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Chapter 1: ESG regulatory landscape

ESG REGULATORY LANDSCAPE*

Enabling Environmental, Social and Governance (ESG) practices in business has become critical. Part of the reason for ESG’s
momentum is that it is driven by both internal and external stakeholders. Moreover, clients are increasingly expecting their
financial institutions to be knowledgeable about ESG and care about their provider’'s commitments.

Fig. 1.1: The importance of ESG to investors
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FINANCE AS A KEY DRIVER

Since the 1990s, CFOs have shifted their perception of ESG from being regulatory and compliance-driven to purpose-led. There

are two main reasons that outline this shift:

* Internal stakeholders: Finance functions are key drivers to operationalize ESG strategies. This makes CFOs pivotal to lead change
and instil ESG into the DNA of financial institutions.

* External factors: CFOs have to consider increasingly widening the ESG regulation landscape with stricter regulation. In the
medium to long term this means that regulation will lead to more common-place audits that will be more stringent and fines

more severe.

Fig. 1.2: The role of CFOs in driving ESG change

Improves investor confidence and secures a
level playing field for market participants

Informs investors of the broader

Reduces risk of greenwashing impact of individual investments

CFOasa
central driver

Allows investors to align and monitor
their investment activity against
environmental objectives

Improves transparency and reduces
market fragmentation

Providers a common means for

" Provides a common language on what
investors to compare ESG products

constitutes a sustainable activity

* Note: Financial institutions are subject to binding and non-binging regulation. Deloitte’s focus on this publication is on the binding regulatory landscape.
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EVOLUTION OF THE REGULATORY ENVIRONMENT

We have come a long way from the era of Corporate Social Responsibility, where companies would promote only few ESG-friendly
initiatives with very limited transparency or measurability. Due to the lack of clear guidance on best practices, international
institutions began defining standardized, regulatory frameworks for financial institutions and other relevant companies, to
stipulate impactful initiatives and measure their impact. However, the non-legally binding nature of these frameworks meant
companies could still set their own frameworks without real accountability or transparency, a practice referred to as
“greenwashing”.

Now regulators have gotten involved. We have reached a new stage of regulatory-mandated ESG standards deployment.
Corporations across major markets are now subject to mandatory ESG reporting requirements. These help stakeholders uniformly
understand ESG initiatives taken by corporations, their financial scale, and their impact on individuals, communities and the
environment. Additionally, ESG initiatives improve transparency for investors to be informed about the ESG integrations within the
relevant institutions.

Fig. 1.3: Evolution of ESG regulation across time

Publication of regulatory requirements

1990s - Financial focus 2010s — Data and sustainability arrive 2020+ — Advanced tech and purpose
* Management reports are clearly dominated by * The last decade is dominated by the explosion of data * Integration of sustainability into the corporate
financial indicators availability and the rapidly increasing analysis potential and management reporting strategy
« Typical non-financial information added to the * Introduction of driver-based reporting models based on * Further impact by data and technology, e.g.
reports focused on workforce e.g. headcount augmentation and automation advanced analytics
« The goal is to present comprehensive financial « Start of mandatory sustainability reporting measures for « Distinction between “sustainability leaders” and
information large and public listed entities followers becomes apparent
>
2000s - Financial-only shortcomings 2020s — Today’s zeitgeist: purpose
* Shortcomings of financial-only information become * Dominating themes are climate change, geopolitical
apparent shifts, increasing population, COVID-19
* Balanced scorecards (e.g. Norton/Kaplan) and logical * Purpose-led businesses and their reports are high in
value trees enhance reporting demand, especially by younger generations
* The goal shifts towards putting financial objectives in « This shift triggers companies to reconsider their
the context of operations management reporting strategy

REGULATORY LEADERS

Many regulatory frameworks are already in effect across major markets — Switzerland, the United Kingdom, the European Union
and the United States —and more will come in the near future. For this reason, these are the scope of our regulatory market
watch.

