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Executive Summary

We live in times of rapid change. It is our joint
responsibility to find sustainable solutions to
the many challenges of our time. Social cohe-
sion, a rule-based interplay between our global
economic and financial structures, intact cli-
mate systems and ecosystems, social stability
and peace — these are basic prerequisites for our
future prosperity and quality of life.

That is why we need to redefine value creation.
We must systematically integrate nature, social
issues and people into political, economic and
commercial thinking and decision-making pat-
terns. That is the only way to create a resilient
and prosperous society and economy. It is up
to us to transform the risks of our time into
opportunities by harnessing innovation.
Above all, this means making it financially viable
to invest in technological leadership and in the
transformation towards a sustainable future.
We, the members of the Sustainable Finance
Advisory Committee (SFB), want to contribute
to this process. The SFB has been commissioned
by the German government for the second
time. The committee, whose motto is “Shaping
the future together”, is unique worldwide -
it advises the German government and other
stakeholders on the regulatory framework in
the area of sustainable finance as well as on
private financing for the transformation of our
economy and infrastructure. Together, we — the
financial sector, the real economy, civil society
and the research community — are developing
recommendations and pragmatic solutions to
ensure that Germany and Europe remain com-
petitive in the global market economy. Initial
suggestions can be found in the final report of
the first SFB, entitled “Shifting the Trillions”.*

Since then, there have been numerous

positive developments:

e Germany was by far the largest issuer
of green euro bonds in 2023, with a total
volume of €55.75 billion by the end of the
year. The funds were used to finance trans-
formation projects across Germany.?

* A major research project of the Federal Mi-
nistry of Education and Research has been
launched, featuring extensive research
into sustainable finance, transforma-
tion drivers and challenges. Its findings
are of practical relevance.

e According to the International Energy
Agency, global investments in renewable
energies have exceeded total expenditure
on fossil fuels such as oil, gas and coal
since 2021.%

¢ EU-wide sustainable finance rules are
coming into force, taking effect and being
improved continuously.

e Banks, insurance companies, pension funds
and other financial market players are
systematically working on integrating
transition-related and physical climate
risks into their risk and pricing models.

e At the national, EU and global level, trans-
parency and reporting instruments
are seen as essential prerequisites for
depicting financial and economic risks and
improving the transformative impact of
investments. The EU is working hard on

making these instruments more coherent.

[1] https://sustainable-finance-beirat.de/wp-content/uploads/2021/03/210319_SustainableFinanceCommiteeRecommendations.pdf
[2] https://www.deutsche-finanzagentur.de/en/federal-securities/types-of-federal-securities/green-federal-securities
[3] https://www.iea.org/reports/world-energy-investment-2024



The second SFB is also operating in a very dyna-
mic environment in which the larger part of the
transformation process still lies ahead. Mario
Draghi’s report “The future of European com-
petitiveness” and the Federation of German
Industries (BDI) study “Transformation paths
for Germany as an industrial nation” both show
that it is crucial for stakeholders in the (Ger-
man) economy to invest in the future.* >
According to the BDI study, nearly two-thirds
of the investments needed for the transfor-
mation of German industry will come from
the private sector. These investments include
the electricity and digital infrastructures, large
parts of the charging infrastructure, building
refurbishments, and the expansion of renewable
energies.

We need to address the following key questions:
How do we mobilise private capital for these
urgent investments? What efficient and effec-
tive incentives do we need to put in place? How
do we develop the skills that will be needed in
the future, and how do we create the necessary
regulatory framework in Germany and in
Europe? And finally, how can the transforma-
tion generate competitive advantages for
our companies?

The SFB’s core competency is its ability to take
a multi-layered look at these questions from a
range of different perspectives.

The SFB has identified the following

key areas of action:

¢ Enhance the coherence, efficiency and
effectiveness of the regulatory frame-
work in the area of sustainable finance,

e.g. through more coordinated reporting

requirements for the financial sector and
the real economy and outcome-driven
measures to cut red tape in order to improve
the cost-benefit ratio.

¢ Improve transparency regarding the
sustainability of companies and finan-
cial products in order to support sustai-
nable investment decisions, e.g. through a
clear categorisation of financial products.

¢ Create stronger incentives for private
and institutional investors, e.g. in the
form of tax-privileged “climate savings
products” and a transformation fund.

¢ Put in place financial guardrails, e.g.
a rising carbon price as well as effective
and focused transformation funding from
development banks.

+ Empower key players, e. g. by creating re-
gional sustainable finance hubs, especially
for small and medium-sized enterprises
(SMEs), and engage in capacity-building in
financial institutions.

+ Ensure that the state acts as a role model,
e.g. when it comes to public-sector capital

investments.

This report contains the SFB’s recommendations
for these fields of action. Where possible, they
are backed up with concrete, practical imple-
mentation proposals. This document gives a
summary of our work in the areas of sustainable
finance regulation, transformation financing
and collaborative action, as well as an outlook
for the future. A list of the SFB publications on
which this document is based can be found on
p. 45. Let us work together to successfully
shape the transformation of our economy!

[4] https://english.bdi.eu/media/publications#/publication/news/transformation-paths-for-germany-as-an-industrial-nation
[5] https://commission.europa.eu/document/download/97e481fd-2dc3-412d-be4c-f152a8232961_en

Executive Summary
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Regulatory framework for sustainable finance

We recommend that the German govern-
ment advocate at the EU and internatio-
nal level for a further harmonisation and
simplification of the existing regulatory
framework in the area of sustainable
finance. The aim is to significantly in-
crease the transformative impact of the
regulatory framework.

Specifically, our recommendations are:

o Consistency should be achieved between
the Sustainable Finance Disclosure Regu-
lation (SFDR) and other EU sustainable
finance rules.® In addition, concentrated
sets of uniform and relevant sustainabili-
ty information should be established for
all funds, regardless of whether they take
sustainability into account.

eThe EU taxonomy should be adjusted,
including the way in which the Green Asset
Ratio (GAR) is calculated. In addition, a
framework for socially responsible in-

vestments should be developed.

e It should be made easier for retail cus-
tomers’ sustainability preferences to be
taken into account, e.g. by introducing
an ESG scale for the classification of

financial products.

O The corresponding reporting and auditing
could be simplified, for example by aggre-
gating data points regarding the Euro-
pean Sustainability Reporting Standards
(ESRS). A small number of material bench-
marks for companies should be defined
that are relevant for decision-making.
We recommend starting this on a trial basis
in the area of climate action using sustai-
nability accounting methods (among other

things).

e ESG data points for companies should be
provided in a way that is internationally
standardised, especially in the previously
underdeveloped area of biodiversity. In
combination with financial benchmarks,
this will facilitate consistent integration
into financial institutions’ risk assessments

and into their transition plans.

Core recommendations

[6] These include the Corporate Sustainability Reporting Directive (CSRD), the European Sustainability Reporting Standards (ESRS),
the Corporate Sustainability Due Diligence Directive (CSDDD), the EU taxonomy, the Markets in Financial Instruments Directive (MiFID II)
and the Insurance Distribution Directive (IDD).
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m We recommend that the German govern-
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Transformation f

ment deploy public funds as efficiently
and effectively as possible for the trans-
formation of our economy. The objective
should be to mobilise the necessary levels
of private investment, not least in order
to maintain Germany’s competitiveness.

Specifically, our recommendations are:

o Uniform sustainability standards should
be applied when granting loans and fun-

ding at the federal level.

o There should be a clear alignment
and consolidation of existing funding
instruments and objectives towards sus-
tainability, resilience, transformation and

digitalisation.

0 Government-supported climate savings
products for private investors should be

introduced.

o A tax-incentivised “German Transforma-
tion Fund” should be established in order
to include high-net-worth private investors

in transformation financing.



| and international engagement

Nationa

We recommend that the German govern-
ment play an even more active role at the
national and international level when it
comes to shaping sustainable finance
and financing the transformation.

The aim is to create an internationally
viable framework to finance the trans-
formation towards a fair and sustainable
future while at the same time maintaining
the market economy’s competitive basis.

Specifically, our recommendations are:

@ General sustainable investment princi-
ples for public-sector investments should
be established, and greater use should be
made of different implementation inst-
ruments, e.g. over- and underweighting,

stakeholder engagement and transparency.

m The SFB should continue to provide practi-
cal advice to the German government in
the area of sustainable finance and trans-

formation financing.

@ The dialogue between relevant German
and European stakeholders in the area of
sustainable finance should be continued,
and Germany should position itself in the

European and international debate.

@ A “Finance Facility against Climate
Change” should be created with the aim of
mobilising private capital by issuing green
bonds, thus helping to finance emission
reductions in low-income countries.

Core recommendations

11
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[7] https://sustainable-finance-beirat.de/wp-content/uploads/2024/07/SFB_Zukunftsbild_EN.pdf

The SFB has developed a “Future concept for
a sustainable financial system 2034” in which
sustainability is fully integrated.” The financial
sector of the future will boost the global
competitiveness of Germany’s real econo-
my and make a positive contribution to
conserving our environment and natural
resources. It will be efficient, resilient and
largely digitalised. In particular, it will mobilise
capital for investments in renewable energy,
future technologies and social innovations.
In this way, the financial sector will be key to
enabling the adjustments that need to be made
to our economic system.

In the course of the SFB’s consultations, it regu-
larly became clear that it would take more than
concrete suggestions and recommendations to
embark on the next step in the development
towards a sustainable financial system. People
need a clear vision with tangible images and
an easy-to-understand narrative that shows
how a sustainable and equitable future can be
achieved. If we tackle the transformation pro-
cess correctly and judiciously, this will benefit
society, the planet, the financial sector and the
real economy, helping them all to become fit for
the future.

