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All PRB Target-Setting Guidance for specific themes are derived from and build on
the UNEP FI Impact Protocol, a step-by-step overview of how to analyse and manage
bank portfolio impacts as per UNEP FI’s holistic impact approach and in conformity
with the requirements of the Principles for Responsible Banking. The Impact Protocol
is itself in alignment with the emerging consensus-view of impact management as
illustrated by the Impact Management Platform, a collaboration between the leading
providers of sustainability standards aiming to clarify the meaning and practice of
impact management and to drive interoperability and harmonisation.
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How to use this guidance

As your bank is progressing in implementing the Principles for Responsible Banking
(PRB), this Guidance aims to facilitate the processes of target setting and action plan
design for banks that have identified resource efficiency, circular economy, waste, water
or energy' as one of their most significant impact areas, as well as any other impact
area for which resource efficiency and circular economy business activities are relevant
and can contribute to reducing negative impacts and increasing positive impacts. The
transition to a circular economy is also essential to deliver on the climate, biodiversity
and pollution agenda and this Guidance can be used to set targets which will support
your bank in achieving other targets such as climate mitigation or reducing biodiversity
loss. For further information on interlinkages between the circular economy and other
impact areas and how taking action on the circular economy might positively or nega-
tively affect other impact areas and topics, or how the circular economy may be affected
by actions taken in other impact areas, please refer to the Interlinkages Map.

1 From a use/efficiency perspective (rather than from a social perspective including accessibility/affordability)
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Introduction

The business case for resource efficiency and the
circular economy

The current linear “take-make-waste” economic model is reaching its limits. Continuing
increasing extraction of finite resources, depleting natural capital, generating climate
change and pollution is not sustainable. The circular economy, which decouples
economic activity and use of natural resources, offers an alternative model beneficial to
our economy, our society and our planet through reduced risks, new business opportuni-
ties and improved impact on the environment and health. Please see Annex 1 for further
information on the circular economy and what it means for the banking sector.

Successful circular solutions will reduce risks intrinsically linked to our linear model, by
reducing dependence on dwindling natural resources and improving resource security
and resilience to price volatility, supply shocks and global supply chain disruptions, and
macroeconomic challenges resulting there from.? Circular economy strategies can lower
investment risk and drive superior risk-adjusted returns. Analysis by Bocconi University
of 200+ listed European companies across 14 industries has shown that the more circu-
lar a company is, the lower its risk of defaulting on debt, and the higher the risk-adjusted
returns of its stock.?

Circular economy solutions can create value for companies, their stakeholders, and the
finance sector and unlock a USD 4.5 trillion economic growth.# By adopting circular prin-
ciples, companies can generate new sources of revenue and cost saving opportunities,
and spur innovation.

Circular economy expertise and financial products are becoming key draws for CEOs
and boards and can help engage corporate and institutional clients. Many leading global
banks have already started supporting clients in their transition to a low carbon, circu-
lar economy through expert advisory services, capital raising, and direct financing and
investment. Please see Annex 2 for examples of initiatives by financial institutions to
promote the transition to a circular economy.

The circular economy also offers a major opportunity for the banks to deliver on the
climate, biodiversity and pollution agendas, as well as other Environmental, Social and
Governance (ESG) objectives, and to contribute to a just transition.

2 The role of international trade in realizing an inclusive circular economy, Chatham House, 2022

3 The circular economy as a de-risking strategy and driver of superior risk-adjusted returns, Bocconi University,
Ellen MacArthur Foundation, Intesa Sanpaolo, 2021

4 Waste to Wealth, Accenture, 2015
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The imperative to transition to a circular economy is increasingly incorporated in the
evolving regulatory environment (please see further details in Chapter 2.1 below).

Thus, your bank is encouraged to support the transition to a resource efficient and circu-
lar economy by setting targets under the framework described below.
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1. A framework for resource
efficiency and the
circular economy

Building on the first edition of the Guidance on Resource Efficiency and Circular Econ-
omy Target Setting, the PRB Working Group on Resource Efficiency and Circular Econ-
omy has produced this updated second version of the Guidance, taking into account
UNEP FI member banks’, experts’ and civil society organisations’ feedback. It includes a
combined pathway to impact and core indicators to guide good practices in the commu-
nity of PRB signatories, measure progress, and foster active collaboration to drive results
for people and the planet.

The guidance has been designed to ensure that all signatory banks, regardless of geog-
raphy and size, can consider and understand the opportunities to drive their clients to
transitioning towards a more circular economy. It is crucial that your bank understands
the key components and areas of potential focus that can improve support, financial
products and services to increase the circularity of your clients’ activities and foster
improved outcomes towards a circular economy.

You are encouraged to follow these steps to set targets covering lending activities of
your bank and on-balance sheet investment activities. On-balance sheet positions held
for client facilitation and market-making purposes (as opposed to held for investment)
are excluded. Over time, the aim will be for your bank to increase the volume of activities
covered by the targets.

1.1 Supporting clients in improving the resource
efficiency and circularity of their activities

Central to the methodology in this Guidance is the use of a screening approach or cate-
gorisation-led approach, i.e. to screen your bank’s portfolio against a set of circularity
criteria which will help you to understand how resource efficient and circular your clients’
activities are and how their resource efficiency and circularity can be improved.

Screening your portfolio against circularity criteria will not only allow to determine which
clients or activities are circular (screened positively) or not (screened negatively). Iden-
tifying which circularity criteria are not met helps to understand the circular potential of
an activity, i.e. whether there is an opportunity to work on certain circularity criteria to
make an activity more circular and ultimately transform a non-circular activity (screened
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negatively) into a circular activity (screened positively). Those are the activities that your
bank should support to transition towards more circularity.

Thus, screening your portfolio against a categorisation system will allow your bank to
identify:

1.  the activities screened positively, for which your bank should increase its support
and exposure,

2. the activities screened negatively with circular opportunities, for which your bank
should engage with its clients and support them to materialise the circular oppor-
tunities, and

3. the activities screened negatively with no circular opportunities, for which your
bank should decrease exposure and exit relationship. It will rarely be the case that
an activity or a business has no possibility to improve its resource efficiency and
circularity. Hence, exiting a relationship is thus the solution of last resort.

This is illustrated in the decision tree in Figure 1 below.

L

Positive Identify new circular opportunities exposure
amount

Increase

j Efficiently Increase
Circular AT engage clients financial flows
Negative P opportunities to materialise to finance

exist? circular circular

opportunities opportunities
No
l :

Exit
relationship
(solution of last
resort)

Figure 1: Decision tree to support client engagement on the basis of portfolio screening

1.2 Common pathway to impact

As a result of effective impact management, your bank can deliver positive impacts and
decrease negative impacts. Based on a theory of change approach, a pathway to impact
considers the relationship between practice (based on inputs, actions taken by your
bank and its resulting outputs and outcomes) and impact. Practice is the conduit for
achieving impacts. Hence, in order to drive impact, it is essential that your bank under-
stands its current practice to determine how to improve it and what actions to take for
which desired outputs and outcomes.®

5 Impact Protocol, Impact analysis and management for banks, UNEP Fl, 2022
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Figure 2: Pathway to impact for Resource Efficiency and Circular Economy
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Different aspects on the input level can be considered as catalysts for change:® the
policy and regulatory framework and the local context that your bank operates in, includ-
ing customer and investor expectations and demand, and business risk and opportuni-
ties deriving from economic, social and environmental context. The transformation of
economy towards circularity leads to meaningful opportunities for the finance sector,
driven by the potential to improve:

= Risks. The circular economy limits volatility of the economic system, as well as
protects natural capital and environment. Circular business models help diversify
portfolios and move away from the risks of the linear economy.” This provides overall
comprehensive de-risking effect.

= Revenue (and Return). The circular economy generates new business opportunities,
with new business models and technologies, and possibly superior risk-return combi-
nations.

= Reputation. The finance sector has an opportunity to redesign its role in society and
contribute to an improved impact on the environment and people, by supporting the
circular transition which is an essential element to deliver on the 2030 agenda.®

Your bank can take four different types of actions on the basis of this input:®

Portfolio composition and financial flows
Client engagement

Internal policies and processes
Advocacy and partnerships.

Portfolio composition and financial flows as well as client engagement are the two main
practice areas on which your bank’s actions will drive change and impact. Hence, they
cannot be neglected in your bank’s pathway to impact.

The actions result in the following desired outputs:

Actions on client engagement, following the decision tree shown in Figure 1 above, lead
to identifying circular activities or circular opportunities in clients’ activities or value
chains, and to working on materialising circular opportunities. Priority should be given to
supporting clients in their efforts to transition their activities from linear to circular, rather
than to merely divesting from non-circular activities or activities with no circular opportu-
nities. Indeed, divesting does not result in an increase of circularity in the real economy,
and it might have negative consequences on its own. It should thus be the solution of
last resort, and client engagement is essential to support clients in their transition.

The expected output will then be an increase of your bank’s financing of circular activities
and circular opportunities, and a decrease of your bank’s financing of activities with no
circular opportunities.

6 Impact Protocol, Impact analysis and management for banks, UNEP FI, 2022

See also Linear Risks, Circle Economy, PGGM, KPMG, EBRD, WBCSD, 2018

8 Transformative economies: From the Circular Economy to the Green New Deal, Feltrinelli Camp 2020, Fondazi-
one Giangiacomo Feltrinelli 2020; Circular Economy and Finance: either a straightforward relation or a virtuous
loop? Zara C. and Bellardini L., 2023, in “The Routledge Handbook of Catalysts for a Sustainable Circular Econ-
omy”, Editors H. Lehtimaki, L. Aarikka Stenroos, A. Jokinen, P. Jokine. Routledge, forthcoming.

9 Impact Protocol, Impact analysis and management for banks, UNEP FI, 2022

~
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Actions on internal policies and processes are expected to result in putting in place data
collection templates, screening processes and other processes and policies that will
support the actions and expected outputs on client engagement and portfolio composi-
tion and financial flows. Actions on advocacy and partnerships are expected to lead to
an engagement with relevant policy-makers and other relevant stakeholders to contrib-
ute to developing the required enabling environment to foster the circular economy.

All the above leads, at the outcome level, to a shift of your bank’s portfolio towards an
increased proportion of exposure amount to circular activities—as well as to the progres-
sive development of the required enabling environment (e.g. driving for consistent regu-
lation and disclosure, standardised metrics and definitions).

The ultimate impact you are working towards is an increased circularity impact, i.e. an
increased circularity in clients’ businesses financed and supported by your bank, from
upstream to downstream, and as a consequence improved environmental impacts
(especially with regards to raw materials and water usage, waste production, energy
consumption, GHG emissions and pollutant emissions) and improved social impacts
(e.g. creation of local jobs, upskilling opportunities, tackling inequalities).

1.3 A progressive approach to target setting

Financing the transition towards a resource efficient and circular economy is a journey
and most of the banks are most probably in early stages of this journey at the time of
publishing this Guidance.

