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Foreword

ISO (the International Organization for Standardization) is a worldwide federation of national standards
bodies (ISO member bodies). The work of preparing International Standards is normally carried out
through ISO technical committees. Each member body interested in a subject for which a technical
committee has been established has the right to be represented on that committee. International
organizations, governmental and non-governmental, in liaison with ISO, also take part in the work.
ISO collaborates closely with the International Electrotechnical Commission (IEC) on all matters of
electrotechnical standardization.
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Introduction

Addressing global environmental and social challenges, and supporting sustainability, including
tackling climate change, cannot be reached without the support of the financial sector. In understanding
and developing an alignment of interest in tackling these challenges, organizations can contribute
toward positive environmental and social outcomes, improve governance, address externalities from
owned and financed assets, mitigate risk, realize opportunity and drive value. Transparent assessment,
management and reporting across all dimensions of sustainability can offer confidence and reassurance
to key stakeholders.
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htions and activities, to help achieve these mutually beneficial outcomes.

TSaTtZa

term “sustainable finance” has not been defined in this document, enabling o1
bvelop their own approach to the integration of sustainability into operations an|
bver, this document does provide guidance on how key sustainability principles, inc}
ed to environmental, social and governance factors, can be integrated at‘the organiz

nability into

'ganizations
d activities.
uding those
htional level

operations and core business strategy. It can support in mitigating)risk, realizing
driving value. It is designed to be complementary to, and can beZimplemented alo

bsses within an overarching framework. Components of the/ramework will already

docujment will support in adapting or enhancing these components, so that integration of s
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align
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Sust{
align
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guid

re effective, efficient and consistent. This document\is designed to demonstrate or
ment with wider environmental and social goals such as the appropriate elements
ns Framework Convention on Climate Changg’s Paris Agreement[33] and the Uni
ninable Development Goals[34], Some elements\of this document can also support or
ment with the Task Force for Climate-related Finance Disclosures[31], and other i
tives and conventions as appropriate.

(
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ugh this document is designed primarily for application by organizations, the pr
hince can also be applied at the preduct and service level across a range of markets and

including within debt, equity, risk transfer, blended products and other financial services.
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bmentation of the principlesiand guidance will require interfacing with a number of or
[rtments, roles and stakeholders. This document can be used by personnel within an
those supporting and advising an organization. Typically, these roles would be assq
hging and promotigiof organizational sustainability performance. However, successfu
stainability is supported by engagement with many internal and external stakeholder]
ot limited tosthese responsible for:

fulfilling€iduciary responsibilities;

q

ettingand monitoring progress against strategic goals;

ppportunity
gside, other

jinability initiatives and requirements. This document is based.on application of prjnciples and

ist, at least

rt, within the organization. However, application of the principles and guidance proyided in this

stainability
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hternational
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banizational
rganization
ciated with
integration
s, including,

business development including developing new products, services and partnerships;
ensuring compliance;

approving investments and capital allocation;

monitoring investment portfolios;

training and capacity building;

mapping and analysing sustainability performance;

engagement with, and reporting to, stakeholders.
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The document has been designed so that an organization can apply the principles and guidance to
the extent applicable, given the organization’s scale, activities, geographical presence and ambition.
Organizations at different stages of integration of sustainability can apply all or parts of the principles
and guidance, depending on existing components and degree of operational capability and capacity.

The document is designed around promoting transparency, so that the organization’s stakeholders can
consider progress and performance.

Assurance of reported operational performance, whether internal or external, can provide additional
trust and confidence to stakeholders and is strongly encouraged.

Organizatiopsusing thisdocument will he able to demonstrate :ﬂignmpnf with sustainability princ p]es)

guidance and practices, and internal governance provided in this document through their_acfions,
including stakeholder engagement, reporting and disclosures.

Continual inpprovement is a core aspect of the principles and guidance. The progression towards greater
sustainabilify requires ongoing improvement of operational performance and progress to re]ated
sustainable [outcomes. Therefore, an organization should ensure it is using relevant good pragtice,
leading methods and approaches as appropriate.

Key documgdnts and outputs from implementation of the principles and guidane€ include:
— asustainability statement or sustainability policy;

— development of strategic goals on material sustainability issues;

— development of suitable metrics and associated key performance indicators;

— executiye and governing body accountability for sustainability matters;

— executiye compensation aligned with sustainabilityxperformance and outcomes;
— asysteratic review of existing organizational processes and resources;

— astakeholder engagement plan;

— alist orfregister of material sustainability impacts;

— benchmarking, peer review and gap analysis;

— atransifion plan;

— astratepic implementation plan;

— scenarip analysis, risk impact assessment and mitigation plan;

— public reporting showing material sustainability impacts and relevant progress, performanc¢ and
outcomes;

— external assurance.

Additional resources are available on the website of ISO/TC 322 to support users in the application of
the principles and practices provided in this document, see: https://committee.iso.org/home/tc322.
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Sustainable finance — Guidance on the application of
sustainability principles for organizations in the financial
sector

1 Scope

This
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Terms and definitions

iples, practices and terminology for financing activities.
lresses what is material from the perspective of the organization and of its stakeholdd

document is applicable to all organizations active in the financial sectorfincluding, bu
rect lenders and investors, asset managers and service providers.

cial sector such as providers or recipients of sustainable finance, governmental orj

ators, and supervisory and control bodies.

e are no normative references in this document.

he purposes of this document, thefollowing terms and definitions apply.
nd IEC maintain terminology databases for use in standardization at the following adc

SO Online browsing platferm: available at https://www.iso.org/obp

EC Electropedia: avdilable at https://www.electropedia.org/

hinability
of the global system, including environmental, social and economic aspects, in whig
e presenfare met without compromising the ability of future generations to meet theij

RCE; ISO Guide 82:2019, 3.1, modified — Notes to entry deleted.]

document gives guidance to organizations on the application of overarching 51llstainability

I'S.

[ not limited

hrties in the
ganizations,

c and private sector institutions, business entities, industry associations, finanjcial market

iresses:

h the needs
own needs

3.2

material sustainability impact
impact (3.7) identified either by the organization (3.3) or by the organization’s stakeholders (3.15) as
material, either to the financial performance of that organization, or to the organization’s impact on
sustainability (3.1)

3.3
orga

nization

person or group of people that has its own functions with responsibilities (3.10), authorities and
relationships to achieve its objectives (3.4)

[SOURCE: ISO 37301:2021, 3.1, modified — Notes to entry deleted.]
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3.4
objective
result to be achieved

[SOURCE: ISO 37301:2021, 3.6, modified — Notes to entry deleted.]

