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The TPI Global Climate Transition Centre at LSE

The TPI Global Climate Transition Centre (TPl Centre) is an independent, authoritative source of research
and data on the progress of corporate and sovereign entities in transitioning to a low-carbon economy. It
is part of the Global School of Sustainability at the London School of Economics and Political Science
(LSE). The TPI Centre is the academic partner of the Transition Pathway Initiative (TPI), a global initiative
led by asset owners and supported by asset managers, aimed at helping investors and other stakeholders
assess company, bank and sovereign preparedness for the transition to a low-carbon economy and
supporting efforts to address climate change. More than 155 investors globally, representing
approximately USS87 trillion' combined Assets Under Management and Advice, have pledged support for
TPI.

The TPI Centre provides data on publicly listed equities, corporate bond issuers, banks and sovereign bond
issuers. The TPl Centre’s company data:

e Assess the quality of companies’ governance and management of their carbon emissions and of
risks and opportunities related to the low-carbon transition.

e Evaluate whether companies’ current and planned future emissions are aligned with international
climate targets and national climate pledges, including those made as part of the Paris
Agreement.

e Form the basis for the Climate Action 100+ Net Zero Company Benchmark Disclosure Framework
assessments.

e Are published alongside the methods online. They are public and free to use for non-commercial
purposes and available at www.transitionpathwayinitiative.org.
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1. Introduction to the Net
Zero Banking Assessment
Framework

Background and purpose

The Net Zero Banking Assessment Framework (NZBAF) is a granular framework that evaluates banks'
overall performance in managing the transition to a low-carbon economy. In 2021, the Institutional
Investors Group on Climate Change (IIGCC) launched its ‘banks working group’ following the publication
of a set of Investor Expectations. The TPI Centre translated these expectations, with further input from
investors, into the NZBAF, first published in June 2023. Additionally, the IIGCC, in consultation with the TPI
Centre, updated the original investor expectations, turning them into a Net Zero Standard for Banks
published in May 2023. Based on this Standard, Ceres, a nonprofit advocacy organisation that supports a
North American investor network focused on sustainability, published its own version, the Net Zero
Standard for North American Banks, in August 2023.

This methodology note and how it differs from the previous version

This is the second iteration of the NZBAF methodology note. The first version (Version 1.0) was published
in December 2024. The TPI Centre updates the methodology annually, drawing on findings from the
assessment and feedback processes. The framework presented in this methodology note is Version 1.1,
which updates Version 1.0 published last year. The majority of the framework is unchanged and the
revisions were announced in our update to the NZBAF published in May 2025.

This version differs from the previous version in the following ways:

Area 5. Decarbonisation strategy

e Sub-indicator 5.2.1.b - Phase out of thermal coal: This sub-indicator assesses whether banks have
a commitment to phase out all on- and off-balance sheet activities that finance unabated
thermal coal. To score, banks must immediately exclude companies with a coal share of revenue or
a coal share of electricity production above a defined threshold. This threshold was set at 5% in
the previous version of the framework, but we have increased it this year to 10% to align with
other frameworks.?

e Sub-indicator 5.2.2.a - Deforestation policy for at least one high forest-risk commodity: We have
introduced this new sub-indicator focused on the expectations banks set for their clients regarding
high forest-risk commodities.* This sub-indicator adds more granularity to the deforestation-
focused part of our framework.

e Sub-indicator 5.2.2.b - Deforestation policy for all high forest-risk commodities: In the previous
version of the framework, there were two ways for banks to score on this sub-indicator. In the new
version of the framework, banks only score when they disclose a commodity-specific deforestation
policy for all high forest-risk commmodities.

2Relevant frameworks include Urgewald (2024) Global Coal Exit List; Reclaim Finance (2025) Coal Policy Tracker; and Science-Based Targets
initiative [SBTi] (2024) Near-Term Criteria for Financial Institutions.

3 The Accountability Framework defines high forest-risk commodities as: cattle (including beef and leather), palm oil, pulp and paper, timber, and
soy.
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e Sub-indicator 5.2.2.c - Commitment to end activities financing deforestation: To align with other
frameworks, we have updated the timeline by which banks have to end activities linked to
deforestation from 2025 to 2030.*

e Sub-indicator 5.2.2.d - Commitment to end activities financing land conversion: To align with
other frameworks, we have updated the timeline by which banks have to end activities linked to
land conversion of all other natural ecosystems from 2025 to 2030.°> We have also simplified the
sub-indicator wording by removing examples of natural ecosystems. For a comparison of the 2024
and 2025 deforestation-related sub-indicators, please refer to Figure 1.1.

Figure 1.1. Mapping of deforestation-related sub-indicators between versions 1.0 and 1.1 of the
NZBAF methodology note

I New sub-indicators I Updated sub-indicators

2024 sub-indicators 2025 sub-indicators

Has the bank disclosed an overarching
commitment to end all on- and off-balance
sheet activities that finance deforestation no
later than 20257

Has the bank disclosed a cormmedity-specific

deforestation policy for all high forest-risk
commodities OR explicitly state its overarching
commitment covers specific commodity supply
chains?

Has the bank committed to end all on- and off-
balance sheet activities that finance land
conversion of other natural ecosystems including
natural savannahs, grasslands, peatlands and
wetlands no later than 20257

Area 6. Climate solutions

¢ Indicator 6.1 - Target design and methodological choices: We have introduced this new indicator,
with three new sub-indicators to better understand the methodologies banks developed when
structuring their climate solutions financing targets. The three new sub-indicators are:

o Sub-indicator 6.1.b: This sub-indicator assesses the ambition of the climate financing
targets that banks are setting compared to their business activities covered by respective
financing targets.

o Sub-indicator 6.1.c: This new sub-indicator assesses banks’ transparency in disclosing what
climate solutions and financing activities are eligible to be included in their climate
financing targets.

o Sub-indicator 6.1.d: This sub-indicator assesses whether banks clearly derive the climate
financing target amount from an externally referenced low-carbon scenario. The purpose is
to assess whether banks rely on climate science to quantify their climate financing targets.

4 Relevant frameworks include SBTi (2023) Forest, land and agriculture target-setting guidance; Carbon Disclosure Project [CDP] (2024)
Deforestation- and conversion-free supply chains report; and Investors Group on Climate Change [IIGCC] (2024) Finance sector deforestation
action progress report.

5 Ibid.


https://files.sciencebasedtargets.org/production/files/FLAG-FAQ.pdf?dm=1734357672&_gl=1*2o992m*_gcl_au*ODAxOTYzODMzLjE3NTc2MTA2OTY.*_ga*NzkxNzk4OTgyLjE3NDY3MDg0ODA.*_ga_22VNHNTFT3*czE3NTc2MTA2OTYkbzUkZzAkdDE3NTc2MTA2OTYkajYwJGwwJGgxNjkzNDQ4MTk3
https://cdn.cdp.net/cdp-production/cms/reports/documents/000/007/713/original/CDP_Global_Forests_Report_2024.pdf?1716207173
https://www.climatechampions.net/media/cnjfuueq/fsda-progress-report-june-2024.pdf
https://www.climatechampions.net/media/cnjfuueq/fsda-progress-report-june-2024.pdf

Net Zero Banking Assessment Framework: Methodology Note | TPI Global Climate Transition Centre

¢ Indicator 6.2 - Financing and impact reporting: This new indicator assesses the comprehensiveness
of banks’ progress reporting on climate solutions financing. It has three sub-indicators:

o Sub-indicator 6.2.a: This updated sub-indicator assesses whether banks have reported on
their climate solutions financing in the latest reporting year, including what climate
solutions they provided financing to and through what financing means.

o Sub-indicator 6.2.b: This sub-indicator has been separated from sub-indicator 6.1.b in the
previous version of NZBAF to solely assess whether banks disclose the share of climate
solutions financing compared to total financing.

o Sub-indicator 6.2.c: This sub-indicator has been introduced to assess whether banks
measure the real-economy impact of their climate solutions financing.

Figure 1.2. Mapping of Area 6 sub-indicators between versions 1.0 and 1.1 of the NZBAF methodology
note

I New sub-indicators I Updated sub-indicators

Has the bank committed to scale up

finance directed toward climate

solutions, with specific targets and

milestones? Has the bank transparently defined the financial products and climate solutions
in scope for its target(s) ?

Has the bank disclosed how it applied climate scenarios to quantify its climate
Has the bank disclosed the total solutions target(s)?
volume of finance directed toward
climate solutions in the latest reporting
year AND reported progress against the
target?

Has the bank disclosed its definition of climate solutions AND used an
established, external standard developed by a national, regional, or global
governing body (e.g., EU Taxonomy)?

Has the bank reported on the climate solutions financing and facilitation it
provided in the latest reporting year?

Has the bank disclosed its definition of

climate solutions AND used an

established, external standard

developed by a national, regional, or

global governing bedy (e.g., EU

Taxonomy) ? Has the bank guaontified the real-economy impact of its climate solutions
target(s)?

Has the bank disclosed its total share of finance directed towards climate
solutions in the latest reporting year?

Nofe: Splitting 4.1.b info 6.2.a and 6.2.b enables the NIBAF fo frack banks’ interim target progress reporting but the underlying key criteria remain the same.
Area 10. Climate solutions

e Sub-indicator 10.1.a - TCFD reporting: Following the completion of the mandate of the Task Force
on Climate-related Financial Disclosures (TCFD) in 2023, the Task Force stood down and the
International Financial Reporting Standards (IFRS) Foundation is folding the TCFD’s work into its S1
and S2 disclosure standards. During the transition phase from TCFD to S1 and S2 reporting, we are
not assessing sub-indicator 10.1.a, due to the lack of standalone reports or explicit signposting
available at this point.

Structure of the note

This note first describes the design principles used in developing and iterating the NZBAF. It then presents
the full framework of indicators and sub-indicators, alongside an associated assessment methodology.



2. Design principles behind
the framework’s
development

The TPI Centre’s banking assessments are guided by the key design principles of transparency,
accountability and robustness, which are essential for ensuring the credibility of the assessment process.
The assessment principles in full are:

1.

Assessments must be based solely on publicly available bank disclosures. Transparency
from banks as to how they manage climate-related risks is critical to the TPl Centre’s ability
to assess them, and it enables users to understand and verify assessment outcomes. Using
only public data ensures that banks are assessed consistently and fairly.

Indicators are assessable objectively ensuring comparability. For clarity, comparability and
ease of interpretation, the framework prioritises ‘Yes’ or ‘No’ indicators. Materials related to
the framework, including this methodology note, are open-access and available on the TPI
Centre website.

The assessment framework is relevant for all types of banks. The framework should consider
the variety of banks’ business models and be applicable to a wide range of different banks.

The framework aligns with existing initiatives. Several of the framework’s indicators are
linked to the Climate Action 100+ Net Zero Company Benchmark and they are largely
aligned with the S2 Climate-related Disclosures Standard of the International Sustainability
Standards Board (ISSB) and the Transition Plan Taskforce Banks Sector Guidance.®

Indicators apply to the bank as an aggregated entity. The TPl Centre’s analysis reflects
commitments and practices at the group-wide level.

Indicators are clear, useful and accessible to investors, including to those with limited
resources to assess climate change. To create an easy-to-use framework, efforts have been
taken to minimise the number of topics and focus on the most important aspects of
climate risks and opportunities.

Our methodology and individual banks’ assessments are available on an open-access basis via the TPI
Centre online tool: https://www.transitionpathwayinitiative.org/banks.