Fig. 1.4: ESG regulatory frameworks across western markets
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Switzerland has voted into The United Kingdom has The European Union paved The United States will be
law its first sustainability mandated registered the way for standardizing signing into law their first
framework, mandating companies align their ESG non-financial ESG reporting two legislative items to
standardized non-financial reporting with the Task Force with the Non-Financial regulate both financial and
ESG reporting for large on Climate Related Financial Reporting Directive non-financial ESG reporting
corporations Disclosures practices

ESG Regulation in Europe

“New regulations are going into force in Europe this year. For
example, banks and insurance companies will need to report on their
compliance with ESG standards. The regulations are still broad and
often vague in their application, so there will be considerable
interpretation and greenwashing until regulators make the

regulations more precise. But regulators will start to enforce these
rules over time, and banks and insurance companies could get fined.
One country at the forefront of ESG regulation has been France. ESG
regulation will be forcing banks to conduct ratings of their loan
portfolios for example. Firms that do not comply with the ESG Industry Leader, Deloitte
legislation will see their borrowing costs go up.” Switzerland

Jean-Frangois Lagassé
Global Wealth Management
Leader, Financial Services
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2023 REGULATORY WATCH OVERVIEW

Financial institutions continue playing an important role in pushing ESG integration within the financial field. Loans, investments
and assets allocated by providers can have a sizeable impact in supporting green investments and sustainable projects. This critical
role has been noted by regulators, already heavily involved in the efficient and safe operating of financial service providers across
the globe.

As of the beginning of 2023, 10 regulatory obligations are Fig. 2.1: ESG regulatory framework implementation status
already in effect, 4 have been approved by their respective
jurisdictions, and 2 are currently in discussion. These can
take the form of amendments to existing legislation, such
as MiFID Il amendments, or newly enacted legislation

(e.g., Sustainable Finance Disclosure Regulation SFDR). As
opposed to other less monitored industries, financial
institutions already hold extensive disclosure obligations
towards regulators, for whom verifying compliance will be
an easier task despite existing gaps within existing
regulatory frameworks. It is a priority for financial
institutions to be fully compliant, and this now includes
standard ESG practices and reporting.

To be enacted
4

16
identified
regulations

In discussion

In effect 2

10

Fig. 2.2: ESG regulatory framework applicability

In addition to being subject to industry-agnostic
10 requirements, ESG regulatory landscape includes
frameworks solely applicable to financial services

Industry
agnostic

providers. To illustrate, of the 16 frameworks, 6 are
exclusively applicable to financial institutions. With
respect to the latter, these have further been
broken down by type of financial institutions in our
ESG regulatory roadmap. Amongst others these
include: retail / private banks, investment banking,
asset managers, and others (such as private equity,
pension providers, and insurance).

Financial
service
specific

NEW CHALLENGES CREATES NEW OPPORUNITIES

Over 4 out of 10 financial institutions believe that their clients expect them to be knowledgeable on social impact and
environmentally conscious investing and to offer ESG products and services. This results in financial institutions being increasingly
under pressure from clients, regulators, employees, and investors to be environmentally and socially responsible.

This generates the opportunity to go beyond considering how to incorporate ESG into their products and also look internally how
to fully embed ESG factors into financial institutions’ strategies and organizational DNA. In the long-term, future-oriented firms are
already incorporating ESG factors into their organizational culture to their advantage and disclosing their impacts in both
mandatory and non-mandatory reports.

For CFOs, this entails leading this shift as they have the in-depth overview of their organizational data, processes and reports. In
addition, CFOs have the professional toolkit to align ESG challenges with the company’s profitability goals.

Finally, current and upcoming regulation affects all key areas of finance. Identifying, understanding, and implementing these are
central to the role of CFOs to achieve the implementation of company-wide ESG transformation.

© 2023 Deloitte Development LLC. All rights reserved. 7
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BINDING REGULATORY TIMELINE

