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Climate change:
An every day consideration
To a broad and ever-deepening collection of observers the global financial landscape
appears to be at an inflection point. The risks are many and diverse: fluctuating trade
tensions, social inequality, the ascension of China, a tenuous Western Alliance, and
ever-evolving cyber security threats are just several and are listed in no particular
order. However, one risk in particular—climate change—while by no means a new
topic, presents challenges that many financial services companies have not fully
grasped or planned for.
Indeed, according to the World Economic Forum Global Risks Perception Survey
2019-2020, “’Failure of climate change mitigation and adaption’ is the number one
risk by impact and number two by likelihood over the next 10 years.”
In this report, we look at the evolution of climate change from a financial
institution’s perspective, considering current disclosures and behaviors, and
examine the activities that many companies should consider factoring into their
risk management practices as they look to establish and maintain a competitive
advantage. Specifically, we examine global proposals around climate-related
reporting disclosures and stress-testing scenarios, and outline how organizations can
effectively leverage this thinking to produce viable, growth-oriented outcomes.
This is not a deep dive into the critical and highly relevant environmental, social, and
governance (ESG) topic—although ESG is the lens through which financial services
firms will measure much of this work going forward—but we introduce these
concepts to lay the foundation for existing plans.
Our core focus is on the financial and operational risks to financial institutions (i.e.,
banking, capital markets, insurance) as a direct result of climate change, particularly
monitoring, analysis and reporting of those risks. From an operational perspective,
we believe CROs, CFOs, CIOs and their teams will find this information illuminating
and actionable.
The contributors to this report hail from broad backgrounds and offer key insights
and experiences, including ESG, credit and regulatory risk, and compliance. This
work also features insights from the insurance sector, specifically our Actuarial
practice, where measurement of the increasing impact of extreme weather events
has long been an area of emphasis.
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Climate change
lives under the
ESG umbrella
The climate change discussion,
as well as the disclosures for
financial services companies,
tend to be the domain of these
companies’ Environmental, Social,
and Governance (ESG) strategies.
Additionally, the insurance industry utilizes hazard and
catastrophe weather models as part of its normal business
process for issuing flood insurance, because of the longer
average life of these assets.
Increased political focus brought this topic front and center
for financial institutions. Furthermore, surging financial costs
as a direct result of climate change—like the 2019 California
wildfire-related bankruptcy of Pacific Gas & Electric—have
also increased the need for more information around
climate‑related financial risk.
With the heightened awareness of climate change and its
impacts on the financial services industry, organizations
(activists, investors, public policy-makers, regulators) would
do well to take a proactive approach in adopting a standard
climate-related disclosure framework as they strive to provide
transparent climate-related reporting.
The actions associated with the changing climate and the
impacts to business practices have continued to evolve over
the last three decades. This has led companies to limit their
carbon footprint, with some committing to be carbon neutral
by 2030. In addition, companies are pledging billions of dollars
toward sustainable financial investments.
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ESG: A brief history

The activity path depicted below illustrates the evolution of how companies have reported their plans
to address climate change, the regulatory guidance around climate-related reports, and the impacts
to the financial services industry.

2005
The term “ESG” coined
in a landmark UN study
entitled “Who Cares Wins”

2019
The Climate Risk Disclosure Act
introduced, requiring publicly
traded companies to disclose
climate-related information in
their 10K
Sustainable Finance
Companies begin laying out plans
to boost investments in sustainable
companies (e.g., energy, consumer
goods, transportation, healthcare,
and manufacturing).

ESG
Companies begin
reporting on
environmental impact
and opportunities
to decrease
carbon footprint
2017
Task Force on Climaterelated Financial Disclosures
(TCFD) report publishes
guidelines on disclosures

Climate Change
Stress Testing
Regulators will move in the
coming years, as soon as 2021,
to incorporate climate risks into
annual stress scenarios

Financial Risk
Going forward
companies will need to
be aware of the risks
associated with taking
action (transition risks)
and delaying action
(physical risks).

