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Stress Testing

Risk Identification

Risk Appetite

Strategic Business
Planning

Risk Monitoring &
Reporting

Risk Assessment,
Measurement &

Mitigation

Risk Governance Structure
Board, Senior Management, Three Lines of Defence

Board and Senior management oversight on 
climate risks.
Allocation and communication of 
responsibilities.

Updates to scenario 
design and analysis.
Impact on capital and 
liquidity planning 
processes.

Updates to EWIs, KRIs and 
other risk monitoring 
metrics.
Updates of MI across risk 
governance structure.

Developing qualitative risk 
appetite statements.
Determining quantitative 
limits and thresholds.

Mapping climate related risks to 
existing prudential risks.
Climate-related due diligence on 
client and third party 
relationships.

Incorporation of internal and external climate-related data 
into management of prudential risks.
Creation of additional controls/assessment methodologies.

Materiality assessment, climate risk 
strategy and consideration of 
Nationally Determined Contributions 
(NDCs) of Mauritius.
Horizon scanning to identify potential 
physical and transition risk drivers.
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Adapting the organisational structure 
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Dedicated Board 
sub-Committee

���������
���������

�������������

Board Risk 
Committee

Board of
Directors

Board 
Nomination 
Committee

Board Audit
Committee

Chief 
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Executive
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Oversight of CR&E - related risks 
and opportunities impact firm’s 
business strategy.
Oversee progress against gaols & 
targets for addressing CR&E issues.
Approve and review policies and 
framework around CR&E financial 
risk management.

Internal & External 
expertise.
Advise on CR&E 
impact on strategy.
Review sector 
financing policies.

Informed guidance 
on transactions
with complex CR&E 
risk implications.
Particularly applies 
when treating
CR&E financial 
risks as 
stand-alone
risk type.

Update ToR, 
Agenda
and MI to 
include CR&E
related 
issues 
around
existing risks 
covered by
this 

Update ToR, 
Agenda
and MI to 
include CR&E
related issues 
around
existing risks 
covered by
this 

Update ToR, 
Agenda
and MI to 
include CR&E
related issues 
around
existing risks 
covered by
this 
committee.

Design & 
effectiveness
of CR&E risk 
management
framework 
and policies.

Appointments 
of those
with sufficient 
skills & 
expertise to 
advance
CR&E 
strategy.

Reward 
structure that
considers 
progress
made &  value 
created
from CR&E 
strategy.

CR&E 
related 
reporting
& disclosure 
in the
financial 
statements.
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Second
 line

First line

Second line

Third line

Example activities

Carry out initial climate risk assessment when onboarding clients or during periodic review of 
existing clients.
Engage with clients to understand carbon intensities and their business plans for mitigating 
climate risk. 
Understand, assess and consider uncertainties and developments around timing and channels 
of climate risk.

Set-up and own central risk frameworks. 
Develop the tools for identifying and assessing climate risks. 
Deliver climate risk training. 
Develop scenarios and undertake stress testing. 
Support first line activity to understand, assess and consider uncertainties and developments 
around timing and channels of climate risk.

Review control design and execution.
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Physical risks
Climate-related

• Extreme weather 
events 

• Chronic weather 
patterns

• Water stress
• Resource scarcity
• Biodiversity loss
• Pollution

• Policy and Regulation
• Technology
• Market Sentiment

• Policy and Regulation
• Technology
• Market Sentiment

Climate-relatedEnvironmental

Credit

Risks
Affected

Market

Operational

Liquidity

Energy efficiency standards may trigger substantial 
adaptation costs and lower corporate profitability which 
may lead to higher PD as well as lower collateral values.

Transition risk drivers may generate an abrupt 
repricing of securities and derivatives, for example 
for products associated with industries affected by 
asset stranding.

Environmental

Transition risks

Probabilities of Default (PD) and Loss Given 
Default (LGD) of exposures within sectors of 
geographies vulnerable to physical risk through 
lower collateral valuations in real estate 
portfolios as a result of increase floor risks.

Severe physical events may lead to shifts in 
market expectations and could result in 
suddden repricing (valuation models), 
higher volatility and losses in asset values 
on some markets.

Bank’s operations may be disrupted to 
physical damage to property, branches and 
data centres as a result of extreme weather 
events.

