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Abstract

Sustainable banking refers to an area of the financial markets that aims
to promote a positive environmental impact from its operations, including
mitigating climate change.

Recognizing the threat of climate change to economic development and the
climate-related vulnerability of Latin America, many countries in the region
are proactively prioritizing low-carbon and climate-resilient growth through
environmentally sustainable development principles in their planning and
green growth strategies. Furthermore, under the 2015 United Nations Climate
Change Conference, otherwise known the Paris Conference of Parties
21 (COP 21), most Latin American countries have made commitments to
climate change mitigation.

Since 2009, COP has demonstrated there is willingness to raise significant
resources to finance climate investments and increase the flow of climate
finance from developed to developing countries, which should be allocated
by governments and the private sector. Since the private sector undertook an
important role in climate finance in 2015, it has become crucial to understand
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how the financial sector perceives itself in this new landscape, the actions
it is taking to meet its objectives, and the potential gaps to meet climate
change mitigation goals.

This report describes the current panorama of sustainable banking in
eighteen Latin American countries. To gain a comprehensive picture, the
research focuses only on the private banking sector, as its role is crucial,
and it concentrates in four main dimensions that involve different business
and administrative units within the bank: (i) green products and services,
(i) sustainable finance strategic commitment, (iii) environmental risk
management, and (iv) eco-efficiency practices. The findings of this report
are based on data collected through theoretical framework, market research
and a special-purpose survey that reached a varied sample comprising 101
private sector banks in Latin America.

Researching what banks are doing in the sustainable banking arena to unveil
the challenges and opportunities to increase the adoption of sustainable
banking practices, as well as what is needed to achieve meaningful change in
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This report describes the current
‘panorama of sustainable banking in
- eighteen Latin American countries.

To gain a comprehensive picture,
the research focuses only on the

private banking sector.

the banking sector towards climate change mitigation. This report concludes
about some of the main barriers to mainstreaming sustainable banking, such
as lack of knowledge and technical capacity of banking staff and customers,
and some of the main benefits gained from adoption of green initiatives,
such as increased bank reputation, new business opportunities, and sources
of revenue.

Keywords:
Sustainable finance, Green Banking, Latin America, climate change mitigation,
climate finance.
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Disclaimer:

This report is based on the dissertation “Sustainable Banking: What is the banking
sector in Latin America doing to mitigate climate change?" undertaken by Marcela
Ponce as part of her Master of Studies at the University of Cambridge Institute for
Sustainability Leadership (CISL).
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- The report was based on a survey
" in which one hundred and one (101)
~ financial institutions participated

from eighteen (18) countries

in Latin America, and where
the practices associated with
environmental sustainability in the
banking sector were analyzed.
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In mid-2017, the International Finance Corporation (IFC) and the Latin
American Federation of Banks (FELABAN), alongside eco. business Fund
(EBF), established an alliance with the common objective of preparing
a report on the state of green finance in Latin America. The report
was based on a survey in which one hundred and one (101) financial
institutions participated from eighteen (18) countries in Latin America,
and where the practices associated with environmental sustainability in
the banking sector were analyzed.

This report’s intention is to provide inputs for a better understanding of the
current state, challenges and opportunities in the development of green
finance by commercial banks. It hopes that the results and conclusions
obtained from it open the door to discussion on the actions and initiatives to
massify and improve these practices in the region.

The banking sector is in a privileged position to
significantly influence the protection and care of
the environment through the direction of capital

flows toward greener projects and companies.

The banking sector is in a privileged position to significantly influence the
protection and care of the environment through the direction of capital
flows toward greener projects and companies. In spite of the above, the
results found by this report show that greater commitment and investment
are required by financial institutions in environmentally friendly sectors
or projects such as sustainable agriculture, renewable energy, energy
efficiency, green buildings and infrastructure, among others, to achieve
a greater positive impact on sustainable development. Financing and
investment in these sectors represent a business opportunity in growing
markets for financial institutions and the three entities of this alliance will
continue to be strategic partners for the materialization of this opportunity
inincreasingly sustainable businesses. Similarly, this report aims to serve in
raising awareness amongst the different stakeholders about the importance
of joint efforts to encourage demand, improve technical capabilities and
achieve significant progress in this matter.

From all the actions carried out by financial institutions to contribute to
sustainable development and climate change, the development, promotion
and implementation of green products and services in their portfolio are,
without a doubt, the type of initiatives that generate greater positive impact
on the environment.

Amongst the portfolio of green products and services, the report briefly
emphasizes the analysis of the financial supply side in the agriculture sector.
In Latin America, agriculture is one of the pillars of economic and social
development, making it a sector with tremendous growth potential and
impact on the environment. However, the number of financial institutions
offering products and services in sustainable agriculture is low and still
much remains to be done. In this sense, the document wants to highlight
that investing and financing projects in sustainable agriculture is a business
opportunity still to be seized.

On the other hand, it is noteworthy that a significant number of banks are
committed to the inclusion of environmental criteria in credit and investment
decisions, which, although not being a standardized practice, represents a
step forward for the region with respect to previous years. In this regard, it
is important to bear in mind that one of the benefits for financial institutions
resulting from the inclusion of environmental criteria is the improvement in
the behavior of loan payments: the quality of the portfolio increases when
environmental and social criteria are included in the analysis of credit risks.
Lastly, the report makes a call to action for the different financial institutions
of the region on the importance of incorporating green finance within their
business strategies, as a generator of financial returns and, at the same time,
a driving force of conservation and environmental protection.
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Financing for climate change is one of the top priorities of the United Nations,
with former president Ban Ki-moon tirelessly urging investors to lend their
support for climate change initiatives to provide solutions to climate-affected
communities around the world (United Nations, 2070). Sustainable banking,
green finance and climate finance are just samples of the diverse terms given
to practices related to financing climate change and reallocating financial
capital towards environmentally conscious practices. Additionally, to these
concepts, a few working definitions and sets of criteria have been developed
in the context of the global financial system, national financial systems,
financial institutions and financial instruments (M.Forstater, 2076).

Itisimportant to have these definitions to provide a universal understanding
of current sustainable banking developments and how to accelerate them
to support the growth of low carbon economies, which in turn shall help
mitigate climate change. This report presents the status of the sustainable
private banking sector in Latin America, as well as its current barriers and
opportunities, drawing on responses from a survey, follow-on interviews
and market research.

Green Finance Latin America 2017 Report 2. Introduction

Sustainable banking is a rapidly evolving area, and many global institutions
have researched and assessed specific initiatives linked to sustainability in
the financial sector, aiming to accelerate the development of good practices.
For example, the United Nations Environmental Program (UNEP) has been
working on finance and sustainability for two decades and is tracking a
range of green finance measures, including mobilized green finance,
policies, regulations, standards, guidelines, principles and fiscal incentives,
etc., relating to the promotion of this type of financing.

UNEP informs that more measures related to green finance have been
introduced since June 2016 compared with any other one-year period
since 2000 (G20 Green Finance Study Group, 2017). The UNEP survey
initiated the design of a Sustainable Financial System to advance policy
options to improve the financial system’s effectiveness in mobilizing capital
towards a green and inclusive economy. This work started back in 2014
and finished in early 2018, demonstrating the benefits of a holistic view
towards sustainable finance and enabling nations and financial institutions
to participate in addressing environmental, social and governance (ESG)
challenges from a systemic point of view.



According to the World Bank Group (WBG), the term climate finance broadly refers to resources that
catalyze low-carbon and climate-resilient development (World Bank Group, International Monetary Fund,
OECD, Regional Development Banks, 2011). Green or sustainable banking also has different meanings
used by diverse stakeholders in the banking sector (See Table 1: Sustainable Finance Definitions). For
example, global stakeholders, such as the G20 Green Finance Study Group' and learning networks,
such as the Sustainable Banking Network? focus mainly on green investment and environmental
risk analysis, while local initiatives are even broader in their definitions, incorporating areas such as
dissemination and knowledge sharing, and eco-efficiency practices, amongst others. Green finance
is often considered part of green banking, which is understood as a component of a global initiative
to protect the environment. This concept is well reflected in the Policy Guidelines for Green Banking
issued by the Bangladesh Central Bank in 20112 or the Green Protocols* signed in six Latin American
countries since 2012 (Brazil, Colombia, Peru, followed by Mexico, Ecuador and Paraguay).

These various definitions are detailed in Table 1 below.

1 G20 Green Finance Study Group: Working group established to explore options for addressing the challenge of scaling up green financing, in support of the G20's strategic goal of strong, sustainable and balanced growth. Available at: http://unepinquiry.org/wp-content/uploads/2016/09/Synthesis_Report_Full_EN.pdf
2 Sustainable Banking Network: Unique community of financial sector regulatory agencies and banking associations from emerging markets committed to advancing sustainable finance in line with international good practice. Available at: www.ifc.org/sbn

3 Bangladesh Policy Guidelines for Green Banking are available at: https://www.bb.org.bd/mediaroom/circulars/brpd/feb272011brpd02e.pdf

4 Green Protocols are voluntary initiatives signed by financial institutions as a commitment to greening banking practices.

Green Finance Latin America 2017 Report 2. Introduction @



Table 1

Sustalnable

Finance Definitions
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Sustainable Banking

Climate Finance

Banking Initiatives directed at integrating risk management to
include ESG considerations and participation in financing of
investment that provides environmental benefits. As capital
providers, banks are ideally placed to help the private sector
adapt to new economic realities linked to environmental
and social sustainability, such as climate change, changing
communities, and increased resource scarcity, and to
contribute to national sustainable development agendas.

Banking activities that aim to converge a country's
environmental objectives, incorporating voluntary practices
that could scale up and serve as a demonstration effect for the
financial sector such as (i) financial instruments that promote
the development of sustainable projects (projects with
positive environmental impact); (ii) sustainable procurement
and efficient use of resources; (i) environmental and social
risk management systems, starting with compliance of local
environmental and social regulations; and (iv) dissemination
of good practices and knowledge sharing.

Financing that enables the world to meet the climate challenge
and provides resources for projects that increase resilience to
climate impacts and reduce emissions, in an orderly transition
to a low carbon, climate resilient global economy.

