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The be low t ime line prov ides an overv iew of se lect key regu la t ions re la ted to the integra t ion of c limate r isks into cred i t r isk management prac t ices and cap i t a l
frameworks, w i th an increasing focus on the integra t ion into IRB and IFRS 9 calcu la t ions.

Nov 2020
ECB Gu idance on climate-
re la ted and env ironmenta l r isks
Supervisory expectat ions re lat ing to
risk management and disclosure

Jun 2020
BCBS Pr inciples for the effec t ive
management and superv ision of
climate-re la ted f inancia l r isks
Gu idance for banks and prudent ia l
supervisors

Jul 2022
ECB C limate R isk St ress Test
Conducted as a constra ined bottom-
up stress test for significant EU
institutions

May 2022
EB A Role of env ironmenta l r isks in the
pruden t ia l f ramework
Discussion paper with an overview of framework
e lements and how they interact with env . risks

Dec 2022
BCBS Frequent ly asked quest ions on climate-
re la ted f inancia l r isks
FAQs on how climate-re lated f inancia l risks may be
captured in ex isting Pillar 1 standards

Sep 2023
Thema t ic feedback from the 20 22 /
2 0 2 3 round of wr i t t en aud i tor repor t ing
Themat ic f indings re lated to account ing of
climate risks in IFRS 9 ECL

Jan 2024
PRA Dear CEO Interna t iona l banks
Superv ision: 20 24 pr ior i t ies
Dear CEO letter including expectat ions
for climate risk management in 2024

Nov 2023
BCBS Disclosure of climate-re la ted
f inancia l r isks
Public consultat ion paper on a pillar 3 disclosure
framework for climate-re lated financia l risks

Oct 2023
EB A Repor t on the role of
env ironmenta l and socia l r isks
in the pruden t ia l f ramework
Recommendat ions for targeted
enhancements to the current Pillar 1
framework

YE 2024
ECB fu ll a lignment w i th C&E gu ide
Banks required to be fu lly a ligned with a ll
supervisory expectat ions on C&E risks

Q1 2025
F i t-for-55 climate r isk
scenar io ana lysis
Results from one-off climate
risk scenario ana lysis by the
ESAS, ECB and ESRB

20
25+

Feb 2024
ECB gu ide to interna l mode ls
Published F ina lised version of revised guide
to interna l mode ls, including requirement
to include materia l climate risk drivers

Apr 2019
Superv isory
Sta tement 3 / 1 9
PRA expectat ions for
banks and insurers
regarding management
of financia l risks from
climate change

Q1 2025
IFRS S1 & S2
Genera l
Requirements for
Disclosure of
Susta inability-re lated
F inancia l Informat ion
and Climate-re lated
Disclosures come
through 2024
report ing cycle

Mar 2023
BoE repor t on climate-re la ted r isks
and the regu la tory cap i t a l frameworks
The report includes updates on: capability and
regime gaps; capita lisat ion t ime lines; and
areas for future research and ana lysis



202 3 year-end observat ions on climate impacts to ECL – UK perspect ive
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2023 annua l repor t excerp ts

“A credit risk assessment of physica l
and transition risk due to climate
change…did not result in a separate ly
ident ifiable impa irment charge .” p.
310

“Interna l climate scenario ana lysis
results are used to assess whether
additiona l short-term climate-specific
ECL are required [of which none
disclosed].” p. 239

Observed approaches Range of climate ECL impacts

One bank has integrated climate r isk into its
BAU base line IFRS 9 scenario

The ma jor ity of banks used shor t-term climate
specif ic scenarios to est imate ECL impact and
assess materia li ty

Most banks are st ill using a combinat ion of
bottom-up and top-down methods, est imat ing
a climate-specific overlay and disclosing
where materia l

High emit t ing sectors tend to see a higher
range of potent ia l ECL impact

Impacts on overa ll por tfolio leve l ECL are
more limi ted

8%0%

1 0% 3 5%

“A quant itat ive assessment of the
impact of climate risk….resulted in a
margina l ECL increase…wh ich will not
be recorded as an overlay for…2023
year-end.” p. 368

“Climate-re lated transit ion and physica l risks
are a lready materia l and expected to
increase over the long term.” p. 49

“Both transit ion and physica l risks are e ither
managed through risk tolerances or strategic
targets, or a lready have post mode l
adjustments/management overlays a llocated
covering the climate re lated risks.” p. 118



Integrat ing
climate into

credit mode ls



Roadmap for integrat ion of climate risk into credit risk mode ls
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Current sta te Future state
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s C limate r isk da ta gathering, leveraging c lient quest ionna ires

Design dec isions and roadmap deve lopment for integrat ion of
climate risk into rat ings systems
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e Most firms: exper t judgement /policy driven cred i t  ra t ing

c limate overr ides

Some firms: start ing to incorporate climate into IRB mode ls

Thema t ic feedback from…
wr i t ten aud i tor repor t ing
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Ensuring coverage for a ll por t fo lios with materia l climate risk

O
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ve

d
P
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ct
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e Most firms: Overa ll aggregate ECL leve l overrides

Some firms: Credi t metr ic leve l (PD and LGD) overr ides for
high-em it t ing sectors

Key reg.

