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Version Control
For further information or clarifications, please contact the Sustainability team on
sustainability@medirect.com.mt.

Version Version Date ‘ Description

Indicate where change(s) were made

V1.0 01.06.2023 Launch of new policy

V2.0 28.12.2023 This Policy has been periodically updated to strengthen

V2.1 08.04.2024 ESG-related processes, ensure alignment with internal
frameworks and evolving regulatory requirements, and

V3.0 26.02.2026 enhance the Group’s overall sustainability-risk management
approach.
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1. Introduction

The Group aims to continue building a responsible and sustainable organisation based
on sound values and ESG principles. The Group is mindful of the importance of taking
into consideration all sustainability-related risks to which the Group and/or its
operations, activities, commercial interests, or stakeholders may be exposed to while
providing financial services.

MeDirect’s core values and ESG strategy underpin its corporate principles and business
philosophy in this respect. The Group ESG Strategy aligns with the values and principles
of key international frameworks, mainly the United Nations Global Compact and the
United Nations Sustainable Development Goals.

2. Scope and Purpose

The Sustainability Risk Policy (the “Policy”) applies to the MDB Group (the “Group”) and
its entities including MeDirect Bank (Malta) plc (“MeDirect Malta”) and MeDirect Bank
NV/SA (“MeDirect Belgium”).

The Policy outlines the Group’s approach to integrating and managing sustainability risks
in the main processes. It is designed to set out the strategic approach to identifying,
assessing, measuring, and mitigating material sustainability-related risks to which the
Group may be exposed.

3. Sustainability Risks

Sustainability risk (or ESG risk) refers to an “environmental, social or governance (“‘ESG”)
event or condition that, if it had to occur, could cause an actual or a potential material
negative impact on the value of the investment’, as defined in the Sustainable Finance
Disclosure Regulation (“SFDR”) Regulation, which would directly or indirectly affect the
financial value of the organisation.

Sustainability risks may have a negative consequence on MeDirect and its customers
and counterparties, impacting its financial and market position.

Sustainability factors encompass “environmental, social and employee matters, respect
for human rights, anti corruption and anti bribery matters”, as defined in the SFDR.

MeDirect Sustainability Risk Policy
Page 3 of 48



me)direct

ESG risk factors include the following:

1 Environmental: climate change risks/opportunities, air pollution, ecosystem
change, unsustainable practices, environmental remediation, carbon emissions,
resource depletion, energy inefficiency, water pollution, increased water scarcity,
harm to biodiversity, deforestation, poor waste management practices, rising sea
levels/coastal flooding, wildfires/bushfires.

1 Social: human rights violations, unethical and illegal working conditions, modern
slavery/forced labour, breaches of employee rights/labour rights, child labour,
discrimination, social cohesion and stability, product safety, restrictions on or
abuse of consumers’ rights, restricted access to clean water, reliable food supply,
and/or sanitary living environment, and infringements of rights of local
communities/indigenous populations.

1 Governance: lack of diversity at board or governing body level, inadequate
external or internal audit, transparency and integrity concerning remuneration,
tax and bribery and corruption, lack of appropriate board oversight, lack of
scrutiny of executive pay, poor safeguards on personal data/IT security (of
employees and/or customers), discriminatory employment practices, inadequate
protection for whistleblowers, workplace harassment, discrimination and
bullying, health and safety concerns for the workforce.

According to the European Central Bank (the “ECB”) Guide on climate-related and
environmental risks (“CER”) published in November 2020, sustainability risks driven by
climate change and environmental degradation can be categorised into two types:
physical risks and transition risks.

- Physical risk refers to the financial impact of a changing climate, including more
frequent extreme weather events and gradual changes in climate, environmental
degradation. Physical risk is therefore categorised as “acute” when it arises from
extreme events, such as droughts, floods and storms, and “chronic” when it
arises from progressive shifts, such as increasing temperatures, sea-level rises,
water stress, biodiversity loss, land use change, habitat destruction and resource
scarcity. Physical risks can directly result in, inter alia, damage to property or
reduced productivity, or indirectly lead to subsequent events, such as the
disruption of supply chains.

- Transition risk refers to the financial loss that may result, directly or indirectly,
from the process of adjustment towards a Ilower-carbon and more
environmentally sustainable economy. This could be triggered by, inter alia, a

MeDirect Sustainability Risk Policy
Page 4 of 48



me)direct

relatively abrupt adoption of climate and environmental policies, technological
progress or changes in market sentiment and preferences. These changes may
require significant investments in adjusting to new requirements and/or cost
related to fossil fuels or emissions certificates/taxes and/or impact business
development such as fossil fuel phase-out, electro-mobility enter, and/or change
in counterparty preferences and social expectations.

Sustainability risks may be either stand-alone risks or embedded within other risks, as
they may contribute significantly to other financial and non-financial risks categories.

Table 1 ‘ESG Risk Taxonomy’ in the Annex illustrates the ESG Risk Taxonomy, showing
the different types of ESG risk that the Group may be exposed to during its course of
business.

Moreover, Tables 2.1 to 2.5 in the Annex describe the main transmission channels
between ESG risks and traditional financial and non-financial risk categories. The
influence of ESG factors on credit, market, liquidity/funding, operational and
reputational risk, among other risks, may depend on the severity of climate and
environmental-related changes, regulatory actions and evolving market sentiment.

4. Greenwashing Risk

Lack of oversight and proper governance in relation ESG criteria may render the Group
vulnerable to a potential claim of “greenwashing”. As outlined in the European Banking
Authority (“EBA”) report on greenwashing monitoring and supervision, the European
Supervisory Authorities understand “greenwashing as a practice where sustainability-
related statements, declarations, actions, or communications do not clearly and fairly
reflect the underlying sustainability profile of an entity, a financial product, or financial
services.”

