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About Us

This toolkit has been developed through the support of GIZ Pakistan, on behalf of Federal Ministry
for Economic Cooperation and Development (BMZ). The toolkit is part of the collaboration between
GIZ Pakistan and Pakistan Business Council (PBC) to assess Pakistani businesses' awareness and
preparedness for climate risks. This toolkit has been developed by the PBC’s Centre of Excellence in
Responsible Business (CERB) - Nazish Shekha, Head of Initiative (CERB), and Dure Sameen Akhund,
Sustainability Research Manager (CERB).

This toolkit provides businesses with an introductory understanding of the risks to enterprises stem-
ming from climate change, the current and potential future effects of those risks on manufacturing,
textile, finance, Agri-business, and other businesses.

CERB has developed this toollkit using the following resources:

« Task Force on Climate-Related Financial Disclosures [TCFD) (fsb-tcfd.org)

« COSO-WBCSD ESG Enterprise Risk Management Guidance

« Sixth Assessment Report IPCC (AR6)

+ U.S. Climate Resilience Toolkit | U.S. Climate Resilience Toolkit

« Climate Change Risk A good practice guide for Audit and Risk Assurance Committees
« Risk assessment and adaptation planning in your management system — (www.gov.uk)
« Climate Northern Ireland (niadapts.org.uk)

About Pakistan Business Council and Centre of Excellence in Responsible Business:

The Pakistan Business Council (PBC) is a research-based business advocacy platform established in
2005, now supported by over 100 private sector local and multinational businesses with significant
investment in and long-term commitment to sustainable growth of the country. PBC’s major objec-
tives are to advocate polices that lead to creation of jobs, value-added exports and reduction in
import reliance through improved competitiveness of manufacturing, services and the agriculture
sectors. It also promotes formalization of the economy. Further information on the PBC is available
on: www.pbc.org.pk.

In 2017, the PBC established its first outreach initiative, the Centre of Excellence in Responsible
Business (CERB), whose research captures good business practices to help stimulate the economy by
providing opportunities for inclusive livelihood and guidance on sustainably using the country’s
limited resources. (www.cerb.pbc.org.pk)
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Section 1 - Understanding climate risks
for businesses

The Climate Risks Awareness Toolkit provides a structured and holistic approach for businesses to
navigate the intricate landscape of climate risks and opportunities. The identified 6 stage strategy,
encompassing understanding risks, measuring opportunities, benchmarking against best practices,
engaging stakeholders, and establishing climate risk register and controls, serves as a suggestive and
starting framework for enterprises to assess their exposure to climate-related challenges and lever-
age opportunities for sustainable growth.
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Why should companies focus on climate action?

RISK MITIGATION:

Regulatory Compliance: Reducing legal and financial risks can be achieved by anticipating
and complying with the ever-increasing stringent environmental regulations.

Supply Chain Risks: Businesses reliant on natural resources are more vulnerable to climate
risks

COST EFFECTIVE: \

Energy Efficiency: Implementing energy-efficient technologies and practices reduces
operational costs.

Resource Optimization: Cost savings can be achieved through waste reduction and
k resource optimization by improving processes and finding innovative solutions.

MARKET DEMAND AND REPUTATION: \

Consumer Preferences: Eco-conscious consumers are driving demand for sustainable
products and services.

Investor Confidence: Investors now prefer ESG-friendly businesses, boosting capital

k access. j
GLOBAL PARTNERSHIPS: \

International Collaboration: Participating in global initiatives and partnerships fosters
collaboration, opening new markets and business opportunities.

Policy Influence: Engaging with policymakers can shape favorable regulations and poli-
k cies, supporting sustainable business

LONG-TERM VISIBILITY: \

Resilience: Businesses that are able to adapt to climate change are more likely to succeed
in the long term.

Stakeholder Expectations: In today's world, there is a growing expectation from employ-
ees, customers, and communities that businesses should take active steps to promote

Kenvironmental sustainability. /

06




Environmental impacts of climate change

Understanding climate-related risks and opportunities is crucial for business owners, investors,
lenders, and insurance underwriters to make informed financial decisions. Climate-related risks
encompass a wide array of challenges that businesses face due to changing climate patterns and
environmental shifts. These risks, often resulting from greenhouse gas emissions, deforestation, and
rising global temperatures, have substantial consequences for businesses across various sectors.

In 2015, nearly 200 governments agreed to the Paris Agreement, committing to limit the global aver-
age temperature increase to well below 2°C and pursue efforts to limit the increase to 1.5°C above
pre-industrial levels. This demonstrates the growing recognition of the risks posed by climate
change. Adhering to the 1.5°C target instead of the 2°C threshold would offer substantial benefits to
both humanity and natural ecosystems, fostering a more sustainable and equitable society.

IPCC's research highlights the need for immediate action to limit global warming to no more than
1.59C. Failure to do so could lead to unprecedented and dangerous carbon dioxide levels, seriously
threatening sustainable development. Additionally, the physical damage caused by climate change
can significantly impact the real economy and the financial system.

Since adopting the Paris Agreement, governments have increasingly focused on transitioning
towards a greener, low-carbon economy. This transition presents an opportunity for economies to
manage the risks associated with climate change and build resilience. It also presents risks to those
economies who fail to strategically act on both adapting to climate change and mitigating the risks
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What is scientific research saying about climate change

The IPCC is a UN scientific body that assesses climate change and have highlghted that human
activities like burning fossil fuels, deforestation, and industrial processes are the primary drivers of
climate change, leading to an increase in greenhouse gases in the atmosphere. Through the collation
of scientific data the IPCC has developed 4 Representative Concentration Pathway (RCP) scenrios
based on the increased concentration on increased levels of global warming gases in the atmo-
sphere.
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CLIMATE SCENARIOS

RCP 2.6 is consistent with an ambitious reduction of GHG emissions, which assumed
GHG emissions would peak around 2020. Deemed a turning point, the GHG emissions
would then decline on a linear path that aims to limit global warming to below 2°C
above pre-industrial temperatures by 2100.

RCP 4.5 is an intermediate-emissions scenario, consistent with a future with relatively
ambitious emissions reductions and GHG emissions, increasing slightly before starting
to decline around 2040. It is aligned broadly with the GHG emissions profile that would
result from the implementation of the 2015 nationally determined contributions up to
2030 followed rapidly by a 50% reduction of global emissions by 2080. It is considered
likely to produce a warming of about 2.4°C.

RCP 6 is a high-to-intermediate-emissions scenario, where GHG emissions peak at
around 2060 and then decline through the rest of the century. It is considered likely to
produce a warming of about 2.8°C.

RCP 8.5 is aligned broadly with current policies. It is a high-emissions scenario, consis-
tent with a future with no policy changes to reduce emissions and characterized by
increasing GHG emissions that lead to high atmospheric GHG concentrations. It is
considered likely to produce a warming of 4.3°C.

RISING MELTING POLAR EXTREME

OCEAN BIODIVERSITY
GLOBAL ICE & RISING WEATHER . .
TEMPERATURES: SEA LEVELS: EVENTS: e L
2 Causing sea High carbon
Q w level to rise. Climate change di g'd level Impacts ecosys-
g = Causing This puts exacerbates loXide levels tems and
=g _ make oceans . .
235 heatwaves that coastal com- extreme weath dic harmi habitats, causing
= - impact agricul- munities, er events, acidic, l\‘?\frmlndg species distribu-
= E ture, health, biodiversity, resulting in madrlned LS a'; tion shifts and
éd and ecosystem. and disasters and anff.re. uce tfe increasing
S6 infrastructure economic loss. ethiciency 0 extinction rates.
= . carbon captur.
(1] at risk.
SOCIAL & ENVIRONMENTAL IMPACT: POLICY IMPLICATIONS:
o Climate change hits vulnerable International cooperation and policy measures
=5 communities in developing countries the are crucial to reduce greenhouse gas emis-
o< . . . . .
Qg hardest, heading to displacemeant, food sions, adapt to climate change impacts, and
= insecurity, and resource conflicts. transition to sustainable economies.
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GLACIER & SEAICE MELTING

. . . The melting of glaciers is affecting the country’s hydropower
What are the climate risks faced by Pakistan? generation, which accounts for approximately 29% of its elec-
tricity production.

