
Role	of	Internal	Audit	in	the	Climate	
Change	Agenda
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Strategic	Context		

• Climate change poses a significant threat to development, particularly to emerging
markets and poorer countries, and also provides an opportunity for investment and
development. All DFIs/MDBs are required to play a key role in enabling this.

• A landmark agreement was reached on December 2015 in Paris at the 21st Session of the
UN Convention on Climate Change (COP 21), charting a fundamentally new course in the
global climate effort.

• There is an increased demand from clients for WBG climate services and financing, which
will grow as countries implement their commitments. President Jim Kim announced a big
increase in financing for climate to help meet rising demand from countries to tackle
climate change.

• WBG is looking to maximize climate finance through leveraging public resources, private
capital, optimizing the use of concessional finance, integration of climate into finance and
use of carbon finance instruments.
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Background

Climate	Finance
PURPOSE

“Mitigation”
Shifting	to	sustainable	
(and	equitable	and	

democratic)	
development	pathways

“Adaptation”
Dealing	with	the	impacts	and	
effects	of	climate	change
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Background

What is mitigation?
An activity producesmitigation co-benefits if it:
• reduces Greenhouse Gas (GHG) emissions into the atmosphere or

enhances GHG absorption from the atmosphere, in reference to a no-
project situation.

Reducing 
emissions from 
deforestation 
and forest 
degradation

Solid waste 
management 
that reduces 

methane 
emissions

Transmission 
systems for 

integration of 
renewables 
into the grid

Expand 
renewable 
energy 
sources

Urban 
mass 
transit

Building a new 
supercritical coal 
power plant -
NEW thermal 
generation does
not qualify
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Background

What is adaptation?
An activity provides adaptation co-benefits if it:
• reduces the vulnerability of human or natural systems to the impacts of climate change and 

risks related to climate variability by maintaining or increasing adaptive capacity and resilience

Key steps:
• Setting out the climate vulnerability context of the project
• Making an explicit statement of intent to address climate vulnerability and change as part of 

the project
• Articulating a clear and direct link between the climate vulnerability context and the specific 

project activities

t Report on

Upgrade roads 
to climate-
resilient 
standards

Introduction of 
climate-adaptive 

rice varieties

Climate change
and disaster risk
microfinance and
micro-insurance

Mangrove 
restoration for 
climate-resilient 
coastal 
settlements

Ecosystem-
based climate 
resilient fisheries
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Background:	Climate	Change	Finance	Sources,	Agents	and	Channels	
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Climate	Finance	Tracking	Process	in	WBG	

v WBG has an Internal methodology to assess development projects with
climate change adaptation and mitigation co-benefits, as well as climate
finance provided through external funds. The methodology is harmonized
across the Multilateral Development Banks that report jointly on an
annual basis.

v WBG has a QA process to ensure credible data. Task Team Leader (TTL)
enter an assessment of adaptation and mitigation co-benefits, which is
reviewed by a central team and finalized in consultation with TTL. Internal
typology of climate co-benefits have been developed by the Bank climate and
sector experts, which provide examples of activities with adaptation and/or
mitigation co-benefits for use by TTL’s. Training courses and the Joint Report
on the MDB climate finance complements WB’s coding materials on
definitions, guidance and examples.
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Greenhouse	Gas	Accounting	in	WBG

q Greenhouse Gas (GHG) emissions accounting for investment lending is a corporate
mandate of the World Bank since 2012.

q Agreed methodologies are in place for various industries such as energy, forestry,
agriculture, transport, water and urban sectors.

q The International Financial Institutions (IFIs) have been working together to agree on a
harmonized approach to project-level greenhouse gas (GHG) accounting in which WBG is
one of the leading contributors.

q The rationale for this work is to harmonize GHG accounting during project appraisal. A
harmonized approach will improve consistency and comparability across IFIs, provide
increased reliability for other users of the data, set a good-practice standard for other
International Financial Institutions, and facilitate the sharing of experience and lesson-
learnt.

q Agreed principles have been set out for (a) Policy Commitment; (b) Screening; (c)
Methodology; (d) GHG Emission Accounting and (e) Reporting.
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Role	of	Internal	Audit	(IA)	in	meeting	Strategic	Imperatives	such	as	Climate	Change	

• Organizations innovate and grow, meaning there is constant change and new ventures on
the horizon. In that context whilst it is important to focus on routine risks and controls, it
has become necessary to embrace “new thinking” for assessing strategic and innovative
ventures.

