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Abstract: In 2014, a European Union (EU) Directive required certain large undertakings and groups
to disclose non-financial information from 2017 onwards. In 2017, the EU guidelines on non-financial
reporting established that reporting climate-related information is part of the non-financial informa-
tion. Later, in 2019, the guidelines were reinforced to include a supplement that envisages improving
climate-related information reporting. Banks can contribute to reducing climate-related risks by
supporting investments in economic activities that aim to mitigate the risk of climate change. Capital
needs should be reoriented towards sustainable investment. Banks shall manage financial risks
arising from climate change; therefore, they must integrate climate change into their policies and pro-
cedures, assessing the potential impact of projects and financing on climate change. This study aimed
to evaluate how banks in Portugal have been reporting climate-related information and whether
the level of information has increased since 2017. Using content analysis, findings indicated that
banks are already including climate-related information; however, they are still far from approaching
what the new guidelines require. Results suggested that there is still a long way to go in this area
concerning banks and regulators.

Keywords: banks; disclosures; directive 2014/95/EU; non-financial reporting; climate-related information;
Portugal

1. Introduction

Climate change is a long-term change in weather patterns. It has consequences to
the planet, society, and economy [1]. Ultimately, there is a broad agreement that climate
change is the greatest economic and moral challenge [2]. The demanding challenge should
be unquestionable. All sectors of society need to find, together, strategies to avert a
cataclysm [2].

The banks’ perspective on climate-related information should include the double-
materiality concept: the inside-out (how the bank impacts people and the environment) and
the outside-in approach (how people and the environment impact the bank). Banks should
play a key role in the new conjecture providing capital for innovation, infrastructure, job
creation, and overall prosperity [3]. Under the increasing effects of global warming, banks
have never been more important to draw the future; thus, companies that banks decide to
finance will be the linchpin in slowing Earth’s warming and moving the world economy
into cleaner technologies [3].

Aware of banks prominence in the global economy, regulators have been establishing
guidelines that will permit banks to have a fundamental and active role in solving climate
problems. Regulations have required the need for banks to disclose climate-related informa-
tion, such as the Directive 2014/95/EU [4] and, more recently, guidelines on non-financial
reporting [5], in 2017, as well a supplement on reporting climate-related information, in
2019 [6].
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The study aimed to evaluate whether banks in Portugal are already disclosing climate-
related information and if that disclosed information varies among Portuguese banks.
Additionally, the study aimed to assess the disclosure degree of climate-related information.

The study starts by addressing the current climate crisis and the importance of banks
as an active part in problem-solving. Additionally, the paper identifies the main guidelines
on climate-related information to understand the trend of its content. Data on climate-
related information disclosed by banks in Portugal are evaluated and discussed. This study
focused on three research questions: (i) whether Portuguese banks disclose climate-related
information and how disclosure has evolved; (ii) the limitations and restrictions found in
terms of climate-related information disclosure; and (iii) what can be improved. The paper
consists of a literature review, analysis of climate-related information by Portuguese banks,
discussion, conclusion, limitations, and further research.

2. Literature Review
2.1. The Growing Importance of Banks in Climate Change

Climate change has been noticed since the early 20th century. It is primarily driven
by human activities, such as fossil fuel burning. Consequently, increasing heat-trapping
greenhouse gas levels in the atmosphere are observed, raising Earth’s average surface
temperature (Figure 1) in a process commonly referred to as global warming [1].
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pheric CO2 in recent years [8]. 

Figure 1. Change in global surface temperature (from 1880 until 2020) in relation to the temper-
ature baseline (average temperatures measured between 1951 and 1980); adapted from National
Aeronautics and Space Administration (NASA) [1].

Carbon dioxide (CO2) is an important greenhouse gas, which is released through hu-
man activities (e.g., deforestation and burning fossil fuels) and from natural processes (e.g.,
respiration and volcanic eruptions) [7]. Figure 2 shows increasing levels of atmospheric
CO2 in recent years [8].

Climate change has been detected in different aspects: in the warming of both the
atmosphere and ocean environments; in perturbing the global water cycle; in reductions
in snow and ice; and in mean sea level rise. Indeed, human activities have been the
prevailing cause of the observed warming since the mid-20th century, as referred to by
the Intergovernmental Panel on Climate Change (IPCC) [9]. Climate change has caused
impacts on natural and human systems on a global scale, on all continents, and across
the oceans, irrespective of its cause, indicating the sensitivity of both natural and human
systems to a changing climate [9].
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Figure 2. Variation of CO2 concentration (ppm) in the atmosphere during the last 750,000 years,
based on the comparison of atmospheric samples contained in ice cores and more recent direct
measurements. This analysis provides evidence that atmospheric CO2 has increased since the
Industrial Revolution (adapted from NASA) [8].

Recently, António Guterres, United Nations (UN) Secretary, argued: “( . . . ) the world
is facing a grave climate emergency. Climate disruption is happening now, and it is happening to
all of us. ( . . . ) We are in a battle for our lives. But it is a battle we can win” [10]!

