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Executive Summary
The Bank of Italy, in line with similar ECB initiatives, has drawn up an initial set of
supervisory expectations regarding the integration of climate and environmental
risks into the business strategies, governance and control systems, risk
management frameworks and disclosures of supervised banking and financial
intermediaries. Expectations provide general non-binding information. Their
implementation at an operational level is left to the individual intermediary. The
document is addressed to all entities whose activities are subject to authorization
and supervision by the Bank of Italy according to the “Testo Unico Bancario - TUB”
and “Testo Unico della Finanza - TUF”: banks, SIMs, SGRs, self-managed
SICAVs/SICAFs, financial intermediaries under Article 106 TUB and their parent
companies, payment institutions, IMELs. During 2022, the Bank of Italy will
initiate a discussion with the intermediaries on the degree of compliance with
expectations and plans for adaptation. This assessment will be included in the
supervisory analysis paths, with the aim of ensuring the progressive alignment of
business practices with expectations.
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he Bank of Italy, in line with similar ECB initiatives[7], has drawn up an initial set of
supervisory expectations regarding the integration of climate and environmental risks into
the business strategies, governance and control systems, risk management frameworks and
disclosures of supervised banking and financial intermediaries[2]. The expectations provide nonbinding general indications, while their declination at operative level is entrusted to the individual
intermediary, which will independently assess the relevance of the issues for the business model,
applying solutions consistent with the degree and intensity of exposure to risks, according to the
type, size and complexity of the activities and the company structure.
A sustainable growth model is based on the full integration of ESG factors. Among the ESG
components that are part of this specific type of risk, the focus is on environmental ones. The
theme related to climate and environmental risks has been progressively intensifying within the
international agenda, starting with the signing of the Paris Agreement in 2015 and the COP26 in
Glasgow in October 2021. At the European level they have been declined through the “Green Deal”
presented in 2019 by the European Commission (EC), while on the Italian territory the theme has
been affected within the “Piano Nazionale Ripresa e Resilienza” (PNRR), going to incorporate these
new climate goals with those already pre-existing. Climate change and environmental degradation
are sources of structural change that affect economic activity and, in turn, the financial system. For
further details regarding the main international regulatory and supervisory initiatives see the Table
1.
Climate-related and environmental risks are commonly understood to comprise two main risk
drivers:

T

• Physical risk refers to the financial impact of a changing climate, including more frequent extreme weather events and gradual changes in climate, as well as of environmental degradation,
such as air, water and land pollution, water stress, biodiversity loss and deforestation.
• Transition risk refers to an institutionâs financial loss that can result, directly or indirectly,
from the process of adjustment towards a lower-carbon and more environmentally sustainable
economy.
Physical and transition risk drivers impact economic activities, which in turn impact the financial
system. This impact can occur directly, through for example lower corporate profitability or the
devaluation of assets, or indirectly, through macro-financial changes. These risks also affect the
resilience of an institution’s business model over the medium to longer term, and predominantly
those institutions with business models that are reliant on sectors and markets which are particularly
vulnerable to climate-related and environmental risks. In addition, physical and transition risks
can trigger further losses, stemming directly or indirectly from legal claims (commonly referred
to as “liability risk”) and reputational loss as a result of the public, the institution’s counterparties
and/or investors associating the institution with adverse environmental impacts (“reputational
risk”). Consequently, physical and transition risks are drivers of existing risk, in particular credit
risk, operational risk, market risk and liquidity risk[7].
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TABLE 1: Overview of the main regulatory initiatives

