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What is Environment, Social and Governance?

ESG, as it is commonly referred to, is defined as a set of environmental, social, and governance factors considered by companies when
managing their operations, and investors/banks when making investments, in respect of the risks, impacts, and opportunities which relates to:

Definition of ESG

000

= Climate change

= Pollution and contamination of land, air and water
m Eco-efficiency and Resource efficiency

= Waste management

= Natural resource scarcity

= Biodiversity

= [ abour rights and labour conditions

= Health and safety

= Treatment of customers and communities
= Human rights

= Supply chain management

m Data privacy

= Regulation

= Anti-bribery and corruption measures
= Business ethics

= Transparency and accountability

= Board composition and independence
m Shareholder rights

ESG
Metrics



The Link Between ESG and Financial Performance

Companies with strong ESG practices have outperformed in EM
Cumulative index performance (gross returns, USD, indexed to 100), 10/1/07-9/30/17

200
B MSCI EM ESG Leaders Index M MSCI Emerging Markets Index
150
100
50
0
9/07 9/09 910 Iim 912 913 914 s 916 any

Source: MSCI, October 2017, The MSCI Emerging Markets (EM) ESG Leaders Index is a capitalization-weighted index that provides
exposure to companies with high ESG performance relative to their sector peers. The index consists of large- and mid-cap companies
across 24 EM countries; it was launched on 6/6/13. Data prior to the launch date is backtested data (i.e., calculations of how the index
might have performed over that time period had it existed). There are frequently material differences between backtested performance
and actual results, It is not possible to invest directly in an index. Past performance does not guarantee future results.

Source: https://www jhinvestments.com/viewpoints/esg/esg-research-the-new-cornerstone-of-emerging-market-investing

© Emerging Markets are no
longer solely dependent
on commodity export
growth, EM countries
now contribute more
than half of global GDP
and are growing faster
than developed markets.

© Most dynamic growth
areas in today's
emerging markets also
happen to be in sectors
in which better ESG
practices can contribute
directly to superior
business results.

© Companies with strong
ESG practices may
ultimately deliver better
returns on invested

capital.
N /
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What are the key ESG risks banks are exposed
to through their lending in Angola?




How do E&S risks accrue to banks?

E&S Risks present themselves to banks as business risks, the main types of risk for banks are:

Type of Risk Impacts

* Escalation of project costs (e.g., delays, additional investments)

* Fines/penalties due to non-compliance with E&S national requirements
(OHS, emissions/discharge permits)

* Loss of production capacity (e.g., closure of business)

* Poor efficiency leading to low competitiveness/low sales

* Increased insurance costs

Credit Risk

Client is not able to repay the loan on account
of E&S issues

Liability Risk

Banks face legal complications, fees, and/or fines in
rectifying social and environmental damage by
virtue of taking possession of collateral

* Obtaining ownership of contaminated collateral
* Direct liability in the case of strict lender liability
* C(Class action suits if made responsible for negative impacts

Reputational Risk

Negative aspects of a project harm a financial
institution's image in the media, with the public,
business and financial community;,

and even with their own staff

* Media coverage
* Local resistance/consumer campaigns
* Governmental investigations

i e ] o [ e



How can E&S risks be managed by a bank

throughout the transaction process?

Policy Procedures

Reporting

E&S Commitment & Evaluating E & S Risk E & S Performance of

Roles Responsibilities

Standards Financial Institutions

Transaction Screening & Clients| | t
ients/ Investees

Risk Categorization
E & S Due Diligence

E & S Capacity Conditions of Financing

Training

Reviewing E & S Performance |

Managing Non-Compliance |



The IFC Exclusion List, Performance Standards
and the Equator Principles

A EQUATOR
2 PRINCIPLES

F'RST IFC’s Sustainability Training & E-Learning Program
(STEP):Designed for managers and staff of financial
for Sustainability institutions (FIs). Helps build E&S risk management
understanding.

IFC Performance Standards on
Environmental and Social Sustainability

Effective January 1, 2012


https://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/sustainability-at-ifc/company-resources/tools+for+clients#STEP

Tips for ESMS Success

Obtain board buy-in and develop dedicated E&S managers with the right background

Adopt an organization-wide approach to capacity building

Initially apply the ESMS to the largest clients in the highest risk sectors. Expand with time.

Work with clients to improve their E&S performance rather than rejecting risky investment

Communicate improvements to stakeholders to enhance reputation
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Need & Opportunity: Financing Needed to Make a Substantial Difference
in Achieving the Sustainable Development Goals (SDGs)

The UN estimates that

up to

IN investment is needed
each year to achieve
the Sustainable
Development Goals

(SDGs) by

was arranged in 2022
for renewable energy and other
environmentally responsible ventures,
surpassing Fossil Fuel companies
(Bloomberg)

The OECD estimates

In financing needs

Ia r to
achieve the SDGs, with an
additional projected shortfall

of as a result
of COVID-19.