The mobilization and provision of scaled up, new, additional,
adequate, and predictable financial resources necessary to
address the climate change adaptation and mitigation needs
in developing countries. These funds may come from a wide
variety of sources, public and private, bilateral and multilateral,
including innovative sources.

International Finance Corporation's Sustainable

Banking Network

Multiple Green and Sustainable
Protocols Launched since 2012:

SUSTAINABLE
FINANCE
PROTOCOL
ECUADOR

GREEN
PROTOCOL
COLOMBIA

SUSTAINABLE
SUSTAINABILITY FINANCE
PROTOCOL ROUNDTABLE

MEXICO PARAGUAY

World Bank Group

WORLD BANKGROUP

Secretary General's High-level Advisory Group on

Climate Change Financing




Term

Conservation Finance

Finance for sustainable
development

Green Finance

Green Banking

Definition

Conservation finance is a mechanism through which a
financial investment in an ecosystem is made, directly or
indirectly through an intermediary, which aims to preserve
long-term ecosystem values.

Short-term investments for long-term sustainable development
to reach a green economy. A green economy in the context
of sustainable development and poverty eradication requires
major structural and technological changes in key sectors such
as infrastructure, industry, agriculture and transportation.

Investment mobilization in environmentally sensitive areas
such as agriculture, forestry, energy, mining and waste. In
addition, green finance seeks to direct Indonesia’s economy
onto a green and sustainable development pathway.

An ethical, socially responsible and sustainable bank. A green
banker is more than a banker, it is not an individual but a unit or
a group or a team. Green or sustainable banking is not limited
only to in-house green activities, but extends to facilitating
green financing. Environmental Risk Management guidelines
are a part of green banking to assess environmental risks and
not intended to squeeze investment; rather it is for sustainable
finance.

5 https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/environment/conservation-finance-en.pdf
6 https.//sustainabledevelopment.un.org/content/documents/649brief16.pdf
https.//sustainabledevelopment.un.org/content/documents/nairobi_meeting.pdf
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Finally, the COP 21 Accord serves as a catalyst, launching a new concept
referring to climate finance as the resources that should be allocated by
each country’s government and private sector to finance activities that can
mitigate the impact of climate change. With this new approach, the financial
sector is called to undertake new thinking on how to ease the financing
required for this agenda.

There are several examples like the People’s Bank of China (Ma Jun, 2076) or
the Bank of England, leading in their trials to respond to local and international
environmental and climate change challenges. Also in Europe, Switzerland,
and Italy are deemed as leaders in sustainable banking, having advanced in
sustainable financial system roadmaps (Federal Office for the Environment,
2015)(Italian Ministry of Environmentand UN Environment, 2016). Furthermore,
the European Union itself recently completed a comprehensive strategy for
sustainable finance (Robins & Sweatman, 2017).

In Latin America, the governing bodies of the financial system have
commissioned several studies to understand the current state of green
finance (Colombia), to assess the alignment of banking assets with the
green economy (Brazil), and to develop a strategic stock take on sustainable
finance (Argentina). FELABAN, on the other hand, as the umbrella
association for the regional banking associations from 19 Latin American
countries and representing more than 600 financial institutions, has
committed to sustainable banking since 2012, supporting the launch of the
first sustainability report, produced by UNEP Fl, and becoming a member
partner of the Sustainable Banking Network in 2016. Such commitment is
also reflected by the several sessions and events, targeted to banks, held
to raise awareness about sustainable banking and its support to produce
this report in conjunction with the International Finance Corporation. Latin
American countries have displayed extraordinary commitment to sustainable
development, however, they still need to lead the way in making this vision
a reality (Barcena, 2016), addressing policy constraints that render an
unstimulated financial sector, forcing sustainability as a preference rather
than a core banking feature.

With this in mind, and to set the framework for this report, key concepts have
been defined to refer to sustainable banking for private institutions in Latin
America, despite asymmetries in the financial system per country. Such key
concepts have shaped the scope of work for both the research as well as the
data collection and analysis.
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Key Concepts

For the purposes of this report, green finance is referred to as the group of
actions and practices performed by a bank in the following areas:

1) Green Products and Services:

A bank’s value proposition to service its clients’ needs, which
incorporate environmental benefits and/or are allocated to
economic activities that are part of the green economy, understood
as the transition to economies that are low carbon, resource
efficient and socially inclusive (UNEP, 2018).

2) Green Strategic Commitment:

A bank’s top management commitment to green banking practices
and environmental sustainability, also a pledge to have a holistic
sustainability approach within the its business lines, environmental
risks, eco-efficiency, etc.

3) Environmental Risk Management:

Tools and practices that a bank has in place to manage
environmental risks from its clients and mitigate transferring
these risks to the bank itself.

4) Eco-Efficiency Practices:

Actions and initiatives to reduce and/or mitigate the bank’s
environmental footprint and/or optimize the use of resources
through their own facilities and networks, or through its suppliers
and customers.

()



Climate Change

According to the Intergovernmental Panel on Climate Change, climate
change refers to a change in the state of the climate that can be identified
and persists for an extended period, typically decades or longer; it refers to
any change in climate over time, whether due to natural variability or as a
result of human activity (Intergovernmental Panel on Climate Change, 2007).

There is evidence that from the period between 1970-2004, Latin America
suffered fifty-three (53) significant physical changes that have been found
to be 98% consistent with warming. As seen in Figure 1 below, numerous
long-term changes in climate have been observed, with higher frequency and
intensity, resulting in weather events, such as heat waves, heavy precipitation
and extreme high sea level.

Green Finance Latin America 2017 Report 2. Introduction
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Figure 1:
Changes in Temperature, Sea Level and Snow Cover

(Intergovernmental Panel on Climate Change, 2007)
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In Latin America, climate change consequences are seen in floods, droughts
and other natural disasters. In the last years, Colombia, Peru and the
Caribbean, amongst others, witnessed serious damages, with losses in
billions of dollars. Such was the case of the “La Nifia” phenomenon in 2010,
a rainy season derived from climate change that affects countries on the
Equatorial line, which left damages in Colombia alone estimated at US $6
billion, arising from flooding and road closures, amongst other evidenced

impacts (ECLAC, 2011).

Thus, climate change is an undisputable reality with which nations and
the private sector at global level must face. Countries and businesses
produce a carbon footprint that negatively affects the environment, and
there are mitigation actions that can and should be taken to reduce the
impact of human activity.



A WBG study shows that if not properly mitigated, climate change could
push more than 100 million people back into poverty over the next 15 years
(Hallegate, 2016). Furthermore, according to an IFC study, mitigation and
adaption of emerging markets to climate change will require US $26 billion
globally by 2020, of which almost 2,6 billion are expected to be needed in
Latin America’ (International Finance Corporation, 2076). It is expected that
the identified investment potential will go towards agriculture, transport,
infrastructure, green buildings, renewable energy, waste management and
industrial energy efficiency.

To address climate change, other global organizations have stated mitigation
measures or goals. For example, the United Nations Framework Convention
on Climate Change (UNFCC) has set the goal of stabilizing greenhouse gas
concentrations in the atmosphere, as a means to “allow ecosystems to adapt
naturally to climate change, to ensure that food production is not threatened
and to enable economic development to proceed in a sustainable manner”
(United Nations Framework Convention on Climate Change, 1992).

Is an urgency to bridge the yet-to-be defined
sustainable financing gap and deliver the
capital flows needed for low-carbon,
climate-resilient, sustainable projects.

On the other hand, the Intergovernmental Panel on Climate Change (IPCC),
since its fourth assessment®, has worked on proving the human influence
on the climate system. For IPCC, “it is extremely likely that more than half of
the observed increase in global average surface temperature from 1951 to
2010 was caused by the anthropogenic increase in GHG concentrations and
other anthropogenic forces together” (Intergovernmental Panel on Climate
Change, 2074). In line with this scientific research and assessments, one of
the main goals reached during COP21 was stated as “holding the increase in
the global average temperature to well below 2°C above pre-industrial levels
and pursuing efforts to limit the temperature increase to 1.5°C above pre-
industrial levels” (United Nations Framework Convention on Climate Change, 20176).

7 Based on IFC analysis of climate pledges in Argentina, Brazil, Colombia and Mexico.

In line with the 2-degree scenario set by COP 21 and the already identified investment needs in specific sectors for the current climate trajectory, the financial
sector (along with governments and private sector) must play an important role to provide access to finance for climate positive projects.

While Latin American financial institutions wait for clear guidance from government entities around policy frameworks and sustainable development,
there is an urgency to bridge the yet-to-be defined sustainable financing gap and deliver the capital flows needed for low-carbon, climate-resilient,
sustainable projects. To this end, it is imperative to understand what financial institutions are doing in the region, what are the benefits and opportunities
from sustainable banking despite the lack of policies and clear national priorities, and finally, what the barriers are to advance sustainable banking.

8 |IPCC Fourth Assessment report: Climate Change 2007. Available at: https://www.ipcc.ch/publications_and_data/ar4/wg1/en/spmsspm-projections-of.html. Accessed on 3rd July 2018.
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The Latin American region comprises of 20 emerging economies that
range from small countries like Belize to large economies such as Brazil
and Mexico. In reviewing the background behind the developing stage of
Latin American countries, infrastructure services were found as one key
area for economic development, defining the difference between developed
and developing countries, as they are essential to achieving economic
growth and improving the quality of life. Infrastructure adequacy also
helps determine a country’s success or failure in diversifying production,
expanding trade, coping with population growth, reducing poverty, and/
or protecting the environment (G. Ingram, 1994). Billions of people in
developing countries lack access to clean water, energy, and other
fundamental services, and failure to invest in infrastructure services is a
detriment to addressing poverty, as well as environmental concerns.

Despite enormous efforts over the last several years, Latin American
infrastructure demand remains below supply, with a huge shortfall and
a population with high growth and urbanization, which corresponds to
increases in carbon dioxide (CO2) emissions and the energy footprint
(Richard York, 2003). Box 1 below shows further details of this and the
sustainable infrastructure opportunities in the region.

Additionally, Latin America has experienced an era of record-low interest rates,
controlled fiscal deficits, stable currencies, and a large pool of liquidity, yet a
chronic infrastructure deficit persists (Serebrisky, Suarez-Aleman, Margot, &
M., 2015). This deficit, coupled with the region’s profound economic inequality
(De Ferranti, 2004) has significantly impeded development in Latin America.