In this context, the role of the financial system remains central: the amount of investment
necessary to facilitate the transition requires the support of private resources, making the role
of the banking and financial industry as a channel for directing financial flows essential. The
transformation underway presents new opportunities, as well as new risks, for the financial sector.
It is important that operators put in place appropriate protection and develop adequate practices to
identify, measure, monitor and mitigate these risks, while continuing to ensure the necessary access
to credit and assisting companies engaged in the long and complex process of transition with new
finance and adequate advisory services. Equally important is the ability to communicate the integration of climate and environmental risks in one’s own strategic and operational model, avoiding
unfair practices (e.g., greenwashing) which, on the contrary, would discourage the development of
sustainable finance and compromise the reputation of the operators themselves.
The document[2] is addressed to all entities whose activities are subject to authorization and
supervision by the Bank of Italy according to the“Testo Unico Bancario - TUB” and “Testo Unico
della Finanza - TUF”: banks, SIMs, SGRs, self-managed SICAVs/SICAFs, financial intermediaries
under Article 106 TUB and their parent companies, payment institutions, IMELs. During 2022, the
Bank of Italy will initiate a discussion with the intermediaries on the degree of compliance with
expectations and plans for adaptation. This assessment will be included in the supervisory analysis
paths, with the aim of ensuring the progressive alignment of business practices with expectations.
The Bank of Italy reserves the possibility to integrate the document over time, in order to take
into account, the development of best practices and the evolution of the regulatory framework of
reference and, eventually, expanding it to include social and governance issues.
In June 2022, the Bank of Italy came out with a note [1] presenting the recent evidence on the
initiatives launched by Italian banks to assess and integrate the risks posed by climate change
in the management of their activities. From this it can be deduced that only a limited number
of intermediaries have already started an analysis of the impact of climatic risk (physical and
transitional) on the loan portfolio, even if a large percentage of banks are preparing to do so in the
near future. Compared to similar surveys carried out in past years, the number of intermediaries
showing awareness and attention to the risks associated with climate change is growing, but the
dissemination of good practices for their complete integration into corporate strategies is still
insufficient.
www.iasonltd.com
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1.
1.1

Supervisory Expectations

Governance

EXPECTATION 1 - “The Board of Directors of intermediaries plays an active role of direction and governance
in integrating climate and environmental risks into the corporate culture and strategy as well as into the
corporate risk appetite framework (where foreseen) and into the risk limits of the portfolios managed, declining
in a consistent manner the main corporate policies and the adaptation of the organizational and management
systems. With this in mind, the Board of Directors approves an appropriate plan of initiatives”[2].
When scanning their business environment, institutions are expected to identify risks arising
from climate change and environmental degradation at the level of key sectors, geographic areas
and related to products and services they are active in or are considering becoming active in[7].
Robust governance is a fundamental prerequisite for the development of a healthy and resilient
business model. The increasing significance of climate and environmental risks, therefore, requires
intermediaries to consider how to integrate these risks into their decision-making processes and
organizational and operational structures, setting up appropriate action plans. To ensure that
the Board of Directors effectively meets these expectations, intermediaries should pay particular
attention to the following aspects:
• Skills that enable the intermediaries to comprehend and assess the implications of climate and
environmental risks on the business model and strategy;
• Roles and responsibilities that the Board of Directors assigns to its members and/or endoconsiliar committees;
• Adequate and available information flows thanks to the use of a specific reporting system
on ESG risks with a focus on the medium-long term outlook. The Board of Directors uses
key performance indicators (KPIs) and key risk indicators (KRIs) to monitor and analyses the
objectives defined; if adequate metrics are not available, reporting is based on internal and
external qualitative information.
1.2

Business Model and Strategy

EXPECTATION 2 - “In the definition and implementation of business strategy, intermediaries identify
climate and environmental risks capable of affecting the business environment and are able to understand
and measure their impacts, in order to ensure the resilience of the business model and guide its development
prospects” [2].
The business strategy is an institution’s principal tool for positioning itself within its business
environment in order to generate acceptable returns in line with its risk appetite. The analysis of
the business context assumes particular importance for the purposes of an accurate definition of the
corporate strategy. The Bank of Italy expects the following situations:
• Intermediaries must be able to assess the materiality of climatic and environmental, physical
and transitional risks that may influence the business landscape.
• The intermediaries must be able to understand and measure the impacts on the business
environment, in the short, medium and long term, also in order to orient strategic choices and
ensure, through this way, the resilience of the business model.
The scenario analysis tool is particularly useful in the context of climate-related and environmental risks given the uncertainty associated with the future course of climate change and societyâs
relative response. By developing a set of plausible scenarios to test the resilience of its business
model, an institution can account for this uncertainty in its strategic decision-making. These scenarios are expected to include assumptions regarding the impact of climate-related and environmental
risks and the time horizons over which these effects are expected to materialise. These assumptions
can be quantitative and/or qualitative in nature, are expected to rely on forward-looking information
where available, and also to be relevant to an institution’s particular exposure to environmental risk.
In turn, scenario analyses can be used to assess risks in the short to medium term as well as in the
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longer term[2]. It is important for intermediaries to consider the results of the impact analysis in their
strategic planning, defining environmental sustainability objectives (key performance indicators) and
monitoring their achievement. Climate and environmental risks can produce their effects beyond
the usual time horizon: intermediaries can change the time horizon of their strategic planning and
include the assessments obtained in the analysis. As far as the integration of sustainability factors
into investment decision-making processes is concerned, it will have to be declined both at entity
and financial products level that be offered and addressed to operators who provides investment
and collective asset management services involving the making investment decisions. The Bank of
Italy expects intermediaries to translate these guidelines into investment policies, keeping in mind
the impact of sustainability risks on the portfolios managed and drafting an offer strategy consistent
with the strategic line pursued and capable of meeting investors’ expectations.
1.3