Setting targets requires to first determine a baseline. Your bank might be in a situation in
which determining its impact baseline is not possible, for instance, because of the level of
complexity of its activities and portfolio or its level of readiness on the topic of resource
efficiency and the circular economy. This should not prevent your bank from starting to
work and set targets on this impact area. As practice is the conduit to impact, your bank
can and should start by working and setting practice targets (with impact objectives'®),
with the view to ultimately set impact targets, which is the PRB requirement."

Under this progressive approach, practice targets are considered as acceptable targets
for PRB purposes provided:

« they are set as a first step in a journey which aims at setting impact targets ultimately;
practice targets should thus be accompanied with impact objectives and a clear plan
to progress towards setting impact targets.

» they include at least targets on portfolio composition & financial flows and on client
engagement, which are the two core practice components on which your bank should
take action to drive impact. Practice targets related to internal policies and processes
and to advocacy & partnerships only are not sufficient to meet PRB requirements. It

10  For further information on practice targets with impact objectives, please refer to the Impact Protocol, UNEP Fl,
2022

11 This progressive approach is acceptable only for nascent impact areas like resource efficiency and the circular
economy, and not for more mature impact areas like climate change or financial health and inclusion. For further
information please refer to the Principles for Responsible Banking Target Setting FAQ, UNEP FI, 2022.
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should be noted, however, that adjustments in internal policies and processes are
indispensable to realising portfolio and client engagement targets.

Stage 1 Stage 2

Practice target/s Impact objective/s

Practice target/s Impact target/s

Portfolio not measured Portfolio

measured

composition and

composition and
financial flows

financial flows -
Client engagement -
b
| 4

Client engagement

Pathway to impact Pathway to impact

Figure 3: Progressive approach to target setting

1.4 Core set of indicators

Your bank needs to select enough relevant indicators to measure its current baseline
and to monitor and report its progress towards achieving targets. You are encouraged
to use a core set of indicators including both practice indicators and impact indicators.

Practice indicators

The core set of practice indicators includes indicators related to portfolio composition
& financial flows and to client engagement, which are the two practice areas that your
bank should set practice targets for in stage 1 of the progressive approach. However,
you are also encouraged to set practice targets related to internal policies & processes,
as adjusting internal policies and processes is crucial to realising portfolio and client
engagement targets. Your bank may in addition set practice targets related to advocacy
and partnerships. In such case, your bank should use adequate proprietary indicators.

Impact indicators

There is a high variety of impact indicators that may be used by your bank, depending
on the type of client, project or activity and depending on the impact that you want to
measure. A combination of several impact indicators is necessary to adequately and

holistically capture the impact of a given client, project or activity, covering the circularity
impact, the environmental impact and the social impact.

Guidance on Resource Efficiency and Circular Economy Target Setting 8
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Box 1: Assessing circularity impact and potential economic benefit
The impact of resource efficient and circular projects, activities or clients, or circularity impact, may be assessed by one or a
combination of the following considerations, which lead to potential economic benefit for client described below:

Potential economic
benefit for client

Revenues from by-products

Circularity impact
assessment considerations

Decreased negative environmental
impacts throughout value chains Multiple revenue streams

: More attractive, higher value
Reduced input of products/assets

virgin resources
Less obsolescence

Faster production times

Increased asset utilisation Less reputational and legal risk

Recurrent income sources
Extension of useful life

Higher revenues from the same
product/asset

Relationship with customer

ast point of sale
Enhanced value of the output pastp

Lower costs of disposal

Improved resource efficiency Lower input costs

Reduced supply risk

Increased value/resource
recovery after use

Reduced exposure to price volatility
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The set of impact indica-
tors that your bank will use
should at least include circu-
larity impact indicators and

Box 2: Examples of circularity impact
indicators and environmental impact
indicators for water??

environmental impact indi-
cators relevant for the signif-
icant impact area/topic
identified by your bank (e.g.
raw materials related indica-
tors if your bank has iden-
tifled Resource efficiency/
Resource intensity, water

% reduction in water withdrawals per business
unit

% reduction in water consumption per unit of
production

% reduction of water discharge per business
unit

% reduction of product water intensity per
business unit

related indicators if your bank
has identified Water, waste
related indicators if your bank
has identifled Waste, energy
related indicators if your bank
has identified Energy). In all
cases it is recommended
to also use GHG emissions
related indicators as the tran-
sition to a circular economy
is a crucial means to reduce
GHG emissions.

% increase in water use met through recy-

cling/reuse

% increase in extraction and reuse/recircula-
tion of surplus nutrients, metals, chemicals,
heat and similar valuable resources from

water used in operations

% increase in water which is either recircu-
lated internally, reused elsewhere (as part of
symbiosis/cascading) or returned to natural
eco-systems or used for societal purposes
after volume monitoring and quality moni-
toring has taken place, ensuring the same or
higher quality than the surrounding (healthy)
ecosystem.

It is also recommended to use social indicators to measure for instance livelihood (job
creation, decent work), equality and justice (gender, diversity, communities), integrity and
security of person (labour and human rights), health and safety. Table 3 below includes
examples of possible social impact indicators and Annex 5 indicates possible sources
of other social impact indicators.

12 Please see section 2.2.1 Practice baseline, 1) Baseline for portfolio composition & financial flows, a) Identifying
circularity criteria, for possible sources of circularity impact indicators
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Box 3: Social impacts of the transition to a circular economy

The transition to a circular economy can contribute to the achievement of goals
related to social and governance topics, including the creation of local jobs,
upskilling opportunities and tackling inequalities.™

Particularly, the workforce will be a key lever of the transition to a circular econ-
omy, which is expected to have significant impact on the world of work and on
people.’ This poses challenges and possible negative impacts, which need to be
closely monitored and mitigated. But it also represents real opportunities of job
creation (e.g. for instance recycling activities creating additional jobs compared

to waste incineration) and improvement of working conditions (e.g. through the
reduction of informal work such as in the waste collection sector), of labour and
human rights. The transition to a circular economy is also expected to shift the
needs for skills towards manual skills (e.g. for repair activities), soft skills (e.g.
for sharing and service-related activities) but also new skills (e.g. in new technol-
ogies and digitalisation), and to require re-skilling and a general upskilling.

The circular economy will also contribute to a just transition. A Just Transition
Guidance will be published by UNEP Fl and ILO in the end of 2023 and will shed
some light into this area. Please refer to Annex 5 for useful resources on social
aspects of the transition to a circular economy.

Table 1 below shows a core set of practice indicators (Portfolio composition and finan-
cial flows shown in green, and Client engagement shown in yellow). Table 2 shows
impact indicators categories (shown in blue) and Table 3 shows a core set of impact
indicators (in blue).

Impact indicators measure the impact of your bank’s portfolio (impact on the circularity
of your bank’s clients, impact on the environment and impact on people and society).
They are not meant to measure the impact of your bank’s own operations.

13 Financing the circular economy. Capturing the opportunity, Ellen MacArthur Foundation, 2020
14 Jobs and skills in the circular economy. State of play and future pathways, Circle Economy, 2020
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Table 1: Core set of practice indicators

Portfolio composition and financial flows indicators

Client engagement indicators

Action

Key sectors identified

Increase of key clients’® identified in chosen portfolio (No or % of
clients)

Increase of portfolio screened against circularity criteria (bln/mn USD or
local currency, and % of chosen portfolio)

Increase of key clients in chosen portfolio from which data relevant
for resource efficiency and circular economy are collected (No or % of
clients)

Increase of portfolio screened positively against circularity criteria (bln/
mn USD or local currency, and % of chosen portfolio)

Increase of key clients in chosen portfolio engaged on identifying circu-
lar opportunities in their business/value chain (No or % of clients)

Decrease of portfolio screened negatively against circularity criteria
(bln/mn USD or local currency, and % of chosen portfolio)

Increase of key clients in chosen portfolio to which technical assis-
tance is provided (No or % of clients)

Increase of financing to key clients with circular activities (bln/mn
USD or local currency, and % increase)

Increase of key clients with circular activities (i.e. screened positively)
(No or % of clients)

Increase of financing to key clients with circular opportunities (bln/mn
USD or local currency, and % increase)

Increase of key clients with identified circular opportunities (i.e.
screened negatively but with identified circular opportunities in their
business/value chain) (No or % of clients)

Decrease of financing to clients without circular activities and circular
opportunities (bln/mn USD or local currency, and % decrease)

Increase of key clients with identified circular opportunities engaged/
supported (No or % of clients)

Increase of proportion of exposure amount to circular activities (i.e. screened positively) (bin/mn USD or local currency, and % increase)

15

Key clients are the main clients of the bank operating in key sector(s).
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Table 2: Impact indicator categories (see impact indicators table below)

Environmental Impact Social Impact

Circularity Impact

Circular design and production

= Circular use
= Circular value recovery

= Circular support

Guidance on Resource Efficiency and Circular Economy Target Setting
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= Raw material use
= Water

= Waste

= Energy

= GHG emissions

= Pollutant emissions

Livelihood

Equality and Justice

Integrity and security of person
Health and safety

13



Table 3: Core Set of impact indicators

Circularity impact'® Environmental impact Social impact

S = Increase in materials, components @ = Reduction of non-renewable h= = Number of new jobs created/new
B and products that are reusable, recy- = resources (t p.a. or %)/increase in = local jobs created/new circular jobs
= clable or compostable (t p.a. or %). 8 % of renewable and regeneratively/ < created (Full Time Equivalent or %)'®
g = Increase in products designed and % sustainably sourced or secondary 5 = Decrease of number of employees
o produced for reuse which displace = resources (% of total). with low pay rate (Full Time Equiva-
S single use alternatives (t p.a. or %). % = Reduction/reversal in the depletion lent or %).1°
= = Increase in virgin raw materials o of the stock of renewable resources = Increase in number of employees
'g substituted by secondary materials (tp.a.or %). benefiting from re- and/or up-skilling,
o and by-products from manufacturing = Increase of raw material use effi- training or education opportunities
o processes (t p.a. or %). ciency/productivity (USD/t)."” (Full Time Equivalent or %).%°
§ = Increase in products offered in a
) circular business model (eg. resale,

product-as-a-service or sharing

model) (t p.a. or %).

16 Adapted from The GBP Impact Reporting working Group—Suggested Impact Reporting Metrics for Circular Economy and/or Eco-efficient Projects, International Capital Market
Association, 2021

17  You are invited to be cautious against using this indicator in isolation. It is important to be aware of trade-offs between raw material efficiency and ability to recover the value
of materials after use

18  With circular jobs being defined as jobs in key positive sectors for the transition to a circular economy, please refer to Annex 3, Sheet "key positive sectors”. You may rely on
relevant existing reporting by your bank on job creation, e.g. under GRI 401, Employment.

