CPD Business Roundtable on Climate and Sustainability
Sydney, 21 November 2019
Summary of Conclusions

Leaders from business, finance, law, insurance, superannuation, government and financial regulators from
Australia and abroad met in Sydney on 21 November for a special business roundtable on climate and
sustainability convened by the Centre for Policy Development (CPD).
The roundtable was held three years after a similar CPD roundtable, after which the landmark Hutley Opinion on
climate change and directors’ duties was released. That opinion and related efforts informed steps subsequently
taken by APRA, ASIC and the Reserve Bank of Australia. They have spoken with one core message to say climate
change is a “trend change” to the economy likely to have “first-order economic effects”.i Our regulators have
joined international efforts to raise the bar on climate risk management, disclosure and response. There has also
been a marked shift on climate risk driven by business, the financial sector and the broader community. Companies
are increasingly making climate risk disclosures and committing to net zero emissions pathways. Investors have
lifted expectations and engagement with firms on climate risk management. The Commonwealth Government has
acknowledged the “significant momentum building across sectors to address climate and disaster risks”.ii Those
pushing for greater action on climate risk are a broad church. They are shifting the horizon not only because of
compliance but because it is the smart thing to do.
The 2019 roundtable took stock of the state of play on climate risk and considered what Australia needs to
prioritise next. Senior executives and directors from Australia’s biggest banks, insurers, investors, businesses and
superannuation funds took part. They were joined by RBA Deputy Governor, Guy Debelle; Bank of England
Executive Director, Sarah Breeden; APRA Executive Board Member, Geoff Summerhayes; ASIC Commissioner and
ASIC Senior Executive, John Price and Rachel Howitt; former High Court Justice and Royal Commissioner, the Hon
Kenneth Hayne AC QC; senior public service officials, two former heads of the Department of Prime Minister and
Cabinet; a former Commonwealth Minister for Climate Change; along with representatives from the Secretariat
of the Network of Central Banks and Supervisors for Greening the Financial System, the Reserve Bank of New
Zealand, and the Investor Group on Climate Change.
The full agenda, participant list and framing paper are attached to this document. What follows is a summary of
conclusions reached and now being released publicly. This summary has been prepared by the roundtable
organisers. It does not necessarily reflect official policy or the position of any of the individuals or organisations
present at the roundtable.
First, the consequences of climate change are upon us now, and decision makers across the Australian economy
have a clear and increasing obligation to address the risks and opportunities it presents. It is clear climate change
is a ratcheting risk, a trend change that is highly interactive, systemic and irreversible, and one which will impact
every aspect of Australian society. History is no guide to its future impacts, meaning that forward looking scenario
analysis is needed to manage the physical and transition risks it will generate. Australia’s economy and financial
system is particularly exposed given the significant physical risks the country faces and its profile as a commodity
exporter. Australian business is at increasing risk of retaliatory action from other countries because of a perceived
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view that Australia is not pulling its weight when it comes to reducing emissions. As awareness of these risks has
grown, there has been a paradigm shift in regulatory and legal expectations. Companies must now meet rising
requirements on climate risk reporting and management. Rigorous application of the Taskforce on ClimateRelated Financial Disclosures (TCFD) framework is presently the most reliable way to do so. Regulators are pushing
for their wide adoption and will eventually look to make key aspects of the TCFD framework mandatory. Company
directors and fiduciaries increasingly risk liability if they consider climate-related risks as purely non financial risks.
Boards should recognise the nature and scope of climate risk and the pace with which change must be made,
develop strategic responses, and tell shareholders and the market what they are doing and plan to do. This is not
just about managing negative impacts, but also about seizing opportunities in new technologies, products,
industries and business models that will drive a zero carbon transition.
Second, climate risk must be made more visible and front of mind for company directors to pull forward the
transition in the real economy. A significant ramp up in the availability and quality of decision-relevant information
is needed in order for climate change to be appropriately addressed in the Australian economy. Awareness and
disclosure among firms remains inconsistent and patchy. Present TCFD disclosures provide insufficient information
to support accurate valuation of existing assets or informed decision making on necessary investments and
infrastructure. Regulatory, financial and investor activity will soon require economy-wide stress testing for
specified climate scenarios, and increase expectations for firm and system-level management of climate risks. To
meet these expectations, regulators, firms, governments and sectors will need to work together to establish and
use consistent scenarios, to share data, and to identify and commit to science-based targets and a net-zero
trajectory consisted with the Paris Agreement. Joint work and resources to underpin more rigorous and consistent
scenario analysis and stress testing is a key priority. Climate-focussed efforts will need to be aligned with new
policy and industry-led initiatives to promote sustainable finance, including development of common standards
to prevent “greenwashing”.
Finally, more effective collaboration and leadership across the public and private sectors is an essential condition
to understand and respond to climate risk and opportunity as it impacts the Australian economy as a whole.
Financial regulators have shown the power of collaboration through the Council on Financial Regulators Working
Group on Climate Risk. The financial industry is doing likewise through initiatives such as the Australian Sustainable
Finance Initiative and the Investor Group on Climate Change. The Commonwealth Government has the Australian
Government Disaster & Climate Resilience Reference Group and the Australian National Outlook Project. Now is
the time to join up this effort. A coalition of different actors could be formed to conduct a cross-sectoral climate
risk assessment and develop a whole of economy approach. Collaborative processes like this are underway in
other countries, as well as through the Global Commission on Adaptation and the Network of Central Banks and
Supervisors for Greening the Financial System. These initiatives involve public and private sectors working
together “to more explicitly price risk in both economic and financial decision-making”.iii Collaboration is
happening globally, particularly through the G20 and Financial Stability Board, but must also happen domestically
to understand how climate risk impacts our financial system and economy, and what can be done about it. This
needs to be an economy-wide mission, with suitable coordination and sharing of resources, data and expertise. It
could be coordinated by a central Commonwealth Government department, working with senior officials from all
jurisdictions, the Council of Financial Regulators, energy-market bodies, firms, investors and peak bodies. In the
first instance, it could focus on national adaptation priorities and disaster preparedness in key cities and
communities, including for essential infrastructure.
Roundtable participants were eager to assist in this process in order to facilitate a more resilient economy and to
ensure communities are better prepared for the risks ahead.
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The bar on climate risk and sustainability is rising.
The Hutley legal opinion, updated and re-released by CPD in 2019, highlighted the legal risks for
company directors who fail to properly consider and disclose the financial impacts of climate change.
Australia’s financial regulators have said that many climate-related risks are foreseeable and financial
in nature and have highlighted the implications of climate change for corporate governance, financial
stability and economic growth. The entry into force of the Paris Agreement and the Taskforce on
Climate-related Financial Disclosures have supported more sophisticated corporate, investor and
regulatory efforts on climate risk. In many parts of the world, momentum has broadened into major
new and systemic policy initiatives in green and sustainable finance.
However, despite recent progress, formidable challenges remain in translating increased awareness
of climate risk into action, especially in Australia which is highly exposed to climate change and to the
transitions it will bring to the economy.
This roundtable will provide an opportunity to review recent Australian progress on climate risk and
to consider the next set of crucial interventions that can support more far-reaching responses on
climate and other sustainability-related challenges.