Banks could be engaged in radical changes [11], which would help the current unsus-
tainable use of our environment [12]. There is no time for delays; it is necessary to act on
behalf of the planet. According to Stephens and Skinner [11], we need to act urgently to
protect the planet, people, and environment.

In this context, banks will play a fundamental role, beginning to turn down financing
opportunities, such as those representative of business-as-usual and carbon-intensive
development strategies [3]. This way, financial supervisors and risk managers will have to
be aware of the ecological dimension [12].

According to Stephens and Skinner [11], the present international economic crisis
derives from three main reasons: (i) a lending and investment culture in the context of
widespread speculation and under-regulation at national and international levels; (ii) bank
investment in mining and arms industries lobby, and other industries linked to climate
change and environmental damage, which have also come under criticism; and (iii) the
banking and financial sectors have become the object of widespread public distrust.

Climate change will be a paramount aspect. It will have a profound effect on the asset
values and credit ratings of corporations and in the form of how banks sustain companies
through financing [3]. It appears that the banking sector is beginning to respond to the
climate challenge. However, the “decarbonization” will require banks not only to manage
their greenhouse gas (GHG) emissions, but also to consider how climate change affects
the competitive marketplace, lending and investment strategies, and, ultimately, their
financial bottom lines [3]. In the same study, it is also stated that banks have divergent
interests, programs, and priorities about climate change; they observed European banks are
at the forefront of integrating climate change into environmental policies, risk management,
and product development. Many leading banks in the USA are also working towards
better disclosures of climate risks as an essential first step towards embracing a changing
regulatory and economic environment. However, banks based in emerging markets have
done the least to embrace climate change in their business practices. Banks should [3]:
(i) increase climate-related information disclosure in their annual reports; (ii) report their
GHG emissions from operations and define reduction targets, setting specific targets to
reduce GHG emissions associated with lending portfolios; (iii) increase the demand for
“climate-friendly” financial products and services (e.g., renewable energy); and (iv) take
a leading role in supporting emissions-trading mechanisms and introducing new risk-
management products.
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Therefore, sustainability and climate concerns are changing the role and function of
banks (especially their products and services concerning stakeholders) towards a sustain-
able economy [13].

2.2. Regulations, Banks and Climate Change

In 2014, a European Union (EU) regulation was the starting point to boost the dis-
semination of climate-related information: Directive 2014/95/EU (European Parliament,
Council of 22 October 2014, amending Directive 2013/34/EU). This directive advocates
that, to enhance the consistency and comparability of non-financial information disclosed
throughout the Union, certain large undertakings should prepare a non-financial statement
containing information relating to at least environmental matters, social and employee-
related matters, respect for human rights, and anti-corruption and bribery matters [4]. A
non-financial statement should apply only to those large undertakings which are public-
interest entities (PIE) and to those PIE which are parent undertakings of a large group, in
each case having an average number of employees above 500 [4].

In 2017, a complement to this Directive appeared presenting the guidelines on non-
financial reporting (methodology for reporting non-financial information). These guide-
lines aim to lead companies to disclose high quality, relevant, useful, consistent, and more
comparable non-financial information (environmental, social and governance-related),
which can foster resilient and sustainable growth and employment, and provide trans-
parency to stakeholders [5]. This way, these non-binding guidelines are intended to help
companies draw up relevant, useful, and concise non-financial statements.

Concerning the overall guidelines on environmental issues, including those associated
with climate change, the EU—European Commission [5] advises companies to disclose:

• information about the expected impact of climate change on its strategies and activities;
• relevant governance aspects, including board oversight on matters related to cli-

mate change;
• information on who is responsible for setting, implementing, and monitoring a specific

policy on climate-related matters. They may also describe the role and responsibil-
ity of the board/supervisory board regarding environmental, social, and human
rights policies;

• material information on climate-related impacts on their operations and strategy,
including appropriate assessments of likelihood and use of scenario analyses; and

• the appropriate disclosures on metrics and targets that are used to assess and manage
relevant environmental and climate-related matters.

Before these Directive and guidelines, despite demands for sustainability and respon-
sibility, banks were responding slowly [13].

The mandatory requirements have been implemented in Portugal with Legislative
Decree no. 89/2017 [14]. This decree requires companies to submit a non-financial state-
ment annually, included in the management report or presented in a stand-alone report.
The company’s management bodies should prepare sufficient non-financial information
for an understanding of the evolution, performance, position, and impact of its activities,
at least on environmental, social, and environmental issues, equality between women and
men, non-discrimination, respect for human rights, and the fight against corruption and
bribery attempts [14]. Law no. 148/2015 had already defined banks and credit institutions
as PIE [15].

The Technical Expert Group on Sustainable Finance (TEG) was presented (June 2018)
by the European Commission to promote four key areas of the Action Plan for the develop-
ment of [16]:

• unified classification system for sustainable economic activities (taxonomy);
• EU green bond standard;
• benchmarks for low-carbon investment strategies;
• new guidelines on the reporting of climate-related information.
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The European Commission [17] stated that it urges making the financial sector a
crucial actor in the climate change fight. With the new orientations, it is expected that
more investments will be directed to sustainable activities. These rules define the criteria
to determine whether an economic activity is environmentally sustainable [17].