The Intergovernmental Panel on Climate Change (IPCC)
estimates that the glaciers in the Himalayas could shrink by
two-thirds by 2100.

AGRICULTURE EXTREME WEATHER

Pakistan has received nearly 190% more rain than the 30-year
average in the quarter from June to August(2022), totalling
390.7mm (15.38 inches).

Pakistan’s water supply will fall below the minimum threshold
of 1,000 cubic metres per person per year by 2025, leading to
increased water scarcity and reduced agricultural productivity.

Sindh, with a population of 50 million, has been hardest hit,
getting 466% more rain than the 30-year average. 33 million
people, or 15% of the 220 million population, have been affected.

Pakistan climate change will decrease agricultural productivity
by 8-10% till 2040 and wheat will be one of the major losers.

DAMAGE TO MARINE ECOSYSTEM

Population of some of the fresh water fish species (which is of
economic importance especially to the indigenous fishing
community) is declining due to habitat loss and degradation,
water abstraction, drainage of wetlands, dam construction,
pollution and eutrophication. These factors have caused
substantial declines and/or changes in inland fish species.

TEMPERATURE
2023 is confirmed as the warmest calendar year in global
temperature data records going back to 1850.

In 2023, every day surpassed 1°C above pre-industrial
levels, with close to 50% of days exceeding 1.5°C. Two days
in November were over 2°C warmer for the first time.

DEFORESTATION
In 2010, Pakistan had 648 kha of tree cover, extending over

0.74% of its land area. In 2022, it lost 49 ha of tree cover, 64% Deforestation Land is needed to
equivalent to 19.3 kt of CO, emission. occur due to farming assist growing population
SEA LEVELRISE " 4 and A .
g , ising wood and paper akistan is ranked 15
Thg Intergovernmental Panel on Cllmate Cha.nge (IPCQC)’s based products’ demand among the world for
Sixth Assessment Report (AR6) projected a likely global fuelwood consumption

mean sea-level (GMSL) rise of 0.44 to 0.76 m under an
intermediate greenhouse gas emissions scenario.

https: //www.undp.org/sites /g /files / zskgke326 /files / migration /pk / 553334d9b60c67a75df68de0f287e9349f5a73edf42e2c971fa8f708af5dd08b.pdf
https: // www.globalforestwatch.org /dashboards /country / PAK /
https://berkeleyearth.org/policy-insights /

https: //www.ipcc.ch /assessment-report/ar6 /




Section 2 — What are business risks?

Business risks refer to the possibility of the businesses’ inability to operate, leading to lost profits or
business failure. Events such as changes in consumer preferences, strikes, increased competition,
changes in government policies, and obsolescence, among others, add to business uncertainty. By
anticipating risks and impacts, organizations can develop procedures without the added pressure

and costs of managing the risk later. Risks are defined in four ways:

DIRECT
RISK

within your
control

a threat to your
business that is

RISK

INDIRECT

a threat to your
business that is
out of your
control

How do organisations manage risks?

INTERNAL
RISK

risks to your
business that
you can
prevent or
mitigate

EXTERNAL
RISK

risks to your

you have no

A standard method for managing risks is maintaining the risk 5|5
register. A risk register is the first step in risk management, an 4|4
. . -
essential part of any framework. It helps the management list S 3/3
o
risks, their priority level, mitigation strategies, and the risk owners 222
so everybody in the organization knows how to respond to risk. “1 0
1123
SIMPLE BUSINESS RISK REGISTER TEMPLATE IMPACT
RISK IMPACT IMPACT PROBABILITY PRIORITY
DESCRIPTION | DESCRIPTION LEVEL LEVEL LEVEL el e =S ERER
o }vatt;‘at vyiLI _happten Rate Rate (Im%a%t_l).i ) ¥Vl?at can bel.do.net
rier summa I € riIsk IS no robabilr O lower or eliminate . .
Gt i | e e e },({ﬁ?”)h}" 15((|ﬁ:’v §° Address | the impact or Who is responsible?
eliminated. 9 9 highest first | probability
. Keep in contact with
Material h
: . lier. Have
delivery Production stops 5 2 10 gﬁg?native suppliers Shella
is delayed on retainer. PP
. . Increase inspections.
Sechdee || CoEAe 4 1 4 Have spare partson | Rashad
3 5
5 5
4 2 8
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Why do businesses need to identify climate-related risks and
opportunities?

Climate risks are financial risks associated with climate change. These risks can affect organizations
through diminished asset values or increased loan defaults. Assessing climate risk can help organiza-
tions identify the potential impact of adverse climate changes on business operations and their abili-
ty to sustain themselves in the event of future climate hazards.

CLIMATE-RELATED RISKS & OPPORTUNITIES

OPPORTUNITY for company, climate & society
if company contributes to climate
mitigation/adaptation

RISK of negative impact on climate

\
/

5

\ Policy
| . Legal >0 r
q RISK of negative 5=z
- impact on company: < Technology =
COMPANY transitional risk own CLIMATE
Market we
Reputation

RISK of negative impact on company:
acute & chronical physical risks




FINANCIAL IMPLICATIONS:

Climate-related risks can have significant financial implications for businesses. These risks include
physical hazards (such as damage to infrastructure due to extreme weather events), transition risks
(related to the shift to a low-carbon economy), and liability risks (potential legal actions related to
climate impacts).

REGULATORY COMPLIANCE:

Governments and regulatory bodies are increasingly implementing measures to address climate
change. Identifying climate risks helps businesses comply with evolving regulations and avoid poten-
tial legal consequences.

REPUTATION MANAGEMENT:

Climate change is a growing concern among consumers and investors. Businesses that proactively
address and disclose their climate risks demonstrate environmental responsibility, potentially enhanc-
ing their reputation and brand value.

SUPPLY CHAIN RESILIENCE:

Climate-related events can disrupt supply chains, leading to shortages, increased costs, and opera-
tional disruptions. Identifying climate risks allows businesses to develop strategies to make their
supply chains more resilient.

INSURANCE CONSIDERATIONS:
Insurers are increasingly factoring climate risk into their assessments. Businesses that accurately iden-
tify and manage climate risks may benefit from more favorable insurance terms and lower premiums.

INVESTOR RELATIONS:

Investors are becoming more interested in understanding how climate risks may impact the compa-
nies they invest in. Identifying and disclosing climate risks can improve transparency and attract envi-
ronmentally conscious investors.

OPERATIONAL EFFICIENCY:
Identifying and mitigating climate risks can enhance overall operating efficiency. For instance, energy
efficiency measures reduce greenhouse gas emissions and contribute to cost savings.

LONG-TERM PLANNING:
Climate change poses long-term challenges, and businesses need to plan for the future. Identifying
climate risks enables enterprises to develop sustainable and resilient strategies that adapt to changing
environmental conditions.




How does climate change impact business models?

Global temperature rise will impact GDP in all ¢¢

regions by mid-century. The Paris Agreement We must pursue adaptation and
Pledges require mitigation efforts to limit global mitigation with equal force and
temperature rise to 2 degrees. Due to their vulner- urgency.

ability, developing countries, such as Pakistan, will — UN Secretary General

be disproportionately affected by the negative Anonio Guterres

impacts of climate change. 2

Well-below 2°C 2.0°C increase 2.6 C increase
Paris target The likely range of global temperature gains

World

North America

Europe

Asia - 5.5% -14.9% - 20.4% —26.5%

Adapted from swiss-re-institute-expertise-publication-economics-of-climate-change.pdf (swissre.com)

How does climate change impact the financial bottom line?
Investors, lenders, and insurance underwriters need to comprehend how climate-related risks and
opportunities will affect a company's future financial status to make sound financial decisions.

Income Statement

Revenues: Transition and physical risks may affect demand for products and services. Organizations should
consider the potential impact on revenues and identify opportunities for enhancing or developing new revenues.