2:30-2:40 pm

2:40-3:40
pm:

e come an intro ctions
Christina Tonkin, ANZ
Travers McLeod, Centre for Policy Development
ession

tate o p a on c imate ris

Moderator: Travers McLeod
Speaker: Sarah Breeden, Executive Director, Bank of England
Sarah Breeden will provide a snapshot of global trends and regulatory responses on
climate risk, followed by a discussion of Australian regulator, investor, corporate
and legal perspectives.
Key questions for discussion:
•

How do Australian companies and regulators measure up in managing
systemic climate risk?

•

What further information, analysis and action are useful to meet global best
practice standards on climate-risk management?
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3:40-4:50 pm

ession Priorities or more e ective responses
Moderator: Travers McLeod
Group discussion on how companies, investors and the public sector can work
together to manage and respond to climate-related risks more effectively.
Key questions for discussion:

4:50-5:00 pm

•

What are the next set of priorities for advancing leadership, awareness and
action on climate risk, building on the responses by Australian regulators
since 2017?

•

Can these priorities be brought together into a single ‘mission’ or ‘grand
challenge’? If so, how and who should lead it?

onc sions an t an s
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We are at a critical juncture for Australian responses to climate-related risks and sustainable finance.
Earlier this year, Reserve Bank Deputy Governor Dr Guy Debelle identified climate change as a “trend change”
to the economy, one which was likely to have “first-order economic effects” due to its physical impact and
the transition. APRA, ASIC and the Reserve Bank have elevated the importance of climate-risk disclosures.
They have endorsed a 2016 legal opinion by barristers Noel Hutley SC and Sebastian Hartford Davis,
commissioned by CPD, that company directors are legally obliged to manage and disclose the financial impact
of climate risks on their businesses. As the 2019 update of the Hutley opinion observed, Australia’s regulators
are now showing “a striking degree of alignment” on the implications of climate change for corporate
governance, financial stability and economic growth.
Australian companies, investors and governments are taking notice of what APRA has called a “critical
paradigm shift” on climate change risks. The conversation is shifting from awareness to action, accelerated
by the “work of industry, domestic and international stakeholders and regulators”. Yet, in the immortal words
of The Carpenters, we’ve only just begun. Managing and responding to climate horizons that are new to us,
watching the signs along the way, working to preserve economic value and avoid catastrophic risk will be a
shared effort. Global carbon emissions continue to rise. As Bank of England Executive Director of
International Banks Supervision, Sarah Breeden, said in April 2019, “the risks are far-reaching in breadth and
scope” and are “eminently foreseeable”. It is inevitable that “some combination of physical and transition
risk will materialise” but “the size of those future risks will be determined by the actions we take today”.
This special roundtable on climate and sustainability will take stock of the state of play on climate risk in
Australia and consider what we need to prioritise next. We want to focus on two conversations. The first is
about how companies, regulators and the financial sector are dealing with climate risk. The second is about
system-level risk management. In this Framing Paper, we discuss what Australian companies, their investors
and regulators are already doing in managing climate risk, and how these efforts might be brought together
to preserve value in the Australian economy and ensure more effective responses to this economy-wide risk.
Ahead of the roundtable, we ask that you consider the following questions:
•
•

What are the next set of priorities for advancing leadership, awareness and action on climate
risk in Australia?
Can these priorities be brought together into a single ‘mission’ to focus on climate-risk more
systematically? If so, what should it focus on, and who should lead it?

