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The Diverse Nature of Climate Change Risk 
facing Companies
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Weather Related Climate Change Risks to 
Companies
� Short-medium Term Risks for companies exposed:

� increased weather variability and extremes

� increased risk of business interruption;

� increase in earnings volatility � increase discount rate or decrease P/E ratio

� Increased insurance cost � decrease margin

� Medium - Long Term Risk for companies exposed:
� significant changes to weather patterns, temperature, rainfall

� increased weather variability and extremes

� significant changes to medium to long-term growth opportunities;

� increase in earnings volatility � increase discount rate or decrease P/E ratio

� Increased insurance and other costs � decrease margin

� potential decrease in value of property assets
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Regulatory and Market Related Risks

� Four main Regulatory related Risks
1. Energy Standards setting, e.g.. appliances, vehicles

2. Renewable Energy Targets and Alternative Fuel Incentives

3. Development Planning Risk

4. Emissions targets, including use of market based mechanisms, i.e. emissions 
trading

� Market related risk 
� Potential impact of emissions trading on product demand, for example

– Threats to greenhouse intensive products, e.g.. iron ore and coal

– Opportunities for low emission intensity fuels, e.g.. LNG
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Why are investors interested in climate 
change?

� Complex range of risks impacting companies and assets in 
portfolios:

� Risk applies to almost all sectors of economy

� Nature of risk varies across sectors

� Risk will continue to grow with time

� Climate change is a significant emerging risk to ret urns to 
institutional investors if investments do not manage  the 
underlying risk

� Investors are increasingly being active in engaging with 
companies

� In 2001, AMP Capital questionnaire of the ASX100 and mining and energy 
sector companies

� 2006 and 2007 Carbon Disclosure Project of ASX100, NZX50

� Submissions to government on disclosure and trading schemes
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Assessing the Financial Impacts of Weather 
Related risk
� Weather related impacts are/will be significant in Australia

� More and severe droughts, (ABS estimated 2002/3 drought cost 0.7% GDP)

� Higher insurance costs, e.g.. Cyclone Larry, Newcastle floods

� Water scarcity impacts – food price inflation, higher electricity prices

� Flow on business interruption risks

– Supply chains, e.g. iron ore in the NW WA

– International commodities, oil price post Katrina

� Flow on impacts on foreign exchange as a result of impacts on:

– Changes in agricultural production;

– Changes in international tourism.

� While these are potentially real material risks, it is difficult to 
quantify the company/sector financial impacts in terms of risk and 
growth, i.e. impacts on company value, at this time
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Emissions Trading Scheme
- Investors Perspective

� Desirable scheme:
� Effective and efficient over the short and long-term;

� Covers as many sectors as possible;

� Encourages least cost abatement;

� Facilitates smooth transition of the economy through early abatement;

� Minimal unnecessary redistribution of wealth;

� Creates a viable, liquid secondary market for price discover,

� Consider compensation issues separate from scheme design.

� Good Scheme design better than protecting sector or companies

� Recognise that emissions trading is only one of a number of 
necessary policy responses

� Potential need for portfolio approach for electricity sector to minimise longer 
term exposure to carbon price and facilitate new technology development

� Other policies required due to market failure, e.g. energy efficiency.
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Emissions Trading 
- Implications for Investors and Companies

� What is the cost of reducing emissions?
� Cost to reduce Australian emissions by 10% (56 mT CO2-e), <$1.6bn/yr (@ 

current EU permit price)

� Impact of National Emissions Trading Scheme
� Approximately 420 million tonnes CO2-e (Excl. agric, land use and waste 

emissions) 

� Permit Price likely to be $25-30/tonne CO2-e 

� Permit distribution around $10.5-12.5bn a year, nearly 7-8 times cost of 10% 
abatement

� Permit allocation by government is equivalent to about 5% of all non-GST tax 
government revenue or 16-18% of company tax raised (equivalent to revenue 
raised by government if permits are auctioned)

� Permit allocation has potential to lead to signific ant financial impact on 
company valuations, which does not reflect total co st of emissions 
abatement, if wealth transfer is realised through w indfall gains. 
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Potential Impact on Companies

� Indicative Impacts of Abatement
� <5% EBITDA for all companies1

(assuming 10% reduction @$30/tonne)

� Represents a relatively small increase in 
price (<1%) for full cost recovery

� Market cap weighted impact on ASX200 
<0.3% EBITDA

� Indicative Impacts of Trading 
Scheme, assuming full permit price 
exposure

� Up to 25% EBITDA for some companies 
(assuming $30/tonne)

� Some company divisional EBITDA’s may 
be impacted more

� Market cap weighted impact on ASX200 
<3% EBITDA, @ $30/tonne CO2-e

Source: Carbon Disclosure Project Report 2007, Australia & New Zealand

Financial year 2005/6Financial year 2005/6

Note: Considers all Reported Scope 1 and 2 
emissions and no cost pass through

Percentage of Company EBITDA

Note 1: For other years impact on BSL EBITDA <12% @ $10/tonne CO2-e
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Summary
� Australian companies exposed to weather related, regulatory and 

market related climate change risks

� Climate change is a systemic risk to investors, which will increase 
with time

� Weather related risks, while real, are difficult to quantify in terms of 
impact on company value

� The cost of abating greenhouse gas emissions is not a big impact
on Australian company profitability in the short-medium term

� Investors looking for trading scheme which:
� Facilitates a smooth transition of the economy; and

� Effective and efficient over the short and long-term.

� A poorly designed trading scheme may lead to a significant 
financial impact beyond the cost of the emissions abatement.

� Mechanisms to “protect” or “compensate” using the scheme will 
lead to a less efficient market and likely to increase in financial 
costs to companies 
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Important note
Neither AMP Capital Investors Limited (ABN 59 001 777 591) (AFSL 232497), nor any 
other company in the AMP Group guarantees the repayment of capital or the performance 
of any product or any particular rate of return referred to in this presentation. 

Past performance is not a reliable indicator of future performance.

While every care has been taken in the preparation of this document, AMP Capital 
Investors makes no representation or warranty as to the accuracy or completeness of any 
statement in it including, without limitation, any forecasts.

This document has been prepared for the purpose of providing general information, 
without taking account of any particular investor’s objectives, financial situation or needs. 
An investor should, before making any investment decisions, consider the appropriateness 
of the information in this document, and seek professional advice, having regard to the 
investor’s objectives, financial situation and needs.

This document is solely for the use of the party to whom it is provided.