3.5

strategic plan

document identifying goals and objectives (3.4) to be pursued by an organization (3.3) over a long-term
period in support of its mission and being consistent with its values

[SOURCE: 1SQ24516-3:2017 3 25]

3.6
transformdtional change
activity restilting from a shift in organizational expectation, awareness or purpose, which result$ in a
profoundly different organizational culture, governance, structure, performance and outcomes

3.7
impact
past, current or future change, outcome, effect or influence, whether adverse orbeneficial

3.8
governance of organizations
human-basqd system by which an organization (3.3) is directed,»overseen and held accountable for
achieving it$ defined purpose

[SOURCE: IS0 37000:2021, 3.1.1]

3.9
fiduciary re¢sponsibility
requirement of fiduciaries to act in the best long-téxm interests of their clients and beneficiaries

Note 1 to enffry: Fundamental fiduciary responsibilities include duty of loyalty and duty of care, to consider all
value and risk drivers including environmental, social and governance factors.

3.10
responsibility
obligation t¢ act and take decisions to achieve intended outcomes

Note 1 to entfy: See also accountability (3.13).

[SOURCE: I$O/IEC 38500:2015, 2.22, modified — “intended” replaced “required” in the definjtion.
Note 1 to enftry added.]

3.11
top manag¢meént
person or gitoup of people who directs and controls an organization (3.3) at the highest level

Note 1 to entry: Top management has the power to delegate authority and provide resources within the
organization.

[SOURCE: ISO 37301:2021, 3.3, modified — Notes 2 and 3 to entry deleted.]

3.12
governing body
person or group of people who have ultimate accountability (3.13) for the whole organization (3.3)

Note 1 to entry: Every organizational entity has one governing body, whether or not it is explicitly established.

When the organization is not an organizational entity, the term governing group is applicable where “governing
body” is used throughout this document.

2 © IS0 2022 - All rights reserved
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Note 2 to entry: A governing body can be explicitly established in a number of formats including, but not limited
to, a board of directors, supervisory board, sole director, joint and several directors, or trustees.

Note 3 to entry: ISO management system standards make reference to the term “top management” (3.11) to
describe a role that, depending on the standard and organizational context, reports to, and is held accountable
by, the governing body.

[SOURCE: ISO 37000:2021, 3.3.4]

3.13
accountability
obligation to another for the fulfilment of a responsibility (3.10)

Note |l to entry: The obligation includes the duty to inform and to explain the manner in which thelesponsibility
was fulfilled.

Note P to entry: The non-fulfilment of a responsibility has consequences that can be enfereed on th¢ accountable
party.

[SOURCE: ISO 37000:2021, 3.2.2]

3.14
stakeholder engagement
activiity undertaken to create opportunities for dialogue betweenan organization (3.3) and|one or more
of ity stakeholders (3.15), with the aim of providing an informé&d*basis for the organization’d decisions

[SOURCE: ISO 26000:2010, 2.21]

3.15
stakeholder
perspn, interested party or organization (3.3) that can affect, be affected by, or perceivy itself to be
affedted by a decision or activity

[SOURCE: ISO 44001:2017, 3.2, modified ~“interested party” moved from the term into th¢ definition.]

3.16
contjnual improvement
recufring activity to enhance performance

[SOURCE: 1SO 37301:2021,3.12]

3.17
asset
tang]ble or intangible item or thing with an actual or potential financial or non-financial value to an
organpization (3:.3)

[SOURCE: SO 55000:2014, 3.2.1, modified — “tangible or intangible item or thing with an actual or

potentialfinancial or non-financial” replaced “item, thing or entity that has potential or agtual” in the
defi ;finr} l\]nteo to-entry dalatad 1

TCIoOTH1TVO EAAOSAA=Z 22 o AR=a =2 aaa gy |

3.18

liability

present obligation of the organization (3.3) arising from past events, the settlement of which is expected
to result in an out-flow of resources from the organization

[SOURCE: ISO/TS 55010:2019, 3.18]

3.19

risk

effect of uncertainty on objectives (3.4)

Note 1 to entry: An effect is a deviation from the expected. It can be positive, negative or both, and can address,

create or result in opportunities and threats.

©1S0 2022 - All rights reserved 3
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Note 2 to entry: Objectives can have different aspects and categories, and can be applied at different levels.

Note 3 to entry: Risk is usually expressed in terms of risk sources, potential events, their consequences and their
likelihood.

Note 4 to entry: Risk can be considered as the likelihood or probability that actual results or outcomes will differ
from expected results or return, representing the effect of uncertainty on investment or lending or insurance
objectives. This effect can be positive or negative, comprising opportunities and threats over varying time
horizons.

[SOURCE: ISO 31000:2018, 3.1, modified — Note 4 to entry added.]

3.20
risk appetite
amount and|type of risk (3.19) that an organization (3.3) is willing to pursue or retain

[SOURCE: ISO Guide 73:2009, 3.7.1.2]

3.21
risk contro|
actions implementing risk-management decisions to mitigate, limit or reducefrequency or severijty of
risks (3.19) qnd negative consequences

Note 1 to entfy: Risk control can involve monitoring, re-evaluation and compliance with decisions.

[SOURCE: IS0 13824:2020, 3.13, modified — “to mitigate, limit or reduce frequency or severity of risks
and negative consequences” added to the definition.]

3.22
risk mitigant
measures implemented by which risks (3.19) are reducedto, or maintained within, specified levels

3.23
systemic rigk
risk (3.19) 1dading to potential collapse or failure of an entire market, global economy, or environmgntal
and socio-pplitical systems with the transmission of shocks leading to broader contagion and fufrther
systemic impacts

3.24

scenario
plausible depcription of how thefuture can develop based on a coherent and internally consistent $et of
assumptionp about key driving forces and relationships

Note 1 to entfy: Key driving-forces can be, for example, demographics, interest rates, degrees of warming, rpte of
technological change or prices.

[SOURCE: IHCC,2018, Annex 1[29], modified — The examples of key driving forces moved to Notd 1 to
entry and expanded.]