“We need to think about how the economy is currently adapting and how it will adapt both to the trend change
in climate and the transition required to contain climate change… The transition path to a less carbon-intensive
world is clearly quite different depending on whether it is managed as a gradual process or is abrupt.”
Guy Debelle, Climate Change and Economy, (2019)

“To be able to judge whether we are sufficiently well prepared for future storms – to see whether a change in
course or greater financial stability is required – we need to look forwards not backwards, and we need to
consider the position of the system as a whole.”
Sarah Breeden, Avoiding the storm: Climate change and the financial system (2019)
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A Timeline of Climate-Related Risk Management Interventions Relevant to Australia
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2015
Mark Carney, Bank of England, Breaking the tragedy of the horizon – climate change and financial stability, speech
delivered at Lloyd’s of London (September)
FSB announces formation of Taskforce on Climate-related Financial Disclosures (TCFD) (December)
COP21 participants announce Paris Agreement (December)
2016
CPD roundtable on directors’ duties, climate risk and sustainability (October)
Noel Hutley SC and Sebastian Hartford Davis, Memorandum of Opinion-Climate Change and Directors’ Duties,
(October)
Entry into force of the Paris Climate Agreement (November)
2017
Geoff Summerhayes, APRA, Australia’s New Horizon: Climate Change Challenges and Prudential Risk, speech
delivered at the Insurance Council of Australia Annual Forum, Sydney (February)
First meeting of Commonwealth Government Secretaries Group on Climate Risk (March)
Senate Economics References Committee Report, Carbon risk: a burning issue (April)
Final report of the TCFD released (June)
Geoff Summerhayes, APRA, The Weight of Money: A Business Case for Climate Risk Resilience, speech delivered at
the Centre for Policy Development, Sydney (November)
CFR establishes Working Group on Financial Implications of Climate Change (December)
2018
Australian Government response to the Senate Economics References Committee report (March)
John Price, ASIC, ‘Climate Change’ (Speech delivered at the Centre for Policy Development, Sydney) (June)
RBA join the Central Banks and Supervisors Network for Greening the Financial System (NGFS) (July)
UN Environment Programme Finance Initiative conference in Sydney, Financing a resilient and sustainable economy
(July)
ASIC Report 593, Climate risk disclosure by Australia's listed companies (September)
Australian Accounting Standards Board and Auditing and Assurance Standards Board joint bulletin, Climate-related
risks and other emerging risk disclosures (December)
2019
Geoff Summerhayes, SIF, 'Financial exposure: Climate data deficit' (Speech delivered at ClimateWise and University
of Cambridge Institute for Sustainable Leadership, London) (February)
ASX Corporate Governance Council releases 4th edition of Corporate Governance Principles and Recommendations
(February)
Guy Debelle, Reserve Bank, Climate change and the economy, speech delivered at the Centre for Policy
Development, Sydney (March)
APRA releases information paper Climate change: awareness to action (March)
Formal launch of Australian Sustainable Finance Initiative (March)
CPD releases updated Hutley opinion on climate change and directors’ duties (March)
Geoff Summerhayes, APRA, ‘Buy Now or Pay Later’ (Speech delivered at International Insurance Society, Singapore)
(June)
ASIC issues updated guidance on climate-related risk disclosure (August)
RBA hosts joint meeting of South Pacific Central Bank Governors’ and Network for Greening the Financial System
(November)
Source: Based on APRA, Climate change: Awareness to action (2019), p. 19.
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How are Australian companies, investors and regulators
measuring up?
Summary:
• Australian companies are now more conscious of, and more regularly disclosing, climate-related
risks, although the quality of such disclosures varies considerably. Nonetheless, investor and
regulatory expectations on climate-related risks are rapidly changing.
• Investors are increasingly moving ahead of government policies and measures and pressing firms
to act in a manner consistent with achieving net-zero emissions by 2050.
• Australian regulatory and legal expectations regarding the need to manage climate-related risks
are also becoming clearer; pointing towards the need for sophisticated governance measures
from the board-level down to manage this risk.
• In this context, it is important to evaluate how Australian companies, investors and regulators are
measuring up to changing circumstances at home and abroad.
Assessment and reporting of climate risk is growing, but many differing approaches are being used, and
any view of best practice is still developing. More Australian companies are now reporting climate risks in
line with the spirit, if not always the letter, of the Financial Stability Board’s Taskforce for Climate-related
Financial Disclosures (TCFD) framework. But data sources, modelling assumptions and scenario choices have
varied significantly, consistent with global experience. Recent analysis by the Australian Council of
Superannuation Investors showed 31 different climate models had been used by ASX200 disclosers so far. In
part, this reflects the inherent difficulty of identifying consistent, comparable scenarios for global warming
trajectories and policy change, and of projecting firm or sector-level emissions pathways in the absence of
an established national framework for emissions reduction. It is also a consequence of changing expectations
regarding disclosure.
There are two trends that create difficulties for companies and investors on climate-risk management:
•

