A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Bruhl, Volker

Working Paper

The Green Asset Ratio (GAR) - a new KPI for credit

institutions

CFS Working Paper Series, No. 683

Provided in Cooperation with:

Center for Financial Studies (CFS), Goethe University Frankfurt

Suggested Citation: Bruhl, Volker (2023) : The Green Asset Ratio (GAR) - a new KPI for credit
institutions, CFS Working Paper Series, No. 683, Goethe University Frankfurt, Center for Financial

Studies (CFS), Frankfurt a. M.,

https://nbn-resolving.de/urn:nbn:de:hebis:30:3-680233

This Version is available at:
https://hdl.handle.net/10419/268384

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://nbn-resolving.de/urn:nbn:de:hebis:30:3-680233%0A
https://hdl.handle.net/10419/268384
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

CENTER ror

FINAN

CIAL

JUUBIN  CFS Working Paper Series

No. 683

Volker Bruhl

The Green Asset Ratio
(GAR) — a new KPI for
Credit Institutions

Center for Financial Studies | Goethe University | Theodor-W.-Adorno-Platz 3 | 60323 Frankfurt am Main | Germany
Phone +49 69 798 30050 | Fax +49 69 798 30077 | info@ifk-cfs.de | www.ifk-cfs.de



The CFS Working Paper Series

presents ongoing research on selected topics in the fields of money, banking and finance. The
papers are circulated to encourage discussion and comment. Any opinions expressed in CFS Working
Papers are those of the author(s) and not of the CFS.

The Center for Financial Studies, located in Goethe University Frankfurt’s House of Finance,
conducts independent and internationally oriented research in important areas of Finance. It serves
as a forum for dialogue between academia, policy-making institutions and the financial industry. It
offers a platform for top-level fundamental research as well as applied research relevant for the
financial sector in Europe. CFS is funded by the non-profit-organization Gesellschaft fur
Kapitalmarktforschung e.V. (GfK). Established in 1967 and closely affiliated with the University of
Frankfurt, it provides a strong link between the financial community and academia. GfK members
comprise major players in Germany’s financial industry. The funding institutions do not give prior
review to CFS publications, nor do they necessarily share the views expressed therein.

Center for Financial Studies | Goethe University | Theodor-W.-Adorno-Platz 3 | 60323 Frankfurt am Main | Germany
Phone +49 69 798 30050 | Fax +49 69 798 30077 | info@ifk-cfs.de | www.ifk-cfs.de



The Green Asset Ratio (GAR) — a new KPI for Credit Institutions

Volker Brihl?

Abstract:

The financial sector plays an important role in financing the green transformation. Various
regulatory initiatives in the EU aim to improve transparency in relation to the sustainability of
financial products and the sustainability of economic activities of non-financial and financial
undertakings. For credit institutions, the Green Asset Ratio (GAR) has been established by the
European regulatory authorities as a KPI for measuring the proportion of Taxonomy-aligned
on-balance-sheet exposure in relation to the total assets. The breakdown of the total GAR by
type of counterparty, environmental objective and type of asset provides in-depth information
about the sustainability profile of a credit institution. This information, which has not been
available to date, may also initiate discussions between management and shareholders or
other stakeholders regarding the future sustainability strategy of credit institutions. This paper
provides an overview of the regulatory background and the method of calculating the GAR
along different dimensions. Finally, the potential benefits and limitations of the GAR are
discussed.

JEL Classification: G10, G20

1 The author is Managing Director of the Center for Financial Studies, Goethe University, Frankfurt a.M.



1. Introduction

The European Climate Law has been an important milestone in implementing the European
Green Deal (EGD, European Commission 2019), which entered into force on 29 July 2021
(Regulation (EU) 2021/1119). The agreement sets a 55% net greenhouse gas emission
reduction target compared to 1990 for 2030 and an EU-wide climate neutrality target for 2050.
This entails a fundamental transformation of basically all economic sectors, requiring
enormous investment volumes. Against this background, the EU has developed the European
Action Plan on Sustainable Finance (European Commission 2018) to enhance transparency
for investors, avoid greenwashing and channel more capital into sustainable economic
activities. Therefore, disclosure and reporting requirements have been enhanced by various
regulatory initiatives which have to be adopted by financial market participants in the coming
years.

In this context, new key performance indicators (KPIs) have been introduced for corporates
and financial institutions to measure the proportion of sustainable economic activities in
relation to their overall economic activities. For banks, the Green Asset Ratio (GAR) has been
established by the European regulatory authorities. This paper provides an overview of the
regulatory background and the method of calculating the GAR along different dimensions.
Finally, the potential benefits and the limitations of the GAR are discussed.

2. The regulatory framework of sustainable finance in Europe

In general, sustainable finance refers to the process of taking environmental, social and
governance (ESG) considerations into account when making investment decisions in the
financial sector. Green finance is usually defined as a subset of sustainable finance, i.e. the
financing of investments that contribute to the attainment of one or more environmental
objectives, which include “climate change mitigation” and “climate change adaptation” (Berrou
et al 2019, Briihl 2021, European Commission 2021a, European Commission 2017, Hong et
al 2020, IFC 2017, Schoenmaker 2019). While many asset managers and investment firms
have expanded their offering of ESG products in recent years, an increasing number of cases
of “greenwashing” have been identified in the recent past, i.e. financial products have been
positioned as sustainable, only for it to emerge upon closer examination that at least part of
their investment portfolio was not compatible with their claimed sustainability objectives (Bruhl
2022).

Therefore, sustainability objectives need to be formulated clearly, usually along the three
dimensions of sustainability, i.e. environmental, social and governance (ESG). Furthermore,
detailed ESG criteria need to be established, according to which economic activities to be
financed through a particular financial product can be classified as sustainable. Such a
classification system (taxonomy), including science-based indicators and metrices, forms the
basis for labelling financial products as more or less sustainable with regards to one or more
ESG criteria (Bruhl 2022).

In the EU the regulatory framework for sustainable financial products consists of different
legislative components that are closely interconnected (figure 1). The Sustainable Finance
Disclosure Regulation (SFDR, EU 2019/2088) provides the disclosure framework for
sustainability information to be reported by financial market participants and financial advisors.
The SFDR has been amended by the Taxonomy Regulation (TR, EU 2020/852), which has
established a classification scheme for categorising economic activities in terms of their
environmental sustainability.