Key reg. Full a lignment wi th C&E gu ide +
Gu ide to interna l mode ls

Key reg.

Key reg.
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Incorporat ion of c limate r isk into IRB mode ls through qua li t a t ive
modules or d irec t incorpora t ion of fac tors

Strong mode l mon i tor ing capac i t y will be crit ica l due to cha llenges
ant icipated with demonstra t ing significant links between climate drivers
and credit outcomes

Further regula tory guidance expected on pillar 1 climate risk
requirements

Repor t on the role E&S r isk
in the pruden t ia l f ramework
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Redeve lopment of IFRS 9 mode ls to capture climate risk through in-
mode l ad justments to d irec t incorpora t ion of fac tors

Scenar io capab ili t ies expected to evolve with expanded cl imate r isk
variables across a ll scenarios and climate speci f ic st ress scenar ios

Expect to see sign ificant cred i t  de ter iorat ion t r iggers be ing rev iewed
and breached, as companies fa il to de livery on transit ion plan

Superv isory Sta tement 3 / 1 9* +
Dear DCEO Interna t iona l banks Superv ision: 20 24 pr ior i t ies

Superv isory
Sta tement 3 / 1 9*

IFRS S1 + S2

*SS 3 / 19 ant icipated to be updated this year .

2024

2025
2026

2027 2028
2029

2030+



IRB current state observat ions
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Some firms have a lso been observed to integrate climate-re lated
quest ions into the ir IRB PD qua litat ive modules or enhanc ing guidance
on how to score qua litat ive factors to consider climate

Due to the nesc ient nature of requ irements and data cha llenges,
most f irms are not planning to change IRB models to incorpora te
climate in the next 2 years

20282027202620252024

Data collect ion IRB climate integrat ion

Instead , firms are working on deve lop ing a roadmap for climate
integrat ion post 2026

C limate considerat ionsQuali t a t ive
componentWe ightMode l

• Loca l government policies
• Transition plans and targets

Compe t i t ive
Posi t ion10%

C
or

po
ra

te
s

• Ava ilability and t ime liness of scope 1
and 2 emissions

• Ava ilability and t ime liness of emission
targets (SBT and non-SBT)

Informa t ion Qua li t y4%

3 . Qua li t a t ive module

1 . Roadmap for da ta and mode ls

There are few observed examples of direct integra t ion of climate
r isk var iables into IRB mode ls

C limate
adjusted

LTV

IRB PD
Mode l

Transit ion
Risk Score

Physica l
Risk Score

Some examples include direct integrat ion of climate factors into
convent iona l IRB mode l deve lopment , includ ing climate risk scores
and energy efficiency rat ings for CRE / Resident ia l Mortgages.

IRB
LGD

Mode l

EPC Rat ing

4 . Direct incorpora t ion of cl imate factors into mode ls

PD schemat ic LGD schemat ic

Roadmap schemat ic

Qua li t a t ive component schemat ic

EDCBA

In the mean t ime, banks are deve lop ing and implement ing a structured
framework for consistent review of climate risk for potent ia l overrides
supported by quant itat ive tools and ana lysis

Rat ing
notch

2 . Inter im cl imate credi t adjustment frameworks

Climate score Addit iona l due diligence \Qua lita t ive override or
other credit outcome

Overr ide workf low schemat ic



IRB hot topics
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• Minima l impacts on PD and LGD have been observed through climate stress test ing exercises and
IFRS 9 ca lculat ions

• This is primarily dr iven by the short term t ime horizon used for capita l

• However we expect this to change as government policy evolves and the low-carbon transit ion
acce lerates

Impact1

• We do expect MoCs to capture some uncertainty e ither through data or mode l est imat ion

• However, anecdotal evidence suggests that superv isors will be lenient in the short term regarding
applicat ion MoCs for climate risk – with greater emphasis on ensur ing banks begin the journey of
incorporating climate r isk into capita l mode ls

• MoCs may a lso serve as a means to area to start captur ing climate impacts – where climate is not
direct ly incorporated into the mode l, a climate data limitat ion MoC can act as a backstop and then
trigger data collect ion and monitoring for integrat ing climate factors at a later stage