Expenditures: An organization's response to climate-related risks and opportunities may depend on the organiza-
tion's cost structure. Lower-cost suppliers may be more resilient to changes in cost resulting from climate-related
issues and more flexible in their ability to address problems.

Balance Sheet

Assets and Liabilities: Supply and demand changes from changes in policies, technology, and market dynamics
related to climate change could affect the valuation of organizations' assets and liabilities. Climate-related issues
may particularly affect the use of long-lived assets and reserves.

Capital and financing: Climate-related risks and opportunities may change the profile of an organization's debt
and equity structure either by increasing debt levels to reduce operating cash flows or for new capital expendi-
turesor R & D.
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Risks & opportunities in the value chain

Support Resources & Business Environment

Access to Finance:

Mounting weather risks are being tackled with
innovative risk transfer approaches.

Lenders and investors increasingly integrate climate
risk into their appraisals.

New sources of adaptation finance.

Increased investor requests for climate risk disclo-
sure and climate risk management.

Policy Environment:

Engaging with policy can create favorable conditions
for businesses to build climate resilience and identify
areas of synergy between public and private adapta-
tion actions.

Increased regulatory pressure may induce costs and
make it more challenging to comply.

Stakeholder Expectations:

Improved reputation.

Increased expectations and scrutiny from civil
society organizations on corporate climate risk
management.

New sources of competitive advantage.

Primary Activities Beyond Business Fencelines

Community and Ecosystem Resilience:

Better socioeconomic conditions for local

communities, improving business stability.

Damage to ecosystems important to business.

Improved environmental performance by promot-
ing ecosystem-based adaptation.

Impacts on local communities altering corpo-
rate/social performance, if left unmanaged.

Improved local socioeconomic confidence by
promoting community-based adaptation.

Raw Materials Sourcing:

New sources of supply.

Availability of agricultural commodities and raw
materials for production.

Commodity price volatility.

Distribution:
Climate-triggered  disruptions to  distribution
networks affecting delivery times and causing
production interruptions or sales losses.

Sales:

Changes in consumer preferences, consuming
patterns, and seasonality.

Demand for new products and services.

Demand for climate-resilient

services.

products and
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Assets and Infrastructure:

Integration of climate resilience in asset or
infrastructure design to inccrease useful lives at
lower costs than retrofits.

Failure to consider impacts during design and
planning could damage assets and infrastructure,
increase wear and tear, and reduce use.

Production and Operations

Effect on operations performance, quality, and
timeliness.

Damage to existing infrastructure and facilities.

Improving the residence of products and services
could open new markets.

Increased costs and constraints on industries relying
heavily on water for production.

Increased health and safety hazards for the work-
force.

Primary Activities Within
Business Fencelines

Effect on operations performance, quality, and
timeliness.

Defining climate-related risks

Climate-related risks fall into two major categories:

(1) Risks related to the transition to a lower-carbon economy:

Transition risks are associated with the societal response to climate change, such as policy shifts and
technological advancements. Understanding the nuances of these risks is crucial for businesses, as
they impact sectors and industries differently, reshaping the landscape of corporate operations and
investments.

(2) Risks related to the physical impacts of climate change:
Physical risks involve the direct impact of climate change on the environment, leading to extreme
weather conditions and rising sea levels.

Within the context of this toolkit, it is essential to recognize the significance of both the physical and
transitional impacts of climate change on businesses. These impacts elevate the likelihood of busi-
ness losses and introduce market risks, exemplified by shifts in consumer preferences and price vola-
tility within agri-based supply chains. Additionally, these impacts can give rise to policy risks as exter-
nal governments implement climate policies that may influence export dynamics. This underscores
the importance of understanding, adapting to, and mitigating physical and transitional risks.
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PHYSICAL RISK TRANSITIONAL RISK

~

agricultural technologies.
Chronic risks are longer-term shifts in the climate
like changes in seasonal temperature and .
precipitation. '@ Market risk:

Qp reduced demand for high GHG emissions

commodities.

| /\/ CHANGES IN SEASONAL TEMPERATURES

(‘f) CHANGES IN SEASONAL PRECIPITATION
44

ACUTE

Acute risks are weather events that will increase Transition risks come about from changes in policy,

in frequency or severity due to climate change. technology, markets, and public sentiment in
R response to climate change.

& /\\ K I O Policy risk:
% S introduction of new climate-related
\/ K —3 financial disclosures.
EXTREME HEAT WILDFIRE GLOFTS
- - ~
— NA - () Legalrisk:
A | | actions against high-emitting companies.
= % A
- y
FLOOD CYCLONE DROUGHT T =1 Technology risk:
&\  not adopting competitive low-emissions

CHRONIC E s
G
O
R
|
E
S

Reputational risk:

public scrutiny for insufficient GHG

emission reduction actions.
% SEA LEVEL RISE J
@ CHANGES IN FREEZE-THAW CYCLES

(&

PHYSICAL AND TRANSITION RISKS
The risks from climate change to the economy have two basic channels, but many potential impacts.

PHYSICAL RISKS TRANSITION RISKS
(Extreme weather events & gradual (Policy, technology, consumer
changes in climate) preferences)
>
3 Business Asset N Reconstruction/ ~ -OWer value Increase in
3 disruption  destruction I EEEn replacement of stranded NSy [N
o assets with dislocations
Lower L Lower NEGATIVE
property & h °W§’l q corporate FEEDBACK FROM
corporate Ouseno profits, more TIGHTER
asset value litigation FINANCIAL
CONDITIONS
—
3= Market losses Credit losses Operational risk
o5 .
EU, (equities, bonds, (residential & Unc{grs\gler;tlng (including
Z5 commodities) corporate loans) liability risk)
[T

Adapted from the International Monetary Fund



How do physical risks manifest in the organisation?

BSLJES(!¥(E)§S RELEVANT SHgEJVﬁ\#E m’;ﬁ;;ERM PHYSICAL ILLUSTRATIVE EFFECTS ON VALUE CHAIN
+ Reduced output (for example inadequate quantity
> - Increased intensity and duration of extreme weather and quality of water for hydroelectric plants or to
= events, such as heat waves, storms, and floods cool nuclear and fossil fuel plants)
5 « Warmer average temperatures + Damage to infrastructure and facilities
) - Storm surge + Changing seasonal power demand and increased
= * Rising sea level peak demand during extreme heat or other
‘n._nlﬂ « Water scarcity and overall variability in water supply conditions
L and precipitation patterns « Increased electricity losses in transmission and
distribution systems due to heat load
« Increased claims, losses, and liabilities
L . . . . . « More difficulty pricing physical perils
o « Virtually all physical effects, including hurricanes R o
= g + Reduced availability and affordability of some
g a.nd storms, wildfires, floods, Qroughts, sea level types on insurance
2 rise, thawing permafrost, and increased exposure to - Potential need for new products to address
= diseases B . .
= physical climate risks
- Reduced value of investment portfolio
- Constrained exploration, processing, refining, and
. site rehabilitation
’ Wate.zr.sca.raty e i . - Damage to infrastructure and facilities
. PreC|p|tat|9n ext.remes and flgodlng - Higher decommissioning costs
g - Increased intensity and duration of extreme weather - Altered access to mining deposits and coastal
E e\{epts, such as storms facilities
= ) R!s!ng s e - Disrupted transportation routes and reduced port
. R|$|ng temperatures . availability
* Thawing permafrost and land ice « Risks to worker health and safety
- Water conflicts with communities (and damage
corporate reputation)
- Damage to infrastructure and facilities
o « Increased intensity and duration of extreme weather « Increasing risks to employee safety and health
g events, such as storms and floods - Altered access to fossil fuel reserves
a - Rising sea levels, higher storm surges, and - Constrained production of water-intensive oil and
E increased coastal erosion gas resources, such as oil sands, and water
3' - Land and sea ice melting and permafrost thawing conflicts with communities and other users (and
« Water scarcity and droughts damage corporate reputation)
« Disruption of transport and distribution systems
o - Damage to infrastructure and facilities
- Uelrsiist SHEHNET VRS A Ya”ab'l'ty » Decreased attractiveness of tourism destinations
< °SI:(;:rr;assed frequency and severity of floods and - Disruptions of transportation (e.g., flights and
- o cruises)
g E::::g ZZ?[F::izt:rzzscoastal erosion . Los§ of ski trail§, coral reefs, and other natural
o tourism attractions
= * Droughts

* Increased wildfires
 Changes in precipitation patterns and snow reliability

- Altered tourist seasons
« Conflicts with communities over coastal and further
development
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How do transition risks impact the organisation?

