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Implications of Climate Change for Compliance Function
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Climate-related Financial Risks

Direct exposure
Loans and investments in industries and regions affected by climate risks

Indirect exposure
Impacts on bank clients, supply chains, and interconnected markets

Credit risk
Increased risk of defaults due to climate events and transition policies

Market risk
Asset value fluctuations and market volatility driven by climate factors

Operational risk
Business disruptions due to physical climate impacts or transition policies



Sustainable Finance

Green Finance

Climate Finance

Mitigation & Adaptation
Environmental Finance

Social Finance



Sustainability

Sustainable Finance

ESG

ESRM

AML & Environmental Crimes

Regulatory Compliance & Disclosure Requirements

Governance & ESG Governance
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Climate Change

Climate change is a reality, and one of the most important challenges of this

generation. Financial institutions are exposed through both physical and

transition risks, and have an important role to play in mobilizing resources for

investments in climate mitigation. In most financial institutions, Senior

Management, Risk functions and some business areas are already very active

in climate related efforts. However, Compliance only working at the

fringes of climate related initiatives and often in a tactical manner.



Bank Strategy

• Business Strategy

• Objectives

• KPIs

• Policies & Procedures

• Operations

• Sustainability

• Sustainable Finance

• ESG

• DFIs

• Reporting

• Risk Management

• Compliance & Governance

• ESRM

• ESG Risk Assessment

• Data Governnce

• ESG Compliance

• Disclosure Requirements

• Regulatory Compliance



Task Force on Climate-related Financial Disclosures (TCFD)

Governance

Strategy

Risk Management

Metrics  
&    

Targets

Governance

Governance around climate-related risks &  
opportunities, including oversight of the Board  
of Directors and role of Management in risk  
management

Strategy

Actual and potential impacts of climate-
related risks and opportunities on the  
organization, including:
• Climate-related risks and opportunities over  

the short, medium, and long term
• The impact on the organization’s businesses,  

strategy, and financial planning
• The resilience of the organization’s strategy,  

taking into consideration different climate-
related scenarios, including a 2°C scenario

How the organization identifies, assesses, and
manages climate-related risks, including:
• Processes for identifying and assessing

climate-related risks
• Processes for managing climaterisks
• Integration of above processes into the

organization’s overall risk management
framework

Metrics & Targets

The metrics and targets used to assess and
manage relevant climate-related risks and
opportunities, including:
• Metrics used for strategy and risk  

management processes
• Scope 1, Scope 2, and Scope 3 greenhouse  

gas (GHG) emissions, and the related risks
• Targets to manage climate-related risks and  

opportunities, & performance against targets
Readiness

1. Disclosure Readiness: Ability to report and disclose  
across all TCFD elements
2. Operational Readiness.

TCFD Framework
Risk Management





Climate Change and Compliance

• Climate change is a reality, and one of the most important challenges

of this generation.

• Financial institutions are exposed through both physical and transition

risks, and have an important role to play in mobilizing resources for

investments in climate mitigation.

• In most financial institutions, Senior Management, Risk functions and

some business areas are already very active in climate related efforts.

However, But Compliance only working at the fringes of climate

related initiatives and often in a tactical manner.



Organisational considerations for Compliance Officers 

Starter questions for compliance managers

 Are you aware of the Board level discussion and strategy for your
banks’ approach to climate risk management?

 Which function is responsible for developing the enterprise wide risk
management framework for managing climate risk?

 Do you have a stand-alone Sustainability Team or ESG function at the
Group or Divisional level?

 What are the roles and responsibilities of different functions across the
3 lines of defence? What is the role of the compliance function within
this risk management framework?



Organisational considerations for Compliance Officers 

Starter questions for compliance managers

 Who is the senior manager responsible for climate risk management
and what are their responsibilities?

 Does the Compliance function participate in governance bodies which
manage climate-related risks?

 Is your team trained on the firm’s climate risk management
framework and the evolving regulatory environment?

 What is the level of interaction between your compliance team and
ESG and Sustainability colleagues?



Compliance Top Down Strategy  

Compliance already has many tools in its arsenal to help financial

institutions achieve their climate objectives but needs to deploy them in

a strategic way.

CCO

CRO

Compliance 
Strategy

To Cover 
ESG for 3 
Lines of 
Defence



Recommendations

1. Developing a Compliance strategy covering ESG.

2. Enhancing the compliance risk management framework and updating related

compliance plans to reflect the changing risk profile of ESG-related compliance

risks.

3. Evaluating the target state for ESG-related compliance activities (e.g.,

regulatory development, advisory, monitoring and testing) and identifying

enhanced ‘ways of working’ to support the bank as it embeds ESG into its key

frameworks and decision-making processes.



Recommendations

4. Cross-functional collaboration, and close alignment of the business

and IT functions.

5. ESG data and technology strategy must be closely integrated into the

broader ESG and business strategy, with active sponsorship and a

clear mandate from the highest levels of leadership.
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