typical company and the company itself can see

where it stands against the competition.

MSCI’s ESG ratings are based on 1,000 data points from company disclosures and alternative

data sets as well as 37 key ESG issues that are reviewed weekly.
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We can read a more precise definition from Bloomberg to better understand MSCI:

“MSCI is a leading provider of critical decision support tools and services for the global
investment community. With over 45 years of expertise in research, data and technology, we
power better investment decisions by enabling clients to understand and analyse key drivers of
risk and return and confidently build more effective portfolios. We create industry-leading
research-enhanced solutions that clients use to gain insight into and improve transparency

across the investment process.” (Bloomberg, 2019)

On the table on the right, we can

see that companies with a CCC .
How do MSCI ESG Ratings work?

or B rating (the Laggard) are not
ESG risks and opportunities can vary by industry and company. Our MSCI ESG Ratings model identifies the ESG risks, (what we call Key Issues), that are most material to a GICS®

Ve ry good at ESG I n fact these subrindustry or sector. With over 13 years of live track history we have been able to examine and refine our mode! to identify the E, S, and G Key Issues which are most material to
. '

an industry.

com pan i es are ve ry Iate on ESG View our Key Issues framework | Methodology Excerpt| What MSCI's ESG Ratings are and are not

risk  management,  whilst mn
companies with an AAA rating

(the Leader) are at the top of the LAGGARD LEADER
ran kl ng . Th I S i m p I ies th at th ey A company lagging its industry based on its A company with a mixed or unexceptional track A company leading its industry in managing
high exposure and failure to record of managing the most significant ESG risks the most significant ESG risks and
. manage significant ESG risks and opportunities relative to industry peers opportunities
are socially and
environmentally involved

Figure 19: lllustration of how do MSCI ESG Ratings work, Scrivana 2021
within the company and have an

excellent management of their risks. For companies in the middle range, this means that they
are already well established but can still go further in their ESG risk management and

implement it even better in their company (Scrivana, 2021).
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Standard & Poor's (S&P) refers to S&P Global, a business intelligence company that provides

LETTER GRADE CAPACITY TO REPAY

GRADE

AAA Investment Extremely strong

AA+, AA, Investment Very strong

AA-

A+, A, A- Investment Strong

BBB+, BBB, Investment Adequate

BBB-

BB+, BB Speculative Less vulnerable in the short-term, faces major ongoing
uncertainties

B Speculative Solvent in the short-term, but adverse events could
impact its ability to meet its financial commitments

CcCcC Speculative | Currently vulnerable

G Speculative | Currently highly vulnerable

C Speculative Currently highly vulnerable, and a lower obligation debt
at high risk of not being paid

D Speculative In default

Figure 20: Table of S&P Grade, Amadeo 2022

research and analysis. It i s best known for
its credit ratings, including S&P bond

ratings.

“An S&P credit rating is a letter grade on a
scale that differs depending on whether the
rating is long-term or short-term. For long-
term ratings, the best grade is AAA, which
means that the company is highly likely to
meet its financial obligations. The worst is
“D”, which means the issuer has already
defaulted. Ratings can also include a plus
sign (which is better than standalone
letters) or a minus sign (which is worse
than standalone letters).” (Amadeo, 2022)
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4. Conclusion of the literature review

Through this literature review, we have analysed in depth and theoretically the integration of
the ESG pillars (environment, social and governance) and the evolution of regulations on

ecology and sustainability, as well as the integration of ESG in the financial sector.

In this analysis, we have seen that many principles and regulations have been put in place in
recent years. The European Union has been a major player in this transition to a more

sustainable world and a greener economy.

The many changes in climate, economy and health have changed many mindsets and people
are increasingly taking ESG aspects into account in their way of life. For companies, this has
also changed many things and they have had to review their business strategy and their main
objectives. The financial aspect is becoming less important compared to the social and
environmental aspects. And this, even if many companies continue to practise greenwashing

in order to make people believe in a change of mentality, but in reality, this is false.

Certain extra-financial agencies have started to disclose their ratings based on a lot of ESG data

to rank them.

All these elements are still to be taken with a pinch of salt, as the world is still in a
transformational phase and process. As we have seen with the emergence of the ISSB, which
is in the process of being created, banks are going to have to reinvent themselves and adapt on

an almost constant basis .

It is important to remember that these analyses focus mainly on Europe, which is the most
advanced continent in terms of regulations. More importantly, the banking world is a fairly
comprehensive sector in terms of its importance to investors and its many customers. Finally,
the importance of changing our way of life as a result of climate change is becoming a priority,
even for businesses. This is why we have analysed the integration of sustainability regulations
and voluntary actions in the banking sector. Naturally, this section is non- exhaustive and the

world is ever-changing.
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Part 2 : Empirical Part

1. Introduction

The integration of environmental, social and governance aspects into the banking sector has
become a major concern in our ever-changing world. Having just explored the theoretical
underpinnings of this approach, it is now time to move on to the practical part and find out how

financial institutions are implementing these principles in their day-to-day work.

In theory, integrating ESG into the banking sector is a necessary response to the climate
emergency, social issues and the growing demand from stakeholders for more responsible
management of financial resources. However, turning theory into concrete action can often be
a major challenge. Banks have to navigate between regulatory constraints, financial risks and
customer expectations, all this whilst remaining profitable.

Yet, despite these challenges, many financial institutions have taken ambitious steps to integrate
ESG into their operations. They have recognised that aligning their investments and operations
with sustainable criteria is essential to ensure long-term growth and to make a positive

contribution to society and the environment.

Together, we are going to take a look at what four well-known bank institutions - ING, BNP
Paribas, KBC and Belfius - have recently put in place in response to changes in sustainability

and ESG regulations.
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2. Research question:

In the second part of this thesis, we will focus on the analytical part. After having seen in the
theoretical part of the paper the numerous regulations that are gradually emerging to increase
ESG reporting in the banking sector and in general in Europe and worldwide, we will focus on

the reality behind all these rules.

Do banks disclose ESG performance, risk management, ambition in the right way?
Do the banks have standards and are they comparable?

Do banks already publish CSRD or ESG pillar 3 reporting?

We will try to answer these questions as objectively as possible.

In a second part, we will compare the implementation of ESG performance reporting in the

banking sector with the startup sector.

Why compare these two different sectors (the banking and startup sectors)?

A comparison between the banking and startup sectors related to the integration of
environmental, social and governance aspects highlights the differences in both context and
size. Banks, because of their size and systemic role, are often subject to greater regulatory and
public pressure to integrate ESG criteria. Startups, on the other hand, often have the opportunity
to develop business models focused on social or environmental impact from the outset but may

also face resource and governance challenges in fully implementing these objectives.

By confronting and comparing these two environments, we will be able to see whether startups
that are less constrained by regulations and are a little freer in their business creation are also

thinking about integrating ESG aspects into their startups.
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3. Methodology:

In an attempt to provide the best possible answers to the various questions relating to the subject

of this thesis, we will carry out two analyses.

Firstly, we will carry out a qualitative analysis based on interviews conducted in two banks

(BNP P and Belfius). This will enable us to develop and compare these two banks from inside.

Moreover, we are going to carry out another qualitative analysis based on the reports published
by the banks themselves. The four banks (BNP P, Belfius, ING and KBC) represent the vast
majority of Belgian banks on the financial market. An in-depth analysis of their published
reports would enable us to compare what they have published with the regulations that are
coming into force more and more. Therefore, you are able to see whether the banks comply
with all the directives and whether they are aligning their strategies and objectives with what

the European Union or the national government is implementing.