2019
More than 800 global
organizations have
voluntarily disclosed
climate-change information

Going forward, companies will need to continue to focus on (1) ESG and (2) Sustainable Financial
Investments. Looking forward to 2021 and beyond, financial institutions will also need to consider
(3) Financial Risks and (4) Climate Change Scenario Stress Testing as part of their climate
change strategy.
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ESG common metrics &
disclosures provides consistency
Companies across all industries, including financial services,
publish detailed reports outlining for the market the actions
they are taking to incorporate ESG into their business
practices and investment decisions.
ESG reporting focuses on a variety of topics, including
a company’s management of its operational impact on
the environment (e.g., energy consumption, greenhouse
gas emissions, water usage, and waste management),
financial investments that generate positive environmental
and social impacts, and partnerships aimed at advancing
sustainable development.
These topics cover a wide spectrum of issues that are
not traditionally part of a company’s financial analysis.
However, as awareness grows, the ESG-related risks
are evolving from “emerging” risks to foundational
factors that must be considered by all companies in all
industries across their core risk areas (e.g., scenario
model analyses, credit risk, operational risk, reputation,
and compliance risks). Additionally, as investment funds
designed to address investor preferences and concerns for
ESG factors are growing exponentially, U.S. regulators now
focus on whether the fund investments match their stated
investment strategy.)
In order to provide consistent and comparable ESG
information across industries the World Economic Forum
International Business Council (IBC) developed a set
of proposed common metrics and disclosures. These
22 metrics / disclosures span the 4 Pillars – Prosperity,
Principles of Governance, Planet, and People. Reporting
on these 22 metrics across the 4 pillars will allow financial
institutions to provide transparent reporting to investors
and customers on the actions being taken to address ESG
related risks and opportunities.

Source: S
 &P Global Ratings: Environmental, Social, And Governance; Focus on ESG; Evaluation Analytical Approach (2019)
World Economic Forum - Toward Common Metrics and Consistent Reporting of Sustainable Value Creation (2020)
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ESG metrics and disclosures: Are organizations prepared?

Depicted below are the 4 Pillars (Prosperity, Principles of Governance, Planet, and People) with
themes that summarize the 22 proposed common metrics and disclosures developed by the IBC.
4 ESG Pillars

Prosperity

Pillar

Principles of
Governance

People

Strategy

Climate sustainability

Workforce

Management

Environmental responsibility

Human Rights

Shareholders

Resource Use

Community

Innovation

Emissions

Customer Engagement

Prosperity
— Wealth creation and
employment
— Innovation in better
products and services

Theme

Planet

— Community and social
vitality

Principles of
Governance

Planet

People

— Governing purpose

— Climate change

— Dignity and equality

— Quality of governing
body

— Nature loss

— Health and well-being

— Fresh water availability

— Skills for the future

— Stakeholder
engagement
— Ethical behavior
— Risk and opportunity
oversight

Source: World Economic Forum - Toward Common Metrics and Consistent Reporting of Sustainable Value Creation (2020)
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Sustainable finance: Integrating ESG
criteria into investment decisions
Aside from satisfying shareholder requests, ESG integration can
drive a de-risking of investment portfolios, longer-term stability
and improved performance, and a lower cost of capital.
Banks have been supporting this sustainable finance
effort by giving discounts on loans for sustainable projects
(i.e., renewable energy development). Furthermore, there
are new classes of credit lines that have sustainability
performance linked attributes where, for example, the
company agrees that X percentage of its power will be
renewable over the life of the loan. This can help mitigate
climate change by providing incentives for firms to adopt
less carbon-intensive technologies and, specifically,
financing the development of new technologies.
Additional investments are being made in Green
Bonds, which are specifically earmarked for climate and
environmental projects. The estimated value of Green
Bonds in August 2019 was $590 billion. However, global
investment requirements for addressing climate change are
estimated in the trillions of U.S. dollars, with investments in
infrastructure alone requiring about $6 trillion per year up to
2030 per the Organization for Economic Co-operation and
Development (OECD) in 2017. Most of these investments
are likely to be intermediated through the financial system.
From this point of view, climate change represents as
much a source of opportunity as a source of risk for the
financial sector.