A new financial, institutional, and technological framework is required, as is
capacity building to dramatically scale up access to modern energy services
at the local and regional levels (Kaygusuz, 2072). In this report, financial
frameworks are analyzed in more detail, unveiling current banking sector
trends around the universal climate change challenge.

Latin America 2017 Report 3. Theoretical Framework

Box 1: Infrastructure:
Sustainability and Business Opportunity in Latin America

Given governments’ decreasing ability to finance infrastructure, private spending and financing for infrastructure must at least double
to overcome the investment gap. Current infrastructure spending across the public and private sectors does not reach half of funds
needed to meet the estimated demand. A range of studies estimate that Latin America needs to invest at least 5% of GDP in infrastructure
per annum to meet demand, which equates to an additional infrastructure investment of about 2.5% of annual GDP (Inter-American
Development Bank, 2015).

This funding gap reflects the barriers facing private-sector financing of sustainable infrastructure, such as the lack of clarity around
the pipeline of bankable projects; lack of standards for sustainable infrastructure that could increase transaction costs; uncertainty
regarding regulations and policies; and lack of long-term banking financing. There is enormous demand for infrastructure in Latin
America, a large part of which could be built using sustainability criteria. The greatest potential for additional financing lies with the
private sector, banks and institutional investors (pension funds, investment managers, insurance companies, etc.).

The greatest potential for additional financing lies with
the private sector, banks and institutional investors.

To align with the Paris Accord and Sustainable Development Goals (SDGs), most infrastructure investments must consider social,
economic and environmental sustainability at their core. The imperative for incorporating sustainability considerations into related
investment decisions is a timely one.

Sustainable infrastructure financing presents a good business opportunity with a huge pipeline of potential demand for banking. If
banks have a greater understanding about sustainability, they can enjoy a competitive advantage by participating in the business.
Development banks such as IFC play a key role in accelerating investments in sustainable infrastructure, convening clear long-term
signals to investors and providing effective tools and instruments to mobilize capital.




Overall, Latin American economies contribute relatively little to global CO2 emissions. Based on the latest CO2 emissions global data available, Brazil and
Mexico are the largest emitters in the region, with 2,33% and 1,68% of global green-house gas emissions, with energy, agriculture and waste being the
main contributors (World Resources Institute, 2017). Even so, most countries in the region have formally adopted an ambitious framework for sustainable
development and combating climate change by signing the Paris Agreement in 2015. At the time this research was conducted, and as seen in Table 2
below, most countries had committed to specific climate change mitigation targets in comparison to a business as usual scenario, through their Nationally
Determined Contributions (NDCs).

It is worth noting that even though a representative sample of Latin American countries have been analyzed, the theoretical framework excludes very small
economies, based on population below 1 million in 2017, which basically leaves out Guyana, Surinam and Belize.

Table 2:

NDCs — Latin America®

Country Target Year Commitment

Argentina 2030 15%

Bolivia N/A N/A

Brazil 2025 37%

Chile 2020 20%

Colombia 2030 20-30%

Costa Rica 2030 44% - intention to become carbon neutral by 2021
Dominican Republic 2030 25%

Ecuador 2025 24-25% constrained to energy sector emissions
El Salvador N/A N/A

Guatemala 2030 11%

Honduras 2030 15%

Mexico 2030 25%

Nicaragua N/A N/A

Panama N/A N/A

Paraguay 2030 10%

Peru 2030 20%

Uruguay 2030 25%

9 This NDC list reflects only Latin American countries that participated in this research.
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The next task for the region to transition to low-carbon economies through
implementation of the SDGs (Sustainable Development Goals) and NDCs
requires involvement of the public and private sectors, as well as of society
in general. Governments need to engage with the private sector to develop a
sustainability agenda that meets both global objectives and local needs.

The banking sector plays an important role in building up and financing
the sustainability environment, ‘it is impossible to establish a green and
inclusive economy without mobilizing sufficient capital for financing
the long-term needs of a resource-efficient future’ (Federal Office for
the Environment, 2015). Sustainable financing is a global trend that is
quickly evolving with growing demand from stakeholders ranging from
employees and customers, to investors.

In 2012, UNEP FI jointly with FELABAN, analyzed the financial trends relative
to sustainability, with emphasis on environmental management (United
Nations Environmental Program Finance Initiative, 20712). The report was
based on a survey performed to 85 financial institutions that included
national and international developments banks, public and private banks,
as well as funds in Latin America, Spain and the United States of America.
According to it, one of the most recurrent barrier identified by financial
institutions to advance in sustainability management at that time was the
lack of understanding and/or knowledge’” about sustainable financing.

Sustainable financing is a global trend that is
quickly evolving with growing demand from
stakeholders ranging from employees and
customers, to investors.

However, since UNEP FlI's ‘Sustainability Integration in the Latin American
Financial Institutions’ report (2012), which scope is dissimilar to this report,
the information on what the Latin American banking sector is doing to
mitigate climate change has been inexistent, therefore, a comprehensive
research was needed to understand the status of sustainable banking in
the region, with the goal of detecting the gaps preventing banks to mitigate
climate change through their operations.
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Other more recent studies have come out to assess similar topics, as is the case o — b _ To——
of the ‘Banking on Low-Carbon Future’ Impact Report launched in 2018, which b |
examines the progress in the banking sector's response to climate change,
with a particular focus on the 59 world’s largest banks (Boston Common Asset
Management, ShareAction, 2078). Another caseis the SBN's ‘Global Progress Report’
that assesses sustainable finance initiatives across emerging markets at a global
level (Sustainable Banking Network, 2018), and prepared based on 15 SBN member
countries that are already implementing sustainable finance policy initiatives.

In line with this objective, the first step was to assemble the existing definitions of
sustainable banking and related terms to frame bank performance in the required
sustainability environment®.

In Table 3 below, when it comes to financing the Green Economy and its respective
economic sectors, according to the UNEP, these refer to:

Green Economy Sectors

Green Economy Sectors
v v

Results in improvements in Renewable energy, energy efficiency,
well-being and social equality, green buildings, sustainable
while significantly reducing transport, sustainable tourism,
environmental risks and ecological water, fisheries, forestry, sustainable
scarcity, and has the following agriculture, waste, as well as
main pillars: low carbon emissions, specific agribusiness activities
efficient use of resources and and some social sectors such
social inclusion. as education, health, productive

inclusion and local and regional
development.

The Organization for Economic Co-operation and Development (OECD) has also
developed its own series of green finance and investment guidelines, which are
directed at achieving economic growth while reducing pollution and greenhouse
gas emissions, minimizing waste, and improving efficiency in the use of natural
resources (The Organization for Economic Co-Operation and Development, 2018).

10 See for example von Wolff, S. and Phalpher, K. (2014). Green Finance Successes and Challenges — A Landscape Overview. Finance in Motion / KfW. https.//www.kf w-ntwicklungsbank.de/PDF/Entwicklungsfinanzierung/Sektoren/Finanzsystementwicklung/Veranstaltungen/2014_Symposium_Landscape-Study-Final-Version.pdf.
Inderst, G., Kaminker, Ch., and Stewart, F. (2012). Defining and Measuring Green Investments: Implications for Institutional Investors Asset Allocations. OECD Working Papers on Finance, Insurance and Private Pensions, No.24, OECD Publishing. http://www.oecd.org/environment/WP_24_Defining_and_Measuring_Green_Investments.pdf.
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Also, the OECD provides policy analysis to scale up financing of technologies,
infrastructure and companies that will be critical in the transition to a low-
carbon, climate-resilient and resource-efficient economy, such as the green
investment policy framework that analyses the case of low-carbon, climate
resilient infrastructure (Corfee-Morlot, J. et al, 2012).

In Latin America, the banking sector is implementing voluntary or
regulatory frameworks for sustainable development. This is the case of
Brazil, Peru, Colombia, Ecuador, Mexico, Panama, and Paraguay, with
support by multilateral institutions. Peru, for instance, having incurred in
billions of dollars in costs due to environmental degradation and climate
change events, the financial regulator issued a social and environmental
risk management regulation in 2015 (Superintendencia de Banca y Seguros
y AFP de Peru, 2018). This measure responded to the findings of a local
survey performed in 2012, where the ten largest banks in the country (99%
of total corporate loans in Peru) considered socio-environmental risks as
very relevant to their operations.

The aim of this regulation in Peru is to encourage financial institutions to
implement best practices and prudent decision-making process to manage
environmental and social risks. Alongthe same line, the Peruvian government
has been working on several actions to mainstream sustainable development
principles, particularly in sectors and areas experiencing high growth, utilizing
natural resources, and/or relying on exports (World Bank, 2017).

Brazil is one of only two G20 countries that is using regulatory measures
(utilizing pillar three of Basel IlI: Internal Capital Adequacy Assessment)
to require that banks use sustainability criteria in their governance
and risk management frameworks (Kern, 2016). In 2014, the National
Banking Federation of Brazil (Febraban) adopted voluntary standards to
enhance banks' assessments of environmental risks. The Central Bank
of Brazil followed, aiming to promote good practices for the mitigation of
environmental and social risks and developing a Social and Environmental
Responsibility Policy (Brazilian Monetary Council, 2014). This policy makes
financial institutions adopt their own social and environmental responsibility
principles and guidelines that direct the socio-environmental actions of
their businesses and in their stakeholder relations.

Both frommandatory andvoluntary aspects, since 2014 Brazilianinstitutions
have (i) been seeking to identify best practices for environmental risk
management, which is reflected in the banks’ strategic commitment with
sustainable financing through the design and implementation of internal
policies and guidelines; and (ii) been measuring their progress in green
lending, through the identification of bank balances allocated to developing
a low carbon economy.
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Climate finance has been key in
international negotiations, beyond the G20.

