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FINANCIAL RISKS
Transition risks



TRANSITION RISKS

 During the last years, climate change and its consequences to the global economy have become more transparent. Hence, 
financial regulators are trying to mitigate the negative impacts, by setting out a framework for a transition to a greener 
economy.

 Transition risks stemming from:

- Technological changes

- Innovation

- Competition 

- Liabilities (financial compensations)

- Changes in regulations and laws

 Physical risks: weather conditions 

 What types of industries are impacted?
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$1 billion 
economic 
damage 

40 
weather 
disasters

USA
Worldwide

215 largest 
companies

$1 trillion in 
climate-related risk



Governmental and regulatory framework
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INVESTMENTS & RISK MANAGEMENT
MANAGING CLIMATE RISK IN INVESTMENT PORTFOLIOS
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Positively contribute with their 
portfolios to climate change

Decrease exposure to climate 
changes/ diminish the risks 

Decrease their portfolios carbon 
footprint

Prevent negative impact on 
investment portfolios

Social Responsible Investing (SRI)
Sustainable Investing (SI) 

Use of ESG indicators



ESG indicators
Risk management 

Environmental 

• Energy consumption

• Carbon emissions

• Air and water pollution

• Waste management

• Water consumption

• Green energy 
initiatives

• Renewable energy 
usage

Social

• Diversity at workplace

• Customer satisfaction

• Human rights issues

• Gender equality

• Company equal 
treatment policies etc..

Governance

• Diversity of board 
members

• Executive pay

• Internal corruption

• Lobbying etc..
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CLIMATE RISKS PLANNING
Risk management



How companies can respond to climate change?

Mitigation Adaptation
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THE PROCESS OF 
ADJUSTMENT TO ACTUAL OR 
EXPECTED CLIMATE CHANGE

 shifting power generation 
to non-emitting sources

 electrifying systems that 
rely on the burning of 
fossil fuels

 reducing emissions, 
through increased 
efficiency and decreased 
consumption of existing 
GHG-emitting activities

REDUCE OR PREVENT 
EMISSION OF GHGS

Prepare actions to reduce 
their exposure to risks-
i.e. relocating vulnerable 
links in the supply chain



Mitigation steps

1) Develop a climate Strategy

- assessing emissions profile -
tracking the quantities of GHG 
emissions; 

- identify risks and opportunities 
posed or presented by emissions; 

-evaluating action options for 
reducing emissions; 

- setting GHG reduction goals 
and targets;

2) Focus inward

- developing the financial 
mechanisms to support GHG 
reductions;

- engaging the organisation/ 
personnel;

3) Focus outward

- start with formulating a policy 
strategy;

- identify policies and 
regulations;

- search an area of influence at 
local, regional, national level;
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Source: Hoffman, A., (2014) Conference Board 
Director Notes, University of Michigan Ross School 

of Business

https://ideasforleaders.com/idea_journals/conference-board-director-notes


Strategic approach for managing risks
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1. Governance:
o Board-level engagement and accountability.
o Integration with business strategy and risk appetite framework.
o Evidence of how the firm monitors and manages financial risks arise from 
climate change (long-term view).
o Ownership by the relevant Senior Management Function (SMF).
o Inclusion of the sustainable finance metrics in the Group’s strategic plans.
o Provision of adequate resources, skills and expertise, including of 
sustainability training to manage financial risks from climate change.

2. Risk Management:
o Identification of material exposures to physical and 
transition risks.
o Development of sustainability risk policies covering specific 
sectors/ customers.
o Measurement of short-term and long-term risks.
o Models enhanced to include climate-related risks in credit 
decision-making process.
o Reporting & Management Information (MI) to drive board 
and senior management to discuss, challenge, and take 
decisions relating to the firm’s management of the financial 
risks from climate change.

3. Scenario Analysis:
o Inform strategic planning (short- and long-term) and 
determine the impact of the financial risks from climate change 
on their overall risk profile and business strategy.
o Address a range of outcomes relating to different transition 
paths to a low-carbon economy.
o Determine material exposures and the impact on the ICAAP.
o Impact on the solvency and liquidity profile and realistic, 
credible management actions.

Source: Prudential Regulation Authority)



Strategic approach for managing risks

 4. Disclosure:

 Relevance within existing material and principal risks disclosures.

 Consider whether further disclosures are necessary to enhance transparency on their 
approach to managing the financial risks from climate change.

 Develop and maintain an appropriate approach to disclosure of the financial risks from 
climate change.

 Disclosure of integration into existing governance and risk management process.