Greenwashing can relate to misleading communication on ESG related topics, such as
mis-communication on climate targets/emissions, on employment conditions and on
metrics related to governance topics, among others. This practice may lead to
misleading decisions taken by consumers, investors, or other market participants, and
therefore, exposing the Bank to other financial and non-financial risks.

The key risks that the Bank may be exposed to as a result of greenwashing practices
are outlined in Table 3 ‘Transmission Channels — Greenwashing Risks’ in the Annex. The
impact on other financial and non-financial risks can arise either directly through the
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practice of greenwashing by the Bank or indirectly through greenwashing practices
conducted by the Group’s counterparties.

The Group is fully aware of its exposure to greenwashing risk with respect to its
sustainability-related disclosures, including the Pillar Ill ESG disclosures, non-financial
report and ESG Strategy. In addition, the Group offers green wealth products to
investors through its execution, advisory and discretionary portfolio mandates. Lastly,
another potential source of greenwashing includes the investment in green bonds in the
Treasury portfolio of the Bank. The exposure to greenwashing risk is expected to
increase in the future as more sustainability-related products start to be offered by
MeDirect.

Greenwashing risk can also occur unintentionally due to the lack of available and reliable
data to meet new ESG disclosure requirements. Inadequate and poor-quality ESG data
may impair the bank’s ability to analyse and offer meaningful ESG options, inadvertently
leading to a secondary risk of greenwashing. Moreover, greenwashing risk can occur
when presenting investment instruments as more sustainable or ethical than they are in
reality.

41 Greenwashing Risk mitigation controls

To mitigate greenwashing risk, the Group has the following controls in place in
accordance with the EBA report on greenwashing monitoring and supervision:

1. Governance framework: The Group integrates ESG principles across its three
lines of defence framework (refer to section 5.1). This helps mitigate
greenwashing risks by ensuring different levels of oversight.

2. Review of publicly-available material: All marketing materials, including
sustainability-related, are approved by the Compliance Officer before publication.
In addition, sustainability-related marketing materials are also reviewed by the
Sustainability function. In addition, all public sustainability disclosures go through
the pre-defined internal governance process.

3. Transparent criteria for green products: The terms and conditions, including
eligibility criteria, to apply for a green home loan are publicly available on the
Bank’s website. Sustainability criteria, in terms of SFDR Article 8 or 9 funds, are
part of the advisory offering whitelist criteria. Investors are informed via periodic
disclosures to customers invested in Discretionary Portfolio Management in
relation to SFDR. In addition, the Bank has a Review & Approval of Products &
Services Committee (“RAPS”) which manages the process where new products
and services, including green products and services, are screened and approved.
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The Head of the Sustainability function is invited to participate in discussions, on
demand. The ESG screening process on investment products is guided by the
risks of greenwashing, thus the sustainability profile of an investment product is
scrutinised by the product manufacturer and considered by the Group as part of
the Whitelist criteria for advisory investment products.

4. Internal validation: Internal validation of Pillar lll ESG disclosures is completed on
an annual basis by the Internal Audit function.

b. EcoVadis awards: The Group may obtain external and independent validation by
third party providers of business sustainability ratings, such as EcoVadis.

6. Regulatory Framework: the Group has in place a Horizon Scanning team
responsible for the monitoring of the external regulatory environment to ensure
that the Bank keeps abreast of ongoing/upcoming regulatory requirements,
including sustainability-related regulations that may act as mitigant to potential
sources of greenwashing, as follows:

1 Unfair Commercial Practices Directive (UCPD) and the Directive on Markets in
Financial Instruments (MiFID Il) as regards to investor and consumer
protection, conduct of business and corporate communication and
marketing;

1 Capital Requirements Regulation (CRR) and Commission Implementing
Regulation (EU) 2022/2453 as regards the disclosure of ESG risks (prudential
(Pillar 3) disclosure requirements with detailed templates for reporting on
climate-related risks metrics);

1 The Regulation on Sustainability-Related Disclosures in the Financial Sector
(SFDR) as regards to the disclosures of investment products with
environmental or social characteristics or sustainability objectives;

1 EU Taxonomy and EBA’s recommendations on definition, adequate advice to
bank clients and information disclosure;

1 CSRD, further specified by the ESRS, as regards to the disclosures on material
sustainability topics as a result of the Double Materiality Assessment (DMA).

The Group remains committed to disclose sustainability claims that are accurate and
fairly represent the overall business model and profile of the Bank.
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5. Sustainability Risk Governance

Cognisant of the fact that the transition to a more sustainable business model is a key
supervisory priority for the Group’s regulators, the Group recognises that inadequate
governance structure vis-a-vis the Group’s ESG commitments increases the risk of
regulatory intervention, sanctioning and/or the lodging of a complaint against the Group
by an aggrieved stakeholder. Complaints and regulatory action are often a precursor to
litigation.

The Board of Directors thus recognise that failure to put in place and implement
adequate and robust frameworks for the implementation of this Policy may result in an
increased litigation risk for the Group. Inadequate oversight may result in the Group’s
failure to comply with all applicable regulatory requirements, e.g. on climate-related
disclosures, and may also render the Group vulnerable to a potential claim of
greenwashing, as outlined in section 4.

Table 4: Governance framework in the Annex outlines the responsibilities of the different
relevant Board and Management Committees in relation to ESG matters, particularly the
ESG-related reporting requirements.

5.1 Three Lines of Defence

The Group’s internal control functions monitors and reports on the integration and
proper implementation of ESG principles across the governance, business, operational
and internal control processes of the Group. These results are periodically collated and
made available to the Sustainability function and ESG Committee.

The Sustainability function, as an advisory function, is the primary coordination point
driving the ESG strategy and agenda, engaging with the Board of Directors on a regular
basis, and interacting with the Group’s business, support and control functions.