In September 2019, 33 banks, with over $13 trillion in
assets, announced a Collective Commitment to Climate
Action, which sets out concrete and time-bound actions
that banks will take to scale up their contribution to
and align their lending with the objectives of the Paris
Agreement on climate change. These actions include:
— Aligning their portfolios to reflect and finance the
low-carbon, climate-resilient economy required to
limit global warming to well-below 2, striving for
1.5 degrees Celsius
— Taking concrete action, within a year of joining, and
use their products, services and client relationships to
facilitate the economic transition required to achieve
climate neutrality
— Being publicly accountable for their climate impact and
progress on these commitments.
This is the farthest-reaching commitment to aligned action
on climate initiatives by the banking sector to date, and
demonstrates the constructive power of the banking
industry to make a global impact .

Source: United Nations Environment Programme Finance Initiative 2019
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Action across the
financial services sector
BlackRock CEO Larry Fink: Climate crisis will reshape finance
Larry Fink, CEO of BlackRock, in his annual letter said his firm
would avoid investments in companies that “present a high
sustainability-related risk” and would make investment decisions with
environmental sustainability as a core goal. The firm, he wrote, would
also introduce new funds that shun fossil fuel-oriented stocks, move
more aggressively to vote against management teams that are not
making progress on sustainability, and press companies to disclose
plans “for operating under a scenario where the Paris Agreement’s goal
of limiting global warming to less than two degrees is fully realized.”
Source: Blackrock, “A Fundamental Reshaping of Finance,” January 14, 2020.

Goldman Sachs plans to spend big on climate transition
and move away from fossil fuel lending
David Solomon, CEO of Goldman Sachs, is pledging to spend $750
billion on sustainable finance projects over the next decade, as well
as implementing stricter lending policies for fossil fuel companies.
The commitment will focus on financing, investing, and advisory
activity related to nine key themes within climate transition and
inclusive growth finance, which includes things like sustainable
transport, accessible and affordable education, and food production.
Solomon wrote “There is not only an urgent need to act, but also a
powerful business and investing case to do so,” and “Focusing on
these specific goals gives us a set of metrics — such as the amount
of carbon reduction and the number of people served — that we can
track over time both for the companies and for ourselves.”
Source: CNBC, “Goldman Sachs to spend $750 billion on climate transition
projects and curb fossil fuel lending”

JP Morgan Chase & Co. to invest significantly in
low‑carbon economy
The company intends to facilitate $200 billion in clean financing and
has also committed to source renewable energy for 100 percent of
its global power needs by 2020. By bringing together their global
operations and existing initiatives, JP Morgan can leverage their
financial resources, insights, expertise, relationships, and scale to
help clients, customers and communities better manage sustainability
challenges and capitalize on new opportunities.
Source: JPMorgan Chase & Co., “JPMorgan Chase Expands Commitment
to Low-Carbon Economy and Clean Energy Transition to Advance Sustainable
Development Goals,” February 25, 2020.
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Climate change poses
considerable, but manageable,
financial risks
Financial risks have become a reality as physical costs
associated with climate-related events (e.g., hurricanes and
droughts) have already had a negative impact on both equity
and debt instruments.
Climate-related risks are divided into two major categories:
(1) transition risks, concerning the transition to a
lower-carbon economy and (2) physical risks, relating to
the physical impacts of climate change if a transition is not
made to a lower-carbon economy.
Transition risks include:
— Policy risks which either seek to promote adaption
to climate change or attempt to limit the actions that
contribute to the adverse effects of climate change
— Legal or litigation risks, which concern the failure of
an organization to either mitigate impacts of climate
change, sufficiently adapt to climate change, and/
or provide proper disclosure regarding material
financial risks
— Technology risk, which covers the assessment of
the potential risk outcome from the development
or deployment of technological improvements or
innovations that support the transition to a lower-carbon,
energy-efficient economic system
— Market risk, under which the market shifts in supply and
demand for certain commodities, products, and services
— Reputation risk, which is identified as the change in
perception of the customer and/or community due to
the organization’s level of efforts in transitioning to a
lower-carbon economy.

