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From Ambition To Reality

FIVE PRIORITIES FOR CORPORATE BANKS

Fundamental changes are required within corporate banks to meet climate commitments
and capture the opportunity. We highlight {|'=ve key areas here, and drill down on each in the

sections that follow.

Exhibit 1: Five priorities for corporate banks

1. Engaging with clients

2. Bylild new 3. Set portfolio 4. Embed across
propositions emissions targets the bank

5. Develop climate analytics
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1. ENGAGE WITH CLIENTS

Engaging with clients on climate can be daunting. Climate change as an issue is both
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From Ambition To Reality

* Redrawing the client-relationship map. Relationship managers will need to engage
with a range of stakeholders within the client beyond the dnance and treasury teams,
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Exhibit 3: Key elements of good corporate transition plan

Common users

Governance

Describe the board and management’s oversight and approval of the net-zero
transition plan

Describe the reporting to be done in support of the net-zero transition plan and
the process for its review and update

Describe the incentives and impacts on remuneration tied to the execution of
the net-zero transition plan

Strategy

Describe the planned roadmap and the phasing of the speci%}c actions required
to reach net zero (e.g. technologies deployed, energy e={=ciency measures taken)

Describe the usage of carbon credits and oisets with reference to emerging
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2. INNOVATE AND COLLABORATE TO DEVELOP
TRANSITION PROPOSITIONS

As industries are reshaped, the commercial opportunities for corporate banks are
signidrcant 7 but capturing them is not straightforward. The most obvious green-dnancing
opportunities are already crowded out and increasingly low margin, while others come
with signisfcant risks and challenges. Overcoming these downsides requires signijrcant
investment and commitment from senior executives. There is a danger of spreading
resources too thinly and launching a raft of bottom-up initiatives and products that do

not scale.

Therefore, it is imperative to focus edort on a small number of propositions that meet real
client needs, are commercially viable, and focused on areas where the bank has a clear right
to win (see Exhibit 4).

One of the most signidkcant opportunities is sfnancing transition technologies. According to
the World Economic Forum, more than $50 trillion in incremental global investment will be
required by 2050, with more than $5 trillion required by 2030. Labelled green-{}nance and
sustainability-linked loans are both important tools that have been widely adopted in recent
years and should continue on that path. Corporate clients bene{}:t from the added credibility
that labelling brings to their transition plans, while banks can benest from the contribution
to their net-zero emissions targets, and green- and transition-lending targets.

Yet these solutions alone are not enough to address the full spectrum of complex Fnancing
challenges clients face. Many areas of climate transition rely on new technologies, which
bring risks associated with performance and economic viability. These technologies are well
known in major emissions-intense industries, such as steel (hydrogen-based, direct-reduced,
iron electrolysis), aviation (sustainable aviation fuel, electric and hydrogen fuel cells), and
shipping (biofuels, ammonia). In addition to technology-related risks, there are also major
political and regulatory risks due to the dependency on public policy to drive changes in
business and consumer behavior.
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Exhibit 4:
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Banks can play a valuable role in helping clients knit together {}nancing solutions, joining
forces with other capital providers with didkerent risk appetites or return requirements, and
navigating the range of private and public-sector stakeholders. Banks that collaborate with
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Beyond complex {}nancing solutions, banks can support their clients and tap into new
opportunities by applying client-led design thinking to identify key pain points, and solve
the fundamental problems related to climate transition. These approaches, whose solutions
often go beyond banking, can include:
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3. SET PORTFOLIO-EMISSIONS TARGETS

Top-down commitments need to be cascaded into clear targets for the corporate bank
overall and for speci{}c sectors. This is a technical and analytical challenge, involving complex
datasets and new metrics, but also a commercial and strategic one. Fundamentally, emission
reduction in many sectors is heavily dependent on external factors, such as changes in
government policy and advances in technology. Banks and their clients can inBuence these
but do not directly control them. In calibrating their targets, therefore, banks must carefully
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These dynamics have real commercial implications for a bank. Meeting emissions targets may

© Oliver Wyman

12



From Ambition To Reality

Given these dynamics, the process of target-setting is an inherently iterative one that must be
heavily driven by the commercial teams within the corporate bank. Commercial involvement
is necessary to ensure that the commitments are credible and achievable, and is also an
excellent way to immerse clients in the practical realities and hard choices (see Exhibit 8).

Exhibit 8: Process for setting feasible net-zero targets

Determine

scope and

measure

baseline - - -
Evaluate
financial impact to
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4. EMBED CLIMATE CONSIDERATIONS ACROSS THE BANK

Setting targets, of course, is not enough. Corporate banks also need to make sure there are
clear mechanisms in place to drive the business towards those targets. That means looking
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¢ Monitoring. Over the life of the loan, both risks and emissions of the borrower will need
to be monitored alongside traditional credit metrics to track performance against climate-
related commitments, particularly for sustainability-linked loans and similar structures that
have specidkc embedded Key Performance Indicators

Exhibit 10: Climate considerations will need to be factored into many aspects of the
end-to-end lending process

Bank lending process step  Climate considerations

1 Strategic planning and « Incorporate climate-related risk appetite into strategic planning
client prioritization

Incorporate client-level transition plans into client prioritization

2 Generate lead Understand baseline and transition plans

Provide advice, including benchmarking emissions and
plans vs peers

Identify transition dnance opportunities

3 Develop and
propose solution

Green products

Transition products

Client climate scoring

Adjust pricing, including climate risk, carbon pricing, eligibility for
green funding

Capture client-climate related data (e.g. GHG, EPC)
Validate data

4 Complete application

Borrower-level climate risk assessment

Business approval of use of carbon budget and ‘Return
on Emissions’

5 Business approval

Pricing approval, including any climate-driven adjustments

6 Climate approval Approval of alighment with climate policy (e.g. coal exclusion),

including potential reputational risks
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5. DEVELOP CLIMATE ANALYTICS
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For example, our analytics for the auto sector draws together data on forecast volumes and
emissions intensity of diderent models, as well as manufacturing locations, and supports
what-if analysis on the speed of changes in business mix and operating model. For a bank,
this allows a relationship manager to understand how their client compares to peers today,
to test the credibility of transition plans, identify further optimization levers for clients, and
to share this analysis with clients.

To support decision making these complexities need to be boiled down into simpler metrics
and assessments. Boiling down multiple dimensions z transition risk, current emissions
pro{He, emissions targets, key lead indicators (such as green capital expenditure) z into a
simple assessment framework is an approach several banks are exploring. Ultimately this
can be used to drive net-zero portfolio steering, as well as transition risk assessments used
for regulatory stress test exercises.

CONCLUSION

Banks have made great progress on committing to support climate transition but are
reliant on actions of their clients to meet these commitments. Banks need to act quickly

to engage with and support corporations in achieving transition in the real economy —
facilitating access to capital to make the necessary investments in new technology and
changes to business models. This will require new skills and capabilities within the banks, as
well as operating-model changes to embed climate considerations in day-to-day activities.
Emissions need to become a binding constraint alongside capital.
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