5.1.1 7Tt Line of Defence: Business functions

The first line of defence is comprised of the business functions, responsible for
identifying, assessing and managing sustainability risks in the various stages of their
specific operations. In their day-to-day operations, business functions implement the
Group’s policies and procedures relating to sustainability risks.
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5.1.2 2" Line of Defence: Risk Management and Compliance functions

The Risk Management function integrates CER and ESG risks in its risk identification
process, including the setting of risk appetite limits and tolerance thresholds. By doing
so, the Group aims to analyse comprehensively the ways in which CER and ESG risk may
affect different (risk) areas of the Group. Moreover, the Risk function is responsible for
reviewing and updating, on an annual basis, the Group CER Materiality Assessment that
analyse the sensitivity of the Group’s business operations and activities to CER using a
forward-looking approach.

The Compliance functions of MeDirect Malta and MeDirect Belgium prepare their
Compliance Monitoring Plans taking into account sustainability-related regulations, as
appropriate. The Regulatory Compliance function monitors all incoming regulatory and
legislative changes, including CER/ESG-specific legislation, and ensures that the Group
is keep abreast of all regulatory changes. Engaging in this process of “horizon scanning”
is necessary to ensure that regulatory compliance risk and litigation risks are
significantly mitigated insofar as the Group would, ahead of time, assess and
understand the expected impact of all incoming regulatory changes, and make the
necessary preparations to ensure compliance.

5.1.3 3" Line of Defence: Internal Audit function

The Internal Audit Function (the “IAF”) is responsible for the execution of a multi-year
audit plan, risk- and priority-based, across the Group. It embeds ESG/CER (where
relevant) as a specific attention point in the audit scope and approach for specific
business activity, support process and control function reviews. As the multi-year audit
plan progresses, the IAF incrementally provide assurance that ESG/CER policies and
procedures are adhered to, and that related residual risks are appropriately addressed.
Subsequent internal audit report observations and conclusions are periodically collated
and made available to the Head of Sustainability.

This focused information complements the control and monitoring provided by the first
and second lines of defence.

6. MeDirect’s approach to Sustainability Risks

MeDirect, as a responsible organisation, continues to incorporate sustainability criteria
into its main business processes with the aim of managing and mitigating sustainability
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risks and raising ESG awareness among the organisation and its key external
stakeholders.

6.1 Group ESG Materiality Assessment

The Risk Management function conducts a CER Materiality Risk Assessment to analyse
the main climate and environmental-related risks that may affect the Group’s strategy,
business model, asset portfolios, funding sources, treasury and hedging, wealth
management services and business operating centres. This assessment is conducted
on an annual basis.

In accordance with the new EBA Guidelines on ESG Risk Management, as from 2026, the
CER Materiality Assessment will be enhanced to cover all ESG risks, therefore the Group
will start conducting an ESG Materiality Risk Assessment to identify material ESG risks
that may impact on the Group’s operations, products and services.

During the incorporation of sustainability criteria into its main business processes the
Group considers:

Risk identification
and assessment of
materiality

Risk metrics, Risk measurement,

targets, and monitoring,
integration in its risk| escalation and
appetite framework mitigation

Risk integration into
its procedures and
policies

Scenario analysis
and stress testing

Wherever possible, the Group applies the “double materiality principle” when assessing
sustainability risk. As such, in its sustainability reporting, the Group considers the
following perspectives in the short, medium, and long terms:

1. The impact of ESG factors on the Bank’s operations, financial results, capital and
strategic development.

2. The impact of the Group’s activities on society and the environment.

The double materiality assessment (“DMA”) is carried out to confirm the material ESG
topics of the Group. For the material topics, an Impact-Risk-Opportunity (“IRO”)
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assessment is carried out to identify the impacts, financial risks and opportunities
associated with the material ESG topics. This assessment will be taken into
consideration during the ESG materiality assessment.

In these processes, the Group may use internal expertise, third-party data sources, and
independent advisors. Moreover, when analysing sustainability criteria and risks, the
Group takes into account legal and cultural differences specific to a particular market
or jurisdiction.

The identification of sustainability risks does not necessarily preclude the offering of the
services however, consideration of these factors is an essential part of the overall risk
management.

6.2 Sustainability Risk Management process

ESG risk, including climate related and environmental risks, is not considered as a
standalone risk category but is embedded within the traditional risk themes. This
ensures ESG risks are integrated into the Group’s overall Risk Appetite Framework. This
addresses all financial and non-financial risk categories, including the litigation,
reputational and strategic risks, stemming from ESG, all of which are subject to the same
monitoring, escalation and reporting processes.

Moreover, ESG risks are considered during the Risk and Control Self-Assessment (RCSA)
process across different areas. This is led by the Operational Risk team within the Risk
Management function, with support from the Sustainability function.

The Risk Management function is responsible for developing and tracking a dashboard
of relevant CER & ESG risk within the existing risk reporting frameworks of the Group,
with continuous enhancement over time.

6.3 Corporate Banking Process

The Group carries out an ESG due diligence at onboarding stage for corporate clients,
which complements the Financial Crime Customer Due Diligence, as outlined in the
Client Acceptance Policy. This is applicable for MeDirect Malta.

During the onboarding due diligence of corporate clients, the Bank ensures the
restriction and/or prohibition of the establishment of a banking relationship with certain
types of clients operating in ESG-sensitive geographic locations or industries.

A dedicated procedure is implemented by the Business unit (1LOD) when carrying out
the ESG due diligence.
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6.4 Credit Process

The Group incorporates appropriate sustainability criteria and provisions in its credit
processes, policies and/or procedures inter alia by:

1. Prohibiting the financing of corporate clients directly involved in the selected
environmentally-sensitive sectors (exclusion list) that may cause potentially
negative effects on the environment.

2. Limiting its exposure to sectors highly contributing to climate change.

3. Analysing ESG risks and criteria in the credit process, including loan origination,
portfolios screening, review, and monitoring.

4. Offering of green lending products to existing and new retail lending clients in
Belgium.

b. Collecting the ESG data required for regulatory reporting.