19  Defined as the percentage of employees whose hourly earnings in all jobs equal less than two-thirds of the median hourly earnings of all employees. Adapted from ILO Decent
Work Indicators. Guidelines for producers and users of statistical and legal framework indicators. ILO Manual. Second Version. ILO, 2013

20  This indicator aims at monitoring actions taken by clients to re- and/or up-skill employees displaced by the transition to a circular economy. Adapted from World Benchmarking
Alliance, Just Transition Methodology, World Benchmarking Alliance (2027). You may rely on relevant existing reporting by your bank, e.g. under GRI 404, Training and education
or similar reporting
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https://www.icmagroup.org/assets/documents/Sustainable-finance/2021-updates/GBP-IRWG-Suggested-Impact-Reporting-Metrics-for-Circular-Economy-andor-Eco-Efficient-Projects-June-2021-100621.pdf
https://www.globalreporting.org/standards/media/1016/gri-401-employment-2016.pdf
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_229374.pdf
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_229374.pdf
https://assets.worldbenchmarkingalliance.org/app/uploads/2021/07/Just-Transition-Methodology.pdf
https://assets.worldbenchmarkingalliance.org/app/uploads/2021/07/Just-Transition-Methodology.pdf
https://www.globalreporting.org/standards/media/1019/gri-404-training-and-education-2016.pdf

Circularity impact’® Environmental impact Social impact

o = Increase in redundant products that 3,'3 = Water use reduction (m® p.a. or %) b = Decrease of gender wage gap (%)’
= have been repurposed, refurbished or <;° = Decrease of water use intensity (m?/ e /increase male-female wage parity
) remanufactured (t p.a. or %). product) = indices
§ = Expected extension of lifetime = Increase of water use efficiency T = Increase in proportion of women in
o (compared to the equivalent linear (USD/m?) © senior and middle management (%)
product’s expected lifetime) (years) = Increase of water reuse/recycled in E = Increase of % of diversity considering
production processes (M p.a. or %) s all categories by gender, age, immi-
A grants, people with disabilities/total

amount of employees (%).%

= Increase in number of operations
with implemented local community
engagement, impact assessments,
and/or development programs (no
or %).%

= Decrease in number of operations
with significant actual or potential
negative impact on local commu-
nities/Increase in number of oper-
ations with significant actual or
potential positive impact on local
communities (no or %).%°

21  Defined as the difference between the gross average hourly earnings of male and female employees expressed as percentage of gross average hourly earnings of male employ-
ees. Adapted from ILO Decent Work Indicators, ILO (2013). Your bank may rely on existing relevant reporting, e.g. GRI 405 Diversity and equal opportunity.

22 Proportion of women in total employment in senior and middle management corresponding to the ISCO-88 category 12 (corporate managers) -which provides information
on the proportion of women who are employed in decision-making and management roles in large enterprises and institutions, and to ISCO-88 Sub-major group 13 (general
managers), which mainly includes managers of small enterprises. Adapted from ILO Decent Work Indicators, ILO (2013). Your bank may rely on existing relevant reporting, e.g.
GRI 405 Diversity and equal opportunity.

23 Your bank may rely on existing relevant reporting, e.g. GRI 405 Diversity and equal opportunity.

24 Adapted from GRI 413 Local Communities. Your bank may rely on existing relevant reporting, e.g. GRI 413-1 under GRI 413 Local Communities

25 Adapted from GRI 413 Local Communities. Your bank may rely on existing relevant reporting, e.g. GRI 413-2 under GRI 413 Local Communities

Guidance on Resource Efficiency and Circular Economy Target Setting 15
Contents | Aframework for resource efficiency and the circular economy


https://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_229374.pdf
https://www.globalreporting.org/standards/media/1020/gri-405-diversity-and-equal-opportunity-2016.pdf
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_229374.pdf
https://www.globalreporting.org/standards/media/1020/gri-405-diversity-and-equal-opportunity-2016.pdf
https://www.globalreporting.org/standards/media/1020/gri-405-diversity-and-equal-opportunity-2016.pdf
https://www.globalreporting.org/standards/media/1028/gri-413-local-communities-2016.pdf
https://www.globalreporting.org/standards/media/1028/gri-413-local-communities-2016.pdf
https://www.globalreporting.org/standards/media/1028/gri-413-local-communities-2016.pdf
https://www.globalreporting.org/standards/media/1028/gri-413-local-communities-2016.pdf

Circularity impact’®

Environmental impact

Social impact

o Increase in secondary raw materials, 9 Reduction of waste generated (t p.a. = Employees and workers covered
Tg % by-products and/or waste that is b or %) o by collective agreements to total
= 9 reused, recycled or composted in = Increase of waste and by-products g employees and workers (Full Time
s = practice (t p.a. or %) reuse/recycling/remanufacturing S Equivalent or %)
2 Increase in new materials derived rate (t p.a. or %) 2 Reduction of children below 15 years
= from secondary raw materials, - Energy use reduction (GWh p.a. and § (or under the age of completion of
by-products and/or waste (t p.a. or %) 2 %).29 o o compulsory schooling, whichever is
0).
; ; > _ i in chi
o Increase in number of clients for = Increase of energy efficiency (USD/ e g e en.gaged n chlld lauy b_y
o . . . ° . © the reporting entity and all suppliers
2 tools or services enabling circular c GWh). > (Full Time Equivalent or )25
=] economy strategies "" Increase in renewable energy (Power = A : € Equivaient or %). :
n } . : ; =) Reduction of people engaged in
= Increase of annual income derived installed MWp, Energy production 9 : :
Q . . o =] forced labour by the reporting entity
=) through tools and services enabling GWh/y and % increase) = : i
£ circular economy (USD or %) and all suppliers (no or %)
(&) Increase of workers in formal vs
informal employment (%)%
‘:f:’ 2 Reduction of GHG emissions (Scope o3 > Reduction of pollutants used &
() -g 18&2) (t of CO, p.a. or %) = ‘% released which pose risks to human
‘é’ Reduction of GHG emissions E @ health (weight or %)
o (Scope 3) (t of CO, p.a. or %)* p Increase of products produced free
m .
c 2 Reduction of pollutant emissions £ of ez e @S eineimicels felr 14 main
£9 (weight p.a. or %) (specify pollutant) :|=:' el (e o %)
‘D .a. o q Q Q
=2 2 Reduction of work-related incidents
8 GE, by the reporting entity and all suppli-

ers (no or %)

26
27
28
29

30
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Your bank may rely on existing relevant reporting, e.g. GRI 408 Child labor

Your bank may rely on existing relevant reporting, eg. GRI 409 Forced or compulsory labor
Adapted from ILO Decent Work Indicators, ILO, 2013
You are invited not to use these indicators in isolation, as they do not capture the circularity of a portfolio. It is recommended to use these indicators together with the indicator
related to the increase in renewable energy
Like for other impact indicators, GHG emissions indicators apply at your bank’s clients level and not at your bank's level (reduction of clients’ Scope 1&2 GHG emissions, reduc-
tion of clients’ Scope 3 emissions)
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https://www.globalreporting.org/standards/media/1023/gri-408-child-labor-2016.pdf
https://www.globalreporting.org/standards/media/1024/gri-409-forced-or-compulsory-labor-2016.pdf
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_229374.pdf

2. Operational process for
setting targets

When setting targets, your bank should be guided by the Principles for Responsible
Banking requirements and follow a four steps process as outlined in the Impact Proto-
col: alignment, baseline, targets, implementation.

1. Alignment 2. Baseline 3. Targets 4. Implementation

Understand your Set baselines and Set SMART targets Determine measures
bank's country context [ identify priorities and actions

and national and (based on country

regional policies context and the banks

and frameworks to starting point)

maintain alignment

In this section your bank will ascertain how to put each step into practice.

Requirements of the Principles for Responsible Banking for
setting targets

In accordance with the Principles for Responsible Banking requirements for target
setting, your bank’s targets should:

» Be Specific, Measurable, Achievable, Relevant and Time-bound (SMART).

= Address an area of most significant impact resulting from your bank’s activities and
provision of products and services, as identified through your bank’s impact analysis.

= Link to and drive alignment with, and greater contribution to, appropriate Sustainable
Development Goals, the goals of the Paris Climate Agreement, and other relevant
international, national, or regional frameworks, as such as national public policies.

» Be set against a baseline, which is developed by your bank and assessed against a
particular year.

= Include the identification, acknowledgment of significant (potential) negative impacts
of the set targets on other dimensions of the SDG/climate change/society’s goals,
and steps to mitigate these should be taken as far as feasible to maximize the net
positive impact of the target.

= Include defined actions and milestones to meet the target.

= Include definitions of indicators to measure and monitor progress against the targets
(any changes in these definitions, and any rebasing of baselines should be transparent).
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2.1 Alignment

As part of its identification process, your bank will have considered needs and priorities
in relevant geographies. Your bank now needs to understand more specifically the rele-
vant frameworks and policies goals and targets with which it should align for resource
efficiency and circular economy purposes. The frameworks and policies will inform the
choice of indicators, as well as the level of ambition for target setting, as the targets that
you will set should contribute to achieving the goals and targets of such frameworks
and policies.

In order to identify the relevant frameworks and policies your bank can use the Context
Module of the UNEP FI Portfolio Impact Analysis Tool for Banks®' and build on the
context analysis and needs assessment conducted during the Impact Identification
phase. Your bank should also follow the following considerations:

= There is a high variety of frameworks and policies that may be relevant, at global,
regional and local level.

= They may explicitly refer to, or embed, resource efficiency or circular economy.

= They may be mandatory or non-mandatory.

= Your bank should first consider global frameworks and instruments, then go to
regional and then local framework, depending on what is available.

= Your bank should first consider generic frameworks and instruments and then
consider any sector-specific framework or policy, depending on what is available.

= Inabsence of a relevant framework, you should look for a country with a local context
similar to your bank’s local context and refer to the frameworks or policies relevant in
such country.

= Your bank may need to combine several frameworks and policies, at global, regional
and local levels.

The diagram below illustrates how to identify relevant frameworks and policies:

31  Portfolio Impact Analysis Tools for Banks, UNEP FI
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Identification of relevant frameworks Frameworks or policies goals and
or policies targets to align your bank’s targets

Goals/targets of the relevant global

Global frameworks or policies S
framework or policy, if any

Goals/targets of the relevant generic/
cross-cutting regional and/or national
framework or policy, if any

Regional or national generic/cross-
cutting frameworks or policies

Goals/targets of the relevant sector
or industry specific regional and/or
national framework or policy, if any

Regional or national sector/industry
frameworks or policies

No relevant regional or national
frameworks or policies identified

Choose country with similar local
context and start from Step 2

Figure 4: Identification of frameworks and policies

Your bank’s targets should align with the goals and targets of the identified frameworks
and policies. You should work on all goals and targets if possible, and otherwise you
should prioritise the goals and targets which will generate the highest impact, taking
into consideration the composition of your portfolio. For this purpose, you should be
guided by the prioritisation set in the framework or policy, if any, and by circular economy
principles. You should for instance not only focus on goals and targets related to down-
stream activities and solutions but also to upstream activities and solutions. For more
information on the circular economy principles and the hierarchy of circular strategies,
please refer to Annex 1.
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At global level, you should take into
consideration goals and targets
in the Sustainable Development
Goals (SDGs), especially in SDG
8.4 and SDG 12.