The potential benefits for banks derived from their climate-related information dis-
closure are: (i) improved knowledge of loan portfolios’ exposure to climate-related risks;
(ii) a correct risk evaluation for the calculation of capital charges; (iii) more grounded
investment and lending decisions (including asset management); (iv) improved attractive-
ness to climate-aware clients; (v) evidence of knowledge and experience in climate-related
transactions, leading to further climate-related business opportunities; (vi) demonstration
of risk control for financial regulators (stress testing) [18].

TEG published a report on climate-related disclosures (January 2019) and invited
feedback by 1 February 2019 [19]. Approximately 70 organizations and individuals sub-
mitted comment letters [20]. Later, in June 2019, the European Commission used that TEG
report to reinforce the guidelines on non-financial reporting by including a supplement
on reporting climate-related information and an annex that provide “further guidance for
banks and insurance companies”. TEG states that banks must look at the “recommend
disclosures and further guidance” under its particular perspective of business activities,
including lending and investing [6].

The guidelines emerged because of (i) the 2015 Paris Agreement on Climate Change;
(ii) the United Nations’ Sustainable Development Goals; and (iii) the Special Report of
the IPCC, from October 2018. These three initiatives envisage accelerating decisive action
to reduce GHG emissions and to create a low-carbon and climate-resilient economy [6].
The EU has agreed on ambitious targets for 2030, intending to reduce GHG emissions and
increase renewable energy and energy efficiency. The EU defined rules on GHG emissions,
namely targets for cars and vans. These rules accord with the long-term strategic vision
(published by the EU in 2018) for a prosperous, modern, competitive, and climate-neutral
economy by 2050 [6].

Banks, risk assessors, lenders, and financiers can influence the business practices and
the GHG emissions behaviors of other corporate actors [2]. They play a crucial role in
the emerging global market for GHG emission reductions by providing specific financial
services such as project finance and equity evaluation of GHG-emitting companies, which
urge to be re-optimized [21]. In doing so, banks can influence corporate actors (clients
and suppliers) to reduce GHG emissions by applying climate-related decision-making
processes and product/market innovations [2].

Non-financial reporting harmonization will help investors to better understand what
is considered “green”. Financial entities now have to inform clients about their impact on
the planet or local environment. They should provide more choices to investors who wish
to invest in the future of our planet [17].

The European Commission believes that increased confidence in climate-related dis-
closures could promote green financial products and innovation in sustainable investment
strategies under a financial eco-system [22]. Climate-related disclosure could lead to a
smoother transition to a low-carbon economy, aiding a high number of investors to bet-
ter assess their financial risk exposures [23]. Climate-related risks can be converted into
opportunities if companies contribute to climate change mitigation or adaptation [6].

Banks and companies can be visualized, as shown in Figure 3. Unexpected carbon
emission policies can lead to a disorderly re-pricing of carbon-intensive assets and generate
a negative supply shock (transition risks), which can cause losses and financial instability;
thus, “climate-related disclosure by industries could encourage this re-direction if it enables a wide
range of investors to better assess their financial risk exposures”, helping to understand how a
given change in carbon price will affect the value of the firm [23] (p. 28). Central banks can
assess financial stability risks that may arise from the transition to a low-carbon economy
(for example, via a stress test). A late or sudden transition to a low-carbon economy can
put the banks in high exposure to environmental risks [12].
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The EU Non-Financial Reporting Directive 2014/95/EU (Directive) has been imple-
mented since 2017 at a European level. The Directive only indicates that member states
are responsible for implementing procedures to ensure compliance [24]. Being that it is
not completely clear, the Directive leads to a variety of approaches. Some companies dis-
close a few topics just to meet compliance requirements, while others do disclose detailed
non-financial information, including useful climate-related information [24]. However,
Matuszak and Rózańska [25] stated that the new reporting obligation should increase the
extent and quality of non-financial disclosure.

Information flows between banks and borrowers should be improved mainly con-
cerning physical climate-risk assessments and adaptation investments. Companies in
climate-sensitive sectors are performing climate-change-risk assessments, developing adap-
tation plans, and investing in adaptation measures. Disclosure of these data will help banks
evaluate the risks in their loan portfolios and identify opportunities to support clients
making these investments [26].

Further progress is still needed to develop robust methodologies that permit the
collection of comprehensive data for evaluating the climate-related risks that companies
and investors are exposed to [27]. It is crucial to give incentives for risk disclosure, the
development of asset-level databases, and the refinement of climate stress-test techniques.