Firstly, best practice increasingly calls for commercial actors to move far faster than global
governments in order to remain consistent with Paris, compelling significant innovation in risk
assessment and response. Global best practice is coalescing around the need for companies to
prepare for a world where warming is kept to 1.5-2 degrees – consistent with the Paris Agreement’s
requirement of net zero emissions by mid-century. Net zero pathways are becoming the new litmus
test for climate-related ambition and target-setting. In mid-2017, the TCFD report said climate
scenario exercises should include a 2 degree or lower scenario as a common Paris-aligned reference
point. Evidence and expectations have hardened since. The shortcomings of widely used scenarios
that are not robustly aligned with the Paris goals, such as the IEA’s energy-focussed scenarios, are
better understood. New science, including the 2018 IPCC Special Report on Global Warming of 1.5
Degrees, has highlighted dramatic climate impacts at 1.5 degrees of warming and catastrophic
implications if warming exceeds 2 degrees. Consequently, the Second TCFD Status Report released
this year highlights that “urgent and unprecedented changes are needed to meet the goals of the
Paris Agreement”, and that “limiting the global average temperature to a maximum of 1.5°C [as
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recommended by the IPCC] ‘require[s] rapid and far-reaching transitions in energy, land, urban and
infrastructure [systems] (including transport and buildings), and industrial systems.’”
Responding to this science, firms and investors are moving well ahead of existing policies and
commitments, which currently fall well short of those required to meet the Paris goals. New
groupings of investors and asset owners are coalescing around what Australia’s Investor Group for
Climate Change calls the drive towards a “climate resilient net zero emissions economy” by midcentury. Climate Action 100+, for instance, is a grouping of investors which represents US$35 trillion
assets under management. Through their engagement with companies they have secured
commitments for achieving net zero emissions by mid-century from significant global firms including
BHP Billiton, Nestle, Daimler, VW among others. The Australian Sustainable Finance Initiative has
been established, modelled on similar processes in other jurisdictions, and aims to deliver an
Australian Sustainable Finance Roadmap for Australia in 2020. These longer-term goals have
immediate implications. Credible zero-emissions trajectories require rapid progress towards
decarbonisation in the 2020s, implying major adjustments, risks and transitions in the short and
medium term. Increasingly, these are the risks and opportunities against which corporate climate
strategy, governance and risk management will be assessed.
•

Second, stakeholders now expect dedicated and sophisticated governance of climate risk from the
board level down. As the 2019 update of the Hutley opinion concludes, “regulators and investors
now expect much more from companies than cursory acknowledgement and disclosure of climate
change risks.” The TCFD framework goes well beyond climate-related targets and metrics. It also calls
for detailed reporting of how firms incorporate climate into governance, strategy and risk
management processes. While the TCFD did not provide a road map for governance, clearer guidance
for board-level strategic and financial decision making on climate is now emerging. For example, the
Sustainability Accounting Standards Board September 2019 TCFD Implementation Guide provides a
checklist for governance processes and responses, from identifying board committee and senior
executive responsibility for climate policies, strategy and information, through to planning and
assuring disclosures in corporate annual reports. Earlier this year, the Bank of England became the
first regulator to publish clear supervisory expectations for enhanced responses to climate-related
financial risks. Among other things, UK banks and insurers have been asked to identify clear board
and senior executive roles and responsibilities for managing climate risks, and to provide clear
evidence of climate risk management in “written risk management policies, management
information, and board risk reports.”

“The evidence before the Commission showed that too often, boards did not get the right information about
emerging non-financial risks; did not do enough to seek further or better information where what they had was
clearly deficient; and did not do enough with the information they had to oversee and challenge management’s
approach to these risks. The evidence also showed that too often, financial services entities put the pursuit of
profit above all else and, in particular, above the interests of their customers, and above compliance with the
law. When financial services entities did have regard to risks, they gave priority to financial risks, leaving their
frameworks for the management of non-financial risks underdeveloped.”
Financial Services Royal Commission Report, p. 395
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In Australia, APRA has identified key questions it asks as part of its climate-focused oversight, and
which have been built into its broader supervisory process (see below box titled “Geoff Summerhayes
– Actuaries Institute podcast”). These questions start by assessing board processes and key executive
oversight and progress through strategy, risk management, analysis and disclosure. Other Australian
regulators and bodies, including ASIC, the ASX Corporate Governance Council and the Accounting
and Auditing Standards Board, have now provided comprehensive practical guidance on steps to
assess, assure and disclose both financial and narrative/strategic dimensions of climate risk. Investor
groups have identified board-level governance and risk management processes as a key focal point
for assessing the sophistication of firm’s responses to climate risk. Regulators in Australia and globally
expect firm-level responses to mature as experience grows. As the benchmark rises, so too are the
standards to which individual boards and directors will held.
Key questions for discussion:
•

How do Australian companies and regulators measure up, compared to their international
peers, in managing systemic climate risk?

•

What further information, analysis and action are useful for companies, investors and
regulators to meet global best practice standards on climate-risk management?

•

Is the distinction between financial and non-financial risks relevant when it comes to climate
change?

•

How can boards and senior managers assure themselves that climate-related risks are being
effectively managed and reported?