Figure 1: Sustainable Finance — Regulatory Framework in the EU

SFDR (EU 2019/2088) Taxonomy Regulation (EU 2020/852)
= Sustainability risk policies * Climate Delegated Act (C 2021 2800)
* Adverse sustainability impacts at entity level (technical criteria , DNSH)
* Integration of sustainability risks * Disclosure Delegated Act Act (C{2021) 4987)
* Pre-contractual disclosures on product level KPIs for financial/non-financial undertakings
* Periodicreports on sustainability performance * Environmental Delegated Act

ESG amendments of other regulations
= EBAITS on ESG disclosures
= MIiFID Delegated Regulation (2017/565/EU)
= MIiFID Delegated Directive (2017/593/EU)
= AIFMD Delegated Regulation (231/2013/EU)
= UCITS Implementing Directive (2010/43/EU)
* IDD Delegated Regulation EU 2021/1257

RTS (Single Rule Book) Corporate Sustainability Disclosure Regulation
(C(2022) 1931 final) (CSDR, COM(2021) 189final)
+ Reporting templates on PAI/DNSH * Detailed reporting of sustainability information
* Detailed pre-contractual and periodic disclosures * Alignment with Taxonomy and SFDR
(asset allocation, sustainability + Assurance (audit) of sustainability information
objectives/characteristics) * Extended scope compared to NFDR

Source: Own illustration

Due to the close link between the SFDR and the TR, a “Single Rule Book” (SRB), i.e. a uniform
set of regulatory technical standards (RTS) for both regulations has been established (C(2022)
1931 final) which provide the detailed requirements in terms of methodology, indicators,
metrics and reporting templates.

However, the aforementioned regulations can only unfold their impact if the required
sustainability information is generated by the non-financial reporting standards for corporates
and financial institutions. So far the Non-Financial Reporting Directive (Directive 2014/95/EU,
NFRD), amending the Accounting Directive 2013/34/EU, provides the framework for disclosing
non-financial information on large companies. The NFRD applies to large public-interest
entities (PIE) with an average number of employees in excess of 500. PIEs include companies
listed on a regulated stock exchange, credit institutions and insurance companies. Such
companies have to provide within their management report a non-financial statement
containing information on their position and performance in terms of ESG issues, respect for
human rights, anti-corruption and anti-bribery. Companies have to comply with the principle of
“double materiality”, which states that companies have to report both on how sustainability
issues affect their performance, position and development (the “outside-in” perspective) and
on the impact of their business activities on sustainability issues (the “inside-out” perspective).

However, the current non-financial reporting measures are not sufficiently granular and are
partly inconsistent with the reporting requirements on sustainability issues generated by other
regulations, e.g. the SFDR and the TR including the respective delegated acts. Therefore, the
Corporate Sustainability Reporting Directive (COM(2021) 189 final, CSRD) will broaden the
scope and the level of detail of sustainability information disclosed so that the reporting needs
according to the SFDR, TR and RTS are taken into account. The CSRD will enter into force
on 1 January 2023 and will apply to reports published in 2024, covering fiscal year 2023. The
corresponding EU Sustainability Reporting Standards (ESRS) will be developed by the
European Financial Reporting Advisory Group (EFRAG) that will finally be adopted by way of
delegated acts. Furthermore, various capital market-oriented regulations such as MIFID I,
IDD, AIFM and UCITS have been amended as of 1 August 2022 to ensure that investors’
sustainability preferences are being integrated into the investment selection and advisory
processes.



With regard to the disclosure of ESG risks for credit institutions, the Implementing Technical
Standards (ITS) prepared by the European Banking Authority (EBA) play an important role.
The final draft implementing technical standards (ITS) on prudential pillar 3 disclosures on ESG
risks in accordance with Article 449a CRR were published in January 2022 (EBA 2022). The
standards propose not only comparable quantitative disclosures on climate-change-related
transition and physical risks but also detailed guidance for the calculation and segmentation of
the Green Asset ratio (GAR). This ITS addresses large banks that are listed on a regulated
stock market in the EU and are obliged to disclose information on ESG risks as defined in
Article 98(8) of Directive 2013/36/EU (Credit Institutions Directive) and the Capital
Requirements Regulation (Article 449a of CRR, (EU) No. 575/2013).

As this paper focuses on the Green Asset Ratio, the disclosure obligations regarding climate-
change-related risks, including transition and physical risks, are not further discussed.
However, it should be noted that there are some differences between the technical
requirements of the TR, including its delegated acts, regarding the reporting of a GAR and
those under the ITS for pillar 3 disclosures on ESG risks. The GAR according to the TR and
its Disclosure Delegated Act (C(2021) 4987) covers only exposures towards counterparties
subject to disclosure obligations under the NFRD. The scope is going to be broadened with
the first application of the CSDR as of 2024 covering fiscal year 2023.

The EBA requires the additional disclosure of a “modified GAR”, called the Banking Book
Taxonomy Alignment Ratio (BTAR) for large institutions (according to the definition in the CRR
(EU) No 575/2013) that are listed on a regulated stock market in the EU. Hence these
additional requirements will only apply to a subset of institutions that are subject to the TR and
the Disclosure Delegated Act. In accordance with these regulations, the GAR covers only
Taxonomy-aligned exposures towards counterparties that are subject to the disclosure
obligations under the NFRD, i.e. PIEs exceeding the average number of 500 employees.
However, the denominator of the GAR also includes the exposures of counterparties not
subject to the NFRD. Consequently, the reported GAR underestimates the “real” GAR by
implicitly assuming that these exposures are altogether not Taxonomy-aligned. In contrast to
the GAR, the BTAR includes Taxonomy-aligned exposures towards non-financial corporates
not subject to NFRD disclosure obligations both in the numerator and the denominator. The
ITS for pillar 3 disclosures on ESG risks, i.e. the disclosure of additional and separate
information on the BTAR, will also apply from 1 January 2024.

3. Disclosure requirements for financial products and financial institutions

In order to enable investors to consider ESG aspects in their investment decisions, suppliers
of financial products need to disclose whether and in what form they integrate ESG criteria or
objectives in their investment strategy (Article 6 SFDR). The comparability of financial products
in terms of ESG profile shall be improved by making transparent the activities or investments
that are financed by the respective financial product. The disclosure requirements regarding
sustainability issues affect both “non-financial undertakings”, i.e. corporates, and “financial
undertakings”, i.e. financial market participants. The SFDR distinguishes between financial
products that explicitly promote environmental or social characteristics according to Article 8
SFDR (“light green”) and financial products that pursue specific sustainable investment
objectives according to Article 9 SFDR (“dark green”).

Therefore, detailed disclosure obligations for financial market participants and financial
advisors have been established covering the period before the actual purchase of a financial
product (pre-contractual) and the periodic reporting during the tenure of the product. Hence,
by 30 December 2022 financial market participants need to provide, for each financial product,
a clear and reasoned explanation of whether and, if so, how a financial product considers
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principal adverse impacts (PAI) on sustainability factors (Article 7 SFDR). In addition, suppliers
of financial products have to provide information on matters such as the investment strategy,
the sustainability objectives the financial products promotes or pursues, and detailed
information on the intended asset allocation and the selection criteria applied.