Margins of
conserva t ism2

• Customer behaviour and market trends will change slowly, and therefore we do not expect to have
observable data in the next 3-5 years

• However, here is genera l consensus amongst industry specia lists of what are the key transit ion
drivers, and banks are now collect ing this data

Data3

Top ic Observat ions



Integrat ion of climate r isk in the IFRS 9 mode ls – survey insights
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Current leve l of incorpora t ion of c limate considera t ions into IFRS 9 ECL ca lcu la t ions var ies be tween reg ions, wi th most progress be ing observed in reg ions wi th grea ter
regu la tory expecta t ion and focus. Most banks have star t ed to imp lement inter im frameworks to incorpora te c limate into the ir IFRS 9 ECL , however most are st ill in the
design phase for the ir longer-term st ra t eg ic approach .

Int egra t ion of
c limate over the
shor t t erm
(e .g. in next 2 years)

IFRS 9

Int egra t ion of
c limate over the
longer t erm
(e .g. in 3+ years)

IFRS 9

28%

6%

6%

50%

No change to mode ls

Direct incorporat ion of climate factors

Incorporat ion of climate into exist ing scenar ios

Planning to incorporate , but approach st ill to be dec ided

29%

17%

25%

13%

17%

ECL-level climate overlay

PD and/or LGD in-mode l ad justments

Incorporat ion of climate into exist ing scenar ios

Climate collateral va luat ion haircuts

Not discussed to date

Survey: Th is survey represent observa t ions f rom 23 B anks across a number of d if f erent regions around the g lobe .
Regions of par t icipan ts: EU: 57%, UK: 17%, USA: 13%, A P A C: 13%

While there is some variat ion in
maturity , most UK and EU banks
have started to integrate climate
into the ir IFRS 9 ECL ca lculat ions.

Most firms are still in the design
phase for the ir strategic approach
to integrate climate considerat ions
into IFRS 9 mode ls, and a number
not current ly plann ing long-term
integration.



Integrat ion of climate r isk in the IRB mode ls - survey insights
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Int egra t ion of
c limate over the
shor t t erm
(e .g. in next 3 years)

IRB

31%

19%

25%

6%

6%

No plan ye t for long term integrat ion of
climate

Overrides via climate ad justed credit
framework

Direct incorporat ion of climate factors

Climate enhanced qual itat ive module
guidance

Fully integrated qua li tat ive module for
climate risk

Int egra t ion of
c limate over the
longer t erm
(e .g. in 3+ years)

IRB

8%

Integrat ing
climate into LGD43%

21%

7%

14%

14%

Overrides via climate adjusted cred i t framework

Direc t incorpora tion of climate factors

Incorporat ion of c limate quest ions into qua lita t ive
module

Climate enhanced qua li tat ive module guidance

No c limate integra t ion into PD

Banks have star t ed to tack le integra te c limate considera t ions into the ir IRB PD outcomes through most ly t ac t ica l approaches such as quest ionna ire dr iven c limate-
ad justed cred i t  frameworks and incorpora t ion of qua li ta t ive c limate considera t ions into PD scorecards. Most banks are st ill in the design phase for the stra t eg ic
integra t ion approach , however a few have star t ed to d irec t ly incorpora t e c limate fac tors into PD mode ls, g iven cha llenges around ava ilab ili t y of h istor ic da ta .

Survey: Th is survey represent observa t ions f rom 23 B anks across a number of d if f erent regions around the g lobe .
Regions of par t icipan ts: EU: 57%, UK: 17%, USA: 13%, A P A C: 13%

Banks have started to integrate
climate considerat ions into the ir IRB
PD outcomes through mostly
tactica l approaches.

Respondents are ye t to integrate
climate considerat ions into the ir IRB
LGD outcomes, however some
indicated that they are exploring the
applicat ion of climate collatera l
adjustments.

Most banks are still in the design
phase for the ir strategic approach
to integrate climate considerat ions
into IRB mode ls.



Integrat ion of climate r isk in the IFRS 9 mode ls – survey insights
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9%

27%

18%

45%

Direct incorporat ion of climate considera tions across al l
scenarios

Climate impacts reflected in exist ing macroeconomic variab les

Scenario expansion to include c limate-specif ic variab les

Planning to incorporate , but approach st ill to be dec ided

C limate
considera t ions in
IFRS 9 scenar ios

IFRS 9

Survey: Th is survey represent observa t ions f rom 23 B anks across a number of d if f erent regions around the g lobe .
Regions of par t icipan ts: EU: 57%, UK: 17%, USA: 13%, A P A C: 13%

Most banks have not incorporated
climate into the ir IFRS 9 scenarios,
and many are still deve loping a view
of the ir long term plan to do so.