¢ The S2 Standard succeeded the recommendations of the Task Force on Climate-related Financial Disclosures (TCFD) as the universal benchmark
for alignment with a net zero emissions pathway in 2023.
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3. Terminology

The NZBAF has ten assessment areas, listed in Table 3.1.

Table 3.1. Overview of the Net Zero Banking Assessment Framework

The 10 assessment areas

1. Net zero commitments

2
3.
4.
5

Sectoral targets

Historical emissions performance

Decarbonisation strategy

Exposure and emissions disclosure

6.

Climate solutions

7. Climate policy engagement

8.
9.

10.
audits

Climate governance
Just transition

Annual reporting, accounting and

The structure of the framework is listed in Table 3.2. The units of assessment are listed in order of

granularity:

Table 3.2. Structure of the Net Zero Banking Assessment Framework

Area

Sub-area

Indicator

Sub-indicator

Thematic
categories of the
NZBAF (e.g. Area
5 focuses on
decarbonisation
strategy)

Division of an area into
sub-themes (e.g. sub-
area 5.2 focuses on
capital allocation to
misaligned activities)

Division of an area or
sub-area into a set of
sub-indicators
assessing a common
topic (e.g. Indicator
5.2.1 assesses exclusion
policies relating to
fossil-fuel activities)

Specific question against which
banks are scored “Yes” or “No”
(e.g. Sub-indicator 5.2.1.a asks
if the bank has committed to
immediately cease all on- and
off-balance sheet activities
that finance new coal capacity
(mining and power))
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4. Important definitions and
concepts

Scope 3 Category 15 emissions

According to the Greenhouse Gas Protocol,” Scope 3 Category 15 emissions are the greenhouse gas
(GHG) emissions associated with the reporting company’s investments not already included in Scope 1 or
Scope 2 emissions. This category is applicable to investors (i.e. companies that make an investment with
the objective of making profit) and companies that provide financial services, including banks. Scope 3
Category 15 is designed primarily for private financial institutions (e.g. commercial banks), but is also
relevant to public financial institutions (e.g. multilateral development banks, export credit agencies) and
other entities with investments not included in Scope 1 and Scope 2 emissions. These emissions
significantly outweigh emissions produced in other parts of banks’ value chain, with the Carbon Disclosure
Project (CDP) estimating that over 99% of a bank’s overall carbon footprint is attributable to Scope 3
Category 15.8

Financed, facilitated and insurance-associated emissions

For banks, GHG emissions arising from lending, investment activities and the provision of other financial
services provided to real-economy companies constitute their most material climate-change impact.
Together, these emissions are often referred to as financed and facilitated emissions.

Financed emissions encompass GHG emissions related to on-balance sheet lending and investment
exposures, and off-balance sheet committed financing, guarantees and letters of credit.

Facilitated emissions, on the other hand, are GHG emissions associated with financial services provided by
institutions when arranging financing, such as underwriting, securitisation and advisory services. As PCAF
notes, facilitated emissions differ from financed emissions in two key respects: i) they are rarely held on a
bank’s balance sheet and represent services rather than financing, and ii) a bank’s involvement in the
transaction is temporary.’

The majority of financed and facilitated emissions disclosures follow the accounting methodologies
developed by the Partnership for Carbon Accounting Financials (PCAF). Therefore, the TPI Centre’s
Carbon Performance for Banks methodology has been designed also to allow for the assessment of banks’
sectoral targets using these accounting methodologies. The methodology can also accommodate other
accounting methodologies, provided that they are clearly disclosed and consistent with the TPl Centre's
sectoral benchmark methodologies.

In addition to traditional lending and investment activities, some banks may also engage in insurance-
related activities. As PCAF notes, the insurance industry is in a unique position as it has asset owner and
underwriting activities on the same balance sheet.™

For asset owner and management activities, the definition of financed emissions outlined above applies.
For insurance-associated GHG emissions, PCAF defines these as GHG emissions in the real economy,
which are associated with specific re/insurance policies aggregated in the re/insurance portfolio."

Financed and facilitated emissions, and insurance-associated emissions differ in multiple ways, notably
the nature of the financing relationship. Financed emissions are associated with financial control through
lending and investment activities. Facilitated emissions are associated with arranging financing as

7 Greenhouse Gas Protocol (2013) Category 15: Investments.

8 CDP (2024) Technical note: Relevance of Scope 3 Categories by Sector.

? Partnership for Carbon Accounting Financials [PCAF] (2023) Facilitated emissions standard, Version 1.

10 PCAF (20224a) Insurance-associated emissions standard, Version 1; PCAF (2022b) Insurance-associated emissions FAQ.
" PCAF (2022a) Insurance-associated emissions standard, Version 1.
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opposed to direct financing through lending and investment. Insurance-associated emissions, on the
other hand, encompass GHG emissions of assets or companies covered by insurance policies within a
re/insurer’s underwriting portfolio.

Materiality in the NZBAF

Banks have different business models with varying levels of exposure to distinct business activities and
high-emission sectors. Consequently, we use the definitions below to delineate material business activities
and high-emission sectors. Throughout the framework, materiality is assessed on the group level,
including all subsidiaries and full geographical coverage of the bank.

Business activity materiality: In the NZBAF, material on- or off-balance sheet activities (e.g. corporate
lending, capital markets, sales and trading, and advisory) are defined as those that account for at least
5% of a bank’s total revenue or total financed and facilitated emissions. Table 4.1 shows an example of
the on- and off-balance sheet activities of a generic bank.

Table 4.1. Overview of business segments (dark blue) and business activities (light blue) covered by
the NZBAF

Consumer Corporate  Investment Banking & Capital Asset & Wealth  Insurance
Lending Banking Markets Management
e Auto e General e Private Debt & Equity o Asset& e Insurance

Loon§ P'urpose o Listed Debt & Equity Wealth

(retail) Finance Management
o [Mereges S e Debt & Equity Facilitating Ss\c/:loicimg

(retail) Lendling e Advisory Services (e.g. M&A) g

. Derivatives & Structured Products
e Project

Finance e Treasury & Payments

e Sales & Trading (including market
trading)

Emissions materiality and high-emission sectors: In this framework, some sub-indicators assess whether
banks have set targets and policies or made other commitments covering all high-emission sectors. Table
4.2 shows the list of high-emission sectors recognised by the TPl Centre.

Table 1.2. Overview of high-emission real-economy sectors covered by the NZBAF

High-emission sectors

e Airlines e Electric Utilities
e Aluminium e Food

e Autos e Oiland Gas

e Cement e Paper

e Chemicals e Real Estate

e Coal Mining (thermal) e Shipping

e Coal Mining (metallurgical) e Steel

e Diversified Mining

The exposure of a bank’s business activity to a high-emission sector is considered material if the sectoral
exposure is equal to or above 1% of the bank’s total portfolio in that business activity. The calculation
considers both retail and business lending exposures for the lending business segment. In addition, if a

11
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bank discloses a sector cluster (e.g. transport) instead of a specific sector (e.g. autos, airlines, or
shipping) and its public disclosures provide sufficient detail to demonstrate that its exposure to this
cluster is less than 2% of the bank’s total portfolio in that business activity, the bank may score even if
further granularity on the cluster is not provided.

12
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5. Assessment methodology

1. Net zero commitment

Indicator 1.1 Net zero commitment

Sub-indicator Text

Has the bank committed to achieving net zero financed and facilitated
emissions by 2050 or sooner?

a.

Has the bank committed to achieving net zero financed/facilitated
emissions by 2050 or sooner?

Has the bank disclosed what on- and off-balance sheet activities OR
what proportion of total financed/facilitated emissions are covered by its
net zero commitment?

Does the bank’s net zero emissions commitment cover all material on-
and off-balance sheet activities OR explicitly commit to doing so once
methodologies are developed?

If the bank has committed to covering all material on- and off-balance
sheet activities in its net zero commitment, has the bank disclosed over
what timeframe?

Detailed Guidance

A bank is assessed as “Yes” if it discloses a commitment to reach net zero
emissions, including its financed and/or facilitated emissions (Scope 3, Category
15) by or before 2050. The commitment must be captured in an explicit
financed/facilitated disclosure and must cover at least one material business activity of the bank. To
emissions by 2050 or score on this sub-indicator, the bank must:

a. Has the bank
committed to
achieving net zero

sooner?

1.

Explicitly state that it will achieve net zero emissions from its financed
and/or facilitated emissions (Scope 3, Category 15) by or before 2050. A
specific date must be provided. If a bank has already achieved net zero
emissions, including all financed and facilitated emissions, the bank will
also score “Yes”. General net zero commitments that do not explicitly
state that the commitment also covers financed and/or facilitated

emissions do not suffice.
Use clear language reflecting a firm commitment, such as
" 1"

"commitment", “pledge”, or “target”, in their net zero statement. Vague
statements such as “ambition” or “aspiration” are insufficient to score.

Set net zero commitments directly within their own disclosures. Collective
commitments such as those by the Net Zero Banking Alliance (NZBA),
while valuable, are insufficient.
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b. Has the bank
disclosed what on-
and off-balance
sheet activities OR
what proportion of
total financed/
facilitated emissions
are covered by its
net zero
commitment?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-indicator
1.1.a.

A bank is assessed as “Yes” if it further specifies the degree of coverage of its net
zero commitment (1.1.a) in relation to its business activities. A bank can do this by
explicitly naming the business activities covered by its net zero commitment or by
disclosing the share of total current financed and facilitated emissions subject to
the bank’s net zero commitment.

c. Does the bank’s
net zero emissions
commitment cover
all material on- and
off-balance sheet
activities OR
explicitly commit to
doing so once
methodologies are
developed?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-indicator
1.1.a.

A bank is assessed as “Yes” if it explicitly specifies that its net zero commitment
covers all material on- and off-balance sheet business activities. Some banks
currently consider the available target-setting methodologies insufficiently
developed for some of their business activities. As a result, a bank can also score on
this sub-indicator by disclosing a clear commitment to cover all material on- and
off-balance sheet business activities once relevant methodologies have been
developed.

d. If the bank has
committed to
covering all material
on- and off-balance
sheet activities in its
net zero

To be eligible to score on this sub-indicator, a bank must first satisfy sub-indicators
1.1.aand 1.1.c.

A bank is assessed as “Yes” if it also commits to a clear timeline for when the
scope of its net zero commitment will cover all of its material business activities.

A bank that has already achieved full business activity coverage of its net zero

commitment, has the commitment automatically scores “Yes” on this sub-indicator.

bank disclosed over
what timeframe?

14
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2, Sectoral GHG reduction targets O

Indicator 2.1 Long-, medium-, and short-term sectoral emissions targets

Sub-indicator Text  Has the bank set a sectoral decarbonisation target(s) for reducing its
material financed and facilitated emissions:

a. Short-term: from the year of assessment to 2030
b. Medium-term: between 2031 to 2035
c. Long-term: between 2036 and 2050

For each bank, the following target details are captured:

sector name,

scope of emissions (Scope 1 and/or Scope 2 and/or Scope 3),
base year,

percentage reduction targeted (%),

target year,

unit of the target (tCOse, tCO2e/MWh, ...),

year in which the target was set,

source document, and

source text.

Emissions reduction targets that expired before the year of assessment
are not considered.

If a bank states that it aims to maintain carbon emissions at current
levels (e.g. at the levels specified in its current or most recent
sustainability report), this is recorded as a 0% reduction target.

The assessment focuses only on sectoral decarbonisation targets using
relevant physical emissions intensity or absolute emissions reduction
metrics.

Geographically constrained targets (e.g. to a country or region) may be
considered provided that the target covers at least the bank’s home
market. Home market is defined as the country where the bank is
headquartered. This relies on the assumption that even large international
banks have their largest exposure in the country of incorporation.