With this in mind, the SFB developed its “future
concept” at a workshop in Berlin in January
2024. The starting point was to envisage a fu-
ture that will offer us and future generati-
ons a good quality of life and that is within

the realms of possibility.

The plan can be broken down into three key
areas of change: financial system, real economy
and policy. The following are the key points,
which are described in more detail in the “fu-

ture concept”.

Financial system

e “Finance is sustainable finance.”

e The private and public sectors work hand-
in-hand to finance key infrastructure.

e Financial market participants support the
transformation of the real economy in an

ambitious and responsible manner.

Real economy

« Germany’s companies act responsibly and
sustainably and are fully digital.

» Companies issue transition plans and trans-
parently communicate their progress.

e Companies make a relevant contribution to

qualitative growth and overall prosperity.

Policy

« The German government makes significant
efforts to drive forward the internalisation
of externalities as well as a globally rising
carbon price.

e Public finances contribute to achieving
Germany’s sustainability goals, both on the
revenue and expenditure side.

e The education system has been fundamen-
tally reformed and incorporates sustaina-
ble finance.



The SFB’s concept was not developed as a uto-
pia. Rather, it represents a best-case scenario.
Some parts of it have already been initiated.
However, when envisaging the future, it is also
clear that social, economic and environ-
mental crises and challenges will continue
to put decision-makers in business and
government under extreme pressure to act.
The climate crisis and extreme weather events,
the rise in nationalism and far-right extremism,
migration due to a lack of prospects in migrants’
home countries, and the increasing transgres-
sion of planetary boundaries require swift and
targeted action. We need to create prospects
for the future, especially in cooperation with
those who face specific negative consequences
as a result of the transformation. Only in this
way can we achieve our goal of a just transition
for all.

The future concept acts as a compass for the
SFB and other stakeholders in the economy,
society and politics. It is intended to provide
guidance and allow projects to be ranked in
order of priority.

The following recommendations and results of
the SFB’s work during the 20th legislative term
will contribute to achieving the vision set out
in the “future concept”. The 13 core recommen-
dations listed above are not exhaustive. Rather,
they represent the outcome of the SFB’s work in
the various areas in which it operates. The SFB
believes that, by taking these recommendations
into account, the German government and other
relevant stakeholders can contribute significant-

ly to achieving the envisioned future.

Future concept

13
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Cluster 1

Regulatory framework in the area of sustainable finance

In 2018, the European Commission
presented its sustainable finance
action plan and the EU Green Deal
and started to implement them.

Since then, the business community and
the financial sector have made great
strides towards greater sustainability.
ESG data is collected more systemati-
cally and sustainability information is
increasingly being used when developing
business strategies. Transition risks
are incorporated into risk management
processes, employees are made aware
of the added value of sustainability, and
business and investment decisions-ma-
king processes are being redefined.



These measures are tying up significant finan-
cial and human resources, especially in com-
panies that have not previously addressed the
social and environmental impacts and risks of
their work. Most stakeholders in the financial
sector and the real economy agree with the goal
of making the EU climate-neutral by 2050. They
want to do their part and meet the Sustainable
Development Goals (SDGs).

Prior to 2018, many pioneering companies
operated in the sustainable investment market.
They developed numerous innovative approa-
ches, ranging from funds to direct holdings.
However, the momentum we are seeing today
did not emerge until the European Commission
recognised the financial market’s role in the
transformation and put in place specific rules.
We are now seeing debates about the right level
of regulation, the interplay between different
rules, and the effectiveness of the regulatory

framework.

One of the SFB’s main roles is to enrich these
debates by providing specific information and
practical recommendations and to help develop
pragmatic solutions. We want to help lawma-
kers gear the regulatory framework more effec-
tively and efficiently towards the main goals of
decarbonisation and financial market stability
from the point of view of practitioners working
in small and large businesses.

The move towards a regulatory framework for
sustainable finance that features the right guar-
drails, sensible minimum standards and room
for innovation cannot be completed within a
single legislative term. Decision-makers need
to change the way they think. This will take pa-
tience and perseverance. The SFB is proactively
supporting this process. Ultimately, we want
to achieve a situation where sustainability
in companies is not driven by rules, but is
pursued for strategic reasons. This intrinsic
view of sustainability means seeing opportu-

nities, being innovative and shaping our eco-

nomy with a view to the future.

Regulatory framework in the area of sustainable finance



Coherence of EU legislation

Challenges and context

The “regulatory coherence” working group
examined the various aspects of the EU’s sus-
tainable finance architecture. It set out to
address a number of questions: How can the
coherence of EU sustainable finance rules be
improved? How can their implementation be
facilitated? How can the regulatory framework
better support the aim of mobilising private
capital for the transformation?

In 2023 and 2024, the working group published a
number of papers containing recommendations
and participated in EU consultations. Some
of the recommendations were picked up by
the European Commission for the purpose of

reviewing the respective legislation.®

Challenges in connection with

the EU taxonomy

The implementation of the EU taxonomy pre-
sents substantial challenges. In some cases,
preparing the data involves a great deal of ef-
fort for companies. The European Commission
has addressed some uncertainties regarding
the implementation and application of the ta-
xonomy by issuing FAQs, but other doubts still
remain. For many economic sectors, there are
still no suitable definitions of sustainable eco-
nomic activities. In particular, this applies to
social services. Another problem concerns the
assessment of “enabling activities”. These are
activities that are not classified as sustainable
under the EU taxonomy, but which nonethe-
less make a vital contribution to sustainability.
Examples include electric motors for electric
cars and rotor blades for wind turbines. In ad-
dition, the Green Asset Ratio (GAR) as currently

defined in the EU taxonomy is not suitable as
a steering instrument. The GAR is intended to
show the proportion of banks’ investments that
are already dedicated to sustainable activities.
However, since the calculation only includes
the activities of companies subject to repor-
ting obligations, the GAR covers only part of a
bank’s portfolio.

Regulation of ESG rating agencies

ESG rating agencies have been providing gui-
dance to providers of sustainable financial pro-
ducts and to sustainable institutional investors
for many years. However, there are unresolved
questions about their methodologies, transpa-
rency and potential conflicts of interest. The
European Commission has started tackling these

issues by regulating ESG rating providers.

Revision of the SFDR

The EU’s Sustainable Finance Disclosure Re-
gulation (SFDR), which has been in force since
2021, applies to financial market participants
and financial advisors and imposes compa-
ny- and product-based disclosure obligations.
A key element are indicators that show com-
panies’ principal adverse impacts (PAIs) on
sustainability factors. Various problems have
emerged in applying the PAIs and in conjunc-
tion with other disclosure requirements. The
European Commission has conducted various
consultations in which it solicited opinions
and suggestions from users. The forthcoming
revision of the SFDR will simplify reporting
requirements and the sale of sustainability
products, both of which are closely linked to
increasing the availability of capital for the
economy’s transformation.

16

[8] See the recommendations and working papers on the EU taxonomy, on the SFDR consultation, on rules relating to ESG rating agencies and

on the ESG scale: https://sustainable-finance-beirat.de/en/publications/



Potential solutions

The working group has identified a range of po-

tential solutions to help tackle these challenges.

EU-Taxonomie

The SFB recommends adding further eco-
nomic activities to the EU taxonomy and
making reporting obligations less burden-
some for companies. One option is to facili-
tate access for “enabling activities”. Substantial
positive contributions that companies make to
social sustainability should also be taken into
account. At the same time, the EU taxonomy’s
aim of identifying sustainable activities should
be maintained. The European Commission has
already implemented some of these recommen-
dations by issuing FAQs and criteria for the four
additional environmental objectives as well as
a clarification of “enabling activities”. However,
no progress has been made with the definition
of social sustainability.

Regarding the way in which the GAR is
calculated, the SFB recommends including
only issuers for which verified EU taxono-
my figures are available. This would give
a realistic picture of the share of sustaina-
ble investments of banks. In addition, the fo-
cus should shift to the ratio of investments in
sectors that are included in the EU taxonomy
(e.g. because they contribute significantly to
greenhouse gas emissions) to investments in
activities from these sectors that are already
sustainable because they fulfil the taxonomy’s
strict criteria. If the share of taxonomy-
aligned investments were calculated in this
way, it would offer significantly more clarity
than the current GAR regarding a portfolio’s
sustainability.

Regulation of ESG rating agencies

The EU’s regulatory framework for ESG rating
agencies contains many of the elements propo-
sed by the SFB. The SFB further recommends
that, in addition to rating agencies, ESG
data providers should also be subject to re-
gulation, minimum quality standards should
be set and potential conflicts of interest should

be ruled out.

Revision of the SFDR

The SFB responded to the consultations of the
European Securities and Markets Authority
(ESMA) regarding PAIs and of the European
Commission regarding the SFDR revision. In
both cases, the SFB recommended that the rules
be simplified and made more specific. In addi-
tion, the SFB developed a proposal for an ESG
scale with which financial products can be
categorised into various sustainability levels.
This proposal was picked up in the European
Commission’s consultation on the SFDR revision
and discussed in the recent papers of the Euro-
pean Supervisory Authorities (ESAs).

Moreover, the SFB recommended that the crite-
rion for the currently obligatory PAIs 10 and 11
should focus on the UN Guiding Principles on
Business and Human Rights in order to achieve
coherence with European due diligence legisla-
tion, the CSRD and the EU taxonomy. The SFB is
also in favour of mandatory reporting for all
financial products - regardless of whether they
take sustainability into account — for a limited
number of relevant core indicators.

With its work on the SFDR revision, the SFB
wants to work towards a more straightforward
process for ascertaining and taking into account
sustainability preferences in the investment de-

cisions of retail customers.

