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Navigating the New Era of
Climate Risk Disclosure in
Banking

The Basel Committee on Banking Supervision (BCBS) guidelines for climate-
related risk disclosures represent a crucial step in enhancing the financial
sector's resilience to environmental risks. These guidelines aim to standardize
and improve the transparency of banks' management and reporting on

climate-related financial impacts.
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Introduction: The BCBS guidelines for climate-related risk disclosures mark a
significant development in the financial sector's approach to environmental
risk management. They aim to establish a standardized, transparent, and
robust framework for banks globally to disclose the financial impacts of
climate-related risks. This initiative underscores the growing recognition of
climate change as a crucial factor in financial stability and risk management.
By specifying disclosure requirements, the BCBS seeks to enhance banks'
resilience to climate-related risks and their accountability to stakeholders,

including regulators, investors, and the public.

BCBS Disclosure Requirements for Banks: The BCBS guidelines focus on

several key areas:

e Financial Impact: Banks must disclose the impact of climate-related
financial risks on their financial position, performance, and cash flows
over various time horizons, integrating these risks into their financial

planning.

« Climate Resilience: Banks are required to demonstrate the resilience of
their strategies and business models to climate-related changes and

uncertainties, considering identified financial risks.

« Risk Management: The guidelines detail banks' processes and policies
for identifying, assessing, prioritizing, and monitoring climate-related
financial risks. This includes the use of climate-related scenario analysis

and methods for assessing the risks' nature, likelihood, and magnitude.
Gaps and Suggestions for Improvement:
Gaps:

1. Specificity and Standardization: A need for more specific guidelines

and standardized methodologies in risk assessment and disclosure.
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Integration with Broader ESG Frameworks: The guidelines focus
primarily on risk management and financial impact, lacking explicit

integration with broader ESG considerations.

Scenario Analysis: Limited guidance on the types, frequency, and

depth of scenario analysis.

Stakeholder Engagement and Transparency: Lack of explicit

directives for stakeholder engagement in climate-related disclosures.

Suggestions for Improvement:

1.

Develop Clearer Guidelines and Standards: Create more detailed
guidelines and standardized methodologies for risk assessment and

disclosure.

. Integrate with Holistic ESG Frameworks: Encourage the integration of

climate-related risk disclosures within an overall ESG framework.

. Enhance Scenario Analysis Requirements: Provide detailed guidance

on the types, development, and updating frequency of climate-related

scenarios.

. Promote Stakeholder Engagement: Urge banks to actively engage

stakeholders in the development and reporting of climate-related

disclosures.

. Regular Updating and Review of Requirements: Continuously update

and review the disclosure requirements to align with evolving best

practices and regulatory changes in climate risk management.

These improvements aim to strengthen the BCBS framework, making it more

robust, comprehensive, and adaptable to climate-related challenges.
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