
Pillar 3 
ESG Reporting Solution  
A New Era Of Risk Management

As public attention and efforts on environmental preservation 
and protection continue to grow, regulators around the world 
are responding with a host of rules and requirements that impact 
both financial and non-financial institutions. Previous blogs have 
covered the effects of the ESG EU Taxonomy — the beginning of a 
new focus on sustainable investment — on financial institutions. 
 
It is also clear that regulators need to ensure that banks and other 
financial institutions can withstand the potential impact of a transition 
to a greener economy on their portfolios. And this is where the 
European Banking Authority’s (EBA) Pillar 3 framework for large 
credit institutions listed on regulated EEA markets comes into play, 
highlighting the fact that institutions without a comprehensive  
environmental, social, and governance  (ESG) reporting solution need 
to examine their overall approach to compliance. 

10-Templates — The Pillar 3 Framework

Pillar 3 consists of 10 templates 
that focus on the transitional and 
physical risks associated with and 
mitigation of climate change. 
It allows institutions to clarify 
ESG-related vulnerabilities and 
assess transmission channels to 
the traditional-risk (e.g., credit, 
market, or operational) framework. 
It also encourages transparency 
into the policies and practices of 
these institutions for the benefit of 
investors and other stakeholders. 

Furthermore, by requiring an 
assessment of institutions’ exposures that finance taxonomy-aligned 
activities, as part of Pillar 3, the EBA has merged the mitigative risk-
management approach to Pillar 3 sustainability with the promotive 
aspect of the ESG EU Taxonomy.

Reg News

Pillar 3 places 
particularly strict 
reporting requirements 
on credit institutions 
especially due to their 
critical role in financing 
green activities. 

https://adenza.com/insights/getting-ahead-of-an-avalanche-of-esg-regulatory-requirements/


What does the confluence of Pillar 3 and 
EU Taxonomy mean for financial institutions?
This confluence brings several challenges institutions must understand to successfully 
navigate intersection with the right ESG reporting solution.

NACE Classification   
Similar to the ESG EU Taxonomy, Pillar 3 uses the Nomenclature of Economic Activities 
(NACE) classification system to determine the level of transitional activity undertaken 
to increase sustainability, thereby providing granularity to climate-risk exposures and 
standardizing the identification of counterparty activities. 

However, there is a key difference. Pillar 3 requires the classification to be done either at 
NACE code level-1 or -2, not level-4, the most granular of the classification levels.

GAR Calculation  
Both Pillar 3 and the ESG EU Taxonomy require credit institutions to disclose their green 
asset ratios (GAR) – the proportion of an institution’s book considered sustainable, in 
accordance with the EU Taxonomy Technical Screening Criteria (TSC). 

Despite the requirement to disclose GAR under both regulations, the calculation 
methods differ on two fronts.

Finally, Pillar 3 also requires the disclosure of the banking book taxonomy alignment ratio 
(BTAR), which includes exposures to counterparties not subject to disclosure obligations 
under the Non-Financial Reporting Directive (NFRD), as well as those currently assessed 
under alternatives to the European Taxonomy (i.e., other mitigating actions). Although 
these requirements currently do not exist in the ESG EU Taxonomy regulation, this could 
change in the future.

Multiple-Collateral/Guarantee Assessment  
Under Pillar 3, loans with multiple collateral are assessed differently from those under 
the EU Taxonomy, specifically for templates 2 and 5. Only immovable collaterals are 
considered as part of the assessment of collateralized loans in Pillar 3; other types of 
collateral (e.g., cash) are excluded².

On the other hand, there are no specific treatment methods under the ESG EU 
Taxonomy for collateralized-loan value based on collateral type, as the key assessment 
priority is of the loan itself, not its collateral.

      

2
1. EBA ITS on prudential disclosures on ESG risks, page 22-23.          2. EBA Single Rulebook Q&A: Question ID 2022_6517 
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ESG EU Taxonomy Pillar 3

The EU Taxonomy requires 
general-purpose loan calculations to 
be based on counterparty turnover 
and capital expenditure (Capex).