Moving to a lower-carbon economy involves significant changes in policies, laws, technology, and
markets to address climate change mitigation and adaptation needs. Depending on the speed and

focus of these changes, organizations may face varying financial and reputational risks.

TYPES OF TRANSITION RISK CLIMATE DRIVER RISK TYPE
+ More demanding policy environment effecting
customer buying power
Policy & Legal Risks: Policy Makers * Increased GHG emissions will foster a move
Governments are fighting ment to renewable energy
climate change. The fossil - Sourcing restrictions for carbon-heavy materials
fuelindustry faces s . .
.  New public disclosure requirements increase
challenges, while renew_ . .
. the potential of non-compliance
able energy benefits. Legal - . . .
. . « Increasing demanding banking requirements f
risks and the impact on Regulatory o
supply chains must be ) el e e s
: ULl + Disclosure requirements of different jurisdic
considered. . . . . :
tions make it costly, increasing the potential of
non-compliance
Technology Risks: « Lack of procedures and systems to store
'Oy Companies that adopt green Technoloay & reliable data
@A technologies thrive, while Dat 4 * Investment in technology to
those that don’t risk become ate reduce emissions or improve energy efficiency
obsolete. ratings
Market Risks:
Climate change can affect ) ) ) )

N markets through shifts in Market & o Chfamge in consumer behaV|our§, including
\ supply and demand for arket deliberate moves to more sustainable products
]1[[,1|1|1,L commodities, products, and Customer - Potential loss of competitive advantage

services as climate risks and
opportunities are considered.
« Increased scrutiny from different stakeholders
(e.g., regulators, media, NGOs, shareholders,
investors)
« Perceived not to be meeting, sufficiently
Reputational Risks: progressing, or providing transparency on
climate-related commitments and transitioning
- Liability implications as an intermediary in the
value chain
* Reputational impact from potential misalignment

20




Why should your organisation develop a Climate Risk Strategy?

Understanding and managing business climate risk is crucial for companies seeking to ensure resil-
ience, maintain operational continuity, and seize opportunities to transition to a more sustainable
and climate-resilient future. This involves assessing vulnerabilities, implementing mitigation and
adaptation strategies, and incorporating climate considerations into overall risk management and
strategic planning. By ensuring the risk management framework plans for a 2-degree rise by 2050
and plans for an 4-degree increase by 2100, your organization can holistically plan for climate-relat-
ed risks.

Questions your organisation should think about related to climate-related risks and oppor-
tunities:

« What have been the impacts of recent and historic weather-related events on your business?

« Which areas of your business value chain are potentially vulnerable to future climate change,
based on your knowledge of the business (asset types, geographic locations, management
systems, etc.) and the findings of available scientific and industry synthesis reports? (Consider
using GIS and mapping tools to help with this high-level screening exercise.)

« Do you have long-term investment plans and new long-lived projects in your pipeline that
could be affected by a changing climate?

« What actions have peers and leaders in your industry taken to assess climate risks, build
resilience, and take advantage of potential market opportunities?

« What information, tools, and guidance are available to help your company start building
climate resilience?
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Why should companies invest in climate action?

Importance of investing in climate adaptation

Businesses, the financial sector, and investors face climate-related risks like wildfires, water stress,
heat waves, and hurricanes. Investing in adaptation can provide a sound economic opportunity while
also securing long-term stability.

4 . ) I
Risk Reduction:
To minimize risks associated with climate change, companies can invest in adapta-
tion measures such as early warning systems for extreme weather events and coastal
barriers to protect assets and supply chains.
o )
4 N
Cost Savings:
Climate adaptation strategies can save costs in the long term. For instance, improv-
ing cooling and insulation systems can reduce energy consumption, while water
desalination and wastewater treatment can enhance water quality and availability.
N J
\
Resilience:
3 Climate-resilient practices, like vertical farming and hydroponic agriculture, help
businesses withstand climate disruptions.
4
4 I
Access to Investors:
4 Investing in climate adaptation attracts sustainable investors and innovative financ-
ing structures.
o )
4 I
Accountability:
5 Investing in adaptation shows environmental commitment by businesses, creating
accountability and contributing to sustainability.
o )
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Why is it important to focus on mitigation?

Importance: Mitigation is critical to prevent further environmental damage and curb the severity of
climate change. It involves transitioning to cleaner energy sources, improving energy efficiency, and
implementing sustainable practices.

Economic Impact: Failing to invest in mitigation can lead to catastrophic consequences, affecting
economies, ecosystems, and human lives.

10 KEY SOLUTIONS NEEDED TO MITIGATE CLIMATE CHANGE
0o J—
1 ¢ [0 :
| RETIRE 6 —L— INCREASE public transport
° coal plants e T U biking & walking
« 710
2 ﬁy\h INVEST in clean 7 % DECARBONIZE
° energy & efficiency ° aviation & shipping
3 RETROFIT & 8 @% HALT deforestation &
° m N H DECARBONIZE buildings ° RESTORE degraded lands

4 @g DECARBONIZE cement, 9 U@ﬁ”ﬁ REDUCE food loss & waste
° steel & plastics ° & IMPROVE agricultural practices

#

D

1> ) SHIFT to 1 O EAT more plants
5 ° @@ electric vehicles ° W & less mea?

Source: IPCC ARG6. WORLD WESCHILLES INSTITUTE
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Section 3 - Climate Risk Assessment

Conducting a climate risk assessment is crucial for businesses to ensure financial stability, comply
with regulations, enhance supply chain resilience, manage risk, protect reputation, seize innovation
opportunities, attract investors, and facilitate long-term planning. Integrating climate risk into busi-
ness strategies is essential for long-term viability, regulatory compliance, and maintaining a positive
reputation in an environmentally conscious world. A risk management tool, such as the risk register,
can be used to improve an organization's resilience in managing its climate-related risks. These risks
provide the basis for identifying actions required to adapt operational capability, making the organi-
zation more resilient.

The risk register will help
identify

How risks are likely to
change over time, the The impact of current
timescale for action, and policies in addressing
what actions need to be these risks
taken to address each risk.

Existing vulnerabilities to

weather related hazards,

and the degree to which
they are a threat

Most organizations use the risk register as a risk management tool. Climate risk management can be
integrated into the primary risk register or run independently. For this guidance, the scoring meth-
odology for scoring risk will be likelihood x impact and establishing a risk register with a focus on
climate-related risks.

| RISKA_
| RISKE | LEVEL OF RISK:

GREEN AREA WILL
IDENTIFY MATERIAL
RISKS

LIKELIHOOD

RISK C m
—LELY

IMPACT
LIKELIHOOD X IMPACT = LEVEL TO RISK
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Six stages to integrating climate risk into the organisation

