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Where ESG Matters for Bank Ratings

Fitch Ratings’ Environmental, Social and Governance Relevance Scores (ESG.RS) communicate how
ESG factors affect our credit ratings. The ESG.RS consider 14 general ESG issues for banks
expressed on a ‘1’ to ‘5’ scale, with ‘1’ indicating irrelevance and ‘5’ being highly relevant for the
rating. An elevated ESG.RS of ‘4’ or ‘5’ can be positive or negative to a rating decision, although most
assigned scores reflect a negative impact.

At end-2021, Fitch had assigned ESG.RS to 950 rated banks and ESG impacts were either minimal
or irrelevant to credit ratings for 83% of these. This report provides examples of banks that have
been assigned elevated ESG.RS and describes how ESG issues are affecting their ratings.

Governance Issues Dominate: Governance is by far the single most important ESG factor inratings
assigned by Fitch to banks. All banks need to actively manage their governance risks and the
minimum ESG.RS for all governance issues is ‘3, highlighting that governance issues are, at the very
least, relevant to all bank ratings, albeit with a low impact. However, 14% of rated banks at end-
2021 had at least one elevated governance score, indicating that governance concerns are credit
relevant and have a negative impact on the credit ratings of these banks.

Environmental Issues Likely to Increase: Environmental issues do not currently affect global bank
ratings, but there may be a growing number of elevated environmental ESG.RS assigned to banks
over time. This is especially true for banks operating in countries where transition pathways
towards low-carbon economies are shorter or inregions more exposed to extreme weather events
linked to climate change.

As regulators force more disclosure around these issues and some introduce the requirement for
exposures to be reported in line with science-based environmental taxonomy classifications, we
anticipate that banks will need to step up their ability to manage environmental risks. This could
trigger changes to strategy, business models and mitigation policies, all of which could result in
credit impacts, reflected in higher environmental scores.

Efforts to require banks to report on green asset ratios could ultimately lead to greater capital
charges for banks. Should this be the case, we may start to see more elevated environmental scores
if Fitch believes that capital adequacy headroom has become strained.

Low Social Impact: The impact of social issues on bank credit ratings is still very low - less than 2%
of global bank ratings are affected by social considerations. However, Fitch notes some positive
social impacts feeding through to ratings and include some examples in this report.
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ESGRelevance Scores

Relevant Relevant Material
Score tosector toissuer torating Description

Yes Yes

Key Rating Highly relevant to the rating. AKey Rating Driver that has a high

Driver impact on therating onan individual basis.
4 Yes Yes Rating Moderately relevant to the rating. Not a Key Rating Driver by itself,but
Driver has a moderate impact on therating in combination with other factors.
8 Yes Yes Minimal  Minimally relevant to the rating. Either has a very low impactor is
actively managed in a way that resultsinnoimpact onthe rating.
2 Yes No No Irrelevant to the entity but relevantto the sector.

-No No No

Source: Fitch Ratings

Irrelevant to the entity andirrelevantto the sector.
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Examples of Governance Impact on Credit Ratings

Credit Suisse Group AG (A-/Negative)

Credit Suisse Group AG has an ESG.RS of ‘4’ for ‘Governance Structure’ asthe group’s governance
issues are a contributor to the Negative Outlook. This has a negative impact on the credit profile
and is relevant to credit ratings. Severe weaknesses in risk controls identified in an independent
report published in 3Q21 have started to be addressed and further investments in risk-
management structure are being made, but analysts consider that risk-governance weaknesses and
shortcomings are appropriately reflected inan elevated governance score.

Vietnam Joint Stock Commercial Bank for Industry and Trade (BB-/Positive)

Vietnam Joint Stock Commercial Bank for Industry and Trade (Vietinbank) is one of the four large
state-owned commercial banks in Vietnam, with 64% of its listed shares owned by State Bank of
Vietnam. Vietinbank has an ESG.RS of ‘4’ for ‘Governance Structure’ due to the significant influence
of the state on the bank’s strategic objectives and a potential lack of effective independent board
oversight that could weaken the protection of creditor and stakeholder rights. This has a negative
impact on the credit profile, and is relevant to the ratings in conjunction with other factors.
Vietinbank also has an ESG.RS of ‘4’ for ‘Financial Transparency’ due to the quality and accuracy of
financial reporting standards in Vietnam. Fitch believes loan classification standards among
Vietnamese banks are not consistently applied, leading to systematic understating of non-
performing assets. A lack of transparency can increase uncertainty and investment risks for
investors and weigh on an issuer’s ratings.

