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Climate-related risk – how are you dealing with it? 

 
As The Economist reported in its lead article for its edition of August 2nd, 2018, the 
world is losing the war against climate change. The Earth is roughly one degree 
warmer than it was at the start of the Industrial Revolution and many forecasts are 
that our planet will continue to heat up, largely due to human activities. As a result, 
many scientists believe global weather patterns will become more unpredictable, 
which will have many wide-ranging impacts.  
 
Whilst people around the world debate climate change, action to tackle it seems to 
be taking place too slowly. There are many reasons for the current situation. As The 
Economist describes, investments in fossil fuels that cause increasing temperatures 
– such as coal, oil and gas – are currently rising, even though intergovernmental 
commitments to limit global temperature rises have been agreed. The reasons for 
this situation are complex and geopolitical. This article does not discuss these 
geopolitical matters. Rather, it discusses the impact that climate-related risk is 
having on businesses and gives some examples of how businesses can help the 
world to combat climate-related risk.  
 
 

Climate-related risk is getting closer to your door 
 
In the past, discussions about climate change and the risks it poses were considered 
long-term, far away matters of concern. Plenty of evidence now points to these risks 
being a lot “closer to home” for us all. 
 
Here are three points businesses should consider:   
 
1. Climate-related financial disclosures are being increasingly demanded by 

investors, and are becoming an important factor, especially for large businesses; 
2. Legislation around the world requires Boards of Directors to demonstrate how 

they are addressing climate risk; 
3. Risk management can help businesses, especially those that operate in high-

emission industries and products but arguably those in any industry, to make 
informed decisions about adjusting and transitioning to new climate-related 
business models.  

 
 

1. Climate-related financial disclosures are increasingly important 
 
Financial disclosures about climate-related risk are increasingly important, 
particularly (at the moment) for large businesses. 
 
Investors want to see that the companies they invest in are proactively and positively 
managing their impact on the climate, and they are demanding to see financial 
disclosures for climate-related risk. If you do not show clear evidence and a plan for 
what you are doing, you may struggle to attract funding for your business ventures. 
 

http://www.riskinsightconsulting.com/
https://www.economist.com/leaders/2018/08/02/the-world-is-losing-the-war-against-climate-change
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A good paper from Imperial College Business School in London describes how the 
threats associated with the impacts of climate change – such as flooding, extreme 
heat, and sea level rises – pose major risks to financial markets and financial 
investors. As part of their response, investors, shareholders, lenders and insurers 
want to see that businesses are adhering to a transparent reporting process and 
system to review climate-related impacts. Indeed, this expectation has grown in 
importance to the extent that the failure of a business to transparently and accurately 
disclose the climate change risks it faces can have major consequences. A high-
profile example of this concerns one of the world’s largest energy companies, Exxon, 
which in May 2017 was compelled by its shareholders to be more open about the 
impact of climate change on its business. 
 
Help for businesses on this matter is at hand. In June 2017, the Task Force on 
Climate-Related Financial Disclosures (TCFD) – an international task force created 
by the G20 group of countries – produced a framework for companies to voluntarily 
disclose the financial impact of their climate risks. In little over a year, as of July 
2018, some 315 organisations from around the world, responsible for managing 
trillions of dollars in assets, have expressed their support for the TCFD. The TCFD 
recommends that companies disclose both the actual and potential impact of 
climate-related risks on operations, strategy and financial planning. The 
recommendations call for clarity on governance arrangements and risk management 
processes.  
 
The finance community and regulators around the world are showing support for the 
recommendations of the TCFD. Businesses should take heed of this, and act to 
adopt these recommendations and address climate risks that are specific to them. 
The challenge of transitioning to a lower-carbon economy is an opportunity to grasp 
– and risk management can help businesses make good decisions to achieve it. 
 
This is how the Task Force summarises the core elements of climate-related 
financial disclosures (note the central role of risk management): 
 

 

http://www.riskinsightconsulting.com/
https://www.imperial.ac.uk/business-school/knowledge/finance/why-companies-must-accelerate-climate-risk-investment/
https://www.theguardian.com/business/2017/may/31/exxonmobil-climate-change-cost-shareholders
https://www.theguardian.com/business/2017/may/31/exxonmobil-climate-change-cost-shareholders
https://www.fsb-tcfd.org/
https://www.fsb-tcfd.org/
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You can join the Task Force from this link here. A link to their Knowledge Hub, for 
resources available to use, is available here. The risk management advice they 
provide is available here. 
 
 

2. Legislation around the world requires Company Boards to 
address climate risk 

 
A second external driver concerns Directors’ Duties of Care in various legal 
frameworks around the world in the shape of requirements to address climate-
related risk. Boards of Directors need to understand it from a legal basis. 
 
Here are just a few examples: 
- In Australia, ASIC, the Governance Institute of Australia, the Australian Council of 

Superannuation Investors and the Australian Prudential Regulatory Authority are 
focusing on company directors’ liability for climate risks as part of corporate 
governance. 

- The UK’s Climate Change Act, passed in 2008, is an example of national law that 
is focused on addressing climate change. 

