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“Changes in climate policies, hew

technologies and growing physical

risks will prompt reassessments of the

values of virtually every financial

asset. Firms that align their business

models to the transition to a net zero

world will be rewarded handsomely. , ,
Those that fail to adapt will cease to

exist.”

— Mark Carney, Chair of the Financial Stability Board 2011-2018
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How Cllmate RISkS |mpact flnanmal |nst|tut|ons

Cllmate rlsks are flnanC|aI risks

Climate risks and financial impacts;,

Physical risks
‘ !' Flooding

ﬂ Drought

Eay
% Heat stress

[@e: Wind

Transition risks
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Technology
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~ Since 2017, UNEP FI’'s TCFD Programs have engaged dozens of'i tutlons
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"D banking Fhase I: rogram Jverview E 22 ' @%ﬂ

" UNEP Fl and 16 member banks worked WIth Ollver Wyman and Ac: s": at|Sé t

gevelop approache D udl! I! Ilq a - o A

UNEP FI consortium

 Following the publication of the TCFD recommendations, UNEP F| convened a consortium
of 16 international banks to pilot climate scenario analysis

« UNEP FI and the consortium collaborated with Oliver Wyman and Acclimatise to develop a
methodology for assessing climate change-related risks and opportunities

kR OLIVER WYMAN ACCLIMATISE

\\\\\\\\\\\\\\\\\\\\

Key outcomes
 Increased the amount of reliable information on exposure to climate

* Promoted consistency and comparability in climate change assessments
» Developed a methodology that is adaptable and flexible for banks in all geographies

» Enhanced the ability to implement the TCFD recommendations
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ThIS methodology integrates climate smence with credlt risk metr to prod e

vortfolio Ioss estimates

U f as >

Overview of the transition risk framework

Transition
scenarios
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&R OLIVER WYMAN

Risk factor Sl lmp?ct @L[ Transition scenarios describe an evolving economic
pathways + assessmen environment in a consistent manner across time,
sensitivities sectors, and geographies. Scenarios provide detailed
:'""'P outputs to define sector-level exposure to transition
: impacts.
: addresses the lack of
: 4 bl empirical data on corporate exposure to transition
""" : : psir']t;a = risk by using industry experts to estimate the
: scenario’s impact on individual borrowers. Calibration
Borrower-level specifies the relationship between economic
calibration scenarios and credit outcomes.
""" > Portfolio impact assessment uses a systematic
Scenario and repeatable approach to extrapolate the risk
description assessed by the other modules to the remainder of
the portfolio.
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TCFD Banking -Phase I: Physical risk assessment framework ‘i

The PhyS|caI rlsk methodology explored both extreme events an .**?" rementdl

ACCLIMATISE

ilding climate

Overview of the physical risk framework

Physical climate change scenarios Agriculture'sectorporifellos

- Incremental changes Subsector Revenues & costs Probability of
in climate productivity of goods sold default
Changes in extreme
events

Agriculture

1. Select representative sample of borrowers to assess

2. ldentify climate change impacts on subsector productivity, price, downtime

3. Assess implications for borrowers’ finances: changes in revenue & costs of goods sold
4

Estimate changes in probability of default: stress the factors/ratios in banks’ internal credit rating models
that have revenue and cost components

5. Extrapolate findings to whole portfolio subsector
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TCFD Banklng Phase II: Program 0verV|ew

39 global banks from 6 contlnents worked td expand their cllmate rlsk toolkits

Climate scenarios
Explore the spectrum of
climate scenarios

|dentify scenario differences
and key assumptions

Learn how to use scenarios
to assess risks and
opportunities

|dentify relevant internal and
comparable reference
scenarios
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TCFD Banking-Phase lI: Outputs N RE L : H_‘.i'--;'

These dellverables prowde industry perspectlves on scenarlos ? odolo

Physical risk blueprint Transition risk perspective papers

* Developed with Acclimatise Financial sector use of climate scenarios

* Assessment of existing data portals Evaluating a disorderly transition

* Piloting of physical risk tools Extending the phase | methodology

+ Piloting of correlation analysis Transition risk heatmaps

» Exploration of opportunities Expansion to new sectors

Climate risk governance and application

Transition risk webtool TCFD template and database

WELCOME TO
. . TRANSITION
* Developed with Oliver Wyman CHECK

* Open to all UNEP FI members K

 Collaboration with IIF p——

» Guide to best practices on disclosure
— lllustrative examples

* Publicly available scenario visualizer il &%
— Specific details for each disclosure

* Can incorporate most IAM scenarios

» Database to assess existing disclosures
— Evaluation of methodologies used
— Opportunity for peer benchmarking
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