The global sustainable finance market size was
valued at INn 2021, and is projected to
reach by 2031




Unlocking new financing opportunities

Finance for Sustainable Development (Issues)

| |
! ESG (Environmental, Social and Governance) !

For example:
Biodiversity protection;
Resource efficiency; Ecosystem
services; Pollution prevention;
Circular economy.

__________________________________________________________________ SBFN member lessons show that most initial efforts focus
Climate Financing on "ESG", "green" or "climate" concerns, but the
| Mitigation finance | | Adaptation finance | activities are likely to expand over time to cover social
T b Tt ' and broader sustainability issues.
Transition finance

Source: Adapted by SBFN from Definitions and Concepts: Background Note, UNEP

SUSTAINABLE International

BANKING and Finance Corporation
FINANCE NETWORK WORLD BANK GROUP




Sustainable Finance and Banking Network — Emerging Markets Accelerating Together
63 member-countries, 80 institutions, 86% banking assets in EM, 33 countries launched 200+ policies/principles

A}

Regional members:

* Eastern Caribbean Central
Bank (ECCB)*

e Securities and Exchange

Kosovo

Jordan

1S ) . Morocco
Commission of Central Africa Jamaica Bangladesh
* %
(COSUMAF) Guaternald (‘ Dominican Republic Laos
* Federation of Latin Americagndura @5 ECCh G
. Vietnam
Banks (FELABAN) Costa Rica Countries* Cameroon™ 3

Philippines
“ pp

Inddnesia <
- G . Samoa

e Central American Council of
Superintendents of Banks,
Insurance and Other Financial

Panam Eqg. Guinea** Dem. Rep. of Congo**

* Maldives

Institutions (CCSBSO) Thailand
* Association of Supervisors of . M o
Banks of the Americas (ASBA) Cambodia Fiji

+ Banque des Etats de I'Afrique
Centrale (BEAC)**

L— Kenya

O~V /
ot ¥

Countries with polices/principles: Argentina, Bangladesh, Brazil, Cambodia, China, Colombia, aﬂsta Rica, Mninican Republic, Ecuador,
Egypt, Georgia, Ghana, Honduras, India, Indonesia, Irag, Kenya, Mexico, Mongolia, Morocco, Nepal, Nigeria, Pakistan, Panama, Paraguay,
Peru, Philippines, South Africa, Sri Lanka, Thailand, Turkey, Ukraine, Vietnam

@ Countries without policies/principles: Amenia, Anguilla*, Antigua and Barbuda*, Azerbaijan, Cameroon**, Central African Republic**,
Chad**, Chile, Commonwealth of Dominica*, Congo**,, Grenada*, Equatorial Guinea**, Fiji, Gabon**, Guatemala, Jamaica, Jordan,

Disclaimer: The map displayed Is for reference only. The boundaries, colors, denominations and any Kazakhstan, Kosovo, Kyrgyzstan, Laos, Maldives, Montserrat*, Samoa, Saint Kitts and Nevis*, Saint Lucia*, Saint Vincent and Grenadines*,

other information shown on these maps do not imply, on the part of the World Bank Group, any H el H
judgment on the legal status of any territory, or any endorsement or acceptance of such boundaries. Serbla' TU n ISIa' Zam bla
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Collective Ambition to Strengthen Financial Stability and Competitiveness

%Vl IMmproved environmental, social, &
PN @ governance (ESG) risk management

\_____

© Y increased capital flows to activities with
554 )\ g positive environmental and social impacts

B /& — including mitigating and adapting to
climate change.




Measuring Global Progress to Advance Sustainable Finance

Accelerating Sustainable
Finance Together

Global Progress Report of the Sustainable
Banking and Finance Network

Pillar 2: Climate &
Pillar 1: Nature-related Risk | Pillar 3: Financing
ESG Integration Management Sustainability

nce of Policy Innovations and
et Actions across 43 Emerging Markets

* National framework
* Alignment with international goals and standards
* Alignment with national goals and strategies

Sub-pillar 1:
Strategic Alighment

* Overall approach and strategy

e Technical guidance

* Supervisory activities and incentives
* Tracking and aggregated disclosure

@IFC| e

rens Markes, Creai Oppermons

Sub-pillar 2:
Regulatory and
Industry Association
Actions

e Strategy and governance S
e Organizational structure and capacity
* Policies and procedures

Sub-pillar 3:
Expectations of
Financial Institution

(F1) Actions * Tracking, reporting, and disclosure
X NKIN AN
"’} I‘ O \.! ;
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* Sustainable Finance frameworks include roadmaps, policies, regulations, voluntary principles, guidelines,

National Sustainable Finance Frameworks Issuance in SBFEN Countries (as of 2021)

Acceleration of Sustainable Framework Issuance in SBFN Countries

203
172
133 .
107
87 37
6
60 9 >
43 2 6
2
285 3
2018 Ny 8
76 98
1109 220 229 220 33¢g 1 1 2 [
e et ot e Em ER
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
(July)

W Cumulative SF frameworks (All) B Cumuluative member-led SF frameworks B Cumulative other SF frameworks

reporting templates, scorecards, tools, and research.