1

Physical risks include:
— Acute physical risks, which are event-driven and concern
the increasing events caused by extreme weather such
as cyclones, hurricanes, or floods.
— Chronic physical risks, which relate to events
that we may see in the long-term due to shifts in
climate change, such as a rise in sea-level or chronic
heat waves.
These risks can significantly decrease equity performance
and increase the proportion of non-performing loans.
As the occurrence of such events is projected to rise
substantially with climate change, the impact of these
events on financial assets will also grow.
Conservative stress tests for transition risks, without
second round effects and without sudden revisions of
investors’ expectations, estimate that portfolios containing
both equity and debt instruments could lose up to ten
percent of their value within five years. For scenarios in
which no transition happens (scenarios with maximum
physical costs), a sudden revision of investors’ expectations
to account for future physical costs could generate losses
up to 40 percent1 of the value of a diversified portfolio.

Council on Economic Policies (CEP)—Climate Risks in Financial Assets, November 2019
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Climate-Related Risks, Opportunities, and Financial Impact
Climate-related risks and opportunities can have a significant impact on an organization’s future
lending and investment criteria.
Transition Risks
Policy and Legal

Opportunities
Risks

Opportunities

Technology

Resource Efficiency
Energy Source

Market

Products/Services

Strategic Planning
Risk Management

Reputation

Markets

Physical Risks

Resilience
Financial Impact

Acute
Chronic

Revenues
Expenditures

Assets & Liabilities
Income
Statement

Cash Flow
Statement

Balance
Sheet

Capital & Financing

Source: Financial Stability Board –TCFD 2017 Final Report
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Detailed disclosures keep
the entire ecosystem informed
Including climate-related financial disclosures in annual filings
keeps investors and shareholders better-informed and promotes
deeper understanding of the climate-related issues organizations
may face.
The TCFD has recommended four categories for financial services organizations to provide climate‑related disclosures.
Governance
Disclose the organization’s governance around climate-related risks and opportunities.
Recommended Disclosures
— Describe the board’s oversight of climate-related risks and opportunities.
— Describe management’s role in assessing and managing climate-related risks and opportunities.
Strategy
Disclose the actual and potential impacts of climate-related risks and opportunities on the organization’s businesses,
strategy, and financial planning where such information is material.
Recommended Disclosures
— Describe the climate-related risks and opportunities the organization has identified over the short, medium, and
long term.
— Describe the impact of climate-related risks and opportunities on the organization’s businesses, strategy, and
financial planning.
— Describe the resilience of the organization’s strategy, taking into consideration different climate-related scenarios,
including a 2°C or lower scenario.
Risk Management
Disclose how the organization identifies, assesses, and manages climate-related risks.
Recommended Disclosures
— Describe the organization’s processes for identifying and assessing climate-related risks.
— Describe the organization’s processes for managing climate-related risks.
— Describe how processes for identifying, assessing, and managing climate-related risks are integrated into the
organization’s overall risk management.
Metrics & Targets
Disclose the metrics and targets used to assess and manage relevant climate-related risks and opportunities where such
information is material.
Recommended Disclosures
— Disclose the metrics used by the organization to assess climate-related risks and opportunities in line with its strategy
and risk management process.
— Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG) emissions, and the related risks.
— Describe the targets used by the organization to manage climate-related risks and opportunities and performance
against targets.
Source: Financial Stability Board –TCFD 2019 Status Report
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A coordinated global response
To standardize the information in companies’ financial
statements, The Climate Disclosure Standards Board
(CDSB) developed a framework that is aligned with TCFD
recommendations and uses relevant principles from
existing practices from around the world. This framework
helps organizations prepare and present environmental
information in annual reports, 10-K filings, and integrated
reports, and allows investors to assess the organization’s
strategy and performance in environmental matters.
As with the evolution of capital and liquidity reporting
since the financial crisis, so too should financial services
companies develop their climate-related disclosure
strategies based on both likely outcomes as well as
“stressed” outcomes. As a result, we are seeing more
regulatory authorities throughout the globe discussing
and utilizing climate change scenarios.
And on that note, on May 20, 2020, the European
Central Bank (ECB) published its draft guide on climaterelated and environmental risks for consultation until
September 25, 2020, allowing interested parties the
opportunity to comment on the proposed approach. The
ECB is looking also to include these expectations in their
supervisory dialogue for the Supervisory Review and
Evaluation Process (SREP) 2020 process.
The guide was published following the ECB’s inclusion
of climate change as a key risk for banks in their
supervisory priorities for the last two years, and
aims at outlining the ECB’s understanding of the
safe and prudent management of climate-related
and environmental risks under the current prudential
framework. This is a welcome step from the ECB,
especially considering recent initiatives by the Bank
of England (BoE) and National Competent Authorities
(NCAs).
Specifically, the guide describes expectations regarding
how supervised institutions should:
— Consider climate-related and environmental risks
when formulating and implementing their business
strategy and governance and risk management
frameworks; and
— Become more transparent on their exposure to
such risks by enhancing their climate-related and
environmental disclosure.