 Consider engaging with the TCFD (‘Taskforce on Climate-related Financial Disclosures’ 
published recommendations in June 2017) framework and other initiatives in developing 
their approach to climate-related financial disclosures.
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Management & identification of risks
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Source: Deloitte 

Climate risk management is an approach which looks specifically at climate risks as part of a comprehensive risk management 
strategy; the risks range from extreme weather events such as storms and floods to slow-onset environmental changes such as 
increasing sea levels and desertification



Task Force on Climate-Related Financial Disclosures

 The Financial Stability Board (FSB) created the TCFD to develop recommendations on the types of information that companies
should disclose to support investors, lenders, and insurance underwriters in appropriately assessing and pricing a specific set
of risks—risks related to climate change. The Task Force consists of 31 members from across the G20, representing both
preparers and users of financial disclosures. The TCFD is chaired by Michael R. Bloomberg, founder of Bloomberg L.P.
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Source: www.fsb-tcfd.org

https://www.fsb-tcfd.org/members/
http://www.fsb-tcfd.org/


TCFD Recommendations and Supporting 
Recommended Disclosures

Governance

• Disclose the 
company’s 
governance around 
climate-related 
risks and 
opportunities.

Strategy

• Disclose the 
actual and potential 
impacts of climate-
related risks and 
opportunities on 
the company’s 
businesses, 
strategy, and 
financial planning 
where such 
information is 
material.

Risk Management

• Disclose how the 
company identifies, 
assesses, and 
manages climate-
related risks.

Metrics and Targets 

• Disclose the 
metrics and targets 
used to assess and 
manage relevant 
climate-related 
risks and 
opportunities 
where such 
information is 
material.
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Source: TCFD 2022 Status Report 

https://assets.bbhub.io/company/sites/60/2022/10/2022-TCFD-Status-Report.pdf


Examples of risks 
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Source: Ricoh, Integrated Report 2021, p. 43 in TCFD 2022 
Status Report, pp.23



Examples of risks 

16

Source: Banco Santander, Annual Report 2021, p. 500 in TCFD 
2022 Status Report, pp21



Climate risk identification 
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Cathay Financial Holdings, Sustainability Report 2021, p. 
59 in TCFD 2022 Status Report, pp.25 

PSEG, Sustainability and Climate Report 2021, p. 33 in TCFD 2022 Status Report, pp.27



ESG indicators
Standards & indices

Companies
Country
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o Global Reporting Initiative 
o Sustainability Accounting 

Standards Principles
o Climate Disclosure Standards 

Board

Sustainability Reporting = Climate Aware Investments
Sustainability Indexes

Sustainability Certification 
Sustainability Rating



Sovereign ESG Data Framework
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Environment Pillar

• Emissions & pollution

• Natural capital 
endowment and 
management

• Environment/climate 
risk & resilience

• Food Security

Social Pillar

• Education & skills

• Employment

• Demography

• Poverty & Inequality

• Health & Nutrition

• Access to Services

Governance Pillar

• Human Rights

• Government 
Effectiveness

• Stability & Rule of 
Law

• Economic 
Environment

• Gender

• Innovation

World Bank 

https://datatopics.worldbank.org/esg/framework.html


World bank, ESG country databank 
ESG Sovereign Data Portal

 Databank: https://databank.worldbank.org/source/environment-social-and-
governance?preview=on

 Country Dashboards: https://datatopics.worldbank.org/esg/dashboards.html
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https://databank.worldbank.org/source/environment-social-and-governance?preview=on
https://datatopics.worldbank.org/esg/dashboards.html


Software for climate risk management 
Case study: RIBIA

1. Brings together in a single platform, all the necessary elements such as Risks & Opportunities, Performance Indicators, Mitigation Actions, Dashboards
& Reporting:

2. Incorporates Prediction Models at Climate Change milestones (for years 2030, 2040, 2050 or longer depending on the available models)

3. It is the only Greek Risk Management and Control software that includes Climate Change issues

4. Includes Knowledge Database, with ready-to-use lists of Risks, Indicators and Actions

5. Facilitates the process of complying with the Directives and the Legal Framework on Climate Change

6. Supports risk mitigation and helps reduce the economic impacts of Climate Change

7. Boosts the achievement of Strategic Objectives on Climate Change

8. Enhances Corporate Sustainability and Resilience

9. Delivered with ongoing support from expert consultants and customization of the system to your needs

10.Offered at a highly competitive price and without the need for an initial investment (SaaS - Software as a Service)
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Source: www.e-on.gr

https://www.e-on.gr/ribia-climate?gclid=Cj0KCQjwk5ibBhDqARIsACzmgLQyCBHBDibOX4I7zcKHK6XK-mmesyZH0NKB-PGfbLAC9-mtgImdIPAaAqnQEALw_wcB&lang=en
http://www.e-on.gr/


USEFUL TOOLS FOR CLIMATE RISK MANAGEMENT 

 Climate Risk Management Plan: 
https://www.adaptationscotland.org.uk/application/files/6014/6970/5493/Cli
mate_risk_management_plan_template.pdf (example)
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https://www.adaptationscotland.org.uk/application/files/6014/6970/5493/Climate_risk_management_plan_template.pdf


Resources:

 Inderst, G., & Stewart, F., (2018) Incorporating Environmental, Social and Governance 
(ESG) Factors into Fixed Income Investments, Available at: 
https://documents1.worldbank.org/curated/en/913961524150628959/pdf/Incorporati
ng-environmental-social-and-governance-factors-into-fixed-income-investment.pdf
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https://documents1.worldbank.org/curated/en/913961524150628959/pdf/Incorporating-environmental-social-and-governance-factors-into-fixed-income-investment.pdf