For further information, please
refer to Annex 3, Sheet “Frame-
works and policies” which includes
an indicative list of frameworks
and policies in a few countries
represented in the Resource Effi-
ciency and Circular Economy
Working Group, as well as to the
Needs Mapping.

g W=

Figure 5: Main SDGs related to resource efficiency
and the circular economy

Source: UNEP Circularity Platform

The circular economy agenda is more and more incorporated in frameworks and policies.
It is the case for instance in the European regulatory framework, as described in Box 6
below, or in various countries of the Latin America and the Caribbean region, in Box 7
below, as analysed in UNEP Fl's report on Unlocking Circular Finance in Latin America
and the Caribbean.* It is also expected that the necessity to transition to a circular econ-
omy will be central in the upcoming international instrument to end plastic pollution
currently in negotiation, as per the mandate given to Member States by the UN Environ-
mental Assembly in March 2022.%

32 Unlocking circular finance in Latin America and the Carribean: The Catalyst for a Positive Change, UNEP Fl, 2023
33  End plastic pollution: towards an international legally binding instrument, UNER/EA 5/Res. 14, 2022

Guidance on Resource Efficiency and Circular Economy Target Setting 20
Contents | Operational process for setting targets


https://www.unepfi.org/impact/impact-radar-mappings/impactmappings/
https://buildingcircularity.org/
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Box 4: Overview of the circular economy in the European
regulatory framework

The European Commission adopted in March 2020 a Circular Economy Action
Plan* as one of the main building blocks of the European Green Deal.3®

One of the 6 objectives of the European Union Taxonomy for sustainable activ-
ities (the EU Taxonomy)?¢ is the transition to a circular economy. Once the EU
Taxonomy will be fully implemented, European banks will have to publish their
green asset ratio, i.e. the ratio of sustainable activities in their entire portfolios.
For this purpose, an economic activity will qualify as sustainable if it substan-
tially contributes to the transition to a circular economy and does not significantly
harm any other environmental objective, or if it substantially contributes to at
least one other environmental objective and does not significantly harm neither
the transition to a circular economy nor any of the other environmental objectives.

A significant recent regulatory development is the entry into force in January
2023 of the Corporate Sustainability Reporting Directive®” (CSRD), which requires
large companies (including banks) and listed companies (including listed banks
and listed SMEs) to disclose information on their risks and opportunities arising
from social and environmental issues, and on the impacts of their activities on
people and the environment. Reporting will have to be made according to Euro-
pean Sustainability Reporting Standards (ESRS), which is expected to include a
standard on Resource use and circular economy.*®

Circular economy concepts also start to be incorporated in the European Union
industrial policy, such as in the Green Deal Industrial Plan®® announced in Febru-
ary 2023 to support Europe’s transition to climate neutrality. The Plan will include
a Critical Raw Materials Act aiming at ensuring access to raw materials critical
to the transition through the growth in the circular economy.

34
35
36
37
38
39

Circular Economy Action Plan, European Commission, 2020

European Green Deal, European Commission, 2019

EU Taxonomy for sustainable activities, European Commission, 2020
Corporate Sustainability Reporting Directive, European Commission, 2022
Exposure Draft, ESRS, E5, Resource use and circular economy, EFRAG, 2022
Green Deal Industrial Plan for the Net-Zero Age, European Commission, 2023
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https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1583933814386&uri=COM:2020:98:FIN
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/european-green-deal_en
https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-taxonomy-sustainable-activities_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32022L2464
https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FMeeting Documents%2F2211141505388508%2FDRAFT ESRS E5  Resource use and circular economy 15 November 2022.pdf&AspxAutoDetectCookieSupport=1
https://commission.europa.eu/system/files/2023-02/COM_2023_62_2_EN_ACT_A Green Deal Industrial Plan for the Net-Zero Age.pdf
https://commission.europa.eu/system/files/2023-02/COM_2023_62_2_EN_ACT_A Green Deal Industrial Plan for the Net-Zero Age.pdf

Box 5: Overview of the circular economy policies and frameworks in some Latin America and Caribbean
region countries

Country

Dominican

Republic Mexico

Brazil Colombia

National frameworks on Circular Economy

National Vision, plan or law on Circular Economy

CE 2020 NDC's inclusion

Other national plans, strategies and laws mentioing CE concept

Participation in CE Coalition for LAC

Policies for the circulation of

Sustainable production and consumption policies

Extende Producer Responsbility (EP) Legislation

Waste management & pollution reduction

Waste management

Plastic ban

Q Green: demonstrates the Q Blue: demonstrates the avail- o Yellow: discussions have Q Red: research did not identify
availability of a circular econ- ability of a formal instrument started, but instruments are any instrument or policy-related
omy instrument, including in the country, but no current still under development. material to date.
circularity implementation circularity implementation
measures in terms of leader- measures.
ship, goals, and indicators.

e, UNEP Finance Initiative, 2023
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2.2 Baseline

Determining your bank’s baseline consists of determining the current performance of
your bank in terms of practice (practice baseline) and impact (impact baseline) and
assessing the current level of alignment with the chosen frameworks/policies goals
and targets. It is a critical step as the baseline provides a starting point against which to
set targets and measure progress. The information and data gathered for this purpose
will inform your practice target setting and impact target setting, and the action plan to
achieve targets.

Determining the baseline will involve many of your bank’s employees and departments,
and is an opportunity for you to initiate a new way of thinking and working on the topic
of resource efficiency and the circular economy, which will help further implementation
in the long run. For example, in order to gather data, you should work with clients and
thus involve your bank’s client facing staff. Senior management should also be involved
in the process, for instance to define which portfolio and sectors to focus on to start, or
advance in your bank’s journey.

As per the Impact Protocol, determining your baseline means to measure and assess
your bank’s current impact management practice (broken down into portfolio compo-
sition & financial flows; client engagement; internal policies and processes; advocacy &
partnerships) and your bank’s current impact to people, socio-economic communities
and to the environment. The process for specifically determining your circularity baseline
is further illustrated below. The Assessment Modules of the UNEP Fl's Portfolio Impact
Analysis Tool for Banks*® can be used to support your data collection and visualisation.

2.2.1 Practice baseline

In this section you will be guided on how to determine your bank’s practice baseline in
each of the four practice areas—portfolio composition & financial flows, client engage-
ment, internal policies & processes, advocacy & partnerships.

1.  Baseline for portfolio composition & financial flows

Determining your bank’s baseline related to portfolio composition and financial flows
will allow to answer the following question: what proportion of your bank’s portfolio
consists respectively of circular activities, projects and clients and of activities, projects
and clients with circular opportunities?

In order to identify such activities, projects and clients you are encouraged to use a
categorisation-led approach, i.e. to screen your portfolio against circularity criteria in a
circular economy categorisation system. For this purpose, you should first identify possi-
ble circularity criteria, select the ones that you will use, then collect the relevant data and
finally screen your chosen portfolio.

The process to determine your baseline is summarised in the diagram below:

40  Portfolio Impact Analysis Tools for Banks, UNEP Fl
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Practice baseline
Portfolio composition and financial flows

Identifying circularity Select circularity Data gathering Screening
criteria criteria

The portfolio to be screened is the portfolio that you will have identified in your Impact
Identification work, i.e. the portion of your portfolio which has the most significant
impact, with the long-term objective to cover your entire portfolio.

Under the Impact Identification your bank will have analysed the composition of its
portfolio and determined the sectors with highest proportions in the portfolio and the
key sectors in its portfolio. On this basis, your bank has determined which are the key
sectors* in its portfolio for resource efficiency and the circular economy (or water, waste
or energy), defined as:

» Key positive sectors/activities which are indispensable to the fulfilment of resource
efficiency or the circular economy (or water, waste or energy), and/or

» Key negative sectors/activities which severely undermine resource efficiency or the
circular economy (or water, waste or energy). Those are sectors which are particularly
resource intensive and have high negative environmental impacts. Those are also the
sectors where there are likely to be the most significant circular opportunities.

Table 4 includes an indicative list of key sectors for resource efficiency and circular econ-
omy purposes.

Table 4: Key negative and key positive sectors for circular economy purposes

Key negative sectors Key positive sectors

Agriculture and food systems Waste management

Mining Water treatment

Manufacturing

Plastics/Packaging

Textiles and Fashion

Construction

Transport and vehicles

Information & communication activities/electronics

Chemicals

In order to identify key positive sectors, you may also wish to refer to the activities that
have been prioritised by the European Commission’'s draft Environmental Delegated

41  Sectors/activities are deemed key when the probability of the impact associated to the sector/activity material-
ising is high and/or when the impact is likely to materialise on a large scale, or with a high intensity.

42  The EU Circular Economy Action Plan defines as key sectors electronics and ICT; batteries and vehicles; pack-
aging; plastics; textiles; construction and buildings; food, water and nutrients.
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Act® to define technical screening criteria for activities substantially contributing to the
transition to a circular economy, to support the implementation of the EU Taxonomy,
which are expected to be published in the second semester of 2023. Please refer to
the Sector mapping and to Annex 3, Sheets "key negative sectors” and “key positive
sectors” for further information on key sectors for resource efficiency and circular econ-
OMmy puUrposes.

Among key sectors identified in your bank portfolio, you will have determined which ones
to prioritise based on the following criteria:

= Relevance in portfolio (in terms of financial volume or similar),

= Relevance against the framework with which to align,

= Momentum (policies, sectoral commitments, corporate actions, consumption
behaviours)

a. Identifying circularity criteria

In order to identify the circularity criteria you will use to screen your portfolio, it is recom-
mended to choose a circular economy categorisation system, as such categorisation
systems include comprehensive sets of circularity criteria. Other sources of possible
circularity criteria are indicated below and in Annex 5 and can be used in addition to the
categorisation system circularity criteria, or as an alternative source of circularity criteria.

A number of circular economy categorisation systems have been developed by author-
ities or other organisations or initiatives, which define categories of circular business
models and include criteria to determine whether a business model or an activity is
circular or not (“circularity criteria”). Such categorisation systems can help your bank
define its set of circularity criteria, that it will use to assess the current level of resource
efficiency/circularity of its portfolio.

The European Commission developed in 2020 a categorisation system for the circular
economy* (hereafter called “the European Commission categorisation system”), defin-
ing four categories of circular business models divided into fourteen subcategories
which all contribute directly or indirectly to increasing resource efficiency and decreasing
environmental impacts throughout value chain:

« Circular design and production: activities aiming at increasing resource efficiency
through (i) design innovation, (i) process innovation and reengineering and/or (iii)
material innovation and substitution.

» Circular use: activities aiming at increasing resource efficiency through (i) product
and asset lifecycle extension based on reuse, repair, repurposing, refurbishment or
remanufacturing strategies and/or (ii) product and asset use-optimizing leasing and
sharing models.