Source: E
 uropean Central Bank ‘Guide on climate-related and
environmental risks’ (2020)
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A framework for
climate risk analysis
Climate change stress testing scenarios are the next step
on the evolution path, and will try to capture the physical
risks related to disasters, such as insurance losses and
non-performing loans associated with natural disasters.
The International Monetary Fund (IMF) recently joined the
Network of Central Banks and Supervisors for Greening
the Financial System (NGFS) and is collaborating on the
development of a broad mechanism for climate-related
risk assessment. The IMF supports the disclosure of
climate reports across both the public and private sectors,
particularly by following the recommendations of the TCFD.
In an effort to more accurately assess the risks associated
with climate change and the potential impact, regulators
are beginning to consider including and/or requiring climate
change scenarios in existing annual stress testing.
There are three key reasons why stress testing is important
to address the impacts of climate change.
1. Resilience against climate events—Climate-related
events include acute and chronic risks. Acute risks are
extreme weather events such as hurricanes, fires, and
floods. Chronic risks are progressive shifts in climate
patterns, such as increasing temperatures, rising sea
levels, and changes in precipitation.
2. Regulatory/government pressure—There has been
increasing interest from policymakers to address the
risks posed to the financial system due to climate
change. In the United States, the proposed Climate
Change Financial Risk Act of 2019 would establish an
advisory group of climate scientists and economists
to develop scenarios for stress tests. Central banks in
the United Kingdom and the Netherlands have already
begun quantifying the systemic risks attributable to
climate change.

3. Global coordination—Given the complexity and
uncertainty of climate change, banks alone cannot
mitigate on the development of a broad mechanism
and face serious limitations in their ability to do so.
Central banks must be proactive in calling for broader
and coordinated change, and match their own actions
with measures implemented by other players, such as
governments, the private sector, civil society, and the
international community.
The first organization to develop climate-related stress
tests is the Prudential Regulation Authority of the Bank
of England, which has adopted three scenarios for
stress tests from the United Nations centering around
early action, delayed action, and no action. All three
scenarios account for an instantaneous shock on assets
and liabilities.
The U.S., along with other regulatory bodies in Europe,
have also begun to consider climate-related stress testing
requirements. It appears highly likely that the global
financial services community will move toward quantifying
the direct and indirect impacts of climate change in
the near term—whether voluntarily or otherwise—
necessitating the development of specific tangible
action steps.
It appears highly likely that the global financial services
community will move toward quantifying the direct and
indirect impacts of climate change in the near term—
whether voluntarily or otherwise—necessitating the
development of specific tangible action steps.

