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Executive summary

The Financial Stability Board's
Task Force on Climate Related
Financial Disclosure (TCFD) has
developed recommendations
to assist public companies and
other organizations to more
effectively disclose climate-
related risks and opportunities
through their existing reporting
processes, including using
scenario analysis to assess and
report on strategic resilience.

Four years on from the release of
the TCFD's recommendations,’
there is scope for further clarity
and consistency in climate-
related financial disclosure
practices.? The purpose of this
document is to build capacity
in the power sector globally by
sharing insights from WBCSD's
power sector members, many
of whom have been developing
detailed responses to TCFD for
years.

The methodologies to undertake
climate-related financial risk

and opportunity analysis are still
under development, across all
sectors, and this report does not
attempt to present a “correct”
method. Instead, insights and
case studies from companies
which have already undertaken
significant work in this area are
shared, in order to accelerate
the adoption across the power
sector globally of consistent and
effective TCFD-aligned analysis
and disclosure. This will improve
the resilience and strategic
decision making of companies
in the sector, while also
accelerating decarbonization.
There may also be relevant
learnings from this work that can
be applied to other sectors.

The key features of approaches
presented in this report are
summarized below.

Developing an effective
framework for analysis of
climate-related financial risk
and opportunity —including
the choice of scenarios and
timeframes. In particular:

Alignment of level of
ambition with stakeholder
expectations.

Scenario choice beyond the
minimum recommended by
the TCFD, including more
extreme scenarios for stress
testing purposes.

* Theimportance of alignment
of short, medium and
long term time horizons
with company targets,
stakeholders and portfolio.

e Understanding the interplay
between transition and
physical scenarios.

» Different approaches have
been used with success
by WBCSD's members,
including top-down, bottom-
up and hybrid approaches.

Evaluating climate-related
financial risk and opportunity



e Astep-by-step approach
to analyze climate-related
financial risk and opportunity
is presented, with case
studies and insights from
WBCSD members.

e Example terminology
and scenario indicators
are presented, in order
to improve commonality
of approach by different
companies.

e Options for expressing
the outcomes of scenario
analysis including metrics
such as value at risk
are presented. Metrics
are developing quickly
and there is no current
consensus on the “correct”
way of evaluating and
measuring financial risks and
opportunities.

e Importance of balancing
resource requirements with
business planning, and the
role that a phased approach
to analysis can play in this.
Multi-departmental teams
working on this topic is also
seen as key.

*  Keeping abreast of
developments in datasets,
tools and stakeholder
expectations.

*  While the focus is generally
onrisk, the importance of
including opportunity as an
integral part of the analysis is
also highlighted.

The presentation of the
approaches in this report,
illustrated by relevant case
studies from the experience of
WBCSD's power utility members,
aims to accelerate the adoption
across the power sector globally
of consistent and effective
TCFD-aligned analysis and
disclosure.

In turn this is expected to
improve the resilience and
strategic decision making of
companies in the power sector,
aligned with a low carbon future.
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Introduction

The analysis and disclosure of
climate-related financial impacts
is an important tool to achieve a
sustainable, tangible and timely
transition to a low carbon future.

The analysis provides strategic
insights to individual companies
and their investors, enabling
more effective risk management
and investment decision making,
ultimately ensuring the allocation
of capital to activities consistent
with a low carbon future.

The purpose of this report is

to support power utilities to
guantify the financial impacts
of energy transition-related risk
and opportunity using scenario
analysis, aligned with the TCFD
recommendations.

While the target audience of
this report is electric utilities,
the issues identified here

are relevant to investors and
other stakeholders, as well as
companies in other sectors. The
effective evaluation of climate-
related risk and opportunity,

and subsequent integration of
strategic insights into strategy,

governance and disclosures,
requires a broad range of
stakeholders in strategy, finance,
risk and sustainability as well as
senior board level support. This
report aims to build capacity of
these key stakeholders, including
those undertaking the analysis,
developing strategic responses
and business planning,
disclosing to investors, and
undertaking governance and risk
management functions.

