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Overview - . AITARES

Context: climatic change is a mainstream
business challenge

« Business challenges, impacts and responses

« Adaptation reporting power
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C I I mate Ch a n ge IS U n d e rway Figure 1: Companson of observed continental- and global -scale changes in surface temperature with resuts
simulated by climate nmodels using either natural, or both natral and anthr opogenic forcings™

—  Whatever steps we take to limit GHG concentrations
we are now faced with decades of increasing *«3‘%‘:&
temperatures and possibly centuries of sea-level SR
rise.

P

Tedm Pz e arom aly (1)
2
T
C__1 ;.I
[t
=
T
0
L)
I A
\zj'
¢

X
5

—  Limiting global average temperature rise to 2°C is
looking increasingly challenging. If we fail the
adaptation challenge becomes even greater.
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Significant impacts of extreme events and
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Businesses face two climate challenges, not one. % - % . % .
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Thames Barrier closures: acclimatise
increasing flood riSks =
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No of Closures
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Increasing risksof drought

London’s Hyde Park in the
summer of 2006

s - {
Hyde Park turns into Sahara e
Comment 1213 Dlary 15 Besinest 2630 Review 32 Tonig 3840 Emtorts 247 Games 48 Readory’ Views, Stars 50 Sport
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Demand for electricity on hot days could acclimatise
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lead to grid overload E”E'.EP‘,’KF failure

» Figure below shows areas of electricity grid in London overloaded at
12:00 — 15:00 during the 2020s, taking account of climate change

 Red areas are most badly overloaded, with green indicating
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Inevitable climate change Sy 235

« Climate change is underway.

* Unless the risks are managed appropriately, climate change will
increasingly create direct and indirect impacts for the UK’s critical
infrastructure, on business value chain components and overall
business, social and environmental performance.

* A wide range of business stakeholders, including governments, investors,
banks, insurers and NGOs are developing climate change adaptation
positions and policies.

« Climate risk management should be integrated into core business risk
management processes.
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Building climate resilience ey 255
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Risk assessment framework

>

How can a company ensure that it continues to

What are the
company’s
objectives?

deliver successfully on its objectives and in the
face of climate variability and climate change?

Develop criteria for assessing

B ldentify problem risks and adaptation options,

and objectives

Bring information
together.
Undertake final
checks
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-y including critical thresholds &
1 : - sensitivities, legislation, cost, risk
/‘ /’ B s e attitude etc
E Moniter & » receptrs, exposure units and
’ risk assessment endpoints
’ ! -
] Y, B Acseee rion Undertake tiered risk
l ; 4 assessment, drawing on
f A 1 v | latest climate change trends
] I / \ and future projections.
Implement ] i n
decision i 1 v v Evaluate against Stage 2
\ 1 [ B Appraise Identify criteria
‘ ‘ options options
‘
Identify risk
management
@ Make decision (adaptation) options:
] e No regret & low
Evaluate risk regret options
g]p?[ir:)igsez:;:?r:st ¢ Win-win options
e Adaptive
Stage 2 criteria P

k management /

Willows, R.l. and Connell. R.K. (Eds). (2003). Climate adaptation: Risk,
uncertainty and decision-making. UKCIP Technical Report. UKCIP. Oxford




Extreme (acute) and incremental acclimatise

1 >, m‘“‘Q'"QYUU'd‘Mnsks:H-f)
(chronic) Changesh__ el =>

* Important to evaluate
impacts driven by:
— Extreme (acute) events AND
— Incremental (chronic) changes
 How will these changes
affect critical thresholds,
performance measures
etc?

» Can the impacts be

managed by business :

ConthIty meaSUF_GS, or Stationary climate E ChanQing climate

are changes required to i i 1
assets and business Past Pre:sent : Future

SyStemS7 E Implement adaptation
measures

* Process, operational or ;
Cap|ta| |nveStment Planning time horizon
response?

. Consider risk attitude e.g. Copingrange || Vulnerabity | | CoPing enge pls

Success criteria

\/

| I ’?
-,‘©C0payri!;.hteACC|mactizeLajnd CIimEtL%slk(Manawxg Er?tedeQOOB. [Source: Willows & Connell, 2003]
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Carbon Disclosure PrOJect FTSE350  acclimatise
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headline results =

 Adaptation: work in progress

— 87% of companies acknowledge exposure, only 38% indicate a quantified analysis
undertaken.