3.25

scenario analysis

process for identifying and assessing the potential implications of a range of plausible future states on
operations, activities, products and services under various conditions

3.26

biodiversity

variability among living organisms from all sources including, inter alia, terrestrial, marine and other
aquatic ecosystems and the ecological complexes of which they are part

Note 1 to entry: This variability includes diversity within species, between species and of ecosystems.

[SOURCE: United Nations Convention on Biological Diversity, 1992, Article 2[32], modified —
“biodiversity” replaced “biological diversity” as the term.]
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3.27

circular economy

economy that is restorative and regenerative by design, and which aims to keep products, components
and materials at their highest utility and value at all times, distinguishing between technical and
biological cycles

[SOURCE: ISO 20400:2017, 3.1]

3.28
resilience
ability to absorb and adapt in a changing environment

[SOURCE: ISO 22300:2021, 3.1.206, modified — Note 1 to entry deleted.]

3.29
tranfition plan
actionable proposal, embedded in organizational strategy, that outlines how an entity will shift from
uns%;tainable economic activities and operational processes and systems toward sustainable activities
and ¢perational processes and systems

Note [l to entry: The transition plan can include short-, medium- and long-term-targets to achieve nef-zero carbon
emisgions by 2050 or sooner.

3.30
key performance indicator
KPI
quantifiable level of achieving an objective (3.4)

Note [l to entry: The KPIs are derived directly from, or though an aggregation function of, physical mpasurements,
data and/or other KPIs.

[SOURCE: 1SO 22400-1:2014, 2.1.5, modified & “critical” deleted before “objective”.]

3.31
metric
defiled measurement method and ‘measurement scale that can demonstrate contribution to a key
perfdrmance indicator (3.30)

[SOURCE: ISO/TR 37150:2014;'3.5, modified — “that can demonstrate contribution to a key performance
indidator” added to the defihition.]

3.32
transparency
open|, comprehensive and understandable presentation of information

[SOURCE: SO 14040:2006, 3.7]

3.33
baseline

agreed reference value or set of values which can be derived from past experience, often used for
comparing with ongoing performance data, values or outcomes

[SOURCE: ISO 37500:2014, 3.1, modified — “or” replaced “and/or” before “outcomes”.]

3.34
benchmarking
comparing attributes, processes or performance between organizations (3.3)

[SOURCE: ISO 30400:2016, 3.17]

© IS0 2022 - All rights reserved 5
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gement

coordinated activity of an organization (3.3) to realize value from assets (3.17)

[SOURCE: IS

3.36
asset mana

055000:2014, 3.3.1, modified — Notes to entry deleted.]

gement plan

documented information that specifies the activities, resources and timescales required for an
individual asset (3.17), or a grouping of assets, to achieve the organization’s (3.3) asset management

objectives

Note 1 to ent
[SOURCE: IS

3.37
business-af
ongoing and

3.38

Fy: This includes the organization’s sustainable finance objectives within asset management (|3

-usual scenario
unchanging state of affairs

modern slavery

all work or 4
said person

[SOURCE: II
“forced or ¢

3.39
climate cha
process of a

Note 1 to entj

Note 2 to ent
its effects.

[SOURCE: I
“adaptation

3.40

ervice which is exacted from any person under the menace gfiany penalty and for whic
has not offered their self voluntarily

0, Forced Labour Convention, 1930 (No. 29)[28], modified — “modern slavery” rep
pbmpulsory labour” as the term. “their self” replaced,“himself” in the definition.]

nge adaptation
Hjustment to actual or expected climate and'its effects

ry: In some natural systems, humah intervention can facilitate adjustment to expected climat]

0 14090:2019, 3.1, modified — “climate change adaptation” replaced the preferred
to climate change”.]

whistleblower

person who
true at the t

[SOURCE: IS
3.41

reports suspected or actual wrongdoing, and has reasonable belief that the informat
me of reporting

0 37002:2021, 3.9, modified — Notes to entry deleted.]

35).

0 55000:2014, 3.3.3, modified — Notes to entry deleted and a new Note 1 to entyy-added.]

h the

aced

yv: In human systems, adaptation seeks talmoderate or avoid harm or exploit beneficial opportunities.

e and

term

on is

value chain

entire sequence of activities or parties that create or receive value through the provision of a product

or service

[SOURCE: IS

0 14050:2020, 3.5.28, modified — “or service” added.]

4 Sustainable finance principles

4.1 General

This clause describes the key sustainable finance principles (hereinafter referred to as “Principles”)
which form the core elements of this document. The Principles outlined in 4.2 to 4.8 are aimed at

© IS0 2022 - All rights reserved
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supporting organizations in aligning their business strategy and operations with sustainability goals
and objectives that are material to the organization and its stakeholders.

The Principles are overarching yet subject to ongoing interaction with each other, as illustrated in
Figure 1. The concept of material sustainability impact should be considered throughout.

For each Principle, additional guidance on operational implementation, including on conducting a
materiality assessment, is provided in Clause 5.

Strategy &
objectives

mes

Governance &
culture

Operations,
activities,
products &
services

Fig@)l — Interrelationship between the Principles

This|document has @ﬂ designed for organizations to use regardless of their level of ¢xpertise or
capafity. Organiz s can begin by addressing key elements of the Principles starting with governance
and [culture (see‘4.2) and strategy alignment and objectives (see 4.3) initially, and thHen working
throyigh the r Principles concentrically inwards, noting the periodic key reporting|and output
under rep g and transparency (see 4.7). Using the concept of continual improvement and enhancing
ambl;cioa(\ ee 4.8), organizations can then use this document to improve sustainability performance

and mes. Internal operational performance as well as all activities, products and seryices should
be considered by the organization. As such, the Principles are not intended to be hierarchical but rather
holistic and interdependent.

4.2 Governance and culture

Effective governance of organizations is required to embed a culture that considers sustainability
across the organization. Responsibility for sustainability matters should be integrated throughout
corporate culture.

To achieve long-term sustainable outcomes, top management should be committed to the organization’s
sustainable business strategy and should be accountable to stakeholders.