Climate finance has been key in international negotiations, beyond the G20
conversations previously mentioned. Prior to the Copenhagen COP 15 in
2009, it was calculated that US $97 billion per annum of climate finance
was being provided to support low-carbon, climate-resilient development
activities, and at least US $72 billion was provided by the private sector
(Climate Policy Initiative, 2017). The COP 15 Summit demonstrated that
there was willingness to raise larger sums to finance investments in new
low-carbon technologies, energy efficiency improvements, and renewable
energies generally; however, this initiative had an emphasis on public
financing, rather than private. In 2010, the Cancun COP 16 Summit brought
a climate finance concept, with commitment to increase the flow of climate
finance from developed to developing countries, yet still with an unexplored
role for the private sector. Finally, the COP 21 agreement launched a refined
climate finance concept, defining the resources that both governments and
the private sector should allocate to finance activities that can mitigate the
impact of climate change.

These new advances set the scenario to assess what the private sector,
and more specifically the banking sector, is doing to increase climate
finance and the impact of banks in the broad sense of enhanced risk
management and responsible and sustainable behavior. The manner in
which several global and regional banking initiatives have addressed this
evaluation is outlined as follows:
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Some researchers suggest that US $12 trillion in investment is needed
globally by 2030 in renewable energy power generation alone to limit global
warming to 20C (Boston Common Asset Management, ShareAction, 2018),
while others estimate such investments for developing countries could reach
around US $23 trillion. For this report, this research dimension is referred to

ZI4 Green Products and Services.

Y

The G20 Task Force on Climate-related Financial Disclosures (TCFD)
developed climate-related disclosures to measure and respond to climate
change risks. These recommendations were finalized in June 2017, calling
for companies and financial institutions to organize climate-risk disclosure
around governance, strategy, risk management and targets, and using
scenario analysis to assess how climate risk may affect them. Banks’
commitment to combatting climate change in alignment with global Accords

and TCFD recommendations is referred to as (e RS e LG s [ eTay [y 1117 I &
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A 20715 study estimates that the value at risk for investors from climate
change under a business-as-usual scenario may be equivalent to a
permanent reduction of up to 20% in portfolio value in just over a decade
(Covington, 20175). This risk can be substantially lowered if the banking
sector takes climate change seriously from a business and reputational
standpoint. Actions taken by banks in this sense are referred to as

Environmental Risk Management.

&

Resource efficiency and a reduced carbon footprint give companies the
opportunity to be more efficient in their operations, especially for large
projects. Using less energy, or producing more with the same energy,
incurs lower electricity costs, which could also have a positive impact on
the bottom line for financial institutions, whilst also contributing towards
climate change mitigation. The analysis of this sustainable banking

dimension is referred to as| = em =iile (e f 2 ailos
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The methodology for carrying out this report was divided into three major
stages, described below:

1 Responadant
RO

Data Analysis

Banks were classified according to country and asset size.

The databases were consolidated and input into business intelligence
tools and other data processing programs.

A descriptive statistics analysis of the survey responses was carried out
to obtain conclusions about the state and challenges of Green Finance

in the region.
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For this purpose, banks were ordered from smaller to larger and classified by the percentiles within each country:
from the 0 to 50th percentile it was classified as a "Small" bank; from 571th to 90th, as a "Medium" bank; and from
91th to 100th as a "Large" bank (see Appendix 2).

Asset Size

As mentioned above, the sample of banks is balanced at the level of the banks’ asset sizes. In relation to size,
37% of the banks surveyed are classified as large banks, 33% as medium-sized banks and 30% as small banks.

o Figure 2: Bank Distribution by Asset Size

0%

@ Big

Small
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Geographic Coverage

Of the 101 banks surveyed, 58% are local banks, that is, they only cover the country in which they are located. 27%
are banks that have expanded their operations to other countries in the region, and 15% correspond to banks with
coverage beyond the Latin American region.

o Figure 3: Bank Distribution by Geographic Coverage

15%
27% \
® Global

@® Local

@® Regional
58%

Industries

42% of the surveyed banks do not specify a particular industry in which they are focused. That is, they provide
their services regardless of the sector that demands them. For its part, 20% of the banks surveyed are focused on
providing their services to the agricultural sector and 15% to agriculture.

o Figure 4: Bank Industry Focus

Unspecified I 42%
Livestock |GG 0%
Farming NN 15%
Industry NN 11%
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Manufacture Wl 2%
Agroindustrial I 1%
Living Place J 1%
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Animal Husbandry J 1%
Constructor J 1%
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47,
Design and Preparation
of Questionnaires

For the development of the questionnaires, a structure was defined that
contemplates the four green dimensions to characterize Green Finance,
and specific topics within each dimension. The survey could be answered
by four types of staff within each bank:

i. Responsible forthe bank’s senior management, ii. Business/commercial
area, iii. Risks and iv. Administrative area, efficiency, sustainability or
procurement.

For the design of the specific questions within the survey, a compendium
of practices was carried out in each of the four defined dimensions and
themes, in order to establish questions that would allow to identify the
application and maturity of these practices in Latin American banks.
The survey was directed to commercial banks, so the questions were
designed taking into account the particular practices of this type of entity.

A consulting firm was hired for the management, anonymity and control
of the answers. As part of the process of designing the questionnaires,
a pilot test was conducted in order to receive feedback regarding the
structure, size and wording. This test was done in person for one bank
and virtually for another. Based on the feedback received from these
banks in the pilot test, the questionnaires were reviewed and adjusted.

The survey was translated into Portuguese and English to be sent to each
bank in their primary language.

4 3.
Collection of
Information

The questionnaires were sent via email to 375 banks in 18 Latin American
countries.

The selection of entities to which the survey was sent to was done by
taking the database of financial institutions supplied by FELABAN (banks
belonging to the regional banking associations, members of FELABAN)
and the data of the banks suggested by IFC and the eco. business Fund.

Reminder emails were sent, as well as follow-up telephone calls in a
strategic manner to maintain a balanced response sample.

The data was collected between July 21 and September 30, 2017 and a
response was obtained from 101 banks in 18 Latin American countries.
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@ Figure 5: Survey Responses by Country
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5.1
Findings

Figure 6 summarizes the results of the survey in Latin America by
comparing the adoption rate of banks carrying out the dimensions of green
banking analyzed, with the strategic level of each measure. As illustrated
in the graph, progress towards sustainability begins in many cases from
the adoption of eco-efficiency practices (74% of the banks surveyed), to
reaching strategic green commitments (46%).

11 UNEP FI's ‘Sustainability Integration in the Latin American Financial Institutions’ report (2012).

Figure 6:
Green Finance Adoption Degree

From Corporate Social Responsability (CSR)
to strategic business pillar.

®

s Green Products
Adoption and Services
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e

Q) Strategic level ©)

Through the theoretical framework and survey responses, it was revealed that there are challenges with implementing sustainable practices and
mainstreaming green finance in the Latin American banking sector. One of the main findings from analyzing the survey results, is that bank staff
perceive both insufficient support from top management and low client demand. Staff also feel they lack sufficient technical knowledge and capacity
to understand the sustainable banking business and its implementation cost and benefits. These barriers and challenges are in line with a prior similar
research conducted in the region by UNEP FI".

On the benefit side, as will be further detailed in this section, the survey also demonstrates that sustainable finance in Latin America offers a remarkable
business opportunity for banks. Several surveyed banking institutions have quantified the investment potential, which demonstrates a growing market that
needs lending, financial, and non-financial services for which they have a responsibility beyond capital facilitation. Sustainable banking is also perceived
by surveyed banks as an opportunity to innovate and differentiate themselves in very competitive markets.
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This area, which refers to the green value proposition that banks offer to
6 1 1 their clients, including solutions that incorporate environmental benefits,
N flags products and services that contain environmental benefits or

Green Products and SerViCES attributes, which are intentionally and differentially marketed as green to
the bank’s client base. Green credit products include, among others, green
loans, green mortgage, green leasing, green credit card green trade finance,

etc., as defined in Table 4 below.

Table 4:
Green Product Characteristics

Description

Green Loan A loan that finances assets linked to energy
efficiency solutions, renewable energy projects,
climate-smart agriculture activities, green buildings,
etc., amongst other green assets that generate a
positive environmental impact.

Green Mortgage Mortgages linked to real estate assets that have
green building certifications, such as LEED,
BREEAM, or EDGE, or that comply with some
efficiency criteria such as reduced energy, water
consumption and/or low carbon materials.

Green Leasing Financial leases of assets qualified as green,
typically equipment, such as efficient motors, solar
panels, electric vehicles, etc.

Green Credit Card Credit cards that incorporate some sort of
environmental benefits, such as offering to invest
administrative fees (monthly maintenance fee
charged to the cardholder) in green/sustainable
initiatives (e.g. tree planting to offset CO2 emissions)
or that offer differential interest rates for green
products purchased.

Green Trade Finance Trade finance solutions linked to the importing/
exporting operations of assets that qualify as
green, such as equipment and projects that clearly
generate a positive environmental impact.
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Other investment or transactional green products include green investment
funds, green accounts, green insurance, climate intelligent agribusiness
financing, etc. Green non-financial services refer to the assistance and
advisory services provided by the bank to its clients, on green practices and
operations in the different industries.

Out of the 101 banks surveyed, 49% were already marketing and
commercializing some type of green product or service to their clients,
revealing that Latin-American banks are aligning their product offering
to market trends towards the greater demand for environmental friendly
products. Of the 51% not formally offering green products and services, 88%
of the banks expressed interest in doing so in the future. This interest may
be the result of various factors, such as an improved regulatory environment,
public commitment to sustainability, more environmentally conscious
investors and financiers, as well as a demonstration effect generated by
leading banks in the region.

@ Figure?7:
Green Products and Services Interest

? Would you like to include green products and
services in your portfolio?

In % of banks that do not have green products
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In its Climate Business Opportunities Report (International Finance
Corporation, 2016), IFC estimated that there is US $2.6 trillion in investment
opportunities in the region, nearly 60% of which is related to transport
infrastructure, and one third to green buildings.

Other investment or transactional green products could include green
investment funds, green accounts, green insurance, climate intelligent
agribusiness practices and models, etc. Green non-financial services, on
the other hand, refers to assistance and advisory services provided to bank
clients regarding green practices and operations in/for different industries.

Figure 8:
Interest in Green Products and Services Offerings

Types of green financial products
and services offered

% over banks that have green products and services within
each segment

I Credit Products
I Liability Products

100%
44%
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86%
Corporate Banking Only 57%
43%
96%
81%

21%

94%

64%
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Commercial Banking Only

Commercial and
Corporate Banking

Total Average

As seen in Figure 8, among the banks that already are marketing green
products and services, green credit is the most widely offered product
(94%). This includes not only green finance and lending facilities, but also
green leasing.