Geoff Summerhayes – Actuaries Institute podcast
“We look at the awareness and materiality of the climate change financial risk to the entity. We make an
assessment of the governance of that risk within the entity. To what extent is the board involved? What are the
governance groups? Are there subcommittees involved in that? Which are the key executives that have oversight
of the risk?”
“We do the same for strategy. What strategy does the entity have in place and what's the impact on products?
What action plans? Position statements, roadmaps that they've put in place?
We then move to risk management. What role does risk management play? How is that incorporated into their risk
registers, into their risk appetite statement? Do they have climate change policy? Have they thought about stress
testing, and how are they assigning responsibilities to key individuals in the organisation around managing those
risks?
The fifth category is thinking about the analysis within those firms. What financial analysis are they doing around
investment insurance, operational and strategic risks? And then finally, disclosure.”
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Is the time right for a ‘mission’ or ‘grand challenge’ on climate
risk management?
Summary:
• Firms, investors and governments all currently play a role in enabling greenhouse gas emissions
to rise; and each of them will feel its effects. Therefore, no single actor can reduce their climaterelated risk exposures alone.
• Aware of this interconnection, investors and some firms are increasingly taking steps to ensure
that their internal climate-risk management strategies align with their external engagement on
public policy.
• Additionally, regulators and governments are becoming increasingly aware of the nature of their
own climate-related exposures and are looking to private sector frameworks to manage such risk.
• Furthermore, it is increasingly evident that the full extent of systematic risk will be evident only
when examined across private/public boundaries.
• It may be time for a cross-sectoral ‘mission’, between the public and private sectors, to
systematically understand, and thus address, climate-risk.
Climate-related risks are generated by public and private actors in the system, and their management is
likely to require some coordination or at least visibility across these actors. Climate-related risks are
underpinned by increasing greenhouse gas emissions. Public and private sector actors contribute to such
emissions in the economy, both in Australia and abroad. Such emissions, and the physical effects and
economic transitions they create, are not constrained by geography, sector or jurisdiction. The ability of any
firm, investor or government to manage its climate risk exposure fully requires others, both domestically and
abroad, to act in a way that also reduces emissions over the longer term. This interconnected and crosssectoral dynamic means that climate-risk management may require a more all-inclusive and collaborative
approach to be successful; what we are calling a ‘mission on climate-risk’.
The concept of a policy ‘mission’ or ‘grand challenge’ is not new, although the idea has enjoyed a resurgence
in recent years in the United Kingdom and Europe. Perhaps most famously, it was a ‘mission’ to improve
telecommunications, which led to the development of satellites, and from which the internet was built.
Missions usually involve the coming together of public and private actors to solve a grand challenge, the
outcome of which delivers society-wide benefits. The systemic financial and economic system risks posed by
climate change have many of the characteristics of the problems which first inspired missions thinking.
Two trends highlight why this ‘missions’ or ‘grand challenges’ approach to climate risk may be helpful:
•

Firstly, the management of these interconnections is an increasing focus for those assessing
climate risk in various arenas. Interconnections between companies and public policymakers are
now featuring in the way that the management of climate-risk is evaluated. As scrutiny of firms’
internal climate-related processes has intensified, so too has the wider focus on how companies and
other institutions are engaging on climate beyond the immediate boundaries of their organisations
to manage climate risks. Large companies are being pressured to step up – and in some case
voluntarily stepping up – efforts to account for and address “scope 3” emissions. Financial institutions
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are expected to work more closely with customers on resilience and mitigation strategies. Large asset
owners are being asked to go well beyond green and sustainability-friendly portfolio construction, to
engage directly with companies to help drive better climate-related strategies and outcomes.
Increasingly, this scrutiny is extending to how companies engage in climate-related regulation and
policy, either directly or through the collective voice of industries and the business sector. There is a
sharp focus on “negative and resistant” corporate interests that hinder policy action. Shareholder
activists and advocacy groups are launching high-profile shareholder resolutions and campaigns
demanding companies review membership of peak bodies that lobby against more ambitious climate
policy. Links with organisations that are perceived as opposing or frustrating more ambitious policy
responses are creating immediate reputational risks for some members. This is occurring against the
backdrop of a longer-term trend of increased investor scrutiny of how corporates engage in climate
policy and regulation. Investors, stakeholders and companies themselves understand better policy is
essential to help firms manage climate risks and opportunities and protect their longer-term interests
as a part of an orderly transition.
Supporting more certain and effective policy is one way firms can, as Sarah Breeden has put it, “pull
forward the transition so that they are ahead of and in control of it,” rather than facing the greater
risks associated with a delayed but disorderly transition. At a minimum, as the financial impacts
mount and the transitions and risks ahead become clearer, wide gaps between ambitious corporate
climate strategies and cautious or obstructive peak body policy positions are becoming untenable.
Ultimately this will require a major recalibration – either of membership of peak groups or of the
policy positions they take on members’ behalf.

“The financial risks from climate change have a number of distinctive elements which, when considered
together, present unique challenges and require a strategic approach to financial risk management…. [W]hile
the exact outcome is uncertain, there is a high degree of certainty that financial risks from some combination
of physical and transition risk factors will occur…[T]he magnitude of future impact will, at least in part, be
determined by the actions taken today. This includes actions by governments, firms, and a range of other
actors.”
Bank of England, Supervisory statement, April 2019
•