Regulatory framework in the area of sustainable finance
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Recommendations

Based on these potential solutions, the SFB has

issued the following recommendations:

EU taxonomy

The EU taxonomy should be simplified
and expanded to include further economic
activities.

The Green Asset Ratio should be redefi-
ned.

Investments in social activities should
also be embedded in a European frame-
work (either within the EU taxonomy or
elsewhere).

Regulation of ESG rating agencies®

Alongside ESG rating agencies, ESG data
providers should also be covered by the
existing rules.

Legally binding minimum standards for
ESG rating methodologies should be in-
troduced.

To enhance the credibility of ESG rating
agencies, regulatory provisions on how
to deal with conflicts of interest should

be introduced.

Revision of the SFDR

ESG product categories should be intro-
duced for funds. In addition, an ESG scale
for all financial products should be es-
tablished in order to contextualise these
products for retail customers.

Coherence should be achieved between
the SFDR and other European sustainable
finance rules.

In order to give retail customers easier
access to sustainable products, it should be
easier to take sustainability preferences
into account.

A clear set of consistent sustainability
indicators should be implemented for all
financial products — whether or not they

are sustainable.

[9] These recommendations informed the German government’s position during the EU consultation process.

[10] Global Reporting Initiative, International Financial Reporting Standards, International Sustainability Standards Board,

Greenhouse Gas Protocol and Task Force on Climate-related Financial Disclosures



lity accounting -

speaking a common language

Sustainab

Challenges and context

Given the impacts that companies have on so-
ciety and the environment (external effects),
the rising levels of dependence on natural, so-
cial, human and financial capital and the sig-
nificantly increased importance of intangible
assets, we need to expand our understanding
of value creation. Currently, our economy is
geared towards business owners and investors.
We need to open it to other groups.

The financial report or financial statement in
its current form has evolved over more than
100 years and quantifies a company’s financial
performance. However, the world has changed,
and financial statements now offer only limited
information about a company’s performance as
well as its risks and opportunities. Investors
and other stakeholders, both internal and ex-
ternal, need more information in order to gain
a comprehensive view of a company, make
well-founded decisions and enable sustainable
value creation.

Sustainability information needs to be
integrated more effectively into the deci-
sion-making processes of companies and
their stakeholders, and it needs to become
easier for data providers to use. There is
currently a lively debate about how sustaina-
ble value creation can be measured in a way
that is as holistic and relevant to decision-ma-
king as possible. Solutions are already being
developed. These include regulatory revisions
in the area of sustainability reporting, inclu-
ding the GRI, the IFRS, the ISSB, frameworks
such as the GHG Protocol and the TCFED,*° but
also newer methodological approaches such as
sustainability accounting.

Potential solutions

Sustainability accounting has the aim of mea-
suring companies’ sustainability performance
in a way that is as holistic as possible. This in-
cludes a company’s positive and negative ex-
ternalities on society and nature, but also the
ways in which society and nature affect the
company’s value and resilience. Translating
non-financial aspects into their financial con-
sequences makes sustainability information
more tangible, meaningful and compatible with
classic accounting and corporate governance
factors that are linked to social policy objecti-
ves and transition plans. The implementation
of sustainability accounting can also bring to-
gether existing disclosure requirements from
different sustainable finance provisions in one
place. This can reduce the regulatory burden on
users. Dovetailed financial and sustainabili-
ty reporting allows sustainability aspects to
be taken into account in strategic decisions
in the same way as financial aspects already
are. A broader and more inclusive understanding
of accounting can thus become a catalyst for qua-
litative growth and sustainable value creation.

Sustainability accounting cannot replace the
collection of physical data (e.g. COze) with its
associated challenges, strategic measures (e.g.
net-zero), “red lines” (e.g. human rights) and
political aspects. Also, the value added of sus-
tainability accounting and the limits to what
it can achieve vary significantly depending on
the application and user group. However, based
on external accounting, certain sustainability
aspects can be presented in a tangible and com-
parable way and in monetary terms, analogous

to (consolidated) financial statements.

Regulatory framework in the area of sustainable finance
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As for monetisation, the advantages and disad-
vantages have to be weighed up carefully before
any definitive conclusions can be drawn about
the transformational benefits.

One argument in favour of monetisation is
that it translates sustainability aspects into
financial impacts and thus into the language
of the economy. In this way, it facilitates
discussions on the subject. Ascribing a mone-
tary value also allows the context to be taken
into account, e.g. the cost of water pollution
in arid regions vs. non-arid regions. By tran-
sitioning towards a common unit or common
metrics, the various different aspects of sus-
tainability can be compared and reassessed.
However, it is important to ensure that mone-
tisation does not cause physical metrics that
cannot (yet) be monetised to become less re-
levant in decision-making processes. Similar-
ly, the aggregation of individual aspects must
not result in them being weighed up against
each other. For example, a company or insti-
tution should not be able to buy its way out
of climate emissions by paying its employees
living wages. Finally, ethical reservations
and contexts that are largely non-negotiable
should also be taken into account, such as the
loss of entire species.

There are already some initial innovative ap-
proaches showing ways in which sustainability
accounting can add value in decision-making
and reporting. However, there is no broad con-
sensus on which method should be used in
which cases, or what value should be applied
to monetisation. Before a definitive recommen-
dation can be made, these questions must be
discussed in detail with the involvement of as

many stakeholders as possible.

Recommendations

This subject was addressed in the coalition
agreement for the 20th legislative term: “We
want to integrate ecological and, where
appropriate, social values into existing ac-
counting standards in dialogue with the
business community, starting with green-
house gas emissions.” In this way, the govern-
ment initiated a debate on whether and how
sustainability information should be integrated
in existing (financial) accounting, including
financial statements, and what (legal) conse-
quences this could entail.

On the basis of external accounting, sustaina-
bility can be presented in a tangible and com-
parable way and in monetary terms, analogous
to a company’s (consolidated) financial state-
ment. The basic assumptions are that sustai-
nability performance would be presented in
a way similar to a company’s classic financial
statement or integrated in the financial state-
ment, that double materiality would be taken
into account, and that compatibility with socio-
political objectives would be ensured (e.g. SDG,
Paris Agreement).

The SFB therefore recommends that the Ger-

man government:

» Continue to engage with the subject of
sustainability accounting intensively at
the national and international level on the
basis of existing reporting

e Look into the possibility of including
monetised sustainability indicators in
companies’ reporting and assess the trans-
formative impact on the basis of initial

practical experience
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Challenges and context

Our economic and financial system depends on
biodiversity and an intact natural environment.
At the same time, every single economic and
financial transaction affects the environment,
either directly or indirectly. The objective of
the Kunming-Montreal Global Biodiversity Fra-
mework (GBF) is to halt and reverse the loss of
biodiversity, nature and ecosystem services by
2030 or 2050. This creates an overarching fra-
mework for eco-friendly economic activities,
financial flows and investment flows. However,
these factors are often even more difficult to
quantify than climate issues. Carbon equiva-
lents can be assessed in the same way across
the world, but land use, water consumption
and the emission of pollutants are context-de-
pendent and not usually mutually comparable.
There is an urgent need for action across the
economic, financial and political spheres
in order to counteract the rapid loss of bio-
diversity and the restriction of ecosystem
services. However, many decision-makers have
not yet grasped the urgency or complexity of
the problem.

By financing economic activities, the finan-
cial sector is a major contributor to biodi-
versity loss, but it can also play a key role
in maintaining biodiversity. To be able to
channel the real economy towards a more eco-
friendly path, financial institutions need to im-
prove their understanding of the interactions

between business and nature. To do this, they

need data from and about companies and their
supply chains. The availability of sufficient
valid and comparable data is an even greater
challenge in this area than it is in the area of
climate. Key stakeholders need to work toge-
ther to develop and support potential solutions
for the protection of biodiversity and ecosystem
services. Through their supply chains, real-eco-
nomy companies are in direct contact with na-
ture. Financial institutions finance these com-
panies, data ecosystems provide the necessary
data, and the regulatory framework creates sui-

table conditions.

Potential solutions

The role of real-economy companies

For companies, dependencies on ecosystem
services create material financial risks, especi-
ally if the entire value chain is taken into ac-
count. There are already various laws, voluntary
frameworks and other tools that offer guidance
for companies seeking to make their business
practices more eco-friendly.**%13 Sector-spe-
cific analyses are also important for risk assess-
ment, since certain industries are highly depen-
dent on intact ecosystems (e. g. agriculture, fo-
restry and fishing), while others have especially
strong negative impacts on nature (e.g. energy
production, chemicals, constructions and mi-
ning). Many companies have already started
analysing their relationship with biodiversity,
but they face challenges such as a lack of exper-

tise, insufficient data and inadequate resources.

Regulatory framework in the area of sustainable finance

[11] NRL (Nature Restoration Law), CSRD (Corporate Sustainability Reporting Directive) / ESRS (European Sustainability Reporting Standards), EU taxonomy
[12] Sector guidance issued by Business for Nature
[13] TNFD (Taskforce on Nature-related Financial Disclosures) and SBTN (Science Based Targets Network)
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The role of the financial market

The loss of biodiversity also poses risks for fi-
nancial market participants, who in turn bear
some responsibility for negative impacts on
biodiversity. They play a key role in financing
companies and their business models and thus
in reducing and avoiding negative consequen-
ces. With the help of suitable financial ins-
truments, however, ecosystems can also
be restored. Here too, the starting point of
biodiversity approaches is to collect and ana-
lyse data, which currently still involves certain
challenges. For financial market participants
to be able to act appropriately, they need to
build the necessary expertise, for example by
taking part in international initiatives such
as the Taskforce on Nature-related Financial
Disclosures (TNFD) and the Science Based
Targets Network (SBTN).