Source: Bank for International Settlements (BIS), “The green swan: Central banking and financial stability in the age of climate change” (2020).
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UK ‘s central bank to test climate risk
The Bank of England (BOE) is planning to incorporate
stress tests on climate change in 2021 to assess banks’
and insurers’ exposures to global warming and the risks
associated with any transition to a lower-carbon economy.
This will not be a pass-or-fail capital test for companies,
and only aggregate results will be published rather than
those for individual firms. The BOE will examine three
possible scenarios:
The BOE will examine three possible scenarios:
— An abrupt transition to lower emissions
— A smooth transition
— A world with no transition whatsoever, where physical
risks are higher.
The message is that moving on climate change early and
in a bold, yet orderly manner, can potentially mitigate
future economic damage.

Source: Reuters, Bank of England to test climate risks at banks and
insurers in 2021, December 18, 2019.
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Real-world lessons from
the insurance sector
Banks should consider enhancing their testing of flood
scenarios and assessing their policies, particularly as it
relates to force-placed insurance.
It is important that banks understand this exposure in
their portfolio—flood requirements only require the lesser
of the replacement cost, the outstanding principal, or
the National Flood Insurance Program maximum (usually
~$250,000, but it can vary). There can be significant gaps
in the force-placed coverage amount and the potential
loss. This is compounded by the fact that many FEMA
flood maps are outdated and don’t accurately reflect the
appropriate flood plains, leading to additional exposure.
Lastly, and worth noting for companies with exposures in
this space, the 90+day delinquency rate after a flood event
is exponentially higher.
While the insurance industry has a long way to go to
address these factors, as companies seek to quantify
climate risk in their underwriting and financial reporting
processes, insurers have made progress on approaches
that could be instructive. There is significant evidence
that climate change is already impacting insurers’ balance
sheets and income statements. Changes predicted, and
already observed, include increased flooding, more intense
typhoon and hurricane activity, more severe convective
storms, such as thunderstorms and tornados, increased
drought frequency impacting insured crop yields, and
wildfires in the western U.S.

These models start with an engineering view of the
“damage ratios” that certain climate events can inflict
on insured properties. Meteorologists use as much data
as possible to build probabilities around the types and
number of weather events in a given year. Data scientists
and actuaries look at large numbers of modeled years to
build distributions, and analysts build this into digestible
reporting of the data to answer various questions posed
by management.
Catastrophe modeling is so widely accepted that insurers’
not only use them to price insurance policies, but
regulators build them into risk-based capital measures in
statutory financial statements.
Of course, there are challenges when using models that
employ data from the past to forecast the future. When
the climate is changing in ways that are difficult to predict,
assumptions must be made as to the impacts of the
changes compared to past data. The use of modeled data
adds a great deal of uncertainty into the output of the
models, necessitating careful consideration to utilize this
insight to effectively evaluate climate change impacts. This
work is ongoing, enabling insurers to obtain a more robust
and informed view in the face of change.

Insurers have developed models to quantify these risks,
such as crop yield models and catastrophic weather
models. Catastrophe models have been used widely in the
insurance industry since the early 1990’s, when Hurricane
Andrew made it clear that these tools were essential to
accurately price policies and manage risk aggregations.
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What next?
Organize and mobilize
Every financial services firm will ultimately need to
develop a flexible strategy to address the coming changes.

Some are further ahead in this task than others, but the activities and associated implementation challenges
they face will be consistent across the industry.