6.5 \Wealth process

MeDirect Group and its entities fall within scope of Regulation (EU) 2019/2088 on
sustainabilityZelated disclosures in the financial services sector (the “Sustainable
Finance Disclosure Regulation” or “SFDR”). For more information, refer to the MeDirect
SFDR Disclosures document published on the MeDirect website.

MeDirect Group comprises several banking entities offering execution only,
discretionary portfolio management and investment advisory services to its clients:

- MeDirect Malta, a Financial Market Participant (FMP) and Financial Advisor (FA)
under SFDR, offering both portfolio management services and investment
advisory services to clients.

- MeDirect Belgium, a Financial Market Participant (FMP) under SFDR, offering
portfolio management services to clients.

Table 5: ‘ESG Risk Taxonomy and Transmission Channel — Wealth business’ in the Annex
summarises the relevant ESG risks for Wealth Management identified by MeDirect.
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6.5.1 Sustainability screening criteria

Sustainability screening criteria is incorporated in the Group’s Wealth business, as
follows:

T

T

The distribution of mutual funds, manufactured and managed by third-party fund
houses/asset managers, with sustainability characteristics. The availability of an
ESG filter for fund selection, found on MeDirect’s online Wealth platform, allows
the investor to explore sustainability-focused funds.

The integration of sustainability preferences into the Suitability Assessment
process, prior to the provision of advisory and portfolio management services to
clients.

ESG-compliantinvestment products are offered under Wealth’s Advisory Services
offering (SFDR Article 8 or Article 9 funds).

The design of an internal ESG assessment and screening process for use by
MeDirect’'s Investment Committees (Malta and Belgium), incorporating ESG-
specific due diligence in the investment analysis, selection and portfolio
monitoring processes. This screening process includes the use of exclusion lists
focused on geographies/jurisdictions filtered according to governance and social
factors, as well as corporate/sectoral guidance lists filtered by environmental
mis-conduct and social impact considerations.

Investors are informed of the importance of sustainable investing and potential ESG
risks through the public disclosure of the Group’s Sustainability Risk Policy, SFDR
disclosure document and the Group Remuneration Policy.

6.6

Procurement process

Responsible procurement requires the active management of relationships with
suppliers and business partners, with the aim of selecting vendors that operate with the

highest corporate standards.

Where practically possible, sustainable procurement is integrated into the Group’s
procurement decision-making process. Sustainability considerations are integrated in

the inception stage and lifecycle reviews of the suppliers and business partners,

MeDirect Sustainability Risk Policy
Page 13 of 48



me)direct

supported by appropriate sustainability criteria and provisions in procurement
processes and policies including.

During lifecycle reviews, third party services providers are expected to complete a
MeDirect’'s ESG Questionnaire, which also includes a vendor attestation to the
compliance with the MeDirect’s Suppliers & Business Partners Code of Conduct, which
outlines the ethical, legal, social and environmental standards it is expected to adhere
to when working with MeDirect.

6.7 Treasury portfolio

MeDirect ESG risk screening process for the treasury book assesses the environmental,
social and governance risk profiles of the individual holdings in the Treasury portfolio.
For existing holdings, the ESG risks screening is carried out as part of the periodic review
cycle. The assessment is carried out by the Treasury function (1LOD) and reported to the
Risk Management function (2LOD) prior to the purchasing of new investments.

6.8 Risk Appetite and Monitoring

In accordance with the MeDirect Enterprise Risk Appetite Framework, the Group
acknowledges the importance of having a regular and transparent risk reporting and
escalation mechanism, which enables the appropriate stakeholders, including the
Group’s management body, to understand the key risks enabling it to take corrective
actions, when required, in a timely manner. The Group risk monitoring and reporting is
applied at a consolidated level, as well as on a solo level for MeDirect SA.

In addition, the Group has escalation processes in place that ensure, that any
information about KRI triggers, risk appetite limit breaches and/or recovery indicator
breaches is escalated, without delay, to the appropriate body.

ESG-related KRIs and risk appetite limits are applied taking into consideration the CER
materiality assessment, among other factors. These indicators and limits are
documented in the Risk Appetite Statement - Sustainability, and are being monitored
and escalated, if required, in accordance with the MeDirect Enterprise Risk Appetite
Framework.

6.9 Stress Testing
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As part of the MeDirect ICAAP and ILAAP stress scenarios, the Group carries out stress
tests on CER to identify the financial impact, namely capital and liquidity adequacy
among others, associated with the materialisation of CER.

A capital plan scenario is performed to evaluate potential financial (capital) losses by
stressing the Cost of Risk in response to ESG-related factors. Specifically, it examines
the impact of increased probability of defaults (PDs) and higher loss given defaults
(LGDs), which may arise from the financial burdens imposed by climate policies and the
resulting decline in property values.

Moreover, MDB uses scenario analysis to determine how CER drivers can impact its
operations and business continuity. Climate events are included in ICAAP Stress test
scenario resulting in an operational loss and loss of data centres connectivity. In
addition, material environmental risks, such as storm, earthquake and flooding, are
covered in the business continuity plan.

ESG-related stress scenarios are developed taking into consideration the CER materiality
assessment, among other factors. The stress scenarios are reviewed periodically in
accordance with the Group Stress Testing Policy.

7. Remuneration

MeDirect’'s Remuneration Policy sets out the overall principles that must be followed at
group level when determining the remuneration and compensation of its management
and staff. It establishes an effective framework for determining role descriptions,
performance measurement, risk adjustment of compensation, and the linkages to
rewards. It also outlines how the Group has incorporated its sustainability objectives into
remuneration.

More information on Remuneration is detailed in several Group public disclosures: SFDR
Disclosures, and the Annual Financial and Non-Financial Reports. The Group
Remuneration Policy is also published on the MeDirect website.

