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The Climate Challenge



Strategic Business Model
Risk Disclosure
Recommendations

Incorporating climate change into valuation

This seeks narrative disclosure of the extent to which
company price scenarios may differ from current
assumptions based upon demand volume implied climate
and energy policy targets. Narrative would include
identification and discussion of key supply and demand
assumptions, including assumptions regarding renewables
and energy substitutes development.

divergence between the company's
commodity market planning assumptions
and demand levels implied by climate and
energy policy targets
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This allows investors to understand the board's role in
assessing climate risk, including whether the board
considers third party information and assessments.

Information should reflect how the board
oversees climate risk management

Management should describe its long-term, forward
production profile by fuel, allocating volumes and capex
between base and growth projects and describe what
changes, if any, it would make in response to demand
implied by climate policy targets.

Information should discuss how
management would incorporate climate
policy targets into investment decisions

Future potential projects should be discussed. Project
sanctions decisions typically consider internal rates of return
(IRR) or breakeven prices (BEP). Discussion should provide a
cost curve for full-cycle costs of a company's future
projects.

Forward-looking projections should
evaluate potential project portfolios.
Quantitative disclosure should align with
data used by the company for investment
decision-making and risk management

Stress-testing

Analysis should go beyond single-scenario analysis based
on historic prices and reflect downside cases on price and
volume that would allow investors to better understand
valuation impacts.

Explanations should capture company
vulnerability to price risk through stress-
tests or sensitivity analysis

Management should, in the context above, outline its asset
impairment policy and approach including providing price
assumptions. Impairment analysis should be extended to
analysis of all reserves and should include a sensitivity
analysis.

Information should clarify assumptions
underpinning financial reporting and
impairment analysis
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Compliance

Management should provide credible explanations as to why
they are unable to provide any of the above. Particular focus
should be given to any view expressed on how global
climate and energy policy targets impact industry structure.

Explanation should be given in the
absence of answers to the above
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