Secondly, we are going to carry out a quantitative analysis based on a sample of responses to
a questionnaire completed by startups. Why compare this sector with the banks? We are going
to try to see whether startup companies, which are much smaller in size, consider ESG aspects

in the same way as banks and are already thinking about them during their creation phase.

Indeed, comparing large institutions that are given more ESG rules with a fast-growing sector
that has little or no financial backing is a way of seeing whether each company is thinking about

implementing ESG on its own scale within companies outside the financial sector.

To carry out this quantitative study, we first drew up a questionnaire on the subject of ESG.
After correcting and validating this survey, we sent the questionnaire to around 80 startups in
Wallonia. Twenty startups responded to the survey, providing us with a large enough sample
of startups to compare their responses with those of the banking sector. The startups surveyed
are French speakers, so we translated their answers from French into English. This is why the
questions on the graphs are written in French. Thanks to this study, we were able to see where

the integration of startups in the sector stands and compare it with that of banks.

) Step1 ) Siep2 ) Siepa Y Siepd ) eps Y Steps ) Sep7 |

Creation of Verification of ~ Questionnaire % of start-ups  Analyse of the  Translation of Comparison
the questions the survey by sent to 80 replied answers responses with the
my mentor start-ups in banking
Wallonia sector

Figure 21: Steps for the quantitative analysis
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4. Qualitative analysis: scope banks

4.1. Introduction and explanation

For our first analysis, we will therefore take a qualitative approach. BNP Paribas, ING, Belfius
and KBC alone represent 68.22% of the Belgian market share (The Banks, 2021). That is more
than half of the market share in Belgium. On this basis, we decided to analyse and study these
4 banks in order to be as representative and comprehensive as possible. Each bank must
therefore disclose a certain amount of extra-financial information in addition to the usual
financial information. We are going to review the reports that the banks published last year to
see whether they comply with the new regulations and whether they include everything that the
European Union has been putting in place over the last few years.

Then, based on the interviews conducted at BNP Paribas and Belfius, we will be able to analyse
the responses obtained and compare them with the reports that the banks have published
previously. In addition, by interviewing a person of the bank, we are able to gain an overview

of the bank as a whole. This gives us greater reliability and confidence in the answers.

4.2.  Analysis of the Banks’ reports

The analysis of the reports published by banks on environmental, social and governance aspects
plays a crucial role in assessing their performance and commitment to sustainability. As key
players in the financial system, banks are increasingly aware of the importance of integrating
ESG considerations into their business practices. ESG reports provide detailed information on
the policies, objectives and measures taken by banks to reduce their environmental footprint,
promote social well-being and ensure sound and ethical governance. By analysing these reports,
investors, regulators and stakeholders can assess Banks’s transparency and commitment to
sustainable business practices. Analysing Banks’s ESG reports is thus an essential tool for
encouraging corporate social responsibility and fostering a more sustainable and inclusive

economy.

We are therefore going to analyse the reports of the 4 banks, ING, BNP, Belfius and KBC and
observe whether they are as transparent as they should be. This will allow us to see where they
are in the transition towards more ESG aspects, if they have already adopted different strategies
or if they intend in the future to change their objectives to become banks that integrate

environmental, social and governance concepts to the maximum.
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ING:

For several years, the ING bank has been trying to get involved in environmental and more
sustainable aspects. Indeed, it is currently the only bank to have introduced an interactive tool
allowing companies and individuals to boost the energy performance of their buildings.
Recently, ING wanted everyone to find the best solutions to make their homes more energy
efficient. To make this possible, ING has created a tool that everyone can use to give advice on
what to change first in old, non-energy efficient homes. At the moment, a study shows that half
of the Belgians would no longer buy an energy consuming house.

Since 2022, ING has a specific goal: “to act for the climate” . This bank says that in order for
the world to change, everyone has a role to play and concrete actions to take. And ING includes
itself in this plan: The bank actually seeks to reduce its carbon footprint (the main cause of
climate change) but also seeks to develop financing solutions that society and businesses need

to make things happen.

This being said, ING still faces several challenges. Firstly, they want to improve their
environmental performance by offsetting their carbon footprint since 2007. In fact, ING
replenishes everything it emits. In addition, ING buys sustainably from its suppliers and tries

to manage its waste as well as possible.
Its concrete objectives since 2014 are to reduce:

e “Its water consumption and waste by 26% by 2022
e Itsdirect CO2 emissions by 80% by 2022; and by 25% by 2022 for emissions related to
business travel

e |ts energy consumption by 65% by 2030”

Secondly, ING wants to finance the change. As a bank, ING has a portfolio of credits that can
help support low-carbon projects. This bank advocates for sustainable projects and tries to push

its customers in this direction. Here are its concrete objectives:

e “ING wants to help make the private housing market energy positive by 2050

e ING will double (by 2022 compared to 2017) financing to companies and sectors that
contribute to the goal of keeping global warming below 2 degrees Celsius

e ING will not provide new financing to coal-fired power plants. Existing credits will be
reduced to almost zero by 2025

e ING will reduce its upstream oil and gas financing portfolio by 19% by 2040.”
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Thirdly, ING wants to be transparent in terms of its commitment. To that end, in 2021, it
published its first integrated climate report. In addition, ING has developed the Terra approach,
which aims to make the climate impact of its loan portfolio transparent. Finally, the bank is
collaborating with experts, other banks and governments to try to push the entire financial sector
to act on climate change. ING has also joined the Net Zero Banking Alliance and is leading its
clients towards the goal of keeping global warming below 1.5° Celsius instead of 2° Celsius, in
order to achieve climate neutrality by 2050 instead of 2070 (ING website).

If we now focus on ING's sustainability report made in 2022, we can see in the figure below,
ING’s different objectives in relation to climate actions as well as their graduation according to

the progress of each objective.

Snapshot: climate action

2 6 Supported

Set intermediate Physical and

@EZITZE Power generation 2030 targets for all
@ECIZZE  Upstream oil & gas Conducted phuysical risk ?
@I Commercial real estate 9 impact:asssessment sustainable transactions
BT  Automotive of climate events on . Transition sub-risk drivers in 2021, more than double
Bl sectors covered o mortguge portfolio assessed in our climate 2020 performance
@EEITZE shipping under Terra and underlying assets, risk heatmapping exercise
Residential real estate covering covering all Wholesale
Carnait 0 Banking sectors
Steel - 0 -
SIS Aviation I 5 ‘ of our residential
] mortgages book Wholesale Banking 30 -
aligned targets: commitment to mobilise b l l l l O n
8 of the 9 Terra targets annual new green
already use net?zero— financing in 2025 for SMEs
by-2050 scenarios and Mid-Sized Corporates
— = b i ll io n in the Netherlands

volume in sustainable
finance?in 2025

Figure 22: Snapshot: climate action, ING Sustainability Report 2022

With its numerous commitments in all ESG aspects, we can find in their 2022 ESG report that
ING has been rated well by three tools. As seen before MSCI rated ING with an AA rating.

This means that it has a strong interest in environmental and social issues and aims to be more

sustai nable by ESG ratings ING Groep N.V.
. SUSTAINALYTICS MSCI & S&P Global
putting a concrete Ratings
= Evaluation: ING's management of ESG = Rating AA = ESG evaluation ‘Strong’ (score 84/100)
- material risk is ‘Strong" . N
= Updated: September 2022 = Updated: June 2022
Strategy In place = Position: in the 22nd percentile of 406
banks

= Updated: August 2022

Figure 23: ESG ratings of ING, ING Report 2022



52

BNP P:

BNP Paribas’ slogan - ““ the bank for a changing world” is not just a pretty catchphrase or motto.
BNP Paribas truly aspires to change things for the better and has been contributing to a low
carbon transition for a decade already. It started with its strategic plan GTS 2025 (Growth,
Technology & Sustainability).