For both types of sustainable financial products periodic reporting of ESG performance
parameters is mandatory (811 SFDR) and is closely aligned with the pre-contractual
disclosure obligations. It has to be reported if, and to what extent, the objectives (Article 9
products) or characteristics (Article 8 products) have been attained. A core element of the
periodic reporting is the actual versus the planned asset allocation, which includes inter alia a
list of the largest investments and a segmentation of the portfolio according to sectors and
countries. Furthermore, the proportion of the Taxonomy-aligned investments has to be
reported as well as the avoidance of principal negative impacts according to the TR.

The Taxonomy distinguishes between six environmental objectives. An economic activity must
substantially contribute to at least one of them in order to be categorised as sustainable. These
sustainability objectives comprise “climate change mitigation” (e.g. investments in renewable
energies) and “climate change adaptation” (e.g. flood protection). Other objectives include the
protection of water and maritime resources, the transition to a circular economy, the prevention
of pollution and the protection of biodiversity and ecosystems (Briihl 2021).

An economic activity can only be classified as sustainable according to the Taxonomy
Regulation (Article 3 TR) if it contributes substantially to one or more environmental objectives
(Article 9 TR) and, at the same time, the activity does not cause a significant negative impact
on the other sustainability objectives (so-called Do No Significant Harm (DNSH) principle,
Article 17 TR). In addition, the activity has to be carried out in compliance with the minimum
safeguards laid down in Article 18 TR (e.g. the alignment with the OECD Guidelines for
Multinational Enterprises and the UN Guiding Principles on Business and Human Rights) and
it has to comply with the technical screening criteria applicable to the respective activity.
Furthermore, the TR distinguishes between economic activities that directly contribute to one
of the defined objectives from activities that serve as “enablers” (Article 16 TR) for such direct
contributions and those activities that are needed as “transitional” technologies (Article 10(2)
TR) as long as a sustainable alternative is not available. Moreover, the TR, together with the
corresponding delegated acts and the RTS, define the precise scope of the respective
environmental objectives as well as the definition of “substantial” in that regard. The definition
of “significant harm” is laid down in Article 17 TR. For instance, all activities that lead to
significant greenhouse gas emissions are detrimental to the objective “climate change
mitigation”, whereas activities leading to an increased adverse impact on the current climate
and the expected future climate are considered to violate the DNSH criteria for “climate change
adaptation”.

The Taxonomy Regulation has been amended by various delegated acts so far. Apart from
the Climate Delegated Act (C(2021) 2800)) establishing the technical screening criteria for the
environmental objectives “climate change mitigation” and “climate change adaptation”, the
corresponding technical criteria for the remaining environmental objectives will be set forth in
the upcoming “Environmental Delegated Act”. After a controversial political discussion, the
Climate Delegated Act and the Disclosure Delegated Act (C(2021) 4987) of the TR have been
amended by a Complementary Climate Delegated Act (C(2022) 631/3), which classifies certain
gas and nuclear energy activities as transitional activities. In addition, the Disclosure Delegated
Act concretizes the disclosure obligations according to Article 8 TR, which requires increased
transparency in non-financial statements on how and to what extent the undertaking’s activities
are associated with economic activities that qualify as environmentally sustainable under the
TR. If all TR-related criteria are met, the respective activity is called Taxonomy-aligned. If the
activity per se could be eligible under the TR but violates e.g. the technical screening criteria,
the activity may be called Taxonomy-eligible but not Taxonomy-aligned.



In order to enable investors to evaluate the degree of sustainability of a specific non-financial
or financial undertaking, it is crucial to disclose the proportion of economic activities that are
Taxonomy-aligned, only Taxonomy-eligible or neither. Therefore, suitable KPIs have been
introduced measuring the proportion of Taxonomy-aligned economic activities, which we call
“Taxonomy ratios” in the following. The Taxonomy ratio of non-financial undertakings can be
calculated as the proportion of Taxonomy-aligned turnover, capital expenditure or operational
expenditure.

The Taxonomy ratio based on turnover (“Turnover KPI”) has to be calculated as the proportion
of the net turnover derived from products or services associated with Taxonomy-aligned
economic activities (numerator), divided by the net turnover as defined in Article 2, point (5),
of Directive 2013/34/EU (denominator) (C(2021) 4987). The turnover shall cover the revenue
recognised pursuant to International Accounting Standard (IAS) 1, paragraph 82(a), as
adopted by Commission Regulation (EC) 1126/20081. Hence the Turnover KPI (TUKPI;) of
company is defined as the ratio of Taxonomy-aligned turnover (T'4;) of company i in relation to
the total turnover (T;) of company i (equation 1). In the following, the KPIs and their components
are mathematically formalised in order to facilitate the identification and analysis of the factors
driving the respective KPI. This shall complement the verbal elaborations as documented in
the respective annexes to the various regulations.

(1)  TUKPI ==

1

The capital expenditure-based Taxonomy ratio (“CapEx KPI”, CEKPI;) captures investments
in assets or processes that qualify as environmentally sustainable under Articles 3 and 9 TR
or are part of a plan (“CapEx Plan”) to expand Taxonomy-aligned economic activities or to
allow Taxonomy-eligible economic activities to become Taxonomy-aligned in the foreseeable
future for company i (CTA;) (equation 2). The denominator covers the total capital expenditure
of company i (C;), i.e. all additions to tangible and intangible assets during the financial year of
company i (considered before depreciation, amortisation, revaluations and impairments). Any
additions to tangible and intangible assets resulting from business combinations should be
included. For non-financial undertakings applying international financial reporting standards
(IFRS) the respective standards such as IAS 16 (Property, Plant and Equipment), IAS 38
(Intangible Assets), IAS 40 (Investment Property) or IFRS 16 (Leases) have to be considered.

(2)  CEKPI, =<4

4

The KPI related to operating expenditure (“OpEx KPI”) measures the proportion of OpEx
related to assets or processes that qualify as environmentally sustainable under Articles 3 and
9 TR. The denominator shall cover direct non-capitalised costs that relate to research and
development, building renovation measures, short-term leases, maintenance and repair, and
any other direct expenditures relating to the day-to-day servicing of assets of property, plant
and equipment by the undertaking or third party to whom activities are outsourced. Hence,
operating expenses to be included in this KPI are more narrowly defined than under IFRS in
general. In the latter case, they usually include research and development expenses, selling,
general and administrative expenses, and other operating expenses.

However, besides disclosing the overall Taxonomy ratio based on Taxonomy-aligned turnover,
CapEx or OpEx, companies are required to disclose the allocation to the respective
sustainability objectives and fulfilment of the DNSH criteria (table 2). They also have to break
down their business into different economic activities, including a subset of transitional and
enabling economic activities. Moreover, non-financial undertakings have to report the
proportions of Taxonomy-eligible and Taxonomy-non-eligible economic activities.

