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DISCLOSURE IN ACCORDANCE WITH TCFD RECOMMENDATIONS

Disclosure in accordance with the recommen-
dations of the Task Force on Climate-related
Financial Disclosures (I'CFD)

Approach to climate-relevant opportunities
and risks

Thurgauer Kantonalbank (TKB) is obliged to imple-
ment the requirements under Code of Obligations
Article 964b as well as the associated Ordinance on
Climate Disclosures from 2025 (for the 2024 finan-
cial year). The bank follows the global disclosure
standard, the Task Force on Climate-related Finan-
cial Disclosures (TCFD), when reporting its cli-
mate-related opportunities and risks. As TKB has
worked intensively on implementing the require-
ments since the start of 2022, this report includes, on
avoluntary basis, an initial, qualitative disclosure in
compliance with the TCFD on the current imple-
mentation status and an outlook.

Governance: Integration of climate-related
opportunities and risks in the organization

Role of the Board of Directors

Sustainability—and especially climate change as a
material element thereof-is of material strategic
importance from the Board of Directors’ and Execu-
tive Board’s perspective. The Board of Directors ap-
proves TKB’s sustainability strategy, which is imple-
mented by the Executive Board with the support of
internal and external experts. The approach to cli-
mate change is a major part of sustainability. In 2023,
the Board of Directors will address, inter alia, the
reduction pathways for Scope 3 emissions.

Embedding at the operational level

Current corporate governance at TKB ensures that
the implications of climate change are incorporated
into the business strategy and risk management. The
Executive Board regularly examines strategic issues
relating to sustainability and the associated opportu-
nities and risks and monitors the bank’s progress. A
number of sustainability-related positions have been
created and working groups set up within the organi-

zation. For example, TKB has a Sustainability Office
that reports to the Chief Executive Officer as part of
corporate development (“Strategy, Innovation, Sus-
tainability”). The Sustainability Office creates and
heads up the sustainability strategy process, coordi-
nates its implementation, provides ideas and acts as a
contact point for operational ESG-related issues. A
Sustainable Real Estate Office has also been estab-
lished to ensure that sustainability-related topics are
integrated into advisory services, valuations, etc. at
the operational level of the real estate financing seg-
ment. The sales units receive sustainability training,
so they can take account of the opportunities and
risks that arise from this in the advisory process.
Moreover, professional risk monitoring skills were
established with regard to climate change and the
associated capacity expanded. TKB also has working
groups and subject matter experts charged with im-
plementing the measures defined in the sustainabil-
ity strategy. When implementing its sustainability
strategy, TKB also has the support of the Sustainabil-
ity Advisory Council, which is made up of external
experts and offers innovative ideas.

Outlook

Efforts are currently underway to embed the Board
of Directors’ and Executive Board’s standards for
dealing with climate-related opportunities and risks,
with implementation scheduled to be completed in
2023. Moreover, further steps are being imple-
mented-from the advisory process to reporting—in
relation to embedding at the operational level.
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Strategy: the impact of climate-related op-
portunities and risks on the risk situation and
business model

In its corporate strategy, TKB has adopted a clear
position on the topic of sustainability, especially with
regard to climate change, which is set out in more
detail in the sustainability strategy. The bank is mov-
ing ahead with implementation in a way that favors
opportunity while remaining aware of the risks, both
within the bank’s own operations as well as in its role
as financial intermediary.

TKB is strategically impacted by the potential impli-
cations of climate change in two ways: there is poten-
tial for increased risk, which can lead to increased
value adjustments or higher operational costs via
various transmission channels. In addition, TKB’s
business development can be impacted by new legal
requirements or general societal changes.

Impacts on risk

When evaluating the risk, TKB performed a system-
atic risk assessment of climate-relevant events and
their impact on specific risk types. Overall, on the
basis of this analysis, the bank identified individual
risks where approaches must still be established for
both ongoing monitoring as well as the further devel-
opment of the methodology and fundamental data.
AsTKB is heavily involved in mortgage as well as
commercial and corporate business, the greatest
relative impact—with regard to financial risks-lies
with credit risk. Based on the risk analysis, TKB gen-
erally rates itself as robust regarding climate scenar-
ios. Moreover, no substantive grounds were found
for performing a thorough review of the business
alignment.
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Credit risk

The evaluation must always be based on a specific
timeframe and distinguish between physical and
transitional developments:

« TKB currently sees no material increase in risk over
the short to medium term for physical events such
as floods, droughts, storms, etc. This is partly be-
cause the events are mainly limited to specific re-
gions or only impact certain sectors. In addition,
the TKB loan portfolio has a very high share of real
estate financing (whereby building-related claims
are covered by natural hazards insurance), as well as
sectors that have not shown any particular suscepti-
bility to physical risks to date.

« Over the long term, TKB sees potential for an in-
crease in physical events, as the containment of
climate change requires the cooperation of the en-
tire international community, which does not yet
seem certain. Borrowers can be increasingly ex-
posed to disruptive liabilities, such as rising insur-
ance premiums or increased losses, through the
increase in events and/or their severity as well as
through chronic climate change.