Liquidity risks may be affected in the event 
of clients withdrawing money from their 
accounts in order to finance damage 
reports.

Changing consumer sentiment regarding climate 
issues can lead to reputation and liability risks for 
the bank as a  result of scandals caused by the 
financing of environment controversial activities. 

An abrupt repricing of securities for instance due to 
asset stranding, may reduce the value of banks’ 
High-Quality Liquid Assets thereby affecting 
liquidity buffers. 

Transition risk drivers may affect the viability of 
some business lines and lead to strategic risks for 
specific business models if the necessary 
adaptions or diversification are not implemented.   



• Consider CR&E factors affecting the value of collateral 
(”stranded assets”, insurance coverage, energy 
efficiency...). 

• Reflect in loan pricing, all relevant costs arising 
form CR&E risks. • Consider CR&E risks and their impact on 

the financial conditions of borrowers. 
• Perform intensive analysis in loans or 

borrowers associated with a higher CR&E 
risk. 

• Assess, monitor and manage 
sectoral/geographie/single name 
concentration. 

• Incorporate CR&E factors in its 
credit risk appetite, risk 
management policies and 
procedures. 

Credit 
Analysis 
&  Rating

PricingCollateral 
valuation

Credit 
decision 
making

M
on

ito
rin

g
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Run workshops to assess the 
likehood and potential severity 
of the impacts should those 
climate risks events 
materialise. One of the output 
of these workshops could be 
the identification of data gaps 
and therefore data 
requirements.

Create a heat map of 
operational risks related to 
climate change that will serve 
as a tool to (1) monitor 
exposure going forward and 
(2) report to management.

Based on that heatmap, 
identify the functions that will 
act as first line of defence to 
identify and mitigate climate 
change and adapt the RCSA 
process. This would be a 
tangible step in embedding 
climate risk in the risk 
management framework for 
operational risk

Identify the components of climate 
change risks, both physical and 
transition, that are or will become 
relevant to the Bank by reviewing 
its business model, activities, 
operations, critical functions, risk 
register, RCSA process and latest 
results, log of operational incidents 
(if relevant), business continuity 
plan and operational resilience 
documentation. 

Determine the transmission 
channels between climate 
change risks, both physical and 
transition, to the existing 
operational risks faced by the 
Bank.

Look into data sourcing 
options in order to be able to 
quantify and measure the 
financial risks from operational 
risk due to climate change.



28



29

Inputs

Choose Scenario:
(Baseline, strategic, Tail)

Timeframe:
Short term and Long term

Assumptions:
Static vs Dynamic 

balance sheet

Scope:
Exposures, Sectors, 

Asset Class

Actions

Management 
actions to reduce 

risk

Strategic decision on 
portfolio mix, pricing, 

lending practices

Internal changes- risk 
management, 

organisational structure

Disclosure 
(communication 

internally and externally)

Outputs

Impact
(Direct and Indirect)

Losses

Warning Metrics/ 
Early Indicators

Carbon intensity/ 
Transition Plan
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Use Cases Basic Stretch Advanced

Transition risk 
exposure

Exposure to carbon-related 
assets by sector (as % 
portfolio/underwriting 
activity).

Transition risk heatmap by 
sector/technology/
geography.

Anticipated financial 
impacts of the climate 
transition based on scenario 
analysis.

Physical risk 
exposure

Proportion of investing or 
financing activities 
vulnerable to physical 
risk.

Physical risk heatmap by 
sector/geography.

Anticipated financial 
impacts of physical risked 
based on scenario analysis.

Decarbonising 
portfolios

Engagement

Financed emissions - 
historical/current(absolute 
and intensity)14.

Financed emissions - 
current/historical/future 
(absolute and intensity).

Portfolio alignment metrics.

Mobilising 
transition 
finance

Exposure to climate-related 
opportunities (as % overall 
portfolio/underwriting 
activity).

Climate-related capex 
intensity (capex on 
climate solutions as % of 
total capex).

Carbon return metric 
(e.g. avoided emissions).

No./% of engagements 
where positive progress 
achieved against objectives.

No./% of advanced 
interventions.

Proportion of engagement 
meetings (total and by 
portfolio) on climate risk/ 
opportunity, by theme. 
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(c) Describe the resilience of the 
organisation’s strategy, taking into 
consideration different scenarios 
including a 2oC or lower scenario.
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