Table 1: Disclosure of Taxonomy-based turnover shares for non-financial undertakings (example)



Non-financial undertakings Substantial Contribution Criteria (Taxonomy Regulation)
) ) Taxonomy-
Economic Turnover Turnover vtz Gmatiz Waterv g Circular . Biodiversity/ DNSH- Minimum aligned ,,SUbS?‘ » Suk.).set "
Activites (absolute) (relative) CiEnge CiEwER marine Economy fcluten ecosystems criteria safeguards | proportion of GEL UEEHERE]
Mitigation | Adaptation | resources activities" activities"
turnover
A. Taxonomy-
eliigible
activities
Al
Environmentally
sustainable € % % % % % % % Y Y % % %
(Taxonomy-
aligned)
A.2 Taxonomy-
ellglble but not € % YIN YIN NA NA NA
environmentally
sustainable
Total A1+A2 € %
B Tawonomy. | ¢ %
non-eligible
Total A+B € %

Source: C(2021) 4987 final Annex Il Templates for non-financial undertakings

It is important to note the scope of these disclosure obligations. According to 88 TR and the
corresponding Disclosure Delegated Act (C(2021) 4987), any undertaking that carries an
obligation to publish non-financial information pursuant to Article 19a or Article 29a of the
Accounting rules - Directive 2013/34/EU amended by the Non-Financial Reporting Directive
(NFRD, Directive 2014/95/EU) shall include in its non-financial statements or consolidated
non-financial statements information on how and to what extent the undertaking’s activities
gualify as environmentally sustainable under Articles 3 and 9 TR.

These obligations cover so-called “public-interest entities”, which comprise companies listed
on a regulated stock exchange, credit institutions, insurance undertakings and other
undertakings that are of public relevance exceeding on their balance sheet dates the criterion
of an average number of 500 employees during the financial year. “Financial undertaking”
means an undertaking that is subject to the disclosure obligations laid down in Articles 19a and
29a of Directive 2013/34/EU and is an asset manager, a credit institution, an investment firm,
an insurance or a reinsurance undertaking as defined by the respective European regulations.

4. The Green Asset Ratio (GAR)

As the defined KPIs for corporates, such as the proportion of Taxonomy-aligned revenues,
CapEx or OpEx are not meaningful for financial institutions, the TR and the Disclosure
Delegated Act have set forth appropriate KPIs for financial undertakings depending on their
business model (e.g. credit institutions, asset managers, investment firms or insurance
companies). In general, the respective KPI should give the investors an indication of the degree
to which the economic activities of the financial institution are Taxonomy-aligned. The relevant
KPIs have to be reported on a consolidated level, as prescribed in the Capital Requirements
Regulation (CRR (EU) No. 575/2013, Title Il, Chapter 2, Section 2). In the following we
transform the regulatory requirements defining the GAR, especially laid down in the TR, the
Disclosure Delegated Act and the Single Rule Book (figure 1), into mathematical formulas.
This formalised approach facilitates the disaggregation of the GAR along different dimensions,
e.g. counterparties, environmental objectives and financial instruments. The resulting split of
the GAR into various “partial” GARs allows for a detailed analysis of drivers of the GAR and
makes the interdependencies between different components of the GAR more transparent.

4.1 The aggregate Green Asset Ratio
The Green Asset Ratio (GAR) has been established as the corresponding KPI for credit
institutions (C(2021) 4987 final, Annex V) which reflects the proportion of their exposures

related to Taxonomy-aligned assets (“Green Assets”, GA) compared to their total assets
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covered (TAC, equation 3). As the GAR relates to the credit institutions’ main lending and
investment business, the denominator has to cover loans and advances (LN;), debt securities
(DS;), equity holdings (EH;), repossessed collaterals (RC;) and all other covered on-balance-
sheet assets (04;) with index i indicating a specific counterparty i (equation 4).

The aggregate volume of the Taxonomy-aligned (“green”) assets represents the sum of the
Taxonomy-aligned proportions of the respective asset categories (LNrai, DStai, EHrai, RCra;)
(equation 5) financing Taxonomy-aligned economic activities based on the turnover KPI and
the CapEx KPI of the underlying assets.

_ o4
(3)  GAR ==

(4) TAC = Y;LN; +Y,;DS; + ¥;EH; + Y;RC; + Y; 0A;
(5) GA = Y;LNgry; + XiDSrp; + X EHrygi + X RCrya;

The Disclosure Delegated Act stipulates that the figures have to include financial assets at
amortised cost, financial assets at fair value through other comprehensive income, financial
assets designated at fair value through profit and loss, investments in subsidiaries, joint
ventures, and real estate collaterals obtained by taking possession in exchange of cancellation
of debts. However, credit institutions have to disclose not only the aggregate GAR (GARy) for
covered on-balance-sheet assets but also a breakdown by environmental objective “climate
change mitigation” (CM) and “climate change adaptation” (CA) and by type of counterparty
(non-financial undertakings, financial undertakings and retail exposures (figure 2)), which
allows for more detailed insights into the level and structure of Taxonomy-aligned activities.

Financial assets held for trading, derivatives, on-demand interbank loans and exposures to
undertakings that are not obliged to publish non-financial information pursuant to Article 19a
or 29a of Directive 2013/34/EU (NFRD) are excluded from the numerator of the GAR;.
Exposures to central governments, central banks and supranational issuers have to be
excluded both from the calculation of the numerator and the denominator of the GAR, as there
is currently no convincing method available to calculate a Taxonomy-alignment ratio for those
issuers. However, credit institutions have to report the percentage of their total assets that are
excluded from the numerator of the GAR.

Figure 2 illustrates that the total GAR which covers all relevant exposures of the banking book
of the respective credit institution can be split into partial Green Asset Ratios for each group of
counterparties, i.e. non-financial undertakings (NF), retail exposures (RE) and financial
undertakings (FU). The Green Asset Ratio of the trading book (TB) is outside the scope of the
calculation of aggregate GAR due to the temporary nature of trading positions. Nevertheless,
credit institutions have to provide information on their trading portfolio, e.g. regarding their
investment strategies, their Taxonomy-aligned exposures and the management of
environmental risks associated with their portfolio. The disclosure of a GAR for the trading
book has been postponed by the EBA to future versions of the pillar 3 ESG ITS.



Figure 2: The GAR of credit institutions — composition and subcategories
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Investment Firm; AM = Asset Manager; IC = Insurance Company; RLN = Residential Real Estate Loan; HRL = House Renovation Loan; CL = Car Loan; LA = Loans and Advances; DS = Debt Securities; EH = Equity Holdings

Source: Own illustration

Nevertheless, detailed reporting templates have been published by the EBA as part of the pillar
3 ESG ITS, for which table 2 illustrates an example.