Indeed, BNP P is part of the Net Zero Banking Alliance (NZBA) but it goes beyond that. It has
aligned its entire business with the transition, it is evolving with sectoral policies on fossil fuels,
it is involved in the intensification of renewable energies and the development of sustainable

financing products.

All of this means that it has created innovative solutions for clients and scaled up a data-driven
approach to transition. In addition, it has developed a set of sector policies that are among the

most progressive.

As a leading bank with operations in more than 65 countries, BNP Paribas has a duty to keep
up with societal changes. Their commitment has been illustrated by the creation of the Low-
Carbon Transition Group which aims to bring together more than 250 experts from the bank to
advise clients on sustainability issues. In addition, it has launched the NEST (Internal Network
of Experts in Sustainable Transition) which proves that BNP is accompanying the change by
developing a new, more sustainable strategy. 200,000 employees have been trained in
sustainable finance through a training program that aims to create a common knowledge base.
(BNP Paribas CIB, 2023)

In these two figures, we can see that BNP Paribas is ranked extremely well by the extra-financial
agencies. Indeed, we can see that MSCI gives a rating of AA which is one of the maximum
scores, S&P gives it a rating for 2022 of 84/100 which is also very good. So, BNP Paribas is

not greenwashing, but rather applying all its promises and commitments to move towards a

RATING RATING RATING INCLUSION
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hetamry (RATING) INDEXES
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= = T FISE Russell 4415 (2022) 4.4/5 (2021) 4.9/5 (2020) FTSE4Good Global Index Serles
w0 Bn oot ey =
fos
— . 1SS (ESG Corporate Rating) c+ (2022) c+ (2021) c+ (2020) Prime (best:in-class status)
ecovadis pioke
70 /_/'— | = “ans
rot MSCI (ESG Corporate Ratin AA (2022] A (2021, AA (2020
E m Mooy’ ¢ P 0 (2022) () (Z220)
|\ T~ NV -
5 Standard & Poor's CSA* 84/100 (2022) 82/100 (2021) 81/100 (2020) DISI World - DISI Europe
so {5 I 3
«
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Euronext-Vigeo Eirls World 120,
Europe 120 and France 20
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NP Patmstes | 4% Formerly Vigeo Eirls (V.E.)

Figure 25: Graph of BNP ESG Ratings, BNP report 2022 Figure 24: Table of BNP ESG Ratings, BNP report 2022
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low-carbon world. All of its efforts have allowed it to be elected the first French bank to be
more sustainable and the 5th in Europe. Moreover, for the 9th consecutive year, it has been
awarded the prize of the Top Employer Europe but also elected as the Best Bank in the world

in terms of sustainable finance. (BNP Paribas-CSR strategy, 2022)

If we look at BNP’ s 2022 annual report, we can see that in addition to the mandatory financial
information that the bank must disclose in its report, there is a “Corporate Social
Responsibility” section. This section is based on 4 themes which are the transition to carbon

neutrality, natural capital and biodiversity, the circular economy and inclusion.

Firstly, as mentioned above, BNP is seeking to become carbon neutral by 2050. By joining the
Net Zero Banking alliance, the bank has  aligned its greenhouse gas emissions with the

Paris Agreement target.
The report states that 7 other stages will follow between now and next year.

The second theme that BNP considers important is the preservation of nature and natural
resources. It is committed to this by putting in place dedicated policies, by participating in
coalitions such as the Taskforce for Nature-related Financial Disclosures, which aims to
establish global consistency in the reporting by companies on their nature-related risks and

opportunities, and by financing actions that contribute to the protection of biodiversity.

The third theme highlighted by BNP is the circular economy, thanks to its partnership with CO2

Value Europe. The aim is to capture CO2 in order to recycle it and use it as a raw material.

Finally, BNP is promoting digital inclusion within its bank. In 2020, it is launching DigitAll,

the first Belgian ecosystem designed to combat digital exclusion.

Following on from its CSR management part in the report, we can see that BNP is focusing its

sustainability policy on 5 strategic priorities:

1) Sustainable and responsible investments: by the end of 2022, 38.30 billion euros had
been invested in "Towards Sustainability™ assets and 64.6% of new fund investments

made in 2022 were in products meeting "Towards Sustainability™ criteria.
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2) Sustainable real estate: for customers opting for sustainable real estate projects, BNP
offers differentiated credit conditions. In fact, it is the first Belgian bank to apply for the
European EEM (Energy Efficient Mortgage Label.)

3) Sustainable mobility: BNP supports its customers and businesses by offering them
credit conditions for electric vehicles.

4) Sustainable transition for businesses: at the end of 2022, the amount of ESG loans
granted to BNP customers totalled €15.1 billion. Customers can draw on the expertise
of the Sustainable Business Centre (SBCC) and thus benefit from its support in carrying
out their sustainable projects. As mentioned above, NEST also makes its expertise
available to BNP customers. In addition, BNP refuses to finance or invest in companies
that do not meet human rights and environmental standards.

5) Social inclusion: BNP supports banking inclusion via microStart, of which the bank is
a founder. This makes it possible to support and grant microcredits to people who do
not have access to financing from the traditional banking sector. Through this initiative,
BNP is helping to develop and create businesses for those who do not necessarily have

the means to do so.

Finally, by moving its head office to Brussels, the building is seven times less energy-

consuming than the old one (BNP Annual report, 2022).

As well as explaining what BNP has put in place to move towards a more ESG transition, it
describes each challenge in detail on its website so that it is both public and accessible to all.

Everyone has thus access to the same information and the emphasis is on transparency.

In fact, on the bank ’s website, there is an SFDR section which discloses all the information

about the bank’s sustainable development. It is therefore accessible to everyone.
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Belfius:

Belfius® objective is to be both “meaningful and inspiring for Belgian society. Together”.
Belfius, the Belgian bank, wishes to contribute to a sustainable economy and society. To this
end, Belfius adheres to the principles of the United Nations Global Compact, the UNEP FI
Principles for Sustainable Insurance (PSI), the UNEP FI Principles for Responsible Banking
(PRB) and the UNEP FI Principles for Responsible Investment (PRI). It aims to create a better
society today and for future generations.

In the 2022 annual report, towards the end of the report, there is a section on the UNEP
Principles for Sustainable Insurance Reporting. If we analyse this section in more detail, we
can see that Belfius has implemented 4 principles in relation to their integration and
management of ESG.

These 4 principles are the following:

1) Principle 1: We will embed in our decision-making, environmental, social and
governance issues relevant to our insurance business.

2) Principle 2: We will work together with our clients and business partners to raise
awareness of environmental, social and governance issues, manage risk and develop
solutions.

3) Principle 3: We will work together with governments, regulators and other key
stakeholders to promote widespread action across society on environmental, social and
governance issues.

4) Principle 4: We will demonstrate accountability and transparency in regularly
disclosing publicly our progress in implementing the Principles.