Organizational System and Operational Processes

EXPECTATION 3 - “The Board of Directors modulates the various interventions in the organization and
operational processes to handle climate and environmental risks in a manner consistent and proportional to
the evaluations formulated regarding their materiality” [2].
The Board of Directors ensures that the strategy is consistently implemented. To this end, it
explicitly identifies the internal structures responsible for climate and environmental risks, clearly
describes their mandate, and adapts the relevant policies and procedures. As regards the tasks
related to climate and environmental risks, they can be assigned to existing structures or to a special
structure; in this case, it is expected that it will be clearly defined how this will be integrated into
existing processes and interface with other functions. The management body is expected to consider
the knowledge, skills and experience of its members in the area of climate-related and environmental
risk in its assessment of the collective suitability of such members.
In organizational terms, Governance can be structured in different ways, this will depend upon
the model and approach chosen; the practice provides for three main organizational solutions:
(i) Centralized: an ad hoc structure is built to govern climate and environmental risk issues; (ii)
Decentralized: sustainability issues are managed among the various structures involved; these are
assigned roles and responsibilities in relation to the perimeter of their competence and (iii) Hybrid:
a dedicated structure is set up for the coordination of climate and environmental issues; this ad
hoc structure then has the task of integrating these factors into the activities of the other functions,
assigning specific responsibilities for activities that require ad hoc skills based on the degree of
technicality and complexity.
The Board of Directors is preserved assignments such us:
• Evaluate the analytical, monitoring and reporting tools available;
• Evaluate the adequacy of human resources in both qualitative and quantitative terms;
• Identify the appropriate remuneration policy, in order to stimulate behaviours consistent with
the approach to climate and environmental risk adopted with the aim of achieving the defined
objectives;
• Adopt organizational and process solutions capable of acting positively on the degree of
energy efficiency of the intermediary’s corporate compendium;
• Exercise effective oversight over the institutions’ exposures and response to climate-related
and environmental risks.
In addition, the Bank of Italy expects the Board of Directors to fulfil the following tasks:
• Ensures that corporate functions are involved in training programs on the issue, to develop
awareness and skills in this regard;
• Ensures that IT systems are adequate and able to systematically collect and aggregate all data,
especially those necessary for assessing exposure to climate and environmental risks;
• Ensures that instructional processes supporting investment and lending decisions consider
associated climate and environmental risks in a documented manner;
www.iasonltd.com
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TABLE 2: Impacts of climatic and environmental risks on the so-called “Traditional risks”

• Ensures the definition of tasks and responsibilities of the first line of defence in terms of
risk-taking and risk management of climate-related and environmental risks;
• Ensures that the Risk Management function incorporates climate and environmental factors
into the assessment of exposure to and monitoring of various risks and produces comprehensive reports;
• Ensures that the Compliance function considers all risks related to the issue and incorporates
them into all relevant processes;
• Ensures that Internal Audit verifies the adequacy of safeguards and risk mitigation initiatives.
1.4