43 Annex Il to the Environmental Delegated Act identifies activities with substantial contribution to the transition to
a circular economy. Environmental Delegated Act, Annex II, European Commission, 2023

44 Categorisation System for the Circular Economy, a sector-agnostic approach for activities contributing to the
circular economy, European Commission, 2020.
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» Circular value recovery: activities aiming at increasing resource efficiency through the
recovery of wastes in preparation for reuse and recycling or other circular economy
strategies.

» Circular support: activities aiming at enabling other circular activities/projects and
thus indirectly contributing to increasing resource efficiency

For more information, please refer to Sheet “Circularity Criteria” of Annex 3.

Business model categories mapped on the Value Hill

“Optimal Use”
Models
Support better usage
and supporting
senvice

“Circular
Design” Models (:) ¥epak
Design products o et “Value Recovery”
and materials with Models
the aim of long a Capture value after user
reuse/
term value @ (. @ redistribute

retention

remanufacture
@ recycle

incinerate/
c landfil

“Circular Support” Models
Management, Support

Figure 6: The European Commission categorisation system for the circular economy

Source: “Categorisation System for the Circular Economy”, European Commission (2020)

Other circular categorisation systems have been developed under initiatives led by banks,
such as the Circular Economy Finance Guidelines by the Dutch banks ABN AMRO, ING
and Rabobank*® and the methodology developed for Colombia by IADB, IDB Invest and
BASE“® with the Colombian banks Bancoldex, Bancolombia and Banco de Bogota.

You should use the categorisation system, mandatory or not, already in place in your
bank’s region or jurisdiction, if any. If there is no obvious categorisation system available
to a bank at regional or national level, it is recommended to use the European Commis-
sion categorisation system? shown in Figure 6, or a similar one as appropriate in your
bank’s relevant geography.

The categorisation system you will have chosen will help you determine which circu-
larity criteria you should use to screen your portfolio. The circularity criteria will mainly

45 Circular Economy Finance Guidelines, ABN AMRO, ING, Rabobank (2018); see also The EIB Circular Economy
Guide, European Investment Bank, 2020

46  Financiamiento de inversions de economia circular, Experiencia en Colombia, IADB, IDB Invest, BASE, 2022

47  The recommended categorisation system will be updated if and when more comprehensive or widely accepted
categorisation systems are released.
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be qualitative indicators, which will help you to define questions to be asked to your
clients to collect relevant data from them to assess the circularity and/or circular poten-
tial of their activities. Circularity criteria will differ depending on business models and/
or sectors. Please refer to Box 10 to see examples of circularity criteria for a number of
circular business models.

The criteria under the European Commission categorisation system are sector-agnostic.
It is the case as well in the current draft European Sustainability Reporting Standards E5
(ESRS E5)* under which sustainability reporting required under the Corporate Sustain-
ability Reporting Directive (CSRD) will have to be made, once implemented.

Box 6: Examples of qualitative circularity criteria, for certain
categories of the European Commission categorisation system*

Circular Circular business Circularity criteria
business model subcategories

model

categories

Group 1— 1.a Design and production | 1. Does the activity result in significant
Circular Design of products and assets overall net resource savings and impact
and Production that enable circular econ- reductions?
omy strategies, through
e.g. (i) increased resource
efficiency, durability,
functionality, modularity, 3. Do the materials/products/assets
upgradability, easy disas- produced have comparable or increased
sembly and repair; (i) use | quality, properties, technical functionality
of materials that are recy- | and application areas?
clable or compostable

2. Does the activity support or enable circu-
lar value retention or recovery strategies?

4. Are bio-based materials used, if any,
demonstrably traceable to sustainable
biomass production?

48  Exposure Draft, ESRS E5, Resource Use and Circular Economy, EFRAG, 2022
49  Adapted from the European Commision categorisation system specific circularity criteria
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Group 2— 2.a Reuse, repair, refur- 1. Would the products or assets otherwise
Circular Use bishing, repurposing and be redundant and discarded?

rgmanufacturmg @) B 2. Does the activity achieve significant over-
life or redundant products, : .
. all net resource savings and impact
movable assets and their . . :
reductions, on a lifecycle basis, compared

COMEETES el v to a new, replacement product?
otherwise be discarded ‘ :

3. Are the products or assets put back to
their original use possibly with extended
properties, or in case they have outlived
their original purpose, to an adaptive re-use
(by repurposing)?

4. Will efforts made to promote the life
extension not compromise the ability to
recover or recycle the products or assets or
their associated materials at the end of a
new life-cycle?

2.c Product-as-a-service, 1. Does the contractual model show that
reuse and sharing models | the entity carrying out the activity retains
based on, inter alia, leasing, | responsibility for the upkeep, maintenance
pay- per-use, subscription and end- of-life management of the product
or deposit return schemes, | or asset?

that enable circular econ-

) 2. Does the business model enable circular
omy strategies

economy strategies?%’

3. Does the activity increase the overall
resource efficiency of the product or asset,
on a lifecycle basis, as compared to exist-
ing use practice?

50 Please see Figure 6 for a categorisation of circular economy strategies and Annex 1 for further information on
circular economy strategies (9Rs strategies)
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Group 3— 3.b Recovery of materials 1. Does the feedstock constitute or orig-
Circular Value from waste in preparation inate from source segregated and sepa-
Recovery for circular value retention | rately collected waste fractions?
and recovery strategies
(excluding feedstock
covered under 3.c)

2. Does the activity contribute to increasing
material recovery rates and does the client
collaborate with other actors in the value
chain to increase the quality of recovered
materials to the extent that is both techni-
cally feasible and economically viable?

3. Are secondary raw materials and prod-
uct parts recovered suitable for reuse or
recycling?

4. Does management of residues from the
recovery process follow the waste hierar-
chy principle?®'

3.d Reuse/recycling of 1. Does the activity satisfy relevant legal

waste water provisions or recognised international stan-
dards and user specifications for reused/
recycled wastewater?

2. Does the activity not increase pollution,
safety and health risks for users and the
environment?

3. Are appropriate technical measures
and/or economic instruments in place or
planned to improve resource efficiency in
the overall water use cycle, subject to tech-
nical and economic viability?

Group 4— 4.a Development/deploy- 1. Do the circular support tools, applica-

Circular Support | ment of tools, applications, | tions and services demonstrably enable
and services enabling circular economy strategies and result in
circular economy strate- significant overall net resource savings?
gies

Other sources of circularity criteria include the Circular Economy Indicators Coalition
(CEIC)'s repository of circularity indicators,* Ellen MacArthur Foundation’s Circulytics,*
WBCSD's Circular Transition Indicators,* ICMA's Suggested Impact Reporting Metrics

51  The waste hierarchy principle refers to the hierarchy in waste management (such as in the EU Waste Frame-
work Directive). Waste prevention and re-use are the most preferred options, followed by recycling (including
composting), then energy recovery, and waste disposal through landfills should be the very last resort.

52 Indicators, Circular Economy Indicators Coalition (CEIC)

53 Measure business circularity: Circulytics, Ellen MacArthur Foundation, 2027; Circulytics is a scoring methodology
which measures a company'’s circularity and may inform banks on the level of circularity of its clients. Circularity
criteria used in this methodology are a possible source of inspiration to identify circularity criteria.

54 Circular Transition Indicators (CTI), WBCSD, 2022
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for Circular Economy and/or Eco-Efficient Projects,*® and IRIS+ by the Global Impact
Investing Network (GIIN).5

The draft Technical Screening Criteria under the EU Taxonomy® —which are expected to
be published in the second semester of 2023—include sector specific criteria. Once avail-
able, they will have to be used by European banks, and may be a source of inspiration for
banks in other regions as long as they do not have circularity criteria in their regional or
national frameworks.

You should select the circularity criteria that are relevant for the portfolio and key sectors
you focus on. Please refer to the sheet “Circularity Criteria” in Annex 3 for further infor-
mation on circularity criteria.

Once you have identified possible circularity criteria, you need to select the ones you are
going to use to screen your portfolio.

b. Selecting circularity criteria

In order to select the circularity criteria that you will use to screen your portfolio, you will
determine which circular business model(s) and sub-category(ies) of circular business
models are the most relevant for the key sectors in your portfolio. Annex 3, Sheets “key
negative sectors” and “key positive sectors” gives you information on the most relevant
circular business models for some key negative and positive sectors.

Your bank is encouraged to use a holistic set of circularity criteria. However, it is also
possible to limit the number of criteria by focusing on the most relevant ones for your
bank’s most significant impact areas/topics.

For instance, if your bank has identified Water as one of its most significant impact areas,
for which it will set targets, you may focus on water-related criteria only and select a core
set of water-related indicators, without entering into the full categorisation-led process
described below. For further information on simplified criteria, please see Sheet “Simple
Data Collection Templates” in Annex 3. In this case, it is however recommended that your
bank progressively widens the circularity criteria and adopts a categorisation-led process,
in order to progressively work on its portfolio with a circular economy lens.

Running a circular categorisation system-led analysis of your portfolio will help you to
understand where and how circularity can be improved in your clients’ activities. For
instance, for your clients in the manufacturing sector, it is relevant to assess how circu-
lar is the design of their products, how resource efficient is their production process,
whether they develop strategies and plans to substitute virgin raw materials with recy-
cled or reused materials. Hence it can be relevant to screen your clients in the manufac-
turing sector against the circular design and production criteria. It can also be relevant
to assess whether such clients develop strategies to increase the reusability of their
products or to extend their life, for which screening will be done using circular use crite-
ria, or strategies to improve the recovery of waste generated by their activities, for which
screening will be done using circular value recovery criteria.

55  The GBP Impact Reporting Working Group, Suggested Impact Reporting Metrics for Circular Economy and/or
Eco-Efficient Projects, ICMA, 2021

56  |IRIS+, Global Impact Investing Network (GIIN)

57  Draft Environmental Delegated Act, Annex II: Transition to a circular economy, European Commission, 2023
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c. Data gathering

Having determined what circularity criteria your bank will use to screen its chosen port-
folio, you should gather the corresponding data and information for your new clients
and projects (e.g. upon Know Your Customer processes/ due diligence and on-boarding
process of new clients), as well as for existing key clients and projects in your portfolio
(e.g. through periodic due diligence process or upon provision of a new financial product
or service).

It is probable that you will face significant data gaps. Identifying data gaps is an import-
ant step which will help to put in place processes to collect relevant data and information
from your clients. Client-facing staff will need to be involved in data collection and will
probably need to be trained for this purpose.

It is recommended that your bank puts in place data collection templates to foster data
collection efficiency and standardisation and to ease the processing of data. Data collec-
tion templates should include qualitative data requests, corresponding to the circularity
criteria, and as much as possible, quantitative data requests. The same data collection
templates should also be used to assess the impact of your portfolio and thus include
impact data requests (please see below in Section 2.2.2). Over time, as the data collec-
tion process is refined by your bank, it can be automated to a greater extent, and inte-
grated into formal data gathering systems and tools.