The importance of data, metrics and
analysis tools

Financial institutions and companies need
comprehensive data and information on mutual
effects and dependencies in relation to biodi-
versity. Numerous disclosure standards, aggre-
gated metrics and analysis tools have emerged
in recent years.'* 1516 These tools already pro-
vide important information for market parti-
cipants and civil society. However, they need
to become better aligned with each other and
more consistent in order to produce measurable
success when it comes to protecting biodiversi-

ty and ecosystem services.

The role of regulation

Regulation can support economic stakeholders
in their efforts to protect and restore biodiver-
sity and ecosystem services with the help of
various measures. One possibility would be a
stronger integration of biodiversity in the
(international) financial markets by taking
positive contributions to the transformation
into account in regulation and by ensuring re-
gulatory consistency. Improving data availa-
bility by promoting public-access data would
directly support market participants. Other
suitable framework conditions could be created
by further enhancing market instruments and
measures, such as certificates trading (e. g. eco-

points and habitat value points).

[14] European tools such as ESRS E4 and international tools such as GRI 101 and the TNFD
[15] For example MSA (Mean Species Abundance) or PDF (Potential Disappeared Fraction of Species)
[16] For example ENCORE, Forest IQ, WWF Water & Biodiversity Risk Filter, IBAT and the Natural Capital Protocol



Recommendations

To enable the use of private capital for nature

restoration, conditions need to be improved in

various ways.

The SFB therefore recommends:

The German government and other mar-
ket regulators should increase their com-
mitment to the standardisation of biodi-
versity data (ideally in the form of a global
minimum standard) and the integration of
biodiversity in risk assessments.
Real-economy companies should capture
and quantify risks and opportunities in a
more systematic way, make greater use of
biodiversity initiatives featuring climate
action measures, and integrate biodiversity
into their business strategies.

At the same time, financial institutions
should tie biodiversity risks more closely
into their risk management structures and
formulate strategies to reduce and avoid
negative impacts on biodiversity. During
engagement activities and loan conver-
sations, greater efforts could be made to
directly address the subject of biodiversity
with companies seeking financing, invest-
ments or insurance services.
Simultaneously, the data ecosystem
should be developed further. The subject of
biodiversity should be captured in a more
holistic and granular way (including more
precise local data). The building of exper-
tise should be supported in order to enable
stakeholders to translate biodiversity risks
into financial risks.
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[17] https://www.kfw.de/PDF/Download-Center/Konzernthemen/Research/PDF-Dokumente-Fokus-Volkswirtschaft/Fokus-englische-Dateien/Fokus-2021-EN/Focus-No.-350-Octo-

inancing

Europe aims to become carbon neutral
by 2050, which would make it the first
continent to achieve net-zero. The Kre-
ditanstalt fiir Wiederaufbau (KfW) esti-
mates that approximately €5 trillion will
need to be invested for Germany to reach
net-zero by the middle of the century.?”

Most of this will have to be private
capital or be provided by companies.
The public sector must lead by exam-
ple with its investments and create
incentives for private investment.

ber-2021-climate-neutrality.pdf
[18] https://www.kfw.de/PDF/Download-Center/Konzernthemen/Research/PDF-Dokumente-KfW-Mittelstandsatlas/Mittelstandsatlas-2024/KfW-Mittelstandsatlas-2024.pdf
(available only in German)
[19] https://www.kfw.de/PDF/Download-Center/Konzernthemen/Research/PDF-Dokumente-KfW-Klimabarometer/KfW-Climate-Barometer-2023.pdf

[20] https://www.bdew.de/presse/presseinformationen/fortschrittsmonitor-von-bdew-und-ey-investitionsvolumen-noch-deutlich-zu-niedrig-um-energiewende-ziele-zu-errei-

chen/ (available only in German)
[21] https://sustainable-finance-beirat.de/wp-content/uploads/2023/12/PR_SFB_Transformationfinancing Startups_20231201.pdf

This gives rise to two central questions: How
can we mobilise private capital to finance
decarbonisation? What incentives do we need
to put in place for which stakeholders?
Currently, about one in four companies are in-
vesting in climate action and environmental
measures. Companies fund most of these in-
vestments (more than 50%) using their own
capital. Approximately 13% come from bank
loans, 12 % from mezzanine capital or private
equity and approximately 20% from govern-
ment funding (development loans and grants).
To safeguard companies’ contribution to rea-
ching net-zero targets, we need to ensure the
ample availability of own capital, signifi-
cantly expand all financing options, and
provide efficient support for the economic
transformation, including suitable incentives
and a focus on effectiveness. KfW also points
to a gap in the supply of mezzanine capi-
tal and equity. There are further investment
needs for the transition to a circular economy,
the conservation of biodiversity and the imple-
mentation of social objectives that have largely
remained unheeded up to now. These increase
the need for investment.

This section identifies various approaches and
challenges facing different types of entities
(SMEs, energy-intensive companies, local aut-
horities and infrastructure investments as well
as start-ups). In addition, it presents two specific
financing vehicles that use tax-based approa-
ches to mobilise capital belonging to citizens
and higher-net-worth individuals in order to

finance the transformation of the economy.
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the transformation

Challenges and context

The transformation towards a sustainable eco-
nomy requires substantial investments and
technological innovations in all industries and
in businesses of different sizes. Small and me-
dium-sized German businesses will play a
key role in reaching the sustainable develop-
ment goals. However, they face high investment
needs and challenging sustainability reporting
requirements. In 2022, SMEs accounted for only
15 % of total investments in climate action (€36
billion of €240 billion).*® According to Kfw,
SMEs would have to quadruple their annual in-
vestments to €120 billion in order to meet cli-
mate targets.®

For energy-intensive industrial companies,
the focus is on decarbonising production proces-
ses. They need a renewal of their capital stock,
but are usually unable to take on the necessary
investment risks alone. In addition, the shift to
carbon-optimised plants requires early decom-
missioning of profitable production sites, while
the switch to sustainable energy sources involves

higher costs.?°

In the area of infrastructure, maintenance and
climate-friendly expansion are at the top of the
agenda. Here too, annual investments totalling
approximately €120 billion are needed for re-
generative energy production, the expansion of
electricity grids, the hydrogen economy, heating
and transport.

Climate-tech start-ups face particular challen-
ges due to the necessary investments in plants,
the capital intensity of projects in this area,
and the long development times until business
models are scalable. There is a financing gap of
at least €1.8 billion per year.?! Start-ups and
private financial stakeholders (venture capital,

infrastructure investments and credit instituti-

ons) have proposed potential solutions.

inancing
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Potential solutions

Funding programmes at the federal and
Land level

It is recommended that standardised and uni-
form sustainability criteria be established as
minimum standards for loans and funding. This
will make calls for tenders more transparent
and less complex for companies.

To increase the leverage and reach of the limi-
ted amount of government funding and thus
enhance its mobilisation effect, it is recom-
mended that, instead of the grants that are
currently provided, reduced-interest or repay-
ment-subsidised loans be granted or — upwards
of specific volumes - equity be provided (with
repayments and interest). It would also make
sense to grant repayment subsidies once cer-
tain funding prerequisites (e. g. climate targets)
have been met. The SFB explicitly recommends
that the effectiveness of public funds deployed
be measured in relation to sustainable develop-
ment goals. In addition, duplicate structures
in funding programmes should be avoided and
non-sustainable funding criteria eliminated. It
is recommended that an independent research
institute be commissioned for this purpose.

A simplified proof-of-use procedure for SMEs
must be put in place in order to further cut
red tape. In this context, a manageable, nati-
on-wide set of sustainability requirements
would be helpful. These should be documented
digitally rather than in paper form. In the ca-
se of energy-intensive industry, the storage
of greenhouse gases should (alongside carbon
reduction) be the focus of financing in order to
reach climate targets. In this context, potential
depreciation instruments should be considered.
When it comes to financing infrastructure mea-

sures, it is crucial to include the local authority

[22] Links to the publications can be found on p. 45.

level in addition to cutting red tape. Local
authorities run municipal utilities and need to
support the latter in making the substantial
investments needed for the energy transition.
This will require guarantees, liability waivers
and a stronger equity base in order to continue
to enable loan financing. In addition, a trans-
formation fund can help to generate incentives
for private investors (see “National transforma-
tion fund”, p. 28).

Co-financing programmes for venture capital
funds are one way of supporting start-ups that
have the capabilities to develop the necessary
technological innovations. Risk assumptions
could be an option, especially in the case of
start-ups that are pursuing larger, capital-in-
tensive projects based on new technologies.
We need financing models featuring equity and
debt components that do not correspond to the
usual market conditions for any of the stake-
holders. For this reason, guarantees are parti-
cularly important in this area — issued by both
strong industrial companies and public banks.
The European Investment Bank (EIB) has alrea-

dy provided guarantees for very large projects.

The SFB’s detailed recommendations for each

individual area are set out in the following

publications:22

» Transformation financing in the SME sector

e Transformation financing for industrial
companies

e Expansion of sustainable infrastructure in
Germany

e Climate tech start-ups as a key to transfor-
mation financing



Recommendations

The main focus should be on a clear align-
ment of financing and funding activities
towards sustainability in Germany and Eu-
rope. This will require measures ranging
from uniform sustainability standards for
granting loans and funding to a reworking
of funding instruments and objectives.

All funding programmes at the federal
and Land level should be reviewed in-
dependently in order to achieve transpa-
rency regarding the diversity and volume
of subsidies, their effect on sustainable
development goals and potential overlap or
synergies. On this basis, a group of experts
from the Federation and the Lander should
make proposals for achieving greater sus-
tainability in funding.