Risk Management System

EXPECTATION 4 - “The intermediaries carry out a mapping of the events that could occur as a result of
climatic and environmental risks (physical and transitional) and consequently integrate the risk management
system, identifying the risks that would be potentially affected and the implications of prudential nature” [2].
The Risk Management function is responsible for the correct implementation of the risk management process, aimed at identifying, measuring, preventing and mitigating all risks assumed
or assumable by the intermediary. Even if climatic and environmental risks are of a well-defined
nature, their materialization determines impacts on traditional risks (in particular, credit, market,
operational and liquidity risks - for further details please refer to Table 2). Climate risk management
involves some elements of complexity, deriving, on the one hand, from a high degree of uncertainty
about the extent of the effects of climate change and, on the other hand, from the need to adopt
longer time horizons for evaluation.
EXPECTATION 5 -“Intermediaries shall put in place actions to create a high-quality database on climate and
environmental risk profiles. This database must be integrated into an information system that supports the
development of metrics for climate risk assessment” [2].
Institutions are expected to adequately quantify the climate-related and environmental risks
for which the institution is exposed to. Institutions are expected to adopt a strategic approach to
managing and/or mitigating climate-related and environmental risks in line with their business
strategy and risk appetite, and to adapt policies, procedures, risk limits and risk controls accordingly.
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An institution’s risk management framework should provide specific guidance on the implementation of its strategies and, where appropriate, establish and maintain internal limits consistent
with its risk appetite and commensurate with its sound operation, financial strength, capital base
and strategic goals[7]. In fact, from a qualitative and quantitative point of view, the efficiency and
effectiveness of a Risk Management system are strictly connected to the availability of an adequate
information system. However, with reference to climatic and environmental risks, the achievement
of this objective is made complex by additional difficulties relating, on one hand, to their intrinsic
nature and, on the other, to the availability, adequacy, and quality of information. It is therefore
essential to make a substantial commitment to the collection and storage of data, also through the
establishment of a constructive dialogue with counterparties. Therefore, the systematic evaluation of
the available data assumes centrality (also through comparison with aggregate institutional sources)
in order to test its robustness and integrity, as well as conducting periodic data gap analysis to
identify any information gap.
EXPECTATION 6 - “Intermediaries shall, based on appropriate materiality analyses, incorporate climate
and environmental risks into the processes for assessing the adequacy of internal capital and liquidity by
supplementing the risk limit system. In the case of intermediaries not required to assess internal capital, the
system of limits is integrated to take into account the impact of climate and environmental risks on the value
of the portfolios managed and/or on operating volumes”[2].
Institutions are expected to have a holistic and well-documented view of the impact of climaterelated and environmental risks on existing risk categories. Institutions are responsible for implementing a regular process for identifying all material risks and including these in a comprehensive
internal risk inventory. Activities concerning the assessment and quantification of materiality with
respect to climate and environmental risks and the subsequent measurement and monitoring of their
impacts on the level of existing risks and, consequently, on the capital and liquidity requirements
and risk limits of managed portfolios, make reference to: (i) geographical, economic and regulatory context factors and (ii) specific factors linked to strategic objectives, operations and business
model (services offered and reference markets), the composition and quality of on and off-balance
sheet assets (loan portfolio, financial investments, guarantees), the composition of funding sources,
logistical aspects.
Institutions are expected to assess the impact of climate-related and environmental risks on
their capital adequacy from an economic and a normative perspective. Furthermore, institutions
are expected to consider in their forward-looking capital adequacy assessment any risks, and
any concentration within and between those risks, that may arise from relevant changes in their
operating environment. Finally, institutions are expected to take into consideration the impact of
climate-related and environmental risks when determining their capital adequacy in a way that
enables the institution to sustainably follow its business model by ensuring economic and normative
capital adequacy, and they are expected to implement both a normative perspective and an economic
perspective that mutually inform each other, taking into account potential effects of climate-related
and environmental risks on economic value in the economic perspective[7].
EXPECTATION 7 - "Considering the dynamicity nature of climate risks, intermediaries define a program of
periodic review and updating of the decisions taken in relation to methodologies and tools for their assessment,
in order to continuously preserve their validity and significance"[2].
Institutions are expected to evaluate the appropriateness of their identification, measurement
and mitigation instruments for climate-related and environmental risks in their periodic reviews.
Institutions should perform regular internal reviews. The meaning of these assessments is affected,
on one hand, by the experiences not yet consolidated in the methodological field and, on the other,
by the problems related to the availability and quality of information. While acknowledging the
existence of these problems, the intermediary is expected to initiate a process of identifying an
instrument (indicators, questionnaires, scenario analysis and stress tests) suitable for supporting the
regular measurement of these risks, encouraging the assessments of perspective type.
1.4.1