STAGE

STAGE

STAGE

STAGE

STAGE

STAGE

ANALYSE THE
CLIMATE RELAT-
ED RISKS TO
CREATE A
CLIMATE ISSUE
POOL

ESTABLISH A
RISK TAXONOMY
FOR THE
ORGANISATION

DETERMINE THE

LIKELIHOOD OF

CLIMATE ISSUES
IDENTIFIED

DETERMINE THE
MATERIAL
CLIMATE RELAT-
ED RISKS

USING RESULTS
FROM STAGE 3 &
STAGE 4 TO
IDENTIFY THE
LEVEL OF RISK

DEVELOP A RISK
MANAGEMENT
FRAMEWORK

\
Undertake a bench- Identify climate
marking analysis to related issues through Engage teams
identify climate risks a system’s thinking witghiﬁ the
identified by other approach for the oreanisations
organisations, regula- organisation & value &
tors & standards chain
J
\
Establish a climate risk taxonomy for the organisation
J
\
Use the climate risk issue pool to determine likelihood based on
geographical/climate data using a likelihood scale
J
Engage internal £ A
Plot the risk stakeholders bngage Benchmark
on the stake- (lower & middle usklnﬁss[d with other
holder interest | management) to (sjta enhotders tko companies in
business identify which er;c.erhn)lne MSKS | sector &
impact matrix | risks are most “flm Ich Interest region
important to them | them
J
\
Plot the likelihood vs impact to Detefm'”e th?; ana!:jc'al[fl?uj"
determine the level of risk IMEES 1112 @F U TR ie
material risks
J
\
Maintain a risk register to manage the Establish Climate Risk
risks Controls
J
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Issue Pool Database
Stage 1: Develop a comprehensive climate risk issue pool for the organisation

STAGE OBJECTIVES
N
Develop a better understanding of science, the business implications, and the related trends
J
N
Develop a library of resources by identifying available data sources that can support your organi-
sation
J
N\
Engage with internal and external stakeholders to understand the implications of climate
change and build a climate risk issue pool
J
N
Use a systems thinking approach to engage the relevant personnel within the organisation
J
N\
Undertake a benchmarking analysis to add other material issues recognized by industry, regula-
tors, and researchers of international best practice
J
STAGE OUTPUTS
=z I_ 0o mo®
9 v v 9 SsE ox_¢2 zZ3 o
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The first step to managing climate-related risks is understanding how climate change can impact
businesses within the organization. The risks include vulnerability and exposure to extreme and
non-extreme weather, climate, and policy and market events caused by climate change or in
response to mitigating climate change. As a starting point, it is recommended that an organization
educate itself on climate-related risks. As a starting point, discussion within teams can answer the
following questions:

Key questions to engage your internal teams:

« Have you suffered disruptive problems with raw material supply (e.g., price, interruption,
delay) or damage to your facilities due to extreme climatic conditions or climate-related
hazards (e.g., drought, storm, flooding) in the recent past?

- Could your critical assets be affected by an increase in the intensity and frequency of
climate-related hazards (e.g., storms, floods, landslides)?

« Could the raw materials you rely upon be affected by increased intensity and frequency of
extreme climatic conditions (e.g., crops, timber, etc.)?

« Could local communities where you source or operate be at risk from increased intensity and
frequency of extreme climatic conditions or climate-related hazards (e.g., droughts, floods,
storms)? Could a changing climate significantly affect the critical ecosystem services you rely
on (e.g., flood protection)?

- Are you aware of the climate resilience work of other companies?

- What information have you disclosed to regulators and investors on risks associated with
climate-related events (e.g., droughts, storms or flooding)?

A system is a complex, unified whole with a specific purpose, comprising interacting, interrelated, or
interdependent parts. Crucially, the interdependency of these parts distinguishes a system from a
mere collection of parts. A business is made of multiple systems unified with a specific organization-
al purpose. Each system has specific internal and external dependencies or stressors that pose a risk
to the organization.
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A conceptual model helps communicate the problem (hazard and business connection) and the
influence of stressors, how they are changing, and what actions can be taken to build resilience. It
can also help put spatial data into context and serve as mental models to help teams understand
how it all "fits together. " Conceptual models provide transparency and allow teams to communicate
better, both within their organization and with other stakeholders who are facing similar issues.
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INFRASTRUCTURAL
CAPITAL

« Commercial Property

« Manufacturing
Property

* Mixed-Use Property

- Warehouses / Storage
facilities

SOCIAL CAPITAL

* Fire & police stations
* Local community

* Customers

* Hospitals & clinics

« Stakeholders

HUMAN CAPITAL

« Employees working on
manufacturing sites

» Workers working
offsite

 Employees in the field

* Management

INTELLECTUAL
CAPITAL

« Physical storage facilities
which store company’s
intellectual assets

* Online storage facilities
which store company’s
intellectual assets

NATURAL CAPITAL

* All parks & community
centers

« Natural areas

« Greenways

» Watercourses

FINANCIAL CAPITAL

« Insurance premiums
« Capital availability

Using the systems thinking approach, companies can build an inventory of
possible climate-related risks within their organizational business models.



Understanding the hazard-business
connection
Business Asset: People, natural resources, infrastructure,

intellectual knowledge, and societal relationships are the
tangible and intangible things required for business growth.

CLIMATE
STRESSORS

T

Hazard: An event or condition that may cause injury, illness,
death to people, or damage to assets.

Climate Stressor: A condition, event, or trend related to

Start by listing the inputs of
the six capitals that lead to
value creation. First, focus
on processes under opera-

tional control, followed by
understanding the inputs of
the upstream and down-
stream supply chain.

climate vulnerability and change that can exacerbate
threats /hazards.

Non climate stressor: A change or trend unrelated to
climate vulnerability and change that can exacerbate
threats /hazards.

Adapted from the Climate Resilience Toolkit, USEPA

STEP WISE APPROACH

Identify the
hazards which
can impact
the list of
inputs (e.g.,
flooding, heat
wave)

Identify the
climate
stressor and/or
non-climate
stressor which
leads to the
hazard

Develop a
climate risk
issue pool of
the inputs,
hazards and
stressors

29



CLIMATE STRESSORS HAZARD
Water Scarcity Drought
S Forest Fire
Wildfire
Land Fire
Flash / Surface Floods
Flood

River Floods

Sea Level Rise

Coastal Floods

Permanent Inundation

Chemical Change

Saltwater Intrusion

Ocean Acidification

Atmospheric CO2 concentration

Mass Movement

Landslide

Avalance

Rockfall

Subsidence

Biological Hazards

Water-Borne Disease

Vector-Borne Disease

Air—-Borne Disease

Extreme Precipitation

Rainstorm

Monsoon

Heavy Snow

Fog

Hail

Storm and Wind

Severe Wind

Tornado

Cyclone (Hurricane / Typhoon)

Tropical Storms

Storm Surge

Lightning / Thunderstorm

Extreme Cold Temperature

Extreme Winter Conditions

Cold Wave

Extreme Cold Days

Extreme Hot Temperature

Heat Wave

Extreme Hot Days
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In assessing climate risk analysis against industry and international benchmarks, companies
frequently gauge their disclosure and management of climate-related risks. By undertaking a bench-
marking study, the organization can identify what other companies have identified as material
climate-related risks and opportunities. This market study will build a business case and support the
management in deciding which risks and opportunities can be of priority to the business.

Several widely adopted frameworks and standards play a key role in this evaluation, in addition to
reviewing how peer companies in similar sectors, geographies, and jurisdictions understand the
risks. Sources of international best practice are the SASB Standards and guidance published by the
EU, USEPA, UK’s Environment Agency.

STANDARDS RELEVANT TO PAKISTAN

Staying informed about updates to global standards is recommended and crucial for compa-
nies to manage the transition risks. Tailoring their reporting to suit their specific industry is also
advisable.

SASB (Sustainability Accounting Standards Board):

SASB stands out for providing industry-specific standards that facilitate the disclosure of mate-
rial sustainability information. This includes a range of industries, each with specific metrics
tailored to address climate risk within that sector. One notable feature of SASB is its emphasis
on materiality, ensuring that companies focus on disclosing financially significant and relevant
information. SASB has two tools, the Materiality Finder and the Materiality Map. Further
details can be found here.

TCFD (Task Force on Climate-related Financial Disclosures) and IFRS (International Financial

Reporting Standards):

TCFD offers recommendations for disclosing climate-related financial information, concentrat-
ing on governance, strategy, risk management, metrics, and targets. These guidelines aid
companies in presenting coherent and decision-useful information to investors. TCFD's
approach aligns with the broader goal of offering stakeholders a comprehensive understand-
ing of a company's climate risks and opportunities.