The highest demand for green products is still
concentrated in the corporate banking segment in
comparison with the commercial banking segment.

When it comes to products other than credit, 28% of the banks offer green
insurance, mainly related to climate risk coverage, and green non-financial
services or advisory services on sustainability practices. The third most
popular green product offered is green investment funds, followed by green
savings accounts. Green savings refers to transactional accounts that
typically reduce carbon footprints, function online, and avoid paper usage.
In many banks, these accounts incorporate other environmental features,
such as allocating some of the account fees to environmentally beneficial
activities such as reforestation.

The highest demand for green products is still concentrated in the corporate
banking segment in comparison with the commercial banking segment. This
means that the largest bank clients, i.e., a limited number of corporations, are
still driving the demand for green products, mostly related to project financing
or corporate lending to large renewable energy projects, such as hydro power
plants, photovoltaic farms, etc. This reveals the lack of sufficient financing
for other green asset classes, such as energy efficiency financing where the
largest potential remains with mid-sized enterprises, small companies, and
even individual entrepreneurs and households.

There is a strong urgency to mainstream green products beyond corporates
to the commercial banking segment. With most commercial banks around
the world, including Latin America, the largest bank segment in terms of
number of clients and aggregated lending portfolios is the commercial
banking segment that serves mid-size and small enterprises, as wells as
individuals. Thus, focusing on the commercial banking segment with green
products and services would allow for increased market reach and scaled up
climate financing in the region.
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According to the International Energy Agency, energy efficiency is a major
contributor to strategic objectives across five main themes: enhancing
the sustainability of the energy system, economic development, social
development, environmental sustainability, and increasing prosperity
(International Energy Agency, 2014). Energy efficiency financing is
indispensable for reducing CO2 emissions, accounting for 45% of
emissions reductions as presented in Figure 9 below (Kaygusuz, 2012),
as seen in technology and equipment substitutions, retrofits, and
adopting best practices in several sectors (e.g., industry, transportation,
waste, water, construction, and lighting). Energy efficiency financing is a
key opportunity for banks serving small, medium, and large enterprises,
through commercial banking.

Figure 9:
Reductions in CO2 Emissions by Technology Area

(Kaygusuz, 2012)
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Furthermore, according to IFC's Climate Business Opportunities Report,
industrial energy efficiency and resource efficiency in buildings represent an
investment opportunity of almost US $1 trillion by 2030, based on climate
change commitments and policies in place in Argentina, Brazil, Colombia,
and Mexico. The International Energy Agency report also estimates that
there were aggregate annual investments in energy efficiency valued at US
$300 billion in 2011 only, equal to aggregate investments in coal, oil and
gas power generation, while also becoming the surest source of energy
supply. These figures reflect not only a huge opportunity for banks to
engage with their clients, but also a rapid means to realize a large, positive
environmental impact.

In terms of the expected profitability of green products for commercial
and corporate banking, the surveyed banks estimated that profitability
would be the same for the corporate and commercial banking segments.
That being said, only 56% of the banks currently offering green products
and services, are quantifying and measuring returns on their green
portfolios. As seen in Figure 10, of these banks that are monitoring their

5.1.1. Green Products and Services

green portfolio, 54% reported green portfolio growth between 1% and 50%,
while 35% of banks saw growth greater than 50%. These positive green
portfolio growth rates reflect a growing demand for green products. These
positive growth rates of the green portfolio reflect a dynamic demand for
green products and services.

In addition, the survey shows that the growth in the portfolios of
green products and services is accompanied by greater profitability.

o Figure 10: Green Portfolio — Growth
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When looking at green portfolio credit quality, 68% of surveyed banks state that non-performing loan levels behave
similarly for both green and non-green traditional products, while 30% of banks consider that their green portfolios
perform better than the traditional non-green portfolios. Regarding profitability of both loan portfolios (traditional
and green), 62% of banks consider that it is similar in both portfolios, while 22% report that green portfolios yield
lower profitability than traditional portfolios (see Figure 11 below).

o Figure 11: —

Green Financial Products and Services -
Non-performing and Profitability

a Regarding your portfolio of traditional products, what has been the behavior
of green products in terms of default and profitability rates?
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For banks that are not formally commercializing green
products and services, 62% indicated that sustainable
agriculture is a future priority area for green product
development (see Figure 12). This is not surprising, as

agribusiness is a chief productive activity in the region
and one of the most relevant for the region’s economies,
followed by energy efficiency, renewable energy, and
sustainable cattle.
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Banks identified the following barriers for offering green products and

Figure 12: . services to their clients:
Areas for Potential Green Products
and Services Offerings Lack of bank knowledge and technical capacity

a to understand and identify green opportunities in
their client bases;

g Limited range of green product offerings

Topics in which banks would be interested currently available;

in developing green products
G Accessible international green financing

% over banks with no Green Products to market green products;

G A regulatory framework that is not yet supportive
for green product offerings; and

G Inability to correctly identify and measure
green demand.
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Possibility to increase market share through
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Improve banks reputation and image;

Can facilitate access to international green
financing facilities;

May improve the overall credit quality of the
bank portfolio.
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One of the fastest growing green products is ‘use of proceeds’ green bonds to finance eligible green assets, as per the green bond principles. From the 101
banks surveyed, 81% have heard about this type of asset and almost half of those banks are considering issuing a green bond in the months to come (see

Figure 13 below).

Figure 13:
Green Bonds — Awareness and Interest
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Emerging markets, particularly Latin America, are well positioned to scale
up green finance, given the strong prospects and rising demand for green
products, with green bond issuance at a global level predicted to reach US
$250 billion in 2018 (Moody's, 2018). A green bond is a debt instrument that
enables capital-raising and investment for new and existing projects with
environmental benefits (International Capital Market Association, 2018), for
which the Green Bond Principles (GBP) have been created, as voluntary
process guidelines, to provide direction on the key components involved in
launching a credible green bond.

The green bond market is growing across Latin America, including
Brazil, Colombia, Costa Rica, Mexico, and Peru (Climate Bonds Initiative,
Bloomberg, 2018), with Argentina as a new participant in 2018 (Periodico
La Nacion, 2018). These trends demonstrate that the underlying green
business of banks is rapidly consolidating. With nearly US $8 billion of
issuances in 2017, Latin America's green bond market has doubled the total
bond issuance in the region (Climate Bonds Initiative, Bloomberg, 2018).
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In line with this chapter, the surveyed banks selected the topics with which
their green products and services were related. From this question, it was
revealed that more than half of the banks relate their green portfolio to the
topic of sustainable agriculture (54%).

At the same time, given that banks could choose between several topics, 28%
and 18% of the banks surveyed said they had a relationship with sustainable
livestock and fisheries, respectively.

Figure 14:
Main Agri Product Themes Financed
by Banks

Does your bank currently offer green
products and services related to any of
the following topics?

In % of banks that have green products
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Out of the agricultural products that are mostly financed by banks in Latin ~ On the other hand, according to Figure 16, of the main actors in the value
America, coffee, sugar cane, corn and others (soybeans, bananas, peanuts  chain that banks finance on sustainable agriculture issues, there is no
and pineapples) are the most relevant. However, the above results vary  significant difference between themin their financing. This range is between
according to the region and country in which the bank operates. 19% (transforming companies) and 33% (primary production).

Figure 16:
Main Stakeholders of the Value Chain
Financed by Banks
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On the other hand, to know about the financial products offered by the
banks on sustainable agriculture, they were asked to choose the respective
products according to the classification by assets, liabilities, insurance and
other services.

Of the results obtained, the assets (credit) products are the most offered
type. The loans of productive investment, agricultural machinery and
sustainable agriculture (Smart-Agri) solutions are those that are found with
greater frequency in the market. Secondly, working capital loans are grouped
for campaign in local currency and in USD, and destined for green uses.

Of the results obtained from the classification, the liability products stand
out, as they are the products that most of the banks surveyed offer, the
sustainable savings accounts, green deposits and green currentaccounts.
In addition, within "other" products are green bonds and institutional fund
resources.

Of the results of insurance and other services, agricultural insurance/
derivatives that cover climate risks are those that are offered most by the
banks surveyed. Less important are the advice to manage environmental
risks and opportunities for energy savings and transactional information.

Once again, it is evident that the green credit products that banks offer,
even when they are related to sustainable agriculture issues, are the most
offered in the market.

Figure 17 shows that leveraging through suppliers, the commercial
network specialized in the segment and the cross-selling of associated
products are the main tools on which banks leverage to achieve the
growth of this green portfolio.
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Figure 17:

Agro Segment Growth Strategies
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The previous analysis reveals an important interaction between the growth
strategies of the portfolio and the retention of clients in the agro segment.
In particular, when tracking how much do agricultural products retain their
customers, 70% of financial institutions claim to have a high level of retention,
while the remaining 30% consider it to be moderate. No bank considers that
there is a low level of retention of clients for this portfolio segment.

This interaction becomes relevant when considering the incentives that can
be created in banks by having effective growth strategies, together with a
portfolio of agricultural products with a high level of customer retention.

The measurement of the performance of green products in the agribusiness
segment is mainly carried out on the portfolio growth metric, the acquisition
of new clients and the average profitability per client.This means that, if
growth strategies are effective, the indicator of attracting new customers
should be positively affected.

In turn, of the metrics to measure performance within the "other" category,
the indicators of social and economic impact on customers and mitigated
CO2 tons stand out.

On the other hand, regarding the growth prospects of the agro segment
for the next 3 years, it is found that the expectation is moderate, since 63%
consider growth to be between 0 and 15%, while a smaller proportion of
banks (26%) expects to obtain portfolio growth of around 16% and 30%.
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Green Strategic Commitment
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This dimension aims at identifying overall bank commitment to sustainable banking in terms of assessing whether: (i) green vision and green objectives are  When asked if banks actively promote sustainable financing by leveraging

embedded into bank strategies; (ii) environmental policies and/or practices are in place; (iii) resources and budget are allocated to promote green finance  any of the four research dimensions, in all cases, responses revealed limited

within the bank; (iv) dedicated staff are positioned to handle green business; and (v) capacity and knowledge to promote green finance are being developed  actions towards a formal corporate commitment to sustainability. Most

and provided. Based on the survey responses, this is the least mature dimension, with only 46% of the surveyed banks reporting to have some kind of green  banks do notincentivize green finance, do not have specific budgets allocated,

institutional commitment (see Figure 18 below). and are not providing the necessary capacity building or communications
(internally or externally).