Financial Conduct

UK Sustainability Disclosure Standards
ESG disclosure requirements and reporting

UK registered & listed
companies and limited

- Regulating entity Policy Applicability
Oct . Non-Financial Reporting Directive * Public interest compa.nles
EU Commission ) ) ) * Turnover threshold differs
2014 Enhanced non-financial ESG reporting .
on size
EU Taxonomy * EU f!n.anaal mark.eF
July Q EU Commission Envi tall tainable activit participants providing
2020 nV|r.o_nmf3n ally sustainable activity sustainability-related
classification system ) .
investment services
Sustainable Finance Disclosure Regulation = EU f!nfanC|aI mark.e'.c
March Q EU Commission Regulatory f K tainabilit participants providing
2021 egula er ramework for sustainability- sustainability-related
related investments ) .
investment services
TCFD-aligned reportin
a» - - N . P ) ne _— . * UK-registered companies
January * Financial Conduct ESG reporting requirements aligning with +£500m in turnover for
2022 * <« Authority Task Force on Climate-related Financial ALBs
Disclosures
Climate-related Financial Disclosure . .
. . * UK-registered companies
April N L3 Regulations
. » UK Government ) . § . * +500 employees
2022 E1 Inclusion of climate-related financial :
. * +£500m in turnover
disclosures
iti AIMFD Il amendments
August European Securities . L L * Alternative investment
and Markets Sustainability inclusion in fund
2022 . o fund managers
Authority management activities
European Securities UCITS Directive amendments . .
August . o L ¢ Companies engaging in
and Markets Sustainability inclusion in fund
2022 . o the management of UCITS
Authority management activities
August European Securities MIiFID Il amendments « Companies offering
2022 Q and Markets Sustainability inclusion in portfolio investment services and
Authority management activities activities
December Q European Banking ~ EBA ESG Pillar 3 * Banks with securities
2022 Authority Standardized ESG risk disclosure framework traded in the EU
Non-financial reporting requirements .
January 0 Swiss Confederation _p . gred ) +20m balance sheet or
2023 Enhanced non-financial ESG reporting +40m sales revenue
L .  All listed companies on
C te Sust bility R rt
‘.""°.'a € sustainabiiity Reporting regulated market by 2026
January L Directive i
EU Commission . * Relevant companies
2023 Replaces NFRD for standardized non- . R
fi ial ESG i involved in EU market as
inancia reporting per CSRD
Securities and . * Any company reporting to
Art. 14 Regulation S-X **
January E Exchange g.u ! . X the SEC under GAAP
2024 — o Enhanced financial ESG reporting e
Commission principles
January & Securities and Subpart 1500 Regulation S-K ** * Any company reporting to
—— Exchange . . . the SEC under GAAP
2024 —— g Enhanced non-financial ESG reporting -
Commission principles
. Swiss Climate reporting ordinance * +500 employees
January Swiss X . . :
2024 Confederation Enhanced non-financial ESG reporting * +CHF 20m in total assets
aligned with TCFD recommendations or +CHF 40m in turnover
Corporate Sustainability Due Diligence
Q . Directive * Turnover threshold differs
EU Commission . . .
I Standardize procedures for due diligence on size
n considerations
progress
_slb.
K1

Authority

standards

* 2021 premium listed companies and 2022 for standard listed companies
** Specific regulatory reference: S-X, 17 CFR 210.14-01 and 02 & S-K, 17 CFR 229.1500-1507
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IMPACT MAP

Non-Financial

Reporting Directive

Sustainable Finance
Disclosure Regulation

EU Taxonomy

Climate-related
Financial Disclosure
Regulations

AIMFD Level 2
amendments

UCITS Directive Level 2
amendments

MIFID Il Level 2
amendments

Responsible Business
counter-project

Swiss Climate reporting
ordinance

Subpart 1500
Regulation S-K

Corporate
Sustainability
Reporting Directive

Corporate
Sustainability Due
Diligence

I1SSB IFRS Sustainability
Disclosure Standards

Investor Sustainable Planning & Business Unit

Relations Finance Transformation Analysis Organization Reporting Operational
Strong Medium Minimal
- impact - impact impact

© 2023 Deloitte Development LLC. All rights reserved. 9



Chapter 3

Our capabilities

10



ESG REGULATORY MARKET WATCH FOR FINANCIAL INSTITUTIONS

Chapter 3: Our capabilities

CAPABILITIES

Instead of operating with a silo-based ESG response, banking CFOs should engage in a more holistic approach to address crucial
economic and societal developments and selecting the best of breed tools to enable sustainable business benefits.

Fig. 3.1: Considerations when tackling ESG in your enterprise

Financial performance

Research indicates that good performance on sustainability
correlates with superior financial performance. Truly integrated
sustainability into corporate strategy leads to improved financial
performancs

Reporting mandate

Regulators are increasingly issuing voluntary recommendations
and mandatory sustainability regulations, e.g. International @
Sustainability Standards Board. Incorporating these requirements ‘
into the strategy will minimise compliance issues

Reporting harmonization

Investors and executives request the harmonisation of the many
different sustainability reporting frameworks and standards. A
consistent reporting approach should be adopted for external
reporting and be reflected internally

Investing preferences

The wealth shift to millennials produces an investing preferences
change that increases the importance of environmental, social
and governance factors in investment decisions. Organizations
that do not consider it might not be the first choice for investors

APPROACH

VgV

Stability risk

The World Economic Forum now rates 4 out of the top 5 risks in terms
of biggest financial impact as climate related. Incorporating these risks
into corporate strategy ensures a more robust business model

Risk myopia

Risk management focuses mostly on sustainability related
@ physical and liability risks, e.g. damage due to extreme

‘ weather. Considering transition risks, e.g. will our product still
be relevant, in strategy will make the company more resilient

Short-term focus

Sustainability responses focus primarily on measures with a short-
term effect, e.g. emissions targets for the year. Incorporating
sustainability into long-term corporate strategy mitigates short-
term driven decision making

Transparency expectations

Stakeholders expect transparent information about the company’s
purpose, culture, and ESG performance. This is increasingly important
given the rise of technology companies i.e. less tangible long-term
sustained profitability e.g. tech companies. Aligning this with internal
reporting will bring the company closer to its stakeholders

We help financial institution CFOs to embark on a path towards sustainability and to stay on track, with special attention
to the change-leading role of the CFO, the combination of digital technologies and key ESG reporting metrics.

