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What we want to cover today

A We will NOT

I Tell you that the planet is warming up, or include a IPCC emission trajectory graphs.

A We will:

I Share the regulatory paradigm shift on climate change

I Focus on how industry is making tangible steps to assess financial impacts from physical
climate change risk: TCFD, Supervisory Statement, Physical Climate Change Risk
Framework, Insurance Stress Tests, Climate Financial Risk Forum

I Make the discussion as relevant to practitioners as possible
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Physical Risk Transition (and liability)
Physical risks can arise from Transition risks can arise from the
climate and weather-related events, process of adjustment towards a low-
such as heatwaves, droughts, carbon economy. Changes in policy,
floods, storms and sea level rise. technology and sentiment could prompt a
They can potentially result in large reassessment of the value of a large
financial losses, impairing asset range of assets and create credit
values and the creditworthiness of exposures for banks and other lenders as
borrowers costs and opportunities become apparent Institute
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Taskforce on Climate-related Financial Disclosures

Background to TCFD

A TCFD founded in 2015 by
FSB, led by Mark Carney

2019 report key findings

A Disclosure has increased, but is
still insufficient

A More clarity is needed on the
financial impacts of climate
change

A The majority of companies do not
disclose information on the
resilience of their strategies using
scenarios

A Encourages voluntary,
climate-related disclosures
for investors, lenders and
insurers

A Just under 1,000 firms have
supported TCFD so far

A The 2019 TCFD report A Disclosure requires the
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Insurers: from front-runners to laggards in FS

Disclosure by Industry: 2018 Reporting

Recommendation

Recommended Disclosure

Governance a. Board Oversight
b. Management's Role
Strategy a. Risks and Opportunities

b. Impact on Organization

c. Resilience of Strategy

Risk Management

a. Risk ID & Assessment
Processes

b. Risk Management
Processes

c. Integration into Overall
Risk Management

Metrics and
Targets

a. Climate-Related Metrics

b. Scope 1,2,3 GHG
Emissions

c. Climate-Related Targets

A Disclosure of climate-
related financial
information in key areas
by banks and insurers.

A The percentage of banks
disclosing in these key
areas is higher in all
areas than the
proportion of insurers
disclosures.
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Avi vaodos 20 dadated€finanmial (TEFD) disclosure

A Aviva has been developing a Climate VaR measure, in conjunction with the UNEP FI investor pilot project,
to assess the potential business impacts of future climate-related risks and opportunities in each of the
Inter-governmental Panel on Climate Change (IPCC) scenarios and in aggregate.

The choices we face no

Businecs s uaast BEEEEEEEEEEINN | ocng mingacios N A The IPCC has identified four potential future

Ermissions rise to Emissions stabilize at half Emissions halved
205!

“peran T eman nee2s scenarios with respect to climate change:

Likely e like Mot likeby
o exc

wiis e A 1.5AC (emissions halved by 2050),

B e T A 2C (emissions stabilise
levels by 2080),

A 3AC (emissions rise to 2080 then fall) and

A 4AC BAU (emissions continue rising at
current rates).
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The choice we face now. Source: TCFD.
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Aviva 2018 Climate-related financial (TCFD) disclosure
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Initial Climate VaR output by scenario for Aviva's sharshalder funds as at
31/12/2018 Source: Aviva,
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The prey bars represent the range of outputs between the Sth
Percentile and the central estimate for each scenario and the crange
bars the range between the central estimate and the 35th Percentile.

Physical versus transition risks by scenaria for Aviva s shareholder funds
as at 31/12/2018. Source: Aviva,
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Impact to Aviva

Alncreased internal and
external awareness of
climate risks and
opportunities

Aldentify the major areas of
physical and transition risk
sensitivity supporting
prioritisation of future work

AEnhanced internal
quantitative and qualitative
capability and
development of network
and partnerships with
external stakeholders
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The stick: Supervisory
Statement 3/19

Sets the regulatory
expectations and requires
financial services firms to
assess impacts from climate
change, making a Senior
Manager (SMF) accountable

25 September 2019

The road: A supporting
Framework

Report setting out a framework
to assess physical climate
change risk and provides
example case studies
developed by specialists
across the market

The whip: IST2019 -
Climate Scenario

The first time a regulator
issues a climate scenario to
assess impacts from climate
change across the different
insurance firm activities
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Supervisory Statement | SS3/19

Enhancing banks’ and insurers’
approaches to managing the
financial risks from climate change

April 2019

The PRA expects that by 15 October 2019 firms will:

Identify a senior management function (SMF) responsible
for managing financial risks from climate change

Have an initial pl an to addre

The Supervisory Statement has four main areas

Governance

Risk Management
Scenario Analysis
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A framework for practitioners to assess impacts from
physical climate change

LLOYDS

A Overview:
I The framework is an output of a joint effort by a PRA-led cross-industry working group
I The framework is not prescriptive in nature but is intended to be an aid to practitioners
I The purpose is to help (re)insurers commence analysis
I Once firms use it, they can propose improvements and evolve it further ;?%{%
I Support firms needing to undertake the IST 2019 Climate Scenario Analysis =7
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