8. Document Linkage and References

The following hierarchical linkage applies to the MDB Group - Sustainability Risk Policy:
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(“Taxonomy”)

20R0852

Document . .
o Document Name URL/Version Number Section
Directive 2014/65/EU on | https://eur-lex.europa.eu/legal-
Directive Markets in Financial content/EN/TXT/?uri=celex%3A32014
Instruments (“MiFID II”) | LOO65
Commission Delegated https://eur-lex.europa.eu/legal
Delegated Regulation (EU) ) : o -
tent/EN/TXT/?uri=CELEX%3A3201
Regulation 2017/565 (“MiFID II content/EN/TXT/zuri
] 7R0565
Delegated Regulation”)
] https://eur-lex.europa.eu/legal-
EU Regulat
Regulation o1 9(/355 838 '(?,;FDR,,) content/EN/TXT/?uri=celex%3A32019
R2088
. https://eur-lex.europa.eu/legal-
EU Regulation 202/852
Regulation U Regulation 202/852 | | \tent/EN/TXT/PDF /2uri=CELEX:320

ECB Guidelines

Guide on climate-
related and
environmental risks

https://www.bankingsupervision.eur
opa.eu/ecb/pub/pdf/ssm.202011final
guideonclimate-
relatedandenvironmentalrisks~58213
f6564.en.pdf

ESMA Guidelines

ESMA Guidelines of
certain aspects of the
suitability assessment

https://www.esma.europa.eu/docu
ment/consultation-paper-guidelines-
certain-aspects-mifid-ii-suitability-
requirements

EBA Greenwashing

https://www.eba.europa.eu/sites/de
fault/files/2024-05/a12e5087-8fd2-
451f-8005-

transmission channels

pdf

Report monitoring and
por o e'rvigioi e 6d45dc838ffd/Report%200n%20gre
P b enwashing%20monitoring%20and %2
Osupervision.pdf
https: . . . it
EBA Progress report on ps /_/www eba europ.)a eu/si es(de
reenwashin fault/files/document_library/Publicat
Report greenwashing ions/Reports/2023/1055934/EBA%20
monitoring and
.. progress%20report%200n%20greew
supervision )
nwashing.pdf
https://www.bundesbank.de/resour
Bundesbank - ce/blob/908922/ee15b43fe5223f4e9 | Transmission
Report Sustainability risks in 4615a094ef1b0ad/mL/2023-04- channels -
banking supervision nachhaltigkeit-bankenaufsicht- Page 3
data.pdf
BIS - Climate-related
https: .bis. bcb bl/d517.
Report risk drivers and their ps://www.bis.org/bebs/publ/ Pages 10-23
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TCFD
Recommendations

Task Force on Climate-
related Financial
Disclosure (TCFD)
recommendations

https://www.fsb-
tcfd.org/recommendations/

UN SDG principles

United Nations
Sustainable
Development Goals (UN
SDG) principles

https://unglobalcompact.org/sdgs/1
7-global-goals

UN Global Compact
Principles

United Nations Global
Compact Ten Principles

https://unglobalcompact.org/what-
is-gc/mission/principles

MDB Group -

Policy Sustainability Insert link when approved
Investment Policy
Policy ;AeDn?u(r;\:':fc)ion Policy Insert link when approved
MDB Group Pillar 3
Report Disclosures report — ESG and Sustainability Strategy -
half-yearly report (30 MeDirect
June 2024)
EcoVadis - https://support.ecovadis.com/hc/en
Methodology Sustainability ratings -us/articles/115002531507-What-is-
methodology the-EcoVadis-methodology
Website Home loans T&Cs Home-Loans-Terms-Conditions.pdf

EBA Guidelines

EBA Guidelines on ESG
Risk Management

https://www.eba.europa.eu/publicati
ons-and-media/press-releases/eba-
publishes-its-final-guidelines-
management-esg-risks

ESG Strategy

MDB Group’s ESG
Strategy

https://www.medirect.com.mt/abou
t-us/sustainability/
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9. Annex - tables

Table 1: ESG Risk Taxonomy

Type of ESG Risk Drivers
Risk
Climate Acute
Physical Risk

Risk

Heat Stress

Drought Stress

Floods

Precipitation Stress
Wildfires

Tropical Cyclones

Extra-tropical
Storm
Hail

Tornado

Lightning

Description

Daily maximum temperature of more than five
consecutive days exceeds the average maximum
temperature by 5°C.

Prolonged dry period in the natural climate cycle
caused by a lack of rainfall.

Abnormal accumulation of water above the ground
caused by high tide, heavy rain, melting snow or rapid
run off from paved areas.

Abnormal rain/snow/hail fall in a specific location.
Indicates wildfire potential based on temperature, wind,
humidity and lack of precipitation

Hazard zones based on probable maximum wind speed
for 100-year return period; classified by Saffir-Simpson
scale categories.

Mid4atitude windstorms (winter storms) with damaging
peak gusts.

LocationZpecific hail potential derived from lightning
frequency, drop length, evapotranspiration and
temperature; can damage crops, roofs and vehicles.
Highly localised intense rotating winds.

Abnormal frequency of lightning strikes can ignite
wildfires and damage electrical infrastructure.
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Environmental
risks

Storm Surge

Chronic Soil erosion

Sea level rise

Subsidence

Permafrost thaw

Earthquake

Volcanic eruption

Tsunami

Avalanche

Landslide

Natural hazard Biodiversity loss

Coastal inundation from wind-driven sea level rise
during storms.

Accelerated removal of topsoil from the land surface
through water, wind and tillage.

Increase in the level of the world’s oceans due to the
effects of global warming.

Ground settlement or sudden collapse due to shrink-
swell clays, groundwater depletion, related sinkholes or
mining collapses.

Degradation of near&urface permafrost undermining
ground stability and threatening infrastructure in
affected regions.

Sudden ground shaking due to seismic activity.

Hazards from volcanic activity (lava, pyroclastic flows,
ashfall, gases).

LongZeriod sea waves causing coastal flooding
following under-sea quakes or landslides.

Fastznoving snow masses descending steep slopes;
hazard derived from potential starting zones and likely
run out paths.

Slope failures triggered by heavy rain or earthquakes;
combined global hazard for rainfall- and earthquake-
inducted landslides.