For the EU Taxonomy, only counterparty
reported data is acceptable for the 
mandatory reporting requirements. 

Pillar 3 requires assessment based 
solely on counterparty turnover1, which 
presents a more real-time view of 
the institutions’ taxonomy-alignment 
exposures.

Pillar 3 allows estimated data to be used 
as part of the GAR calculations.

https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Draft%20Technical%20Standards/2022/1026171/EBA%20draft%20ITS%20on%20Pillar%203%20disclosures%20on%20ESG%20risks.pdf
https://www.eba.europa.eu/single-rule-book-qa/qna/view/publicId/2022_6517
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What are some of the key functional points of 
Pillar 3? Qualitative vs. Quantitative
Pillar 3 requires the disclosure of qualitative and quantitative information, broadly 
divided into four groups:

  u   ESG risk (qualitative)
  u   Climate-change transition risk 
  u   Climate-change physical risk
  u   Mitigating-actions risk

Qualitative information disclosure ensures that each mitigating action has a background 
and supporting story to explain how it impacts and aids a sustainable economy. 
Quantitative transition-risk templates measure bank exposures to sectors that highly 
contribute to climate change. 

Information on the following items is also required:

  u   Financed greenhouse gas (GHG) emissions according to the Partnership 
 for Carbon Accounting Financials (PCAF)-based exposures to counterparties
  u   Whether certain exposures to counterparties are considered “excluded from 
 EU Paris-aligned benchmarks” or not 
  u   Carbon-intensive counterparties exposures
  u   Energy efficiency real-estate portfolios 

Quantitative physical-risk templates allow institutions to measure exposures to sectors 
and geographies that may be negatively impacted by climate-change events linked to 
acute and/or chronic physical risks. Once banks have addressed all the potential risks 
impacting institutions, they can then use template 6 onwards to highlight actions they 
have taken to mitigate the climate-change-related risks. They can also demonstrate how 
they embed sustainability considerations in their risk management, with the disclosure 
of their taxonomy-aligned exposures (GAR and BTAR) and any other non-EU Taxonomy 
mitigating actions.

The following diagrams provide an overview of the templates required.
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How must an ESG reporting solution solve the 
technical challenges created by Pillar 3?
As is the case with any new regulation, there are both functional and technical challenges 
under Pillar 3. However, with enough preparation and forethought, there is also always an 
ESG reporting solution that can accomplish this. Technical challenges include:

  Data Collection and Credibility 
Data collection and credibility top the list of reporting challenges, for any ESG reporting 
solution, under Pillar 3. The data required for calculations and reporting is new and very 
specific. It must also be meaningful and credible – not just for reporting purposes, but also to 
achieve the institution’s own sustainability goals. 

It is therefore vital that institutions take a forward-thinking approach to data collection and 
retention that answers the question: Do we have the most effective ESG reporting solution in 
place to flexibly adjust and reuse that data?

Commonalities between data required for the ESG EU Taxonomy and Pillar 3 regulations can 
already be seen and so, having a one-stop-shop for all ESG regulations is the best approach.

  Evolving Market Practices
Emerging trends and further regulatory developments, within and outside the EU, is another 
challenge. The International Sustainability Standards Board (ISSB) is currently finalizing 
requirements for entities to disclose information about their climate-related risks and 
opportunities. This would require a more advanced view of the information disclosed under 
Pillar 3 with the introduction of climate-related scenario analysis to the picture. 

Outside the EU, Brazil’s Social, Environmental and Climate Risks Document (DRSAC) reveals 
many synergies with the Pillar 3 disclosure requirements in terms of the type of information 
requested. Again, taking a strategic approach to an ESG reporting solution is key,  
particularly with respect to the common data required.

These regulations provide a prime opportunity for institutions to collect and analyze 
non-financial information from their counterparties, paving the way for more sustainable 
operating and investing. It also allows them to gain a more holistic understanding of their 
processes, which in turn, may inspire better roadmaps to climate-friendly/neutral economies.
 