If the bank discloses multiple targets, the TPl Centre aims to capture all of
them during the assessment. If multiple targets cover all emissions (or the
same subset of emissions), the TPl Centre will assess the target set most
recently.

Detailed Guidance

a. Has the bank set A bank is assessed as “Yes” if it discloses at least one sectoral

a short-term decarbonisation target for reducing its material financed and/or
sectoral target(s) for facilitated emissions from the year of assessment to 2030.
reducing its material

financed/facilitated

emissions (from the

year of assessment

to 2030)7?
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b. Has the bank set A bank is assessed as “Yes” if it discloses at least one sectoral

a medium-term decarbonisation target for reducing its material financed and/or
sectoral target(s) facilitated emissions between 2031 and 2035.

for reducing its

material

financed/facilitated

emissions between

2031 and 2035?

c. Has the bank set A bank is assessed as “Yes” if it discloses at least one sectoral

a long-term decarbonisation target for reducing its material financed and/or
sectoral target(s) facilitated emissions between 2036 and 2050.

for reducing its
material financed
and facilitated
emissions between
2036 and 20507

As the level of required GHG emission reductions may vary across
sectors depending on their intrinsic characteristics, only long-term
(2036-2050) sector-specific decarbonisation targets are considered,
and group-wide net zero commitments fall outside the scope of this
sub-indicator.

Indicator 2.2 Target-setting methodology

Sub-indicator Text Has the bank comprehensively disclosed its sectoral target-setting
methodology?

a. Has the bank disclosed its financed/facilitated sectoral emissions
targets on both an absolute and intensity basis?

b. Has the bank disclosed the materiality test that informed the on-
and off-balance sheet activities and high-emission sectors
included in the scope of its sectoral targets?

c. Has the bank disclosed the proportion (%) of bank-wide
revenues covered by its sectoral targets?

d. Has the bank disclosed the proportion (%) of financed and
facilitated emissions covered by its sectoral targets?

e. Has the bank disclosed a commitment to cover all material on-
and off-balance sheet activities and high-emission sectors once
externally recognised methodologies (e.g. PCAF) are developed?

f. Has the bank disclosed the climate scenarios AND methods used
to set each sectoral target?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses at least one of its sectoral
disclosed its financed and/or facilitated emissions reduction targets on both an absolute
financed/facilitated and intensity basis.

sectoral emissions
targets on both an
absolute and

To score on this sub-indicator, absolute and physical intensity targets must
cover the same scope of emissions and must clearly be a translation of one

. . . another.

intensity basis?

b. Has the bank A bank is assessed as “Yes"” if it discloses the specific analysis or reasoning
disclosed the used to determine which high-emission sectors and business activities are
materiality test included or excluded from its sectoral target-setting strategy (i.e. its

that informed the  materiality test).
on- and off-

To score on this sub-indicator, the materiality test must be substantiated
balance sheet

with quantitative data for the material business activities covered by
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activities and high-
emission sectors
included in the
scope of its sectoral
targets?

sectoral decarbonisation targets. This can include, but is not limited to, the
proportion of overall financed and/or facilitated emissions represented by
the selected high-emission sectors for the business activities covered, or the
total exposure to these sectors in monetary terms.

In addition, the bank should detail the process used to determine the
specific threshold for including or excluding high-emission sectors and
business activities. It should also present a quantitative analysis
demonstrating how high-emission sectors were identified and prioritised
within at least one of its material business activities, such as corporate
lending.

c. Has the bank
disclosed the
proportion (%) of
bank-wide revenues
covered by its
sectoral targets?

A bank is assessed as “Yes” if it discloses the proportion of group-wide
revenues covered by its sectoral decarbonisation targets. The disclosure
must cover all sectoral decarbonisation targets set by the bank. Group-
wide revenues include, but are not limited to, consolidated interest, fee
and other revenue streams from all material on- and off-balance sheet
activities and across all subsidiaries and the full geographical coverage
of the bank.

Disclosure of the proportion of the credit or investment portfolio
covered by the sectoral decarbonisation targets is insufficient to score
on this sub-indicator.

d. Has the bank
disclosed the
proportion (%) of
financed and
facilitated
emissions covered
by its sectoral
targets?

A bank is assessed as “Yes” if it discloses the proportion of group-wide
financed and facilitated emissions covered by its sectoral
decarbonisation targets. Group-wide emissions include, but are not
limited to, financed and facilitated emissions from all material on- and
off-balance sheet business activities and across all subsidiaries and full
geographical coverage of the bank.

Disclosing the proportion of financed and/or facilitated emissions
covered by a bank’s sectoral decarbonisation targets for only one of the
bank's business activities is insufficient to score on this sub-indicator.

e. Has the bank
disclosed a
commitment to
cover all material
on- and off-
balance sheet
activities and high-
emission sectors
once externally
recognised

methodologies (e.g.

PCAF) are
developed?

A bank is assessed as “Yes” if it explicitly commmits to expand its sectoral
decarbonisation target coverage to include all material high-emission
sectors and business activities once externally recognised methodologies
(e.g. PCAF, SBTi) are available.

f. Has the bank
disclosed the
climate scenarios
AND methods used
to set each sectoral
target?

A bank is assessed as “Yes” if, for each of its sectoral decarbonisation
targets, it discloses:

1. The methodological design choices made in setting the sectoral
decarbonisation target, including, at a minimum:

o target and base years,
target and base year values,

o metrics used,
o the targeted reduction (% or absolute), and
o relevant details regarding the sector and emissions boundary

applied (e.g. whether client Scope 3 is included and what
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parts of corporates’ value chain are included).
2. The climate scenario to which the target aims to align.

The disclosure should also include an explanation of the client and
financing data used for target setting and any assumptions made by
the bank, including what financing activities are considered in scope
and the attribution factors used.

Banks with sectoral targets that do not meet the criteria of Indicator
2.1, such as those with economic intensity targets, may score on this
sub-indicator provided that the bank otherwise meets all criteria laid
out in this sub-indicator.
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3. Exposure and emissions disclosure

Indicator 3.1 Exposure to high-emission sectors

Sub-indicator Text Has the bank disclosed its exposure to high-emission sectors?

a. Has the bank disclosed the amount (Sm) AND share (%) of its credit
exposure to all material high-emission sectors?

b. Has the bank disclosed the amount (Sm) AND share (%) of its revenue
exposure to all high-emission sectors covering all material on- and off-
balance sheet activities?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses:
disclosed the amount 1
(Sm) AND share (%)
of its credit exposure

The amount (in monetary terms) of committed and/or outstanding
credit exposure to material high-emission sectors; AND

to all high-emission 2. The share (percentage) of credit provided to those material sectors over
sectors? total credit on banks’ balance sheets.

b. Has the bank A bank is assessed as “Yes” if it discloses:

disclosed the amount 1. The amount of revenue (in monetary terms) derived from all high-

(Sm) AND share (%)
of its revenue
exposure to all high- 2. The share (percentage) of its revenue exposure to all high-emission
emission sectors sectors.

covering all material
on- and off-balance
sheet activities?

emission sectors; AND

The disclosure must cover all material on- and off-balance sheet business
activities of the bank and all material high-emission sectors.

Disclosure is not required for non-material high-emission sectors or business
activities.

Indicator 3.2 Financed and facilitated absolute emissions

Sub-indicator Text Has the bank disclosed absolute emissions for all material on- and off-balance
sheet activities?

Has the bank disclosed financed/facilitated absolute emissions?

Has the bank disclosed financed/facilitated absolute emissions for all high-
emission sectors?

c. Has the bank disclosed financed/facilitated absolute emissions for all
material on- and off-balance sheet activities?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated absolute
disclosed financed/ emissions for at least one material high-emission sector and at least one of the
facilitated absolute bank's material business activities.

emissions?




Net Zero Banking Assessment Framework: Methodology Note | TPI Global Climate Transition Centre

b. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated absolute
disclosed emissions across all material high-emission sectors for at least one of the bank’s
financed/facilitated material business activities (e.g. corporate lending).

absolute emissions

) .. Disclosure is not required for non-material high-emission sectors.
for all high-emission

sectors?
c. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated absolute
disclosed emissions from all material on- and off-balance sheet business activities and all

financed/facilitated material high-emission sectors. If a bank discloses aggregate financed and
absolute emissions facilitated emissions (without a sectoral breakdown), the bank’s disclosure must
for all material on- provide evidence that the disclosed figure includes all material high-emission
and off-balance sectors.

sheet activities? . . . . . .
Disclosure is not required for non-material business activities.

Indicator 3.3 Financed and facilitated emissions intensities

Sub-indicator Text Has the bank disclosed emissions intensities for all material on- and off-
balance sheet activities?

a. Has the bank disclosed financed/facilitated emissions intensities?

b. Has the bank disclosed financed/facilitated emissions intensities for all
high-emission sectors?

c. Has the bank disclosed financed/facilitated emissions intensities for all
material on- and off-balance sheet activities?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated
disclosed physical emissions intensities for at least one material high-emission sector
financed/facilitated and at least one of the bank’s material business activities.

emissions

intensities?

b. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated
disclosed physical emissions intensities across all high-emission sectors for at least one of
financed/facilitated the bank’s material business activities (e.g. corporate lending).

emissions intensities

. ... Disclosure is not required for non-material high-emission sectors.
for all high-emission

sectors?
c. Has the bank A bank is assessed as “Yes” if it discloses the financed and/or facilitated emissions
disclosed physical intensities from all material on- and off-balance sheet business activities

financed/facilitated and all material high-emission sectors. If a bank discloses aggregate financed and
emissions intensities facilitated emissions (without sectoral breakdown), the bank’s disclosure must
for all material on- provide evidence that the disclosed figure includes all material high-emission

and off-balance sectors.

sheet activities? . . . . . .
Disclosure is not required for non-material business activities.
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Indicator 3.4 Financed and facilitated emissions methodology

Sub-indicator Text  Has the bank disclosed the methodology used to quantify its
financed/facilitated emissions?

a. Has the bank disclosed the methods, assumptions, and variables used
to quantify financed/facilitated emissions?

b. Has the bank used and disclosed results from PCAF’s data quality
scoring methodology to assess the quality of underlying client emissions

data?
Detailed Guidance
a. Has the bank A bank is assessed as “Yes” if it discloses all calculation inputs, formulas,
disclosed the references to external methodologies, and assumptions used to quantify its
methods, financed and/or facilitated emissions. At minimum, the bank should explain:

assumptions, and

) 1. How it calculates Scope 3 emissions across its clients.
variables used to

quantify 2. The attribution and weighting factors used to aggregate emissions at
financed/facilitated the portfolio level.
emissions? 3. Whether the bank uses PCAF/GHG Protocol and how its methodology

diverges from these standards if it does not use them.

4. How it quantifies the financed and/or facilitated emissions across on-
and off-balance sheet business activities and high-emission sectors.

This sub-indicator only requires a comprehensive description of methods used
to calculate the financed and/or facilitated emissions disclosed for the
material on- and off-balance sheet business activities and high-emission
sectors currently in scope for the bank’s decarbonisation strategy.

Banks with sectoral financed and/or facilitated emissions disclosure that does
not meet the criteria of Indicator 3.3, such as those with economic intensity
metric-based disclosures, may also score on this sub-indicator provided that
they otherwise meet all the above criteria.

b. Has the bank A bank is assessed as “Yes” if it discloses a data quality assessment and explicitly
used and disclosed referring to or disclosing consistent with PCAF’s data quality scoring

results from PCAF’s methodology for at least one high-emission sector. The bank must publicly
data quality scoring disclose the results of such an assessment to score.

methodology to
assess the quality of
underlying client
emissions data?