Table 2: Green Asset Reporting templates for credit institutions (simplified for stocks of assets)

Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) TOTAL (CCM + CCA)
Proportion of eligible assets funding taxonomy relevant Proportion of eligible assets funding taxonomy relevant Proportion of eligible assets funding taxonomy relevant
sectors sectors sectors Proportion
Of which ustainabl Of which Of which of total
i i assets
GAR % (compared to total covered assets in the Ofwhich o which  |of which Ofwhich o which  [of which Ofwhich {Ofwhich ' ocynich | o ared
P specialised . specialised !
denominator); Disclosure reference date T on transitional  [enabling adaptation  |enabling enabling
Stock lending lending lending daptation

Loans and advances, debt securities and equity
instruments eligible for GAR

Financial

Credit institutions

Other financial corporations

of which investment firms

of which

of which insurance undertakings

Non-financial corporations subject to NFRD

of which loans collateralised by residential
immovable propert

of which building renovation loans

of which motor vehicle loans

Local government financing

Housing financing

Other local financing

Collateral obtained by taking possession: residential
and i

Source: Own illustration based on EBA pillar 3 ESG ITS

A similar template has to be filled out for the change of each relevant balance sheet position,
e.g. the gross carrying amount of new loans and advances during the year prior to the
disclosure reference date. This “flow perspective” gives investors an impression of whether
and how the Taxonomy alignment ratios change over time, i.e. which parts of the business
activities become more sustainable according to which environmental objective.

KPIs for other services of credit institutions

Nevertheless, credit institutions have to disclose further information on the degree of
Taxonomy-aligned revenues, e.g. fees and commission income generated from services
associated with Taxonomy-aligned economic activities. Such services include the issuance or
other services related to third-party securities, the receipt, transmission and execution of trades
on behalf of customers, private banking fees, advisory fees or fees for clearing and settlement
services, custody or payment services. The proportion of Taxonomy-aligned revenues has to
be calculated by applying the respective counterparty-specific Turnover KPI or CapEx KPI.
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Additional disclosure obligations for credit institutions concern the degree of Taxonomy
alignment of off-balance-sheet exposures such as financial guarantees or assets under
management.

4.2 Breakdown of the aggregate Green Asset Ratio

The TAC and the overall proportion of GA can also be expressed as the sum of counterparty-
specific GA and TAC, i.e. non-financial undertakings (NF), retail exposures (RE) and financial
undertakings (FU) (equations 6 and 7). The financial undertakings are further segmented into
asset managers (AM), investment firms (IF), credit institutions (CI) and insurance/reinsurance
companies (IC). Hence equations (8) and (9) follow.

(6) TAC = TACyp + TACgg + TACry

(7)  GA= GAyp+ GAgg + GApy

(8)  TACpy = TACuy + TAC;r + TAC¢; + TAC,c
(9)  GApy = GApy + GAp + GAgp + GAc

The GAR; of credit institutions measuring the aggregate proportion of Taxonomy-aligned
exposures can be further broken down by type of counterparty, i.e. the GAR; of a credit
institution is a function f of the partial Green Asset Ratios for each group of counterparties
(equation 10), i.e. GARyr,GARgg, GARgy, While the GARpy itself is a function g of the partial
GAR of the financial counterparties, i.e. GAR4y, GAR;r, GAR(;, GAR¢ (equation 11).

(10) GART == f(GARNF,' GARRE,GARpu)
(11)  GARpy = g(GARu, GARyr, GARGy, GAR,c)

In the following we look at the different GAR components in more detail to get a better
understanding of the underlying drivers of the total GAR.

4.2.1 GAR for exposures to non-financial undertakings

The GARyp, covering the exposure to mostly corporate clients, together with the GARgg
covering the exposures primarily to private clients, are often the most important components
of a commercial bank. For each counterparty i, a; stands for the Taxonomy-aligned proportions
of loans including advances (LN;); B; stands for the Taxonomy-aligned proportions of total debt
securities (DS;); y; stands for the Taxonomy-aligned proportions of total equity holdings EH;;
and §; stands for the Taxonomy-aligned proportions of repossessed collaterals RC;. The
respective weighing factors are the Turnover KPI and the CapEx KPI, representing
the Taxonomy alignment ratios of the respective counterparty i. Therefore, two versions exist
for each weighting factor, and by extension two versions of the GAR. As the pillar 3 ESG ITS
requires only the turnover-based version of the respective GAR, we define the respective
weighting factors as turnover-based going forward. But it should be noted that a second CapEx
KPI-based version of the GAR exists. Hence the following equations hold for the Taxonomy-
aligned exposures (TA) towards counterparty i.

(12a) LNTAi = Qa;- LNl

(12b) DSr4 = Bi-DS;
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(12c) EHrs = vi'EH;
(12d) RCTAi = 61RCl

Equations (13a) and (13b) show how the overall Green Asset Ratio for non-financial
undertakings (GARyr) can be calculated based on the individual Turnover KPI of the respective
counterparties.

GANF _ XilNyai+XiDSi'fi+ XiEHi'yi+ XiRCi8;

(132) GARNF = faenr = SilNi+ %D+ SiEH; + SiRCi+ T104;

In addition to the total GARy for non-financial undertakings, credit institutions shall disclose
the breakdown by environmental objectives — so far restricted to “climate change mitigation”
(GARypcmy) and “climate change adaptation” (GARyp(ca)), Which sum up to the (GARyp)
(equation 14).

(14) GARNF = GARNF(CM) + GARNF(CA)

As soon as the respective screening parameters have been defined for the other four
environmental objectives according to the TR, the disclosure obligations will be extended to
those as well.

Furthermore, the (GARy) for non-financial undertakings can be spilt into asset-class specific
GAR, i.e. Green Asset Ratios for loans and advances (GAR;,), for debt securities (GARp;),
equity holdings (GARgy) and repossessed collaterals (GARg.). All of them can be further split
along the environmental objectives climate change mitigation and climate change adaptation
(figure 2). In the following we concentrate on the aggregate version of the counterparty-specific
GAR, which covers sustainable exposures pursuant to the TR and the Disclosure Delegated
Act without differentiating along the environmental objectives.

The GAR;, shall cover total loans and advances to non-financial undertakings, recognised
under the accounting categories loans and advances at amortised cost, at fair value through
other comprehensive income and loans and advances not held for trading at fair value through
profit or loss. The GAR;, is defined as the proportion of Taxonomy-aligned loans (LNy,)
aggregated over all counterparty-specific proportions of Taxonomy-aligned loans (LNg,4;) in
relation to the sum of all loans and advances (LN;) (equation 15). The respective proportions
of enabling and transitional activities must also be disclosed.

_ LN7g _ YiLNTy
(15) GAR,, = TNy YN,

For each Taxonomy-aligned loan, one can distinguish between those loans that have a
dedicated known use of proceeds and general-purpose loans whose use of proceeds is not
specified. Depending on the proportion of Taxonomy-aligned uses of proceeds, one can
designate up to 100% of the loan as Taxonomy-aligned, which may be the case for project
funding facilities, for example. If more than one environmental objective is being addressed,
the credit institution has to allocate the loan to the most relevant objective.