The governing body should consider whether organizational processes adequately consider all material
sustainability impacts, to satisfy themselves that the organization is adequately addressing risk,

© IS0 2022 - All rights reserved 7
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creating value, inspiring stakeholder confidence and, where applicable, that fiduciary responsibility is
fulfilled. The governing body should identify drivers of value, liability, impact, risk and risk mitigants,
while implementing an agreed-upon strategy into all appropriate processes and activities.

4.3 Strategy alignment and objectives

In many organizations “business as usual” is insufficient to deliver long-term sustainable outcomes
which are aligned with global sustainability goals and expectations of stakeholders. Institutional
transformational change can be required for the organization to reframe its purpose, values and mission
to achieve change at the appropriate pace and scale. At the same time, it should be recognized that

potentially significant capacity building at all levels, across functions and departments can be reqt

lired

to deliver o7
essential to

In order to §
and interna

sustainability objectives. Effective leadership, commitment and external collaboratio
meet these challenges and deliver value to stakeholders.

irticulate alignment with sustainability objectives expressed in relevant regional, nat|
Fional initiatives, the organization should adopt a governing-body-approved‘sustaina

policy or similar statement. The sustainability statement can include, but not-belimited to

organizatio
expressing

operational
engagement
sustainabili

The organiz
to its activi
and enhanc

4.4 Risk

Achieving g
sustainabili
to effect lory
transition V
understand

al commitments related to aligning with external objectives, setting.associated goal
how the organization aims to embed its sustainability strategycacross any approp
activities. The organization should, taking into consideration outcomes from stakeh

[y statement.

ation’s strategic goals should be ambitious, reflect material sustainability impacts relg
Fies, consider the maturity of organizational capability, integrate continual improve
b ambition over time (see 4.8).

and opportunity management and impact assessment

lobal environmental and social goals,.inicluding tackling climate change, and supp
[y requires concerted collaboration of public and private sectors, civil society and aca
jg-term structural changes and re-erientation of policies, regulations and markets.
vill have significant impacts on/organizations active in the financial sector. A r
ng of material sustainabilit§ximpacts, risk (threat) and opportunity management a

organizatiopal activities is fundamental. Outputs from stakeholder engagement (see 4.5) shou
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as climate change, biodiversity, social inequities, cyber-security and global pandemics.

Environmental, social, economic and governance risks should be considered across the whole
organization, throughout the product and service life cycle. Forecasting will determine the
organization’s exposure to emerging or foreseeable sustainability risks based on assumptions about
the organization’s activities over time.

Conducting scenario analysis can help assess potential future risks and opportunities (see 5.4.4).

4.5 Stakeholder engagement

Adoption of a sustainable finance framework in alignment with the organization’s broader purpose
requires effective engagement with, and due regard to, the views and opinions of various interested

© IS0 2022 - All rights reserved


https://standardsiso.com/api/?name=5044cb9068e12c416a59d14068a26ac1

IS0 32210:2022(E)

parties and relevant stakeholders. As such, it is fundamental to appropriately identify, communicate
and engage effectively with relevant stakeholders. This should enable the organizations to empower
stakeholders as active contributors to value creation.

Engagement with relevant stakeholders is intended to gain valuable insights, identify various points
of view, promote understanding, mitigate risk so as to do no significant harm, and identify best,
normative and lagging practices. Feedback from stakeholder engagement should be integrated within
an organization’s implementation of the Principles, especially throughout governance and strategy, but
also other aspects.

4.6 Monitoring, measuring and metrics

Strat]
indid
Buildg
metn

egic goals should be supported with suitable metrics and associated key impact atid'fjerformance
ators used to measure progress toward these goals and other material sustainability impacts.
ing on existing organizational monitoring and evaluation processes and pracedures,appropriate
ics and associated key performance indicators should be identified and menitored.

Moni nt a list of

indig

toring and measuring should focus on material sustainability impac¢t, and prese
ators that reflect strategic goals and objectives for the organization,

Whe
cont}

e appropriate, indicators and metrics can also be chosen that demonstrate the of
ribution to realize sustainable outcomes and impact, both expected and realized.

ganization’s

can enable
ganization’s

Once established, the monitoring and measuring of sustainability outcomes and impact
benchmarking and the measurement of progress toward strategic goals (see 4.3) and the of]
impdct (see 4.4), as well as the reporting of progress to stakeholders (see 4.7).

4.7 | Reporting, transparency and assurance

An organization should, as a minimum, publicly’demonstrate the extent of its progress with each of the

Prin
othe
indid
Appl

part)
discl

4.8
The

impdcts, but_also in enhancing ambition towards global environmental and social goal

Ther]
plan
to d

fiples. Organizations should aspire to ‘publicly demonstrate progress toward strateg
" material sustainability impact objectives by presenting metrics and associated key f
ators (see 4.6).

cation of the Principles iscdesigned to enable a high level of transparency. An ext
’ review of public disclosures and reporting can facilitate trust and market confide
bsures. Such a review should be considered as good practice.

Continual imprevement and enhancing ambition

ic goals and
erformance

brnal, third-
hce in these

pbrganizatiorfshould aim for continual improvement both in terms of sustainability oytcomes and

efore, thevorganization should review its performance, processes and organizationa

5 over time.
capacity at

heddntervals (preferably at least once a year) to ensure adequate implementation of th

outc

5 Implementation of sustainable finance

5.1

General

e Principles,

bt€rmine opportunities for improvement and incorporate learnings to enhance sHlstainability

Organizations should embed the Principles outlined in Clause 4 within the organization’s activities as
appropriate. This clause provides selected good practice guidance on how to implement the Principles
at the organizational level. Implementation of the Principles should build on, but not seek to replicate,
existing organization processes.

The examples of good practice provided in this clause can be used to embed the Principles, whether

to augment existing tools, processes and systems, or in the absence of existing practice. Other tools,
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processes or systems also can be more appropriate depending on an organization’s market focus,
geographical footprint and operational activities. Therefore, this guidance is non-exhaustive, and each
organization should consider their own operational implementation requirements as is relevant.

To align the Principles with operational activities, the organization should work across operational
functions and understand the interaction between business value creation models and sustainability
impacts, risks and opportunities.

