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Executive message

Climate risk has moved from the sustainability function to strategic and credit risk matter overseen by
credit committee, ALCO, board risk committee, and embedded in the capital planning process.

U

Resilience is a credit
enhancement

Climate events are Repricing is
financial events already visible

Physical shocks alter cash flows, Risk is repriced through
collateral values, liquidity needs, spreads, terms, haircuts,
insurance costs, and borrower exclusions, ratings, and
resilience. investor appetite.

Adaptation, risk transfer, and
blended finance can reduce
expected losses and protect
portfolio value.

Board Implication:

The discussion is no longer whether climate risk matters; it is how rapidly Caribbean financial institutions
convert climate intelligence into credit underwriting, portfolio management, and capital allocation discipline.
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The Caribbean's unique exposure

A small-island banking system faces concentrated, correlated, and recurring

Exposure channels Why the exposure is financially material

o - H <

? Hurricanes 7 Coastal erosion A Risk m Crediteffect 1l Balance sheet effect
) real estate + infrastructure

asset damage + business

' ' vulnerability Event severity PD/LGD increases Higher provisions
interruption

™ Flooding iy Tourism concentration

Sector concentration Portfolio correlation Capital pressure
GDP, employment

and banking
exposures

collateral impairment +
operating losses

Insurance gaps Collateral uncertainty Lower lending appetite

1 Drought a Small sovereign balance

sheets Fiscal shock Sovereign-bank nexus Funding spread risk
water scarcity +

agriculture/tourism limited fiscal space after
pressure shocks Core Are Caribbean assets, borrowers,

Question and sovereign exposures still being
priced on yesterday's climate
assumptions?
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How climate risk becomes credit risk

The pathway from climate event to capital pressure is direct, measurable, and board-relevant

Climate event Operating shock Borrower stress Credit deterioration Balance sheet impact

Revenue Lower DSCR, PD/LGD increases, NPLs, provisions,
disruption, repair higher leverage, collateral RWAs, capital and
costs, supply- liquidity uncertainty,

chain delays drawdown restructuring

Hurricane, flood,
drought, heat,

storm surge liquidity pressure

Climate variables need to migrate into underwriting scorecards, stress testing, collateral
policy, insurance requirements, pricing, concentration limits, and capital planning.

Implication for lenders
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Re-pricing the Caribbean balance sheet

Repricing is not simply “charging more”. It is distinguishing vulnerable assets from resilient assets and allocating
capital accordingly.

Sector-level repricing lens Repricing can move in both directions

Exposure Repricing pressure

Vulnerable assets

Coastalreal estate wider spreads, lower LTVs, stronger covenants

Tourism assets

Agriculture Resilient assets

tighter pricing, better tenors, stronger investor appetite

Ports & logistics

Renewable power
Bank portfolios

AESIONE I E LG capital moves toward climate-adjusted risk/return

Higher repricing pressure should trigger stronger resilience The Caribbean should not only be

covenants, insurance requirements, de-risking structures, and

repriced for vulnerability; it should
risk-adjusted returns.

be repriced for measurable
resilience.
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Credit underwriting implications

Climate-adjusted credit analysis should translate physical risk into credit terms, covenants, and portfolio

limits.
— Borrower cash flow — Collateral & insurance & Tenor discipline
Stress revenue, operating costs, Test insurability, replacement cost, Match maturity to asset exposure
downtime and recovery capacity. location risk and LTV buffers. and resilience capex horizon.

Pricing & covenants 5[“& Concentration limits k\ Portfolio monitoring

Link margins, reserves, triggers and Manage geographic, sector and Use early-warning indicators,
reporting to risk profile. event-correlation risk. climate maps and scenario
updates.

Board question: Are credit policies still based on historical default data alone, or are they forward-looking enough for
climate-adjusted underwriting?
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Collateral and insurance: hidden repricing channel

For many Caribbean lenders, the first sign of climate repricing may appear through insurance
premiums, exclusions, deductibles and collateral haircuts.

100

Implications

75
e[ ower eligible collateral value

eHigher borrower equity required

*Pressure on refinancing capacity

*More need for guarantees or risk sharing

Marketvalue Climate exposure haircut Insurance gap Liquidity / recovery Credit-adjusted collateral
discount value eGreater importance of resilience capex
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Transmission to banks

eGovernment rebuilding
needs

ePotential arrears /
delayed payments

*Higher public debt and
spreads

ePressure on domestic
capital markets

The sovereign-bank-climate nexus

Why it matters

Caribbean banks often

Sovereign
fiscal position

have concentrated

sovereign, corporate

and real estate
exposures.

Climate shocks can
therefore become

correlated portfolio

ot

Banking Real economy
sector borrowers

events.