Secondly, it is becoming increasingly clear that public and private sectors share many similarities
and have much to gain from working collaboratively to address climate risk. Public authorities and
agencies are confronting major climate impacts and risks across their portfolios, assets and activities.
CPD research has demonstrated public authority directors and decision-makers have legal duties of
due care and diligence to properly consider climate risks, akin to (and arguably more onerous than)
those of their private sector counterparts. The Global Commission on Adaptation, a voluntary
collection of sovereigns and private actors, have called 2020 the Year of Action on Adaptation. Among
many other things during the year, the GCA “will support efforts to integrate climate risk into all
aspects of national financial planning and decision-making”. Domestically, the Australian
Government Disaster and Climate Resilience Reference Group has been working across government
already, to consider how best to take such steps in the public sector. Nonetheless, the public sector,
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like its private-sector counterparts, face a number of challenges in managing climate risk. These
include specific limitations in climate-related capabilities, analytical tools and data sources. They also
include wider difficulties adjusting to rapidly-evolving stakeholder expectations and managing the
interdependencies between policy, business and societal responses to climate risk.
Given these interconnections between the public and private sectors, it may be time to attempt a more
systematic approach to climate risk — a mission approach. The TCFD emerged in 2015 out of a collaboration
between the public-sector-led Financial Stability Board, and private-sector appointees from Bloomberg,
Nestle and other leading companies. The TCFD was founded in this way, in recognition of the need for public
and private actors to work together more collaboratively on the corporate governance aspects of climaterisk management. In the same vein as the TCFD, a combined public and private sector mission could usefully
contribute to systematic climate risk management. A useful starting place for such a mission might be to
develop a better understanding of the systemic nature of climate risk for the Australian economy. This will
involve understanding how physical changes in the climate will continue to impact the Australian economy
directly, but also how the transitions associated with climate change will affect the economy both
domestically and among our major trading and investment partners. This type of assessment would provide
useful not only for the listed private entities and financial institutions currently tasked with considering the
issue, but also for private and public entities across the system who have a strategic need to understand how
climate risk may play out at a system level.
To be sure, public and private sector actors are already working on parts of this problem. Some leading
financial institutions and companies are carrying out complex modelling exercises to understand their
exposure under different climatic conditions. Macquarie, for instance, has provided considerable analysis on
the climate-risk exposure of infrastructure to the Global Commission on Adaptation. Australian super funds
are modelling climate risk exposures of their assets both at home and abroad. Australian policymakers, at
the state and federal level, are also carrying out scenario analysis, trying to understand how different
temperature outcomes might impact their state or specific policy area. There is immense potential to better
co-ordinate this work; if private and public sector data sources, modelling capabilities and climate expertise
where brought together into a more coherent analysis, it could support more robust, consistent and economy
wide climate-related risk analysis and stress testing – an imperative repeatedly highlighted by APRA and
others. Through such a process, Australian businesses, investors, regulators and policymakers may develop
a better understanding of who and what sectors are most exposed, and how such risks flows through the
economy, under different scenarios. This would help Australia to be more prepared and guard against abrupt
changes to the financial system.
This type of economy-wide climate risk assessment is the direction to which global best-practice is pointing.
In its first comprehensive report this year, the Network for Greening the Financial Sector, the global network
of central banks and prudential regulators, highlighted the need to map “physical and transition risk
transmission channels within the financial system and adopt key risk indicators to monitor these risks”. The
Bank of England plans to consider climate-related factors in a future Biennial Exploratory Scenario. Other
countries, such as South Africa, have already carried out some of this more systematic risk mapping in
collaborative exercises between researchers, regulators and others.
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1.

On 7 October 2016, we provided an opinion considering the extent to which the duty
of care and diligence imposed upon company directors by s 180(1) of the
Corporations Act 2001 (Cth) (“the Act”) permitted or required Australian company
directors to respond to climate change risks (“2016 Memorandum”).1

2.

In the 2016 Memorandum, we expressed opinions that, as matter of Australian law,
company directors can, and in some cases should be considering the impact on their
business of climate change risks, to the extent they intersect with the interests of the
firm. Climate-related risks (including physical, transition and litigation risks) represent
foreseeable risks of harm to Australian businesses. This requires prudent directors
to take positive steps: to inform themselves, disclose the risks as part of financial
reporting frameworks, and take such steps as they may see fit to take, with due regard
to matters such as the gravity of the harm, the probability of the risk, and the burden
and practicality of available steps in mitigation. We indicated that, in our view,
company directors who fail to consider climate change risks now could be found liable
for breaching their duty of care and diligence in the future. Indeed, we considered
then (as now) that a negligence allegation against a director who had ignored climate
risks was likely to be only a matter of time.

3.

There have been a number of significant developments in the period since the 2016
Memorandum was finalised, and we have been asked to provide a supplementary
opinion. We outline these developments below.

4.

The developments that have occurred suggest that we are now observers of a
profound and accelerating shift in the way that Australian regulators, firms and the
public perceive climate risk. There has been a series of coordinated interventions by
Australian regulators, which will require in practice that increased attention be given
to both the assessment and disclosure of climate risk. There has been acute interest
in these issues from investor groups. There have been developments in the state of
scientific knowledge. In our opinion, these matters elevate the standard of care that
will be expected of a reasonable director. Company directors who consider climate
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change risks actively, disclose them properly and respond appropriately will reduce
exposure to liability. But as time passes, the benchmark is rising.
5.

It is convenient to group material developments since October 2016 into five
categories.

6.

First, climate risk and disclosure have become a shared focus of Australian financial
regulatory bodies. There is now a striking degree of alignment between the Reserve
Bank of Australia (RBA),2 the Australian Securities and Investment Commission
(ASIC)3 and the Australia Prudential Regulation Authority (APRA)4 as to the financial
and economic significance of climate risks.

The regulatory environment has

profoundly changed since our 2016 Memorandum, even if the legislative and policy
responses have not. In September 2018, ASIC published a report indicating that
directors and officers of listed companies “need to understand and continually
reassess existing and emerging risks (including climate risk) that may affect the
company’s business. This extends to both short-term and long-term risks.”5 On
20 March 2019, APRA published a survey of 38 large entities across all regulated
industries which confirmed that many entities have moved to a strategic consideration
of climate risks and adopted a granular risk management approach.6

These

developments are indicative of a rapidly developing benchmark against which a
director’s conduct would be measured in any proceedings alleging negligence against
him or her.
7.