Typically, these roles are associated with managing and promoting sustainability performance.
However, the successful integration of sustainability is supported by engagement and interfacing
with many internal and external stakeholders, including, but not limited to, those responsible for core

activities, o

fulfillin

setting

3 < 43 L.
CIatlUIlS aliu lJl dULLICLTS, SUullIl doS.
b fiduciary responsibilities;

hnd monitoring progress against strategic goals;

understanding and monitoring risk;

busines

5 development including developing new products and services;

ensurinE compliance;

approvi

g investments and capital allocation;

monitoyfing investment portfolios;

training and capacity building;

mappin

services;

b and analysing sustainability performance, including operational activities, product

engagirlg with, and reporting to, stakeholders.

5.2 Gove

'nance and culture

5.2.1 Goveerning body accountability

In order to
sustainabili

10

embrace sustainablefinance across the organization, the governing body should inte
'y considerations within its existing governance processes by:

framing sustainabilityasone of the priorities in the governing body’s charter in alignment wit

organiz

htion's purpose, values and strategy;

ingg a policy to reflect sustainability as a priority (see 5.3.2);

b and

brate

h the

, and

1tion’s

assigning responsibility to drive sustainability and ensure that necessary resources are in place
for the organization to meet its long-term sustainable finance objectives, noting that there can
be competing short-term interests to consider, and then to measure performance against those
objectives;

establishing effective oversight and controls to ensure that sustainability risk is overseen by
an appropriate governing body committee, such as the nominating, audit, risk or governance
committees of the governing body, and that sustainability risk is effectively managed in the

organiz

ation’s enterprise risk management processes;

aligning sustainability priorities with management’s strategic approach and implementation;

© IS0 2022 - All rights reserved


https://standardsiso.com/api/?name=5044cb9068e12c416a59d14068a26ac1

IS0 32210:2022(E)

diversity, inclusion and social equity;

recognition of the organization’s impact on and contribution towards society.

ensuring effective communication and engagement with the organization’s stakeholders;

ensuring that workforce policies and practices are consistent with organizational values respecting

The organization should ensure that accountability for sustainable finance matters rests with a specific
director (or equivalent), and that collectively the governing body has sufficient expert technical
capability in sustainability matters.

An internal sustainable finance working group, for example, reporting also to the governing body,

comp

impl
supp|

The
conc
they
requ
an ef
cust
duty
enga

5.2.2

A sy
cons
Prin
addit
effec
cons
asso

q

q

1

q

q

Ineasurement;

internal and external stakeholder engagement;

glignment of interest between executive accountability, remuneration and incent

rising key employees from across the organization, should be established to
bmentation of sustainable finance initiatives. Alternatively, the governing body can bé
orted by external advisors with expertise in sustainability matters.

rganization should implement mechanisms to allow internal and externalstakeholdef
erns aboutrelevantaspects for the organization or wider sustainability objectives, in th
are to be treated fairly and stakeholders will be offered adequate-protection from
red (e.g. mechanisms for whistleblowers). As appropriate, stakeholders can be identifi
jgagement initiative in line with the stakeholder engagement (see 4.5). This can includg
mers, contractors, suppliers and any other party to whom the organization owes 3
of care. An organization should offer diverse and collaborative opportunities for all e
e in sustainable finance activities to drive innovation in products and services.

Systematic review

stematic review of existing organizational precesses and resources should be c
der the need for additional governance systems and processes to enable effective fulfi

ional resource. The review can also seekto both enhance organizational capacity, whil
tiveness and efficiency of sustainablé-finance activity. With reference to the Principle
deration should be given to organizational processes, resources, roles and res
Fiated with:

ontribution to strategic sustainable objectives and targets and performance moy

ustainability impactiassessment and risk management;

eporting aiid'disclosure;

ustaihable outcomes.

bversee the
advised and

s to express
e knowledge
reprisals as
ed as part of
: employees,
reasonable
mployees to

bnducted to
Iment of the

fiples. Findings from this review should also be used to identify areas for prioritized action and

e increasing
5, particular
ponsibilities

itoring and

ivization of

This organizational systematic review should be repeated at least annually, to assess and track the
organization’s progress towards integrating sustainable finance.

5.2.3

Internal performance management and compensation

Internal performance management and compensation, including for senior executives, should
incorporate integrated sustainability-related metrics and targets to incentivize behaviour resulting in
the desired environmental, social and governance performance and sustainability outcomes.

Where appropriate, performance management and compensation metrics and targets should be
aligned with the organization’s long-term business strategy, see 4.3, and metrics and targets guidance
provided in 4.6. This role can be fulfilled by a remuneration committee of the governing body or other
supervising structures or functions.
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5.3 Strategy alignment and objectives

5.3.1 General

The organization’s business strategy and activities should aim to become strategically aligned with
global, national or regional environmental and social goals over time. This requires an organization
to establish strategic goals on material sustainability impact, identify suitable metrics and associated
key performance indicators, enable comparison against peers (e.g. using benchmarking or gap analysis
as described in 5.3.3 below, where relevant data are available and applicable), and monitor progress
towards goals, by contributing to posmve outcomes and mltlgatlng negative outcomes. Suitable metrics

Where an grganization’s current business strategy is not aligned with such goals and objéc¢tives, a
transition plan can be used alongside existing management and reporting frameworks to align fiiture
organizational strategy with organizational goals.

5.3.2 Sustainability statement or policy

The organization should have a clear and defined statement that recognizes_ifs commitment towards
international, national or regional sustainability goals and objectives. This statement can be in the|form
of a policy dpcument.

The statemgnt should include:

— adescription of the governing body oversight of sustainabilityrisks and opportunities, and theif role
and responsibility in assessing and managing these risks, gpportunities, impacts and dependerjcies;

— a descyiption of the organization’s purpose, values and mission related to sustainability
considefations or goals, as appropriate;

— a comnjitment towards upholding human rights (e.g. aligned with the United Nations Universal
Declarafion of Human Rights[33]), and integrating such rights within the organization’s operatjions,
activitigs, products and services.

— stated expectations for executive implementation, reporting and accountability to the organization’s
governipg body, or other equivalertjevel, as well as reference to the organization’s business strategy
and activities with regard to the achievement of overall sustainability objectives and targets, 4s set
outin 4{3, and a consideratign'pf the findings from stakeholder engagement (see 4.5);

— a statempent on strategic~goals for material sustainability impact, and identification of suitable
metrics|and associated key performance indicators used to measure progress toward these ggals;

— where dppropriate,reference to external sustainability initiatives and commitments;

— a descriptionyef the organization’s risk appetite statement, including consideration of material-
sustainability-impact-related risks.

