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Climate change means we may face more frequent or severe weather events, such as
floods, droughts, and typhoons if action isn’t taken. These events bring physical risks that
can have a negative impact on businesses and the overall economy. At the same time,
steps taken to help alleviate climate change can result in transition risks, as carbon taxes
and other policies add new operating costs. There is a complex interplay between physical
and transition risks that can impact the operational stability, creditworthiness and financial
performance of firms.
The Financial Stability Board established the Task Force on Climate-related Financial
Disclosures (TCFD) to develop recommendations for more effective management of
climate change risks in financial markets. TCFD advises the use of scenario analysis to
assess climate risk and asks banks to voluntarily reveal the results in annual filings, along
with the metrics and processes used to conduct the analysis. This major commercial bank
wanted to respond to TCFD’s transparency measures by taking steps to better understand
the impact of climate change on its loan portfolio.

Pain Points:
The bank needed access to comprehensive climate data and analytics in order to meet the
TCFD recommendations. It recognized the importance of considering the impact of both
physical and transition risks on its loan portfolio, and reached out to Trucost, part of S&P
Global, to see how the firm could assist. Trucost assesses risks relating to climate change,
natural resource constraints, and broader environmental, social, and governance factors.
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The Solution:
Trucost met with the bank’s sustainability team and discussed two proprietary climate
analytics tools that are used to explore the interplay between physical and transition risks
under alternative climate change scenarios.
•

The Trucost Carbon Earnings at Risk analytics capture regulatory transition
risks by evaluating financial exposure to more than 130 carbon pricing plans
alongside future carbon pricing scenarios across corporate and portfolio
earnings.

•

The Trucost Climate Change Physical Risk analytics evaluate corporate and
portfolio exposure to seven climate change hazards at the asset level, based
on a database of over 500,000 corporate assets linked to ultimate parent
entities (heatwaves, cold waves, droughts, hurricanes, wildfires, and river and
coastal flooding).

This major
commercial bank
wanted to
respond to
TCFD’s
transparency
measures by
taking steps to
better understand
the impact of
climate change on
its loan portfolio.

Carbon Earnings at Risk
This capability helped the bank stress-test its loan portfolio using carbon price scenario
pathways to evaluate a client’s current ability to absorb future carbon prices, and the
impact this could have on the bank’s earnings. A carbon price risk premium reflected the
additional financial cost per ton of greenhouse gas emissions from the price that was
currently being paid, based on the choice of scenario, as well as a company’s primary
sector of operations, geographical exposure, and the time horizon of the analysis.
The bank deals with many loan clients and chose to focus the analysis on a subset of
sectors most vulnerable to climate change, and provided Trucost with generic information
on the location and business sector for each client. In turn, Trucost provided estimates of
the earnings at risk, which the bank mapped to specific clients in its loan portfolio to
produce the final results.
Climate Change Physical Risk
This capability, which was launched by Trucost at the end of 2019, helped the bank quickly
assess corporate asset level exposure to low, moderate and high future climate change
scenarios based on data from the Coupled Model Intercomparison Project, a key input to
the Intergovernmental Panel on Climate Change reports (IPCC). By geo-locating client
assets and facilities on climate change hazard maps, vulnerable locations were identified.
Assets were then aggregated to a company level and a score assigned, enabling the bank
to evaluate the relative risk of different types of clients.

Key Benefits:
The bank recognized that climate change is a growing concern and could impact its clients
and the bank’s financial outlook. As such, they were open to using innovative approaches
to integrate climate risk analysis in loan book decision making. The team felt the Trucost
solutions provided a number of important benefits, including the ability to:
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1. Better understand potential portfolio exposure to transition climate risks
by examining the financial impact of carbon prices at a company and portfolio
level under a range of scenarios.
2. Anticipate the impact of weather-related events on their clients’ facilities,
and possible implications for the bank’s portfolio.
3. Use the findings to engage with loan clients on their preparedness for
policy changes and strategies for climate change adaptation.
4. Inform TCFD-aligned reporting, risk management, and resilience.
5. Report to stakeholders on forward-looking estimates of financial risks
embedded in the loan book, in line with TCFD recommendations.
6.

Identify transformative solutions for a more sustainable global economy.

Copyright © 2020 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved

spglobal.com/marketintelligence

3

Copyright © 2020 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.
These materials have been prepared solely for information purposes based upon information generally available to the public
and from sources believed to be reliable. No content (including index data, ratings, credit-related analyses and data, research,
model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Global Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any
unlawful or unauthorized purposes. S&P Global and any third-party providers, (collectively S&P Global Parties) do not
guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Global Parties are not responsible for any
errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS
PROVIDED ON “AS IS” BASIS. S&P GLOBAL PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES,
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including,
without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use
of the Content even if advised of the possibility of such damages.
S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements of opinion as of the
date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any securities or to make
any investment decisions, and do not address the suitability of any security. S&P Global Market Intelligence may provide index
data. Direct investment in an index is not possible. Exposure to an asset class represented by an index is available through
investable instruments based on that index. S&P Global Market Intelligence assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business
decisions. S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions of S&P Global may have information that is not
available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the confidentiality of
certain non-public information received in connection with each analytical process.
S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities
or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public ratings and
analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and www.ratingsdirect.com
(subscription), and may be distributed through other means, including via S&P Global publications and third-party redistributors.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

0420 | SPGMI741

Copyright © 2020 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved

spglobal.com/marketintelligence

4