For more information on data collection templates and more examples of templates,
please refer to the sheets “Data Collection Template” and “Simple Data Collection
Template” of Annex 3, which include examples of data collection templates, as well as
examples of simplified data collection templates that may be used to start by focusing
only on resource intensity, water, waste or energy. For instance, if your bank has iden-
tifled Water as a high impact area, you may focus on the circular economy strategies
that are generally considered as the most relevant for water, i.e. reduce the use of water,
reuse water and recycle water. You may thus start by focusing on circularity criteria and
circularity impact criteria related to the circular design and production, circular use and
circular value recovery, with a focus on criteria relevant for water. As regards environ-
mental impact you may start by focusing on water only (and GHG emissions).

Possible data sources may include for instance the outcome of circularity assessment
run by your clients using tools such as Circulytics®® by Ellen MacArthur Foundation or
CTIs® by the WBCSD, which provide a circularity score calculated on the basis of a
number of circularity criteria. Other possible sources of information include reporting
made by clients on resource use, water or waste under voluntary disclosure standards
such as GRI (especially GRI 306 on Waste,*® GRI 3071 on Materials,®" etc.) and CDP (espe-
cially CDP Water Questionnaire®? and upcoming CDP Plastic Questionnaire, currently
under development and expected to be available as from 2024). Another possible source

58  Measure business circularity: Circulytics, Ellen MacArthur Foundation, 2021
59  Circular Transition Indicators (CTI)", WBCSD, 2022

60 GRI306: Waste

61 GRI301: Materials

62 CDP Questionnaire—Water security
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of information will be reporting made by corporates and SMEs under ESRS E5,% once
implemented. Labels, certificates and material passports are other possible sources of
information, such as for instance the Material Passport developed by Building As Mate-
rial Banks (BAMB) for Buildings and Construction.®*

You should document data sources (primary sources, i.e. clients will be the main data
source; secondary sources from data providers, publicly available data, labels and certi-
fications and any other data source).

d. Screening

Once you have collected the relevant data and information, you should screen your port-
folio against the circularity criteria in order to determine what proportion of your bank’s
chosen portfolio is screened positively, what proportion is screened negatively, and iden-
tify circular opportunities.

For this purpose, you should split your chosen portfolio into:

» financial instruments with a specified use of proceeds, for which it is expected that
you have enough information to determine whether a given client, project or activity is
screened positively and in what proportion. A further split could be between financial
instruments with use of proceeds in a whole business (e.g. green bonds) or segre-
gated in a special purpose vehicle (SPV) legally ring-fenced, which may have different
regulatory capital requirements.

» financial instruments without a specified use of proceeds (general purpose instru-
ments), for which (i) clients, projects or activities in key positive sectors for resource
efficiency and circular economy purposes will be considered as 100% screened posi-
tively and (ii) other clients, projects or activities will be screened positively for the
proportion of their turnover (or other relevant financial metric) corresponding to circu-
lar activities, i.e. meeting activities which meet all circularity criteria.

The proportion of your chosen portfolio respectively screened positively or negatively is
your bank's baseline for portfolio composition and financial flows, which will constitute
the basis on which your bank will set targets.

Screening your chosen portfolio will also provide you with relevant insights to identify,
within the clients, projects and activities that have been screened negatively, which ones
have a circular potential. This will be further explained under Section 2) Baseline for
client engagement below.

2. Baseline for client engagement

You should determine your bank’s baseline for client engagement on the resource effi-
ciency and circular economy topic in your chosen portfolio by answering the follow-
ing questions: Are clients from key sectors being identified? Are they being engaged?
What is the scope of these engagement activities (biggest clients, all clients, clients
with the highest impacts, especially negative impacts, etc.)? What is the nature of the
engagement (collection of data on resource efficiency and the circular economy, aware-
ness-raising, advisory services, tailored products and financing solutions to support

63  Exposure Draft, ESRS E5, Resource Use and Circular Economy, EFRAG, 2022
64  Buildings as Material Banks
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clients on their transition plans to more resource efficient and circular business models,
other)?

Screening your chosen portfolio against a categorisation system and determining which
circularity criteria are met or not met by a given client, project or activity, will allow you
to better understand the opportunities to improve circularity in your client’'s business or
value chain. Please see Box 13 for examples of identifying circular opportunities.

Box 7: Examples of circular opportunities identification®®
Example 1: Client 1 is a company in Asia Pacific in the sector of plastic packaging

Client 1 produces reusable packaging for home-delivery and takeaway food
companies.

In view of Client 1’s activity the most relevant circularity criteria are those for
circular design and production models (1.a. Design and production of products
and assets that enable circular economy strategies) under the European Commi-
sion categorisation system (applied in absence of any other relevant categorisa-
tion system at regional and national level).

65  Using the European Commission Categorisation System Circularity Criteria
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Circularity information

Client has

started to

Criteriais take steps
met towards
meeting
criteria

Client's answer

1.a Design and production of products and assets that enable circular economy strategies

1. Does the activity result in significant overall
net resource savings and impact reductions?

2. Does the activity support or enable circular
value retention or recovery strategies?

3. Do the materials/products/assets
produced have comparable or increased

quality, properties, technical functionality and
application areas?

4. Are bio-based materials used, if any,
demonstrably traceable to sustainable
biomass production?

5. Are secondary raw materials used and, if
yes, do they satisfy current industry specific
standards and legislation?

6. Does the company track whether secondary
raw materials used, if any, have a negative
impact on safety and health risks for users and
the environment throughout value chains?

Conclusion

Does the client meet all criteria? ~

Circularity criteria 1

If not, which circularity opportunites are
identified?

By means of our reusable takeaway packaging,
we are reducing packaging of our clients by up to
80%

We support reuse strategies (reuse of a product
that is still functioning for its original purpose) as
the takeaway packaging is reused for its original
purpose without generating waste

Our takeaway boxes are microwaveable, light and
stable, keep the food warm well and do not heat
up so much themselves that they can still be
carried comfortably.

We do not use any bio-based materials in our
reusable takeaway boxes.

We do not use any secondary raw materials in
our boxes.

We do not use any secondary raw materials in
our boxes.
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has not
started to
take steps
towards
meeting
criteria

Criteria
has no
potential
to be met
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On the basis of the answers above and supporting data provided, Client 1 meets
all circularity criteria except the first one, for which it has not been able to provide
sufficient information for the bank to conclude that its activity results in signif-
icant overall net resource savings and impact reductions. For this reason, the
client’s activity is screened negatively. The client has an opportunity to improve
the circularity of its business by working on assessing the resource use and
impacts of its activity, with the objective to justify that it results in significant
overall net resource savings and impact reductions (including by excluding the
use of hazardous substances in the production of the packaging products). The
bank can engage with its client to support him to materialise this circular oppor-
tunity. In addition, by engaging with its client, the bank has identified that he does
not use any bio-based materials or secondary raw materials. This is another
circular opportunity for which the bank can provide support to its client. In the
bank’s baseline this client will appear as part of the clients screened negatively
but having circular opportunities. The data obtained to determine the baseline will
inform the bank on how to best engage with the client.

Example 2: Client 2 is a company in Sub-Sahara Africa in the sector of waste
treatment

Client 2 collects, transports, and recycles Construction and Demolition Waste

(CDW), transforming it into high quality construction material

In view of Client 2’s activity the most relevant circularity criteria are those for
circular value recovery models, and more specifically 3.a Separate collection and
reverse logistics of wastes as well as redundant products, parts and materials
enabling circular value retention and recovery strategies, and 3.b Recovery of
materials from waste in preparation for circular value retention and recovery strat-
egies, under the European Commision categorisation system (applied in absence
of any other relevant categorisation system at regional and national level).

The answers below and supporting data provided by Client 2 for criteria 3.a.1,
3.b.2 and 3.b.3. are not sufficient to conclude that these criteria are met. For
instance, the client has not provided any detailed information regarding sepa-
rate collection and transport of CDW (3.a.1), material recovery rates (3.b.2) or
suitability for reuse or recycling of secondary raw materials and products parts
recovered (3.b.3). Hence the client’s activity is screened negatively. In order to
improve the circularity of its activity, the client will need to work on these points,
and those are the areas on which the bank can engage its client and support him
to transition from being screened negatively to being screened positively. In the
bank’s baseline this client will appear as part of the clients screened negatively

but having circular opportunities.
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Client has Client
has not

started to started to Criteria
Criteriais take steps has no

met towards Hogs potential
. towards
meeting to be met

.. meeting
criteria -
criteria

Circularity information Client's answer

3.a Separate collection and reverse logistics of wastes as well as redundant products, parts and materials enabling circular value retention and
recovery strategies

1. Are wastes, redundant products, parts

and materials collected and transported We have our own logistics to collect CDW and we
separately and otherwise managed in a way separate the waste streams ourselves in order to
to enable reuse, high quality recycling and/or ensure high quality recycling.

valorisation?

We engage in a regular dialogue and offer
educational programs with producers in the
public and private sector on how to prevent CDW,
and if this is not possible, how to better separate
it for recycling.

2. Are targeted communication and education
programs to sensitise waste producers and
the importance of waste prevention and
segregation an integral part of the activity?
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3.b Recovery of materials from waste in preparation for circular value retention and recovery strategies (excluding feedstock)

1. Does the feedstock constitute or originate Yes, as specified before, we collect and separate
from source segregated and separately ourselves the material we use as feedstock to
collected waste fractions? produce new construction material.

2. Does the activity contribute to increasing | We recover the value of CDW removing the wood,
material recovery rates and does the client | iron, plastic, or organic materials. We closely
collaborate with other actors in the value chain | collaborate with public and private actors to
to increase the quality of recovered materials to | inform them on how they can separate those
the extent that is both technically feasible and | materials in order to increase efficiency of our
economically viable? recycling process and quality of our output.

3. Are secondary raw materials and product | We recycle ourselves the materials and product
parts recovered suitable for reuse or recycling? | parts we recover.
4. Does management of residues from the

recovery process follow the waste hierarchy
principle?

We only recycle materials which have been
discarded and cannot be reused.

Conclusion

Does the client meet all criteria?

If not, which circularity opportunites

are identified? Circularity criteria 3.a.1, 3.b.2, 3.b.3
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Your bank can determine its baseline using client engagement indicators in Table 1
above, which allow to measure:

= at action level, the number or percentage of key clients identified and key clients
engaged (depending on the form of engagement, from mere data collection to more
advanced forms of engagement), and

= at output level, the increase in the number or percentage of key clients with circular
activities or circular opportunities and how well your bank engages with them.

