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= Background

The Bloomberg report (of the Taskforce on Climate-
related Financial Disclosure)

Relevance to actuaries
Scenarios

Note: much of this presentation developed by Kenneth
Donaldson
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= Mark Carney, Governor of the Bank of England, gave a
seminal speech in September 2015, entitled "Breaking
the tragedy of the horizon - climate change and financial
stability” https://www.bis.org/review/r151009a.pdf

= Carney decomposed the huge range of climate risks into
three separate buckets
— Physical Risk

— Transition Risk

— Liability Risk We don't need an army of actuaries to tell us that the catastrophic impacts of climate change
will be felt beyond the traditional horizons of most actors - imposing a cost on future
generations that the current generation has no direct incentive to fix.
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GDP
Population

Paper consumption
Motor vehicles
Foreign investment
CO, concentration
Loss of tropical
woodland

8. Water use

9. Species extinction
10. Fisheries exploited

NoUhkwhRE

Source: New Scientist http://www.newscientist.com/article/mg20026786.000-
special-report-how-our-economy-is-killing-the-earth.html
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= As chair of the Financial Stability Board (FSB), Mark
Carney asked Michael Bloomberg to lead a taskforce

= The FSB’s concerns
— A lack of information about (climate) risks can lead to
« Mispricing of assets
« Misallocation of capital
« Potentially about global financial stability

— Led the taskforce to develop recommended disclosures

* “to promote more informed investment, credit, and insurance
underwriting decisions”

* “to enable stakeholders to understand better the concentrations of
carbon-related assets in the financial sector and the financial
system’s exposures to climate-related risks.”
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= Corporate reporting of material risks has long
been a feature of disclosure regimes under
securities laws

— But climate risk reporting is often unavailable, non-
comparable, or incomplete

= Approach was derived from input from G20
countries and many industry sectors, each with
competing interests, different politics and
legislative tensions

» The taskforce reached a consensus on a set of
financial disclosures, with far reaching
consequences
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The Bloomberg recommendations (2)

= Disclosures in financial filings, not an environmental addendum
= To assist investors with their analyses

= Forward-looking information through scenario analysis

= Supplemental guidance for most impacted sectors / industries
= Applies across the full investment chain

= Affects financial and non-financial sectors

= Focus on the financial impacts of climate-related risks and
opportunities on the organization, rather than on the impacts of
the organization on the environment

= Accepted by the G20
— If fully adopted, applies to 80% of all global economic activity

e
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Market
Risks Opportunities §
Reputation

) Acute

Chronic

Policy and Legal

Strategic Planning and
Risk Management

Financial Impact
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Income Cash Flow Ralance Assets and Liabilities

Capital anad
Financing

Revenues

Statement Statement Sheet

Expenditures

Operating

Investing

Financing
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Follow a logical structure....

Governance

Risk
Management

Metrics
and
Targets

Governance
Organization’s governance around climate-related risks and
opportunities

Strategy
Actual and potential impacts of climate-related risks and opportunities on the
organization’s businesses, strategy, and financial planning

Risk Management
Processes used by the organization to identify, assess, and manage
climate-related risks

Metrics and Targets
Metrics and targets used to assess and manage relevant climate-
related risks and opportunities
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Strategy Risk Management Metrics and Targets

Disclose the organization’s
governance around climate-related
risks and opportunities.

Recommended Disclosures

Disclose the actual and potential
impacts of climate-related risks and
opportunities on the organization’s
businesses, strategy, and financial
planning.

Recommended Disclosures

Disclose how the organization
identifies, assesses, and manages
climate-related risks.

Recommended Disclosures

Disclose the metrics and targets
used to assess and manage relevant
climate-related risks and
opportunities.

Recommended Disclosures

a) Describe the board’s oversight of
climate-related risks and
opportunities.

a) Describe the climate-related risks
and opportunities the organization
has identified over the short,
medium, and long term.

a) Describe the organization’s
processes foridentifying and
assessing climate-related risks.

a) Disclose the metrics used by the
organization to assess climate-
related risks and opportunities in
line with its strategy and risk
management process.

b) Describe management'srole in
assessing and managing climate-
related risks and opportunities.

b) Describe the impact of climate-
related risks and opportunities on
the organization’s businesses,
strategy, and financial planning.

b) Describe the organization’s
processes for managing climate-
related risks.

b) Disclose Scope 1, Scope 2, and, if
appropriate, Scope 3 greenhouse
gas (GHG) emissions, and the
related risks.

¢) Describe the potential impact of
different scenarios, including a
2° ¢ scenario, on the
organization’s businesses,
strategy, and financial planning.

¢) Describe how processes for
identifying, assessing, and
managing climate-related risks are
integrated into the organization’s
overall risk management.

c) Describe the targets used by the
organization to manage climate-
related risks and opportunities and
performance against targets.
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... with supplemental guidance for specific sectors

Risk
Strategy
Industries and Groups A B I I - A B C
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Banks - -

— Insurance
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= In short, these recommendations will apply in some
way to every public entity

— Insurers are a specific highlighted sector
— Asset managers are a specific highlighted sector
— Asset owners (including pension funds) ditto

= The key to the disclosures is scenario analysis

———
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Describe the potential impact of different scenarios, including a 2°C
scenario, on their businesses, strategy, and financial planning

Strategy

Disclose the actual and potential impacts of climate-related risks and opportunities on the organization’s businesses,
strategy, and financial planning.

Recommended .
Guidance for All Sectors

Vl/l

c) Describe the potential Organizations should describe how their strategies are likely to perform under various
impact of different forward-looking, climate-related scenarios (e.g., potential effects under different scenarios)
scenarios, including a and any resulting changes to their strategies and financial plans, risk management
2°C scenario, on the activities, or targets/metrics to mitigate risks and take advantage of opportunities.

organization’s
businesses, strategy,
and financial planning.
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A story

.. worked out in some considerable (financial) detail
.. plausible

.. hot probable

.. and definitely not a prediction

. which examines how the business’s balance sheet and
P&L might evolve (for example, in a world that will
achieve a 2°C limit)

_—
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= Disclosures are qualitative and quantitative
(including inputs and assumptions)

= AiC

understanding of vulnerability to climate-related

risks (physical / transition / liability) and how such

vu

nerabilities w/could be addressed

* The methodology of sound scenario analysis requires
-3
~d
~ 3

to 5 scenarios spanning a plausible range
iverse / challenging scenarios to assess robustness
reference (2°C) scenario as a common benchmark

_—
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= Discretion around developing individual 2°C
reference scenario

— modifying a scenario (e.g., IEA 450, IEA 2DS or IPCC
RCP scenarios)

— using an existing 2°C scenario without modification
— develop your own

» Disclose key assumptions, parameters, modifications
and sensitivities

= Commercial sensitivity? Describe limitations and
caveats

——
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Thank you very much for your attention!

Contact details:
Sam Gutterman

address: 866 Bluff Street
Glencoe, IL 60022 USA

phone: +(1)312/730-5966
mail: sam.guttermanl@gmail.com
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