Common with 
disclosures
under Art. 8
of Taxonomy
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Reconciling with Financial Reporting Regulation?   
Although there is some alignment between the ESG Pillar 3 and financial reporting 
regulation, the reconciliation between the two is not as straightforward as it might appear. 
The difference in the granularity of the required data (e.g., gross carrying amount for Pillar 3 
versus the carrying amount for financial reporting) means that there is no direct match even 
between the “total” fields across the regulatory templates. 

However, institutions that keenly track and absorb any similarities between the results and 
data of both regulations and put systems in place for an ESG reporting solution is becoming 
ever more vital.

What’s next for credit institutions?
Since Pillar 3 is far from the last ESG requirement, such an ESG reporting solution would 
need to flexibly scale for the future including to address data-intensive and high-computing 
requirements as well as:

  u   Technical reporting challenges from the EBA integrating the ESG Pillar 3 module 
 as part of its data-point model and XBRL Taxonomy framework, effective 
 December 2023. Institutions would need technical capabilities to accurately 
 generate and submit  these XBRL reports.

  u   ESG data-collection and reporting obligations. Financial institutions must approach 
 ESG monitoring and disclosure requirements to holistically boost efficiency. 

As mentioned earlier, institutions can capitalized on the 
many similarities among the regulations including 
the reuse of data attributes and providers across 
ESG Pillar 3 and ESG EU Taxonomy. 

Furthermore, the financed emissions required to 
be calculated as part of Pillar 3, using the PCAF 
guidelines as a reference, presents a whole new 
kettle of fish. The data required and different 
assessment methods in the calculation of 
an institutions’ Scope 1, 2, and 3 financed 
emissions provide an extra level of 
complexity with which their ESG 
reporting solution must comply.



Contact Adenza to start a conversation about how we can help you 
reconcile Pillar 3 for financial regulatory reporting.  

The information contained in this publication is intended solely to provide general guidance on matters of interest 
for the personal use of the reader, who accepts full responsibility for its use. The application and impact of laws can 
vary widely based on the specific facts involved. Given the changing nature of laws, rules, and regulations there 
may be delays, omissions or inaccuracies in information contained in this publication. Accordingly, the information 
in this publication is provided with the understanding that the author(s) and publisher(s) are not herein engaged 
in rendering professional advice or services. As such, it should not be used as a substitute for consultation with a 
competent adviser. Before making any decision or taking any action, the reader should always consult a professional 
adviser relating to the subject matter of the relevant publication.
 
While every attempt has been made to ensure that the information contained in this publication has been obtained 
from reliable sources, Adenza is not responsible for any errors or omissions, or for the results obtained from the use 
of this information. All information in this publication is provided “as is,” with no guarantee of completeness, accuracy, 
timeliness or of the results obtained from the use of this information, and without warranty of any kind, express 
or implied, including, but not limited to warranties of performance, merchantability, and fitness for a particular 
purpose. Nothing herein shall to any extent substitute for the independent investigations and the sound technical 
and business judgment of the reader. In no event will Adenza, or its partners, employees, or agents, be liable to the 
reader or anyone else for any decision made or action taken in reliance on the information in this publication or for 
any consequential, special, or similar damages, even if advised of the possibility of such damages.
 
Copyright © 2023, Adenza, Inc. All rights are reserved. The copyright in the content of this publication (other than 
any third-party comments and quotations) are owned by Adenza, Inc. No part of this publication may be reproduced, 
distributed, or transmitted in any form or by any means, including photocopying, recording, or other electronic or 
mechanical methods, without the prior written permission of Adenza, Inc.
 
All product names, logos, brands, trademarks and registered trademarks are property of their respective owners. 
All company, product and service names used in this publication that are not property of Adenza, Inc. are for 
identification purposes only. Use of such trademarks, registered trademarks, company names and/or product and/or 
service names does not imply endorsement.

For more information, contact 
communications@adenza.com
www.adenza.com

As with any merger, institutions will face 
challenges. To successfully navigate this 
new era of ESG risk management, firms 
must understand where the regulations 
align or diverge.