Quantitative
Considerations

Next steps
— Identify and develop performance and compliance metrics and targets
— Develop and perform stress tests on portfolios to understand their resiliency
under a wide variety of regulatory, economic, geopolitical, and climate scenarios
(e.g., how will climate change impact the value of collateral that is used for short
term financing)
— Enhance / update risk identification processes to ensure these risks are captured
and included in risk inventory and scenario development processes
— Identify the relevant climate risk exposure metrics
— Translate economic impact into financial risk metric
How to action
— Assess current risk inventories
— Leverage/adapt global progress on metrics and targets
— Develop short and long term data needs
— Address the limitations of historical data
Priority: Medium

Qualitative
Considerations

Next steps
— Measure and report progress towards implementing responsible banking and
investment with internal stakeholders
— Align external ESG reporting with frameworks such as the recommendations of
the TCFD
— Monitor and steer progress toward implementing ESG; report status to internal
stakeholders such as board/management, business segments, legal, and tax
How to action
— Assess current ESG reporting maturity
— Assess what needs to be reported externally versus internally
Priority: URGENT
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Governance

Credit Risk
Monitoring

Next steps
— Update risk appetite statements to incorporate hard-to-quantify risks around
climate change
— Update policies and standards that are impacted by potential disclosure
requirements and increased regulatory requirements around stress testing
— Work with the data organization to identify data requirements, sources,
frequency, as well as the owners of each climate-related data attribute
— Find the right level of data granularity that supports qualitative and
quantitative disclosures
How to action
— Leverage ESG governance structure (if it exists)
— Identify additional stakeholders (i.e., credit, finance)
— Gain consensus on impacted policies/standards
Priority: High

Next steps
— Expand the horizon of credit risk models to be included with traditional risks
(i.e., liquidity risk, interest rate risk, etc.) for longer life exposures (30 yr FRM)
— Understand the impact in Commercial Portfolios where climate risk can
increase through a disruption in global supply chains, industry changing
“green” technologies, the stranding of legacy assets (e.g., coal power plants,
combustible engine etc.), shifts in agricultural supply & demand, including
sustainable commodities.
— Acquire data on climate risk drivers and vulnerabilities and develop hypothesizes
on borrower and counterparty credit risk assessments.
— Layer in assumptions on climate scenarios where thought leadership can be
leveraged from the previously mentioned insurance industry, meteorology,
broader climate change academia
How to action
— Assess current model inventories and skillsets
— Leverage existing machinery (i.e. CCAR) to gauge applicability of current
scenario inventory
Priority: Medium

Training/Culture

Next steps
— Incorporate ESG into company culture through executive level involvement
— Enhance employee participation through team education, training, recruiting/
staffing, and internal/external communications
How to action
— Assess need for compliance metrics for participation (i.e. average hours
of training)
— Culture will be set from the top, ensure senior involvement
Priority: Medium

Capital
Implementation

Next steps
— Assess the need to adjust capital buffers based on exposure to climate risks
— Modify financial asset prices and valuations based on exposure to climate risks
How to action
— Assess climate impact on current capital forecasts
Priority: Medium
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Making sense
of climate change
Financial institutions have made much progress on prospective risk
analytics through tools such as Dodd-Frank Act Stress Testing (DFAST), the
Comprehensive Capital Analysis and Review (CCAR), the new Current Expected
Credit Loss (CECL) methodology, as well as advancements in big data analytics.
As a result, effective climate change credit risk modeling and loss forecasting
is achievable.
Like all qualitative modeling and analytics processes, it starts with acquiring data
on climate risk drivers and vulnerabilities and then developing hypotheses on
borrower and counterparty credit risk assessments. However, the real valuable
and nuanced work in climate risk modeling involves leveraging innovative
thinking from across the industry, as well as climate professionals, academic
researchers, and other interested parties, all of which are studying this very
real threat to our planet.
Once these processes are mature and reliable, outputs will gradually improve
and enable better-informed business planning and risk management. By
reporting on and understanding the potential financial impacts that climate
change presents to the financial services community, companies will be
able to reposition themselves to simultaneously limit negative impacts and
take advantage of opportunities presented by climate change adaptation and
mitigation factors, such as new product development, new borrower sentiment,
and new geographic exposures.
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