Fig. 3.2: Focused approach

1 Envision a purpose-led strategy

that fully encompasses ESG

Design your tailored framework
that aligns the new strategy

Implement clear and actionable
steps towards achieving the new
strategy

v

v

—Q@
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sustainability in your strategy?

What would you like your organisation
to achieve in the future and what
should it be known for?

Comprehend the concept of purpose-
led corporate strategy

Understand the current landscape of
sustainability integration into
corporate strategy

Define desired future sustainability
strategy

materialise this vision?

How could this vision be translated
into processes?

Which key stakeholders should be
involved?

Integrate sustainability into corporate
strategy and link it to the
compensation and incentives system

Identify adequate sustainability
frameworks, standards and
requirements

Define targets, KPI framework and a
monitoring governance

*  How do you envision the future role of *  Whatwould need to be done to *  Who should be involved and

informed?

How should the communication to
stakeholders be done?

Which steps should be taken next?

Communicate combined corporate
strategy to internal and external
stakeholders

Align external reporting e.g. separate
or consolidated sustainability report

Communicate new incentives and
ensure link to strategy

11



ESG REGULATORY MARKET WATCH FOR FINANCIAL INSTITUTIONS

Chapter 3: Our capabilities

OUR EXPERTS

At Deloitte, we believe sustainability is not just an option: it's a responsibility. We understand that the choices we make today
directly impact the world we leave for future generations, which is why we are committed to progress with our own sustainability
journey. Change starts from within. Through our WorldClass and WorldClimate programmes, we strive to make a positive impact
on society and drive responsible climate choices.

Deloitte aims to combine its willingness to make a difference with its industry expertise and know-how for the financial services
sector, of which Deloitte supports different financial institutions domestically and internationally. More specifically, CFOs in solving
some of the most pressing challenges in the banking industry. Deloitte provides an experienced core team with a dedicated
industry, functional and technical expertise, and a proven track-record in the design and delivery of finance solutions in the
financial services industry.

As a result of this, from sustainability regulations, impact valuation and sustainable M&A to decarbonisation solutions, circularity
and other sustainability-related challenges for the financial services sector, our colleagues bring extensive experience helping
them to understand and address your specific challenges.

Our experts are looking forward to discussing your challenges as well as sharing their experience and industry insights with you.
Please do not hesitate to contact our subject matter experts below.

Deloitte contacts

Tobias Kern

Alexis Amagat

Markus Zorn Marcel Meyer

Partner
Finance & Performance

Deloitte Consulting AG
Pfingstweidstrasse 11
8005 Zurich, Switzerland

+41 79572 09 73
mzorn@deloitte.ch

Partner
Sustainability Services

Deloitte AG
Pfingstweidstrasse 11
8005 Zurich, Switzerland

+41 79 587 94 05
marcelmeyer@deloitte.ch

© 2023 Deloitte Development LLC. All rights reserved.

Director
Finance & Performance

Deloitte Consulting AG
Pfingstweidstrasse 11
8005 Zurich, Switzerland

+41 79 610 00 52
tkern@deloitte.ch

Manager
Finance & Performance

Deloitte Consulting AG
Rue du Pré-de-la-Bichette 1,

1202 Geneve, Suisse

+41 79508 43 82
alexisamagat@deloitte.ch
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Deloitte

This publication has been written in general terms and we recommend that you obtain professional
advice before acting or refraining from action on any of the contents of this publication. Deloitte AG
accepts no liability for any loss occasioned to any person acting or refraining from action as a result
of any material in this publication.

Deloitte AG is an affiliate of Deloitte NSE LLP, a member firm of Deloitte Touche Tohmatsu Limited,
a UK private company limited by guarantee (“DTTL”). DTTL and each of its member firms are legally
separate and independent entities. DTTL and Deloitte NSE LLP do not provide services to clients.
Please see www.deloitte.com/ch/about to learn more about our global network of member firms.

Deloitte AG is an audit firm recognised and supervised by the Federal Audit Oversight Authority
(FAOA) and the Swiss Financial Market Supervisory Authority (FINMA).
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