 
Addressing the legal requirements requires judicious long-term planning and a good 
understanding of the scenarios your business could face. Addressing the impacts of 
climate-related risk on your business is challenging, due to the long timeframes that 
are involved. Nonetheless, it is an important requirement for Boards of Directors to 
address in an appropriate manner. 
 
 

3. Risk management can help you review a climate-related strategy 
and new business models 

 
We have covered two external drivers in points one and two above. There is also a 
strong internal driver to make sense of climate risk and its impact on your business 
model – which is to ensure your business can thrive in future. 
 
Given the long-term nature of climate change impacts, it is a challenging task, but 
with the right approach, it can be of tremendous value to you. Various bodies are 
striving to provide businesses with guidance and support to help them – and much of 
this relates to understanding your risks. The ISO, for example, is working on a new 
international standard – ISO 14091 Adaptation to Climate Change – Vulnerability, 

impacts and risk assessment. This new standard is targeted at all organisations, 

including regional and local administrations plus private and public businesses, to direct 

their efforts in enhancing climate change adaptation. 
 
Whichever way you decide to approach climate-related risk, it’s important to keep it 
pragmatic and focused on your business. 
 
  

http://www.riskinsightconsulting.com/
https://www.fsb-tcfd.org/supporting-tcfd-recommendations/
https://www.tcfdhub.org/
https://www.tcfdhub.org/home/risk-management/
https://www.dlapiper.com/en/australia/services/climate-change-adaptation-and-legal-risk/
http://www.mccullough.com.au/2018/04/12/heat-remains-on-climate-change-climate-risk-and-directors-duties/
https://asic.gov.au/about-asic/media-centre/speeches/climate-change/
https://www.minterellison.com/articles/climate-change-financial-risks
https://www.minterellison.com/articles/climate-change-financial-risks
http://www.lse.ac.uk/GranthamInstitute/publication/10-years-climate-change-act/
https://committee.iso.org/sites/tc207sc7/home/news/content-left-area/news-and-updates/a-new-standard-for-assessing-vul.html
https://committee.iso.org/sites/tc207sc7/home/news/content-left-area/news-and-updates/a-new-standard-for-assessing-vul.html
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The following example looks at climate-related risk in four levels of detail: 
 

 
 
 
There are many questions you can ask to address climate-related change as it 
relates to you. Can you reduce the energy you use? Can you change the energy 
sources you use, adopting clean energy sources? Can you predict how changes to 
weather patterns will affect your business in the years to come? 
 
Risk management exists to support good decision-making. It can be a valuable 
mechanism to help you think through the impacts of climate-related change to your 
business, and potential actions to consider, by using tools that help you think through 
scenarios and models to understand the effect of different risks. These tools can 
help you to understand how climate-related risk could affect your business, and the 
decisions you need to take to prosper. This will help your climate-related financial 
disclosures, your understanding of how to address legal requirements, and your 
business model options for the future. 
 
The challenge is to generate momentum to look at the impacts in real terms and to 
be proactive in working out how you can address climate-related risks. 
 
 
 

http://www.riskinsightconsulting.com/
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Examples of risk management tools that may help you include the following: 
 

• The Value at Risk technique to think through the impact of a major change in 
the environment and understand its impact on your value creation model. 

 

• Scenario Analysis to look at future possibilities. It lends itself well to looking at 
climate-related risks. You can use it to look at different scenarios of how 
society and government could place more responsibility to reduce carbon 
emissions, such as new taxes or stopping subsidies, and encouraging 
businesses to redivert resources to renewables. 

 

• Quantitative Risk Analysis to model the estimated effect of climate change on 
what you do as a business. It can help you assess whether certain costs will 
rise and other matters such as changes in demand for products and the value 
of assets. 
 

• Decision Trees to help you think through different outcomes that could result 
from changes brought about by climate-related risk. 
 

• Counterfactual Analysis can help you think through ‘what might have been’ in 
the past in order to look at different approaches to solving problems. 

 
 

Examples of climate-change impacts 
 
The table below just gives just a few high-level examples of the impact that climate-
related risks could have on businesses of all types. 
 

Climate change 
impact  

What it could mean  

More intense 
weather 

• Disruption to operations around the world 

• Disruption to global supply chains? 

• Increased costs of insurance? 

Reduced water 
availability  

• Harder to access water? 

• Higher cost of water? 

Average higher 
temperatures  

• Changes to people’s ability to work? 

• Increasing danger of large fires? 

 
 
Furthermore, here are a handful of examples of how climate change is impacting 
different industries, to illustrate just some of the challenges being faced. 
 

Industry  Examples  

Energy & 
Power 

Our global consumption of energy continues to grow. Many 
renewable energy resources are being used, and more are being 
explored. Wind power is part of the energy mix. Wind turbines are 
not new. However, new designs are coming forward that improve 
efficiency and output. For example, scalable wind turbines deal 

http://www.riskinsightconsulting.com/
https://www.theguardian.com/sustainable-business/gallery/2017/may/08/renewables-wind-energy-turbines-tech-kites-drones-in-pictures
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Industry  Examples  

with distributed wind. By changing wind turbine design, even 
something as simple as using a shroud, it becomes more efficient.  