« Regarding transitional risks in the context of higher
CO, prices, legal restrictions or general changes in
demand, TKB sees the strongest relative potential
impact on the loan portfolio, especially over the
medium term. Against the backdrop of the Paris
Agreement and the climate strategy of Switzerland
and the Canton of Thurgau, TKB believes it likely
that other steering measures will be taken in order
to achieve the demanding emission reduction tar-
gets by the next global interim target in 2030. These
could include borrowers’ capital ratios in both the
real estate and corporate loan portfolios and result
in increased defaults. Initial internal scenario calcu-
lations were made applying significantly higher
CO, prices. TKB will publish more detailed disclo-
sures on this at the next opportunity.
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Impacts on the business model

TKB considers meeting the target of net zero by
2050 set by Switzerland and the Canton of Thurgau
to be a major social and macroeconomic challenge.

TKB mainly has residential and commercial real
estate financing in its loan portfolio and relatively
few CO,-intensive sectors in its corporate customer
business. The climate strategy of Switzerland and the
Canton of Thurgau mainly identifies buildings and
traffic as offering significant GHG-emission reduc-
tion potential.

TKB has performed an initial analysis of the Scope 3
value of the financed emissions. The bank will pub-
lish more detailed disclosures on this at the next op-
portunity.

« The TKB loan portfolio is materially impacted by
the reduction requirements in the real estate sec-
tor—albeit no more than other banks with a high
proportion of mortgage financing.

+ The Confederation and cantons have initiated mea-
sures and initiatives to achieve the emission reduc-
tion targets through promotional programs or legal
requirements, for example. TKB thus considers it
increasingly important to inform customers about
energy efficiency as well as sustainable investments.
It maintains partnerships in the energy sector and
offers sustainable financing and investment prod-
ucts.

« The political, regulatory and social operating condi-
tions for reducing GHG emissions in Switzerland
are basically in place. TKB is working on the as-
sumption that the demand for energy-efficient con-
struction and the associated financing will rise
sharply, both with respect to new buildings as well
as renovation projects.
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« As a cantonal bank, TKB also finances public sector
buildings that serve socio-political purposes. It has
been found that CO, emissions are not entirely
avoidable in the area of sewage and waste manage-
ment. Nonetheless, TKB works to ensure that these
constructions are as low-emission as possible

through its advisory services.

Outlook

TKB is currently working on improving its funda-
mental data and methods for future quantitative
disclosures. This relates both to the further develop-
ment of risk analyses as well as the Scope 3 calcula-
tion and the definition of a science-based target path-
way. On that basis, the risk assessments for different
climate scenarios as well as the impacts on the busi-
ness model will be defined in greater detail.
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Risk management: integration of climate-re-
lated risks into risk management

TKB has a framework concept for institution-wide
risk management, which satisfies the requirements
of the Swiss Financial Market Supervisory Authority
(FINMA) for risk management under Pillar 2 and
with regard to double proportionality (scope and
impact). The formal and explicit embedding of the
Board of Directors’ and Executive Board’s provisions
regarding ESG risks (sustainability risks) is currently
undergoing implementation and will be completed
in 2023. The following risk management instru-
ments will be expanded in the sustainability context:

+ Risk inventory: examining the relevance and mate-
riality of climate change for the individual risk types
at TKB, in order to identify the risk types requiring
implementation of ongoing risk monitoring and
more in-depth analysis, including scenario calcula-
tions. An initial risk inventory was performed in
2022.

« Risk strategy: identification of necessary measures
and potential courses of action based on the find-
ings from the risk inventory.

«Risk governance: addition of extra duties and re-
sponsibilities for monitoring risks and developing
methods in the sustainability context.

« Risk measurement: conception and implementa-
tion of scenario calculations for credit risk to quan-
tify potential risks related to climate change and
identify development potential. An initial scenario
calculation was performed in 2022.

« Risk reporting: inclusion of ESG-specific key risk
indicators (KRI) in regular risk reporting to ensure
that the Executive Board and Board of Directors are
involved in risk monitoring.

Besides regular reviews of the risk inventory and
ongoing monitoring, TKB intends to incrementally
develop the applied methods and fundamental data
over the next few years.
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Metrics: measurable criteria and targets for
climate-related opportunities and risks

In 2022, TKB focused on the primary qualitative
implementation of the TCFD disclosure require-
ments. In this context, the bank relies on the recom-
mendations and aids of the Partnership for Carbon
Accounting Financials (PCAF) initiative, which it
joined in 2022. In this connection and for the pur-
pose of an internal status assessment, initial risk
scenarios were calculated and a first Scope 3 analysis
was performed, which delivered information for the
next steps of implementation. TKB aims to incre-
mentally develop the methods applied and funda-

mental data used over the next few years.

This includes planning a science-based target path-
way as well as defining and implementing further key
risk indicators (KRI).