Banks with sectoral financed and/or facilitated emissions disclosure that do
not meet the criteria of Indicator 3.3, such as those with economic intensity
metric-based disclosures, may also score on this sub-indicator provided that
they otherwise meet all the above criteria.
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Indicator 3.5 Approach to client-purchased offsets

Sub-indicator Text Has the bank disclosed its approach to client-purchased offsets?

a. If the bank includes offsets in the accounting of its financed/facilitated
emissions, has the bank disclosed the contribution of client-purchased
offsets?

b. Has the bank excluded client-purchased offsets towards meeting its
financed/facilitated emissions targets?

Detailed Guidance

a. If the bank includes A bank is assessed as “Yes” if it discloses the contribution of client-purchased
offsets in the offsets in its financed/facilitated emissions disclosures. The disclosures must be
accounting of its quantitative. Bank disclosures that only include quantified client-purchased offset
financed/facilitated data for a subset of its financed and/or facilitated emissions are insufficient.
emissions, has the
bank disclosed the
contribution of client-
purchased offsets?

Banks stating publicly that client offsets are not included in their accounting of
financed and facilitated emissions will not be assessed against this sub-indicator,
receiving a “Not Applicable” label.

b. Has the bank A bank is assessed as “Yes” if it discloses that it excludes client-purchased offsets
excluded client- from its sectoral decarbonisation targets.

purchased offsets

towards meeting its

financed/facilitated

emissions targets?
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[F

4. Historical emissions performance

Indicator 4 Historical emissions performance

Sub-indicator Text Historical data on banks’ portfolio carbon emissions are not available yet.
Therefore, the framework does not currently assess banks on this sub-indicator.

The methodology and the assessment results will be published once data becomes
available.
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5. Decarbonisation strategy

5.1 Financing conditions and revenue alignment

Indicator 5.1.1 Financing conditions for high-emission sectors

Sub-indicator Text ~ Has the bank set financing conditions for high-emission sectors linked to a low
carbon pathway?

a. Has the bank set financing conditions and/or covenants to incentivise
the transition of high-emission sector companies?

b. Has the bank disclosed actions taken to ensure that financing
conditions and/or covenants are enforced (e.g. developing a watch list,
suspending loan disbursement, risk-weighted pricing incentives)?

c. Do the bank’s conditions and/or covenants apply to all high-emission
sectors?

d. Has the bank established climate provisions in deal and transaction
terms to ensure high-emitting asset transfers are compliant with a
1.5°C scenario (e.g. from M&A advisory)?

Detailed Guidance

a. Has the bank set A bank is assessed as “Yes” if it discloses its financing conditions for clients in
financing conditions high-emission sectors that apply either to financing, investment and/or
and/or covenants to facilitation activities other than Asset Management activities. ™

incentivise the
transition of high-

To score on this sub-indicator the bank’s financing conditions must:

emission sector 1. Detail a concrete set of measures that are specific to the sector’s
companies? material emissions. Vague descriptions such as “accelerate the
transition”, “modernise operations”, “leverage green solutions” or

similar wording without more concrete requirements for clients’
emissions reductions are insufficient to score on this sub-indicator.

2. Require clients to either meet their own GHG reduction targets, set
targets in line with low-carbon scenarios (e.g. 1.5°C or well below 2°C),
or set targets that address the main sources of the company’s GHG
emissions.

3. Explicitly link to the achievement of the bank’s financed and/or
facilitated emission reduction targets.

4. Define the sectors and activities to which they apply, covering at least
one high-emission sector.

Standalone exclusion criteria are not sufficient to score for this sub-indicator.
Exclusions must be linked to financing conditions that incentivise high emitters
to transition.

b. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-indicator
disclosed actions 5.1.1.a.
taken to ensure that

. . " A bank is assessed as “Yes” if it discloses a clear strategy for operationalising the
financing conditions

financing conditions set out in 5.1.1.a, by disclosing the actions it will take if clients

2 Asset Management activities are covered under indicator 5.1.3.
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and/or covenants are breach the financing conditions and/or covenants. These actions must be
enforced (e.g. concrete. Vague actions such as “escalated review procedures”, “enhanced due
developing a watch  diligence”, “further engagement” or similar wording are insufficient to score “Yes”
list, suspending loan on this sub-indicator.

disbursement, risk-
weighted pricing
incentives)?

The scope of the policy must be clearly defined. If it is a sectoral or business
activity policy as opposed to a group-wide policy, it must apply to all clients within
that sector or business activity. If the wording suggests otherwise, e.g. “on a case-
by-case basis”, the policy cannot be scored.

If the actions include suspending or phasing out finance to the client in breach,
such consequences should be time-bound.

c. Do the bank’s To be eligible to score on this sub-indicator, a bank must first satisfy sub-
conditions and/or indicator 5.1.1.a.

covenants apply to all
high-emission
sectors?

A bank is assessed as “Yes” if it sets financing conditions and/or covenants
across all material high-emission sectors in the business activities for which the
bank has set financing conditions (5.1.1.a).

d. Has the bank A bank is assessed as “Yes” if it discloses the climate-related provisions and
established climate  safeguards it applies to transfers of high-carbon assets (e.g. coal mines) to
provisions in deal and ensure these assets align with a 1.5°C scenario. Any asset transfer is included in
transaction terms to  this sub-indicator; however, the most commmon provisions relate to M&A
ensure high-emitting advisory and facilitation activities.

asset transfers are
compliant with a
1.5°C scenario (e.g.
from M&A advisory)?

The bank must provide details of these provisions, which may include, but are
not limited to, requiring that purchasers are committed to 1.5°C-aligned
production curves; have emission intensity trajectories in line with the 1.5°C,
have financial means to cover decommissioning and rehabilitation; and are
committed to a just transition.

A policy that applies to at least one high-emission sector is sufficient to score
“Yes” on this sub-indicator.

Note: high-emitting assets refer to assets or products with a high carbon
footprint relative to their output and that do not use any carbon removal
technologies. The bank should clearly describe how it defines carbon-intensive
assets or products. The definition should cover all relevant assets by either
referring to (and endorsing) a specific list from a third-party body or by
supplying a key principle and associated disclosures.

Indicator 5.1.2 Revenue derived from 1.5°C-aligned assets

Sub-indicator Text  Has the bank set a target to increase its revenue derived from 1.5°C-aligned
assets?

a. Has the bank set a target to increase the share of financing/facilitation
provisioned to high-emitting companies that are subject to
decarbonisation measures?

b. Has the bank set a group-wide target to increase the share of revenue
derived from 1.5°C-aligned companies (TPl Centre or Science-Based
Targets initiative [SBTi])?

Detailed Guidance

a. Has the bank set A bank is assessed as “Yes” if it discloses a quantified and time-bound target to
a target to increase increase the share of financing and/or facilitation provided to companies in
the share of high-emission sectors that are subject to decarbonisation measures. Such
financing/facilitation companies must be clearly defined by the bank and might include real-
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provisioned to high- economy companies with net zero commitments by 2050, GHG emission
emitting companies intensity trajectories consistent with a 1.5°C scenario or certain governance
that are subject to  structures in place.

decarbonisation

eqsUres? To qualify, the bank’s target must outline a measurable, time-bound target,

that can be expressed either as an absolute value (e.g. “USS3 billion by 2030")
or as a percentage of its total financing portfolio (e.g. “50% of our US$10
billion in loans and investments”). If expressed as a share of total financing,
this calculation must be transparently disclosed.

The bank must specify the mechanisms by which it tracks and evaluates
progress towards this target. Such tracking must include reporting on how
companies within these high-emission sectors are advancing their
decarbonisation efforts.

b. Has the bank set A bank is assessed as “Yes” if it discloses a group-level target to increase the
a group-wide target revenue it derives from companies aligned with a 1.5°C scenario.

to increase the
share of revenue
derived from 1.5°C-
aligned companies

To score on this sub-indicator, the bank must disclose the methodologies it
applies to assess the alignment, including the use of any external alignment
tools, if applicable.

(TPl Centre or The bank must explicitly use the 1.5°C scenario alignment criterion. Paris
Science-Based Agreement or Net Zero alignment criteria are insufficient.

Targets initiative

[SBTi])?

Indicator 5.1.3 Asset management strategy to increase portfolio alignment

Sub-indicator Text Have the bank’s asset management and/or wealth management divisions
disclosed their strategy to increase portfolio alignment?

a. Has the bank’s asset management division disclosed a criteria-based
escalation policy for voting and engagement with non-aligned assets?

b. Has the bank’s asset management division disclosed a portfolio coverage
goal to increase the percentage of assets under management (AUM)
invested in 1.5°C-aligned assets?

c. Has the bank’s asset management division disclosed the percentage of
AUM invested in 1.5°C-aligned assets?

Asset management (AM) activities within the scope of this indicator include
asset, wealth and investment management activities. If a bank has multiple
asset management subsidiaries, subsidiary-level disclosures may be considered
so long as the subsidiary AUM accounts for at least 5% of the consolidated AUM
on a group level.

Detailed Guidance

a. Has the bank’s Alignment here refers to the alignment of a bank’s assets with the goals of the
asset management  Paris Agreement, and in particular the 1.5°C target.

division disclosed a
criteria-based
escalation policy for

A bank is assessed as “Yes” if its AM discloses the escalation and voting policies
in place to engage with misaligned assets on climate-related matters. The
disclosure must include:

voting and
engagement with e Details of the metrics used to identify misalignment with the Paris
non-aligned assets? Agreement goals and with a 1.5°C scenario. These could include climate-

related expectations around net zero targets in line with a 1.5°C scenario,
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emissions disclosure, fossil fuel phase-out strategies, TCFD disclosure,
etc.

e Details of the actions the AM will take if assets continue to be misaligned
with the Paris Agreement goals and with a 1.5°C scenario. The actions
should be concrete, and time-bound. Vague actions such as “enhanced

due diligence”, “case-by-case basis”, “may choose to vote against” or
similar wording are insufficient.

Proxy voting may be outsourced to a proxy advisor if the provider meets the
above two requirements. In addition, the bank must clearly explain how the
provider’s climate change policy is integrated into its own proxy voting policy
and how climate change considerations are taken into account in the bank’s
proxy voting decisions. It is insufficient to only refer to a proxy advisor’s voting

policy.

b. Has the bank’s
asset management
division disclosed a
portfolio coverage
goal to increase the
percentage of assets
under management
(AUM) invested in
1.5°C-aligned assets?

1.5°C aligned assets here refer to assets that have already reached net zero
emissions, or whose projected emissions pathways, based on their targets, are
aligned with a 1.5°C scenario.

A bank is assessed as “Yes” if its AM discloses a target to increase the percentage
of AUM aligned with a 1.5°C pathway. The AM must explicitly use the 1.5°C scenario
alignment criterion. Paris Agreement or Net Zero alignment criteria are insufficient.
In addition, it must disclose the external alignment tool, the external scenarios
and the methodologies used by the AM.

This information must be disclosed directly within the AM’s own disclosures.
Collective disclosures such as information disclosed by the Net Zero Asset
Managers initiative (NZAM), while valuable, are insufficient.

The AM’s definition of 1.5°C aligned assets should also include an assessment of
transition plans detailing how specific assets plan to meet their GHG reduction
targets in addition to considering the alignment of these targets.

c. Has the bank’s
asset management
division disclosed the
percentage of AUM
invested in 1.5°C-
aligned assets?

1.5°C aligned assets here refer to assets that have already reached net zero
emissions, or whose projected emissions pathways, based on their targets, are
aligned with a 1.5°C scenario.