• There are many actions that IA can take in order to tackle risks associated with climate
change:

• Embed climate change and sustainability related areas as part of the IA’s risk
assessment;

• Understand and assess key climate change and sustainability risks that the
organizations face;

• Share insights with management and Board so they have a clear understanding of the
complexities that the organizations face;

• Provide traditional assurance on matured areas as well as look for opportunities to
engage early to help management in an advisory capacity.
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Key	IA	related	Risks/Challenges	in	Climate	Change	Space	

Climate change presents a whole range of risks that will fall on the internal audit function to help build an
understanding of these risks and how to tackle each one. These include and arenot limited to the below:

v Climate Change goals could conflict with other goals and are not clearly cascaded into business unit and
department goals.

v Insufficient institutional arrangements, unclear institutional roles and functions, and limited inter-agency
coordination impede effective information management around climate change.

v Unclear policies and definitions that are hard to implement in areas specific to climate change.

v The challenges in incorporating climate change considerations in budgeting, monitoring, and reporting processes
and systems hampers the systematic and effective tracking of climate finance.

v Projects with climate elements may not be aligned with corporate, regional, industry or country strategies.

v Lack of methodology for calculating emission reductions.

v Inadequate and ineffective arrangementstomonitor and verify climate dimensions of the portfolio.

v The limited access to data on financial trade-offs and implications on development trajectory.
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WBG	IAD’s	proposed	programmatic	approach	to	audit	Climate	Change	

Governance1

Information	Systems2

Auditable Areas:

v Mainstreaming of the climate change strategy across business lines,
including incorporation of the strategy into unit level business plans.

v Setting of climate changeoperational standards and procedures.

v Application of climate change standards and procedures to investment
and advisory projects.

v Definition and tagging of climate change projects in portfolio and
pipeline.

v Technical quality assurance process for climate change projects.

v Readiness to measure emission reductions.

v Portfolio level Monitoring and Reporting of the performance of
climate change operations.

v Financing mechanism supporting climate change operations
(Trust Funds, Green Bonds etc.)

1Governance elements such as authority and accountability within the new
structure, senior management oversight and reporting would be looked
into from the vantage point of the scope that is included in the audit.

2Any information systems supporting the processes covered by audit will be
considered.

Institutional	
Commitments

•Lending	and	advisory	
•Climate	Risk	Management

Country	/Client	
Engagement

Project	Management

Performance	Tracking
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WBG	IAD’s	Engagements	in	this	Space

In	FY18,	IAD	plans	to	carry	out	an	audit	relating	to	the	Mainstreaming	of	Climate	Change	Strategy	and	Climate	Risk	
Management.

Audit of the Bank’s Process for Administering Carbon Funds
(2010) – The audit covered key controls related to the
establishment and management of carbon funds; project
preparation, supervision, and delivery of emission reductions to
donors; disbursements and use of investment income;
administrative expenses charged to the funds; and the underlying
systems that support theprocess.

Audit of IFC’s Carbon Finance Activities (2010) – The audit
focused on the approval of new projects; compliance with
operational procedures; contracts and other IFC policies and
procedures, back office arrangements, accounting of transactions,
information systemsand reporting tomanagement.

Audit of IFC’s Management of Climate Change Operations (2013)
– The objective of this audit was to assess the adequacy and
effectiveness of governance, risk management and controls over:
(a) Mainstreaming of climate change strategy across business
lines; (b) Setting of climate change operational standards and
procedures; (c) Application of climate change standards and
procedures to investment and advisory services; (d) Readiness to
measure greenhouse gas (GHG) emission reductions; and (e)
Monitoring and Reporting of the performance of climate change
operations.

Advisory Review of WBG’s Management of Climate Change
Operations – Key Business Enablers (2017): The focus of this
advisory engagement will be to review the institutional
arrangements for the key business enablers for theWBG’s climate
business covering the climate focused finance facilities, blended
finance facilities and advisory services facilities, to deliver
operational results of climate activities within WBG. The
engagement will also cover the design and implementation of the
climate change-related definitions and standards, frameworks for
tagging, screening and portfolio level monitoring and reporting of
climate relatedmetrics.

Climate	Change	
Engagements
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Collaboration	Opportunities	among	MDB’s	

v MDB’s have been collaborating and working together in Climate Space in many areas including
climate finance tracking and reporting, GHG accounting etc.

v In that context, IA can play a key role in supporting management by collaborating and sharing
knowledge and best practices that exist within and amongst the MDB community to strengthen the
Governance, Risk Management and Controls around the climate space in areas such as:
ü guidelines and standards;
ü processes around tagging, screening and reporting at the project level;
ü portfolio level monitoring and reporting;
ü processes relating to climate financing, concessionality etc.; and
ü any other relevant topics of interest

v The forum that we have today is a good way to share your experiences, challenges and areas of
interest and possibly have a continued dialogue for us to add utmost value to management.



Thank	You