Wells Fargo & Co. (A+/Negative)

The ratings of Wells Fargo & Co. (WFC) are affected by Fitch’s assessment of the US bank’s progress
in remediating and exiting various regulatory consent orders. WFC and its rated subsidiaries have
an ESG.RS of ‘4 for ‘Management Strategy’ due to the process of remediating various risk control
issues and responding to regulatory findings, which has a negative impact on the credit profile and
is relevant to the ratings in conjunction with other factors. WFC and its rated subsidiaries also have
an ESG.RS of ‘4" for ‘Governance Structure’ to reflect the risk control and governance issues that
remain outstanding and have yet to be fully addressed.

Bulgarian Development Bank AD (BBB/Positive)

Bulgarian Development Bank AD (BDB), which is wholly owned by the Bulgarian state, faces
increased governance risks related to some of its largest exposures. An inquiry was initiated in mid-
2021 by the Ministry of Economy to assess whether underwriting standards applicable to certain
loans comply with the bank’s development mandate. BDB has an ESG.RS of ‘4’ for ‘Governance
Structure’ toreflect these heightened compliance risks. Fitch believes confirmation of interference
in the bank’s development-oriented policies could result in a weakening of its policy role and the
state’s propensity to support the bank, in case of failure. This could have a moderately negative
impact on the bank’s credit profile and is relevant to the rating in conjunction with other factors.
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Caixa Economica Federal (BB-/Negative)

Caixa Economica Federal (CEF), Brazil’s third-largest bank by assets, performs a policy role in
implementing government policies in the retail mortgage market. CEF is wholly owned by the
federal government and Fitch believes that anincrease of government influence on its management
and strategy could negatively affect creditors’ rights given the government’s proven ability to
influence the policies of the banks it controls. This has a moderately negative impact on CEF’s
ratings in conjunction with other factors, reflected in an ESG.RS of ‘4’ for ‘Governance Structure’.
CEF also has an ESG.RS of ‘4[+]' for ‘Community Relations, Social Access, Affordability’ (a Social
issue) as its public-sector ownership supports its ability to attract low-cost retail deposits, while its
policy role ensures it retains a dominant position in the low-income retail mortgage market. These
factors considerably boost CEF’s franchise, strengthen its credit profile and have a moderately
positive impact on its ratings in conjunction with other factors.

ESG Relevance Scores - Governancelssues Assessed
Governance (G)

General issues Sector-specific issues Reference

Management & Business Profile

Strategy

Operational implementation of strategy.

Governance Structure Board independence and effectiveness, Business Profile
ownership concentration; protection of

creditor/stakeholder rights, legal/compliance

risks, business continuity, key personrisk, and

related-party transactions.

Group Structure Organisational structure, appropriateness Business Profile
relative to business model, opacity, intra-group

dynamics and ownership.

Financial Business Profile

Transparency

Quality and timing of financial reporting, and
auditing process.

Source: Fitch Ratings
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Examples of Social Impact on Credit Ratings

The ratings of banks are rarely affected by social issues, something which is more prevalent among
non-bank financial institutions potentially subject to lighter regulation or operating in sectors which
can attract more political and public scrutiny. However, there has been a growing number of cases
where analysts have identified ‘Human Rights, Community Relations, Access & Affordability’ and
‘Exposure to Social Impacts’ asissues that have a positive influence on banks’ credit ratings. Positive
impacts arising from social lending policies, for example, can support banks’ franchises, which feeds
through to the ratings.

Freddie Mac and Fannie Mae (both ‘AAA’/Negative)

Freddie Mac and Fannie May are US government-sponsored entities (GSEs) that play a core role in
the country’s housing finance market. Both have an ESG.RS of ‘4[+]' for ‘Human Rights, Community
Relations, Access & Affordability’ because their public policy missions of providing liquidity, stability
and affordability to the US housing markets are key ratings drivers and make up a big part of the
rationale for equalising their ratings with those of the US sovereign.

Other US GSEs with similar positive ESG.RS are Farm Credit System (AAA/Negative), AgFirst Farm
Credit Bank; Agribank, FCB; CoBank, ACB; and Farm Credit Bank of Texas (all AA-/Stable) to
reflect the extent to which farm lending in the US, which Fitch views as a key social service, is
supported by these entities and for which they would likely receive sovereign support. The
likelihood of this support has a positive influence on the issuers’ credit profiles.