All promotional banks in Germany should
develop a uniform impact assessment sys-
tem under KfW’s leadership. To deploy the
limited budget resources more efficiently
and effectively as a lever for the mobilisation
of private capital, it is also important to
make greater use of revolving instruments,
reduced-interest and/or repayment-subsi-
dised loans, public loans, loans with pro-
rata indemnity or public risk coverage/
guarantees as well as equity instruments

such as pari passu investments.

To develop new, forward-looking tech-
nologies, there is an increasing need to
use public-private fund structures with
equity and debt components for targeted
investments in promising, capital-intensive
climate technologies. We need suitable
growth financing options for the scale-up
of start-ups in capital-intensive sectors to
get them through the “first-of-a-kind phase”
(first large-scale industrial plants).

A strong equity base needs to be created
in order to enable the necessary enormous
investments in (energy) infrastructure.
Municipal utilities, most of which are run
by local authorities, need equity in order
to make the necessary investments or bor-
row from banks. As well as guarantees to
enable loan capital and subordinated debt,
equity can be strengthened - e.g. via tem-
porary reductions of profit distributions
to shareholders. In addition, local autho-
rities should, for a limited period of time,
be permitted to take out earmarked loans
for investments that yield medium-term
returns and for the purpose of strengthe-
ning the equity of municipal enterprises.
This should be accompanied by an energy
transition fund that uses government in-
centives to raise private capital. Public pri-
vate partnerships (PPPs) and cooperative
partnership models can also support the

bundling of resources.

inancing

Transformation f

27



Challenges and context

Potential solutions
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their products more towards institutional inves-
tors in terms of the investment volumes and mi-
nimum subscription amounts, especially in the
case of infrastructure projects.

Against this background, the SFB investigated
what investment opportunities would have to
look like in order to mobilise private capital for
the transformation more effectively while also
meeting the needs of private investors (straight-
forwardness, transparency, low risk, competitive

returns).

should include green bonds for the financing of
long-term corporate investments in sustainabi-
lity, but also shares in particularly sustainable

companies.

National transformation fund

The SFB suggests a new national transforma-
tion fund for higher-net-worth private inves-
tors. It should be modelled after open-ended
real-estate or infrastructure funds. The alloca-
ted financial resources should contribute pri-
marily to financing sustainable infrastructure,
such as pipeline networks, charging stations or
storage systems. It should also be possible to fi-
nance sustainable start-ups. For investments of
up to €100,000, the earnings should be exempt

from capital income tax.

[23] https://www.bundesbank.de/en/press/press-releases/acquisition-of-financial-assets-and-external-financing-in-germany-in-the-fourth-quarter-of-2023-930018

[24] https://www.kfw.de/PDF/Download-Center/Konzernthemen/Research/PDF-Dokumente-Fokus-Volkswirtschaft/Fokus-englische-Dateien/Fokus-2021-EN/Focus-No.-350-October-
(o'o] 2021-climate-neutrality.pdf
(o] [25] https://www.kfw.de/stories/kfw/bilder/wirtschaft/innovation/interview-lindner-wintels/kfw_stories_magazin_april2023.pdf (available only in German)



Regulatory framework

Government regulation will play a key role in
implementing both projects. A government
framework merely defines the required level
of sustainability. In this context, EU legisla-
tion should act as guidance, especially the EU
Green Bonds Standard and the SFDR. In areas
where there is no regulatory framework, other
recognised market standards can be used. The
government should provide tax incentives in
the form of capital income tax exemptions up
to a certain amount, thus significantly enhan-
cing the attractiveness of the new forms of in-
vestment. The aim of government intervention
would be to establish a green investment option
for private investors on a sustainable and long-
term basis. However, this will only be possible
if the financial products are attractive and easy
to understand. Unless the products gain broad
acceptance, no significant volumes can be ex-
pected. In the long term, the investments
will not require government assistance.
To put the associated tax revenue losses into
perspective, it is worth considering that public
infrastructure investments would have to be fi-
nanced via the capital markets, which would al-
so involve certain costs. Moreover, some of the
sums invested would come from no-interest or
low-interest savings or demand deposits, which
account for approximately 40 % of households’
assets. These already generate low capital in-

come tax revenue.

Financial market
Financial market participants — banks, savings
banks, cooperative banks, insurance companies

and fund management companies — would issue

[26] The two strategy papers can be found here (available only in German):

climate savings plans and the transformation
funds and market them. This would ensure
broad-based competition. Providers of climate
savings plans could decide whether to offer ca-
pital guarantees and/or guaranteed returns. In
the case of the transformation fund, no capital
guarantee or guaranteed returns are envisaged.
The climate savings plan should be promoted
under a joint label. In the long term, it is ex-
pected that the tax incentives can be reduced
and ultimately discontinued once sustainable
finance is taken into account as a matter of

course in all investment decisions.

Investors

Private investors are at the focus of the proposed
measures. Climate savings plans are designed
to encourage all citizens to invest in sustai-
nable finance products. The minimum dura-
tion should be set at ten years, or five years for
people above the age of 60. Early termination
should be possible only under strictly defined
conditions.

For the transformation fund, an initial mini-
mum holding period of 24 months should apply.
To encourage investments in the fund, earnings
should receive favourable tax treatment in the
form of full or partial capital income tax exemp-
tions, e.g. up to €100,000. This would increase
the transformation fund’s attractiveness signi-
ficantly and open up additional potential.

Once ayear, the holders of the financial products
should be informed about the performance of
the climate savings plan and the transformation
financing status. In this context, sustainable
finance literacy measures should be taken into
account.

https://sustainable-finance-beirat.de/wp-content/uploads/2024/07/AG_Kapitalmarkt Klimasparplan_final.pdf and

https://sustainable-finance-beirat.de/wp-content/uploads/2024/07/AG_Kapitalmarkt_Transformationsfonds_final.pdf
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Recommendations

To mobilise private capital for transformation
financing and achieve the net-zero target by
2045, the SFB proposes two specific tax-privi-

leged financial products for the general public.

« Climate savings plans and the German
transformation fund should be provided
by the private sector. The federal govern-
ment should merely define conditions that
must be met in order to receive tax bene-
fits. This is expected to result in competi-
tion for the best products, but also a variety
of products within the defined framework
to meet the different needs of investors.

e Inparticular, the proposed capital income
tax exemption up to a certain investment
amount would increase the attractiveness
of the new climate savings plans, thus crea-
ting significant potential to mobilise priva-
te investments for the transformation.

However, making it easier to invest and attrac-
ting more private investors would not just in-
crease the investment volume. A further aim is
to make sustainable investments a fixed part
of investment portfolios. This would promote
the transformation in all three areas — the
financial markets, the real economy and the

political sphere.

[27] https://www.cdp.net/en/guidance/guidance-for-companies/climate-transition-plans
[28] https://transitiontaskforce.net/wp-content/uploads/2022/11/TPT-Disclosure-Framework.pdf
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Standardised transition plans and their

potential for a credible transformatio

Challenges and context

Climate transition plans are an important
instrument to show investors, suppliers,
customers and other key stakeholders that
a company is committed to the transition
towards a 1.5°C pathway and that its busi-
ness model will remain relevant (and pro-
fitable) in a carbon-neutral economy.?”
A transition plan is an integral part of a
company’s overall strategy. It sets out the
specific considerations and measures that
the company is pursuing in order to con-
tribute to and prepare for a quick global
transition to a low-greenhouse-gas economy,

for example.?8

Transition plans are crucial for companies on
the path towards greenhouse gas neutrality.
They play a central role in identifying and ma-
naging risk. They act not only as guidelines for
the transition towards climate neutrality, but
also as a basis for investment decisions on the
financial markets. Transition plans can help to
direct capital flows towards sustainable pro-
jects in a targeted way. They also offer added
value for different stakeholders, including the
real economy, civil society, research, superviso-
ry institutions and policy-makers.

Not least, transition plans are a response to the
increasing number of regulatory requirements
and international standards under which com-
panies must present their decarbonisation stra-
tegies in a way that is transparent, convincing
and understandable.

As part of these requirements, companies also
need to analyse risks comprehensively and re-
cognise dependencies on political frameworks
and infrastructures. To ensure their long-term
competitiveness, companies must ensure that
their transition plans are understandable and
transparent both internally and externally.

For financial market participants in particu-
lar, transition plans offer clear advantages,
allowing them to analyse the progress of their
investments towards lower greenhouse gas
emission and measure companies’ advances
in achieving climate targets. This supports the
allocation of capital to less greenhouse-gas-in-
tensive companies or to companies with low
transition risks. In addition, they enable a bet-
ter assessment of the credibility and quality
of the transition strategies of companies with
comparable transition plans. This makes them
a valuable instrument for investment analysis

and risk assessment.

Potential solutions

To provide optimal benefits, transition plans
should follow certain principles. These should
be defined in a way that is consistent with cur-
rent EU disclosure requirements and provide
clear added value for investors and companies.
They should contain concrete measures and
be internationally compatible. A harmonised
approach at the European level, in combina-
tion with international compatibility, is key in
order to facilitate the practical application of
existing frameworks. The various existing fra-
meworks and standards need to be standardised

even further to ensure that transition plans are
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coherent and comparable. They should also be
flexible enough to take account of the specific
needs and challenges of different industries.
That is the only way for them to facilitate an ef-
fective dialogue between the real economy and
the financial markets about the risks and op-
portunities of the transition. Research-based,
generally accepted scenarios such as that issu-
ed by the Network for Greening the Financial
System (NGFS) play a key role in this context.
Finally, transition plans should be designed to
be machine-readable and procedurally efficient
in order to meet the requirements of different
stakeholders while at the same time minimising
administrative burdens.

This often still causes uncertainties for small
and medium-sized companies in particular —
for which a smooth transition is just as import-
ant as it is for large companies. Clear guidelines
and specific support measures are needed to

mitigate these uncertainties.