Recently, the European Banking Authority (EBA) defined the guidelines for granting
and monitoring loans, to be applied from June 2021 onwards. Those guidelines help banks
assessing risks associated with Environmental, Social, and Governance (ESG) factors in the
financial conditions of borrowers and, in particular, the potential impact of environmental
factors and climate change on their appetite, policies, and procedures regarding credit
risk [28]. The guidelines highlight the issue of climate change risks concerning the financial
performance of borrowers, which can materialize as [28]:

• physical risks (arising from the physical effects of climate change, including liability
risks for contributing to it);

• transition risks (arising from the transition to a low-carbon and climate-resistant economy);
• other risks (for example, changes in the market and consumer preferences and legal

risks that may affect the performance of the underlying assets).

Banks are exposed to environmental risks. Thus, it is necessary to develop methodolo-
gies to measure the carbon intensity of investments [12]. Banks are expected to address
climate risk in the same way as they address any other financial risk, ensuring that they
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manage their relevant exposures prudently. Thus, banks need to think in an integrated
way about how climate-related risks should be identified and managed in terms of: credit
risk, operational risk, market risk, reputation risk, and others. This will help to understand
whether climate risks can have an impact on their balance sheets, strategies, and profits [29].

3. Methodology
3.1. Sample

According to Banco de Portugal (Portuguese Central Bank), in the first year of manda-
tory application of the Directive, there were thirty banks and two saving banks in Por-
tugal [30]. Despite that, due to the size, only nine entities (eight banks and one saving
bank) were required to comply with the Directive 2014/95/EU. Thus, the study sample
includes the entire universe, in the Portuguese banking system, that were (in 2017) required
to disclose non-financial information, being this way composed of nine entities.

3.2. Content Analysis and Evaluation Methodology

In this study, a detailed content analysis was performed using information obtained
from the annual reports, and from sustainability reports (stand alone or integrated in the
annual report). The paper presented the analysis of climate-related information disclosed
by the nine selected entities in order to evaluate the quality and quantity of reported
information about climate-related information in the period 2016–2019. It focused on
climate-related information for 2016, 2017 (first year of Directive implementation), and the
subsequent two years 2018 and 2019. The study enables a better understanding of how
banks’ climate-related information has been presented (following the Directive 2014/95/EU
and subsequent guidelines); and how disclosure can contribute to climate change evolution.
Terms such as policies, objectives, emissions, or energy consumption were used to search
for climate-related information. The information was classified and categorized under the
identified addressed topics and indicators.

To perform the study, climate-related information was looked up in the available
disclosed information, and then transcribed and entered into the computer; subsequently,
the obtained data were analyzed in terms of absolute or relative numbers; finally, data were
interpreted and discussed in qualitative terms to evaluate how Portuguese banks have
been disclosing climate-related information.

This research has limitations associated with the sample size. However, it accounted
for all the Portuguese banks that are required to comply with the Directive in the first year
of application (2017).

4. Results
4.1. Evolution of Climate-Related Information

A first approach was performed to see whether banks reported climate-related infor-
mation for the period 2016–2019.

Figure 4 presents a relevant evolution in the percentage of banks that disclosed
climate-related information since 2016. In 2016, only 78% of banks disclosed topics about
climate-related information. From 2017 onwards, all banks presented some information on
this topic. Climate-related information is disclosed in the annual report and the stand-alone
sustainability report, when available. One-hundred percent of banks (in 2017, 2018 and
2019) reported climate-related information in the “non-financial statement”. However,
some banks designated the “non-financial statement” differently and other banks reported
that the “non-financial” information was found in a stand-alone sustainability report.
Sometimes, an overlap between the information included in the annual report and the
stand-alone sustainability report occurred, similarly to what had also been reported in
another study [31]. One bank (in 2017 and 2018) and two banks (in 2019) suggested that
they used the stand-alone sustainability report to comply with the requirement to present
the “non-financial statement”, which includes climate-related information.
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Figure 4. Evolution in the percentage of Portuguese banks observed presenting climate-
related information.

Two banks only presented information on energy efficiency or CO2 reduction in
the period of 2017–2019. Banks should highlight the importance of this climate-related
information, like environmental reports, since it is considered as a reputational capital that
can improve their financial performance [32,33]. Demaria et al. [34], in a study performed in
2017 (France), also revealed a disclosure increment with the EU Directive. They concluded
that companies near consumers tend to disclose additional environmental information to
show their ethical practices. This is consistent with legitimacy theory, which argues that the
level of disclosure answers questions of legitimacy related to environmental pressures [34].

To understand the evolution of the theme over time, in the content analysis, the
number of times that the terms “climate” (including “climate change”) or “climatic” were
mentioned in the annual reports and standalone sustainability reports, during the analyzed
period, was searched (Figure 5).
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Figure 5. Dispersion of the use of the terms: “climate” and “climatic” in the annual reports and
stand-alone sustainability reports between 2016 and 2019.

Figure 5 indicates that the word “climate” and “climatic” present an evolutionary
pattern of repetition in annual reports and stand-alone sustainability reports. Considering
Figure 5’s overall data (see “Total”), increase of 47% in the year of the Directive imple-
mentation (2017) was observed, followed by near-maintenance in next year (2018), and
an increase again in 2019 (see “Total”). This increase coincides with the year of the publi-
cation: “Guidelines on non-financial reporting: Supplement on reporting climate-related
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information”. It is also probably associated with the global increment of studies about the
climate change and the news in the media. In 2016, only 67% of banks mentioned these
terms, while in 2019 it already increased to 89%, although a diversity among banks was
observed: some hardly used those terms, and others used them quite often.