In addition, you can define indicators which allow to understand the level of advance-
ment of your clients on resource efficiency and the circular economy. This will help you
to define how to best engage with your clients. Examples of indicators could be the
number or share of clients that have approved circularity approaches or that have plans
in place for transition towards more resource efficient and circular models and practices.
For examples of engagement indicators in various sectors along the plastics value chain,
please refer to PRI Investor Engagement Guides.%

3. Baseline for internal policies and processes

In order to determine the level of coverage and integration of resource efficiency and the
circular economy in the policies and processes of your bank, you can answer the follow-
ing questions: What is the level of awareness and knowledge on resource efficiency
and circular economy in your bank, at senior management level and throughout staff
members, especially client facing staff? Is there a strategy to foster the transition to a
resource efficient and circular economy or are resource efficiency and circular economy
considerations included in your bank’s sustainability strategy? Does it take into consid-
eration the circular economy potential to improve resilience to shifting macroeconomic
conditions such as resources supply shocks and price volatility, supply of materials crit-
ical for renewable energy, challenges posed by global supply chains? Does it contribute
to decarbonisation pathways? Are there thematic and/or sector policies in place includ-
ing resource efficiency and circular economy criteria, especially in key positive/negative
sectors? Have resource efficiency and circular economy considerations been integrated
into core systems and procedures, such as risk management systems, due diligence,
data collection processes, KYC, credit policy?

Answering these questions will help you identify what to incorporate in your action plan
to achieve your practice targets and ultimately your impact targets.

An important step for efficient client engagement is to collect data relevant for resource
efficient and circular economy purposes, and in this perspective, it will be useful in the
baseline analysis to assess existing client on-boarding and due diligence processes,
as well as data collection templates, processes and systems, and to what extent they
already include resource efficiency and circular economy related data or need to be
adapted or completed.

66 Investors plastic engagement guides, PRI, 2021
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4. Baseline for advocacy and partnerships

If your bank wants to assess its public position(s) on the topic of resource efficiency
and the circular economy, which will constitute the baseline for advocacy and partner-
ships—which is not core to the target setting process—you can answer the following
questions: Is your bank proactively communicating in relation to resource efficiency and
the circular economy e.g. via statements, by joining initiatives, setting up partnerships
or making commitments, by publishing research papers? Is there consistency between
such efforts and other activities of your bank tending to influence policy and behaviours
(e.g. participation industry lobbying practices)?

2.2.2 Impact baseline

Your bank’s Impact baseline will be informed by the outcome of your Impact analysis,
which may need to be completed by a further analysis following the same process of
understanding which indicators to use, collecting data and assessing impact.

Impact measurement requires collecting from clients a combination of data related to
the circularity impact, environmental impact and social impact of their activities. It is
thus critical to understand what impact indicators to use. For this purpose, you should
refer to the core set of impact indicators in Table 3 above.

Using a limited set of impact indicators which overarches across portfolio assessments
allows for consistency in tracking overall progress and benchmarking across peers.

However, there is a high variety of possible impact indicators, depending on the type
of client, project or activity, on sector and depending on the impact that you want to
capture. You may then need to adapt the core set of impact indicators and for instance
only use part of the indicators in the core set or otherwise complete it with any relevant
impact indicator in the frameworks with which you align. You can also refer to Annex 3
and to UNEP Fl's Indicators Library developed for the Impact Analysis Tools for possible
additional impact indicators.

Once you understand which impact indicators you will use and which data you will
need to gather, data collection will be eased by the use of data collection templates, as
described in Section c. Data gathering above. Impact data collection templates should
be designed by your bank in alignment with the frameworks or policies indicators. They
should include impact indicators for each of circularity impact and environmental impact,
and it is also recommended they include social impact indicators. Please refer to Annex
3, Sheet “Data Collection Templates” for examples of impact data collection templates,
which may be merged with practice data collection templates.

Under the progressive approach described above in Section 1.3, impact data collection
can be run in parallel to the implementation plan put in place by your bank to progress
towards practice targets achievement and should be part of the action plan to progress
towards impact target setting.

Once available, your bank’s impact baseline will be the basis for impact target setting.
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2.3 Set SMART targets against baseline

Having determined the framework to align with and its baseline, your bank should set
meaningful targets against its practice baseline and impact baseline with the view to
deliver impact and drive alignment with and greater contribution to appropriate frame-
works goals and targets.

Targets should be SMART targets. They should be substantiated and accompanied by
a narrative to explain your bank’s target setting. Your bank should define sub-targets as
relevant, for instance for specific sectors.

In order to set targets (practice targets and impact targets), your bank needs to translate
the level of ambition in the framework with which to align (see Section 2.1 above) into a
level of ambition at bank level. This level of ambition at bank level is then applied by your
bank to its baseline (practice baseline and impact baseline).

You should set targets with a long-term time horizon, for example ten years, and to
define interim targets, for example to be delivered in one, two and five years. Where align-
ing with an external policy or framework, the timeframe should be taken into account.
A long-term target allows to set the direction towards which your bank tends. Interim
targets are necessary to define the action plan and implementation measures to put in
place in order to achieve the targets. Interim targets are also necessary to check on a
periodic basis whether your bank is on track for achieving its long-term target.

Nevertheless, you are encouraged to set practice targets related to client engagement
(see below) with a shorter time horizon, for example focussing on one to two years, than
for practice targets related to portfolio composition and financial flows and for impact
targets. Your banks' engagement with clients must scale up at an accelerated pace in
order to progressively build a pipeline of projects and financings. This is necessary to
generate an increase of financial flows directed to the circular economy over time. If your
bank sets targets for internal policies and processes, the time horizon for such targets
will also be shorter as adjusting internal policies and processes is a crucial step to real-
ising portfolio and client engagement targets.

Progressive approach to target setting

If your bank starts its target setting process at Stage 1 under the progressive approach
described above in Section 1.3, you will start by setting practice targets which can
focus on all or most of the four categories of actions your bank can take to manage its
impacts (portfolio composition and financial flows, client engagement, internal policies
and processes, advocacy and partnerships) but which should include at least targets for
portfolio composition and financial flows and targets for client engagement.

Under the progressive approach your bank should always support practice targets with
a clear impact objective and an action plan to progress towards setting impact targets.

While progressing from Stage 1 to Stage 2 under the progressive approach, you will set
impact targets. You are also encouraged to keep and update as needed your practice
targets, especially by:
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» extending progressively the portfolio for which you will set practice targets (from
covering only key sectors in a chosen portfolio to ultimately covering the entire port-
folio);

= broadening the forms of client engagement (from mere data collection to awareness
raising and knowledge sharing to support clients’ understanding of resource efficient
and circular solution and potential positive impact of resource efficiency and the
circular economy on climate, biodiversity, waste and pollution, and then to technical
assistance in the development and funding of activities substantially contributing to
the circular economy).

2.3.1 Practice targets

Practice targets should be set using the practice indicators of the core set presented in
Table 1 above, adjusted as needed by your bank.

1.  Practice targets for portfolio composition and financial flows

This category of practice target aims at

redirecting your bank's financial flows Examples of target:

tovyards clients,.projects a.nd activities . By 2025, in the buildings and

Whlch substan’ually. contribute to the construction lending portfolio,
c_|rcular economy (i.e. screenedv pOSI- increase to 20% (from 8% 2022 base-
tively), by increasing the proportion of line) the financial flows directed to

the chosen portfolio screened positively
and decreasing the proportion of the
chosen portfolio screened negatively.
This portfolio shift should be achieved
through supporting your bank’s clients
in transitioning from non-circular activ-

clients screened negatively against
circularity criteria in a circular econ-

omy categorisation system which
have circular opportunities in their

business or value chain.

ities (screened negatively) to circular By 2030, in the textiles and fashion
activities (screened positively). This is sector lending portfolio, increase
the preferred route compared to mere to 10% (from 2% 2022 baseline) the
divesting from non-circular activities. financial flows directed to activi-
This requires that your bank supports ties substantially contributing to a
clients which are screened negatively resource efficient and circular econ-
to identify circular opportunities in their omy (i.e. screened positively against
business or value chain and to materi- circularity criteria in a circular econ-

alise such circular opportunities. omy categorisation system).
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2. Practice targets for client engagement

Client engagement targets aim at support-

ing your bank’s clients in transitioning their Examples of target:

activities towards circular activities, in line By 2025, identify in the lending
with the targets of the relevant frameworks portfolio at least 10 key clients
or policies. Your bank’s client engagement in the electronics sector (key
can take several forms and should progress clients representing at least 15%
over time as your bank progresses on its jour- of the lending portfolio) (from 2
ney on the topic of resource efficiency and clients/2% 2022 baseline) and
the circular economy, from data collection successfully engage with them
to awareness raising and knowledge sharing to collect circular economy

and then to technical assistance and proac- related data and improve their

tive engagement to support clients in their understanding of circular solu-
transition pathways and designing and offer- tions and circular potential in
ing tailored financial products and services for their value chain.

this purpose.

3.  Other practice targets
In addition to targets related to portfolio composition and financial flows and to client
engagement, your bank can set other practice targets related to:

= Internal policies and processes, which aim at incorporating resource efficiency and
circular economy considerations in your bank’s core systems and procedures such
as data collection procedures, risk management processes, due diligence, KYC, credit
policies, sector policies, especially in key sectors, etc.

= Advocacy and partnerships, which aim at developing public positions by your bank on
the topic of resource efficiency and circular economy, for instance through partnerships,
public commitments or statements, initiatives to influence policy or behaviours, etc.

2.3.2 Impacttargets

Your bank should ultimately set impact targets, i.e. targets to increase positive impact
and decrease negative impact. This can occur in a second stage if your bank applies the
progressive approach to target setting.

Your bank should set impact targets on circularity impact and environmental impact.
You are also encouraged to set social impact targets. Impact targets should be set using
the impact indicators of the core set presented in Table 3 above, adjusted as needed by
your bank.
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Examples of impact targets

Circularity impact targets

= Circular design and production: By 2030, in the manufacturing sector, 15m t p.a. materials,
components and products are reusable, recyclable or compostable (baseline: 5mt p.a. in 2022)

= Circular use: By 2030, in the buildings and construction sector, 8m t p.a. redundant products have
been repurposed, refurbished or remanufactured (baseline: 4m t p.a. in 2022)

= Circular value recovery: By 2040, in the textile and fashion sector, 50% of secondary raw materials,
by-products and/or waste is reused, recycled or composted in practice (baseline: 10% in 2022)

Environmental impact targets

= Raw material use: By 2030, 30 % renewable and regeneratively/sustainably sourced or secondary
resources in the buildings and construction sector (baseline: 5% in 2022)

= Water: By 2030, 60% of water is reused/recycled in production processes in the textiles and fash-
ion sectors (baseline: 10% in 2022)

= Waste: By 2040, 20m t p.a. reduction of waste generated in the agriculture sector (baseline: 80m t
p.a. waste generated in 2022)

= Energy use: Average primary energy consumption of the mortgage portfolio reaches 170 kwh/
m2/year by 2025 and 130 kwh/m2/year by 2030, in line with the IEA Sustainable Development
Scenario (baseline: 190 kwh/m2/year in 2021)

= Pollutant emissions: By 2030, 40% reduction of emissions of nitrogen oxides (NOx) in the vehicles
and transport sector (baseline: 2t p.a. emissions of NOx in 2022)

Social impact targets

= Livelihood: By 2025, 300 new local jobs created by clients of the buildings and construction sector
(Full Time Equivalent) (baseline: 3000 local jobs in 2022)

= Livelihood: By 2030 reach 1800 employees (Full Time Equivalent) benefiting from re- and/or
up-skilling, training or education opportunities (baseline: 600 employees in 2022)

= Equality and Justice: By 2030, 50% proportion of women in senior and middle management func-
tions in clients of the textiles and fashion sector (baseline: 12% proportion of women in senior and
middle management functions in 2022)

= Health and safety: By 2025, 80% reduction of work-related incidents by clients in the manufactur-
ing sector and all their suppliers (baseline: 200 work related incidents by clients in the manufactur-
ing sector and all their suppliers in 2022)

= Equality and Justice: By 2030, 60% decrease in number of operations with significant actual or
potential negative impact on local communities (baseline: 120 in 2022)

2.4 Implementation measures

Having set your bank'’s targets, you should determine the actions and implementation
measures that can be taken to achieve the practice and impact targets. For this purpose,
you will be able to rely on information and data gathered to determine your bank’s base-
line, which allow to identify data gaps and areas in which action is required.