Then, to prepare for the changes and the introduction of the CSRD regulation in banks, Belfius
has prepared itself and we can read in its annual report the following: “In Q4 2021, running
through to the beginning of 2022, Belfius, with the support of an independent third-party,
conducted a materiality assessment with a two-fold objective: to confirm that its strategy and
sustainability commitments are tackling issues that its stakeholders consider to be relevant and
to identify any additional topics that are a priority for those stakeholders. In anticipation of the
mandatory application of the Corporate Sustainability Reporting Directive (CSRD), our
assessment was carried out from a “double materiality” lens considering the impact of
sustainability-related topics on Belfius as well as Belfius’ impact on sustainability-related

issues”.
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In addition, in the Sustainability report of 2022, the bank wrote that Belfius had woven the
sustainable nature of its Inspire 2025 strategy around two principles: “Walk the talk” and

“Customers in the driver’s seat” by adapting solutions, services and products for everyone.
The 6 fundamental commitments are written as follows:

1. Continuously reduce and offset the footprint of our own activities;

2. Opt for 100% renewable electricity, a choice we have made since 2008;

3. Support Belgian society year after year through local charities;

4. Give women every opportunity and guarantee equal pay;

5. Ambition to offer only meaningful investments;

6. Give absolute priority to a future-proof infrastructure for Belgian society.

Below, we can see a dashboard with the evolution of the important points that Belfius wanted
to improve or implement in its bank. We can see that the figures are moving in the right direction

and augur well for the future.

Belfius ESG dashboard

2020 2021 2022 Target
2025
CARBON FOOTPRINT % decrease of carbon footprint (tons of CO.e) of 30% 30% 25%
[(OWN CPERATIONS) Belfius' internal operations (initial 2019 baseline) vs 20190
GREEM ELECTRICITY % of electricity consumption from renewable 100% 100% D43 100%
(OWN OPERATIONS) sources for own operations™
GOOD CAUSES Curnulative Mio EUR support to Belgian good 22 25 30 50
causes since 2015 (pure & comnmercial charity)
(CENDER) DIVERSITY % of women in management position 4% 36 T% 40.3% 45
MEANINGFUL INVESTMENTS % of production in investments in scoper that is B3% 87% 100%
meaningful (SFDR art B & 9)
MEANINGFUL FINANCING Bn EUR curmulative loan production in 17 27 28 5B
INFRASTRUCTURE meaningful infrastructure projects since 2020

Figure 26: Belfius ESG dashboard, Belfius report 2022

By signing the United Nations Global Compact, an international convention on sustainable
business development that takes precedence over all others, it encourages companies to become
more socially responsible by committing to integrate and promote the 10 principles relating to
human rights, international labour standards, the environment as well as the fight against

corruption.
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This requires Belfius to no longer support companies that do not respect these principles.

Furthermore, this bank has the following concrete objectives:

e to encourage companies active in several sectors to opt for a more sustainable and
forward-looking operating model

e to avoid supporting (or only under strict conditions) controversial activities.

To achieve this, Belfius has created a system that shows on each product sheet whether the
products comply with the Belfius vision or not. Thanks to this, the customers are all in the
know. Three statuses have been represented:

S ey & &
According to our analysis, the activities of this Euronext Bruxelles (BEL 20)
company are in line with our vision on cous R S A——"
; ; 51,38"F  .o578R(-110%)
environmental, social and good governance ' “Or whiD%

(ESG). &z

Conforme a la vision de Belfius

Figure 27: Example of activities in line with the vision of
Belfius, Belfius website 2023

Due to insufficient data, Belfius is un

——/——, able to determine whether the activities
- of this (these) company(ies) are aligned
ager 09/06/2022 - 09:05:03 - 15 min. différé . . .
EUR - : with our environmental, social and good
4,6679 -0,0005E"R (+0,01%) |
governance (ESG) vision.
Not all trackers are currently assessed.
Non évaluée(s
(s) . -
Figure 28: Example of activities where Belfius is not able to determine, Belfius ' New York Stock Exchange
website 2023
) . .. R Cours L I )
According to our analysis, the activities of this - 0810612022 - 22:03:06 - Marché fermé
53,4 -0,49%° (+0,91%)

company are not in line with our environmental,
social and good governance (ESG) vision. Indeed, @

this company is active in one or more controversial

and sensitive sectors as defined by Belfius. Non conforme a la vision de Belfius

Figure 29: Example of activities not in line with vision' Belfius, Belfius
website 2023



58

Finally, Belfius has taken radical measures in terms of investments in the various sectors.
Indeed, in these sectors, the activities are not considered to be fully sustainable. For Belfius,
these sectors are to be avoided at most, and therefore exclusion and/or restriction criteria have

been integrated.
Belfius does not support, or only supports under strict conditions, the following sectors:

e Tobacco

e Gambling

e Unconventional oil and gas extraction and coal mining
e Conventional oil and gas extraction

e Electricity generation

e Agricultural raw materials

e Mining industry

e Palm oil

e Soybean

By not supporting the sectors that emit the most greenhouse gases and pollute the most, the

world can change.

Agence de notation Notation long terme Perspective Notation court terme Belﬁus haS been rated in 2023 W|th A
A P e B grades by these 3 agencies. This shows
that Belfius is well rated in terms of
Moody's Al Stable P-1
sustainability criteria.
Fitch A- Stable F1

Figure 30: Table of Belfius ESG Ratings, Belfius report 2022
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KBC:

KBC Group is a bancassurer that believes in making a difference in the field of sustainability.
KBC's General Manager Corporate Sustainability advocates transparent communication on
social and sustainability issues. Responsible behaviour, underpinned by integrity and risk
awareness, has long been the basis of our approach to sustainability. Indeed, KBC has
developed a strategy based on 3 pillars to best integrate sustainability into the company. It wants
to increase the positive impact on society, limit any negative impact and encourage responsible
behaviour at all levels of the organisation.

Its strategy is based on these principles:

e The customer is at the heart of everything we do.

e \We want to offer our customers a unique bancassurance experience.

e \We take a long-term view of our Group's development and aim to achieve sustainable,
profitable growth.

e \We take our responsibilities towards society and local economies seriously.

e We deploy our strategy within a rigorous framework of risk, capital and liquidity

management.

Furthermore, with their acronym PEARL+ encapsulating their corporate culture: Performance,
Empowerment, Accountability, Responsiveness and Local Embeddedness, this enables all
employees to work in a responsible, respectful and results-oriented manner. PERAL+ is clearly

a state of mind, a working culture that unifies the harmony of KBC in a simple way.

-
pearl
_—-—'-'-'-/
o We focus on jointly developing ..\-._\ Performance @

soluticns, initiatives and ideas N/ We strive for excellent results
within the group. \ ~ _  anddowhat we promise to do.
Vs Results-driven N
_/“We do what we promise, we meet our ™
e - /" objectives, we deliver quality, and we ™,
O Ineal "“---\_ £ do so on time and in a cost-effactive AN
7 manner. ’
Embeddedness X\
Wa view the diversity \
of our teams and of our | OOQ &
clients in the different ( % o | Empowerment
core markets as a | %% @y » “ &L _\C’ | We offer every
strength | 2 % %% ol \é)& =& | employee the chance to
and we stay close | < ‘r’r‘o':o% Qfﬁjﬁ:& ‘cg“ = | develop
) \ J / ; .
to our clients. C%,r b QQ.', \@0_@@ -:?4:;\ their creativity and
A i’o B % % & & 6‘\ & / talent.
& /
% 9%@"‘4'30 & FEe /
o, &y &£ Ko <
AN i do b (f’ N ] /
) %G % D e L&
% P e

P y e /
B PR %
Responsiveness T~ Accountability s

‘We anticipate and respond proactively We meet cur personal responsibility
to the questions, suggestions, towards our clients, colleagues,
contributions and efforts of our clients, shareheolders and society.

colleagues and management.

Figure 31: lllustration of PEARL+ culture, KBC report 2022
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KBC does not fail to blacklist companies and sectors that they will no longer fund in order to

stay within their new sustainability policy.