A bank is assessed as “Yes” if its AM discloses the share of AUM invested in
companies aligned to a 1.5°C scenario. The AM must explicitly use the 1.5°C
scenario alignment criterion. Paris Agreement or Net Zero alignment criteria are
insufficient. In addition, the AM must disclose the external alignment tool, the
external scenarios and the methodologies used by the AM.

This information must be disclosed directly within the AM’s own disclosures.
Collective disclosures such as information disclosed by the Net Zero Asset
Managers initiative (NZAM), while valuable, are insufficient.

5.2 Capital allocation to misaligned activities

Indicator 5.2.1 Exclusion policies to fossil fuel activities

Sub-indicator Text

Has the bank set and disclosed explicit criteria for withdrawing financing from
misaligned fossil fuel activities?

a. Has the bank commmitted to immediately end all on- and off-balance
sheet activities that finance new coal capacity (mining and power)?

b. Has the bank committed to phase out all on- and off-balance sheet
activities that finance unabated thermal coal (mining and power) on a
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timeline consistent with a 1.5°C-aligned pathway (i.e. by 2030 in EU
and OECD countries and by 2040 in the rest of the world)?

c. Has the bank committed to end all project financing dedicated to the
exploration and development of new oil and gas fields?

d. Has the bank committed to end all on- and off-balance sheet activities
dedicated to the exploration and development of new oil and gas fields?

e. Does the bank’s oil and gas policy include an exclusion threshold for
investees with oil and gas expansion plans?

The Net Zero Emissions (NZE) by 2050 scenario from the International Energy
Agency (IEA) states that “No new long-lead time upstream oil and gas
projects are needed in the NZE Scenario, neither are new coal mines, mine
extensions or new unabated coal plants” (p. 16, IEA 2023)." The World Energy
Outlook 2024 confirms that in the NZE scenario, “declines in demand are
sufficiently steep that no new long lead-time conventional oil and gas projects
are required, and no new coal mines or coal mine lifetime extensions are
needed either” (p. 239, IEA 2024).™

In this context, the following sub-indicators assess if the bank is aligning with
the requirements from the NZE by 2050 scenario of the IEA.

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it commits to immediately end all on- and off-
committed to balance sheet activities dedicated to new coal capacity (mining and power) in
immediately cease all line with I[EA’s NZE scenario. This scenario foresees an immediate end to

on- and off-balance funding new coal mines, mine extensions or new unabated coal plants.

sheet activities that
finance new coal
capacity (mining and

Expansion refers to the construction of new projects, mine extensions or the
purchase of existing coal capacity (mining and power) without plans for exit
by pre-established dates (i.e. 2030 for EU and OECD countries and 2040 for

?
power)? the rest of the world).
Commitments covering only one of the bank’s activities (e.g. lending) are
insufficient. The commitment must cover all on- and off-balance sheet
activities.
The commitment should include the exclusion of associated coal
infrastructure, such as transportation assets and coal-to-gas facilities.
b. Has the bank This sub-indicator refers to the phase-out of all on- and off-balance sheet
committed to phase activities that are currently dedicated to unabated thermal coal activities
out all on- and off- (mining and power) on a timeline consistent with a 1.5°C scenario. In contrast,
balance sheet the previous sub-indicator refers to the cessation of all on- and off-balance

activities that finance sheet activities dedicated to coal capacity (mining and power) expansion.
unabated thermal
coal (mining and
power) on a timeline
consistent with a

A bank is assessed as “Yes” if it commits to phasing out all on- and off-
balance sheet activities dedicated to unabated thermal coal (mining and
power) activities. To score on this sub-indicator, the bank’s commitment must
be accompanied by a public phase-out strategy that:

1.5°C-aligned
pathway (i.e. by 2030 1. Immediately excludes companies with a coal share of revenue or a coal
in EU and OECD share of power production above 10%.

countries and by 2040 2. Commits the bank to lower the 10% threshold to zero by 2030 in EU

and OECD countries and by 2040 in the rest of the world, at the latest.

3 International Energy Agency (2023) Net Zero Roadmap.
' International Energy Agency (2024) World Energy Outlook 2024.
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in the rest of the 3. Requires all companies below the 10% threshold to adopt a plan for

world)? closing all coal assets as soon as possible, allowing them to exit by 2030
in EU and OECD countries and by 2040 in the rest of the world, at the
latest. The transition plan should explicitly refer to asset closure rather
than sale unless there is clear evidence that the buyer will shut down

the asset.
c. Has the bank A bank is assessed as “Yes” if it commmits to ending all project financing for the
committed to end all purpose of exploring and developing new oil and gas fields (i.e. upstream
project financing projects), in line with the IEA's NZE by 2050 scenario. The bank’s commitment
dedicated to the to end such forms of financing must be effective immediately.
exploration and
development of new
oil and gas fields?
d. Has the bank While the previous sub-indicator refers only to project financing, this sub-

committed to end all indicator refers to all types of financing (all on- and off-balance sheet
on- and off-balance activities).

sheet activities
dedicated to the
exploration and
development of new
oil and gas fields?

A bank is assessed as “Yes” if it explicitly commmits to ending all on- and off-
balance sheet activities dedicated to the development of new and gas fields
(i.e. upstream projects) in line with the IEA’s NZE by 2050 scenario. The bank’s
commitment to end such forms of financing must be effective immediately.

e. Does the bank’s oil A bank is assessed as “Yes” if its oil and gas policy excludes any company
and gas policy include whose capital expenditure dedicated to the exploration and development of
an exclusion threshold new oil and gas fields exceeds a specified threshold. The exclusion must apply
for investees with oil  to all on- and off-balance sheet activities.

and gas expansion

plans?

Indicator 5.2.2 Financing policies to misaligned land conversion activities

Sub-indicator Text Has the bank set and disclosed explicit criteria for withdrawing financing from
misaligned land conversion activities?

a. Has the bank disclosed client expectations around deforestation in at least
one high forest-risk commodity in line with ending deforestation by the end
of 20257

b. Has the bank disclosed a commodity-specific policy for all high forest-
risk commodities to end deforestation by the end of 20257

c. Has the bank disclosed an overarching commitment to end all on- and
off-balance sheet activities that finance deforestation no later than
20307

d. Has the bank disclosed an overarching commitment to end all on- and
off-balance sheet activities that finance land conversion of other
natural ecosystems no later than 20307

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses a deforestation policy covering at least
disclosed client one high forest-risk commodity, as defined by the Accountability Framework:
expectations around cattle (including beef and leather), palm oil, pulp and paper, timber, and soy.
deforestation in at
least one high forest-
risk coommodity in line
with ending

To score on this sub-indicator the client expectations related to deforestation
must:
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deforestation by the
end of 20257

1. Define a concrete set of expectations used to assess client performance
and/or commitments and/or monitoring, and/or progress reporting
towards eliminating deforestation in high forest-risk commodities. Only
requiring clients to be certified (e.g. FCS, RSPO, RTRS, amongst others),
while valuable, is insufficient.

2. Bein line with ending commodity-driven deforestation by the end of 2025.

3. Include consequences for clients who are noncompliant with the
expectations. The actions must be concrete, and time-bound. Vague

actions such as “enhanced due diligence”, “case-by-case basis”, or similar
wording are insufficient.

4. Define the scope of the policy to cover at least one high-risk commodity
and one high-risk country or region, as defined by the Accountability
Framework.

Standalone exclusion criteria are not sufficient to score for this sub-indicator.
Exclusions must be linked to expectations around deforestation in at least one high
forest-risk commodity in line with ending deforestation by the end of 2025.

b. Has the bank
disclosed a
commodity-specific
policy for all high
forest-risk
commodities to end
deforestation by the
end of 20257

A bank is assessed as “Yes” if it discloses a deforestation policy covering the
following high forest-risk commmodities, as defined by the Accountability
Framework: cattle (including beef and leather), palm oil, pulp and paper,
timber, and soy."”

To score on this sub-indicator, the bank’s deforestation policy must commit the
bank to cease all on- and off-balance sheet activities linked to deforestation
from all high forest-risk commodities no later than 2025. The policy must apply
to clients operating at all stages of the supply chain and in all regions where
the bank has exposure to any of the high forest risk commodities.

Commitments that only require clients to be certified (e.g. FCS, RSPO, RTRS
amongst others), while valuable, are insufficient. The bank must disclose its
own commitment.

c. Has the bank
disclosed an
overarching
commitment to end
all on- and off-
balance sheet
activities that
finance
deforestation no
later than 20307

A bank is assessed as “Yes” if it discloses a group-wide commitment to end all
on- and off-balance sheet activities linked to deforestation no later than 2030.
The commitment must include all clients operating at all stages of supply
chains linked to deforestation and it must apply to all regions in which the
bank operates.

The bank should define deforestation in line with the Accountability
Framework initiative.'

Commitments that only require clients to be certified (e.g. FCS, RSPO, RTRS
amongst others), while valuable, are insufficient. The bank must disclose its
own commitment.

d. Has the bank
committed to end all
on- and off-balance
sheet activities that
finance land
conversion of other

natural ecosystems
no later than 20307

A bank is assessed as “Yes” if it commits to ending all on- and off-balance
sheet activities linked to land conversion of natural ecosystems, including
savannahs, grasslands, peatlands, and wetlands, by 2030. The bank should
align its definition of “land conversion” with the Accountability Framework
initiative.

To score on this sub-indicator, the bank’s commitment must apply to clients
operating at all stages of the supply chain and in all regions where the bank
has exposure to any of the high forest-risk commodities.

15 Accountability Framework (2024) Definitions.

16 |bid.
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Commitments that only require clients to be certified (e.g. FCS, RSPO, RTRS
amongst others), while valuable, are insufficient. The bank must disclose its
own commitment.

5.3 Climate scenario analysis

Indicator 5.3.1 Climate scenario analysis

Sub-indicator Text Has the bank undertaken climate-related scenario analysis?

a. Has the bank conducted a climate-related scenario analysis for
transition risks and disclosed its quantified results, including for a 1.5°C
scenario?

b. Has the bank conducted a climate-related scenario analysis for physical
risks and disclosed its quantified results, including for a higher
temperature scenario?

c. Do the bank’s quantitative scenario analyses explicitly cover all its
material on- and off-balance sheet activities?

d. Do the bank’s quantitative scenario analyses explicitly cover all of the
high-emission sectors in which it has activities?

e. Has the bank disclosed how the quantitative scenario analysis results
inform decision-making?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it conducts a climate-related scenario analysis of
conducted a climate- transition risks describing the scenario impacts on its business activities.
related scenario
analysis for transition

To score on this sub-indicator, the analysis must:

risks and disclosed its 1. Cover at least one high-emission sector and one material business
quqntified results, activity of the bank.
. . °
|nclud|pg?for a1.5°C 2. Provide quantitative results specific to the bank. Qualitative and
scenario narrative texts describing only the scenarios used, or quantitative data
unrelated to the bank's own business, are insufficient to score on this
sub-indicator.
3. Reference external scenarios or models (e.g. [EA scenarios, RCPs, NGFS
scenarios) and explicitly include a 1.5°C scenario (e.g. [EA Net Zero,
NGFS Net Zero). Aggregated results for multiple scenarios are
insufficient.
The climate scenario analysis must be an initiative of the bank. External
climate stress tests and other macro-prudential assessments, such as those
conducted by the ECB, Federal Reserve Board, BoE (CBES) or similar, are
insufficient for scoring on this sub-indicator.
b. Has the bank A bank is assessed as “Yes” if it conducts a climate-related scenario analysis of

conducted a climate- physical risks describing the scenario impacts on its business activities.
related scenario
analysis for physical
risks and disclosed its 1. Cover at least one high-emission sector and one material business
quantified results, activity of the bank.

including for a higher 2

To score on this sub-indicator, the analysis must:

Provide quantitative results specific to the bank. Qualitative and
narrative texts describing only the scenarios used, or quantitative data
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temperature unrelated to the bank’s own business, are insufficient to score against
scenario? this sub-indicator.