Both standards have been integrated into the International Sustainability Standards board. The
ISSB has released the IFRS S1 and IFRS S2. IFRS S2 applies to climate-related risks to which
the business is exposed, including climate-related physical risks, climate-related transition
risks and climate-related opportunities available to the company. This will require organiza-
tions to integrate both frameworks during climate risk analysis to ensure a thorough and cohe-
sive approach to provide stakeholders, especially investors, with a clear and transparent insight
into how a company integrates climate risks and opportunities into its overall business strategy
and financial reporting.
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Stage 2: Develop a climate risk classification framework for the organisation

Developing a climate risk appetite statement (RAS) is an essential aspect of climate risk man-
agement. It aligns understanding of the level and type of risk that is accepted in pursuit of a
firm's strategy (Financial Control Authority, 2021).

As with other processes, organizations need to define the specifics of the climate risk man-
agement framework as part of undertaking the exercise. This will include the scope of the
overall risk assessment coverage, definitions for risk appetite, and short, medium, and
long-term risks. Furthermore, when developing the climate risk appetite statement, an orga-
nization needs to consider the norms of the environment and the sectors in which it operates,
its culture, and governance and decision-making processes. Finally, there is a need to consid-
er whether the climate risk processes will be integrated within the current risk register and
risk management framework or will be established through a stand-alone framework.

STAGE OBJECTIVES
~ <
o o
Develop a climate risk classification framework that presents the terminology and basis for
evaluating the climate-related risks.
o Yo
STAGE OUTPUTS

Good Practices For Developing A Climate-Related Risk Taxonomy For The
Organisation

Climate Risk Appetite statement:
Developing a climate RAS is essential. It provides clarity on the acceptable level of climate risk expo-
sure. This understanding guides decision-making and strategy formulation.
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Time Horizon:
Longer time horizons, up to 30 years, should be considered, with interim milestones to account
for the potential financial risks associated with climate change.

Risk Aspects Considered:
Organizations focus on several aspects of climate risk appetite when constructing a climate RAS

Understanding how climate Considering alignment with : ; _ :
change impacts the firm through net-zero goals or climate-related Asliess:jngtcl;llmate l'relagtled credit
these risks. objectives. risk and other applicable

Defining short, medium, and long-term risks and periods

Risks that may impact near-term Risks that may materially impact

g g financial results due to long-term Risks that fundamentally affects
{Ihnaatnr(r:::l rfggfrs\mﬁmﬁeg RS climate-related impacts that the visibility of our long-term
current ?’Ieporting cycle would require strategy realign- strategy and business model.

' ment.

Defining the Likelihood of Risks

- Very high It happens more than once a year

- High It happens about once a year

- Medium It happens every 10 years or more

- Low It has only happened once

Defining the Impact*

_ Severe Needs immediate preventative or corrective action

_ High Needs preventative or corrective action within 1 month
_ Moderate ~ Needs preventative or corrective action within 3 months

_ Low Does not currently require preventative or corrective action

Developing a Risk Rating*

- Very high Impact likely to cause the business to stop trading or experience significant financial losses

- High  Major impact on the business with large financial loss (to be determind by
- Moderate Moderate Impact on the business with large financial loss organisation)
- Low  Insignificant impact on the business with minimal financial loss

* The suggested tables can be modified depending on the current classification of risks in the organisation.
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Stage 3: Determine the Likelihood of Climate-related Risks in the Issue Pool

The identified issue pool will have many risks, and by determining the likelihood of the risks and
estimated financial impact, companies can identify focus parameters based on their risk appetite.

STAGE OBJECTIVES
~ <
o o
<{:’\<§}|> Identify and estimate the likelihood
[ o
N—
STAGE OUTPUTS
ow
(%] wn O = m
(%) >X| m =0
9 > 59 = a2 32 (u2=za| oA oz3g
o A nm N m moO c=z=n™m - ox =
5 n c8 > ns we IgE%o|l mME nzs
2| % | "3 | 8 | g3 | 85 323z| 28 | “=&g
= wn (V2]
o ) = Sz 2 X0 ~ O
ooS
E)
Infrastruc-  |Commercial |Loss or Flooding Sea-level  |Impervious
ture Property damage to rise infrastruc-
products ture
Human Employees |Employees |[Flooding Increased  |Poor road
precipita-  [network
tion

The issue pool identified will have many risks, and by determining the likelihood of the risks, compa-
nies can identify the parameters based on their risk appetite. Risk likelihood refers to the probability
that a specific event or scenario will occur, particularly when assessing and understanding risks. Risk
likelihood is often assessed qualitatively, using descriptive values such as low, medium, or high, and
an ordinal scale is commonly used to rank the likelihood of something happening. Climate-related
risks are analyzed in terms of the likelihood of an event happening by reviewing relevant climatic

data.
CLEVEL LIKELIHOOD DESCRIPTION

- Very high Happens more than once a year

High Happens about once a year
Mediu Happens every 10 years or more
Low Has only happened once
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Recommendation: An organization maintains a library of external resources to identify and update
them every time a risk assessment undertaken, as it is essential to understand the likelihood of risk
by routinely understanding new evidence and forecasts by research organizations.

POTENTIAL SOURCES FOR DATA IN PAKISTAN:

Pakistan Meteorological Department

Pakistan Meteorological Department (pmd.gov.pk)

National Adaptation Plan 2023

https://drive.google.com /file /d /1ZjO2EtBo8fgSQBE_LYDIOHueSr0Dk_z6 / view
WorldBank - Climate Knowledge Portal

https://climateknowledgeportal.worldbank.org / country/ pakistan / climate-data-historical
Pakistan’s Intended Nationally Determined Contribution (PAK-INDC)
https://unfccc.int/sites/default/files/NDC/2022-06 / Pak-INDC.pdf

National Institute of Oceanography

https://niopk.gov.pk/nodc.html

Translating climate risks into quantifiable financial risks can be a challenge. Companies can start
estimating the potential economic impact by looking at the financial implications of past events and
extrapolating data to present and future risks. This estimation has to be repeated throughout the
value chain to identify the potential financial impact of the suppliers. A thorough financial analysis
can be undertaken later when risks have been identified.

Stage 4: Determining the Material Climate-related Risks

Material topics are those that have a direct or indirect impact on an organization's ability to create,
preserve, or erode economic, environmental, and social value for itself, its stakeholders, and society
at large (GRI). In the ISSB/IFRS perspective, information is material if omitting, obscuring or
misstating it could be reasonably expected to influence investor decisions.

STAGE OBJECTIVES
~ < ~N ~ < ~N
o o o o )
Benchmark with other companies in the Engage internal stakeholders (lower
sector and region and middle management) to identify
o 8 & S o/ Wwhich risks are most important to them
~ Z J ~ p J
~ < ~N ~ < ~N
o o o o
Engage stakeholders to determine risks Plot the risk on the stakeholder interest
that interest them business impact matrix
o\ /o J o /o J
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STAGE OUTPUTS

MATERIALITY MATRIX TO DETERMINE MATERIAL CLIMATE RISKS

MATERIAL
CLIMATE-RELATED
RISKS IDENTIFIED

STAKEHOLDER INTEREST

1. External stakeholder
feedback

2. analysing the media/
academia )

3. Analysing international ®
standards ®

BUSINESS IMPACT

1. Benchmarking with other companies
2. Internal stakeholder feedback

Benchmark the Climate Risk Issue Pool created with at least 10 companies. This can include peer
companies in the sector, region, and companies that have been recognized with international best
practices. A good starting point for identifying climate-related risks for organizations would be to
review the published disclosures:

« TCFD Reports by companies at present

« Financial statements issued by companies under the IFRS S2 (these will become available in (FY
2024-2025)

+ CDP Climate Change Questionnaires and Reports

The issue pool automatically identifies which issues are most material in the peers and regions and

can pose a financial risk if not considered. This process will narrow down the material issues and
create a list of topics that are currently material to the business community.
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As climate-related events have a wide facing impact, stakeholders need a clear understanding of
how a company evaluates climate-related risks and opportunities. This insight helps stakeholders
assess the company's potential returns, financial commitments, exposure to climate challenges, and
progress in managing these issues. Companies can address specific climate-related issues important
to these groups by understanding stakeholder concerns and expectations.

