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A
round the world, the call to action to address 
climate change is louder than ever. In the UK, for 
example, the government issued its Carbon plan 
in November 2018, setting out a vision for a low-
carbon economy. Businesses in all industries, 

in the UK and elsewhere, are looking at how they can chart 
and navigate a course to deliver successful climate change 
action and carry out their activities in a sustainable way. 

The signals are clear to see. Driven by many 
factors including public demand and demonstrations, 
intergovernmental agreements, changing national 
government policies, and investor and shareholder 
demands, the global economy is shifting and 
repositioning to respond to climate change as 
part of the broader picture of sustainability.

We believe risk managers should be working with 
their boards, executives and management teams to 
develop strong, risk-informed climate change strategies 
and actions that lead to good business performance.

Investors and shareholders

Investors and shareholders have an important role to 
play in our strategy and operational considerations. We 
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have spoken recently with a leading 
Environment, Social and Governance 
(ESG) research firm Sustainalytics to 
gain some perspectives about this. 

Investors and shareholders 
around the world are increasingly 
vocal and actively engaging with the 
businesses they invest in. Many are 
increasingly choosing to place the 
funds they control into businesses, 
across all industries and sectors, that 
are visibly demonstrating positive 
climate change action. In addition, 
strong climate change strategies 
result in good business performance. 

The impact is happening right 
now – funds are moving away from 
businesses that do not show an 
appropriate degree of commitment 
to climate change. Boards and 
executive teams around the 
world today recognise that they 
need to show their businesses 
are a compelling long-term 

For some risk 
managers and risk 
teams, the climate 
change agenda may 
still feel somewhat 
removed from what 
they do in their 
day-to-day work

investment for the organisations 
that provide funding to them. 

Driven by an increasing 
adoption of recommendations from 
influential institutes including 
the Task Force on Climate-related 
Financial Disclosures (TCFD) and 
the UN Principles for Responsible 
Investment (PRI), investors are 
moving away from looking at the 
carbon footprint of businesses 
and towards a more holistic 
understanding of the carbon 
exposure that businesses have, 
and their risk management and 
transition strategies to address it. 

Investor demands to understand 
the carbon exposure of businesses 
they invest in are broad. Investors 
are looking at a wide range of 
exposure to material climate change 
risks, according to Sustainanalytics. 
These include aspects of carbon 
impact in companies’ operations, 

as well as risks derived from the 
products and services they produce; 
involvement in fossil fuels, and 
exposure to stranded assets; the 
carbon impact of operational risks; 
non-carbon emissions, effluents and 
waste; human capital; occupational 
health and safety; relations with 
local communities; and business 
ethics and corporate governance 
(including anti-corruption, lobbying, 
fair competition, board independence 
and shareholder rights).

Coupled with this, the number 
of ESG and climate change driven 
shareholder proposals and 
resolutions on climate change 
is growing fast. Shareholder 
action is forcing the very largest 
businesses to make commitments 
on climate change targets. Some 
businesses are ahead of the game 
and using good risk management 
to drive this change themselves.
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A role for sustainability 
and risk teams

For some risk managers and risk 
teams, the climate change agenda 
may still feel somewhat removed from 
what they do in their day-to-day work. 
However, we would like to suggest 
that this should not be the case today 
for risk managers in any organisation. 
Risk managers should be helping 
their sustainability and ESG teams 
(SESG in this article), as well as their 
executive and management teams, 
to work out the best climate change 
strategy and to agree how to measure, 
manage and report material climate 
change risks openly to investors and 
shareholders. Good risk management 
in climate change, as part of a broader 
focus on sustainability, can lead 
to good business performance. 

Some businesses today are 
housing their risk and SESG functions 
under the same executive. Whether 
this is the case or not, there are 
many compelling reasons to 
ensure the risk function is working 
closely with the SESG function. 

To work effectively with the 
SESG experts on climate change, 
risk managers have to go deeper 
than attending occasional “think 
tank” reviews and cross-functional 
meetings, and providing “a helping 
hand” with some workshops every 
now and then. They have to develop 
a plan with the organisation’s SESG 
experts to assist executives in 
identifying, assessing, quantifying 
and prioritising the climate change 

Social and 
sustainability 
bonds may be 
worthwhile 
financing options 
to explore

risks the organisation faces to 
achieving its objectives – and to 
help shape a strategy and practical 
actions to make it happen. We believe 
risk managers and risk teams are 
well positioned to do this because 
they have a broad reach across their 
organisations. This reach means risk 
professionals can play a valuable role 
in liaising with executives, functions, 
offices and operations teams. 

There are four key areas we 
believe risk managers and risk 
teams can help their organisations 
realise value in by addressing climate 
change: developing risk-informed 
climate change and ESG strategies, 
considering sustainable financing 
options, helping people implement 
climate change and ESG strategies, 
and collaborating with other 
businesses to share knowledge.

Risk-informed strategies

Risk managers can work with 
their organisation’s SESG teams 
and executives to build a strategy 
and a framework / management 
system. By working closely with 
the SESG team on the risks the 
organisation faces and to develop a 
risk-informed strategy, risk managers 
will help their executives and board 
to agree on actions to harness 
opportunities and manage threats.