Recommendations

To ensure a successful transition of the real
economy, transition plans need to be viewed
not only as a regulatory requirement, but as
a strategic instrument that actively supports
companies in their transition. Transition plans
should be established as an integral part of
corporate and financial market governan-
ce. They need to contain clear, science-based
decarbonisation targets as well as transparent,
standardised measures. As well as outlining the

company’s long-term strategy for achieving

climate neutrality, the plans must also serve as
a basis for assessing investment and funding
decisions. Incorporating transition plans in su-
pervisory and regulatory mechanisms can also
help to ensure that companies and financial in-
stitutions are well-prepared for the challenges
of the climate transformation and can manage

risks more effectively.

The SFB recommends the following aspects for

further regulating transition plans:

+ Standardised targets: Transition plans
should contain clearly defined, standard-
ised decarbonisation targets that are trans-
parent for companies and investors.

e EU harmonisation: Transition plans must
be consistent with current EU disclosure
requirements, contain concrete measures
and be internationally compatible. It is im-
portant to ensure a harmonised approach
at the EU level in combination with inter-
national compatibility.

« Standardisation of frameworks: The va-
rious existing frameworks and standards
need to be further standardised in order
to ensure coherence and comparability of
transition plans.

» Aggregation and risk analysis: Transi-
tion plans should be standardised in order
to enable a consistent analysis of the tran-
sition paths of individual sectors and of
the economy as a whole. This is crucial for
identifying risks and evaluating consistency

with climate targets.
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Assessment basis for funding: Transition
plans should be used as a basis for the
design and assessment of funding pro-
grammes in order to ensure coherence with
decarbonisation steps.

Integration in supervision: Transition

Transformafion

plans should be integrated in micro- and
macroprudential supervision so that chal-
lenges in the area of financial market re-
gulation can be addressed, especially when
it comes to climate-related financial risks.
In this context, it is essential to maintain a
clear focus on proportionality in connec-

tion with relevant risks.
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Germany is one of the world’s biggest econo-
mies, and thanks to its many internationally
active companies it is also highly globally
interconnected. This opens up opportunities
but also comes with responsibilities. Germa-
ny is also a role model when it comes to the
energy transition, technological solutions
and the welfare state.

In a globally interconnected economy, internatio-
nal cooperation is as important for the successful
implementation of sustainable projects and finan-
cing as steering a course at national level. Sustai-
nability does not stop at national borders; it
requires joint, coordinated efforts across countries
and continents. This is particularly the case in the
area of sustainable finance, with its focus on fi-
nancing and supporting environmental and social
transformation. It is vital that countries pool their
efforts to effectively tackle global challenges such
as climate change.

We need to address the following key question: How
can we work together with our European and
international partners to develop good frame-
work conditions that will enable us to sustaina-
bly finance the transformation? At the national
level, taking transformation and innovation into ac-
count in public investment plays an important role
alongside sustainable finance rules and transfor-
mation financing, which are discussed above. When
making investments, the Federation and Lidnder
need to take into account risks and opportunities in

the same way that private-sector actors do in their



financing decisions. The state leads by exam-
ple in this respect and actively implements its
transformation goals in its investments, for
example by means of stakeholder engagement.
Furthermore, cooperation at the European level
— as seen in the cooperation between Germany
and France - plays a key role in developing a co-
herent and effective regulatory framework. As
two of the most influential EU member states,
Germany and France play a crucial role in crea-
ting a uniform and stable level playing field that
not only fosters competitiveness on the Euro-
pean market but also sets international stan-
dards. The initiatives described below illustra-
te the importance of close cooperation at the
European level to drive forward sustainability
goals. It is also clear that ensuring sustaina-
ble financial flows to the global south is a
task that needs to be tackled international-
ly. In this respect, the international communi-
ty faces the challenge of closing the financing
gap to achieve global climate targets. This in-
volves not only mobilising private and public
funds but also supporting developing countries
in creating the necessary conditions to enable
sustainable investments.

This international perspective and fostering
cooperation are crucial in order to accelerate
the transformation towards a more sustainable
global economy. Only by working together and
sharing knowledge and resources can we meet
global challenges and ensure a sustainable

future for all.

tment
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Sustainability in publ

Challenges and context

Complex challenges call for role models with inno-
vative ideas and actions. In this respect, the public
sector and its investments send a very important si-
gnal by efficiently supporting the socio-ecological
transformation of economic value creation. Future-
oriented federal investments are important incen-
tives to promote private capital flows in Germany,
as a centre of business and industry, and to make
the country fit for the future.

Combining public and private investments in a
strategic and forward-looking manner, with an
appropriate distribution of opportunities and risks,
is essential to ensure the transformative impact of
the deployed funds. The SFB’s 31 recommendations
in the 19th legislative term placed great emphasis
on including the transparency and traceability of
sustainability goals in the principles underlying
public-sector investments.?® The previous federal
government’s German Sustainable Finance Stra-
tegy, which draws on the SFB’s recommendations,
recognises that sustainability opportunities and
risks must be taken into account in public-sector
investments.*°

With the proposal for a “generational capital fund”
to expand the funding base for the statutory pensi-
on insurance system, implementing the Sustainable
Finance Strategy will involve (a) incorporating sus-
tainability criteria in the investment strategy in the
form of appropriately formulated investment prin-
ciples and (b) reporting regularly on these criteria.
With the recommendations presented in this report,
the SFB wants to help the Federation align its ac-
tions (partly in cooperation with the Ldnder) with
the Paris Agreement climate targets, Germany’s
Climate Action Act (Klimaschutzgesetz), the UN’s
Sustainable Development Goals and the scientific

concept of planetary boundaries.

[29] https://sustainable-finance-beirat.de/wp-content/uploads/2021/03/210319_SustainableFinanceCommiteeRecommendations.pdf

[30] Measure 19: “The German government will take sustainability risks and opportunities into account in connection with its investments in the same way as institutional investors”;

“German government reporting on federal investments will also be improved in terms of its coverage of sustainability aspects.”

National and international engagement
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Potential solutions

At the federal level, the following reserves and

special funds are important:3*

e The federation’s civil servant pension fund
(Versorgungsfonds) and civil servant pen-
sion reserve fund (Versorgungsriicklage)

e Pension fund of the Federal Employment
Agency (Versorgungsfonds der Bundesagen-
tur fiir Arbeit)

» Long-term care reserve fund (Pflegevorsor-

gefonds)

Furthermore, significant long-term investments
are managed by legally independent foundations
and institutions, for example the Nuclear Waste
Management Fund (Fonds zur Finanzierung der
kerntechnischen Entsorgung, KENFO) and the
occupational pension fund for the public sector

(Versorgungsanstalt Bund und Lcinder, VBL).

Recommendations

In relation to the sustainable investment of pu-
blic funds, in particular, the SFB sees room for

improvement. This can be achieved by means of'

A more formal basis for taking account
of sustainability aspects in investment
decisions

» Defining general sustainable investment
principles

* More dialogue regarding the sustaina-
bility preferences of future pensioners

« Direct and indirect engagement>2

« Taking more opportunities to exclude or
underweight companies that are known

to be not sustainable

Making sustainability an additional
investment principle

“Sustainability” should be added as a fourth
principle in relevant legislation alongside the
three investment principles of “security”, “li-
quidity” and “yield”. In particular, adding it to
section 80 (1) sentence 2 of Book IV of the So-
cial Code (Sozialgesetzbuch) would have a mul-
tiplier effect in the area of public insurance and
beyond. At the same time, using the word “sus-
tainability” in a general sense — similar to the
general terms “security”, “liquidity” and “yield”
— allows it to be more precisely defined in spe-
cific investment guidelines and to be applied
appropriately when conflicts between these
four objectives arise. By legally expanding the
investment principles with a fourth principle,
it would no longer be just the public sector that
has to take account of sustainability as part of
its fiduciary obligations. Other asset trustees,
including private ones, would gain legal cer-
tainty if taking account of sustainability goals
in their investment activities were compatible

with their fiduciary responsibilities.

Portfolio allocation —

exclusions and weighting

We recommend exclusions on the basis of the
UN Guiding Principles on Business and Human
Rights in combination with other exclusions,
especially relating to fossil fuels. In addition,
the same exclusions should be recommen-
ded for all public-sector investments so
that they can be communicated in a uniform
manner. Since these principles still need to be
translated into actual exclusions of companies,
we suggest creating a blacklist of companies
whose exclusion from all public-sector invest-
ments is obligatory or recommended as a mini-

mum requirement.

[31] The term “special funds” is not used here to refer to funds from the federal budget earmarked for a specific purpose.

[32] Engagement” refers to an active dialogue between shareholders and the company management. In the area of sustainable

finance, in particular, engagement is aimed at steering the portfolio company towards responsible management of the

investment portfolio and achieving concrete ESG improvements.



With regard to over- or underweighting specific
companies in a portfolio, our recommendation
is that the public sector underweights those
companies that — even after engagement acti-
vities have been carried out — show no sign of
transforming in line with the requirements for
a socio-ecological economy. The opposite ap-
plies to companies that perform positively with
regard to the transformation. Compliance with
scientific requirements for a 1.5°C pathway
should be taken into account in this respect, for
example in line with the “1.5°C with no or limi-
ted overshoot” scenario of the Intergovernmen-
tal Panel on Climate Change (IPCC).