KBC has a dual materiality approach to climate risk: Financial materiality (outside-in view),

Environmental and social materiality (inside-out view).

In addition, the 2022 annual report states that: “ Since data are important to further monitor
and steer our portfolios, to set targets and to be able to meet the various regulatory
requirements (e.g., from EU Taxonomy disclosure regulation, EBA Pillar 3 requirements,
Corporate Sustainability Reporting Directive (CSRD)), a dedicated Data and Metrics Project
within the Sustainable Finance Programme is coordinating the data collection in all of our core
countries. As of this year, the EBA templates on Pillar 3 disclosures on ESG-risk are included

in the Risk Report, where a full overview of these templates can be found.”

This means that KBC is already thinking about the future of the bank and the next steps to be

taken in relation to the new regulations that will be introduced.

KBC has described in its 2021 E S G
ESG report each element of

sustainability and climate change
—anchored in our sustainability
governance and remuneration

Our climate business game was

/<y, All remaining direct coal exposure 31.7 billion euros in socially <, Top level responsibility for
. . 72/| | has been phased out in line with responsible investment (SRI) 1T
ESG, environment, social and ~ our commitment funds =
. 1= We calculated the GHG emissions & o 10.2 million euros of outstanding
governance In the form Of for the entire KBC Group's loan loans to microfinance institutions @ Our people as one of the main
! ———= and lease portfolio for the first and investments in microfinance @ drivers in our sustainable
time based on the PCAF funds, reaching 1.7 million rural @ transition
points that we can read | n the methodology entrepreneurs and farmers in the
South —
gj We calculated the climate-related | \I further enrolled to our senior
impact of our own investments Promoting female k\_\},\(_ management as part of our

table. KBC tries to respect both
the planet and the well-being of

its employees as well as have a

& E and asset management portfolic

through Trucost data and
methodology

\ Net climate-neutral regarding our
(»_/\,‘ direct environmental footprint

entrepreneurship among our start-

up community

Promoting diversity and an
inclusive culture and inclusion in
the Bloomberg Gender-Equality
Index

leadership development
programme

Completion of responsible
behaviour awareness training by
the vast majority of staff in all core
countries

positive impact on society. It Figure 32: £SG description, KBC ESG report 2021
also strives to respect its new

strategy.

As for the other banks, we will look at how this bank is ranked in terms of its sustainability

impact and its implementation of ESG in its co-marketing strategy.

Looking at this, we can directly say that KBC is in the green by all agencies. This provides a
good trend on KBC’ s reputation as well as its involvement and dedication in its business
strategy.
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Agencies ESG rating of 12 of Feh 2022 (previous score) Position versus industry average MSCI haS given It a I"ating Of AAA.

D A

Fcop & Financialserices average 8 This means that KBC has the
Severe sk figh ik Medlum Rk Low Ripk Neglgitie Risk 27 percentile of 415 diversified banks highest rating according to MSCI.

SUSTAINALYTICS L assessed
5t of 415 diversified banks

This places it above the other 3

0
S&P Dow Jones I Top 12% (88" percentile of 242 banks
Indices WBC. assessed)

banks analysed previously. On the

M SC| ik . ¢ ' b A A A:A 3 percentile of 191 banks assessed -
e other hand, according to S&P, KBC
" b b o . . . . - | - -
= sesmawanis has @ rating of 74, which is a bit
i ; : ] - 5 Top 4% (36 percentile of banks g @humm Iower than BNP and ING. (KBC
6 :?j-w assessed) KBC

Group ESG, 2021)

Figure 33: KBC ESG Ratings, KBC group ESG 2021

In terms of regulations, KBC is ahead of the three other banks analysed above. For the first
time, KBC has published pillar 3 reporting for the general public. Although the ESG pillar 3
reporting is not mandatory for banks for another year, KBC has already published its Excel
pillar 3 on its website for the year 2022. In addition, KBC is part of the Equator Principles and

therefore joins ING, BNP as a European bank following these principles.

4.3. Interviews with BNP and Belfius banks
Some interviews were conducted with people working in the Belfius and BNP P banks in order
to obtain more complete answers about the evolution of the regulations and how the banks are
preparing for this change. The employees will remain anonymous. A transcript of the interviews

is appended to this report (appendix 4 and 5).

If we summarise the answers received from Belfius, we can clearly see that the development of
their sustainable criteria is a priority for them. They fully agree with new regulations such as
the CSRD and ESG Pillar 3. However, they note a number of problems that can complicate the
task, such as “ the lack of ESG-data from companies, the inconsistency in terms of the timings

and deadlines of the different regulations .

With regard to the implementation of the CSRD, which is due to come into force in 2025 for
the 2024 financial year, Belfius has already begun its preparations since last year and is
therefore already taking future changes into account. In fact, it has defined several approaches
and project plans with what they will have to disclose in terms of quantitative and qualitative

data, and it has already planned a gap analysis and a plan to close the gap. The bank specifies
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that this will require a change of mindset and the deployment of a lot of resources. As the
interviewee said, “We are focusing now on capacity building, acquiring knowledge, combining

departments in a steering committee”.

From a data identification point of view, Belfius does not find it complicated. However, it
explains that data extraction is not yet simple due to the lack of maturity in the market, but this
will be harmonised thanks to the integration of the CSRD.

In general, Belfius is fully in favour of transparency on ESG aspects within its bank in order to
be honest with its customers and investors. It already discloses quite a few criteria in its reports,
but for Belfius, the integration of the CSRD will make it possible to harmonise and compare

data with other banks as effectively as possible.

On the other hand, if we look at BNP's answers to the same questions, we can see several
similarities. Firstly, BNP also believes that the introduction of the CSRD will lead to greater
transparency and standardisation of ESG aspects. BNP creates achievable objectives and thinks
it is a good idea to disclose them because it is a bank that finances the energy transition and is

a sustainable bank.

Like Belfius, BNP is also preparing its plans for the integration of CSRD in 2025. The

challenges are data challenges, organisation challenges, governance, system aspects.

BNP also explains that it must manage the risks and avoid green and social washing. In addition,
like Belfius, BNP does not find it a waste of time to write sustainability reports, BNP said: “No,
there are regulatory requirements, but on the other hand there is certainly an opportunity to
contribute to the energy transition and help our customers to make this transition. There are

also opportunities to develop business in this context.”

If we compare these two points of view from two different banks, we can conclude that they
share the same ideas: to be a sustainable bank and to be transparent with customers and
investors. In addition, both say that it is a positive element that the CSRD will soon come into
force in order to harmonise information and allow for better comparison. Finally, these two
banks have very specific ESG objectives, and they want to contribute to achieving them. They
have already written sustainability reports and are not stopping there. Both banks already have
a plan to take the best possible action when the CSRD is introduced.
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4.4, Conclusion of this analysis
Banks comply with all measures and regulations relating to the disclosure of ESG performance.
As we saw in the theoretical section, more and more regulations are emerging so as to centralise
banks’ extra-financial information and make it easier to compare them. In terms of standards,
we can affirm that the banks all share the same. These four banks disclose a great deal of
information about their bank’s sustainable development, the way they manage their ESG, etc.
More importantly, they are showing their desire to make a difference and their willingness to
create more and more objectives that are in line with the Paris agreements and the EU Green

Deal in order to remain and become even greener and more sustainable banks.

However, answering the question of whether the banks are comparable in this respect remains
rather complex. Each bank discloses its data in its own way, either directly on its website or in
its annual report, or like KBC, which is ahead of its competitors by already publishing its ESG
pillar 3 reporting. Basically, as of today, NO, the banks are not easily comparable from the point
of view of sharing ESG criteria with the general public. If we look at the comparative table
below, we can see that the four banks have more or less the same regulations, but there are a
few differences. Belfius and KBC are not part of the NZBA and Belfius does not follow the

Equator principles compared to the other banks.