Integration of Climate Risks into Credit Risk

EXPECTATION 8 - "Intermediaries integrate climate and environmental risks into all phases of the credit
process, adapting the related policies and procedures in line with the EBA GL on the granting and monitoring
www.iasonltd.com
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of loans (EBA / GL / 2020/06[5])"[2].
Climate and environmental risks and the related impacts on credit risk must be considered in the
granting of new loans, in monitoring the level of sectoral and geographic concentration of the loan
portfolio and in assessing the guarantees supporting the loans. Specifically, institutions are expected
to form an opinion on how climate-related and environmental risks affect the borrowerâs default
risk. As part of the granting of credit, intermediaries are also required to formalize operational
criteria, of a qualitative and quantitative nature, based on which to distinguish sectors of economic
activity and individual borrowers based on their exposure to ESG risks. As part of the sectoral and
geographical concentration, intermediaries must map the geographical position and economic sector
of activity of the borrowers, defining classifications based on the degree of vulnerability to physical
and transition risk. For instance, overexploitation of natural resources, such as water, in certain
areas might lead to limitations on their use, which can lead in turn to disruptions to production and
losses to institutions’ counterparties. Institutions are expected to adjust risk classification procedures
to identify and evaluate, at least qualitatively, climate-related and environmental risks. Furthermore,
climate-related and environmental risks may affect the value of collateral. Institutions are expected
to give particular consideration to the physical locations and the energy efficiency of commercial and
residential real estate in this regard. Institutions are expected to incorporate these considerations
into both the process for establishing the value of collateral and into the review process prescribed by
the applicable regulations. The pricing of loans is an important steering mechanism for institutions,
determining the level and origin of their future income. For instance, as part of their business
strategy and risk appetite, institutions may decide to reduce or limit exposures to sectors harmful
for the environment or the climate or to steer away from loans collateralised by energy-inefficient
real estate. The pricing framework is then expected to support the chosen risk perspective and
strategy. In line with their business strategy and risk appetite, institutions may also incentivise
their clients to mitigate climate-related and environmental risks[7]. Finally, for customers associated
with higher environmental and climatic risks, an in-depth analysis of the business model will be
appropriate, taking into account the current and / or prospective impacts of regulatory policies.
1.4.2

Integration of Climate Risks into Market Risk

EXPECTATION 9 - "Intermediaries shall take into account the possible impact of climate and environmental
risks on the pricing of investments in financial instruments, both own and managed for third parties, also on a
prospective base, in order to minimize the risk of losses"[2].
Regarding market risk management, institutions are expected to consider that environmental and
climate-related risks could lead to potential shifts in supply and demand for financial instruments
(e.g., securities, derivatives), products and services, with a consequent impact on their values.
Institutions that invest in companies with business models that are perceived as environmentally
unsustainable or that are geographically located in areas prone to physical risks might suffer a
decline in the value of their investment owing to changes in policy measures, market sentiment or
technology, or as a result of severe weather events or gradual adverse changes in climatic conditions.
Physical events could result in changes in expectations, increased risk premium, increased volatility
and losses to asset values in certain markets. Transition risk factors could generate repricing of
financial instruments related to unsustainable sectors. In addition, growing investor interest in
sustainable investment strategies could lead to increased demand for financial instruments deemed
"green" over others. Incorporating ESG factors into market risk could result in updating investment
policies, for example by filling a list of less sustainable sectors to which the intermediary decides
to limit and/or reduce exposure. In the area of asset management, intermediaries integrate the
investment process by defining criteria for taking ESG risks into account and identifying the most
appropriate investment selection strategies. Given the specific characteristics of market activities,
internal stress testing (e.g., a sensitivity analysis) could be usefully applied to better understand and
assess the relevance of climate-related risks for an institution’s trading and banking book.
1.4.3