Second, there have been significant changes in financial reporting frameworks
relevant to the disclosure of climate risk.7 In our 2016 Memorandum, we observed
that there was significant variability in the nature and extent of climate risk disclosure
amongst listed companies. There have been at least three major advances in the
period since:
7.1

In June 2017, the Final Report of Recommendations of the Taskforce for
Climate-related Financial Disclosures (“TCFD”) advanced a framework for
“consistent climate-related financial disclosures that would be useful to
investors, lenders, and insurance underwriters in understanding material
risks.”8 On 19 February 2019 it was announced that TCFD-based reporting
would become mandatory in 2020 for signatories to the Principles for
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Responsible Investment (“PRI”), comprising investors with over $80 trillion in
funds under management.9 In Australia, APRA and the Reserve Bank have
endorsed the TCFD framework.10 ASIC has also indicated its support,11 and
has emphasised that statutory reporting obligations require climate change
risks to be disclosed in a way that is “relevant and useful to the market”.12
7.2

In December 2018, the Australian Accounting Standards Board (“AASB”) and
the Auditing and Assurance Standards Board (“AUASB”) issued a joint
guidance statement on the relevance of climate-related risks for financial
statement accounting estimates.13 This guidance is voluntary, but is likely to
be adopted by accountants and auditors as a benchmark for materiality
assessments relating to climate risk. The guidance confirms that entities
engaged in both financial (e.g. banks, insurance groups, asset owners and
managers) and non-financial (e.g. energy, transportation, material/buildings,
agriculture, food and forest products) sectors should consider how climate risk
affects their impairment assessments and other decisions made in relation to
the recognition or measurement of items in the financial statements. This will
include provisions for onerous contracts and fines/penalties, changes in the
useful life and fair valuation of assets, and changes in expected credit losses
for loans and other financial assets.14

7.3

In February 2019, the ASX Corporate Governance Council published updated
guidance for listed companies, which highlighted the relevance of climate
change as an “environmental or social risk” which should be disclosed
pursuant to recommendation 7.4 of its Principles and Recommendations. The
guidance to the 4th edition of the Principles and Recommendations states that
“many listed entities will be exposed” to transitional and physical risks
associated with climate change and encourages entities to review and disclose
exposures, where relevant, as recommended by the TCFD.15

8.

Directors should expect that the content of climate disclosures, particularly as part of
the statutory financial reporting framework, will attract increasing scrutiny. Indeed, in
mid-2017, proceedings were commenced against the Commonwealth Bank in
relation to its climate risk disclosure. In March 2019, APRA said it “expects that
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disclosure that is specific, comprehensive and considers climate change risks
distinctly will progress in the future”.16

APRA further noted that “the TCFD

recommendations provide an established, voluntary framework for this disclosure”.17
9.

Third, investor and community pressures concerning climate risk are becoming more
acute. In our 2016 opinion, we identified trends towards wide-scale abandonment of
companies that failed to mitigate exposures to climate change risks. Since then, there
have been various public developments in Australia, including a number of prominent
climate-related shareholder resolutions being moved at company meetings, including
the QBE Insurance Group,18 Origin Energy19 and Whitehaven Coal,20 with the aim of
setting or improving climate-related risk targets and disclosures and scrutinising
membership of industry or lobbying associations. More recently, there has been
public scrutiny of an announcement by the Swiss mining company Glencore (which
has accepted the TCFD Recommendations21) that it will move to limit the amount of
coal that it will extract from the earth to current levels (c. 145m tonnes) following
discussions with the Climate 100+ initiative.22 The Governor of the Bank of England
has recently expressed the view that, in future, climate, environmental, social and
governance considerations “will likely be at the heart of mainstream investing”.23
Investor pressure represents a subcategory of risk to which directors should be alert.

10.

Fourth, there have been some notable developments in the state of scientific
knowledge, which inevitably bear upon the gravity and probability of climate risks
which directors need to consider.

We do not attempt to summarise those

developments here, beyond pointing (as a first resource) to the October 2018 report
of the Intergovernmental Panel on Climate Change (“IPCC”), Global Warming of
1.5ºC,24 which summarises scientific findings concerning the differences in regional
climate characteristics that will occur if the globe warms by 1.5ºC from pre-industrial
levels. Climate models referred to in the IPCC report project robust differences
associated with warming of 1.5ºC, which will increase risks to health, food security,
water supply, human security and economic growth.
11.

Australia is unlikely to be any different from the rest of the world in experiencing the
physical impact of climate change, and there is evidence suggesting that we may be
more vulnerable.25

The Garnaut Review, for example, found that Australia is
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particularly exposed.26 The Australian Bureau of Meteorology has recently confirmed
that “Australia’s annual warming trend is consistent with that observed for the
globe.”27 The annual national mean temperature was 1.14°C above average in 2018,
and the annual national mean maximum temperature was the second-warmest on
record at 1.55°C above average.28 There has been a sequence of severe weather
events, including a prolonged heatwave in January 2019 which was unprecedented
in its scale and longevity.29
12.

The timeline for the realisation of physical climate risks is the subject of significant
available scientific study. The IPCC report indicates a consensus that global warming
is likely to reach 1.5ºC between 2030 and 2052 if it continues to increase at the
current rate.30 More recently, in January 2019, the UK Met Office forecast that
temperatures may temporarily exceed 1.5°C above pre-industrial levels during the
next five years (2019–2023).31

13.