The scope of this sustainability statement should be applicable across all appropriate activities and
operations.

The statement should be cross-checked, signed and dated by the CEO, or equivalent, and/or members
of the governing body, or equivalent, with accountability for sustainability. The statement should be
made available to stakeholders. An annual external review of the contents of the statement (and other
sustainability-related published materials) can facilitate trust and market confidence, see 4.7 for more
guidance.

Drafting of the statement will be iterative by design, as successful development will include progressive
phases conducted in parallel with implementation of other elements of the Principles, as described
below.
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Input from the following functions and stakeholders can be useful, in particular:

the governing body;

and incentivization on sustainability alignment);
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Ilnarketing and communications;

audit, risk and product development;

nternal sustainability team;

employees;

the remuneration committee and human resources (both for sustainable performance management

lients and customers;
hareholders;
uppliers, both downstream and upstream, and other business partnets;

inancial markets regulatory bodies and supervisors.

Benchmarking and gap analysis

rganization should seek to establish an understandiig of the current operational a
ine and then assess the degree of alignment against glebal, national or regional sustain
tives and market practice. In order to align stratégic objectives with global, nationa
linability goals, a benchmarking exercise, gap analysis and/or peer review can be c
inction with the guidance provided in 5.2. In“benchmarking an organization’s currg
deration should be given to sustainability ¥isks, negative impacts, as well as activitig

bnablers (positive factors) can also be/identified.

Transition plan and strategy-implementation plan

Fe an organization’s current business strategy is not aligned with global, national
iinability goals and objéctives, a transition plan should be developed which identifig

overarching sustainability goals and objectives. Using the findings of the systen
penchmarking exercise, the transition plan can be used to set organizational strateg]
tives and identify associated actions and targets (in a strategy implementation plan) a
red to enable-fulfilment of these. In developing the transition plan all appropriate of cg
pr operations relevant to an organization’s strategy should be considered.

eithef in conjunction with a transition plan or on a standalone basis, a strategy imp
should enable communication, accountability and allocation of responsibilities

nd strategic
hbility goals,
or regional
onducted in
nt strategy,
s positively

ributing to global, national or regional sustainability goals (see also 5.4). Barriers (negative factors)

or regional
S gaps, core
bnt strategy
atic review
ic goals and
nd timelines
re activities

lementation
to support

operational implementation of the new strategy. Milestones can be established to enable monitoring of

prog

ress of the new strategy.

5.3.5 Development of new products and services

The financial sector plays a crucial role in the global transition to a more sustainable, balanced,
inclusive and resilient future in which human lives are improved and the environment is enhanced.
Innovative products, services and financial instruments such as sustainability linked debt instruments
(e.g.loans and bonds) will further support the growth in demand of sustainable finance. This presents a
compelling long-term opportunity to add value, while achieving real impact and sustainable outcomes.
New products and services should be aligned with strategic sustainability goals and be transparent
in intended or actual outcomes and impacts. Each of the key elements of the Principles can be applied
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at the product level during development, structuring, market engagement and operations to enable

sustainable

outcomes and positive impact.

Transparent disclosure and reporting of intended or actual outcomes and impacts at the product and
service level is particularly encouraged to facilitate stakeholders’ trust and market confidence.

5.4 Risk and opportunity management and impact assessment

5.4.1 General

Consideration of current and future risk and opportunity within activities should enable development
of better-irfformed strategic objectives, improve risk control, and can also enhance longjerm
performance. Some illustrative examples of trends and impacts in financing activities which can
support in spch considerations are illustrated in Table 1.
For risk and opportunity management and impact assessment implementation, a) range of tools
are available to organizations to use. Organizations are advised to use recognized best pradtices
and comprghensive assessment models in order to satisfactorily cover all relevant sustainability
dimensions [of analysis and decision-making. Innovations in assessment and e¥e}ving market pradtices
around risklor opportunities and impact assessment should also be considered: Periodic benchmarking
and gap analysis can be used to consider recognized state-of-the-art,good practice. Sustainability-
related risis should be integrated into existing organizational management control, goverrance
frameworkd and discrete processes, e.g. capital allocation investment/décision-making, monitoring and
management. Existing organizational risk identification and contre} frameworks should be augmegnted
to include donsideration of sustainability risks and opportunities. Comprehensive assessment§ can
then be conflucted to identify and manage potential risks and“0pportunities associated with material
sustainabilify impact, so that the nature, type, scale, depth and duration of associated impact$ can
be understdod, with a view to reduce negative impacts;to an acceptable level and maximize pogitive
outcomes. Sgenario analysis is a tool that can help assess potential future risks and opportunitieq (see
5.4.5).
Table 1 — Illustrative sustainability trends and impacts in financing activities
Trend Impact
Market trendls and Costs of capital increases for less-sustainable activities and decreases for
impacts more-sustainable activities.
Creditratings for organizations and instruments (bonds, loans, etc.) are
downgraded or upgraded due to sustainability factors, leading to impacts
omcost of capital (see above) and reputation.
Product and service life cycle: disruptions due to changing environmental and
social factors, including modern slavery and human rights considerations, lead|to
increased costs of supply.
Institutional investors’ capital allocation shifts from less-sustainable activities
to tilt to more-sustainable activities, leading to greater transition risk for
tess-sustaimable activities (and te535 oppor tunity)and fower transition risk for
more-sustainable activities (and higher opportunity).
Mis-labelling, mis-marketing, public disclosures which are misleading or top
management’s strategy being mis-aligned with long-term sustainable outcomes
lead to liabilities, compensation or court action.
Changing consumer preferences leads to increased demand for transparency and
sustainable products (more or less market share).
Financial inclusion for individuals and businesses: restrictions in access to useful
and affordable financial products and services results in impact on reputation and
adverse impact to sustainable outcomes.
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Table 1 (continued)

Trend

Impact

New regulatory trends
and impacts

New taxonomies for sustainable activities leads to increased focus on sustainable
performance and increased allocation of institutional capital to sustainable

activities.
Increased regulatory disclosure leads to greater stakeholder scrutiny.

Sustainability responsibilities and legal expectations for top management be-
come defined in law or within codes of conduct, and therefore directors, trustees,

officers, etc. are obligated to include sustainability considerations with
leading to greater compliance risk and associated costs.

in the role,

Financial regulators and central banks require stress tests and sensitjy
leading to greater compliance costs and stakeholder scrutiny.

