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An action packed agenda

• Insights into the PRA SS3/19, Dear CEO letter and beyond

• Proposed approach to building out your climate risk strategy

• Deep dive into the contents of a climate risk strategy

• What does the future hold for climate risk?
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A few questions to get us started

1) Who is most likely to save the planet from climate change? (a) Elon Musk, (b) Mark 
Carney, (c) Greta Thunberg, (d) Bernard Looney, (e) National governments, (f) Actuaries, 
(g) None of the above – we’re doomed.

?
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A few questions to get us started

2) To what extent do you think climate risk is an important consideration for actuaries?

[1 to 5 scale with 1 being not at all, and 5 being essential]
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A few questions to get us started

3) Do you explicitly consider climate risk in your current role?

[1 to 5 scale with 1 being not at all and 5 being everyday]
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Insights into the PRA 
SS3/19, Dear CEO letter 
and beyond



The PRA sets out its expectations for firms to address climate strategically 
(SS3/19)

• Roles and responsibilities across all three lines of defence
• Board has been trained and is updated on implementation plans
• Strategy explicitly considers impact of climate risk
• Client engagement and product and services review

Governance

• Clear allocation of responsibility to an SMF holder
• Associated governance structure to cascade strategy
• Board oversees development and implementation
• Explicit consideration of impact on profitability and strategy

• Understand current and forward risks
• Alignment of risk appetite and strategy, and supporting control 

framework
• Supporting ICAAP and broader disclosures
• Proportionality of approach and expectation of evolution

Risk 
Management

• Credible plan for managing exposure by end 2021
• Estimation of potential financial loss (even if crude)
• Alignment across identification, measurement, reporting and 

management, supporting decision making
• Client engagement re potential risks and mitigants

• Leverage standard, reference scenarios
• Explore scenarios relevant to current balance sheet and forward strategy
• Balance qualitative assessment and drive for quantitative impact 

estimates

Scenario 
analysis

• Requires investment of time irrespective of firm size, and 
can be both qualitative and quantitative

• Consider a range of scenarios, including reverse stress test
• Use to inform risk and strategy decisions

• Specific audience 
• Peer practice and developing standardsDisclosure

• Develop decision-useful disclosures
• Build capability and accelerate progress
• Monitor industry developments and areas of evolving 

standards and harmonisation

Theme ConsiderationsSummary expectation
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Following with a PRA Dear CEO letter on ‘Managing climate-related financial 
risk‘

The Dear CEO letter highlights the findings from the PRA thematic review of plans to address SS3/19. It provides 

clarification on the timeline for compliance and highlights areas of focus and examples of good practice 

The PRA expects that firms will 

have fully embedded their 

approach to managing climate-

related financial risks by the 

end of 2021

A need for material increases in 

capabilities in the near term 

Risk management processes 

are still at very early stages of 

development 

Significant gaps in scenario 

analysis capabilities, data and 

tools 

Public disclosures remain 

limited to large UK firms

Thematic 

Review

Timeline

Capabilities

Risk 

Management

Scenario 

Analysis

Public 

Disclosures

1

2

3

4

5

Next steps:

► The PRA notes that 

there will continue to be 

ongoing engagement 

on development of 

implementation and 

progress plans. 

► There is the 

expectation that firms 

will continue to provide 

updates to Boards on 

the progress towards 

implementation. 
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EU Action Plan on Sustainable Finance

Sustainable 
Finance

Disclosure & 
Long Term Value

EU Taxonomy & 
Standard

►EU Taxonomy adopted by EU Council (18 June 2020)
►Technical Expert Group / Technical Criteria (March 2020)
►Basis for further measures such as Disclosures and Green Bond Standard

►Non-financial Reporting Directive (NFRD): Consultation for a revision of NFRD
►ESAs reports on undue short-term pressure from the financial sector on 

corporations

Inclusion of ESG 
Risks in Prudent 

Supervision

► Integration of ESG risks into ORSA, stress testing and risk management
►Opinion on Sustainability in SII
►Consultation on Stress Testing

Inclusion of ESG 
Aspects into 

Financial Market 
Regulation

►Sustainable Finance Disclosure Regulation (9 December 2019) and draft RTS on 
SFDR

►ESMA Strategy on Sustainable Finance (6 February 2020)
► Integration of ESG risks and factors in MiFID II and IDD (Draft Delegated Acts, 8 

June 2020)
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Proposed approach to 
building out your climate 
risk strategy



Phase 1 – Understanding where you are

Climate change maturity assessment process

The first phase of developing an appropriate strategy is a review and analysis of the current maturity of your organisation 

with respect to climate change

Review and analysis of current state

Phase 2 – Options and recommendations

• The current state assessment is combined with 

quantitative risk analysis to feed into Phase 2. 