The volume of pages with climate-related information (number of pages) (Figure 6)
has increased since 2016. However, the number of pages still accounts for only around
3% of the total reported pages (annual report and/or stand-alone sustainability report).
Dissimilarity among banks in terms of the number of pages reporting climate-related
information was also observed. The number of reporting pages by each bank, in the same
evaluated year, was very different. For example, in 2019, while one bank reported only in
two pages, another bank reported in about fifty pages.
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Figure 6. Climate-related information observed (green fraction) in the Reports (Annual Report and
Separate Sustainability Report) from 2016 to 2019 in Portuguese banks.

Overall data reveal that banks disclosed climate-related information in the first trien-
nium of the Directive, and there has been a positive evolution since 2016. This means that
Portuguese banks have enhanced the disclosure of information on climate-related issues. This
evolution agrees with Demaria and Rigot’s study [35], where it was stated that more compa-
nies are disclosing information about climate risk. In turn, Manes-Rossi et al. [36] stated that
companies (including banks) demonstrated a collective awareness about the need to provide
a comprehensive volume of socio-environmental disclosure to maintain legitimacy.

However, although some companies may disclose ample environmental information, it
should not be ignored that this non-financial information is not currently audited. Auditors
only verify whether the non-financial statement is published or not [14]. The rhetoric
of companies may not be following their behavior, reflecting a gap between words and
deeds [35].

4.2. Approach Adopted by Banks on Climate-Related Information for 2017–2019

After reading the annual reports and the sustainability reports for 2017, 2018, and
2019, five headings were considered and subdivided into more specific topics.

The five headings evaluated in this study, somehow following the “recommended
disclosures and further guidance” in the guidelines [6], were: (a) Disclosure on the business
model; (b) Disclosure on policies and due diligence processes; (c) Disclosure on outcomes;
(d) Disclosure on principal risks and their management; and (e) Key performance indica-
tors (KPI’s).

4.2.1. Disclosure on Business Model

The business model aims to describe how a bank generates and preserves value,
through its products and services, in the long term [5]. In the analysis, the following
information was found (Figure 7):
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Figure 7. Disclosure on the business model.

The information covered by all banks (100%) includes: opportunities related to the
climate, such as seeking efficiency in the use of resources, energy sources used, and
products and/or services in this area; promoting the financing of the low carbon economy
with solutions for this purpose, for example, financing the circular economy, renewable
energies, among others; and directly or indirectly, banks refer to support their customers
for a decarbonized economy. It is not by chance that “green bonds” were mentioned by
44% of the banks.

The results showed that 67% of the banks have objectives/strategies for reducing GHG
and objectives/strategies for reducing the impact of bank’s activities (for example, reducing
energy consumption, water, plastic, mitigating waste, using renewable energies), while
also 67% of the banks participate in national or international working groups, to be aware
of the main trends and future factors on sustainable finance, such as the Business Council
for Sustainable Development (BCSD) Portugal, which is part of the Global Network of
the World Business Council for Sustainable Development (WBCSD), Portuguese Banking
Association (APB), or European Banking Federation.

To mitigate climate-related risk, 67% of banks consider the environment/climate risks
in the assessment of projects and granting of credit. The study found that 33% of banks
stated they had participated in the Carbon Disclosure Project, which identifies climate
change risks and opportunities. Two banks reported that they disclose climate-related
issues following the recommendations of the Task Force on Climate-related Financial Disclo-
sures (TCFD), and another bank suggested that it will implement these recommendations
in the future. In fact, these three banks are the ones that most referred to climate/climatic
expressions and also dedicated more pages to climate-related information.

Banks are beginning to consider opportunities and risks of climate-related action, such
as: in their internal performance in terms of consumption and use of resources; and in
the financing of clients (e.g., supporting energy efficiency improvement and renewable
energy). This means that banks are approaching the Directive guidelines.

Despite that, the following were not observed: a clear description of climate-related
risks in the existing risk categories; nor the impacts on strategy and mitigation measures to
be implemented. This also agrees with the European Central Bank (ECB) [37] study, which
concluded only a limited number of institutions disclosed that information.
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4.2.2. Disclosure on Policies and Due Diligence Processes

Considering the disclosure on policies and due diligence processes (Figure 8), all
banks, either in a more summarized version or in a detailed way, presented their environ-
mental policy, including issues related to the environment, even sometimes only referring
to management consumption of materials. These findings corroborate the ECB [37] conclu-
sions, wherein most of the assessed institutions referred to climate-related policies in their
public disclosures in some form, predominantly in their annual report. In this study, all
banks demonstrated commitment to the continuous improvement of their performance.
However, only 56% of the banks specifically aimed at fighting climate change.
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The majority (78%) of the banks identified the governance bodies in charge of environ-
mental issues, for example, the Sustainability Committee. They also reported how banks
promote employees and community awareness through events, volunteering, and awards,
among others. In Turkey, Kılıç and Kuzey [33] found few banks that implemented a board
committee responsible for environmental issues, climate change, or GHG emissions. Banks
should begin to implement a broader governance structure, ensuring that their boards
have the appropriate level of oversight with clear reporting lines related to the climate and
responsibilities [29]. According to Furrer et al. [38], banks with the most advanced climate
strategies appear to have top management that addresses climate change consciously
and systematically.