Integration of Climate Risks into Operational Risks

EXPECTATION 10 - "Intermediaries shall consider the possible impact of climate and environmental risks
on business continuity as well as the level of reputational and legal risks"[2].
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Intermediaries must take into account the possible adverse impact of physical risk on business
continuity that could be disrupted due to physical damage to buildings, branches, and data centres
as a result of extreme weather and environmental events. The geographic location in which an
institution operates might make it more prone to physical risks. This applies in particular to
outsourced services and IT activities, particularly if service providers are established in locations
that are prone to extreme weather events or other environmental vulnerabilities. Institutions are
reminded to consider whether these could affect their ability to process transactions, provide services
or cause legal liabilities for damage to third parties, such as customers and other stakeholders. In
particular, when assessing its critical or important functions, an institution is expected to consider
the impacts of climate change on the provision of these services. The outcome of this assessment, if
material for any of the institution’s business lines or operations, is expected to be reflected in its
business continuity plan[7].
In addition to the risks that may affect business continuity, the increase of consumer awareness of
climate issues may also entail reputational and legal liability risks because of financing environmentally controversial activities. Institutions associated with social or environmental controversies - or
more generally institutions that are perceived not to take due consideration of environmental aspects
in their business activities - could face negative financial impacts stemming from reputational risks
as a result of changing market sentiment in relation to environmental and climate-related risks. The
intermediary may also expose itself to reputational risk if stakeholders feel that sustainability issues
are promoted exclusively for marketing purposes, without the concrete implementation of actions
aimed at supporting the ecological transition. Institutions may consider periodically screening
counterparties for controversial activities, conducting environmental footprinting and/or damage
cost exercises to identify potential pockets of risk, and should reflect the outcomes of such screening
exercises in the relevant risk reports.
1.4.4

Integration of Climate Risks into Liquidity Risk

EXPECTATION 11 - "Intermediaries shall integrate climate and environmental risks into the measurement
and management of liquidity risk by estimating potential deteriorations in the liquidity position due to cash
outflows and/or decreases in the amount of reserves and/or changes in the liquidity of financial instruments
held directly or by managed portfolios" [2].
To ensure robust liquidity risk management, institutions are expected to consider the direct
or indirect impact of climate-related and environmental risks on their liquidity position. Such
assessments are expected to be conducted in a forward-looking manner, assuming both business-asusual and stressed conditions, and, in particular, to consider severe but plausible scenarios that may
occur in combination, with a focus on key vulnerabilities[7]. For intermediaries required to prepare
it, climate and environmental risks must be included in the ILAAP. For other intermediaries, these
risks must be considered in the ICAAP or other similar documentation among those included in
the reporting obligations to which the specific intermediary is subject. In addition, the liquidity
risk could also increase due to so-called greenwashing practices. In conclusion, if the stakeholders
perceive an exclusively formal adherence to the ESG regulatory framework, the intermediaries could
see limited their access to the market, with consequences on their ability to meet their liabilities
within the contractual terms envisaged (i.e., funding liquidity risk) or be subject to significant
requests for reimbursement of the funds managed.
1.5