3. Reference external scenarios or models (e.g. IEA scenarios, RCPs, NGFS
scenarios) and explicitly include an above 3°C scenario (e.g. NGFS -
Current Policies). Aggregated results for multiple scenarios are
insufficient.

To score on this sub-indicator, the bank’s climate scenario analysis must be an
initiative of the bank. External climate stress tests and other macro-prudential
assessments, such as those conducted by the ECB or BoE (CBES), do not count
for scoring in this sub-indicator.

c. Do the bank’s To be eligible to score on this sub-indicator, a bank must first satisfy sub-
quantitative scenario indicators 5.3.1.a or 5.3.1.b.

analyses explicitly
cover all its material
on- and off-balance
sheet activities?

A bank is assessed as “Yes” if its scenario analysis explicitly covers all its
material on- and off-balance sheet activities.

d. Do the bank’s To be eligible to score on this sub-indicator, a bank must first satisfy sub-
quantitative scenario indicators 5.3.1.a or 5.3.1.b.

analyses explicitly
cover dall of the high-
emission sectors in
which it has
activities?

A bank is assessed as “Yes” if it explicitly covers all material high-emission
sectors for the business activities for which the bank has disclosed either
physical or transition risk climate scenario analysis.

e. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-
disclosed how the indicators 5.3.1.a, 5.3.1.b, 5.3.1.c and 5.3.1.d.

quantitative scenario
analysis results inform
decision-making?

A bank is assessed as “Yes” if it explains how the quantitative scenario analysis
results inform its decision-making. In particular, the bank must demonstrate
an understanding of its climate risk exposure and the measures it is taking to
reduce this exposure. This could include, but is not limited to, the introduction
of new policies to incentivise high-emitting clients to transition, changes in
investment decisions to reduce physical risk exposure, engagement with
companies to support their transition process and stricter climate
requirements for high-emission sectors.
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6. Climate solutions

&

Indicator 6.1 Target design and methodological choices

Sub-indicator Text  Has the bank set a target to scale up finance directed towards climate solutions

and disclosed the methodological choices made when designing the climate
solutions target framework?

a. Has the bank committed to scale up finance directed towards climate
solutions, with specific targets and milestones?

b. Has the bank quantified its climate solutions target(s) using financing
ratios?

c. Has the bank transparently defined the financial products and climate
solutions in scope for its target(s)?

d. Has the bank disclosed how it applied climate scenarios to quantify its
climate solutions target(s)?

e. Has the bank disclosed its definition of climate solutions AND used an
established, external standard developed by a national, regional, or global
governing body (e.g. the EU Taxonomy)?

Climate solutions are an evolving space, shaped by the emergence of national,
regional and global taxonomies and other industry frameworks. They are broadly
understood as activities, goods or services that lead to significant GHG emission
reductions. While many taxonomies and frameworks differentiate between
“solutions” and “enabling activities” (or, for example, between “green” and
“amber” activities), some only employ one category encompassing both concepts
which is typically labelled “climate solution”. GFANZ distinguishes between
“solutions” and “enabling activities” as follows":

e Solutions are technologies, services, tools, or social and behavioural changes
that directly eliminate, remove, or reduce real-economy GHG emissions.

e Enabling activities are technologies, services, tools, or social and behavioural
changes that indirectly contribute to, but are critical for, emission reductions
by facilitating the deployment and scaling up of climate solutions.

Not separating climate solutions from enabling activities can create several issues.
It blurs the line between what directly reduces emissions and what merely supports
that reduction, making impact assessment less clear. This can lead to overstated
climate benefits, misallocation of capital, and weaker accountability in reporting.
Without clear distinctions, stakeholders may also be misled about actual progress,
increasing the risk of greenwashing.

However, in the banking sector and given the evolving nature of climate solution
frameworks and taxonomies globally, it is currently not feasible to apply a
consistent distinction between climate solutions and enabling activities. As such, it
is currently beyond the scope of this methodology to systematically differentiate
between the two. The scoring methodology of Area 6: Climate Solutions of this
framework reflects this reality and therefore does not yet require a strict distinction
between “climate solution” and “enabling activities” in banks’ disclosures.

7 GFANZ (2023) Defining Transition Finance and Considerations for Decarbonization Contribution Methodologies. Consultative Document,

September, p.15.
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Detailed Guidance

a. Has the bank
committed to scale
up finance directed
towards climate
solutions, with
specific targets and
milestones?

A bank is assessed as “Yes” if it discloses a target to increase its overall financing
dedicated to climate solutions within a clear timeframe (e.g. “between 2023 and
2027", or "by 2030").

To score on this sub-indicator the bank’s target needs to be quantified, and time-
bound. It can be expressed either as an absolute value (e.g. “US$3 billion by 2030”)
or a share of total financing (e.g. “50% of our total US$10 billion loans and
investments”), as long as the total financing amount can be derived.

The target must be specific to climate solutions. Broader targets, such as those
related to sustainable finance or ESG finance, may be considered if the bank clearly
specifies the proportion allocated to climate solutions, thereby differentiating it
from other sustainability goals, and outlines a corresponding timeframe.

b. Has the bank
quantified its
climate solutions
target(s) using
financing ratios?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 6.1.a.

A bank is assessed as “Yes” if at least one of its climate solutions targets
assessed under 6.1.a is expressed as a climate solutions financing ratio.

The climate solutions financing target must be expressed as the share of climate
solutions financing relative to the total exposure across the business activities
covered by the target. These activities may span one or multiple sectors. Classes of
climate solutions financing ratios may include but are not limited to low-carbon
energy to fossil fuels financing ratios, EU Taxonomy-aligned financing ratios, or
share of retrofitted real estate in the total real estate portfolio, as long as such
ratios meet the above business activity coverage requirements.

c. Has the bank
transparently
defined the
financial products
and climate
solutions in scope
for its target(s)?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 6.1.a.

A bank is assessed as “Yes” if, for each of its climate solutions targets assessed
under 6.1.q, it discloses an accompanying climate solutions framework defining:

e The financial products and services covered by the target(s), and

e The climate solutions that are in scope for its target(s). Climate solutions
may be defined internally or in reference to an external taxonomy.
Definitions not issued by a national, regional or global governing body must
be consistent with the definition of climate solutions issued by GFANZ (see
the introduction to Indicator 6.1 for more information).

Banks with multiple climate solutions financing targets and a global climate
solutions financing framework may score on this sub-indicator provided that they
clearly state that all financing targets assessed under 6.1.a follow the bank’s global
financing framework.

d. Has the bank
disclosed how it
applied climate
scenarios to
quantify its climate
solutions target(s)?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 6.1.a.

A bank is assessed as “Yes” if it discloses that the ambition of at least one of its
climate solutions financing targets is directly derived from an external low-carbon
reference scenario.

A bank may reference low-carbon scenarios used in sectoral decarbonisation
targets (as defined in Area 2 of this methodology note). In this case, a bank'’s
disclosure must clearly demonstrate how the climate solutions financing target'’s
ambition is derived from the reference low-carbon scenario used in applicable
decarbonisation targets.

e. Has the bank
disclosed its

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 6.1.a and 6.1.c. A bank is assessed as “Yes” if it explicitly aligns its

definition of climate climate solutions target with a recognised definition of climate solutions.
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solutions AND used Recognised definitions of climate solutions include those published by any

an established, national, regional or global governing body (e.g. the EU Taxonomy or China’s
external standard ~ Green Industry Catalogue). References to broader frameworks and industry-led
developed by a standards are insufficient.

national, regional,
or global governing
body (e.g. the EU
Taxonomy)?

Indicator 6.2 Financing and impact reporting

Sub-indicator Text Has the bank disclosed the progress and impact towards its climate solutions
and enabling activities financing?

a. Has the bank reported on the climate solutions financing and facilitation it
provided in the latest reporting year?

b. Has the bank disclosed its total share of finance directed towards
climate solutions in the latest reporting year?

c. Has the bank quantified the real-economy impact of its climate
solutions financing and facilitation?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses the monetary amount of climate
reported on the solutions it financed and/or facilitated in the latest reporting year.
climate solutions
financing and

The disclosure must include the following:

facilitation it provided e The climate solutions or sectors in which it financed and/or facilitated
in the latest reporting climate solutions, and
year?

e The financing activities and services through which it provided climate
solutions financing and facilitation.

The bank’s disclosure and the disaggregation of climate solutions categories and
financing activities must be in alignment with the bank’s climate solutions
financing framework or an external standard developed by a national, regional, or
global governing body (e.g. the EU Taxonomy). Climate solutions and enabling
activities may be defined internally or in reference to an external taxonomy.
Definitions not issued by a national, regional or global governing body must be
consistent with the definition of climate solutions issued by GFANZ (see the
introduction to Indicator 6.1 for more information).

The disclosure must detail the bank’s climate solutions financing and/or
facilitation activities on the group or aggregate business activity level. One-off
transaction highlights or other incidental reporting are not sufficient to score on
this sub-indicator.

b. Has the bank A bank is assessed as “Yes” if it discloses the share of total finance directed
disclosed its total towards climate solutions in the latest reporting year. Here, total finance must
share of finance include, at a minimum, the bank’s lending portfolio (including retail banking),
directed towards investment and capital markets activities. Where the bank’s climate solutions

climate solutionsin  financing extends to any other business activities, the bank’s disclosure must
the latest reporting  also include those activities in quantifying the share of total finance directed
year? towards climate solutions.
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c. Has the bank
quantified the real-
economy impact of
its climate solutions
financing and
facilitation?

A bank is assessed as “Yes” if it quantifies and measures its climate solutions
financing and/or facilitation using at least one impact metric. Here, impact
metric is defined as a set of quantitative measures that translate the bank’s
climate solutions financing into achieved and/or projected real-economy
decarbonisation outcomes, e.g. achieved or projected financed and/or
facilitated emissions reduction, or physical output metrics.

One-off transaction highlights and other incidental reporting are not sufficient to
score on this sub-indicator.
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m

Indicator 7.1 Own climate policy engagement

7. Climate policy engagement

Sub-indicator Text Has the bank disclosed a 1.5°C-aligned climate lobbying position, with
governance and review measures to enforce this position?

a. Has the bank disclosed a public commitment or position statement to
conduct all of its lobbying in accordance with the goal of restricting global
temperature rise to 1.5°C above pre-industrial levels?

b. Has the bank published an annual review of its climate policy positions,
evaluated whether these are consistent with the 1.5°C goal, AND disclosed
how it has advocated for them through its own climate policy engagement

activities?
Detailed Guidance
a. Has the bank A bank is assessed as “Yes” if it discloses an unequivocal commitment that it
disclosed a public ensures all its direct lobbying activities and advocacy activities align with the
commitment or goals of restricting global temperature rise to 1.5°C above pre-industrial levels.
position statement to This commitment must explicitly refer to:
;:ObnSL,JCt gll of its 1. The bank’s direct lobbying activities (rather than, for example, trade
obbying In ) association activities).
accordance with the
goal of restricting 2. The 1.5°C goal specifically.

global temperature
rise to 1.5°C above
pre-industrial levels?