Only 22% of banks have a group specialized in environmental risk, but only one
specified an internal group on climate finance. On the other hand, 67% of the banks
incorporate sustainable development objectives (13—climate action) from the United Na-
tions Global Compact (UNGC), while the other 67% indicated having responsible supplier
management in environmental matters. In 2019, 56% of banks indicated having signed
a letter of voluntary commitment for sustainable financing in Portugal, having climate
change as its core [39]. Besides, 56% of banks also presented a materiality matrix including
environmental and/or climatic aspects.

The set of least disclosed information (by only 11% of banks) relates: to the specific
reference to compliance with environmental legislation; to sensibilize companies with
greater exposure to environmental risks regarding climate change; and to having stated
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to follow the Equator Principles. These Equator Principles point to risk management
structures to be adopted by banks to determine, assess, and manage environmental and
social risk when financing projects [40].

4.2.3. Disclosure on Outcomes

The outcomes are the actions taken by banks that support the achievement of the goals
they define as climate-related (Figure 9).
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All the banks (100%) provided information on waste description and management,
for example, the separation, recycling, or donation of goods. It was noted positively that
89% of the banks reported concerns about reducing/eliminating plastic consumption.
Additionally, 78% of banks disclosed information about: control in energy consumption,
energy efficiency in facilities and equipment, reducing fuel, dematerialization (digital
transformation) in services and customers, and paper consumption. However, only 56%
reported the evolution of GHG emissions.

The least-disclosed information (11%) was the offsetting of carbon emissions and
the reference to carbon credits. This corroborates Cogan [3], who argued that few banks
calculate the carbon risk in their loan portfolios and set specific targets to reduce GHG
emissions associated with a part of their loan portfolio. The emissions trading market
is growing at a fast pace. There is a lack of credit registers as tools to perform carbon
stress-testing [41].

However, no disclosure of information following specific Directive guidelines for
banks [6], such as the trend in carbon intensity concerning the various portfolios in the
light of any relevant established goals and the risks over time, was identified.

4.2.4. Disclosure on Principal Risks and Their Management

In this section, the main risks and respective management are presented. Figure 10
presents the following results:
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It was observed that 67% of the banks referred to taking environmental criteria into
account when evaluating risks and credit granting, reveling a similar percentage to what
had been observed in the ECB study [37]. However, only 33% stated the principles of
exclusion and sectoral limitation of activities and projects, considering the potential for
socio-environmental risk. Additionally, only 22% evaluated the indirect environmental
risks in the process of assessing and granting credit and project finance, thus, carrying
out environmental impact studies following the applicable legislation. Some banks also
provided a variety of other disclosures: for example, only 11% identified monitoring
projects with a high level of CO2 emissions and hiring independent technical consultants
to audit the environmental area of a given project. No bank disclosed climate-related
scenarios. In the ECB [37] study, there were also few entities to do so.

The risks associated with climate change are considerable for banks. Thus, decision-
makers need to estimate their importance and consider them in credit management and
environmental planning [42]. Climate-related scenarios provide meaningful insights for
bank decision-makers to reduce bank risks in the future. They help credit analysts to
inform customers about potential actions to adapt to climate change [42]. Still, concerning
the risk analysis in the evaluation of projects and credit granting, it is crucial to highlight
that several ways of approaching this situation by banks were found, such as for 2019.

Considering examples of information provided by banks on risk analysis in project
appraisal and credit-granting (Figure 11), it can be observed that climate issues are just
starting to be included, therefore being the first step towards being aligned with ECB
guidelines. The study highlighted this issue due to its importance and influence in the
respective bank area.

4.2.5. Key Performance Indicators (KPI’s)

The study illustrated that 89% of banks publish indicators on the treatment and
collection of waste, 78% on energy consumption, and 67% on paper consumption. On the
other hand, 56% of banks already have indicators on their CO2 emissions (scopes 1, 2, and
3). Only 11% of banks reported on the number of building audits about energy efficiency
and financing value for hybrid and electric vehicles. The disclosures on energy efficiency
financing volume in companies and financing volume for urban rehabilitation because of
energy efficiency/renewable energy criteria represent only 22% (Figure 12).
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(SANTANDER, 2020)