• The maturity assessment allows you to 

understand where you are today,  where you 

want to be and the scale of any gaps that need 

addressing.

Reporting output

• Structured reporting of your organisations 

maturity relative to peers, regulatory 

expectations and future direction of travel.

• Identification of any areas of strength and 

weakness to support development of options 

and recommendations, including quick wins

Potential activities

• Agree scope of review
• High level interviews with key 

stakeholders
• Comprehensive information request 

designed to facilitate review
• Walkthrough of any established 

processes with process owners
• Desktop review of documentation

1

Maturity model

• Example maturity model below

2 3
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Phase 2 – Develop options and recommendations

► Its important to understand where you are and 
determine the scale of your ambition clearly at 
outset. 

► You can then choose where and how to develop 
climate change capability based on an assessment 
of prioritised requirements and benefits. 

► An action plan can then be used to drive the 
business forward: addressing gaps in the short term 
to avoid unnecessary regulatory scrutiny, and in the 
longer term to deliver competitive advantage. 

► Undertaking this can also help to evidence to the 
regulator that there is appropriate management 
focus and activity on climate change

Lean 

and 

mean

Stability

The well 

oiled 

machine

Fire 

fighting

Effective 

but not  

efficient
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Phase 3 – A structured delivery plan

Q1 Q2

2019 2020

Governance

Scenario 

analysis

Risk 

management

Investment 

workstream

Reporting

Q3 Q4

G1: Define board & 

exec responsibilities

G3: Updates to exec remuneration

G2: Identify any training requirements and deliver training

I1: Responsible Inv Policy I2: Long-term investment strategies updated

SA1: Develop approach to assessment of 

climate change risk
SA3: External vendor selection SA4: Scenario analysis of asset portfolio

RM1: Risk and opportunity assessment across 

business units and asset classes
RM4: Risk quantification, linked to scenario analysisRM2: Limits and triggers developed

RM3: Develop any new Risk MI required in relation to climate risk

D1: Scope of  disclosures for YE2019 D2: Production of disclosures

I3: Implement changes to investment strategies

Project 

management
ImplementationMobilization

Ongoing programme management

RM5: Incorporate into existing risk MI & reporting (ORSA)

I4: Progress any flagship initiatives for COP26

I6: Stewardship & engagement approach implemented

I5: Progress quick wins (H2 2020)

2021

Strategy

G4: Rollout training across business

S1: Define strategy

S2: Climate principles and policy

S3: Incorporate into operating model

S4: Incorporate into product and proposition strategy

SA2: Qualitative scenarios SA5: Quantitative scenarios (BES)

SA6: Refine scenario methodology

SA7: TCFD calculations

D3: Planning for FY2020 disclosures D2: Production of disclosures
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Deep dive into the 
contents of a climate 
risk strategy: SDGs and 
“net-zero”



Mapping the megatrends with the SDGs

Population 
growth and 
demographic change

The new 
world order

Digitalization

Customer

Technological 
innovation

Environment and 
pressure on 
ecosystems 

Material 
Issues 

Materiality assessment – importance to 
stakeholders

Climate change

Biodiversity / Ecological Impact

Energy Transition

Resource Management

Natural Disasters

Customer Welfare

Sustainable Insurance

Community Relations
Resilient cities

Social and Political 
Unrest

Human Rights

Sustainable 
Procurement

Data Protection / 
Privacy

Cyber Security 

Responsible 
investment

Business 
ethics/compliance

Governance 

Risk Management

Employee engagement 
and workforce 
development

Diversity and Inclusion

Employee health and 
safety
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Physical risks are emerging more quickly than anticipated… driving enhanced 
transition risks as society races to zero

Source: EY Megatrends 2020

Developing an executing a climate risk strategy7 October 2020



Net zero objectives – derivation and implications of failure

• Data normalisation

• Relevance of company targets

• Scenario alignment

Global emissions pathway characteristics (IPCC) From emissions pathways to portfolio alignment

A range of techniques, which continue to evolve rapidly, are 
available to assess the alignment of both corporates and 
portfolios against climate pathways.

1.7 billion more people face heatwaves annually.

Sea levels rise by an additional 10cm.

Several hundred million more people exposed to 
climate-related risks and poverty. 