Engagement

We recommend that the public sector pursue
clear stakeholder engagement activities,
either directly or indirectly via appropriate
mandates for asset managers or intermediaries,
based on clear goals for real-economy com-
panies. The goals to be achieved should inclu-
de climate neutrality on the basis of scientific
findings and set out in transition plans, as well
as the fulfilment of other requirements, such as
compliance with human rights obligations that
the federal government has committed itself to.
In this regard, it would make sense and be desi-
rable if the engagement activities were pursued
across the different investments in an aligned
and coordinated manner. Furthermore, the
framework and objectives of the engagement
should be defined. Portfolio companies that re-
peatedly fail to reach the goals and adjust their
strategies should be divested from in line with
the relevant investment strategy.**

Transparency

We recommend that the public sector’s sustai-
nable investment strategies are communicated
clearly and transparently. In this way, informa-
tion can be shared with other investors, the real
economy and, ultimately, society at large, and
guidance can be provided to the financial sector
and the real economy, in particular. This is the
best way to leverage the expected strong multi-
plier effects. Information regarding specific steps
towards implementation should be communica-
ted on a regular basis and in adequate detail.
Transparent and regular reporting is a key
success factor for credible, transformative and
effective public investment. Against this back-
ground, the SFB recommends that as part of its
transparent and comprehensive reporting, the
public sector regularly publishes the sustaina-
bility goals, investment strategy and current
sustainability profile of its portfolios, for exam-
ple with regard to carbon emissions and com-
patibility with the Paris Agreement.

In addition, the reports submitted by the public
sector’s various legal entities should be collated
in a central location, such as the Federal Minis-
try of Finance. This would provide an overview
of all of the Federation’s investments and pro-
vide a basis for a comprehensive impact assess-
ment. It would also make it possible to trace ad-
justments that have been made to investment
principles and mandate requirements for ma-

nagers, and facilitate consistent reporting.

National and international engagement

[33] A well-known and successful example is the Government Pension Fund of Norway, with its detailed sustainable investment policy, clear engagement goals and

transparent reports on the achievement of these goals.
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the context

Franco-German cooperat

of European sustainable finance

Challenges and context

The regulatory framework for sustainable fi-
nance that is relevant for Germany is for the
most part defined by EU initiatives. EU rules
that are as uniform as possible serve to
provide a precompetitive level playing field
but are often unable to take country-speci-
fic factors sufficiently into account. Due to
their size and their very close bilateral relation-
ship, France and Germany play a decisive role
in the European political process. To enable an
efficient, bundled exchange with as many sta-
keholders in France as possible, the SFB entered
into a cooperation project with the Institut de
la Finance Durable (IFD), part of the financial
market network Paris Europlace, in 2023.3% 35
An important milestone of this cooperation
was a joint position paper on the ongoing revi-
sion of the SFDR which was published in June
2024 and sent to the European Commission.*®
As well as creating impetus for European rules,
an ongoing focus of the cooperation project
is the standardisation of transition plans and
linking these to financial benchmarks and
company valuations.

The Charlemagne working group straddles
the other SFB working groups and plays a cross-
sectional role.?” It follows political and regula-
tory developments on sustainable finance at the
EU level and in the EU’s neighbouring countries
to identify issues that might be relevant for the
SFB’s work and to provide relevant leads.

It engages in intensive discussions with rele-
vant stakeholders in France, sometimes with
the support of the federal ministries and the
German Embassy in Paris. In particular it aims
to help shape common European framework
conditions and initiatives. It incorporates other
relevant SFB working groups into discussions
on specific issues at the European level and
between France and Germany. This prevents
duplication of work and ensures that the SFB’s

position is represented consistently.

A complex multi-stakeholder approach is
achieved within the SFB. The cross-sectional
role of the Charlemagne working group involves
the challenging task of coordinating with the
SFB’s important French partner, the IFD, which
in turn brings together a wide range of stake-
holders. However, the complexity of sustainabi-
lity and sustainable finance makes this form of
collaboration worth the effort to achieve target-
oriented results, to highlight important common

issues and to enable focussed solutions.

Potential solutions

In order to find concrete solutions that can have
an impact in Brussels and beyond, an important
first step in the Franco-German cooperation
project between the SFB and the IFD was to
identify common issues and goals.

The following key areas were identified:

« Coherence of EU sustainable finance rules
e Transition plans and trans-

formation financing
e Impact investing

»  Biodiversity

The publication of a joint statement on coope-
ration with the IFD in October 2023 gave the
cooperation project the necessary visibility.

The revision of the SFDR initiated by the Euro-
pean Commission in the fourth quarter of 2023
provided an opportunity to exchange views
about the Europeanregulation. The SFB and the
IFD initially presented their positions separa-
tely in the consultation stage of the SFDR
revision in December 2023 (see Revision of the
SFDR, p. 16). Both papers made similar points
that were particularly important for German and
French stakeholders. Subsequently, the SFB and
the IFD agreed on a joint position paper to un-
derscore fundamental requirements. This paper
was sent to the Commission and published in

June 2024. The Commission reacted positively
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to the offer to discuss specific points together
in more depth.

Transition plans are an important issue in Ger-
many and France as well as internationally (see
Transition plans, pp. 31-32) and bilateral dis-
cussions on this topic between the SFB and IFD
and the UK’s Transition Plan Taskforce (TPT)
led to the development of a trilateral workshop
format with meetings in Paris in early July 2024
and in Frankfurt in September 2024. The aim
was to find joint solutions to key issues rela-
ting to the development and implementation
of transition plans, to create impetus for new
rules as well as for market players, and to deve-
lop a basis for international standardisation. It
became clear while addressing transition plans
on the French side that transition plans must
be linked to financial benchmarks and compa-
ny valuations (see “Sustainability accounting”,
p. 19). This is why the trilateral workshops also
addressed the use of transition plans in finan-
cial markets.

35] https://institutdelafinancedurable.com/en/
36] https://sustainable-finance-beirat.de/wp-content/uploads/2024/06/SFDR _review_joint_statement IFD_SFB final 20240613.pdf
37] The Charlemagne working group derives its name from the European affairs column in The Economist. Charlemagne, an important

between Germany and France in European integration.

Recommendations
Based on past experience, the SFB recommends:

« Promoting European cooperation: A dia-
logue with other ambitious European count-
ries and financial centres is important for
developing a coherent European framework
for sustainable finance and creating impetus
for market players. Cooperation projects of
this kind also result in valuable feedback
loops and synergies for work at the natio-
nal level. As a starting point, Franco-Ger-
man cooperation in the area of sustainable
finance should be further strengthened and
the group of cooperation partners should be
expanded beyond the main partner IFD. In
addition, expert dialogues and cooperation
projects on specific issues should be esta-
blished with other partners in the European
Union and the whole of Europe to help
shape sustainable finance with a view to
the future. Finally, regular communication
with the UK, as an important international
financial centre in Europe, would be bene-
ficial for global harmonisation.

e Regular communication and joint posi-
tion papers: Regular communication and
joint results increase trust and the effective-
ness of cooperation across national borders.
An ongoing dialogue and developing com-
mon positions with European partners
should therefore be a priority and should be
expanded on. Joint position papers increase
the visibility of the SFB’s positions as well as
its influence on European and international

regulatory and standardisation processes.

34] https://sustainable-finance-beirat.de/wp-content/uploads/2023/10/Pressemitteilung SFB_IFD.pdf (available only in German)

figure in both German and French history, often referred to as the father of post-Roman Europe, symbolises the special relationship

National and international engagement
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International sustainable financial flows

Challenges and context

Countries in the global south (excluding China)
face a financing gap of around $3 trillion
to finance sustainable development goals and
climate targets.®® This financing gap is likely
to grow further: the impact of climate change
is felt most acutely in countries in the global
south. At the same time, loss and damage caused
by climate change as well as the costs of climate
adaptation are constantly increasing. Further-
more, dozens of countries in the global south
are facing debt crises that make investments
in sustainable development and climate action
impossible. Previous attempts to mobilise
private capital to finance the 2030 Agenda had
limited success. Public budgets in advanced
economies are also under pressure. An increase
in public funding for development assistance
and climate financing therefore seems unrea-
listic; rather, further cuts are feared.

Against this background, the SFB is developing
proposals to strengthen approaches to sus-
tainable finance in the global south and to
mobilise funds to finance sustainable develop-
ment. This is important, since conserving our
environment and natural resources can only
succeed globally if the majority of countries
develop their economies sustainably and if
they act within our planetary boundaries. In a
globally interconnected world, the sustainable
development of Germany’s economy is possible
only if our partners in the global south are also
able to invest in sustainable economic and

social development.

[38] https://www.bmz.de/de/agenda-2030/sdg-17 (available only in German)

Potential solutions

Like countries in the global north, countries in
the global south face the challenge of develo-
ping sustainability frameworks in the financial
sector and in the real economy. Through tech-
nical support and capacity building, interna-
tional cooperation can contribute to (further)
developing sustainable finance approaches in
the global south. Developing and strengthening
regulatory frameworks can support market
growth over the long term. These frameworks
should cover disclosure requirements such as
transition plans, taxonomies, risk assessments
(for example, climate stress tests), prudential
measures and — where appropriate — the adap-
tation of global standards. In this regard, it is
important to take into account the interope-
rability of standards, for example between the
standards of the International Sustainability
Standards Board (ISSB) and the European Fi-
nancial Reporting Advisory Group (EFRAG),
and the proportionality of regulatory measures.
Mobilising private capital will be crucial
for establishing resilient and sustainable
projects and infrastructure in the global
south. This can be through sustainable securi-
ties (green or social bonds) or other financing
mechanisms that — if they have an appropriate
risk/return profile — are aimed specifically at
institutional investors in Europe. Other options
include funds supported by the public sector as
well as strengthening local development banks
in different countries to mobilise national sav-
ings and to invest in sustainable infrastructure.
The use of digital technologies to automate data
collection and to facilitate the mobilisation of

private capital is another potential lever.



It is also clear that many countries in the global
south will need their debt to be cancelled in order
to overcome the debt crisis. This will rebuild fiscal
space for climate-related and other sustainable in-
vestments. The federal government should com-
mit to a debt relief initiative for poorer countries
in particular that links debt cancellations to sustai-
nability goals.