BNGBankN.V.(AAA/Stable)

BNG Bank N.V. is the larger of the two Dutch policy banks. It has a clear, strategic and long-
established role to provide banking services and financing to public authorities. BNG has an ESG.RS
of ‘4[+]' for ‘Human Rights, Community Relations, Access & Affordability’ as Fitch believes the bank
fulfils a critical role in financing housing associations atlow cost and therefore contributes at the
implementation of state social policy to improve affordability for underserved communities to the
Dutch housing market. This factor has a moderately positive impact on our assessment of a high
likelihood of support from the Dutch state, in conjunction with other factors.

Triodos Bank N.V. (BBB/Stable)

Triodos Bank N.V. is a Dutch bank that focuses on financing social, environmental and cultural
change. It has expanded its sustainable mortgage loan book and the bank has longstanding expertise
infinancing projects in renewable energy, healthcare, sustainable commercial real estate and social
housing. The bank’s distinct client proposition in lending and assetmanagement hasallowed Triodos
to largely avoid competing on price and has helped it build a stable and granular funding base.
Triodos has an ESG.RS of ‘4[+] for ‘Exposure to Social Impacts’ reflecting the moderately positive
impact on the bank’s business profile, and rating, arising from its long-term focus on sustainability
and social-related financing and investing.
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Fondo MiviviendaS.A. (BBB/Stable)

Fondo Mivivienda S.A. in Peru is to the US GSEs and also has an ESG.RS of ‘4[+] for ‘Human Rights,
Community Relations, Access & Affordability’. Mivivienda is a government-owned bank that
performs a key role in supporting government policies to ensure low-income individuals have access
to low-cost housing. This social positioning has a moderately positive impact onits credit profile, in
conjunction with other factors.

Bancode DesarrolloRural, S.A. (BB-/Stable)

Banco de Desarrollo Rural, S.A. (Banrural) has an ESG.RS of ‘4[+]' for ‘Human Rights, Community
Relations, Access & Affordability’ reflecting a moderately positive impact on the bank’s franchise
arising from its focus on the provision of services for underbanked and underserved communities in
Guatemala. Banrural’s lending is heavily weighted towards the retail sector, SMEs and microfinance
sectors, which together represented about two-thirds of loans, and the bank has leading positions
in microfinance lending, SME finance and consumer credit. The bank’s focus on community finance
is a strong differentiating factor, which supports its franchise and credit rating.

ESG Relevance Scores - Social Issues Assessed
Social (S)

General issues Sector-specific issues Reference
Human Rights, Community n.a. n.a.
Relations, Access &

Affordability

Customer Welfare - Fair ~ Fair lending practices, pricing

Messaging, Privacy & Data transparency, repossessions/

Security foreclosure/collection practices,
consumer data protection, legal/
regulatory fines stemming from any of the
above.

Operating Environment, Risk Profile,
Asset Quality

Labour Relations & Impact of labour negotiations, including  Business Profile, Earnings &

Practices board/employee compensation and Profitability, Capitalisation &
composition. Leverage, Funding
Employee Wellbeing n.a. n.a.

Exposure to Social Impacts Shift in social or consumer preferences as Business Profile, Earnings &
aresult of an institution’s social positions, Profitability
or social and/or political disapproval of
core activities.

Source: Fitch Ratings
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Examples of Environmental Impact on CreditRatings

Exposure to environmental risks is currently not a material rating driver for rated banks but
management of environmental issues is becoming increasingly important as stakeholders and
regulators focus more on evaluating and understanding climate change risks. Banks are dedicating
increased resources to boost in-house knowledge of environmental issues, embed climate change
into risk management systems and gather relevant data.

Banks’ fairly well-diversified loan and investment portfolios, plus such mitigating factors as
insurance cover, mean that physical risks from climate change associated with extreme weather
events are generally not sufficient to have a material impact on a bank’s rating. As regulation around
balance-sheet greening evolves, banks will face increased transitional risks from climate change,
which may require business model and other adjustments. Regulatory timetables and prudential
requirements vary across region and it may be that transition risk impacts fall well beyond the much
shorter three- to five-year horizons captured by Fitch’s credit ratings.