SUSTAINABLE
BANKING and
FINANCE NETWORK

National SF Frameworks Launched to date in SBFN Countries

Other SF-related

national
frameworks
37% (76)
Member-
supported SF
frameworks

63% (127)

Type of National SF Frameworks Launched in SBFN Countries

35, 17% m [ndustry self-regulation

75,37% )
= National corporate governance code

= National strategy or roadmap with timelines and goals

24 129 m Regulator/supervisor guidance
’ = Regulator/supervisor regulations
6,3% _, = Research
= Stock exchange guidance for sustainability instruments
2 1% 5, 7% = Stock exchange listing instructions for sustainability instruments
20,10% 1,1% = Stock exchange sustainability disclosure requirements or guidance

2,1% = Voluntary industry guidance

International :
Finance Corporation
WORLD BANK GROUP

DIFC




Key Findings: 2021 vs. 2019 SBFN Global Progress Reports

Key finding 1: Accelerating national SF frameworks, catalyzed by public-private collaboration

33 4 203 ¢ 127 * 76 *

Countries that have  50%  Total SF frameworks— 53% Member-led 46% Other 65%
launched a sustainable . including guidance i SF frameworks, i national SF-
finance (SF) framework and tools guidance and tools related
' ' ' frameworks

Key Finding 2: Consolidating and deepening policy and market actions across all three thematic pillars

Pillar 1: ESG Integration . Pillar 2: Climate Risk Management . Pillar 3: Financing Sustainability

32 countries (74%) have launched ESG- 28 countries (65%) are at Formulating sub- 24 countries (56%) have launched guidelines for
focused frameworks, of which the majority stage for climate risk, leveraging ESG green, social, and/or sustainability-focused financial
have reporting requirements and highlight the - frameworks to begin integrating physical and . instruments, such as loans or bonds.

governance (“G”) of E&S performance. ~ transition climate risks. . 6 countries (14%) have published detailed

15 countries (35%) have established - 4 countries (10%) are at Developing sub-stage, |  taxonomies and catalogs of eligible green or
systematic ESG data collection to track :leading the way with robust policy actions for ' sustainability-focused projects, sectors, and
implementation. climate risk. activities.

i SUSTAINABLE International
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All members are progressing at appropriate stages of the Progression Matrix for their markets*

O
Maturing
@_@ Implementation Mainstreaming
CeintielLoiting Behavioural Changes I
Developing Advancing
F‘”“‘”‘E““ﬂ B o

Argentina B gancladesh > mmm Colombia

4

v
\/
1

|
Y7l Kazakhstan ™ Chile By cembodia O Egd M | ndonesia
- Lao PDR =8 i P> Pmemm Costa Rica > +|+ Georgia
ﬁ Maldives ™ = Jordan >>=-= Dominican Republic E Kenya
- Samoa > Kyrgyz Republic = Ecuador I.I Mexico
ﬁg Serbia >= Egypt E Mongolia .
ﬁ Tunisia >= Ghana - Morocco ProgreSS since the 2019 Report
> P Honduras B0 wigeris Y7 4 new SBFN Countries entered the
s B south fic "Commitment" sub-stage
> D === raq o Turkey
|
R Nepal Vietnam Q 1 new SBFN country leapfrogged to the
*Countries within each sub-stage Pakistan "Development” sub-stage
are listed in alphabetical order. m Panama 22 countries progressed within the same sub-
= Paraguay
stage
l@l Peru
> Philippines » 11 countries moved one sub-stage
K] Srieanka » B 5 countries moved two sub-stages
—
—

Thailand
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Benefits of Implementing Sustainable Finance

Lower rate of non-performing loans by integrating ESG risk management and benefits
Unlocking new green and inclusive investment opportunities

Attracting international financial flows to domestic markets, especially for Environmental
and Social priorities

De-risking markets to enable greater investment flows and deepen financial market
development

Enabling banks to comprehensively monitor the risks associated with their lending portfolios
and encourage their clients to address these risks

Extending financial inclusion and improving social and financial stability
Boosting financial flows to priority sectors

Increasing market resilience



AdditiOnaI Learn more about the

SBFN 3™ Global Progress Report &

Reso u rces 41 Country Progress Reports (2021-

2022)
www.sbfnetwork.org

 SBFN Library of (200+) Policy
Documents from members Contact SBFN Secretariat
| SBFN_Secretariat@ifc.org

e SBFN Measurement Framework
and Methodology

 SBFN Online Analytical Tool (beta
launched)

 Global and regional events and
webinars (follow the SBFN
Linked|n for details)
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