Climate shocks can create simultaneous pressure on sovereigh balance sheets, bank asset quality, and domestic liquidity.
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Climate risk and capital adequacy

Climate risk may become a capital allocation issue before it becomes a realized loss issue.

Climate-adjusted capital dashboard Capital management levers

PD LGD RWA Liquidit
'quicity Risk appetite Set explicit exposure tolerances for climate-

Tourism sensitive sectors
Stress testing  Move from event scenarios to portfolio loss

Coastal RE .
estimates

Agriculture . . .
g Risk transfer Use guarantees, insurance and portfolio

sharing to reduce concentration
Utilities
Pricing Align margins and tenors with capital
SMEs discipline consumption

Resilience Reward mitigation investments with better
finance risk-adjusted terms

CRO message: The capital question is - which exposures consume capital without resilience, and which investments reduce future capital drag?
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CDB’s strategic role: from risk taker to market maker

Caribbean Development Bank can help convert climate vulnerability into
bankable resilience through catalytic balance-sheet use.

=2 Blended finance ® Risk sharing

Combine concessional and market capital Mobilize banks and insurers

"™ Grants & concessional financing Balance sheet optimization

Support affordability and development ‘ Enhance capital efficiency and
impact through SDF diversification

ﬁ Guarantees

Improve bankability and risk-return

X% Originate-to-transfer

» Climate funds Free headroom and recycle capital

Scale adaptation and mitigation

Strategic alighment: resilience, private-sector mobilization, balance-sheet optimization, and stronger regional financial markets.
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CDB already has the platform to catalyse resilience finance

Existing financing channels and credit standing support a more catalytic role in climate resilience and capital
mobilization.

$969m AA+/Aa1/AA+

total assets total equity OCR loans outstanding ratings

ear-end 2025 ear-end 2025
y y year-end 2025 Fitch / Moody’s / S&P

Catalytic track record signals Strategic implication

*EIB OCR loan signed in 2024 for water, sanitation and flood-prevention investments

CDB can act as originator, guarantor, risk-sharing anchor, and
eCanada SuRGE line supports sustainable energy projects

convenor—using the balance sheet to mobilize capital at
*GCF accreditation limit increased from $50m to $250m per project/programme

multiples of direct lending while preserving credit quality.
ePrivate-sector lines and blended-credit interventions show channels beyond direct

sovereign lending

Sources : CDB 2024 Annual Report and 2024 Financial Statements
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Re-pricing through resilience

The goal is not to make the Caribbean “more expensive”; it is to make resilience visible, measurable, and
financeable.

How to make resilience priceable

Vulnerability : :
priced wider *Quantify avoided loss

*Embed resilience covenants
eUse parametric insurance / risk transfer
Risk
premium eMobilize guarantees and concessional layers
*Report climate-adjusted portfolio performance
Resilience

priced better Key
insight

Resilience is notonly a
development outcome;
it is a credit-quality input.

Resilience investment / risk transfer / adaptation
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Board and senior management agenda

Directors should ask whether climate risk has been translated into risk appetite, capital planning, and
business strategy.

Risk appetite Which sectors/geographies Portfolio analytics Do we know our event-correlated

01 exceed our climate- exposures by borrower, location and
adjusted risk appetite? l I I collateral?

Pricing Are margins and tenors reflecting Capital How do climate scenarios

=

N insurance, collateral and resilience :JE.E affect provisions, RWAs,

gaps? capital and liquidity?

Strategy What resilience-finance Disclosure Can we explain our climate-credit
products can create growth - risk approach to regulators,
while reducing portfolio risk? . investors and rating agencies?

The new governance standard: climate risk must be owned jointly by business, credit, treasury, risk, and the board.
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Final takeaways

The Caribbean balance sheet will be repriced. The strategic question is whether the region leads
that repricing through resilience or receives it passively through higher risk premiums.

‘ Climate riskis credit risk

Every climate shock eventually appears somewhere on a balance sheet.

Repricing is underway
‘ The market is repricing risk through insurance, spreads, collateral, ratings and capital

appetite.
Resilience is the new credit enhancement Closing message
Adaptation finance, guarantees, and risk transfer can improve bankability and Finance should price

credit quality.

vulnerability—but also
reward resilience.

S Catibbean Development Bank -



In the past,
capital was allocated ,
to where risk appeared lowest.

In the future,
capital will increasingly flow
to where resilience is strongest.

The institutions that understand
that shift first will define

the next generation of
Caribbean finance.

We lead. We structure. We mobilise

CARIBBEAN DEVELOPMENT BANK
capital for resilience.

)Caribbean Development Bank
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