Statements including vague language or caveats on aligning direct lobbying
activities (e.g. “where possible” or “aim to ensure direct lobbying positions are
aligned with Paris Agreement”) are insufficient.

b. Has the bank A bank is assessed as “Yes” if it lists all climate-related lobbying activities it
published an annual carried out in the latest reporting year (e.g. holding meetings with
review of its climate policymakers or regulators, presenting policy submissions, or making political
policy positions, donations). The review must also include specific details on the alignment with
evaluated whether  the Paris Agreement goals and the 1.5°C scenario of each climate policy
these are consistent  position.
with the 1.5°C goal,
AND disclosed how it
has advocated for
them through its own
climate policy
engagement
activities? The disclosure should be signposted as climate related. Lobbying activities for
a broader set of issues, such as ESG issues, are insufficient. Only lobbying
carried out directly by the bank is accepted. Lobbying activities carried out via
trade associations or other interest groups are insufficient.

This review or assessment should be published with clear outcomes and
findings. Vague or generalised findings are insufficient. A third party may
conduct the review or assessment. Furthermore, the disclosure should be
detailed enough to ensure the review encompasses all the bank’s policy
positions. Select case study examples are insufficient.

Indicator 7.2 Climate policy engagement and trade associations

Sub-indicator Text Has the bank disclosed a 1.5°C-aligned climate lobbying position related to its
trade association memberships, with governance and review measures to
enforce this position?
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a. Has the bank disclosed a public commitment or position statement to
advocate for 1.5°C-aligned lobbying within the trade associations of
which it is a member?

b. Has the bank published a review of its trade associations’ climate
policies, their alignment with the 1.5°C goal, and the actions taken
by the bank in response?

c. For each trade association, has the bank disclosed whether it sits on the
Executive Board or plays an active role in committees or other activities
related to climate change?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses an unequivocal commitment that it
disclosed a public ensures all lobbying undertaken by the trade associations it is a member of
commitment or aligns with the goals of restricting global temperature rise to 1.5°C above pre-

position statement to industrial levels. This commitment must refer to:
advocate for 1.5°C-
aligned lobbying
within the trade
associations of which 2. The 1.5°C goal specifically.
it is a member?

1. Trade association policy positions (rather than, for example, the bank’s
direct lobbying activities).

Statements including vague language or caveats on aligning trade
associations' involvement (e.g. “where possible” or “aim to ensure”) are
insufficient.

b. Has the bank A bank is assessed as “Yes” if it publishes a list of all trade organisations it is a
published a review of member of and reviews their lobbying activities to ensure alignment with the
its trade associations’ goals of the Paris Agreement and the 1.5°C scenario specifically. A review that
climate policies, their is not comprehensive and only focuses on select case studies is insufficient to
alignment with the  score. A review focused on alignment with the bank’s climate policy is also
1.5°C goal, and the insufficient.

actions taken by the

bank in response? The review should be published with clear outcomes and findings. The bank

should indicate what actions, if any, it took as a result of the review. This may
include a commitment to engage with or withdraw from a trade association
found to be misaligned. A third party may conduct the review or assessment.

Disclosure against CDP Climate Change C12.3c on its own is insufficient as a
proxy for a published review of a trade association’s alignment with the Paris

Agreement.
c. For each trade To score on this sub-indicator, the bank should state the involvement of Board
association, has the members and/or senior executives in the trade associations’ lobbying activities
bank disclosed and provide specific examples of the outcomes resulting from this

whether it sits on the involvement.
Executive Board or

plays an active role in

committees or other

activities related to

climate change?
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8. Climate governance

Indicator 8.1 Assessment of climate risk

Sub-indicator Text Has the bank evaluated whether climate-related risks are material risks across
its business and discussed the impacts?

a. Has the bank included climate-related risks, including both transition
and physical risks, as a key risk category in its annual report OR
explained the decision to exclude climate risk as a material risk
category?

b. Has the bank disclosed in its annual report the implications of climate-
related risks and actions taken?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes"” if it reports explicitly climate-related risks in its
included climate- annual report. The mention of “ESG risk” is insufficient.

related risks, including
both transition and
physical risks, as a key
risk category in its
annual report OR
explained the decision
to exclude climate risk Climate risks should be mentioned in clear relation to the bank’s own activities.

The bank’s risk management section of its annual report must explicitly state
that both physical and transition-related risks are incorporated as a distinct
key or material risk category or explain in detail why climate risks are not
material for its specific business model. The bank must also provide a clear
definition of transition and physical risks.

as a material risk The bank should also explain how its overall risk framework incorporates to effects
category? of climate change.

b. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-
disclosed in its annual indicator 8.1.a.

report the

A bank is assessed as “Yes” if it explains in its annual report how transition and
physical risks impact the bank's business and provides evidence of the inclusion
of climate risk in its business decisions. The bank should:

implications of
climate-related risks
and actions taken?
1. Explain how climate change is integrated into its capital allocation
decision-making process (e.g. inclusion of climate risk in its Risk
Appetite statement, changes in asset allocation, carbon price).

2. Describe how climate risks relate to its climate strategy (i.e. setting
emissions reduction targets).

3. Discuss the impacts of a transition to net zero on the bank’s business.

The bank must explicitly refer to “climate change” or “climate-induced
consequences”. Broader disclosures such as mentioning “Environmental-
related risks” are insufficient.

39



Net Zero Banking Assessment Framework: Methodology Note | TPI Global Climate Transition Centre

Indicator 8.2 Board oversight of climate change

Sub-indicator Text Has the bank nominated a Board member or Board Committee with explicit
responsibility for oversight of climate change?

a. Has the bank disclosed evidence of a Board committee or a Board member
with responsibility for oversight of climate change?

b. Has the bank assessed these individuals’ competencies with respect to
managing climate risks and disclosed the results of those assessments?

c. Has the bank disclosed details on the criteria used to assess the board
competencies with respect to managing climate risks?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses evidence that responsibility for climate
disclosed evidence of change lies with the board or a specific board committee.

a Board committee or
a Board member with
responsibility for
oversight of climate

If there is an executive, such as a head of sustainability, with explicit responsibility
for climate change matters (and not, for example, “sustainability performance”
more broadly) the bank must provide evidence that the individual reports directly
to the Board or to a Board-level committee on their climate-related

hange? e

change responsibilities.
An explicit reference to “climate change” is required to score on this sub-indicator.
References to responsibility for “sustainability” or “environment” are insufficient to
score.

b. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-

assessed these indicator 8.2.a.

individuals'

A bank is assessed as “Yes” if it discloses that it has evaluated the level of
competency of its board of directors (or board committee) in managing climate
change risks and discloses the evaluation results.

competencies with

respect to managing

climate risks and

disclosed the results To score on this sub-indicator, an indication of which members or what proportion

of those of the board have competencies related to climate risks is required. This may

assessments? include disclosing a board skills assessment considering climate change knowledge
or expertise.

The coverage of “ESG”, “sustainability” or “environment” in the skills and
competencies assessment is insufficient. Moreover, the presence of a climate
expert on the board cannot be used as a proxy for having conducted a board
climate competency assessment.

c. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-
disclosed details on  indicator 8.2.b.

the criteria used to
assess the board
competencies with
respect to managing
climate risks?

A bank is assessed as “Yes” if it discloses the details of specific criteria used to
assess the board'’s climate-related competencies.
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Indicator 8.3 Remuneration scheme and climate change

Sub-indicator Text Has the bank incorporated climate change performance elements in its
executive remuneration scheme?

a. Has the bank established a remuneration scheme at the C-suite level
that specifically incorporates climate change performance? (References
to "ESG” or “sustainability performance” are insufficient)

b. Has the bank established a remuneration scheme at the C-suite level
that incorporates progress towards achieving the bank’s
financed/facilitated emissions reduction targets?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses a remuneration scheme at the C-suite
established a level that specifically incorporates climate change. These remuneration
remuneration scheme arrangements are determined by the bank’s performance against a climate

at the C-suite level ~ change-related KPI. Schemes can be comprised of short-, medium- and/or long-
that specifically term incentive plans.

incorporates climate

The KPI should be concrete, measurable and material for the bank. KPIs that
change? (References

measure broader “ESG” or “sustainability” targets or objectives, energy efficiency

:clo ESQ or_ targets, CDP scores or similar are insufficient.
sustainability

performance” are Any C-suite level objective not directly incentivised by a remuneration scheme is

insufficient) insufficient. Furthermore, an incentivised position at a lower level than the C-suite
(e.g. a Head of Sustainability who is not a member of the C-suite level) is also
insufficient. References to “helping our clients on their transition journey” without
specifying what metrics the KPI uses cannot be considered. Targets relating only to
scopes 1, 2, 3 (categories 1-14) and which do not include Scope 3 Category 15, are
insufficient to score on this sub-indicator.

b. Has the bank To be eligible to score on this sub-indicator, a bank must first satisfy sub-

established a indicator 8.3.a.

remuneration scheme
at the C-suite level
that incorporates 1. Publishes at least one financed or facilitated emissions reduction
progress towards target.

achieving the bank’s
financed/facilitated
emissions reduction
targets?

A bank is assessed as “Yes” if it:

Determines the C-Suite’s remuneration arrangements against the
bank's performance in achieving its financed or facilitated emissions
reduction target(s). A bank cannot score in this sub-indicator if the
remuneration scheme is tied to other climate performance indicators
(e.g. the bank’s operational emissions, sourcing of renewable
electricity, or the bank’s position in a sustainability ranking).
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9. Just transition ===

Indicator 9.1 Just transition

Sub-indicator Text  Has the bank integrated just transition principles into its decarbonisation
strategy?

a. Has the bank committed to decarbonise in line with defined just
transition principles, recognising the social impacts of its
decarbonisation efforts?

b. Has the bank disclosed actions taken to ensure relevant just transition
considerations are incorporated in its climate strategy (e.g. just
transition-related requirements in lending covenants and conditions,
pre-investment screening, sector policies)?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it:
committed to
decarbonise in line
with defined just
transition principles, 2. Explicitly commits to incorporating just transition considerations in all
recognising the social business activities covered by the bank’s decarbonisation strategy.
impacts of its
decarbonisation
efforts?

1. Explicitly commits to decarbonise in line with a just transition approach on
the group level; OR

The commitment must align with a specific set of principles defined by the
bank or with an externally defined set of principles that the bank explicitly
aligns to.

The bank can commit to ensuring a just transition or synonymous concepts
” 1

such as: “social impacts of decarbonisation”, “just climate transition”,
“climate justice”, and “workforce transformation”.

To score on this sub-indicator, the bank must specifically commit to managing
the social impacts of the low-carbon transition, not social risks in general,
alongside climate risks. The bank must also elaborate on its
understanding/definition of just transition, or highlight externally recognised
definitions of just transition (e.g. the ILO JT Guidelines or ILO and LSE Grantham
Just Transition Finance Tool), or ideally describe specific just transition principles
they will follow in meeting its commitment.

The bank must use clear language reflecting a firm commitment. Vague
statements such as “support” or “strive to” are insufficient to score. As such,
banks that merely acknowledge or support a just transition cannot score on
this sub-indicator. Similarly, recognising the importance of external
frameworks simply by supporting them is insufficient to score on this sub-
indicator.

b. Has the bank A bank is assessed as “Yes” if it discloses examples of actions already taken to
disclosed actions ensure its climate activities incorporate just transition principles. Relevant
taken to ensure actions include those that address the social impacts of the low-carbon
relevant just transition. The actions must be clearly related to the bank's net zero strategy
transition or its approach to climate change more broadly.

considerations are

incorporated in its

climate strategy (e.g.

just transition-related

requirements in

lending covenants
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and conditions, pre-
investment screening,
sector policies)?
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10. Annual reporting, accounting, and audits

Indicator 10.1 Support for TCFD recommendations

Sub-indicator Text Has the bank disclosed according to the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD) or the IFRS S2 standard?

a. Has the bank disclosed in line with all four pillars of the TCFD
recommendations or adopted the IFRS S2 Climate-related Disclosures
standards in full and signposted these disclosures in its annual report?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it:
disclosed in line with
all four pillars of the

1. Includes TCFD/IFRS S2 Climate-related Disclosures in full in its annual

TCFD report; OR

recommendations or 2. Clearly signposts TCFD/IFRS S2 Climate-related Disclosures in full in its
adopted the IFRS S2 annual report.