1. Create a stakeholder engagement plan to engage all relevant stakeholders
2. Create a carefully curated survey and ask stakeholders to rank in order of importance
3. Analyze the information received from stakeholders

The issue pool will automatically identify which issues are most material to the stakeholders. A basic
approach will be to give all material stakeholders an equal footing. A more sophisticated approach,
which is aligned with best practice, would require an initial process identifying who the material
stakeholders are and who can have a significant impact on business. The top-ranked issues identified
are those that are more material to stakeholders.

KEY STAKEHOLDERS

BOARD DIRECTORS INVESTORS REGULATORS

They oversee governance
and strategy. They are
interested in climate risk
analysis to protect
long-term viability and
reputation.

They are interested in a climate risk analysis to

understand how environmental factors affect a
company's financial performance. This analysis

helps assess the company's resilience, potential
long-term performance, and influences invest-

ment decisions and risk evaluations.

They may use climate risk
data to assess if business-
es comply with environ-
mental regulations and
contribute to sustainable
development.

SUPPLY CHAINS

They can be disrupted by climate events, affecting the flow of goods and services. Supply chain managers can
identify vulnerabilities and implement resilience measures by understanding climate risk analysis. Evaluating
suppliers' sustainability practices fosters a responsible and resilient supply chain, maintaining operational efficiency
and customer satisfaction. Transparency and trust are also built, as stakeholders seek ethical and sustainable
business practices.

CUSTOMERS

They are increasingly conscious
of businesses' environmental
practices. Data in relations to
climate risk data helps customers
understand whether a company
is sustainable, ethical, and
resilient, influencing purchasing
decisions and brand loyalty.

COMPETITORS

They may use climate risk
analysis to benchmark their own
practices against industry
standards. Understanding a
competitor's climate resilience
can also offer strategic insights
and a competitive edge.

LOCAL COMMUNITIES

They are directly affected by a
business's operations. Climate-re-
lated events can have a ripple
effect on these communities.
Understanding whether the
company is a responsible and
considerate neighbor influences
their perceptions and support for
the business.
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Plot the climate-related risk issues identified on the stakeholder interest business
impact matrix

Mapping the risks on a materiality matrix will enable the organization to identify the material issues.

Recommendation: By undertaking a detailed plotting exercise, the materiality matrix can be used in
the future to undertake an analysis to identify if there has been a change in issues.
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Issue Pool Database
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precipita-  [network
tion
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Stage 5: Using Results From Stage 3 And Stage 4 Identify The Level Of Risk

The top climate risks identified through the materiality assessment in STAGE 3 can be considered
the top risks that have a business impact on the organization. The financial impact of these risks
needs to be determined, followed by identifying the level of risks. When the financial impact is
plotted against the likelihood of the risk, it places a level of risk for the organization, which is
instrumental to risk management.

STAGE OBJECTIVES
= ~ =
o o ) ) o o o
Evaluate potential financial impacts Create a heat map exercise using the
associated with material climate-relat- results from stages 2 and 3
o o/ edrisks. = . & '
SN S—
STAGE OUTPUTS

| RISKE | LEVEL OF RISK:
| RISKB | GREEN AREA WILL
IDENTIFY MATERIAL

| RISKF | RISKS

LIKELIHOOD

RISK C m
—LELY

IMPACT
LIKELIHOOD X IMPACT = LEVEL TO RISK

Translating climate risks into quantifiable financial risks can be a challenge. It requires extrapola-
tion and reliance on the risk taxonomy.

These impacts include the changes expected in input costs, operating costs, revenues from
disruptions in supply chains, business interruptions, and meeting timelines and targets. The
material climate risks can be evaluated by looking at how costs have impacted similar.
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businesses in actualizing the climate risks, for example, the financial impact on companies in regions
that have undergone floods or other extreme weather events. Companies can start estimating the
potential economic impact by looking at the financial implications of past events and extrapolating
data to present and future risks. This estimation has to be repeated throughout the value chain to
identify the potential financial supplier risks.

- Very high Impact likely to cause the business to stop trading or experience significant financial losses
- High  Significant impact on the business with large financial loss (to be determind by
Moderate Moderate Impact on the business with large financial loss organisation)

- Low  Insignificant impact on the business with minimal financial loss

Once the impact levels of the material climate-related risks are identified, these can be documented
in the developed issue pool database.

Issue Pool Database
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Create a heat map exercise using the results from stages 2 and 3

The level of risk for the organization can be determined by likelihood on the y-axis and impact on the
x-axis. The heat map will identify which risks have a high or severe rating.
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Alternate options include multiplying the likelihood score by the impact score and tallying the score
to arisk rating, as identified below.

Severe Needs immediate preventative or corrective action
High Needs preventative or corrective action within 1 month

Moderate Needs preventative or corrective action within 3 months

Low Does not currently require preventative or corrective action

Recommendation: For explanatory purposes, the steps identified in this stage have been simplified,
and due to the macro and multifaceted nature of 'climate-relate risks', it is suggested that compa-
nies also review the 'Application of prioritization criteria to ESG-related risks', discussed in the
COSO-ERM Framework recommended by WBCSD and COSO, available here.

STAGE 6: Develop a Risk Management Framework

Upon identifying significant climate risks to their operations, companies must now seamlessly inte-
grate climate risk controls into their established governance and management framework. This
involves the creation of specific roles and responsibilities within each level of management, ensuring
a dedicated oversight of the climate risk management process. Climate risk controls are the overar-
ching structure of rules and processes that a company puts in place to manage the risks and oppor-
tunities presented by climate change effectively. Integrating the topic of climate risk into business
strategy and executive-level oversight can help businesses strategically understand, measure, and
manage climate risks.

STAGE OBJECTIVES

o o h
Identify the processes and responsibilities required to manage
climate risks.

< PO J

~—

o o )
Using the risk ratings identified in Stage 6, create a risk register
that will be used to build resilience in the organization.

NP J

STAGE OUTPUT

Businesses can take three steps to effectively implement climate risk controls and enable the execu-
tion of critical climate risk management processes.

Identify the processes and Assign th bt Document results and set up a
responsibilities required to SSIgn tl € re;pon5| o corresponding reporting
manage climate risks Iele Off @ G Paln e structure.
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OWNER Who is responsible for managing the risk?

ADAPTATION PLAN What can be done to lower or eliminate the impact or probability
PROJECTED CHANGE IN RISK

TILL 2050

RISK RATING Likelihood X Impact

LIKELIHOOD LEVEL Rate

IMPACT LEVEL Rate

RISK HORIZON

IMPACT DESCRIPTION What will happen if the risk is not mitigated or eliminated

RISK DESCRIPTION Summary of the risk

By embedding climate risk controls within their existing governance and management structures,
companies demonstrate a holistic commitment to addressing environmental challenges. This
approach not only enhances the resilience of the business in the face of climate-related uncertain-
ties but also helps develop robust strategies to manage climate risks and contribute to overall
sustainability.

OPTIONS FOR CLIMATE RISK CONTROLS

« Assign a climate-related risk owner accountable for progress toward addressing

each climate-related risk.
ASSIGN ARISKOWNER | 1, ik owner should have a team to support the development, implementation,

and progress monitoring of a risk management plan.

+ Determine who needs to be involved in the risk response and implementation of
the action plan.

» While the risk owner should oversee the process, there should be manage
ment-level agreement on the functions contributing to the action plan and the
required level of effort.

« A cross-functional oversight team, such as sustainability council, could serve as an
advisory board to help develop innovative, collaborative solutions to climate-relat
ASSEMBLE CROSS ed risks.

FUNCTIONAL TEAMS

Sustainability practioners may:

« Assist in developing cross-functional action plans.

« Act as a risk owner or nominate a risk owner with appropriate cross-functional
oversight.