Finally, to answer the question of whether banks are already publishing their CSRD and ESG
pillar 3, the answer varies from bank to bank. Belfius, BNP and ING are waiting for these
regulations to become mandatory for the CSRD in 2024, replacing the NFRD which is currently
mandatory but not uniform for each bank. Secondly, the ESG pillar 3 is only published for 2022
by KBC, which is therefore ahead of the other banks analysed. What we can conclude from
each bank's regulations is that the entry into force of the CSRD and ESG pillar 3 reporting will

harmonise all non-financial information within banks, making it much easier to compare them.
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BNP

In the sustainability
report and annual
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NO

Yes in the TCFD
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YES

YES
YES

YES

AA
84

Figure 34: Table comparing 4 banks
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In the sustainability
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In preparation
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YES
NO
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ING
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report
and annual report

/
NO

Yes in the annual
report and in the
climate report

YES

YES
YES

YES

AA
74

KBC

In the sustainability
report
and annual report

/
YES

report (section TCFD
report)
YES

YES
NO

YES

AAA
84

64

Yes in the sustainability
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5. Quantitative analysis scope Startups

5.1.  Introduction and explanation

In this section, we will compare the banking sector with the startup sector. Startups are new
companies that are in the process of being set up and want to develop an innovative idea.
Startups are often characterised by the fact that they have little or no investment funds, and few
resources to develop their idea. After three years, a startup can be said to have succeeded in
establishing itself and creating a market strategy and a business model. They therefore become

small businesses that will try to survive in the world of the market and new competition.

The integration of environmental, social and governance criteria has become a growing concern
in the business world. Whilst large companies have begun to take steps to integrate these criteria
into their business practices, it is essential to examine how this approach could also be applied
to the startup sector. Startups play a crucial role in the global economy because of their
innovative nature and potential for rapid growth. Their ability to integrate sustainable and

responsible practices can have a significant impact on our society and environment.

There are several advantages and incentives for a startup to integrate ESG from the very
beginning of its business creation. Here are five general benefits that a startup can gain by

considering ESG .

Firstly, the startup can gain a competitive advantage by applying ESG criteria in its strategy.
This can further differentiate it from the competition and attract the attention of investors, future

customers and other external parties.

Secondly, by considering sustainable aspects more, investors and financial institutions will be
more inclined to help them by granting them credit and financing compared with other small

startups that make no effort at all.

Thirdly, startups can reduce their environmental, social and governance risks by, for example,

reducing their carbon footprint or preventing regulatory compliance problems.

Fourthly, when startups have a mission and vision aligned with ESG principles, consumers and
employees are more attracted to sharing the same values. By focusing on these aspects, a startup
can attract and retain customers who are concerned about the social and environmental impact
of their purchases. Similarly, a corporate culture based on ethics and sustainability can attract

talent motivated by broader objectives than mere financial profitability.
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Finally, by integrating ESG aspects from the outset, a startup can lay solid foundations for long-
term sustainable growth. Environmental, social and governance considerations are key to
building a resilient business that can adapt to future challenges, such as stricter regulations,

changing consumer preferences and the pressures of climate change.

It is important to note that integrating ESG aspects must be a genuine and committed process,
rather than mere ‘greenwashing’ or superficial action. Startups need to understand the specific
issues related to their business sector and commit to concrete actions to improve their ESG
impact. But it is not always as simple as that. When launching a business on the scale of a
startup, the founders sometimes have many intentions and desires, but often have few means of

achieving everything they would like to.

Although there are many advantages, there are also certain risks that need to be considered and
understood before integrating ESG into a startup compared to a large institution. The fact that
startups have limited resources due to their recent launch complicates the integration of ESG.
The lack of financial, technical or human resources does not help them compared to large
companies. In addition, ESG-related regulations can be complex and ever-evolving. Startups
need to understand and comply with the standards and regulatory requirements relevant to their
industry, which may require additional research and compliance efforts. Penalties for non-
compliance can be financially costly for startups. Finally, larger institutions often have more
ESG experience and knowledge, as well as dedicated ESG teams. Startups may face gaps in

internal skills to develop and implement effective ESG strategies.

This is what motivated us to interview 20 startups, at various stages of development and in

different fields, to gather concrete data for analysis.

We will explore a quantitative approach to obtain accurate and easily analysable figures of
startups. We will examine the different methods used to measure the ESG performance of
startups. A quantitative approach offers the possibility of objectively assessing a startup's ESG
performance, by providing clear, measurable data. In fact, it is more relevant to take a larger
sample of startups than banks in order to receive and study more precise responses. It was
therefore necessary to send out a detailed questionnaire to twenties of companies less than 3
years old and startups in order to be able to generalise the answers and receive the most

objective and accurate response possible.

A questionnaire containing ten questions on ESG was sent to around 80 startups (cfr appendix

3: survey for Startups). Twenties responded to the survey.
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The aim of this approach is to determine whether startups are able to reconcile their business
objectives with sustainable and responsible practices. We will also address the crucial question
of whether such ESG integration is feasible for startups, given their specific constraints and
challenges. By examining the potential benefits and barriers, we will be able to better
understand the implications of ESG integration in the startup sector and assess its potential

impact on the sustainability and overall performance of these companies.

5.2.  Survey answers

After questioning these twenty startups, we analysed the results. First of all, we have a sample
of different startups from very different fields and at different stages of creation. If we look at
the graph, we see that 40% of the startups that responded are startups that have been in existence
for less than 3 years. Then 30% are in the creation phase. Finally, 10% are established

businesses and 10% are companies in the process of being set up.

Quel type de Startups avez-vous ?
20 réponses

@ En phase de création
@ En phase d'idée
Startup de moins de 3 ans
@ Entreprise établie depuis plus de 3 ans
@ En cours de validation
@ En couveuse d'entreprise
@ Société (startup) en constitution

Figure 35: Graph of responses to the question "What type of Startup are you?”

And the main areas of the companies surveyed are in the technology, media, pharmaceutical,

mobility and social and welfare sectors. This gives us a very eclectic sample.

Based on this information, we can analyse the rest of the questions.

Quel est votre niveau de connaissance des critéres ESG (Environnement, Social, Gouvernance) ?
20 réponses
On the general question of o
@ Je connais trés bien
@ Je connais plus ou moins
Je ne connais pas

whether startups are
familiar with the concept of

ESG, only ¥ are not at all

familiar with this concept

and the rest are more or less
Figure 36: Graph of responses to the question "What is your level of knowledge about ESG?"
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familiar. This proves that 75% of startup founders have some knowledge of ESG and therefore

know what it is.

Votre startup intégre-t-elle les critéres ESG dans ses activités ?

20 réponses

@ Cui

@ Oui, partiellement
Nen, mais nous avons l'intention de les
intégrer dans le futur

@ Non, nous n'envisageons pas de les
intégrer

Figure 37: Graph of responses to the question "Is your Startup integrate ESG in your
activities?"

More importantly , without exception, all the startups are considering or already incorporating
ESG aspects into their strategy and business model. This demonstrates a real desire and
willingness on the part of new companies to think about environmental, social and governance
performance. This is a first step towards integrating more sustainable aspects into new

businesses. Now it remains to be seen whether companies have the resources to integrate them.