Please find below examples of actions and implementation measures.
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Increase financing of activities substantially contrib-
uting to resource efficiency and the circular econ-
omy (screened positively).

Increase financing of activities with a circular oppor-
tunity.

10 composition

& financial flows

Decrease financing of non-circular activities with no
circular potential.

Portfol

Progressively expand the portfolio/sectors screened
against circularity criteria, ensuring that the portfo-
lio/sectors covered do not only include downstream
activities but also upstream activities.
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Engaging with clients

Engage with key clients to develop data collection
templates incorporating circularity data and impact
data.

Engage with clients to collect data, starting with key
clients and progressively broadening to all clients.

Client engagement

Engage with clients to raise their awareness and
share knowledge and expertise on the circular econ-
omy.

Engage with clients to determine appropriate KPIs
to assess and monitor the circularity of projects or
activities.

Proactively engage with clients in key sectors and
portfolios to understand their value chain and iden-
tify and support circular opportunities.
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Financial products and services offering

Develop new financial products, e.g. resource
efficiency or circular performance based finan-

cial products such as sustainability linked loans,
sustainability linked bonds or green bonds including
circularity criteria.

Develop new financial services aiming at accelerat-
ing the transition to a circular economy, e.g. techni-
cal assistance to clients.

Client engagement cont...

Actively stimulate and scale innovation for the
circular economy, e.g. by connecting growth-stage
entrepreneurs to corporate clients within your bank’s
clients base.

Internal measures to raise awareness, build capacity and incentivise

Mobilise the senior management, and in particular
the CEO and senior leadership to ensure institu-
tion-wide buy-in.

& processes

Develop internal awareness raising programme on
the circular economy and its contribution to the
overall environmental and social agenda, including
on climate, biodiversity and pollution.

Internal policies
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Develop and deploy capacity building on the circular
economy, especially for client-facing employees.

Mobilise client-facing staff to use the data collection
template for clients and projects in the portfolio

for which resource efficiency and circular economy
targets are set.

Incentivise employees, e.g. through remuneration
incentives linked to financial flows directed to activ-
ities substantially contributing to the circular econ-
omy (screened positively).

Internal policies and processes

Internal policies & processes cont...

Develop a circular economy strategy or incorporate
the transition to a resource efficient and circular
economy in your bank’s sustainability strategy

Align definitions used in internal processes, related
to resource efficiency and the circular economy, with
definitions in relevant policies and frameworks.

Develop and put effective policies and processes in
place regarding resource efficiency and the circular
economy e.g. exploring how to integrate the circular
economy framework into credit risk assessment
processes.
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Include resource efficiency and the circular economy
in your bank’s framework to track and trace sustain-
able or green investments and financing.

Build internal expertise on new financing solutions

to make innovative circular business models ‘bank-
able’ through, for example, leveraging partnerships
beyond private finance, using de-risking mechanisms
or guarantees, or expanding collateral eligibility.

Data collection processes

Develop data collection templates including practice
data and impact data related to resource efficiency
and the circular economy.

Internal policies & processes cont...

Include resource efficiency and circular economy
related data collection in mainstream data collection
processes (e.g. KYC, due diligence).

Automate resource efficiency and circular economy
related data collection and analysis in your bank’s
systems.
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Indicator Target Target Responsible @ What data What human Comments
year  departments systems resources and

& business are capacity-build-
lines needed? ing are needed?

Partnering and engaging in industry initiatives

Partner with various stakeholders to support indus-
try initiatives to accelerate the transition to a circular
economy.

Engage in industry-wide initiatives to foster the
financing of the transition to a resource efficient and
circular economy.

Partnering with Development Financial Institutions

Advocacy & partnerships

Partner with Development Financial Institutions

to develop and implement concessional financial
products targeting circular activities and innovations,
e.g. blended finance solutions, financial products
including de-risking mechanisms.

Advocacy to support the transition to a resource efficient and circular economy

Engage with policy makers, regulators, standard
setters, etc. to support policy and regulatory devel-
opments contributing to the transition to a circular
economy, such as the negotiation process of the
future international legally binding instrument to end
plastic pollution.

Conduct research and publish thought leadership
pieces on the circular economy and resource
efficiency topics to support reallocation of financial
flows, engagement activities and impact.
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Glossary

Circular activities, projects or clients: Activities, projects or clients which substantially
contribute to a resource efficient and circular economy, i.e. meet circularity criteria.

Circular opportunity(ies): Opportunity(ies) to improve the circularity of an activity, proj-
ect of client. Circular opportunities may be identified by analysing whether an activity,
project or client meets circularity criteria. Circularity criteria which are not met reveal
areas where the client has the potential to better incorporate circular economy principles
into its strategy, practice, activity, processes, etc.

Circular design and production: Activities contributing to circular design and production
aim at increasing resource efficiency through (i) design innovation, (ii) process innova-
tion and reengineering and/or (iii) material innovation and substitution. While such inter-
ventions take place early in the product lifecycle, their positive environmental impacts
mostly materialise in the use and after-use phases and through reduced use of virgin
materials.®” Examples of circular design and production include design and construction
of new buildings and infrastructure incorporating circular products, materials (including
recycled materials).

Circular economy categorisation system: A categorisation system (or taxonomy) of
circular business models and activities. Examples of circular economy categorisation
system are the European Commission categorisation system for the circular economy®
and the categorisation system developed for Colombian banks.®®

Circular use: Activities contributing to circular use aim at increasing resource efficiency
through (i) product and asset lifecycle extension based on reuse, repair, repurposing,
refurbishment or remanufacturing strategies and/or (ii) product and asset use-optimis-
ing leasing and sharing models. Such interventions typically take place during or at the
end of the use phase of products and assets.”® Examples include refurbishment, retro-
fitting and remanufacturing of end-of-life or redundant products/movable assets, reuse
and repair of consumer products (e.g. clothing, furniture, bicycles, household appliances).

67  Categorisation System for the Circular Economy, European Commission, 2020
68  Categorisation System for the Circular Economy, European Commission, 2020
69  Financing Circular Economy Investments—Colombia’s experience, IADB, IDB Invest, 2022
70 Categorisation System for the Circular Economy, European Commission, 2020
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Circular support: Activities in the circular support category group aim at enabling other
circular activities/projects and thus indirectly contribute to increasing resource effi-
ciency.”’ Examples include Information and Communication Technologies (ICT) tools
for predictive maintenance and repair to extend the life of products, digital tools and
applications to facilitate reverse logistics (tracking, take-back of products for reuse,
repair or recycling), improve resource efficiency and avoidance of waste production (e.g.
food waste in restaurants, shops), virtual marketplaces for secondary raw materials or
second hand, repaired, upgraded products.

Circular value recovery: Activities contributing to circular value recovery aim at increas-
ing resource efficiency through the recovery of wastes in preparation for reuse and
recycling or other circular economy strategies.’? Such interventions typically take place
during the after-use phase of products and assets. Examples include supporting infra-
structure for waste collection, transport and temporary storage, chemical recycling
plants involving various types of technologies and processes (e.g. depolymerisation,
solvolysis, gasification, pyrolysis, etc), biorefinery facilities and process technology
for the extraction of bio-based products and feedstock from bio-wastes and residual
biomass, wastewater and sludge from organic origin.

Circularity criteria: Criteria to be met for an activity, project or client to be considered as
circular/substantially contributing to the circular economy. Circularity criteria reflect the
principles of the circular economy. Circular categorisation systems include circularity
criteria, which differ depending on the type of circular business model. Please refer to
Annex 3, Sheet “Circularity criteria” for examples of circularity criteria.

Key negative sectors: Activities which severely undermine resource efficiency or the
circular economy (or water, waste or energy). Please refer to the Sector Mapping and to
Annex 3, Sheet “key negative sectors” for further information on key negative sectors for
resource efficiency and circular economy purposes.

Key positive sectors: Activities which are indispensable to the fulfilment of resource
efficiency or the circular economy (or water, waste or energy). Please refer to the Sector
Mapping and to Annex 3, Sheet “key positive sectors” for further information on key posi-
tive sectors for resource efficiency and circular economy purposes.

Impact indicators: Indicators that measure the impact of your bank’s portfolio (impact
on the circularity of your bank’s clients, impact on the environment and impact on people
and society). A combination of several impact indicators is necessary to adequately and
holistically capture the impact of a given client, project or activity, covering the circularity
impact, the environmental impact and the social impact.

Impact targets: Targets to increase positive impact and decrease negative impact. This
can occur in a second stage if your bank applies the progressive approach to target
setting. Impact targets are set for circularity impact and environmental impact and are
recommended to be set for social impact as well.

71 Categorisation System for the Circular Economy, European Commission, 2020
72  Categorisation System for the Circular Economy, European Commission, 2020
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Practice indicators: In your bank’s pathway to impact, indicators that measure the
results of your bank’s actions (outputs) and the outcomes of such results for four differ-
ent types of actions: portfolio composition & financial flows, client engagement, internal
policies & processes, and advocacy & partnerships.

Practice targets: Targets that are set using the practice indicators of the core set
adjusted as needed by your bank. Practice targets are set for portfolio composition &
financial flows and client engagement (in addition they can be set to internal policies &
processes and advocacy & partnerships).

Screened positively: An activity, project or client in your portfolio is screened positively
if it meets circularity criteria in a circular economy categorisation system, i.e. if it is iden-
tified as having a substantial contribution to the circular economy.

Screened negatively: An activity, project or client in your portfolio is screened nega-
tively if it does not meet circularity criteria in a circular economy categorisation system.
However, a given activity, project or client which is screened negatively may present the
potential to improve its circularity and ultimately be screened positively if circular oppor-
tunities in its business/value chain materialise.
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UNEP Finance Initiative brings together a large network of banks,
insurers and investors that collectively catalyses action across the
financial system to deliver more sustainable global economies.
For more than 30 years the initiative has been connecting the
UN with financial institutions from around the world to shape the
sustainable finance agenda. We've established the world's foremost
sustainability frameworks that help the finance industry address
global environmental, social and governance (ESG) challenges.
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