» When designing and implementing the response, bring ESG knowledge, skills,
and capabilities
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OPTIONS FOR CLIMATE RISK CONTROLS

« Discuss issues and potential solutions with employees involved in day-to-day
operations.

- Research leading practices at other organisations and within the organisation
itself.

+ Analyze data obtained during pilot tests or implementation.

OBTAIN ACCURATE
& RELEVANT
INFORMATION & INPUTS

« Integrate risk and management considerations into planning and operational

DESIGN RISK decis ki
RESPONSESS TO EMBED ecision-making processes. . :
IN DECISION-MAKING * Incorporate risk responses into day-to-day decision-making.
OCESSES « Risk responses made at the entity level should be distilled to the managers at an
PROCESSE operational level to create a consistent, desired impact.
DEVELOP METRICS
TO MONITOR THE « Consider the response elements that should be assessed periodically to ensure
EFFECTIVENESS the risk is addressed in line with management’s risk response decisions.
OF THE RISK RESPONSE

COMMUNICATE THE RISK
RESPONSE INTERNALLY
& EXTERNALLY

« For many climate-related risks, internal (e.g., senior management or the board) or
external (e.g., investors, NGOs), stakeholders expect the entity to communicate
the risk response.

« Following the IFRS S2, companies are required to disclose their strategy for
managing risks.

By embedding climate risk controls within their existing governance and management structures,
companies demonstrate a holistic commitment to addressing environmental challenges. This
approach not only enhances the resilience of the business in the face of climate-related uncertain-
ties but also helps develop robust strategies to manage climate risks and contribute to overall

sustainability.

the company?

While designing the risk register, the organization should ensure the following questions are
answered in these documents.

» What is the contribution of climate-related risks to the overall company exposure?

» Which climate-related risks are included in each risk category (e.g., strategic, operational,
financial, compliance)?

+ Where do the impacts occur (e.g., business unit versus geography)?
« Of these risks, which are systemic in nature and which are unique to an operating area?
» What needs to be known to manage these risks better?

« What interdependencies exist among risks that increase or decrease the overall severity of
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SAMPLE RISK REGISTER

OWNER

Who is responsible for managing the risk?

ADAPTATION PLAN

What can be done to lower or eliminate the impact or probability

PROJECTED CHANGE IN RISK

TILL 2050

RISK RATING Likelihood X Impact
LIKELIHOOD LEVEL Rate

IMPACT LEVEL Rate

RISK HORIZON

IMPACT DESCRIPTION

What will happen if the risk is not mitigated or eliminated

RISK DESCRIPTION

Summary of the risk

Section 4 - Way Forward

Climate Scenario Analysis

Scenario analysis is a valuable tool that can help businesses understand the implications of climate
change and encourage them to think strategically about the risks and opportunities that arise. To get

a better understanding of the potential outcomes, it is recommended to consider at least two

distinct scenarios. One scenario would be where rapid decarbonization efforts are successful and
result in a 2°C outcome. The other scenario would be where emissions remain high, and physical
climate impacts dominate.
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BEST PRACTICES FOR MITIGATING CLIMATE RISKS, INCLUDING RESILIENCE STRATEGIES

Climate Risk Assessment:

Conduct a thorough climate risk assessment to
identify potential hazards, vulnerabilities, and
exposure. This will provide a foundation for
designing targeted mitigation strategies.

Early Warning Systems:

Implement and enhance early warning systems
to provide timely information about extreme
weather events. This allows communities to
prepare and respond effectively, reducing the
impact of climate-related risks.

Transitioning to renewable and Net Zero
targets:

Reducing GHG emission and pledging to net
zero.

International Collaboration:

Foster stakeholder collaboration and coopera-
tion to address climate risks that transcend
borders. Shared knowledge, technology trans-
fer, and financial support can enhance the
global response to climate change.



Climate change poses physical and transitional challenges across various sectors, creating business
risks and opportunities. This toolkit outlines five essential steps for integrating climate risk manage-
ment into the business strategy. The key message is that by promptly recognizing and devising strat-
egies to address climate risks, businesses can transform existing and anticipated financial risks into
opportunities. Through the development of climate strategies, businesses position themselves stra-
tegically as leaders in the market, navigating evolving climate challenges and emerging business
prospects.

Explanation of net-zero commitments and their growing importance in the business world. This
section will highlight the reasons behind businesses adopting net-zero goals and the impact such
commitments have on climate-related risk management.

Net-zero emissions, often called "net zero," signify a critical state where all emissions released into
the atmosphere due to human activities are effectively balanced by removing an equivalent amount
of carbon, a process known as carbon removal. Achieving net zero requires a dual-pronged
approach: first, reducing human-caused emissions, mainly from sources like vehicles and factories,
as close to zero as possible. Any remaining emissions must then be offset by removing an equivalent
volume of carbon. This removal can occur naturally through initiatives like reforestation or advanced
technologies such as direct air capture and storage (DACS), which directly extract carbon from the
atmosphere.

While there is a greater focus, particularly in the private sector, on opportunities to reduce GHG
emissions, there is a growing recognition that increased focus and investment need to be made in
adaptation. These can build organizational resilience and manage long-term risks.

Infrastructure Resilience:

Design and retrofit infrastructure
to be more resilient to climate
impacts, such as rising sea levels,
extreme temperatures, and
increased storm frequency. This
includes building stronger and
climate-resilient structures.

Ecosystem-Based Adaptation:

Preserve and restore natural
ecosystems, as they can act as
buffers against climate impacts.
This includes protecting wetlands,
forests, and coastal ecosystems
that provide natural defenses
against floods, storms, and other
hazards.

Community Engagement:

Involve local communities in
developing and implementing risk
mitigation strategies. Community
engagement ensures that strate-

gies are culturally sensitive,
considering local knowledge and
practices.
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Government Policies & Regula-
tions:

Implement and enforce policies
and regulations that promote
sustainable practices and reduce
greenhouse gas emissions.
Governments are crucial in
creating an environment conducive
to effective climate risk mitigation.

Capacity Building:

Build the capacity of local institu-
tions, emergency responders, and
communities to respond to and
manage climate-related risks
effectively. This includes training
programs, workshops, and
knowledge-sharing initiatives.

Efficient use of water:

Integrate water-efficient technolo-
gies and practices across opera-
tions to minimize consumption

and enhance overall water
conservation efforts in the
business climate adaptation plan.

As

mandatory and voluntary reporting continues to grow, entities realize that decision-makers

must have confidence in its relevance and reliability. International standards such as the IFRS S2

set out the requirements for identifying, measuring, and disclosing information about climate-re-

lated risks and opportunities useful to primary users of general-purpose financial reports in
making decisions relating to providing resources to the entity.

IFRS S2 broadly requires disclosures of information on exposure to climate-related risks,
plans to mitigate these risks, and opportunities to benefit from climate change. In particular,
companies can set out plans to ensure the following are disclosed:

« Companies should disclose detailed information about their approach to climate-related
issues, noting that the information may vary between companies and change over time.

« Climate impacts can occur in the short, medium, or long term. Companies should consider
potential impacts on value creation, accounting for different time frames and impact types.

« Companies should report their exposure to climate-related impacts, strategies to manage
risks, and performance in dealing with climate risks.

« Financial disclosures should be detailed but concise, serving the needs of all financial
sector users beyond minimum requirements.

« Disclosures should balance qualitative and quantitative information, using text, numbers,
and graphics as needed.

* Due to the immaturity of climate-related disclosures, changes in disclosures and related
approaches are expected and should be explained.

RECOMMENDATION: THE IFRS S2
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The Climate Risks Awareness Toolkit provides a structured and holistic
approach for businesses to navigate the intricate landscape of climate risks and
opportunities. The identified 6 stage strategy, encompassing understanding
risks, measuring opportunities, benchmarking against best practices, engaging
stakeholders, and establishing climate risk register and controls, serves as a
suggestive and starting framework for enterprises to assess their exposure to
climate-related challenges and leverage opportunities for sustainable growth.
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