DECARBONIZATION TOOLKIT

Conversation Guide for Updating
the Risk-Appetite Statement

Developing a risk-appetite statement provides a mechanism to articulate the overall tone, capacity, and tolerance

for investment-related risks taken in pursuit of strategic objectives. An institutional investor’s risk-appetite statement

goes hand in hand with its investment beliefs—investment beliefs guide the investment strategy and the risk-

appetite statement addresses the material risks in executing that strategy. Updating risk-appetite statements to

reflect climate risks and account for related implications for risk management brought on by the adoption of a

decarbonization commitment is a critical step in implementing a decarbonization goal.

This resource outlines the questions and decisions that asset owners need to address when determining how to

update their risk-appetite statement to reflect their views on climate risk and decarbonization goals.

Identifying Key Risks

Managing the asset: In what ways have risks related to

changed as a result of the
organization’s decarbonization plans?

Investment risk

Liquidity and funding risk
Valuation risk
Counterparty and collateral

New markets and assets

Managing the organization: In what ways have risks
related to changed as a result of the
organization’s decarbonization plans?

Operational risk
Strategic risk
Fiduciary risk

Reputation risk

Managing the environment: In what ways have risks
related to changed as a result of the
organization’s decarbonization plans?

Peer comparisons
Legal, regulatory, and government
Sponsor default

Client actions
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Anticipating Risks

What is the organization’s tolerance for outperformance or underperformance to accommodate
decarbonization plans?

Under what circumstances does the organization expect key investment strategies to underperform?

How does the organization envision and consider potential risks? Does a decarbonization commitment
change those considerations?

How does the organization anticipate that it will respond to significant risks?

What risks does the organization choose to mitigate and what is the cost of mitigation?

What risks does the organization choose to accept and will the organization be compensated for assuming
those risks?

What is the amount of risk that the organization is willing to take?
- Possible examples: “somewhat more aggressive than peers” or “no greater than 10 percent chance of losing
more than $XXX million in real terms on the original capital after five years”

Is the risk measured on an absolute or relative basis, or both?
- If relative, what is it relative to and why?
- Relative to a known set of liabilities? A benchmark? Appropriate peers?

How does the organization expect the probability of reaching the goal and within-horizon value at risk (VaR) to
change as a result of a decarbonization strategy? (See the chart below depicting this hypothetical change in VaR.)
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