Oil and Gas A report published on August 6th 2018 by Sarasin & Partners, a 
London-based asset manager, suggests that oil firms are assuming 
that decarbonisation will be limited and are thus overstating their 
assets. This may be wishful thinking. The report says that 
shareholders have almost no information on how sensitive reported 
assets and liabilities are to lower long-term prices. 
The example of Exxon last year being forced by its shareholders to 
be more open about the impact of climate change on its business 
is an example of how oil firms need to address this matter. 

Mining  Mining faces many challenges on climate-related risk.  
As just one example, water is a key resource for mining. What are 
the implications of it being less prevalent in future as a result of 
climate change? 
Also, climate change may influence where we seek to mine for new 
resources, and what these resources will be. 
The social license to operate, changing government policies and 
opportunities such as an increased demand for minerals to support 
a global clean energy transition can all be considered. 

Automotive  The automotive industry is learning to respond to climate change, 
including through an anticipated change to fuel sources. 
Investments by automotive companies in new sustainable 
technologies are in sync with customer demand and expectations, 
as everyone tries to limit their own impact on the environment 
through their use of road transportation. An increasing number of 
reports show the benefits to the environment of electric cars and 
improvements in technology are leading to reduced costs. 

Rail  Amongst the impacts to the railways (including of course fuel 
sources), consider the rail tracks and what climate they are 
designed for in different parts of the world. 
The UK, for example, experienced buckling rail lines this summer 
due to higher temperatures than normal for a prolonged period. 
Will climate change force a change in the rail laying techniques 
used in the UK and other parts of the world, to be able to handle 
higher temperatures? If not, will rail operators need to plan new 
types of resilience measures to cater for the increased chance of 
railways disruption? 

Construction, 
Engineering 
& 
Infrastructure 

The resources used in this industry are large in scale. 
For example, concrete is the world’s second-most used substance 
(behind only water). Cement is a key agent responsible for using so 
much energy in the production of concrete. Much better production 
methods now exist. 
For construction and engineering firms, can they encourage R&D 
like this into carbon-friendly construction, and help to drive change 
through their procurement? Collectively, it would have a major 
impact on climate-related risk, given the sheer amount of 
construction and infrastructure work that continues to take place 
around the world. 

http://www.riskinsightconsulting.com/
https://www.sarasinandpartners.com/docs/default-source/esg/are-oil-and-gas-companies-overstating-their-position
https://www.ausimmbulletin.com/feature/climate-impacts-mining-risk-materiality-actions/
https://www.theguardian.com/environment/2017/oct/25/electric-cars-emit-50-less-greenhouse-gas-than-diesel-study-finds
https://www.edge.org/response-detail/26675
https://www.edge.org/response-detail/26675
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Industry  Examples  

Insurance  Insurance companies have sophisticated models to look at climate 
change. 
Can the risk models that insurance firms use be shared with other 
industries? 

Retail  How will retail change as the climate changes? 
Do retailers need to adapt faster, for example, to change their 
clothing ranges as weather patterns become more volatile? 
Also, how can the industry contribute to reducing plastic packaging 
and the impact that plastics production has on the planet? 

Shipping  Various businesses involved in shipping are working on developing 
ships with zero-emission technologies. 
Various regulations such as the global sulphur cap by 2020 are 
forcing such changes. 

Air 
conditioning 

The humble air conditioner has had a huge impact on the world’s 
ability to work productively. Forecasts for growth in air conditioning 
use are strong. Current air conditioner design needs improving to 
be more environmentally friendly. Air conditioning companies are 
working on more efficient designs. There is also an international 
agreement to phase out the use of hydrofluorocarbons in air 
conditioners which comes into force in 2019. 

Farming  The effect of volatile temperatures and changing climate will have 
various impacts on farming productivity and approaches to crop 
yields. It is a complex area, and a crucial area of study as the 
world’s population continues to grow and the demand for food 
increases. 

 
 

Should you sponsor innovation prizes in your industry? 
 
Have you heard of the Green Flight Challenge? It was a 7-figure prize to fly 200 
miles in under 2 hours with a passenger, using less than a gallon of fuel) was the 
genesis for much ongoing R&D and improvement into clean energy. 
 
Could your business, or your industry, sponsor competitions like this to drive 
new innovation to tackle climate change? 
 
 

Conclusion 
 
Climate change and addressing climate-related risk is an increasingly important part 
of business. External forces, in the shape of legal frameworks and investor 
demands, are requiring businesses to demonstrate how climate change impacts 
them, and what they are doing about it. As well as these important external drivers, 
there is a compelling argument for businesses to seek new innovation and ways of 
thinking to improve their business model by addressing climate-related risk. Risk 
management tools can help you to look at scenarios and to produce strategies and 
make decisions that can help you to achieve a sustainable business model for the 
future in a way that helps the planet. 
 

http://www.riskinsightconsulting.com/
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