Figure 18:

Green Commitment — Status and Plan Ahead The main challenges for surveyed banks to have a strong

institutional commitment to green finance include:

Perceived lack of stakeholder interest;

Lack of economic incentives and
individual rewards;

Does your bank integrate strategic objectives !)oes your.bank. pla.n to mtegrate/ln.crease Lack of information and resources:
related to green financing its strategic objectives for Green Finance
% over all banks surveyed within the coming years? Lack of management support.

% over banks that do not integrate Green
Finance within their strategic vision

The perceived benefits and opportunities of having a strong
institutional commitment to green finance include:

Differentiation within a competitive market;
Strengthened reputation and branding;
Environmental benefits;

Better relationship with clients and
society,

New source of business and revenue.
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In the search to encourage green financing as part of the operation of banking, 00000000COCOCOCOOOO
central banks and banking associations of Latin America have looked for 0000000060000 0060600090
. . : : . o 000000000000O0CO0COCGBOODS
ways to incorporate environmental factors in credit decisions. This is how 0000000000000000006
both mandatory policies as voluntary green protocols have been adopted by 0000000000000 0O0COCGOCF
several countries since 2012 (Sustainable Banking Network, 2018). Brazil, 960000000000
. . . 0000000000O0COCO0COCS
Colombia, Mexico and Peru launched and successfully implemented green 000000000
or sustainability protocols that incorporate measures linked to the bank's 000000
)

disposition to design and launch green products and services and other
dimensions of sustainable banking evaluated in this report, such as internal
policies (green strategic commitment), environmental risk management,
eco-efficiency practices and dissemination or commercialization.
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This dimension reflects the policies, tools, mechanisms, procedures, and
frameworks that banks use to identify, assess, and manage environmental
(and in most cases also social) risks, as generated by bank clients that
can impact the bank itself. The survey has focused principally on their
environmental risk management systems (ERMS).

As seenin Figure 19, of the 1071 banks surveyed, 64% have an ERMS in place,
and those that do not have one, apply one or various good environmental
risk management practices. Among the banks with an ERMS in place, IFC
standards are the most widely adopted initiative, with 72% bank application.
Also, banks apply risk management frameworks and guidelines, such as
the Equator Principles™, IFC Exclusion List (Appendix 3), guidelines from the
Principles for Responsible Investment’and national protocols.

Among the banks using ERMS in their businesses, 91% apply the social
and environmental assessment to their corporate banking segment, mainly
to large corporates, followed by public borrowers. Other banks also apply
ERMS to their commercial banking segment, but most assessments still
concentrate on large and middle-sized clients.

12 The Equator Principles can be defined as a risk management framework adopted by financial institutions specifically, for determining, assessing and managing environmental and social risk in development projects.
13 The Principles for Responsible Investment can be defined as an initiative as well as a set of guidelines investors, who want to consider environmental, social, and governance (ESG) issues as part of their investment process, can sign up to.
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Figure 19:
Environmental Risk Management — Current Practices

% over all banks surveyed

36%

Does your bank have an environmental risk management system (ERMS)?

64%

e On which banking segments do you apply the ERMS?
% over banks that do implement ERMS

9%

@ Only Commercial Banking .

@ Only Corporate Banking

® Comercial and 28% Equator Principles [l 45%
Corporate Banking 63% National Protocols [l 38%
PRI [l 15%
others | 12%
Ay [l 15%
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IFC

National and International Funding

Is your ERMS aligned with any of the
following initiatives?
% over banks that do implement ERMS

I 2%
B /6%

From survey responses, for 64% of banks, applying an ERMS to their lending
operations translates into an impact in terms of the spread, the credit
conditions, and/or the level of guarantees required. Thus, environmental
issues are important components of the loan's final conditions. On the
other hand, 36% of the banks that apply an ERMS do not consider the
environmental performance of their clients as a characteristic influencing
credit conditions (e.g., loan amount, tenor, etc.).

o Figure 20:
Differentiated Credit Conditions based on
ERMS Rating

e Does the bank differentiate credit conditions,
according to the risk assessment?

In % of banks with ERMS

&
&

36%

@ Guarantees
@ Terms
@ Rates
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According to survey results, the main barriers for banks to implement an

ERMS include:

- Lack of resources and knowledge;

- Resistance to change in the corporate culture; and

- Lack of management support.

The acknowledged benefits and opportunities of having a ERMS in place

are several:

+ Reduced risk exposure;

* Improved capacity to identify environmental risks;

* Improved brand and reputation; and

- Reduced costs associated with generated risks.

Latin America 2017 Report
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5.1. Findings

Figure 21:
Benefits and Challenges of ERMS

ERMS Benefits
In % of banks with ESRM

Reduce exposure to risks

Improve the ability to identify
socio-environment! risks

Reduce possible costs to compensate
for risks generated

Improve brand reputation or value

Improve the quality of the loan portfolio

Identify new business opportunities
(green investments)

Attract investments

Improve the classification by analysts

Obtain recognition and prizes

Others

ERMS Challenges
In % of banks with ESRM

High demand for time required
for implementation

Disadvantage compared
to the competition

Ignorance of the subject

Lack of information

Regulatory barrier

Little implementation

High investment costs

Reduction of competitiveness

Little support from the administration

Absence of qualified consultants
to implement

Little external financing

Others

B 5%

B 35%
B 32%
Bl 31%
Bl 26%
Bl 23%
22
B 20%
B 18%
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5. 1488
Eco-Efficiency Practices
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Figure 22:
Eco-Efficiency — Practices and Responsible Areas

Indicate which of the following indicators
¥ you employ

Eco-efficiency practices are the actions and initiatives that banks take to

reduce and/or mitigate their environmental footprint and/or to optimize

resource usage, directly across their own premises and network, and Does your bank use efficiency indicators
indirectly across their value chains with providers and clients. Examples of that a||°VY you to me.asur.e the results of :
these measures include green building certifications for corporate buildings eco-efﬁmency PraCtlces_m terms of Electric Power Consumption _ 96%
and/or branches, use of photovoltaic panels to generate solar energy for self- reducing environmental impacts? : .
consumption, requirements for providers to follow sustainable practices, % over banks that implement eco-efficiency practices Paper Consumption | O2%

and/or paperless accounts for clients, amongst others. Water Consumption _ 849

Out of 101 banks surveyed, 74% apply, to some extent, eco-efficient @ Waste Paper || 73%

practices, making this dimension the most widely adopted out of the four : ..
_ L _ o ‘ Direct CO2 Emissions [ 69%
sustainable banking dimensions analyzed in this report. Banks are trying

% over banks that use efficiency indicators

proactively to optimize their use of resources, and to a lesser extent to Indirect CO2 Emissions - 45%
reduce their carbon footprint. ..
Waste Packaging [l 45%

Most clean practices are through energy efficiency programs that promote e Others . 16%
efficientresource use, including electricity, water, and paper, followed by waste
management programs and carbon footprint compensation/offsetting.

One interesting fact is that of all the banks with eco-efficiency practices, only
68% measure their impact in environmental and financial terms; however,
the banks conclude that most of these initiatives contribute to cost savings,
except for waste treatment and carbon footprint compensation/offsetting.
The bank unit that is typically responsible for measuring this dimension is
either the administrative or the sustainability function. The most measured

initiatives are electricity, water, and paper consumption (see Figure 22). Administrative area  [JJIIll 39%

B Which area is in charge of measuring
these indicators?
% over banks that use efficiency indicators

Environmental Sustainability Area [l 37%
External/Third Parties | 6%

Environmental Committee of the Bank | 2%

others | 18%
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Banks report the following main challenges with implementing
eco-efficiency initiatives:

g Lack of sufficient resources;
Q Insufficient knowledge and expertise; and

a Anticipated technical complexity.

Most banks that have proactively adopted eco-efficiency practices
declared that their main benefits and opportunities are:

a Positive contribution to the environment;
e Economic benefits; and

Q Strengthened brand and reputation.



S
Main Analysis
Conclusions

The level of adoption of green finance in the Latin American banking sector,
as measured through the adoption of the four dimensions of this research,
reveals a bottom-up learning curve with lesser strategic actions, most
under implementation, and administrative management driving corporate
commitment. This is evidenced by eco-efficiency practices with the highest
rate of implementation amongst the investigated sustainable banking
dimensions. Corporate sustainability frameworks, which are typically led by
the highest bank leadership, are the least implemented sustainability green
banking dimensions. According to survey results, Latin American banks are
not yet embracing a vision for green finance nor promoting environmental
sustainability as a crosscutting strategic pillar throughout the bank. The
sustainability adopted, based on these research results, has been mainly
focused on improving resource efficiency and managing environmental
risks, and in a lower extent to offering green financial products and services.

This research reveals that management commitment with a green banking
business model is being adopted by banks that have previously embedded
the remaining three sustainable banking dimensions (i.e., green products
and services, eco-efficiency, and environmental risk management). This
is evidenced by the survey responses and confirmed by the follow-on
interviews (detailed later in this section), where the three interviewed banks
shared their willingness to either design green financial products or develop
green business models, after successfully implemented ERMS and eco-
efficiency practices.

As banks start to become familiar with sustainability, green finance, and
environmental management, they will realize the business opportunity
in developing green value offerings, in terms of both environmental
responsibility and profitability. Banks are devoted to their shareholders,
clients, employees, and other stakeholders, and climate finance is an
opportunity for banks to diversify their business, innovate, and differentiate
themselves in very competitive markets.

Facilitating Drivers

There are multiple drivers for banks adopting of green finance initiatives,
some of which are highlighted below:

+ Multilateral financial institutions, such as IFC, which provide technical
support to strengthen internal frameworks, provide capacity building,
facilitate green funding, etc.

+ Banking associations that support sector initiatives and promote
voluntary initiatives.