Coral reefs that support marine environments 
around the world decline as much as 99 percent

Global fishery catches could decline by another 1.5 
million tonnes

Drastic increase in drought risk for the 
Mediterranean region

1

2

3

4

5

6

The 2050 net zero objective is detailed in the IPCC’s Special Report on 1.5⁰C of warming that details the additional risks associated with 2⁰C warming.

Key themes
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Metrics and targets

There are a number of metrics that are likely to be required to assess progress towards net zero across asset portfolios. 

Theme Requirements Supporting analysis

1 GHG emissions and targets
• Usage of sector relevant emissions sources
• Alignment with an accepted climate scenario such as the IEA

• Climate Action 100+
• Transition Pathway Initiative (TPI)
• Carbon Tracker Initiative (CTI)

2 Implementation strategy • Business changes to operationalise the GHG reduction targets • Climate Action 100+

3
Climate policy engagement 
(lobbying)

• Disclosure of approach to engagement on government policy
• Industry group/trade association membership 

• Climate Action 100+
• InfluenceMap

4 Capital stock alignment
• R&D expenditure
• Methodology for alignment of major Capex

• Climate Action 100+
• Carbon Tracker Initiative (CTI)
• 2 Degrees Investing Initiative (2DII)

5 Management quality
• Board capability and oversight
• Executive remuneration

• Climate Action 100+
• Transition Pathway Initiative (TPI)

6 Reporting • TCFD alignment
• Climate Action 100+
• EY TCFD Barometer

Financed 
emissions

- Tracking position

Paris Alignment
- Trajectory

Management 
Quality

- Commitment and 
capability

Key metric for:

- Assessing position today

- Tracking progress against targets

Key metric for assessing:

- Commitment of firm to net zero

- Capability of firm to change

Key metric for assessing:

- Direction of firm against net zero

- Adequacy of trajectory
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Net-zero – illustrative actions to remain within net zero risk appetite

Company level - ABC Ltd (Automotive)

Dimension Rating Comment

Physical Supply chain

Transition Good EV progress

Risk Rating Medium

Alignment Some deficiencies

Climate 

Score
65/100 Consider action

Fund level – e.g. with-profits

Dimension Rating Comment

Physical Mix of factors

Transition 12% high risk

Risk Rating Medium

Alignment Need to accelerate

Climate 

Score
45/100 Take action

Balance sheet level

Dimension Rating Comment

Physical Real estate

Transition 8% high risk

Risk Rating Medium

Alignment
Option to 

accelerate

Climate 

Score
51/100 Consider action

►Set tolerances and limits

►Understand drivers for rating

►Investment decisions – buy, sell, 
hold

►Stewardship activity and escalations

►Fund glide paths

►Fund level tolerances and limits

►Identify concentrations and hot 
spots

►Investment management 
agreements

►Aggregation methodology and risk 
appetite

►Methodology review

►Reporting

Potential actions Potential actions Potential actions
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What does the future 
hold for climate risk?



A busy summer for climate scenarios

2020 – A BUSY SUMMER FOR CLIMATE SCENARIOS

Multiple climate scenario papers were published from regulatory bodies, analysts, professional organisations and others.

DISORDERLY TRANSITION
Action that is late, disruptive and unanticipated, 
but sufficient to meet climate goals. High 
transition risk.  

ORDERLY TRANSITION
We start reducing emissions now in a measured 
way to meet climate goals.  Early, ambitious 
actions taken.  Net zero achieved by 2070, 
67% chance temperatures limited to below 2°C. 

HOT HOUSE
Limited action leads to a hot house world with 
significant global warming – physical risks are 
maximised. Global GDP decreases significantly 
post 2050 as physical risk overwhelms society.

1. The energy transition is now underway, with  
pace driving temperature outcomes

2. The high level of physical risk is poorly 
understood and likely to be understated

3. Net zero is now the clarion call, driven by the 
enhanced risk of 2⁰C

Observations Implications

1. Business as usual doesn’t exist, we are 
experiencing climate risks today

2. Firms must go beyond climate ‘what ifs’ to 
identify likely outcomes and plan appropriately

3. FS firms are now all moving but leaders are 
accelerating harder
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Room for improvement in the quality and coverage of TCFD disclosures

Quality and coverage by sector and company Quality per pillar by sector and company

Source: EY Global Climate Risk Disclosure Barometer 2020
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Insurers and asset managers performance by company

Asset managers Insurers

Source: EY Global Climate Risk Disclosure Barometer 2020
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A number of themes are expected to emerge

BiodiversityArctic oil exploration

Deep-water drilling Tar sands

Build Back Better
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Significant activity within the profession with respect to climate risk

SIGN UP!
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Questions and comments
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