The partial GAR for debt securities (GARpg) has to be calculated analogously to the GAR; 4,
which is equivalent to the sum of debt securities financing Taxonomy-aligned economic
activities (DSr,) including transitional and enabling activities in relation to the total debt
securities (DSr) of non-financial undertakings. Depending on the proportion of Taxonomy-
aligned uses of proceeds, one can designate up to 100% of the debt security as Taxonomy-
aligned, which may be the case for bonds issued according to the EU Green Bond standard,
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for example. The figure is based on the gross carrying amount of debt securities at amortised
cost and at fair value through other comprehensive income, and debt securities not held for
trading at fair value through profit or loss (equation 16).

_ DSta _ XYiDSrai
(16) GARps = DSy = xS,

Credit institutions shall also disclose separately the part of the KPI that refers to enabling and
transitional activities. GARps has to be calculated based on the Turnover KPI and the CapEx
KPI as well as in a stock-and-flow version. A breakdown for enabling and transitional activities,
and for specialised lending, has to be reported as well. Depending on the proportion of
Taxonomy-aligned uses of proceeds, one can designate up to 100% of the debt security as
Taxonomy-aligned, which is the case for bonds issued according to the EU Green Bond
standard, for example.

The next partial GAR is the Green Asset Ratio for equity holdings of credit institutions in non-
financial undertakings (GARgy), which reflects the proportion of equity holdings in non-financial
undertakings performing Taxonomy-aligned economic activities (EHr,) compared to total
equity holdings in non-financial undertakings (EHy) (equation 17).

_ EHra _ XYiEHTpi
(17) GARgy = FHe = > EH,

The numerator contains the gross carrying amount of the equity holdings not held for trading,
including financial assets at fair value through other comprehensive income and financial
assets at fair value through profit or loss and investments in subsidiaries, joint ventures and
associates, conducting Taxonomy-eligible economic activities. The proportions are calculated
based on the Turnover KPI and the CapEx KPI. The denominator represents the total gross
carrying amount of the equity holdings in non-financial undertakings. The credit institution has
to disclose the stock-and-flow version of the GARgy as well as a breakdown into enabling and
transitional activities. The partial Green Asset Ratio for repossessed collaterals (GARg() is
defined in the same manner.

The relative proportions of the asset categories can be calculated as follows:

(LN; i DS; (EH; iRC; i OA;
_ XilN;, _ i 1,6_21 l_T_Zl l_0=Zl i

= = = = withli+d+e+o0=1
TACNE' TACNF’ TACNF' TACNr' TACNF tatext

or equally as:

LNy DSt EHp RCr oTr
= d = ;e = = ;0=
TACNF TACNF TACNF TACNF TACNF

l withli+d+e+o0=1

Hence the GARyr can be formulated as a weighted average of asset-class-specific Green
Asset Ratios (equation 18).

(18) GARNF = (GARLA " l) + (GARDS " d) + (GAREH " e) + (GARRC " T')

It can be concluded that the GARr for non-financial undertakings can be segregated along the
various products (equation 18) and the different environmental objectives (equation 14) or
even a combination of both. Both dimensions allow investors to gain a better understanding of
which parts of the business of the reporting credit institution are more or less sustainable in
terms of the TR.
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4.2.2 GAR for retail exposures

The Green Asset Ratio for retail exposures (GARgg) is another important component of the
total Green Asset Ratio of a credit institution. The GARzy considers asset financing for private
households, i.e. residential real estate loans (RLN;), house renovation loans (HRL;), each of
them collateralised by mortgages, and car loans (CL;). In order to be Taxonomy-aligned and
thus qualifying for the GARyg the respective technical screening criteria pursuant to Annex | to
the Climate Delegated Act need to be fulfilled, e.g. building renovations need to reduce primary
energy demand (PED) of at least 30%, or cars need to fulfil very low or zero CO, emission
standards. Other use cases include installation, maintenance and repair of charging stations
for electric vehicles and devices for measuring, regulating and controlling the energy
performance of buildings. The GARgg can then be calculated as the sum of the Taxonomy-
aligned proportions of the respective types of loans (RLNr4;, HRL74;, CLt4;) in relation to the
total retail exposures (equation 19)

GA SiRLNT4; + YiHRLya; + ¥iCLTai
(19) GARpgp = —2E = GARpy = 2-—TALT S TALT Si- TAl
TACRg SiRLN; + ¥;HRL; + ¥; CL;

It should be noted, that the GARyg is applied only to investments relevant for climate change
mitigation and should include disclosures of stock and flow figures and the reporting of
transitional activities. Similar to the GARyr the GARzE can be broken down into its loan-specific
components, i.e. Green Asset Ratios for real estate loans (GARg.y), for housing renovation
loans (GARyg;), and car loans (GAR;). These partial GAR cover exposures recognized under
the accounting categories at amortised cost, at fair value through other comprehensive income
and loans and advances not held for trading at fair value through profit or loss.

The GARg.y is defined as the proportion of Taxonomy-aligned real estate loans (RLNz,) in
relation to the sum of all real estate loans to retail customers (equation 20).

_ XiRLNTy;
(20)  GARpy = SLRIN;

The partial GAR for housing renovation loans GARyg; and for car loans GAR., can be
calculated accordingly(equations 21 and 22).

_ XiHRLTyu;
(21) GARyg, = ST

_ X2iCLra
(22) GAR;, = S

The relative proportions of the asset categories in relation to the total retail exposure are
calculated as follows:

_ XiRLN; , _ Y;HRL; A _ ¥;iCL

Taces ' = Taces 0 € = Tace withr+h+c=1

Hence the GARgy can be formulated as weighted average of asset class specific GAR
(equation 23).

(23) GARRE = (GARRLN " T) + (GARHRL * h) + (GARCL * C)
It can be concluded that the GARy for retail exposures can be segregated along the various
products, which allows investors to gain a deeper insight into the sustainability of the retail

business of a credit institution.
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Without going into further details, it should be mentioned that credit institutions may have to
disclose further partial GAR depending on the materiality of the underlying business segments.
These may include a GAR reflecting the Taxonomy-aligned proportion of loans and advances
financing public housing and other specialised lending to public authorities. Besides, credit
institutions may need to disclose the proportion of Taxonomy-aligned commercial and
residential repossessed real estate collateral compared to total commercial and residential
repossessed real estate collateral. Information has to be provided for the stock of loans as of
the disclosure reference date and the flows of new assets during the disclosure period.

4.2.3 GAR for exposures to financial undertakings

The GARpy can also be considered as the ratio between the cumulative proportion of loans
and advances, debt securities and equity holdings towards financial undertakings GAgy
financing Taxonomy-aligned economic activities (“Green Assets”) and the total loans and
advances, debt securities and equity holdings of financial undertakings TACry; (equation 24).