- Knowledge platforms, such as the Sustainable Banking Network,
where bankingregulatorsand associations share sustainable banking
experiences and collectively propose solutions to sustainability
challenges.

» Technological innovation is key, as the reduction of final prices in most
clean technologies is fast, particularly photovoltaic components, and
opens business opportunities and facilitates the green banking business.
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5.2. Main Analysis Conclusions

Challenges

The main challenges for adopting and mainstreaming green finance
found from this survey are perceived insufficient support from top
management, low client demand, lack of technical knowledge and
capacity, and unknown costs of implementing green finance as a new
business line.

According to survey findings, green finance in Latin American markets
is starting to provide business opportunities for banks. By committing
to sustainable banking, banks are taking responsibility for global
needs by supporting climate change mitigation, while also seizing a
business opportunity that can contribute to profitability through superior
performance and portfolio growth.
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5.3

Perspectives for
Sustainable Finance
Development in
Latin America

For banks to immerse themselves in sustainable banking, a new business
model is required that integrates sustainability into all business activities
using a strong framework that involves key internal stakeholders from top
management to sales force and administrative areas. Implementation of
sustainable banking measures and practices will in turn support climate
change mitigation, as well as establish reputational benefits considering
demands by shareholders, customers, employees, and other stakeholders.

Awareness, knowledge, and capacity building with banks and their clients
will be key to the implementation and mainstreaming of sustainable
practices in the banking sector. As part of awareness raising, it is especially
important to address among banks the benefits of implementing these
practices, in terms of opportunities as well as risk mitigation.

Tomore quickly advance the climate change agenda, it willalso be necessary
to encourage demand and recognize it publicly and repetitively in different
stakeholders per sector, which means moving beyond the financial sector
and aligning with other sector initiatives and stakeholders, such as the
government, industrial sectors, regional institutions, etc. By encouraging
demand and recognizing the implication of sustainable banking towards
global and local environmental objectives, greater interest and commitment
from banks can be generated, producing a virtuous cycle that will positively
advance mainstreamed sustainable banking.

To be able to exemplify the way in which some banks in the region have
responded to the challenges and opportunities of green finance, present
below the testimonies of some banking entities interviewed during the
development of this report.

As part of awareness raising,
it is especially important to
address among banks the benefits

of implementing these practices,
in terms of opportunities as well
as risk mitigation.

5.4,
Follow-up
Interviews

According to the confidentiality agreement with the three private banks that
accepted to disclose more information regarding their sustainable banking
journey through an interview, this section reveals the details of the banks’
experience without revealing their identity.
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Bank 1, Central America

This financial group has operations in various Central American countries,
with services offered to all market segments. Inrecent years, the Group has
been assessing the environmental and social risks of its operations through
a proper Environmental Risk Management System (ERMS). More recently,
the Group has launched a green value proposition for its commercial
business units, through financial and non-financial services, focused on
financial solutions for energy efficiency, recycling, waste management,
and renewable energy. According to the Group, this green product offering
followed implementation of the ERMS, as it was a natural continuation of
the internal understanding and commitment to more sustainable banking
practices.

The Group's leadership started in Costa Rica, where the bank is well
positioned in green finance and there is an enabling environment, including
a solid regulatory framework to move towards a low carbon economy.
Also, the operation in El Salvador has progressed dramatically in the last
years. One of the main reasons for the Group'’s progress in El Salvador, has
been the support of international consultants and multilateral institutions
in implementing the ERMS, as well as training internal staff and building
of the sustainable banking culture inside the institution. Such support has
generated both visibility and credibility with the green finance program and
was this pilot program that was later replicated in other Central American
branches. Currently, the Group is aiming at increasing its portfolio of green
products and services, which would be achieved by duplicating funding
sources for green finance.

-~
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Main Barriers

The Group has reported a lack of funding, linked with the political context of the
countries they operate in, which limits the growth of the banks’ green products
and services portfolio. To implement these green initiatives, it is key for the
Group to have special funding sources, as it is believed that green products
and services require special lending conditions or technical assistance. Table 5
below summarizes the Bank's success factors and main barriers encountered
particularly in El Salvador.

Table 5:

Success Factors
Main Barriers

Success Factors Main Barriers

- High level (top management) - In El Salvador, there are no
commitment, part of the corporate REeNIGCIENEReIgeellERIEERE)
culture, and continuous capacity implement efficiency measures or
building for all the bank staff. technological changes.

- Access to international funding - Lack of knowledge around the
for green finance, to have enough regulatory framework, which

resources to implement green is extensive for environmental
programs in the bank. protection, but has no monitoring or
compliance measures.
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Bank 2, Panama

Bank 2 is one of largest private banks in Panama, with a diversified portfolio
serving all market segments and specialization in construction development
and lending. The Bank has rapidly progressed into the green finance arena,
starting with implementation of an ESRM in 2014. This came as a result of
a requirement from a multilateral agency, aimed at strengthening the banks
green strategic mission and vision.

The close collaboration between the two parties, as well as additional
multilateral institutions, jointly helped the Bank to develop the necessary
tools and mechanisms to address its environmental and social risk
management gaps. The Bank created a new committee to monitor all
sustainable banking initiatives, including green funding, green products
and services, and its internal green finance culture, which involves training,
awareness raising, and other dissemination activities.

Looking ahead, the Bank seeks to take advantage of the Panamanian
government’s plans to reduce carbon emissions and put in place new energy
and water management regulations. As the Bank has already identified
some of its clients that are already addressing these government plans,
it is starting to work on financial and non-financial solutions for particular
interest areas, such as waste management, biogas, and other renewable
energy technologies (e.g., photovoltaic panels, etc.).

Main Barriers
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The main gap identified by the Bank is the design and offering of green
products and services. The Bank reported that to take actions in this area, it
is fundamental to identify the market demand for financial and non-financial
products to meet funding or technical needs, respectively. In this same
vein, it is key that the government incentivizes the development of green
projects, whilst the Bank’s clients recognize the existence of specialized
green products and services offered by Bank that help them meet their
sustainability needs. Table 6 below summarizes the Bank’s success factors
and main barriers.

Table 6:

Bank 2 — Success Factors
and Main Barriers

Success Factors WETHEEGES

- Organizational and top - Regulatory: Lack of incentives for
management willingness to positive environmental impacts,
develop a new green banking preventing end users from
business model. acquiring green products and

services from banks.
- Building strategic partnerships
to cooperate in the different - Market: Peer banks don't ask
business areas and support the for the same environmental
design and roll out of new green requirements, leaving the Bank
products and services. excluded from the market or less
competitive.
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Bank 3, Argentina

This Argentinian bank has activities in all business sectors and market
segments: retail (individuals), large enterprises and SMEs, and are the
financial system leader with salary plans, among others.

The Bank has recently started a sustainable banking model with
implementation of an ERMS. Itis using three tools to assess environmental
and social risks and has an eco-efficiency plan. To progress work on green
finance, the Bank recognizes the need to collaborate with the government
and the private sector to raise awareness around the benefits of sustainable
practices. Overcoming market barriers will take time and requires alignment
among policies, incentives, and banking activities. Inrecent years, Argentina
has seen good government initiatives, which although not clear, show
important national commitment.

i W
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Main Barriers

As the Bank starts to adopt sustainable banking practices to catch up with
leading banks, it also realizes the need to provide technical capacity to the
market and raise awareness about what is considered a green asset or
project, the benefits of investing in these, and the need to consider them as
part of core business to be more efficient and/or meet regulations. Table 7
below summarizes the Bank's success factors and main barriers.

Table 7:

ank 3 — Success Factors
and Main Barriers

Success Factors Main Barriers

- Organizational and top

- Internal: Resources to invest in new

management willingness to tools, systems and new products

develop green finance projects. (e.g., investment, assessment,
and training). Top management

- A sensitized financial sector commitment transferred to key

aware of the needs to offer green performance indicators and/or
financial products and services. corporate targets.

- Market: There is an identified but still
limited demand for energy-related
products, which in many cases is not
necessarily recognized as green.

- Regulatory: Underdeveloped public
policies.
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Conclusions

9

This research has aimed at unveiling, and addressing
the research question, with respect to what the Latin
American banking sector is doing to mitigate climate
change, by examining approximately 24% of the regional
banking sector around four dimensions of sustainable banking.
Compared to the previous research carried out by UNEP FI
in Latin America in 2012, the findings suggest that, in general,
Latin American banks are indeed moving their financing models
in alignment with worldwide trends/needs. Specifically, banks
are (i) adopting efficiency plans in their own use of resources;
(i) adopting environmental risk management frameworks and
policies to mitigate environmental risks, preserving the financial
and reputational soundness of their respective organizations;
and (iii) advancing, although in a more gradual way, towards
green business models, with incipient offers of green products
and services that incorporate environmental benefits. However,
evidence reveals that Latin American banks still need to catch up
to their peers in other regions, who are rapidly advancing towards
robust climate-related strategies, according to recent reports™.
The greatest challenges to address advancing further are in
the areas of capacity building regarding the business case and
costs vs. benefits of sustainable banking, as well as securing top
management support to invest in and incentivize staff to focus
in these areas.

14 Boston Common Asset Management Impact Report 2018.
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The business environment of the regional banking
sector also continues to present important challenges
in some countries, compounded by the latest financial crisis
in terms of non-performing loans and provisions that affect
profitability of the sector. In addition, banks are working with
historically low interest rates, thus obtaining lower returns; they
are also facing challenges with the move to digital and new entrant
competition not exposed to the same requirements demanded
by banking supervisors and regulators. Despite not having formal
offerings for green products, services, and bonds, banks are
considering to be more active in the sustainable banking market
in the short or medium term.

Banking regulators and central banks will be key
actors in the scale up of climate finance, as found in
the theoretical framework and supported by the follow-on
interviews. Regulators are increasingly interested in promoting
a transition to more sustainable economies and models, with
lower GHG emissions, using a gradual approach. To the extent
that incentives are aligned among governments, supervisors, and
financial operators, a transition that preserves financial stability
will be ensured. To the extent that the financial sector is a lever
to support sustainable growth models, a system of incentives,
bonuses, and penalties must be incorporated.