It has principles of sectorial exclusion and limitation recognizing the existence of sectors of activity
or projects that can negatively contribute to sustainable development, thus establishing a list of
principles underlying activities and projects that are excluded, or restricted under certain
conditions, from its policy of credit.
Sustainability and socio-environmental impact are a risk factor taken into account in the rating
assigned, being incorporated into the qualitative assessment of scoring factors such as the business
profile, political-legal framework or regulatory environment in which the company and or the
project is inserted, influencing the rating underlying the credit granting process.
The project finance portfolio, due to its location, obeys a set of environmental and social obligations
provided for in the legislation, and its compliance with the respective economic agents is
mandatory. Confirmation that the environmental license for a given project was duly obtained is a
precondition for obtaining financing.
For the assessment of the project's risks (including environmental and social risks), it resorts to
hiring an independent technical consultant. Only when justified in terms of risk, an audit is carried
out exclusively focused on the social and / or environmental dimension of a given project. In the
case of the involvement of other institutions as potential funders of the evaluated projects, there is
a greater focus on the analysis of the project's sustainability, with description / evaluation of its
social and environmental impact.

(CGD, 2020)

Risk analysis in the evaluation of projects and credit granting

Figure 11. Examples on “risk analysis in project appraisal and credit granting” reporting information
from 2019 provided by banks—summarized and adapted from [43–48].
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These key performance indicators begin to follow the EU guidelines. However, in
Portuguese banks, there is no information about the exposure of the portfolio to sectors
affected by climate-related risk and opportunities (quantity or percentage of assets) or,
for example, the volume of collaterals related to assets or activities in climate change
mitigation sectors.
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5. Discussion

Companies and banks “must increasingly demonstrate that they are future proof ” [49]
(p. 2). Banks, as financial intermediaries, can take exposure to relevant climate-related
risks through their borrowers, customers, or counterparties when they grant loans or
when trading securities of companies with direct exposure to climate-related risks [50].
In addition, markets for low-carbon and energy-efficient alternatives are growing. Banks
can take material exposures in their lending and investment businesses. Additionally,
they are subject to litigation related to their financing activities or through parties seeking
compensation or other legal remedies [50].

The first question of this paper aimed to understand whether Portuguese banks
disclose climate-related information and how disclosure has evolved. The study concluded
that banks have reported climate-related information. Additionally, the level of disclosure
has increased since 2017 with the implementation of the Directive. This conclusion is
in agreement with ECB [37], where a clear and positive trend in the level of climate-
related disclosures was also observed. Achenbach [49] identified the principal factors that
positively influence disclosing information: policy and legal reforms, the aim for strategy
adaption, the availability of data, and the alignment of other sustainability initiatives with
the recommendations of TCFD.

This study found differences in disclosures between banks, some being more advanced
compared with others. A similar situation was found by Eccles and Krzus’s [51] study, in
2017, concerning 15 oil and gas companies. They found variations among companies, with
the majority making very modest disclosures, but some were more advanced concerning
the application of the TCFD recommendations.

Regarding the second research question on the limitations and restrictions found in
terms of climate-related information disclosure, it was observed that the main limitation
found in this study was the dispersion of that information. There is no specific place
to disclose the “non-financial statement” and the climate-related information. The main
limitation is that environmental and climate-related information is spread over several
sections of the report [35]. There is a need for a more harmonized presentation to improve
environmental disclosures such as gathering all required climate-related information in a
single section [35]. The climate-related information appears mainly in the non-financial
statement. However, this statement sometimes appears under different names. Banks
include climate-related information in the sustainability report, or present the information
in disparate parts of the annual report. Thus, regulations should be more specific about
“where” to publish this information to achieve European comparability. This also would
reduce the amount of the same information in different documents. These findings were
also reported by Carini et al. [31].

Additionally, the lack of comparability regarding climate-related information occurs
mainly because each bank discloses what they consider relevant. Some banks detail the
information, while others refer to it only superficially. The guidelines intend to address
gaps in current reporting practice. It was supposed that the guidelines would help to
increase comparability across jurisdictions [22]. However, the EU could not reach this
objective. As a consequence, the European Financial Reporting Advisory Group (EFRAG)
received the mission to prepare sustainability standards that promote the EU’s comparabil-
ity objective [52].

Relevant information on climate-related information will give investors data for the
best portfolio decisions [53]. In recent years, climate change has been identified as a risk.
Managers need to measure and communicate climate risks. However, currently, disclosure
is still highly fragmented and lacks the necessary oversight to adequately measure and
communicate the impacts of climate change on financial markets [54].

Another limitation is that most banks are very focused on their direct impact on the
environment, climate change, and other related topics. Only a few are concerned with
how financing can impact the environment, clearly minimizing (or not considering) the
indirect impact caused by the bank’s activities. Furrer et al. [38] also stated that banks often
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implement a climate strategy disengaged from their main value-creation processes, such as
loans and investments.

Therefore, banks in Portugal are beginning to show signs of wanting to disclose
information related to the climate. One of the banks is closer to the guidelines, another is
following in its footsteps, another seeks to approach the guidelines, and the rest are even
further away. There is a lack of articulation between climate-related topics. Statements
are rarely supported by quantitative information. These findings were also reported in
the ECB [37] study. Another study carried out in Italy [55] also identified quite large and
evident gaps in the information disclosed by the non-financial companies. The provided
information was limited and, in some cases, had been reported superficially and distant
from the TCFD recommendations.