Whether they are in the technology, social or media sectors, whatever the business they are
setting up, they all think it would be important to integrate ESG. As this graph shows, only 15%
of startups surveyed think it is not very important to integrate ESG into their company's strategy.
This confirms the willingness and interest that start-ups have in ESG criteria.

Dans quelle mesure les critéres ESG sont-ils importants pour votre startup ?

20 réponses

@ Trés important
@ Assez important
Peu important
@ Pas du tout important

Figure 38: Graph of responses to the question "How important are ESG criteria for your
Startup?"
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If we look at the priorities given to the elements to be integrated into ESG in their startups, a
large majority relate to environmental and climate aspects, then governance comes in second
place and finally more or less half of the startups plan to integrate aspects to improve the social
point of ESG such as promoting diversity and inclusion in the company and respecting fair

labour standards and the protection of human rights.

Quels sont les principaux critéres ESG que votre startup prend en compte ou prévoit de prendre en
compte ?
20 réponses

Réduction de I'empreinte carbone

14 (70 %
et des émissions de gaz a effet... ( %)

Gestion responsable des

9
ressources naturelles (déchet,... 14(70 %)

Respect des normes de travail

o
équitables et de la protection d... 10 (50 %)

Promotion de la diversité et de

. . . . 8 (40 %)
l'inclusion dans I'entreprise

Gouvernance d'entreprise

9
transparente et responsable 12 (60 %)

0 5 10 15

Figure 39: Graph of responses to the question "What are the main ESG criteria that your
startup takes into account or plans to take into account?"

Climate issues are becoming increasingly important in the banking world, but also in small

businesses, as seen in the graph. ESG is almost a priority for everyone these days.

But we can see that there are many limits for startups and that it is sometimes difficult to fulfil
everyone’s wishes. The main reason why startups have not yet been able or willing to fully
integrate ESG criteria and aspects into their business model is that they prioritise other aspects

of their startup over this one. This then results in a lack of financial resources destined to help

Quelles sont les principales limites ou défis auxquels votre startup est confrontée pour intégrer les

critéres ESG ?
20 réponses

Manque de ressources
financiéres

Manque de connaissances sur la
facon d'intégrer les critéres ESG

Difficulté & mesurer et & suivre
les performances ESG de mani...

Manque d'intérét 2(10 %)

Priorité accordée pour d'autres

o
aspects de la startup 13 (65 %)

0 5 10 15

Figure 40: Graph of responses to the question "What are the main limitations or challenges your
startup faces in integrating ESG criteria?"

startups integrate and perform. The lack of knowledge about how to integrate ESG criteria is

also one of the reasons why not all startups have yet managed to implement ESG criteria in
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their startups. Finally, with only 2 startups out of 20 responding that they had a lack of interest
in ESG, we cannot characterise this as a reason for the difficulty startups have in integrating

ESG into their businesses in the early stages of their creation.

If we compare this to the banking sector, we can say that startups do not yet have regulations
requiring them to integrate ESG, unlike banks (with the CSRD, SFDR, etc.). So, they are not
obliged to do so, and their priority is given to other aspects of their business. What's more, the
fact that startups have very few resources when they set up their business means that they are
not particularly well placed to integrate ESG aspects into their businesses. Funds do not keep

up with the big financial institutions.

At this time, startups that have integrated ESG have done so mainly for governance and social
aspects. Indeed, 65% of them have put in place policies for transparency and accountability in
governance, and just under half (45%) have promoted work-life balance and the mental health
of employees. On the other hand, only 25% and 35% have considered introducing recycling

and waste reduction policies.

Quelles sont les initiatives concrétes que votre startup met en place pour améliorer sa performance
ESG ?

20 réponses

Mise en place de politiques de
recyclage et de réduction des
déchets

5(25 %)

Utilisation d'énergies
renouvelables ou de pratigues
&conomes en énergie

7 (35 %)

Promotion de I'équilibre travail-
vie personnelle et de la santé
mentale des employés

9 (45 %)

Mise en place des politiques de
transparence et de responsabilité
dans la gouvernance

13 (65 %)

0 5 10 15

Figure 41: Graph of responses to the question "What concrete initiatives is your startup
taking to improve its ESG performance?"

This result is linked to the ease with which certain initiatives can be integrated with others.
Being transparent within a company is very easy to put in place and requires little or no use of
means or resources on the part of the startup. On the other hand, wanting to reduce energy
consumption, waste or greenhouse gas emissions requires the use of costly means such as
installing photovoltaic panels or using electric cars. Significant funding is involved and it is

therefore more difficult to put this in place quickly in the space of not even 3 years of setting
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up a business. Banks, which have been in existence for decades, have no difficulty in financing
this type of major project, so they find it easier to integrate aspects that respect the 3 themes of

the environment, social responsibility and governance.

The concern that can arise, and which we can see from this survey, is that very few startups see
any direct advantage in incorporating ESG criteria. This can quickly discourage small

companies, compared with large institutions that see a direct change and concrete benefits.

Avez-vous rencontré des avantages en intégrant les critéres ESG dans votre startup ?

20 réponses

@ Oui, nous avons constaté une
amélioration de notre réputation et de
notre image de marque

@ Oui, cela nous a permis d'attirer de
nouveaux investisseurs et clients
Non, nous n'avons pas encore observé
d'avantages

@ Nous n'avons pas intégré les critéres
ESG, donc je ne peux pas répondre

Figure 42: Graph of responses to the question "Have you seen any benefits from integrating ESG criteria
into your startup?"

Future objectives in terms of ESG integration are mainly to strengthen the integration of ESG
criteria into all the startup’ s activities, to regularly measure and monitor ESG performance for
continuous improvement and to establish partnerships with other companies or organisations to
promote ESG practices. Very few startups voted to maintain ESG integration, precisely because
few startups have already managed to integrate many ESG factors into their business. So, it
makes sense that they would prefer to establish partnerships rather than reinforce the few

criteria they have already had the opportunity to implement.

Quels sont vos objectifs futurs en matiére d'intégration des criteres ESG dans votre startup ?
20 réponses

@ Renforcer l'intégration des critéres ESG
dans toutes nos activités

@ Etablir des partenariats avec d'autres
entreprises ou organisations pour
promouvoir des pratiques ESG
Mesurer et suivre régulierement nos
performances ESG pour une
amélioration continue

@ Maintenir l'intégration des ESG

Figure 43: Graph of responses to the question "What are your future objectives in terms of integrating ESG
criteria into your startup?"
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For small companies, the most effective ways of communicating their ESG commitments to the
general public are via social networks and collaborations with partners. Very few startups
produce sustainability and social responsibility reports because, firstly, it is not compulsory for
them to do so and, secondly, they do not necessarily have the time or resources to write these
reports. Banks in contrast are obliged to disclose non-financial information in their annual
reports and do not communicate very much via social networks.

Comment votre startup communique-t-elle ses engagements et ses performances ESG aux parties
prenantes externes ?

20 réponses

@ Rapports de durabilité et responsabilité
sociale

@ Communication a travers les canaux de
medias sociaux

Participation a des événements et des

conférences liées a la durabilité
@ Collaboration avec des partenaires ou
des organisations a vocation sociale

Figure 44: Graph of responses to the question "How does your strategy communicate its ESG commitments and
performance to external stakeholders?"

We ended this questionnaire by asking the 20 startups whether they thought it was more
important for banks to integrate ESG concepts rather than the startup sector. In response , 60%
thought that both sectors should integrate ESG concepts in a similar fashion . A further 30%
thought that it was more important for banks to integrate ESG than for them to do so. Finally,
the remaining 10% do not think that banking institutions should integrate ESG more than
startups and that it is more important.