A change in government policy leads to not only an increase in risk and
but also opens new markets and investment opportunities.

ity analysis,

compliance,

Operfational trends and
impdcts

Organizational strategy is re-orientated toward more resiliént, lower c
intensive, more sustainable assets classes.

Long-term sustainability organizational capacity/building is required t
operational departments and functions, including the governing body d

management, investment committee, asset management, legal, compliajnce,

communications, human resources, and audit and risk.

A focus on forward-looking scenario apalysis and disclosure within opg
including for:

— physical risk (e.g. as a result of.elimate change, such as flooding, di
wild-fires);

— transition risk (e.g. goxernment action, technology disruptions, ch
investor and customér expectations, carbon pricing, carbon tax).

Increased stakeholdey expectation that executive compensation be link
sustainable outcomes and sustainability metrics with transparent disc
transparent performance.

arbon

hroughout
r top

brations

ought,

hnging

ed to
osure on

In miany cases, the consideration of risk and opportunity at the organizational, portfol
levelf is supported by a dual topsdown holistic view, as well as bottom-up, asset-level ap
Figufe 2). Asset-level information or data should involve physical asset data (real economy
information is essential to.preperly assess risks (e.g. physical risks can only be properly as
exacf location of physicalasset is available). These are discussed further in 5.4.2 and 5.4.3.

o and asset
proach (see
data) as this
sessed if the
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[ Top down - Holistic view ]

Governance

RISK OPPORTUNITY

Negative IMPACT Positive

outcomes outcomes

Portfolio

[ Bottom up - Asset-view ]

Figure 2 — Dual nature of an organizational-level assessment and consideration of
negative and positive outcomes

As a general note, an organization’s stakeholders can have significant interest in supporting the
implementafion of risk and opportunity management and impact assessment by provision of|data
related to agsets in the real economiy, Which is not necessarily under the direct control or influerjce of
the organization. This is particulatly relevant for stakeholders with access to location-specific datg, e.g.
for physical|climate impact cotisiderations.

5.4.2 Orgpnizational-level risk evaluation and impact assessment

Exposure tq risk anid opportunities should be assessed during regular evaluation (e.g. annually) of
organizational-related processes, procedures, systems and strategic plans.

Systemic rigks'which can be considered at the organizational level include, but are not limited to:

— climate change;

— unsustainable natural resource use;

— biodiversity loss and ecosystem destruction;
— global pandemics;

— chronic disease;

— aging populations;

— social inequity;
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war, conflict or unrest;
polarization of society;
cyber-security;

disasters.

An appropriate assessment should cover key business operations, activities, products and services,

such

as:

the types of financial products and services provided;

f
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5.4.3

3ffected stakeholders;

ach case, the assessment should consider exposure to riskon:

in place;

unctions and operational areas including internal control;
pconomic sectors and activities;
echnologies financed;

reographical exposure;

he robustness of specific control measures in place.

in inherent (non-controlled) basis: the likelihood thatan adverse event can occur with

| residual (controlled) basis: the likelihood that'an adverse event can occur with contr

fent risk typically arises due to the-complexity and dynamic nature of the ri
urement task, making it difficult for investors or financial entities to determine if {
hization or investee is sufficiently pfotected and financially stable. Unaddressed, inher
xample, lead to management undger-estimating risks posed by factors including, buf]
ose listed above. Residual risk can still occur even after controlling for inherent risk
ies, protocols and best prattices to embed resilience measures to mitigate against i
as hiring experts, purchasing insurance or conducting training.

organization should.engage with relevant stakeholders (see 5.5) to inform the
ksments should ~inelude consideration of key dependencies, trade-offs, liabilities
ants, risks and\opportunities associated with the outcomes and impacts of the of
ities. This cadnprovide the basis for an organization’s response as part of existing manz
rting frameworks and the structured analysis of outcomes and impact. Scenario anal
Can helpiassess potential impacts of risks and opportunities (see 5.4.5).

Client, asset and portfolio-level risk and impact assessment

no controls

bls in place.

tk event or
he financed
ent risk can,
not limited
by adopting
herent risk,

assessment.

synergies,
ganization’s
lgement and
7sis is a tool

Organizations should mainstream the identification, assessment, management and measurement
of sustainability-related risk and impact into assessments of client risk exposures, as well as for
real assets, and portfolio appraisal procedures and systems with a long-term and forward-looking
perspective in mind. The emphasis should be on identifying impact from an early stage, recording
action taken to manage risks, increasing resilience, realizing opportunities, and ultimately measuring
the sustainability outcome or performance and impact (ex-ante and ex-post).

Consideration should be given to aligning various client risk tolerances with the organization’s overall
risk appetite and sustainability goals.
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5.4.4 Scenario analysis

Scenario analysis is typically used to inform decision-making when faced with uncertainty. It can
deepen an understanding of potential sustainability and related financial risks and help to identify
opportunities and resilience measures across possible future events. Scenario analysis is helpful for
assessing climate-related risks or opportunities given various warming scenarios and sector-specific
impacts over short, medium and longer time horizons. It can also be used to address sustainability
risks such as cyber-security, technology, future pandemic readiness or supply chain risks. By exploring
the range of outcomes and analysing the impact in a structured manner, scenario analysis can help
organizations better understand risk exposure and opportunities to inform business strategy, mitigate
risks and communicate to stakeholders. It can also support demonstrating alignment with regulatory

and financi
analysis do
then add q
provides gu

Figure 3 ill
using differq

In undertak
compreheng
although md
related scer
quantitative
approach oy
scenario ani

}1 supervisory requirements, e.g. for climate-related stress tests and disclosures. Sce

s not need to be complex initially; organizations can start with qualitative analysi3
antitative analysis, culminating in an integrated assessment model over time.) Tal
dance on conducting a scenario analysis.

Istrates a climate-related scenario analysis showing an iterative andcgircular appr
bnt inputs, scenarios and feedback loops. As such, this is a dynamic process.

ing a climate-related scenario analysis, consideration should beJgiven how to ba
iveness with simplicity. Simpler models can be more practical to apply and inter
re complex models can better capture the full range of climate change impacts. For cliy
ario analysis, organizations can estimate both transitioh risk and physical risk by
and qualitative analysis, to assess value at risk, culminating in an integrated assess
er time. Third-party tools and models are available to support conducting a climate-re
lysis.