Research question number three explores what can be improved in this trade-off
involving regulators, banks, and climate change. The results suggested that there is still a
long way to go in this area of reporting climate-related information.

To allow comparability between banks, a higher standardization on specific topics and
their contents is desired and needed. Regulators and the EU play a key role. Guidelines or
sustainability standards should become mandatory. According to Strano and Kabli [56],
mandatory corporate reporting improves the quality and comparability of the disclosure of
non-financial information. Voluntary disclosure may lack integrity, accuracy, and neutrality.
Johnston [57] argued that the TCFD recommendations only are likely to lead to changes in
investor behavior and, in turn, in business models if national and supranational regulators
require them. In 2021, the New Zealand government was the first country to introduce
legislation to make climate-related disclosures mandatory for some organizations (pub-
licly listed companies, large insurers, banks, non-bank deposit takers, and investment
managers) [58].

CSR practices and their measurement, reporting, and auditing should be as clear
and understandable as possible [59]. A monitoring system also seems to be necessary.
According to Krasodomska et al. [60], the external guarantee would add credibility to
non-financial disclosures, this way improving reporting quality [61].

It is crucial to properly assess prospective climate risks for loan and investment deci-
sions [53]. Investors are actively considering certain types of climate-related information
in their decision making. They want to know how companies are delineating the future
costs of climate policies, how climate change projections impact corporate project planning,
and how prepared are companies to adjust to the physical impacts of climate change [62].
UNEP FI [63] outlines a vision for the future generation of transition risk analysis using
four ideas:

• building models of climate scenarios to support financial risk analysis;
• developing data and analysis for climate risk analysis at the level of borrowers;
• improving the methodology for the impact assessment of the portfolio; and
• integrating transition risk assessment in the organization.

Thus, the development of robust methodologies, the collection of comprehensive data
to assess climate-related risks, the development of asset databases, and the refinement
of climate stress testing techniques are necessary [27]. This will support companies to
disclose climate-related risks comparably and central banks and financial regulators to
assess in a better fashion the exposure of banks, individually, and of the financial system as
a whole [27]. According to Weber and Kholodova [64], in Canada, to assess risks related
to climate change is complex since the information needed for these assessments is also
fragmented, incomplete, or not yet available, requiring strategies and tools which do not
yet exist. Besides, they also concluded that there is uncertainty about how well-prepared
banks are for disclosure requirements related to climate change.

As stated in the TCFD [65], the success of the recommendations about climate-related
information disclosure will depend on the continuous and widespread implementation by
the companies in both financial and non-financial sectors.
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6. Conclusions, Limitations and Further Research

Directive 2014/95/EU is a milestone in the social and environmental area. It requires
non-financial information that was often missing in corporate reporting. It aims to improve
disclosure on social and environmental responsibility to make the information presented
in the non-financial statements comparable and useful. These guidelines came to help
the implementation of non-financial information disclosure. The guidelines highlight
that banks have a fundamental role in the climate area, either by not supporting projects
or industries that contribute unfavorably to climate change, or by directing support to
sustainable investments.

In this sense, this study revealed an increase in climate-related information disclosure.
However, that disclosure varies inter banks. It is not yet uniform. This makes the compari-
son of climate-related information difficult. Additionally, the level of disclosure is still far
from the indicated in the guidelines.

The Directive has awakened disclosure to new paths. However, it will be necessary to
have guidelines that allow increasing the comparability of climate-related information. This
will only be possible if the information were mandatory for all banks. This study aimed to
be a contribution to a better knowledge and understanding of Portuguese banks’ disclosure
of climate-related information. The study’s conclusions have practical implications, provid-
ing data and documented information to help European and national regulators understand
the shortcomings of the present sustainability reporting on climate-related information.

The major limitation of this study could be related to the small size of the sample.
However, as it was explained, in Portugal, only the nine analyzed banks were required (in
2017) to adopt the EU non-financial Directive and had to follow the guidelines. Furthermore,
since the non-financial reporting is not audited in Portugal, the integrity of the non-financial
information cannot be guaranteed.

The paper comprises the evaluation of disclosure climate-related information for
the period 2016–2019. Future research should continue to analyze subsequent periods to
understand whether non-financial reporting is improving over the years. It is crucial to
continue following the information released by Europe’s largest banks. Future research
could also assist in developing global indicators that would promote comparability among
banks. Additionally, climate-related information disclosed by companies should be studied
to understand whether that information is helpful for banks concerning credit risk analysis.
The development of a common taxonomy that sets minimum standards for accurately
classifying climate-related activities also can be researched. Another interesting topic is
the new developments that sustainability reporting is causing in Europe. EFRAG received
support from the EU to prepare sustainability standards. Additionally, the International
Financial Reporting (IFRS) Foundation will also be involved in the preparation of the
global sustainability standards. Finally, future research should also analyze the comments
letters and the support related to sustainability standards that the IFRS Foundation has
been receiving.
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