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Changes in climate requiring adaptation

Increased frequency of large-scale heatwaves and
record-high temperatures

Longer fire season with more extreme fire danger days

Prolonged high ocean temperatures

More time spent in drought

Greater proportion of rainfall from heavy rainfall events

Sea level rises and increased frequency of coastal
storm surge inundation
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Transitional risks in the global economy

Systemic shifts needed to mitigate physical risks:

1. Energy systems — including big implications for real estate

2. Transportation systems — decarbonised mobility, freight and mass
transit

3. Food systems — agriculture, processing, transport and consumption
habits

Lack of appropriate disclosure leading to mispricing of risk and assets




Transitional- Physical trade-off

Green scenario Brown scenario
Specification Baseline Aggressive mitigation Effective mitigation Limited mitigation Runaway
Policy action to limit Based on current political Equivalent to meeting Equivalent to meeting Current commitments None
green house gases consensus Paris Aspirational targets Paris Targets under NDICs
Temperature rise Current 1.5°C 2°C 4°C 5°C
Transition risk Current Very significant Significant Limited None
Physical risk Current Minimal Limited Significant Extreme

Source: Deloitte

More Physical Risk Transition-Physical Risk Conceptual Trade-Offs More Transitional Risk
> 6°C

« Uncontrolled change

« Limited short-term
impact but major
long-term impact

« Economic damages
increase

+ Controlled yet aggressive
change

* Major short term impact
but reduced long term
impact

* Lowest economic damage

Physical Risk

2°C-1.5°C

Source: Centre for Policy Development

Transition Risk
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10 case studies — including Australia

APRA’s response and need for resilience

“The transition to a low carbon economy is underway and moving

Internal response: working quickly. The weight of money, pushed by commercial imperatives such
group, heat map, as investment, innovation and reputational factors, is increasingly
supervisory guidance driving that shift, rather than scientists or policymakers.” Nov, 2017
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APRA guidance for insurance companies

Governance ° What is the board’s and executive’s understanding of the risks and
opportunities as a result of climate change?

» If the risks are deemed material, are there clearly defined roles and
responsibilities of the board and senior management?

Strategy  How is strategy and business planning incorporating the impacts
on infrastructure, assets, network, operations, revenue, costs and
reputation of the business?

Risks « How are climate risks being identified, assessed and managed?

 What internal or external targets and

disclosures are planned? TC m ‘ CUMATE RELATED

TCFD disclosure recommendations

Metrics &
Targets

#

":;‘Q
(l-i‘.\‘-‘\;‘ 8
&S

\F we



Market signals, international engagement and global regulatory response

» Paris Agreement

* Financial Stability Board Task Force on Climate-related Financial
Disclosures (FSB TCFD)

« Sustainable Insurance Forum (SIF)
* |AIS Issues Paper on Climate Risk to the Insurance Sector

« Central Bank and Supervisors Network for Greening the Financial
System (NGFS)

* International Investors Group on Climate Change (IIGCC)
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