There are many ways to help 
in this process. Risk managers can 
review the organisation’s top business 
risks through the lens of climate 
change and ESG to fully understand 
each risk component. To support this 
process, risk managers may choose 
to engage with external ESG experts 
to understand how they view the 
organisation’s ESG and climate risks. 

Risk managers can interview key 
stakeholders across the organisation 
and include in those meetings (or 
separately interview) investors, 
analysts, insurers, business 
partners, clients, governments 
and industry associations, and 
of course the risk function’s own 
teams and staff. For instance, 
many insurers have sophisticated 
climate change models which risk 
teams may be able to leverage to 
assist with risk-informed decision-
making in the business strategy. 

This approach can be coupled with 
scenario analysis to consider what 
different climate change risks could 
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eventuate in and what their impact 
to the business could be – in terms of 
both opportunities as well as threats.

In addition, risk managers can 
agree what the organisation’s climate 
change risk appetite needs to be 
and how that should be embedded 
across the organisation, and work 
with the legal team to understand 
where legislation in the jurisdictions 
where the business is operating is 
heading, as well as using risk tools 
and techniques to anticipate the 
needs of investors and shareholders 
and work out with executives how to 
show them a compelling risk strategy. 
That would include understanding 
the ESG reporting methods of leading 
ESG analysts and deciding how to 
use them to challenge, innovate and 
continuously improve the business, 
and learning from organisations 
that are leading the way.

If the organisation is not already 
doing so, risk managers should 
investigate adopting the TCFD as 
a method of financial disclosure (if 
the organisation is large enough), 
and research how to leverage 
other global institutes such as 
the UN’s PRI, the Climate Action 
100+ initiative and other industry-
specific bodies that provide advice 
and accreditation mechanisms.

Taken together, these approaches 
can be used to create powerful 
business plans and external-
facing reports on what the 
organisation is doing in this area.

Sustainable  
financing options

Risk managers can also work with 
their SESG teams and finance and 
treasury teams to help executives 
understand and assess the viability 
of sustainability-performance-linked 
investment loans. Such loans, in 
which performance is measured 
against a set of ESG criteria, may 
help the organisation demonstrate 
its “strategy in action”, through a 
commitment to achieve climate 
change targets, and to receive 
financial backing for pursuing such 
a strategy. Social and sustainability 
bonds may be worthwhile 
financing options to explore. 

Organisations may benefit by 
using independent performance 
ratings in investor roadshows – 
for example, for debt and equity 

financing, and for reporting to 
shareholders and stakeholders, 
suppliers and customers.

Implementation

Embedding a risk-informed climate 
change and ESG strategy across the 
organisation, as part of a broader 
sustainability strategy, is of course the 
proof of the pudding. Risk managers 
can play a key role in this initiative.

Risk managers can use the agreed 
strategic risk appetite to define with 
the operations teams, in detail, the 
risks the business is willing to accept 
and take to pursue its objectives. 
This will entail agreeing how the 
business teams will implement 
actions to manage risk appetite 
successfully. Risk managers can also 
help operations teams to capture 
and quantify specific climate change 
risks and actions in their business 
plans, as well as using operational 
scenario analysis to consider the 
range of scenarios that are possible 
for operations to achieve targets and 
match them to the risk appetite. 
When operations have key decisions 
to make that have a climate change 
implication, it can be helpful to use 
decision trees to understand different 
operational options that are available, 
and to select which ones are best.

Getting people talking about and 
challenging themselves on the risk 
appetite for climate change impacts 
can help raise awareness – as can 
holding workshops to agree risk-
informed actions, including with 
suppliers (who are key partners 
in achieving the strategy).

Finally, risk managers can 
work to ensure risk-informed 
decision-making is embedded into 
day-to-day operational activities 
and to find the balance between 
opportunities and trade-offs in, 
for example, how the organisation 
manages water, energy and waste.

Collaborate

Risk managers should become 
advocates for risk-informed climate 
change, and the broader matter of 
sustainability, with peers in other 
businesses, across different sectors, 
and in industry forums. Seeking 
out examples where businesses are 
working successfully to address 
climate change and exploring how to 

emulate that success can be effective. 
The risk team should share its own 
successes to help spread best practice.

It takes a concerted effort to 
be fully engaged in helping an 
organisation to address climate 
change and ESG, but it has positive 
benefits for the risk team. The right 
risk tools and techniques can help 
organisations set and implement 
a good climate change strategy. 
Second, demonstrating sound risk 
management to investors in this 
area can help the business secure 
funding. In addition, using smart 
financing options positions the 
organisation to use intelligent sources 
of finance. Finally, it demonstrates 
the value of the risk team being at 
the heart of organisational strategy 
and operational management.

Taking the approach outlined 
here may mean risk managers have 
to reassign or change their focus 
on other priorities. Nonetheless, 
we believe addressing climate 
change is one of the most important 
contributions that risk managers can 
make to our organisations today. 
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