GApy
TACpy

(24) GARFU =

Furthermore, the GARpy needs to be amended by disclosures on contributions to climate
change mitigation and climate change adaptation, including a breakdown for enabling
activities. For climate change mitigation, the GAR shall also contain a breakdown into
transitional activities and adaptation activities. Information on stock and flow of the exposures
must also be disclosed.

The cumulative sum of green exposures to financial undertakings can be formulated as the
sum of counterparty-specific green exposures for each type of financial undertaking, i.e. asset
managers (GA,y), investment firms (GA;z), credit institutions (GA;), and insurance
companies (GA;¢) (equation 25).

The same applies to the Total Assets Covered for financial undertakings (TACgy), which is the
sum of counterparty-specific exposures covered, i.e. the exposures towards asset managers
(TAC4y), investment firms (TAC;r), other credit institutions (TAC;) and insurance
companies (TAC,¢) (equation 26).

(25) GAFU == GAAM + GAIF + GACI + GAIC

(26) TACFU = TACAM + TACIF + TACCI + TACIC

Therefore, the GARpy can be broken down into its counterparty-specific components, i.e. the
Green Asset Ratios for the business with asset managers (GAR,,,), with investment firms

(GAR;p), other credit institutions (GAR;), and insurance companies (GAR,.) with the following
definitions (equations 27a to 27¢):

_ GAam _ GAlr
(272) GARuy = 1ot (27b) GAR;y = 7ot
_ GAcy _ GAjc
(270) GARgy = o (27d) GARyc = 1o

In order to calculate the Taxonomy-aligned exposures of a credit institution towards other
financial undertakings, the respective exposures need to be weighted against the suitable
counterparty-specific KPI, i.e. the GAR disclosed by this counterparty. Although the detailed
calculation of the GAR or the equivalent KPI of other financial undertakings is outside the scope

14



of this paper, some general remarks are useful to fully understand the GAR for credit
institutions.

If the financial counterparty of the reporting credit institution is an asset manager, the Turnover
KPI and the CapEx KPI, i.e. the reported GARy,,; of this counterparty, will be multiplied by the
gross carrying amount of debt securities, loans and advances and equity holdings of the
reporting credit institution provided to the asset management firm i (in accordance with Annex
Il and IV to (C2021 4987)). The GAR4y; in turn is calculated as the weighted average value of
investments in Taxonomy-aligned economic activities of its investee companies in relation to
the total value of investments.

It has to be taken into account that asset management companies have different types of
investee companies, typically non-financial undertakings and other financial undertakings
which may or may not include other asset management companies. Hence the proportion of
Taxonomy-aligned assets managed by the asset management firm needs to apply Taxonomy
alignment ratios that are published by the respective investees. Asset managers need to
disclose the KPI both on an aggregate level and for each environmental objective separately,
including a subset of transitional and enabling economic activities.

Where the counterparty of the reporting credit institution is an investment firm j, the calculation
of the proportion of Taxonomy-aligned exposures towards that investment firm depends on the
type of investment firm, i.e. investment firms dealing on their own account and other investment
firms. For investment firms dealing on own account, the gross carrying amount of debt
securities, loans and advances and equity holdings shall be weighted by the Turnover- and
CapEx-based Green Asset Ratio (GAR;r;) disclosed by the investment firm j for each
environmental objective. The proportions of transitional and enabling activities have to be
reported as well. Hence, the GAR,r; represents the value of Taxonomy-aligned investments in
relation to the overall investments of investment firm j. For investment firms other than those
dealing on own account, the gross carrying amount of debt and equity exposures has to be
weighted by the proportion of revenues (e.g. fees, commissions) from services to Taxonomy-
aligned economic activities in relation to total revenues (C2021 4987, Annex VII, VIII).

The KPIs to be disclosed by insurance companies differentiate between their investment
activities and their underwriting activities. With regard to investment activities, the Turnover-
based and CapEx-based KPIs, i.e. the respective Green Asset Ratios (GAR;;) have to be
based on the weighted average of those investments (e.g. investments in collective investment
undertakings, participations, loans and mortgages) that are used for funding, or are associated
with Taxonomy-aligned economic activities (in accordance with Annexes X and Xl to C2021
4987). Insurance and reinsurance undertakings other than life insurance undertakings have to
calculate the KPI related to underwriting activities as the proportion of revenues corresponding
to Taxonomy-aligned insurance or reinsurance activities (in accordance with points 10.1. and
10.2. of Annex Il to the Climate Delegated Act) in relation to the total revenues generated by
those services. These include revenues from e.g. medical expense insurance, income
protection insurance, workers' compensation insurance, motor vehicle liability insurance or fire
and other damage to property insurance. The disclosures shall be broken down by
environmental objective as well.

If the counterparty is another credit institution, the total GAR to be disclosed by the respective
credit institution k (GAR¢;) has to be applied (in accordance with Annex V to C2021 4987).
The GAR, shall reflect the cumulative value of all environmentally sustainable exposures to
non-financial undertakings, financial undertakings and retail exposures in relation to the total
on-balance-sheet assets (excluding exposures referred to in Article 7(1)). Taxonomy-aligned
proportions of loans to local governments for house financing and other specialised lending as
well as commercial and residential repossessed real estate collateral held for sale are also
included in the numerator of GAR.. The percentage of assets that are excluded from the
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numerator of the GAR;;, has to be reported as well (in accordance with Article 7(2) and (3) and
Section 1.1.2 of Annex V of C2021 4987).

We now demonstrate how the exposures of a credit institution towards financial undertakings
can be disaggregated, in order to enhance the transparency of the structure and different
components of the Green Asset Ratio of financial undertakings.

We define GAuyi, GAipj, GAcik, GAjcp as the Taxonomy-aligned exposures of asset
management firm i, investment firm j, and credit institution k and TACyp;, TACrj, TACcy, TAC ¢k
as the corresponding counterparty-specific total assets covered. The following equations 28a
to 28d then apply as the counterparty-specific green assets can be further broken down into
their individual exposures towards an individual counterparty.