Unique living organisms that inhabit Earth, and the
interactions among them.
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Climate
Transition Risk

Social Risk

Water stress /
pollution

Pollution

Land
degradation

Technological
advancement
Policy &
Regulation

Market

sentiment

Human rights
violations

Water stress

Air quality decrease

Contaminated
Sites

Technology change

Environmental
regulations

Change in market

sentiment

Child labour

Modern

slavery/forced
labour

Water scarcity either because supplies are insufficient,
or infrastructure is inadequate.

Pollutants (e.g., greenhouse gases, toxic chemicals)
pose risks. Air pollution is the release of harmful
substances into the atmosphere by human activity.
Sites contaminated by improper handling or disposal of
toxic and hazardous materials and wastes or where
toxic materials may have been deposited as a result of
natural disasters or acts of terror.

Technological advancement brings new challenges of
adaptation by existing companies.

Changes in environmental related laws and regulations
impacting the banking industry. For example, legislation
on energy performance of buildings that introduces
minimum energy performance standards.

Changes in supply and demand conditions for certain
products and services offered by the bank as a result
of C&E risks and opportunities.

Exploitation of children for work that deprives them of
their childhood, potential, and dignity. This concerns the
value chain of organisations.

Various forms of coercion where individuals are forced
to work against their will.
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Workplace
violations

Consumers
rights
violations

Infringements of
rights of local
communities/
indigenous
populations
Breaches of
employee

rights/labour rights

Unethical and
illegal working
conditions

Employee
discrimination

Restrictions on or
abuse of
consumers’ rights

Data Privacy and
Security

Occur through land appropriation, resource
exploitation, and lack of consultation in decision-
making processes / lack of community engagement.
Such actions can lead to loss of livelihoods, cultural
erosion, and social disintegration.

Violations such as unfair dismissal, denial of the right to
unionize, inadequate wages, and unsafe working
conditions. These breaches undermine workers’ dignity
and can lead to severe economic and psychological
consequences.

Environment where labour laws are violated, leading to
exploitation of workers. This includes inadequate pay,
excessive working hours, unsafe environments, and
lack of benefits.

Unfair treatment based on characteristics such as race,
gender, age, disability, or sexual orientation. This can
manifest in hiring practices, promotions, pay disparities,
or workplace harassment.

Deceptive practices such as false advertising or lack of
transparency regarding product/service information.
This may include also mis-selling of financial products,
leading to loss of customer trust and potential
regulatory fines.

Inadequate protection of customer data leading to
breaches, regulatory penalties, and loss of trust in the
bank’s ability to safeguard sensitive information.
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Governance
Risk

Inappropriate
oversight

Inappropriate/
Insufficient

Remuneration/
Compensation

Legal

Lack of appropriate
board oversight

Lack of diversity at
board or governing
body level
Inadequate
external or internal
audit

Conflict of interest

Transparency and
integrity
concerning
remuneration

Lack of scrutiny of
executive pay

Tax and bribery
and corruption

Lack of effective board management, leading to
potential mis-management or unethical practices.
Insufficient oversight can result in poor decision-
making, financial losses, and reputational damage.
Lack of independence, diversity, or transparency within
the board, which may impair decision-making and lead
to governance failures.

Weak auditing processes can lead to undetected
financial discrepancies, fraud, or compliance failures.
Inadequate audits may result in significant financial
losses and legal repercussions for organization.

Lack of transparency, oversight and management of
conflict of interest at the highest governance body.

Lack of transparency in executive and non-executive
compensation can erode trust among stakeholders and
lead to perceptions of inequity (income gap) within the
organization.

When executive compensation is not adequately
scrutinized, it can lead to excessive pay packages that
do not reflect performance or company health.
Organisations that do not implement robust
compliance measures regarding tax obligations and
anti-bribery laws expose themselves to significant legal
risks. Engaging in corrupt/unethical practices can result
in severe penalties, reputational harm, and loss of
stakeholder trust.
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Data
protection

Labour

Regulatory
Compliance

Poor safeguards on
personal data / IT
security
Discriminatory
employment
practices

Inadequate
protection for
whistleblowers
Workplace
harassment

Discrimination and
bullying

Health and safety
concerns for the
workforce

Failure to adhere to local and international regulations,
including anti-corruption laws, which can result in legal
penalties and loss of banking licenses.

Inadequate protections for personal data can lead to
data breaches, resulting in legal liabilities, financial
losses, and reputational damage.

Discrimination in hiring, promotion, or workplace
treatment undermines employee morale and can lead
to legal challenges. Failure to address discriminatory
practices can also damage the reputation among
customers and stakeholders.

Failure to protect whistleblowers may lead to lack of
transparency and accountability within the
organization.

Failure to address workplace harassment can create a
toxic environment that affects employee well-being
and productivity. Ignoring this issue can lead to legal
consequences and high turnover rates.

Workplace discrimination and bullying not only harm
individual employees but also negatively impact overall
organisational culture.

Neglecting health and safety standards expose
organisations to liability risks, including injuries or
fatalities among employees.
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Table 2.1: Transmission Channels — Climate Transition Risks

Climate Transition Risks

Financial and Non-
Financial Risks

Credit Risk

Market Risk

Liquidity Risk

CR&E Risks Hazards

Technology change

Environmental
regulations

Change in market
sentiment

Technology change

Environmental
regulations

Change in market
sentiment

Technology change

Environmental
regulations

Transmission Channel

Transition risks can reduce the ability of retail and corporate lending
clients to cover their contractual obligations resulting in lower
repayment capacity, credit losses, increase of probability of default
(PD) and loss given default (LGD).

Transition risks can affect employment in certain industries impacted
by the changes in technology, regulations and/or market sentiment,
resulting in higher unemployment, lower direct tax revenue for
governments and therefore, lower repayment capacity of government
debt.