« Companies are generally more aware of the risks than the opportunities.
— Only 32% identified potential business opportunities.
 Implications for governance.

— Only 15% provided evidence of integrating inevitable climate change into their internal
corporate governance procedures.

» Water sector ahead of the game — setting the pace

 Building business resilience to climate change remains a new issue.
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Business model |mpacts

Changing
climate
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Social performance

L}

hazards
(acute &

Management Operations

chronic)

Training / Communications

Controls and Oversight

Inbound Logistics Operations ?_"ﬂ?m_‘"d Service Financial
ogistics performance
Infrastructure

Information Technology

Indirect
environmental

Human Resource Management

effects
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Small changes can have major impacts ==

« Average temperature in

Philippines. 2
31
« By 2020s the current
[ 30 A
June temp will be g s
. e 29 R
exceeded from April to 2 / / e \ e
a 28 w—— : e —=— 20205 A1B
September E // \\*\o\\\\\\ —a— 20505 A1B
- Q?Wh h I T/
Q? What are the i p .
impacts on: — E
. 25 F—
— Agriculture
_ Water reSO rces 24 1 2 3 4 5 6 T 8 9 101 M1 12
u —o— 1961-1990 average | 24.7 |24.7 | 256 | 27.0 (281|282 |27.8 |27.7|275 (272|267 | 256
— Sanltatlon —=— 2020s A1B 255|254 (263(28.0(29.0(291 (286285283 (280(27.5|264
2020s A2 2521251 (26.1(27.8(289(289 (284|284 |283(279(27.3|261
—_ Energy demands —&— 20505 A1B 264|264 (2731289298 |30.0(294|29.3|29.1(289(28.3|27.3
. 2050s A2 2591260 (27.1(28.7 298|297 (29.2|129.1|289(28.7(28.1|26.9
— Energy supplies Morth
— Health
— Your supply chains
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A changing global risk landscape acclimatise

Resourca siress @ Incresszing sfress on water mecurces particulary in centrl Asia and Litligation @ Busines= procass failures, for examplk contractual relationships that

the Middle Eaztwill create opsrational emes for companiss and da nat uatsly foreses and marags risks driven by climats change,
poasible corflictz with kecal mmuﬁm mmﬁm. could |::qmm fiskaf paries tuming to |i‘ﬁﬂ!ﬁm.b¥ !

Gea-palitical Commurities and nations undar ncreasing strass will change the Workioree garatng avisting azsets under changing conditions prasents new and
gec-paitical rizk landzcape, New challenges wil arizs for companies argirg health and zafety risks and challenges for emploayess.
aperations in new at-risk arsas.

Reputation Ay failarz to manitor and report an tha im of climate changa Decommizsioning Current balance shest may undansstimate decommissicring akbilitizs
nl:wancill anid ecological rescumes is ilﬁyﬁmh reputation of by failing to recesnize maglmaﬁcd'mgm that hava mkan gh:n sirce
 company. the decommizzioning costs wars azzesssd at the time assats were

firzt created.

Requiation in regulatians in responzs to tha impact of climat change Asz=at periormancs Exizting plant and equipment were dazigned on the basis of historic

. = |:uu increazs the oparating and compliance costs for exishng assets. dmaiu: conidifionz. Their performance may beimpaired under charging
==
‘ conditicrs, incraazing the risk of downitime ard system failures with
HESE and regulatory implications. Opsratioral costs may incraasa.
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Temperature change (°C)
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Climate change.costs

Hot summer 2003 across Europe

was a 11in 500 year event

By 2040 this will be a 1in 2 year

event, i.e. ‘normal’

Observations
Medium-High Emissions

Summer 2003

=
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Agricultural production fell by 10%

— Financial impact
€13 billion

estimated at

EDF had to shut down 25% of its 58

power plants
— Lost €300 million

| [
Poultry | } | ' Austria 197 Mio ?
Potatoes | |
Maize ! | {
Wheat I ! ; :
S 810 Mio ?
Fodder | | | { s
: \ |
{ ' | ; ltaly 4-5 000 Mio ?
| ’ | ‘ Germany 1 500 Mie 7
| | | l
' { France 4 000 Mio ?
(1 500 Mio oriy for the beed sector)
1 |
0. 405 -30% 10
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Changing climate risks should be acclimatise

incorporated into finak

« Importance of cash
flow forecasting Generic £150m project cashflows

* Impact on profit of
small % increase in IRR : 14-18%
operating costs (real post tax)

« Impact on profit of
decrease in
income

* No provision for
unplanned
additional

investment
° EffeCt on investor M Construction B Senior debt service MLife cycle + operating costs MTax [ Free cash

Yearly (Em nominal)

0 2 4 6 8 100 12 14 16 18 20 22 24 2% 28 30

confidence
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» "EBRD considers that climate change may European Bank
pose a range of risks to its investments .... = for fecomstraction and Development
This assignment will develop guidance and
practical tools for integrating climate risk
assessment and climate change adaptation
into EBRD'’s project cycle management.”