(28a) GAxy = Xi GApmi TACym = Xi TACu;

(28b) GAr =X GArr; TAC;y = ¥, TACi;

(28c) GA¢r = Xk GAcuk TACc; = L TACcik

(28d) GAjc = X1 GAjcr TAC;c = Xk TAC ¢k

GApy and TACyy can be formulated as follows (equations 29 and 30):

(29)  GApy = X GAuyi + X GApj + Xk GAci + 21 GAj

(80) TACpy = XiTACum; + XjTACFj + X TACcy + X, TAC ¢y

The following definitions (equations 31a to 31d) hold, as the counterparty-specific GAR 4y,

GARfj, GARc, GAR, ¢, have to be disclosed by the respective financial undertakings according

to the Taxonomy Regulation and the Disclosure Delegated Act. The Taxonomy-aligned
counterparty-specific exposures are defined as the sum of the financial exposures covered,
e.g. the loans and advances granted to asset management firm i (LNjyi, DSami» EHami)
multiplied by the counterparty-specific KPI disclosed by asset management firm i (GARu;)-

(31a) GAami = (LNayi + DSami + EHpyi) - GARu;

(31b) GAIFj = (LNIF] + DSIFj + EHIF]) - GARIF]

(31c) GAck = (LNgik + DScix + EHepr) * GARcyy,

(31d) GAjcy = (LNycy + DSjer + EHjcr) - GARyy

The GAR per group of counterparties, i.e. for all asset managers, investment firms, credit
institutions and insurance companies, can also be calculated. For instance, the GAR4y
covering all exposures to asset management companies is equivalent to the weighted average
sum of the counterparty-specific Green Asset Ratio disclosed by asset management firm i
(GAR4y)- The weighting factors represent the proportion of the total exposure towards asset
management company i (TAC,y;) in relation to the cumulative exposures to all asset

management counterparties (TAC4y) (equations 32a to 32d).

Similarly, the GAR for exposures towards investment firms represents the weighted average
sum of the counterparty-specific GAR,r;, while the weighting factor reflects the proportion of
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the total exposure towards investment firm j (TAC;g;) in relation to the total exposure to all
investment firms (TAC;z). The analogue methodology is applied to the counterparty-specific
GAR for the group of credit institutions GAR;; and insurance/reinsurance companies GAR.

(32a) GAR,y =Y GAR .y, - @ with a; = TACami
TAC Ay
. TAC;F
(32b) GARip = X; GARr; - B with ; = 7
(32c) GAR¢; = X GARcyy * Vi with y, = TACcrk
TACG
(32d) GARyc =i GARc; - 6y with &, = 2Ascn
TACc

The relative proportions of Taxonomy-aligned assets of the respective group of counterparties
(asset managers, investment firms, credit institutions, insurance/reinsurance companies) in
relation to the cumulative value of green assets of all financial undertakings can be defined as
follows (equations 33a to 33d).

GAfpy

GAfpy

GAgi

GAjc
GAfpy

GAfpy

(33a) am = (33b) if = (33c) ci= (33d) ic =

With am+if +ci+ic=1

Similarly, the relative proportions of total assets of the respective group of counterparties in
relation to the cumulative value of total assets of all financial undertakings can be defined as
follows (equations 34a to 34d).

TACam
TAC

TACir
TAC

TAC:;
TAC

_ TACi

(34d) i= T

(34a) a= (34b) f = (34c) ¢ =

With a+f+c+i=1

Based on these calculations, the GAR covering all financial undertakings as counterparties
GARgy is equivalent to the weighted sum of counterparty-specific Green Asset Ratios. The
weighting factors represent the relative proportion of counterparty-specific total assets in
relation to the total assets invested in financial undertakings (equation 35).

(35) GARFU = GARAM a+ GARIF " f + GARCI' Cc+ GARIS " l

Like the Green Asset Ratios for non-financial undertakings and for retail exposures, the GARgy
for financial undertakings needs to provide separate disclosures for the environmental
objectives climate change mitigation and climate change adaptation, with a breakdown for
enabling activities. For climate change mitigation, the GAR shall also contain disclosures of
transitional activities and adaptation activities. For each environmental objective, credit
institutions have to give information on the respective stock of assets as of the respective
reporting date and the respective change of assets during the reference period (flow
perspective).

Finally, it should be noted that the total Green Asset Ratio of a credit institution (GAR;) can be
formulated as the weighted sum of the partial Green Asset Ratios towards non-financial
undertakings (GARyr), retail exposures (GARgz) and financial undertakings (GARgy ), whereby
the weighting factors represent the respective counterparty-specific exposures in relation to
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the overall exposures of the reporting credit institution. It should be noted that only on-balance-
sheet exposures are taken into account, with the exclusion of some exposures, e.g. from
derivatives, central banks and other sovereign institutions (equation 36).

TACNF
TAC

TACRE
TAC

_TACpy

(36) GART = (GARNF - TAC )

) + (GARRE *

) + (GARpy

4.3 Discussion of the Green Asset Ratio

Various regulatory initiatives in the EU aim to improve transparency in relation to the
sustainability of economic activities. This concerns the alignment of financial products with
sustainability objectives as well as the extent to which the business activities of non-financial
or financial undertaking are sustainable. Therefore, specific KPIs have been defined that need
to be disclosed on a regular basis by undertakings to allow stakeholders, such as investors,
rating agencies or the general public, to understand the level and development of the
sustainability of the respective activities. For credit institutions, the Green Asset Ratio has been
established as a KPI for measuring the proportion of Taxonomy-aligned on-balance-sheet
exposures in relation to its total exposure. Credit institutions are expected to report not only
one aggregated GAR, but also disaggregated figures differentiating between environmental
objectives and type of counterparty. Hence stakeholders will obtain detailed information on
which business activities show a relatively high or low degree of sustainability and how these
figures develop over time. However, the complex design of the disclosure obligations will
create significant additional costs of collecting, evaluating and reporting sustainability data for
financial and non-financial undertakings.

On the other hand, one needs to take into account some limitations and weaknesses of the
GAR in its current version. Firstly, the scope of the GAR for credit institutions is somewhat
limited. For instance, so far it only covers non-financial and financial undertakings that are
subject to the NFRD. Furthermore, it should be noted that the GAR per definition relates solely
to on-balance-sheet exposures. Hence KPIs for off-balance-sheet activities, e.g. generating
fee and commissions income, need to be considered together with the GAR in order to get a
more complete picture of the sustainability profile of a credit institution. Furthermore, the GAR
is based on the precise definition of sustainability pursuant to the TR and the related delegated
acts. This means that so far only the two environmental objectives “climate change mitigation”
and “climate change adaptation” are covered. Conversely, other environmental objectives are
so far not included, and the same applies to the social and governance dimensions of ESG.
This will change in the foreseeable future, once the Environmental Delegated Act and the
Social Taxonomy have been adopted.

5. Conclusions

In summary, it can be said that the detailed reporting requirements provide manifold insights
into the degree of Taxonomy-aligned activities of credit institutions. The breakdown of the total
GAR by type of counterparty, environmental objective and type of asset allows stakeholders
to conduct an analysis of the sustainability of the particular credit institution along different
dimensions. This information, which has been so far not available for most credit institutions,
may also initiate discussions between management and shareholders or other stakeholders
regarding the future sustainability strategy of credit institutions. The enhanced disclosure
requirements could also boost the importance of non-financial performance indicators in
general, for instance if sustainability ratings attain a level of importance comparable to credit
ratings. Furthermore, credit institutions will face the challenge of integrating the GAR and its
drivers into their credit decision and controlling processes.
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