C!lmote—reloted The following disclosures are insufficient to score on this sub-indicator:
Disclosures

standards in full and 1. The bank states that it has disclosed in line with TCFD or IFRS S2 Climate-
signposted these related Disclosure requirements but does not signpost where these
disclosures in its disclosures can be found in its annual report.

annual report? 2. The disclosures are not directly disclosed by the bank itself but through a

third-party service (such as CDP).

3. The bank commits to reporting using the TCFD recommendations or IFRS
S2 Climate-related Disclosure requirements in the future but has not yet
made these disclosures.

Indicator 10.2 Financial statements

Sub-indicator Text Has the bank incorporated material climate-related matters in its audited
financial statements and notes on this?

a. Has the bank disclosed where material climate-related matters are
incorporated in its financial statements, and explained how?

b. Has the bank disclosed the quantitative climate-related assumptions
and estimates (e.g. estimates of future cash flows used in impairment
testing) in its financial statements?

c. Has the bank used or disclosed a sensitivity to assumptions and estimates
aligned with achieving net zero financed/facilitated emissions by 2050 (or
sooner) in its financial statements?

d. Are the bank’s financial statements consistent with the bank’s other
reporting (e.g. Annual Report, Pillar 3 disclosures, TCFD index,
sustainability report, etc.)?

Detailed Guidance

a. Has the bank A bank is assessed as “Yes” if it discloses an explanation of:
disclosed where 1

L How the financial impacts of material climate-related matters are
material climate-

recognised and measured within in-scope financial statement items. This
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related matters are
incorporated in its
financial statements
and explained how?

must include a qualitative or quantitative explanation of how the bank
determines the climate related in-scope items, and how it incorporates
the financial impacts of physical and transition risks from climate change
into its accounting principles and judgements for the period under
consideration; OR

2. If the bank does not consider climate change to have material impacts on
its financial statement items in the short, medium or long term, it must
explain why and how it has reached this conclusion.

In-scope items refer to financial statement items that the bank identifies as being
materially impacted by climate-related matters (transition and physical risk).

Examples of relevant financial statement items and accounting principles (e.g.
IFRS or IAS standards) that can be materially impacted by climate-related
matters include but are not limited to:

e |AS 1: Presentation of Financial Statements: accounting policies,
assumptions, estimates, judgements, and going concerns.

e [FRS 7 & 9: Financial Instruments: loans and advances, letters of credit,
derivatives, provisions, financial investments and trading assets, cash
flows and impairment assessments.

e |FRS 13: Fair Value Measurement of financial instruments.

e |FRS 15: Revenue from Contracts with Customers.

General statements that climate change has been considered are insufficient.

b. Has the bank
disclosed the
quantitative climate-
related assumptions
and estimates (e.g.
estimates of future
cash flows used in
impairment testing)
in its financial
statements?

A bank is assessed as “Yes” if it discloses the specific quantitative climate-related
financial assumptions and estimates that it uses to incorporate the financial
impacts of climate change into its accounting principles and judgements for in-
scope financial statement items.

Climate-related financial assumptions and estimates can be disclosed to quantify
the following, among others:

e Loan loss provisioning: input variables and other assumptions to calculate
expected credit loss due to physical and transition risks, e.g.
counterparties’ default risk due to carbon taxes, or deterioration of
collateral value.

e Impairment of financial instruments: input variables and other
assumptions to calculate expected future cash flows, discount rates and
economic conditions for impairment testing (e.g. commodities prices,
consumer behaviour, regulatory changes, etc.); fair value measurement of
financial investments.

e Contingent liabilities: input variables and other assumptions to calculate
the probability of occurrence, potential loss and discount rates for legal
disputes, loan guarantees, and derivatives contracts.

This quantitative disclosure should align with and support the bank’s narrative
provided in sub-indicator 10.2.a.

c. Has the bank used,
or disclosed, a
sensitivity to
assumptions and
estimates that are
aligned with
achieving net zero
financed/facilitated
emissions by 2050 (or

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 10.2.b.

A bank is assessed as “Yes” if it can show that the climate-related financial
assumptions and estimates used for in-scope financial statement items (10.2.a
and 10.2.b) rely on input variables that are consistent with a trajectory towards
net zero emissions by 2050 (or sooner).
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sooner) in its financial
statements?

Reference benchmarks may include but are not limited to the IEA’s Net Zero by
2050 scenario or the Network for Greening the Financial System’s (NGFS) Net
Nero 2050 scenario.

d. Are the bank’s
financial statements
consistent with the
bank’s other
reporting (e.g. annual
report, TCFD index,
sustainability report) ?

To be eligible to score on this sub-indicator, a bank must first satisfy sub-
indicator 10.2.a and 10.2.b.

A bank is assessed as “Yes” if the bank demonstrates that its climate-related
financial assumptions and estimates in the financial statements rely on
assumptions and inputs consistent with the decarbonisation strategy found in
other reporting (i.e. sustainability/TCFD report, website, other parts of the annual
report), presenting a consistent narrative.

If inconsistencies between other reporting on climate risks, emissions targets, and
the financial statements are immaterial, or if there is a reason for using different
assumptions or estimates outside versus within the financial statements, then the
bank must disclose and justify this conclusion.

Indicator 10.3 Financial statement audit

Sub-indicator Text

Has the bank’s audit report demonstrated that the auditor considered the
effects of material climate-related matters in its audit?

a. Has the audit report identified how the auditor has assessed the
material impacts of climate-related matters?

b. Has the audit report analysed the bank’s assumptions and estimates
used in quantifying the financial consequences of climate-related
matters?

c. Has the auditor confirmed that the financial statements and the bank’s
other reporting (e.g. Annual Report, Pillar 3 disclosures, TCFD index,
sustainability report, etc.) are consistent?

Detailed Guidance

a. Has the report
identified how the
auditor has assessed
the material impacts
of climate-related
matters?

A bank is assessed as “Yes” if the auditor states in the audit report of the
financial statement that the financial implications of climate change are
included in the auditor’s disclosure of key or critical audit matters (K/CAM).
The disclosure may be a stand-alone climate-related K/CAM or included as a
section within other specific accounting issues.

The K/CAM must show evidence that the auditor addressed accounting
issues impacted by climate-related judgements and uncertainties. To score on
this sub-indicator, this must include:

1. A description of the significant climate-related inputs (e.g. assumptions
and estimates).

2. Judgements regarding these inputs, including how specific climate-
related risks and/or the bank’s commitments affect the consideration of
these inputs.

3. Methods and procedures used for auditing.

b. Has the audit
report analysed the
bank’s assumptions
and estimates used to
quantify the financial
consequences of
climate-related
matters?

A bank is assessed as “Yes" if the auditor discloses an analysis of the climate-
related estimates and assumptions made by the bank in considering the
financial implications of climate change. The auditor must include the methods
used to reach its conclusion, including the sources of third-party information it
relied upon.

High-level statements, such as stating that climate-related assumptions and
estimates have been analysed are insufficient to score on this sub-indicator.
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c. Has the auditor A bank is assessed as “Yes” if the auditor states that other relevant climate
confirmed that the change information provided by the bank outside the financial statements
financial statements (such as, for example, in the bank’s Sustainability, ESG or TCFD report) has

and the bank’s other  been reviewed and is consistent with the financial statements. Relevant
reporting (e.g. Annual information could include, but is not limited to, climate change targets, results
Report, Pillar 3 of scenario analysis, financing policies for high-emission sectors and exposure to
disclosures, TCFD transition and physical risks.

index, sustainability
report, etc.) are
consistent?

The consistency assessment must be made in relation to climate-related
financial information; consistency assessments for general financial information
are not the focus of this sub-indicator.
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Disclaimer

Data and information published in this report
and on the TPl Centre website are intended
principally for investor use but, before any such
use, you should read the TPI Centre’s website
terms and conditions to ensure you are
complying with some basic requirements which
are designed to safeguard the TPI Centre while
allowing sensible and open use of the
methodologies and of the data processed by the
TPI Centre. References in these terms and
conditions to ‘data’ or ‘information’ on the
website shall include the Carbon Performance
data, the Management Quality indicators or
scores, and all related information.

By accessing the data and information published
in this report and on the website, you
acknowledge that you understand and agree to
the website terms and conditions. In particular,
please read paragraphs 4 and 5 below which
detail certain data use restrictions.

The processed data and information provided by
the TPI Centre can be used by you in a variety of
ways — such as to inform your investment
research, your corporate engagement and
proxy-voting, to analyse your portfolios and
publish the outcomes to demonstrate to your
stakeholders your delivery of climate policy
objectives and to support the TPI Centre in its
initiative. However, you must make your own
decisions on how to use the TPl Centre’s data as
the TPl Centre cannot guarantee the accuracy of
any data made available, the data and
information on the website is not intended to
constitute or form the basis of any advice
(investment, professional or otherwise), and the
TPI Centre does not accept any liability for any
claim or loss arising from any use of, or reliance
on, the data or information. Furthermore, the
TPI Centre does not impose any obligations on
supporting organisations to use TPl Centre data
in any particular way. It is for individual
organisations to determine the most appropriate
ways in which the TPI Centre can be helpful to
their internal processes.

Subject to paragraph 3 above, the Management
Quality and the Carbon Performance indicators

that are part of the TPl online tool and available
publicly on the TPI Centre’s website are:

e Free, if they are used for internal and not
for commercial purposes, including for
research, as one of the inputs to inform
portfolio construction, for financial
decision-making including cases of
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lending and underwriting, for
engagement and client reporting, for use
in proprietary models as part of climate
transition analysis and active investment
management.

e Restricted, unless licensed, where the use
is for further commercial exploitation
through redistribution, derived data
creation, analytics, and index or fund
creation (inclusive of where the index is
used as the basis for the creation of a
financial product, or where TPl data are
a key constituent of a fund's
construction).

e For the terms of use of the sources
supporting the TPl Centre's
methodologies, please refer to the
individual sectoral Carbon Performance
methodology notes. To produce the TP
data, the Centre analysts may use CDP
data as a secondary input for verification
purposes, in addition to companies’
published sources.

Notwithstanding any other provision of these
terms and conditions, none of the data or
information on the website may be reproduced
or made available by you to any other person
except that you may reproduce an insubstantial
amount of the data or information on the
website for the uses permitted above.

The data and information on the website may
not be used in any way other than as permitted
above. If you would like to use any such data or
information in a manner that is not permitted
above, you will need the TPI Centre’s written
permission. In this regard, please email all
inquiries to
info@transitionpathwwayinitiative.org.


https://www.transitionpathwayinitiative.org/use-of-the-centre-s-data
mailto:info@transitionpathwwayinitiative.org
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TPl Centre research team

TPI Global Climate Transition Centre

London School of Economics and Political Science
Houghton Street

London WC2A 2AE, UK

T +44 (0)20 7107 5027
E tpi@lse.ac.uk

www.transitionpathwayinitiative.org
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