« “These impacts may be valid considerations * BARCLAYS

in credit risk analysis for lending banks.”

HIFC
& B2 -
- A benchmark for the financial industry to manage
Finance o b social and environmenial issues in project financing
Corporation
Workd Bank Group
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Disclosure . = aCClIMAtse

» Fiduciary responsibilities
« UK Companies Act 2006.

* In 2009 the Norwegian Government announced it was examining the
implications of climate change on institutional investment and the
strategy of the €260bn Norwegian Government Pension Fund.

« Ceres 2009 survey of 100 leading global companies

« "These findings are strong evidence that investors are not
getting the information they need ... even from industries facing
clear, immediate risks from climate change"

« “Only a handful of the companies provided an adequate account
of the potential costs despite growing demands from financial
regulators to disclose the risks of climate change”

2010 USA SEC guidance on climate change as a material issue for
disclosure and reporting
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Institutional investors are askmg difficult acclimatise

questions of compan

1

Universities Superannuation Scheme, Railpen, Hendersons, Insight
Investment released a report earlier this year,

‘Managing the Unavoidable: Understanding the investment implications of
adapting to climate change”

 Peter Moon, Chief Investment Officer, Universities Superannuation Scheme

I ]S S “‘We need more and better information about how companies and other
I assets will be affected so that we can make better informed decisions
eeseanon g8 to how we allocate our long-term capital.”

 Rory Sullivan, Head of Investor Responsibility, Insight Investment

“Adaptation has been the poor relation in the climate change debate.
Insight This project will provide us and other investors with a framework within
wvestment | Which to analyse all of the risks - and opportunities - that a changing

/ climate brings.”

HBOS plo
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Adaptation reporting power acclimatise
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 The Act gives the Secretary of State the power to direct reporting
authorities (bodies with functions of a public nature and statutory
undertakers) to produce reports on:

— the current and future predicted impacts of climate change on their organisation;
and

— proposals for adapting to climate change

* The reports from reporting authorities should contain:

— a summary of the statutory and other functions of the reporting authority — to
ensure that they are taking into account the risks presented to all their functions;

— an assessment of the current and predicted risks to that organisation, or its
functions, presented by climate change; and

— a programme of measures to address the risks highlighted above, including any
policies or practices that are already being implemented.

© Copyright Acclimatise and Climate Risk Management Limited 2008
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Reporting organisation g =2
Mandatory reporting Voluntary reporting
organisations: organisations:
* Natural Environment * Environmental organisations
- Water » Transport executive agencies
* Energy * Petroleum companies
* Health * Food sector
* Transport * Transport
 Electronic communications * Electronic communications

* Regional agencies
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Potential consenting and acclimatise
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regulatory chal

« The Infrastructure Planning Commission is a hew independent body that
decides development consent applications for nationally significant
infrastructure projects :

— |PC Commissioners make their decisions within a framework of 12 National Policy
Statements.

— Adaptation reporting power reports recognised as key documents to be considered.

— Consistency between Adaptation Reports and IPC development consent submissions —
expect objectors to use Adaptation Reports!

— Confidentiality — Freedom of Information Act requests by objectors?

« Other consenting provisions — similar issues — Adaptation Reports will be
relevant, need to be consistent, and will be used by objectors.

« Regulators - and in particular regulatory business plan and price setting
regimes:
— Potential conflicts between Adaptation Reports produced by Regulators and those by the
regulated companies.

— Reporting power and regulatory price determination timetables.

— Financial assessments and adaptation plans — it is not clear what weight Regulators will
attach to the Reports. Inconsistency between reports and regulatory submissions will be
. damaging.
| © Copyright Acclimatise and Climate Risk Management Limited 2008
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Thank you

John Firth CEO and co-founder
Acclimatise

i.firth@acclimatise.uk.com
www.acclimatise.uk.com
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