Market Disclosure

EXPECTATION 12 - “Intermediaries shall have the infrastructure, data, and processes in place to communicate how they integrate environmental risk drivers into business strategy, internal organization, and risk
management mechanisms, including the metrics used to assess climate risks and sustainability objectives”[2].
The communication of sufficiently detailed, complete and comparable information on exposure
to climate and environmental risks allows the most virtuous intermediaries to increase the overall
quality of information to the market and to signal to all stakeholders their positioning in the process
of transition towards a sustainable economy. By analysing the regulatory framework related to
ESG risks and how they are disclosed, as a first tool, the structures involved can draw on the Pillar
III framework in terms of promoting transparency as the main driver of market discipline in the
www.iasonltd.com
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financial sector. Pillar III prudential disclosure standards on ESG risks aim to enable investors and
the market to compare the sustainability performance of institutions and their financial activities
and supports institutions in public disclosure. It also helps institutions provide transparency on
how they are mitigating these risks and how they are supporting their customers and counterparties
in the process of adapting to climate change, which will lead them to implement a more sustainable
economy. The first regulations published by the EBA about climate and environmental risks were the
Implementing Technical Standard (ITS), relating to Pillar 3 disclosure on ESG risks and, subsequently,
art. 449 bis of CRR2, which required institutions that have issued securities admitted to trading on a
regulated market in any member state to publish information relating to ESG risks. This second
regulation has since been updated by the European Commission: since it was initially envisaged
only for large entities subject to the application of the CRR, this disclosure obligation has now been
extended to all entities, including smaller ones.
Other regulations regarding the communication of climate-related information have also been
integrated:
• The Non-financial Reporting Directive (NFRD) introduced for certain types of entities, the
obligation to publish the non-financial statement (DNF), in order to provide information necessary to ensure the understanding of the business activity and its impact on ESG aspects. To
complement the NFRD, the European Commission has published two non-binding guidelines,
aimed on the one hand at supporting entities in the preparation of the DNF and on the other
hand at complementing the recommendations published by the TFCD.
• Regulation (EU) 2020/852 on Taxonomy established a common classification system for ecosustainable economic activities at EU level and supplemented the transparency requirements
for entities obliged to publish the DNF.
• The Corporate Sustainability Reporting Directive (CSRD) which will update the current NFRD
directive by expanding the range of companies subject to reporting obligations, prescribing
the use of uniform sustainability reporting standards.

2.

Conclusions

In the expectations mentioned and described above, emerges that banks need to pay particular
attention to several important points. First of all, banks need to remember that without a welldesigned and robust business model as a fundamental tool in governance, there is a risk of not
having a holistic view of the full range of risks, both assumed and effective. In this regard, the Bank
of Italy expects intermediaries to be able to set appropriate strategies for assessing and integrating
risks (including environmental risks) into their decision-making processes and organizational and
operational structures. The management body continually supervises the activities of intermediaries
and ensures that these decisions are implemented correctly; however, expectations have emphasized
the possibility of using dedicated structures in the corporate organization system, to coordinate the
overall approach to environmental risk management. Another key point is the Risk Management
function, which reserves the task of managing risks, including climate and environmental risks.
The latter risks can exercise a decisive action on "traditional" risks (Credit, Market, Operational,
Liquidity). Another important factor to be taken into consideration is the level of difficulty that
increases the commitment of risk management; there are two main elements of complexity: (i) the
high degree of uncertainties related to the nature that triggers the occurrence of climate change and
(ii) the need to extend the time horizon due to increased effort in assessment. The feasibility and
relevance of these assessments are influenced by the unestablished experiences in the methodological
field, in addition to issues related to the availability and quality of information. This statement is a
starting point that opens an important issue related to data availability. Having an adequate data
source available is an essential element in the measurement of climate and environmental risks,
whether this is achieved through the collaboration of counterparties or by establishing a relationship
with data providers. This factor allows intermediaries to overcome the limitations they encounter
when analysing historical data and allows them to approach assessments by implementing strategies
such as using prospective assessments through sensitivity analyses and stress tests. Aiming at the
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creation of a database that collects an extensive amount of data will ensure that the intermediary
will gradually acquire more knowledge by being able to extrapolate the information in the data.
Moreover, will be able to start a process of risk identification by relating the huge amount of
heterogeneous information, going so far as to support the periodic measurement of these risks.
Finally, there is a focus on the market disclosure; not only because it makes clear to banks that
having the most detailed and defined information possible on climate and environmental risks is of
paramount importance, but also because it makes an important reminder about the regulations in
place. The Supervisory Authorities have predisposed an article, specifically Article 449a of CRR2.
449a of CRR2, which requires institutions to publish information on ESG risks. The salient fact is
that this rule has been extended to all institutions, even smaller institutions that are not usually
involved in the provisions under the regulation.
The Bank of Italy, like the EBA before it, has defined the document to be able to have initial
feedback from intermediaries, trying to understand what the outcome will be in the application
of these measures relating to ESG risks. The aim is to carry out a process of resolution and/or
implementation concerning the issues, aiming to provide general non-binding indications, and
leaving free will on their declination at an operational level for each individual intermediary. The
integration of the document will take place progressively by the Bank of Italy, including the results
of the various supervisory analyses, with the final aim of ensuring the progressive alignment of
institutions practices with these expectations.
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