To this end, it can build on the past experiences
and work of various stakeholders. These include
the Federal Ministry for Economic Cooperation and
Development and its implementing organisations,
which are already very active in the area of techni-
cal support and capacity building, working together
with the likes of central banks, regulatory authori-
ties and finance sector associations.

The Federal Ministry of Finance and the Bundes-
bank are also working on this issue within the fra-
mework of the G20 Sustainable Finance Working
Group. In addition, the Bundesbank is globally active
as a member of the NGFS. These activities should
be intensified.

KfW and the Deutsche Investitions- und Entwick-
lungsgesellschaft (DEG) have already gained con-
siderable experience in supporting local public
development banks in developing countries. This
experience should be built on.

The German government’s development agency
Deutsche Gesellschaft fiir Internationale Zusam-
menarbeit (GIZ) is already working with the ISSB,
central banks, finance ministries and other stake-
holders in countries in the global south to integrate
sustainability criteria into financial sector products,
processes and risk management systems and to ex-
pand the capacities of financial market participants
in the area of sustainable finance.

Recommendations

The following recommendations are directed at the
relevant ministries involved in the SFB’s work. These
are the Federal Ministry of Finance; the Federal
Ministry for the Environment, Nature Conservation,
Nuclear Safety and Consumer Protection; the Fede-
ral Ministry for Economic Affairs and Climate Ac-
tion; the Federal Ministry of Justice and the Federal
Ministry for Economic Cooperation and Develop-

ment, as well as the Federal Foreign Office.

e Technical and capacity-building support should
be provided to further develop sustainable finan-
ce approaches in the global south.

e A net zero fund and a “financing facilitator”
should be created and supported with public
funds.

e Local public development banks in countries in
the global south should be supported in mobili-
sing domestic savings and financing sustainable
infrastructure investments.

» Digital technologies should be used for automa-
ted data generation and for mobilising private
capital.

e« A “Finance Facility against Climate Change”
should be established to mobilise private capi-
tal to finance emission reductions in low income
countries. This could be done by issuing green
bonds, for example.

e Allrelevant stakeholders should commit to a debt

relief initiative linked to sustainability goals.
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Outlook

From “whether” to “how”

We live in very dynamic times. Our economy
and society are facing the most fundamental
changes of the last 250 years. Some of the cur-
rent global developments could not be foreseen
when the SFB began its work at the start of the
20th legislative term. We are firmly in the grip
of the polycrisis of the war in Ukraine, the con-
flict in the Middle East, floods and droughts, the
energy crisis and rising inflation. This is fun-
damentally affecting Germany’s and Europe’s
economic competitiveness. In addition, the
many elections in 2024 will lead to changes at
the municipal, national and supranational level.
Against this turbulent backdrop, a variety of
stakeholders and associations are now presen-
ting their analyses on Germany’s and Europe’s
competitiveness. None of them question the
necessity of decarbonisation and the transfor-
mation. It is clear that up to 90% of the ca-
pital needed to finance this transformation
needs to come from private sources.>®

The recommendations set out in this document
do not claim to be exhaustive. For the most
part, they are the result of numerous discus-
sions with people in positions of responsibility
from industry, the financial sector, civil society,

academia and government.

Germany can continue to be a successful in-
dustrial nation in the future, but to achieve
this it has to transform large parts of its cur-
rent value creation. Transitioning to a sustai-
nable, competitive, innovation-driven economy
is one of the biggest challenges Germany has
faced since the end of the Second World War.
This transformation cannot be achieved by one
generation. It is a multi-generational task that
urgently requires an up-to-date narrative in-
volving close and solution-oriented coopera-
tion between relevant actors and stakeholders.
A new, democratic social contract is needed for
an economy that aligns prosperity and increa-
sing competitiveness with the boundaries of

our planet.

A comprehensive transformation of Germany
as a business location involves adapting to the
dynamic, volatile world in which we live. This
can only be achieved if companies, the financial
sector and public stakeholders stand shoulder
to shoulder. That is why we, like all stakeholders
in the sustainable finance ecosystem, will have
to keep reviewing the viability and relevance of
our recommendations. All of our recommenda-
tions are based on the premise that it is now

no longer about whether, but only about how.
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[39] See the KfW (2021) (https://www.kfw.de/stories/kfw/bilder/wirtschaft/innovation/interview-lindner-wintels/kfw_stories_magazin_april2023.pdf (available only in German));
the Federation of German Industries (BDI) study (2024) “Transformation paths for Germany as an industrial nation”
(https://english.bdi.eu/article/news/transformation-paths-for-germany-as-an-industrial-nation-article-study); and the Draghi report on the future of European
competitiveness (2024) (https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en)
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ESG scale” for financial products CSDDD_2024022_Abstimmung._final.pdf

Feb 2024 Discussion paper of the “data infrastructure and | https://sustainable-finance-beirat.de/wp-content/ No
digitalisation” working group on the availability | yp-loads/2024/02/Diskussionspapier_SFB_Immobi-
of sustainability-related real estate data liendaten.pdf

Feb 2024 Discussion paper of the Sustainable Finance Ad- | https://sustainable-finance-beirat.de/wp-content/ No
visory Committee on the benefits of and necessity | yploads/2024/02/SFB-Diskussionspapier_Transiti-
for meaningful transition plans onsplaene.pdf

Dec 2023 Discussion paper of the Sustainable Finance https://sustainable-finance-beirat.de/wp-content/ No
Advisory Committee on expanding sustainable uploads/2023/12/SFB_Nachhaltige-Infrastruktur_
}‘nfrastructure in Germany: a contribution to the | oo tioncfinanzi erung.pdf

Germany Pact

Dec 2023 Contribution of the Sustainable Finance Advi- https://sustainable-finance-beirat.de/wp-content/up- | Yes
sory Committee to the European Commission’s loads/2024/06/SFB_Eingabe_SFDR_Konsultation.pdf
consultation on the revision of the Sustainable
Finance Disclosure Regulation (SFDR)

Dec 2023 Discussion paper of the Sustainable Finance https://sustainable-finance-beirat.de/wp-content/up- | No
Advisory Committee on transformation finance | Joads/2023/12/SFB_Diskussionspapier_Transforma-
for industrial companies tionsfinanzierung_Industrieunternehmen_2023-1.pdf

Dec 2023 Discussion paper of the Sustainable Finance https://sustainable-finance-beirat.de/wp-content/ Yes
Advisory Committee on transformation finance | yploads/2023/12/SFB_Discussionpaper_Startups_
for climate-tech start-ups Transformations_Finance_2023.pdf

Nov 2023 Discussion paper of the Sustainable Finance https://sustainable-finance-beirat.de/wp-content/up- | No
Advisory Committee on transformation financing | Joads/2023/1 1/SFB_Diskussionspapier_ KMU_Trans-
and support for SMEs formationsfinanzierung_2023.pdf

June 2023 Position paper of the Sustainable Finance Adviso- | https://sustainable-finance-beirat.de/wp-content/ No
ry Committee on regulating ESG rating providers | yploads/2023/06/Positionspapier-ESG-Ratingprovi-

der_SFB_062023-2.pdf

March 2023 Opinion of the Sustainable Finance Advisory https://sustainable-finance-beirat.de/wp-content/up- | Yes
Committee on challenges in implementing the EU | |oads/2023/03/SFB_The-EU-Taxonomy_implementa-
taxonomy tion-challenges-and-proposed-solutions.pdf

Dec 2022 Open letter from the Sustainable Finance Adviso- | https://sustainable-finance-beirat.de/wp-content/ Yes
ry Committee on the implementation of an ESG | uploads/2022/12/SFB-Recommendations-ESG-sca-
scale for financial products le_PRIIPs.pdf

Oct 2022 Open letter from the Sustainable Finance Adviso- | https://sustainable-finance-beirat.de/wp-content/ Yes

ry Committee on the relevance of comprehensive
sustainability reporting

uploads/2022/10/SFB_Open-Letter_Sustainability Re-
porting.pdf
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List of abbreviations

BDI

COze
CSDDD

CSRD

DEG

EFRAG

EIB
ESG

ESMA

ESRS

EU

FAQs

G20

GAR

GBF

GHG Protocol

GIZ

GRI

Federation of

German Industries

Carbon dioxide equivalents
Corporate Sustainability
Due Diligence Directive
Corporate Sustainability
Reporting Directive
Deutsche Investitions- und
Entwicklungsgesellschaft
European Financial
Reporting Advisory Group
European Investment Bank
Environmental, social

and governance

European Securities and
Markets Authority
European Sustainability
Reporting Standards
European Union
Frequently asked questions
Group of 20

Green Asset Ratio

Global Biodiversity
Framework

Greenhouse Gas Protocol
Deutsche Gesellschaft

fiir Internationale
Zusammenarbeit

Global Reporting Initiative

IFD
IFRS
IPCC
ISSB
KENFO

Kfw
NGEFS
PAIs
PPPs
SBTN
SDGs
SFDR
TCFD

TPT
VBL

Institut de la Finance Durable

International Financial Reporting Standards
Intergovernmental Panel on Climate Change
International Sustainability Standards Board
Fonds zur Finanzierung der kerntechnischen
Entsorgung (Nuclear Waste Disposal Fund)
Kreditanstalt fiir Wiederaufbau

Network for Greening the Financial System
Principal Adverse Impacts

Public private partnerships

Science Based Targets Network

Sustainable Development Goals

Sustainable Finance Disclosure Regulation
Task Force on Climate-rela-

ted Financial Disclosures

Transition Plan Taskforce
Versorgungsanstalt des Bundes

und der Linder (occupational

pension fund for the public sector)
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