Measured against that timeline, it is important to observe that the modelled pathways
reviewed in the IPCC report that limit global warming to 1.5ºC require “rapid and farreaching transitions in energy, land, urban and infrastructure (including transport and
buildings), and industrial systems”, which are “unprecedented in terms of scale.”32
Putting it plainly, if these “rapid and far-reaching transitions” do occur (or occur to
some degree), they will have significant economic consequences and we are still
likely to see at least a 1.5ºC temperature rise in the medium to long-term. If they do
not occur, do not occur to any significant degree, or do not occur soon enough, the
scientific consensus is that there will be major and cascading environmental,
economic and social impacts, compounding the physical and other consequences of
global warming which are already observable today or are locked in over the near
term. Quite aside from the ethical imperative that these possibilities may be felt to
generate, they have quite obvious and well-publicised financial implications. As it
was put by the Deputy Governor of the RBA in March 2019, “the physical impact of
climate change and the transition are likely to have first-order economic effects.”33

14.

Faced with the prospect that these well-documented risks may occur within 10 years
unless “unprecedented” change occurs before then, it is our opinion that diligent
company directors ought now to be assessing:
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14.1

the impact on their business if concerted decarbonisation efforts (of the kind
envisaged by the IPCC Report) do not occur.

That is, what steps are

necessary or appropriate to adapt to global warming of 1.5ºC (possibly within
5 years);
14.2

the impact on their business if concerted decaronbisation efforts do occur.
That is, what steps are necessary or appropriate to seek to predict, influence
and respond in the short to medium-term to the “unprecedented” transitions
which will be required in order to avoid global warming of 1.5ºC, most
particularly in the resource, energy, transport and industrial sectors; and

14.3

the impact on their business as a result of the escalating physical changes,
which appear to be likely under either scenario.

15.

It is obvious that the risks differ, depending whether the transition is implemented
gradually or abruptly. It is also obvious that the longer that it takes to implement
appropriate transition measures, the greater the risk of an abrupt policy response.
But the fact that there is a wide range of available outcomes will not excuse inaction.
The Governor of the Bank of England has recently indicated that UK firms are
expected “to consider scenario analysis” as part of their assessment of the impact of
climate risks on their balance sheet and business strategies.34

16.

Since the 2016 Memorandum, the Paris Agreement entered into force generally on
4 November 2016,35 was ratified by Australia on 10 November 2016, and entered into
force in Australia on 9 December 2016.36 Pursuant to Art 4(2) of the Paris Agreement,
Australia’s current “Nationally Determined Contribution” is to reduce greenhouse gas
emissions by 26–28% below 2005 levels by 2030.37 Australia’s progress towards
achieving these targets is being closely observed and debated.

Independent

domestic38 and international39 analysis concludes that Australia will not meet the 2030
target under its current suite of policy measures. Around the time of the Paris
Agreement or since, most Australian States also announced their own targets to
reduce net emissions to zero by 2050.40
17.

Finally, there have also been some developments relevant to litigation risks. One of
the factors that probably limits the incidence of “climate change litigation” against
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company directors is the inexact causality of weather events. As we understand it,
there have been advances in “event attribution science” which mean that the
probabilistic “fingerprint” of climate change in individual extreme events (such as
Superstorm Sandy or Australia’s “Angry Summer” of 2013) can be more readily
identified. This can be expected to have implications for the development of the law.41
18.

Another recent development is the decision of the NSW Land and Environment Court
in Gloucester Resources Limited v Minister for Planning [2019] NSWLEC 7, in which
an application for development consent for an open-cut coal mine in the Gloucester
Valley, NSW was rejected on various grounds, including because the “construction
and operation of the mine, and the transportation and combustion of the coal from
the mine, will result in the emission of greenhouse gases, which will contribute to
climate change” (at [8]). The decision (which is under appeal) is significant inter alia
for its emphatic rejection of what is sometimes called the “market substitution
assumption”, namely that greenhouse gas emissions relating to the project will occur
regardless of whether it is approved or not because of market substitution and carbon
leakage (at [534]–[545]).

19.

We offer the following observations by way of conclusion.

20.

There are, at the present time, significant and well-publicised risks associated with
climate change and global warming that would be regarded by a Court as
foreseeable. Such risks require engagement from company directors in affected
sectors,

particularly

in

(at

least)

the

banking,

insurance,

asset

ownership/management, energy, transport, material/buildings, agriculture, food and
forest product industries.
21.

It is apparent that regulators and investors now expect much more from companies
than cursory acknowledgement and disclosure of climate change risks. In those
sectors where climate risks are most evident, there is an expectation of rigorous
financial analysis, targeted governance, comprehensive disclosures and, ultimately,
sophisticated corporate responses at the individual firm and system level. The effect
of regulatory and investor intervention is that large scale firms will be expected to
invest seriously in capabilities to monitor, manage and respond to climate change
risks.
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22.

As time passes, it is increasingly obvious that climate change is and will inevitably
affect the economy, and it is increasingly difficult in our view for directors of
companies of scale to pretend that climate change will not intersect with the interests
of their firms. In turn, that means that the exposure of individual directors to “climate
change litigation” is increasing, probably exponentially, with time.

26 March 2019

Noel Hutley
5 St James Hall

Sebastian Hartford Davis
Banco Chambers
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