Nevertheless, there are isolated instances where environmental issues have affected bank ratings
and analysts have adopted a portfolio approach, assigning non-standard ESG.RS for ‘Exposure to
Environmental Risks’ to some banks. This is the case for banks operating in geographies more
exposed to extreme weather events. For example, Kenyan banks are scored ‘3’ for this factor
because the performance of farming loans, which are material for Kenyan banks, is vulnerable to
locust plagues, affected by extreme environmental conditions.
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ESG Relevance Scores - Environmental Issues Assessed
Environmental

General issues Sector-specific issues Reference

GHG Emissions & Air
Quality

Regulatory risks, emissions fines or
compliance costs related to owned
equipment, which could affect asset demand
and profitability.

Operating Environment

Energy Management Investmentsin or ownership of assetswith  Risk Profile
below-average energy/fuel efficiency, which
could reduce future valuation of these assets.
Water & Wastewater n.a. n.a.
Management
Waste & Hazardous n.a. n.a.

Materials Management,
Ecological Impacts

Exposure to Environmental Impact of extreme weather events on assets

Impacts and/or operations and corresponding risk
appetite and management, catastropherisk,
credit concentrations.

Business Profile, Asset Quality

Source: Fitch Ratings
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DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations and disclaimers by following this link: https://www:.fitchratings.com/understandingcreditratings. In addition, the following
https://www.fitchratings.com/rating-definitions-document details Fitch’s rating definitions for each rating scale and rating categories, including definitions relating to default. Published ratings, criteria, and methodologies are available from
this site at all times. Fitch’s code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other relevant policies and procedures are also available from the Code of Conduct section of this site. Directors and shareholders’
relevantinterests are available at https://www.fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to the rated entity or its related third parties. Details of permissible or ancillary service(s) for
which the lead analyst is based in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be found on the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratingsand in making other reports (including forecast information), Fitch relies on factual information it receivesfrom issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied
upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch'’s factual investigation and the scope of the third-party
verification it obtains will vary depending onthe nature of the rated security and its issuer, the requirementsand practicesin thejurisdiction in which the rated security is offered andsold and/or theissuer is located, the availability and nature of relevant public inform ation, access to the management of
the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party
verification sources withrespect to the particular security orin the particularjurisdiction of the issuer, and avariety of other factors. Users of Fitch's ratings and reports should understand that neither anenhanced factual investigationnor any third-party verification canensure that all of the information
Fitch relies on in connection witha rating ora report will be accurate and complete. Ultimately, theissuer and itsadvisers areresponsible for theaccuracy of the information they provide toFitch and to the market in offering documentsand other reports. In issuing its ratings and its reports, Fitch mugt
rely on the work of experts, induding independent auditors with respect tofinancial statements and attorneys with respectto legal and tax matters. Further, ratingsand forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about futue
events that by their nature cannot be verified asfacts. As aresult, despite any verificationof current facts, ratings and forecasts can be affected by future events or conditions that were not anticipatedat the time arating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitchdoes not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch ratingis an opinion as to the creditworthines of a
security. This opinion and reports made by Fitch are based on established criteriaand methodologies that Fitchis continuously evaluating and updating. Therefore, ratings andreports are the collective work product of Fitchand no individual, or group of individuals, is solely responsible for aratiga a
report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report wereinvolved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and itsagents in connection with the sale of the
securities. Ratings may be changed or withdrawnat any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not arecommendationto buy, sell, or hold any security. Ratingsdo not comment on the adequacy of market price, the suitability of
any security for aparticular investor, or the tax-exempt nature or taxability of paymentsmade inrespect toany seaurity. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwritersfor rating securities. Suchfeesgenerally vary from US$1,000to US$ 750,000 (or the applicabe
currency equivalent) per issue. In certaincases, Fitch will rate all or anumber of issues issued by a particular issuer, orinsured or guaranteedby a particularinsurer or guarantor, for a single annual fee.Suchfeesare expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalert)
The assignment, publication, or dissemination of arating by Fitch shall not constitute aconsent by Fitch to use itsname asan expertinconnectionwith any registration statement filed under the United Statessecurities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, o the
securities laws of any particularjurisdiction. Dueto the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up tothree daysearlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financid services license (AFSlicense no. 337 123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be usd by
persons who are retail clients within the meaning of the Corporations Act 2001.

Fitch Ratings, Inc. is registered withthe U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO’scredit rating subsidiaries are listed on Item 3 of Form NRSROand as suchare authorized toissue credit ratings on
behalf of the NRSRO (see https://www fitchratingscom/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratingsissued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may participate
in determining credit ratings issued by oron behalf of the NRSRO.
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