Table 2 — Conducting a scénario analysis

hario
and
ble 2

oach

ance
pret,
nate-
both
ment
lated

Step/stag

Action and considerations

First step

A first step in climate-related scenario’analysis is to identify the desired time frame for t

to first address a portfolio’s potential exposure to physical, weather-related climate risk
(such as natural disasters and chronic weather pattern changes which can manifest over
longer time periods) or its.€xposure to transitional climate risk (such as policy and legal,
technology, market and reputational risk which can be easier to predict across shorter ti
frames).

scenario, whether 5 to 10 years, 10sto 15 years, or 15 to 20+ years. This can inform whether

he

mne

Impact facto|

s | A further decision-when conducting scenario analysis is what assumptions to choose for
input factors-such as gross domestic product (GDP) growth and inflation. However, it is n|

necessaryfor-this to be an overly complex process in order to be useful.

The orgafiization should consider choosing a business-as-usual scenario (BaU) compared
at least{one other possible scenario. In the case of climate scenario analysis, it is prudent
consider both 2 °C and 4 °C of warming by the year 2100 scenario, against a scenario of le
than 2 °C of warming by the year 2100. Then the organization can track the impacts of ea
scenario on its portfolio including by asset class and region, over time as part of its analy]

ot

to
to
Ss
ch
Kis

and materiality assessment

model based on different future assumptions, or simply present a series of “what if?”

or “what if regulatory requirements for green building certifications are strengthened?”.
The future financial impacts of these scenarios can then be assessed.

An organization can develop or choose to tailor reference scenarios to their own business

questions and “if then” options. For example, “what if carbon pricing become mandatory?”
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Table 2 (continued)

Step/stage

Action and considerations

Outcomes

As an outcome of this process, the organization will be able to identify key risks including,
but not limited to, those associated with impairments (reduction in the value of an asset),
business interruptions, loss of social licence or reputation, as well as opportunity costs.

Furthermore, climate change adaptation measures can be considered.

The scenario analysis should also reveal opportunities, such as the potential to reallocate
capital to and develop new projects and services, that enhance and promote sustainable
outcomes. The results of this process can then further inform and enhance strategy
alignment and objectives. In addition, the scenario analysis can be used as a basis to

1 . s 1 e 1 ] 1 A | (R RIS 1 1 4 1
CIIIIddIILT TIISLITULIUIIA T Lclpdbll.y dllu SIIdIT l\llUVVlCusC VVILIT IIILCTT IIdl dIIU TALTT I1d1

stakeholders (see 4.3 and 5.3).

The organization can develop “signposts” to indicate which version of thefuture
is most likely to emerge supported with appropriate assumptions.

Findings from scenario analysis can support the implementation of;
— governance and culture (including governing body accountability);

— strategy alignment and objectives (including within a transition plan and in
development of new projects and services);

— riskand opportunity management and impact aSsessment (as a core comporfent);

— stakeholder engagement (to gain insights, promote understanding, mitigate
contribute to value creation).

In addition, findings from scenario analysjs can indirectly support the implemen

— monitoring and measuring;
— reporting, transparency and-assurance;

— continual improvement afnd enhancing ambition.

pr scenario

the

risk and

fation of:
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analysis mitigation

Figure 3 — Example climate &é‘&ed scenario analysis showing

a dynamic, ltera\\ and circular approach

nment with other princ@

ational, asset or poéfgl-?o level considerations, the risk and opportunity manage
assessment shoul aligned with the organization’s strategy and objectives (see
5 should be co ed with the engagement of relevant stakeholders (see 4.5), sh
vant metrics rt of monitoring and measuring (see 4.6) and, as applicable, shou
line with re@-r ing, transparency and assurance (see 4.7).

hol%eﬁ?ngagement

ment
4.3).
jould
Id be

Xé'é%ion of the framework Principles requires engagement and collaboration with a g

ange

of relevant i

termaland extermal stakehotders:

Relevant stakeholders include, but are not limited to:

— clients or pension plan beneficiaries;

— receivers of capital;

— investors;

— Dbusiness partners;

— regulators;

— employees;
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government and policymakers;

suppliers;

academia;

civil society;

intergenerational beneficiaries or their representatives;

trade unions;

"
TCeUIa,
indigenous peoples;
pacted communities.

ification can be influenced by the stakeholder’s dependency on the organization, resp
rganization, ability to exert influence on the organization, and diversity of perspect
e established views of the organization. Consideration should alsg:be’given to any ot
the organization owes a reasonable duty of care, or other partiessimpacted by the or|

(¢

nment of interest can be a powerful mechanism to achievesstrategic sustainability objec
xt, it can be especially important to consider issues sugh as value chain carbon emissi
pmy and human rights. The organization should work collaboratively with stakeho
'
tives. This may also include initiatives to iricrease financial literacy, and under

linable finance, with stakeholders.

tholder engagement should include all-appropriate organizational activities and/of
Fiated with implementation of the Principles, for example:

rovernance and culture (drivers of\value, liability, impact, risk and risk mitigants, agre¢

trategy, content of a sustdinability statement, ambitious strategic goals);

isk and opportunitymanagement and impact assessment (material sustainability imp
r opportunity management, and scenario analysis);

onitoring an@d _measuring (suitable metrics and associated key performance indica
easure progress toward strategic goals);

onsibility to
ves relative
her party to
panization.

her, and an
tives. In this
bns, circular
ders across

alue chain to deliver financial solutions, products@nd services to achieve strategic systainability

standing of

operations

bd strategy);

trategy alignment and objectives (transformational change, purpose, values and npission, new

act and risk

fors used to

eporting,fransparency and assurance (type and nature of disclosures, need for external review);

ontinual improvement and enhancing ambition (towards the achievement of global en

yironmental

nd’social goals)
[=] T

In order to demonstrate alignment with this principle and the requirements of reporting, transparency
and assurance (see 4.7), an organization should, as a minimum, document and make available an account
or record of the relevant stakeholders identified and engaged, as above, as well as the key issues raised
by stakeholders and resultant actions.

Figure 4) illustrates an approach to stakeholder engagement and management, by categorizing
stakeholders based on their “influence” and “interest”.
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