Pensez-vous qu'il est plus important que les banques intégrent au mieux les concepts ESG comparé

aux startups?
20 réponses

® Oui
@ Non

Les deux secteurs devraient chacun les
intégrer de la méme maniere

Figure 45: Graph of responses to the question "Do you think it's more important for banks to integrate ESG
concepts than startups?"
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4.5, Conclusion of this analysis
To conclude this section, the analysis of the 20 startups has enabled us to see where the startup
sector stands in relation to ESG concepts and therefore to compare this sector with the banking

sector.

The key points that we can summarise are that the majority of startups are aware of and wish to
integrate ESG into their company and business model. However, the lack of financial resources
and the priorities given to other aspects of the startup do not allow many small companies to
fully integrate ESG. Secondly, very few startups see any benefit in implementing ESG into their
strategy, and this does not encourage them to do so in the future. Finally, the majority of startups
consider environmental criteria to be more important than social criteria, but contrary to what
you might think, the startups that do include ESG only include governance-related criteria.

These are easier to integrate and require very little financial resources or time.

To conclude, more than half of the startups surveyed believe that it is equally important for
banks and startups to integrate ESG into their strategy and business. For the time being, startups
have no regulations requiring them to publish and integrate ESG into their business. More
essentially, the lack of funding and the fact that they are fledgling businesses mean that they

are not always able to incorporate ESG directly.

Compared with the banking sector, the latter has far more means and resources to integrate ESG
into their business. In fact, they are obliged to disclose their non-financial information and thus

be transparent with everyone.

What we can learn from this survey is that the startup sector has an undeniable desire to integrate

more ESG criteria into their objectives, but their size and lack of resources make this difficult.

Could we perhaps, in the future, increase bank credit financing for startups that want to integrate

ESG into their business?
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Part 3: General conclusion

1. Conclusion

In conclusion, this research has delved into the current status of ESG reporting and the evolution
of requirements at the level of banks. The study aimed to examine the motivations behind the
adoption of ESG reporting, the existing frameworks and standards, and the evolving regulatory

landscape surrounding ESG reporting for banks.

The findings of this research indicate that ESG reporting has gained significant momentum in
recent years. Banks, as key players in the global economy, have recognized the importance of
incorporating ESG factors into their decision-making processes. The motivations for banks to
engage in ESG reporting are multi-faceted and include reputational enhancement, risk

mitigation, and alignment with stakeholder expectations.

Furthermore, the research highlights the existence of various frameworks and standards for
ESG reporting, such as the Global Reporting Initiative (GRI), the NFDR, the Task Force on
Climate-related Financial Disclosures (TCFD), the SFDR. These frameworks provide guidance
and structure for banks to disclose their ESG performance, ensuring transparency of reported

information.

However, it is evident that the current ESG reporting landscape is characterised by a lack of
harmonisation and consistency. The absence of a unified reporting framework has resulted in
fragmented reporting practices and difficulties in comparing and benchmarking banks’ ESG
performance. This lack of standardisation hinders the effective integration of ESG factors into

investment decisions and undermines the credibility of ESG reporting.

Recognizing these challenges, regulators and standard-setting bodies have taken steps to
address the evolving landscape of ESG reporting. Regulatory developments, such as the EU
Sustainable Finance Disclosure Regulation (SFDR) and the proposed Corporate Sustainability
Reporting Directive (CSRD) and the ESG pillar 3 reporting, aim to establish a comprehensive
and consistent framework for ESG reporting across industries. These initiatives will likely drive
greater transparency, accountability, and comparability in ESG reporting, enabling stakeholders

to make informed decisions.
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Furthermore, the research reveals that banks are proactively adapting to the evolving ESG
reporting requirements. Many financial institutions have committed to aligning their reporting
practices with internationally recognized frameworks. Additionally, banks are increasingly
integrating ESG considerations into their risk management frameworks, product offerings, and

corporate strategies as we have seen in the annual, sustainable report.

The evolving requirements and expectations around ESG reporting also extend beyond
traditional financial disclosures. Stakeholders, including investors, customers, employees, and
regulators, are increasingly demanding comprehensive and forward-looking information on
banks' ESG performance. This shift towards more holistic reporting is driving banks to enhance
their data collection capabilities, improve data quality, and strengthen internal governance

mechanisms.

However, challenges remain on the path to achieving robust and reliable ESG reporting. These
challenges include data availability and quality, standardisation of metrics and methodologies,
and the need for increased assurance and verification of reported information. Overcoming
these hurdles will require collaboration among stakeholders, including banks, regulators,

standard-setters, and industry associations.

In summary, the current status of ESG reporting in banks reflects a growing recognition of the
importance of sustainability and responsible business practices. Although progress has been
made in integrating ESG considerations into banks’ reporting practices, there is still work to be
done to achieve a harmonised and standardised approach. The evolving regulatory landscape,
along with banks’ proactive efforts, holds promise for driving greater transparency,

accountability, and comparability in ESG reporting such as ISSB.

It is crucial for banks to embrace the opportunities presented by ESG reporting and use it as a
catalyst for positive change. By leveraging ESG data and insights, banks can better manage
risks, identify new business opportunities, and contribute to the transition towards a more
sustainable and inclusive economy. Ultimately, the successful implementation of robust ESG

reporting practices will benefit not only banks but also their stakeholders and society as a whole.

What we can learn from this is that banks are ready for change and have the will to change the

world by becoming even more sustainable.
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2. Limitation and further work

In this thesis, we were able to analyse many different points, but it has of course been
impossible to cover all the points relating to ESG and regulations, to analyse all the

geographical regions or even to compare more different sectors.

Firstly, the list of non-mandatory actions and regulations relating to the introduction of ESG
and more particularly the environmental point is not an exhaustive list. Through this work, we
have focused on the letter E of ESG. In order to be as comprehensive as possible, it was
preferable to focus on just one or two ESG criteria. This is precisely what we did: we focused
on climate change, with the emphasis on reducing greenhouse gas emissions. In addition, we
have seen that the pandemic caused by Covid 19 has had an influence on the integration of ESG
and the well-being of employees at work. We therefore set aside and analysed less the
regulations in terms of governance and employee management. This is the first limitation of

this thesis.

Secondly, we have limited our research mainly to the European continent in order to focus on
banks in the same region. We did, however, get a glimpse of the regulations and certain actions
taken by the United Nations. This enabled us to see if there were any comparisons to be made.
The European Union is clearly ahead of the rest of the world, which is why we chose to base
ourselves on this continent, so as to have a fairly large number of regulations, but also to limit

our research and avoid spreading ourselves too thinly over too many different sets of legislation.

Thirdly, we chose to compare the integration of ESG in the banking sector with the startup
sector, as this seemed relevant to us given the major differences in the general regulations of
these two sectors. Startups are small companies in the process of being launched and created,
with very few resources. Comparing them to financial institutions contrasts with all the
obligations they already have to bear. We have therefore limited ourselves to a comparison to

avoid having to do too much analysis.

Finally, we decided to limit the analysis of the financial reports to 4 banks implemented in
Belgium (KBC, ING, BNP and Belfius). This made it easier for us to interview two of these 4
banks directly.

For future work, it would be relevant to focus a little more on the social and governance aspects
of ESG. Secondly, further research could be carried out in regions other than the European

Union. An additional analysis could be to compare the banking sector with other sectors such
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as pharmaceuticals or the automotive sector. This would extend research on ESG integration
beyond financial institutions. Finally, a study of different banks would make it possible to see
whether other banks from different horizons and not necessarily implemented in Europe are

paying as much attention to integrating ESG and being sustainable banks.
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