It can drive repricing and impact valuation of equities, fixed income
products (e.g. increased sovereign risk on some markets through
increasing sovereign debt and reducing access to capital market),
commodities and derivatives resulting in securities sell-off, interest
rates, FX and credit spreads volatility.

It can impact the Group’s financial assets revaluation and income.

Transition risk can impact the client’s profitability (e.g. new ESG
regulatory requirements or restrictions) and reduce the pool of liquid
funds deposited.
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Operational Risk

Reputational Risk

Change in market
sentiment

Technology change

Environmental
regulations

Change in market
sentiment
Technology change

Environmental
regulations

Change in market
sentiment

It can impact the Group’s funding base through outflows, availability
and cost of funding due to changing clients’ and market sentiment
towards climate-neutral assets and/or due to new
environmental/climate policies.

A sudden revaluation of securities (e.g. due to market sentiment) may
lower the value of the Group high quality liquid assets (HQLA) affecting
liquidity buffer.

ESG ratings downgrades may discourage investors and increase
financing costs and refinancing risk.

Transition risk can lead to business continuity risk due to
liquidity/reputational risk materialising from evolving market
sentiment.

Technological change and new environmental regulations can lead to
higher adaptation costs (e.g. higher insurance costs) impacting Group
operational costs.

May arise from the materialisation of the above risks impacting
reputation of the Group on the market and perception of the clients,
regulators, stakeholders, market participants and rating agencies.

Change in market sentiment may result in reputational risk if
companies fail to innovate and transition to a sustainable business.

New environmental regulations put pressure on companies to comply
and adapt their business practices. Failure or delay in doing so may
result in reputational risk for the bank.
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Business Model Risk = Technology change

Concentration risk

Litigation Risk

Environmental
regulations

Change in
sentiment

market

Technology change

Environmental
regulations

Change in

sentiment

Environmental
regulations

market

Late adopters of green technologies can be harmful to their reputation
as they lose market advantage and can detract investors’ attention.

Product unviability or margin compression as policy (e.g., minimum
energy performance standards for buildings) and technology shifts
render segments (high emitting assets, EPC poor collateral) less
financeable.

Accelerated client attrition in transition sensitive sectors.

Need to exit or re-design offerings (pricing, eligibility) and re-allocate
capital toward green assets, creating execution costs and temporary
income gaps.

Heightened vulnerability from concentrations in high-transition-risk
sectors (e.g., fossil value chains, construction to a lesser extent),
EPC-weak mortgage pools or regions facing rapid policy tightening.

Clustering in a few interdependent counterparties/supply chains
amplifies correlated downgrades, PD/LGD and security re-pricing.

Geographic concentration in jurisdictions imposing aggressive carbon
pricing or bans increases risk.

Litigation risk consists of the risk of any potential claim made against
the Bank and/or legal proceedings instituted against the Bank as a
result of the Bank’s alleged failure to observe its CER and ESG-related
obligations and/or carry out its business in a sustainable manner.
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It is important to note that the term “litigation risk” is to be understood
broadly and can result from a number of different factors, including
(but not limited to):

i. Environmental and climate change-related claims
ii. Claims alleging potential greenwashing
ii. Claims alleging human rights violations
iv. Liability for supply chains and subsidiaries

v. Alleged directorial misconduct and/or neglect of directorship
duties

vi. Stakeholder activism

Not complying with the guidelines, norms, and regulations related to
ESG/CER transformation may result in regulatory actions and market
participants’ litigation actions (e.g. lawsuits).
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T

able 2.2: Transmission Channels — Climate Physical Risks

Climate Physical Risks

Financial and Non-
Financial Risks

CR&E Risks Hazards

Transmission Channel

Credit Risk Floods Physical risks can reduce the ability of retail and corporate clients to cover
. their contractual obligations due on existing lending contracts due to
Heavy precipitation .. )
depreciation/erosion of collateral values (e.g., stranded assets, property
Severe storms damage due to physical weather events etc.)
Soil erosion It can impact the Group through credit losses, increase of probability of
. default (PD) and loss given default (LGD) due to geographical location of
Sea level rise
the collateral.
Market Risk Heatwaves Physical risks can impact the Group’s financial assets revaluation/pricing
leading to less net interest income.
Floods
N It can result in country risk due to physical hazards impacting companies’
Heavy precipitation o ) . . .
profitability, leading to higher unemployment, as well as impacting the
Severe storms country’s infrastructure leading to lower government debt repayment
. . capacity.
Soil erosion
Sea level rise
Liquidity Risk Floods Physical risks can impact the client’s profitability and reduce the pool of

Heavy precipitation

Severe storms

liguid funds deposited / increase in demand for funds (bank run) due to
renovations required on damaged property caused by physical weather
events.
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Soil erosion

Sea level rise

It can impact the Group funding base through outflows, availability and
cost of funding due to impact of physical weather events.

Sudden revaluation of securities (e.g. due to stranded assets) may lower
the value of the Group high quality liquid assets (HQLA) affecting liquidity
buffer.

ESG ratings downgrades (e.g. lower EPC) may discourage investors and
increase financing costs and refinancing risk.

The impact on the country’s infrastructure (mentioned under market risk)
can lead to lower government debt repayment capacity, leading in turn to
HQLA devaluation and deterioration of the Liquidity Coverage Ratio (LCR).

Operational Risk

Floods

Heavy precipitation
Severe storms

Soil erosion

Sea level rise

Heatwaves

Physical risks can lead to damage to the bank’s operational centres,
clients service delivery disruption and business continuity risk as a result
of physical weather events.

Accelerated wear, corrosion and heat stress shorten asset lifespans,
increasing capex cycles.

Temporary site closures reduce service capacity until assets are restored.

Moreover, clients service delivery disruption and business continuity risk
may arise from the materialisation of physical climate risks.

It can lead to higher energy, water and insurance prices impacting the
Group’s operational costs
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Business Model Risk

Floods

Heavy precipitation

Severe storms

Soil erosion

Sea level rise

Heatwaves

Loss of business opportunities (e.g., retreat from high-hazard zones) and
strained partnerships where operational continuity and service levels are
impaired.