In the results of the survey, many banks mentioned that
sustainable finance models need access to new sources
of financing, in particular for growing responsible investors that
exercise a strong demand for assets classified as green. In this
context, institutional investors are catalysts for change, promoting
green banking and actively influencing the decisions and strategies
adopted by companies and banks on climate change. These
investors and asset managers, who do not renounce financial
profitability and have advanced climate awareness, are at the heart
of promoting green banking models in Latin America. Progress
in this sense can be seen in Latin America, where for example,
financial sector stakeholders in Colombia are joining the Banking
Association’s Green Protocol initiative, committing to take specific
actions towards climate financing.
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Conclusions

9

The rapid development of a green financial market is also one of the results displayed in the survey results, in particular the
green bond market with bank liabilities that support project financing with a positive impact on the environment. Most surveyed banks are interested
in being part of the green bond market in the short or medium term. Although at an incipient phase, this market has investor demand which far
exceeds existing supply, precisely encouraged by responsible institutional investors. Some of the leading banks in the region have already begun to
access this new financing mechanism, in parallel with the development of their business models and green portfolios, in many cases, supported by
multilateral institutions such as the IFC.

Of the surveyed bank results, it can be concluded that Latin American banks are taking steps to transform towards a more
sustainable banking model and adopting green banking strategies. This transformation is being supported by the combined effect of
the private sector, including the financial sector, as well as banking regulators, governments, and society itself. A summary of the four dimensions of
research is as follows:

Firstly, this research demonstrates that eco-efficiency is at the highest level of implementation and to generate environmental
benefits such as reduced energy and water consumption, paper waste, and to a lesser degree, packaging waste. Almost half the banks thatimplement
these measures do it for economic profits, good reputation, and market differentiation. The research suggests that there is a strong relationship
between economic returns and bank commitment to climate change mitigation.

Second, most interviewed banks apply at least one environmental risk management system or practice. This area is at a relatively
high level of development, with most Latin American banks using international or local standards, such as the IFC Performance Standards, Equator
Principles, or National Policies and Principles of Responsible Investment. These results demonstrate strong progress of the banking sector when
compared with a prior UNEP 2012 assessment (United Nations Environmental Program Finance Initiative, 2012), which identified that only 70% of the
surveyed institutions consider environmental factors in their risk management process. This research has identified that 98% of banks are applying
the environmental and social risk exclusion list (See Appendix 3: IFC Exclusion List) and 64% of the surveyed banks have an environmental and social
management system in place.

Green Finance Latin America 2017 Report 6. Conclusions and Recommendations
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Conclusions

9

Third, in terms of green products and services, Latin
American banks are lagging well behind global banks.
While only 49% of Latin American banks have green products and
services offering, 95% of international banks, as surveyed by BCAM,
participate in and report on the provision of low-carbon products and
services, with an increasing focus on green product due diligence
and broad adoption of the Green Bond Principles (Boston Common
Asset Management, ShareAction, 2018). Eighty-one percent (81%) of
the Latin American banks reported having heard about green bonds,
and three private banks in the region have issued a green bond.

Finally, even though less than half the surveyed Latin
American banks have a clear green strategic commitment,
97% of respondents are aware of the benefits of the four
sustainable banking initiatives, which include new business
opportunities, innovation, differentiation, and additional revenue.
Meanwhile, according to BCAM, 90% of the global banks surveyed
in 2018 currently make disclosures on climate governance and
oversight, and 95% have adopted specific climate governance
measures, and more than half have adopted a climate strategy.

Latin America 2017 Report 6. Conclusions and Recommendations

In conclusion, these findings show that most of the
surveyed banks have adopted, to certain degrees,
most of the sustainability areas researched. Many banks
consider sustainable banking a strategic issue, and in consequence,
are willing to dedicate efforts and resources in the objective of
adaptation, circumstances that were non-existent just a few
years ago. The implementation of these sustainability practices
is generating cost savings that are quantifiable in CO2 emission
reductions that may generate a demonstration effect for other
banks, enhancing the potential activities to be performed in favor of
climate change mitigation. The results of the survey, compared to
the research carried out by UNEP Fl in Latin America in 2012, show
significant advances in terms of greater knowledge about social and
environmental risk management practices and models, and greater
sensitivity regarding the impact of climate risk on credit portfolios.
With better information and risk management as foundations, a
virtuous cycle can be built with better understanding of tomorrow’s
risks, better pricing for investors, better decisions by policymakers,
and a smooth transition to a low-carbon economy.
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Recommendations

The following recommendations are derived from the theoretical framework,
market research and the research findings analysis and conclusions.

1

- Latin American banking senior leadership needs to increase the
commitment level with sustainable banking. This should promote
the gradual implementation of practices in the four sustainable
- banking dimensions studied in this report as well as in any other
- area relevant to their own activities and place of operations.

2

- There is room for improvement regarding technical capacity and
knowledge that should be addressed from the banking sector
angle as well as the sectors the banks operate in to create a clear
- supply and demand environment. There is a great need for capacity
building initiatives aimed at promoting sustainable banking

- knowledge throughout the banking sector. These initiatives could
pioneer into the green banking knowledge space for bankers in the
- region and bridge the knowledge gap for the banking industry to
seize climate finance opportunities. Multilateral institutions and
- international funders, such as IFC or the eco.business Fund can
be catalysts in the dissemination of knowledge and technologies
that allow banks to deepen their knowledge and information on
- Green Finance matters.

3

- In order to scale up the adoption of sustainable banking practices
in the region, the banking regulator and environmental authorities
need to facilitate a green banking environment. Examples like
- the regulations in Brazil and Peru can be replicated in the region.
Regulators and policymakers can work together with banking
- associations to join efforts in creating a sustainable banking
market. Institutions like the Sustainable Banking Network, a global
- knowledge platform directed at emerging economies, could
provide support by facilitating learning and accelerating the pace
- of sustainable banking change and commitment.

Green Finance Latin America 2017 Report 6. Conclusions and Recommendations
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Appendix 1:

Latin American Countries

1. Argentina 10. Guatemala The Banking Associations of all these Latin American
countries are active members of FELABAN.

2. Bolivia 11. Honduras

3. Brazil 12. Mexico

4. Chile 13. Nicaragua

5. Colombia 14. Panama

6. Costa Rica 15. Paraguay

7. Dominican Republic 16. Peru

8. Ecuador 17. Uruguay

9. El Salvador 18. Venezuela
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Appendix 2:

Sample Representativeness

In order to delve into the detail of how the sample was selected, the procedure performed during the survey and
processing of the information collected in the surveys is explained below.

Based on the terms of reference in which it is specified that a response of at least 85 banks was needed, the
first thing that was done was to characterize the population of all the banks in order to define the way in which
the sample would be classified. As a result, the criteria defined were: by country and bank size by total assets.

Once the criteria were defined, a classification was made by country, where the banks were ordered from the
smallest to the largest by asset size and were classified by the percentiles within each country defined previously:
from the 0 to 50 percentile it is classified as a "Small" bank ; from 51 to 90, as a "Medium" bank; and from 91 to
100 as a "Large" bank. The following table shows the total population of banks by country distributed by size:

Size
Country/Size Small Medium Large No Assets
Argentina 29 16 5 5
Bolivia 8 3 2 2
Brazil 15 15 6 6
Chile 7 4 2 2
Colombia 10 10 4 4
Costa Rica 7 2 3 3
Ecuador 10 3 3 3
El Salvador 7 4 2 2
Guatemala 8 3 3 3
Honduras 0 3 3 3
Mexico 16 13 5 5
Nicaragua 1 3 3 3
Panama 30 16 5 )
Paraguay 1 9 6 6
Peru 5 7 3 3
Dominican Republic 10 3 2 2
Uruguay 1 3) 3 3
Venezuela 15 10 6 6
Latin America 2017 Report 8. Appendices

With the size of the banks defined, the selection of the sample was distributed proportionally, according to
the number of banks within each country and each size, in order to have sufficient representation by size
and country.

In this way, a calculation was made by country and by size of how many minimum responses were necessary
in order for the country's conclusion to represent the majority of the banks surveyed.

The formula applied is as follows:

Number of banks by assets class . 85 = Minimum required number of banks
Total Numbers of Banks

As a result of the application of the formula, the following table was obtained, which represents the minimum
responses required by country in order to obtain total representativeness:

Size

Country/Size Small Medium Large No Assets
Argentina 3 1 -
Bolivia

Brazil

Chile

Colombia

Costa Rica

Ecuador

El Salvador
Guatemala
Honduras

Mexico

Nicaragua

Panama

Paraguay

Peru

Dominican Republic
Uruguay

Venezuela
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Then, the answers obtained are observed against the minimum required by country. The three colors Given the above explanation, it is important to mention that we cannot conclude on the application of Green

show if the answer is representative (green), it is not representative (red) and the representativeness is Financeinthe following countries, giventhat the number of responses received does not allow representativeness
not total (yellow): on all banks:
Bank Asset Clasification #Banks per #Survey Bank

Country Small Medium Large No Class. TOTAL CoSmtry Country Respondants

. Chile 14 14
Argentina 1/6 4/3 3/1 0/0 8/10 Nicaragua 7 U
Bolivia 2/2 1/1 1/0 0/0 4/3 Dominican Republic 15 s
Brazil 1/1 1/1 0/1 0/0 2/3
Chile 2/3 1/3 11 9/4 13/11 Uruguay d :
Colombia 3/2 4/3 3/1 3/0 13/6 Venezuela 37 37
Costa Rica 1/1 2/1 2/1 0/0 5/3
Ecuador 4/3 0/1 3/1 0/0 7/5
El Salvador 3/2 2/1 0/0 1/0 6/3
Guatemala 1/2 0/1 2/1 1/0 4/4
Honduras 1/0 3/1 1/1 0/2 5/4
Mexico 2/3 2/3 1/1 2/1 7/8
Nicaragua 0/1 0/1 2/1 0/0 2/3
Panama 1/1 1/1 0/1 1/0 3/3
Paraguay 1/1 4/2 6/1 0/0 11/4
Peru 1/6 4/3 2/1 0/0 7/10
Dominican Republic 0/2 2/1 0/0 0/0 2/3
Uruguay 0/0 0/1 1/1 0/0 1/2
Venezuela 0/3 0/2 11 0/0 1/6

101/92
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