Rising operating costs and reduced risk appetite for hazard-exposed
products.

Portfolio strategy shifts to reflect higher PD/LGD and collateral volatility,
with potential income trade-offs.

Concentration risk

Floods

Heavy precipitation

Severe storms

Soil erosion

Sea level rise

Vulnerability from geographic clusters of collateral or borrowers in
flood/erosion/sea-rise belts.

Sectoral clusters with climate-sensitive revenues (tourism, agriculture,
coastal CRE) create correlated loss and valuation hits.

Reliance on a small set of critical vendors/sites in hazard areas elevates
simultaneous disruption and recovery cost.

Heatwaves
Reputational Risk Droughts Reputational Risk may arise from the materialisation of the above risks
Floods impacting reputation of the Group on the market and perception of the

Heavy precipitation

Severe storms

clients, regulators, stakeholders, market participants and rating agencies.

Reputational risks associated with the failure to deliver on the
sustainability commitments as part of the ESG Strategy, particularly

MeDirect Sustainability Risk Policy

Page 30 of 48




me)direct

Soil erosion

Sea level rise

relating to climate transition plans, or with the (perceived) lack of
credibility of such commitments and plans.

Litigation Risk

Litigation risk consists of the risk of any potential claim made against the
Bank and/or legal proceedings instituted against the Bank as a result of
the Bank’s alleged failure to observe its CER and ESG-related obligations
and/or carry out its business in a sustainable manner.

It is important to note that the term “litigation risk” is to be understood
broadly and can result from a number of different factors, including (but
not limited to):

i.  Environmental and climate change-related claims
ii. Claims alleging potential greenwashing
iii. Claims alleging human rights violations
iv.  Liability for supply chains and subsidiaries

v. Alleged directorial misconduct and/or neglect of directorship
duties

vi. Stakeholder activism
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Table 2.3: Transmission Channels — Environmental Risks

Environmental Risks

Financial and Non-
Financial Risks

CR&E Risks Hazards

Transmission Channel

Credit Risk

Biodiversity loss
Water stress
Air quality decrease

Contaminated Sites

Environmental risks can reduce the ability of corporate clients working in
the agricultural sector to cover their contractual obligations due on
existing lending contracts due to reduced agricultural productivity and
supply chain disruptions as a result of biodiversity loss.

It can increase default rates due to health impacts resulting from bad air
quality and water scarcity.

Contaminated sites will plummet property values, leading to a reduced
collateral value.

Operational Risk

Biodiversity loss
Water stress
Air quality decrease

Contaminated Sites

Environmental risks can lead to disruptions in supply chains due to
biodiversity loss, operational disruptions due to water scarcity and
contamination clean-up, as well as potential health-related workforce
disruptions due to a decrease in air quality.

Reputational Risk

Biodiversity loss
Water stress
Air quality decrease

Contaminated Sites

Reputational Risk may arise from the materialisation of the above risks
impacting reputation of the Group on the market and perception of the
clients, regulators, stakeholders, market participants and rating agencies.

Environmental risks can lead to negative public perception and loss of
client trust, which impact negatively the reputation of the bank.
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Business Model Risk

Biodiversity loss

Water stress

Air quality decrease

Contaminated Sites

Loss of clients/partners in nature dependent value due to productivity
shocks.

Product withdrawals or tighter eligibility where assets face contamination
or biodiversity constraints.

Concentration Risk

Biodiversity loss

Water stress

Air quality decrease

Contaminated Sites

Concentrated exposure to sectors/regions with high nature dependency
or impact (e.g., river basins under water stress, habitats with strict
protection) increases correlated credit and collateral markdown risk.

Clusters in areas with legacy contamination face simultaneous valuation
haircuts and exit constraints.

Litigation Risk

Biodiversity loss
Air quality decrease

Contaminated Sites

Litigation risk consists of the risk of any potential claim made against the
Bank and/or legal proceedings instituted against the Bank as a result of
the Bank’s alleged involvement towards financing inefficient energy
buildings leading to loss of air quality and construction sites impacting
biodiversity due to being within/on areas of ecological importance, as well
as contaminated sites.
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Table 2.4: Transmission Channels — Social Risks

Social Risks

Financial and Non-
Financial Risks

Social Risks Hazards

Transmission Channels

Child labour

Reduced productivity from the use of child labour and forced labour can

working conditions

Employee discrimination

Credit Risk
Modern slavery/forced | jmnair the ability of corporate clients to meet their financial obligations.
labour
Data Privacy and . . . . .
S it Data breaches can lead to financial losses due to business disruptions
ecuri
Market Risk Y and loss of customer trust.
Restrictions on or abuse .
. Loss of customer trust after abuse can harm the bank’s market position.
of consumers’ rights
Breaches of employee
rights/labour rights
L . . . Legal penalties and reputational damage can lead to withdrawal of funds
Liquidity Risk Unethical and illegal

by stakeholders, impacting liquidity.

Operational Risk

Breaches of employee
rights/labour rights

Unethical and illegal
working conditions

Disruptions in operations due to protests or legal actions can lead to
operational inefficiencies and service disruptions.

Reduced employee morale after discrimination can lead to decreased
productivity and financial instability.
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Infringements of rights
of local communities

Employee discrimination

Data Privacy and
Security

Workplace harassment

Health and safety
concerns for the
workforce

Operational disruptions can occur due to data breaches and the need for
enhanced security measures.

Operational disruptions in terms of resources and people risks may occur
due to strikes, absenteeism, or high turnover.

Reputational Risk

Unethical and illegal
working conditions

Employee discrimination

Infringements of rights
of local communities

Data Privacy and
Security

Negative public perception and loss of customer trust after unethical
practices can lead to loss of customer trust and stakeholder confidence.

Reputational damage due to perceived unfair treatment of employees,

Business Model Risk

Child labour

labour
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