The TCFD has developed a
framework to assist public
companies and other
organizations to more effectively
disclose climate-related risks
and opportunities through their
existing reporting processes,
including using scenario analysis
(Figure 1).34

Four years on from the

release of the TCFD's original
recommendations, corporate
reporting on climate change

is still evolving. The 2021

TCFD Status Report® shows
that there is scope for further
improvement in climate-related
financial disclosure practices,
in particular, disclosures about

Climate-related risks, opportunities, and financial impact

Transition Risks

Phﬁical Risks

Revenues

1
Strategic Planning
Risk Management

Income
Statement

Financial Impact

______ d e m e — - ————

Balance
Sheet

Cash Flow
Statement

Source: FINAL-2017-TCED-Report-11052018.pdf (bbhub.io)
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the potential financial impact of
climate-related issues and the
resilience of an organization's
strategies under different
climate scenarios require more
clarity.

WBCSD is the premier global,
CEO-led community of over
200 of the world's leading
sustainable businesses working
collectively to accelerate the
system transformations needed
for a net zero, nature positive,
and more equitable future.

We do this by engaging
executives and sustainability
leaders from business and
elsewhere to share practical
insights on the obstacles and
opportunities we currently

face in tackling the integrated
climate, nature and inequality
sustainability challenge; by
co-developing "how-to" CEO-
guides from these insights;

by providing science-based
target guidance including
standards and protocols; and by
developing tools and platforms
to help leading businesses in
sustainability drive integrated
actions to tackle climate, nature
and inequality challenges across
sectors and geographical
regions.

Assets & Liabilities
Capital & Financing
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As part of this work, a project
was undertaken with six of
WBCSD's multinational power
utility members to share
approaches for quantifying
climate-related financial risk and
opportunity, aligned with the
TCFD recommendations, and
key outcomes from that project
have formed the basis of this
report.In addition to this report,
WBCSD is undertaking work to
develop a reference approach to
climate scenario analysis for the
energy sector, and so relevant
insights have been shared
between these workstreams.

Companies face various
challenges when using scenario
analysis to assess strategic
resilience, and some of these are
listed below.

1. Scenario choices —How to
choose, interpret and navigate
public climate scenarios for
corporate strategic resilience
assessment.

2. Scenario process —How
to apply scenarios; which
parameters, conditions and
inputs to use and over which
timeframes; relationship
with sensitivity analysis; data
availability and reliability
(particularly across supply
chains).

3. Resilience measures -
What represents evidence
of strategic and operational
resilience and how to
measure resilience?
Adaptive capacity, flexibility,
skills and competencies,
business model and portfolio
development.

4. Risk management
integration — How to link
scenario analysis to risk
management processes in
order to respond to the unique
characteristics of climate-
related risk.

5. Financial disclosure — How
to estimate and disclose the
possible financial impacts
of climate change based on
scenario analysis.

6. Decision-useful metrics for
business and information
users — How to balance
scenario analyses designed
to provide business-relevant
outputs that describe impact,
risks, opportunities and
climate resilience with the
needs of users of climate-
related financial information,
including existing and
potential investors.

This report focusses on
challenge 5, Financial Disclosure,
while seeking to also add value
to other areas where directly
relevant.

This report covers the following
areas:

Section 1: Introduction

(this section) - Including the
background to the report, its
purpose and target audience.

Section 2: Framing the
analysis — An introduction to
scenario analysis in the context
of TCFD, including the value of
scenarios and other relevant
resources besides this report.
The importance of the selection
of relevant scenarios, timelines
and scenario indicators; and key
considerations when companies
are developing the framework for
the analysis.

Section 3: Translating energy
transition scenarios into
quantitative financial impacts
— Overview of approaches for
applying scenarios to portfolios,
assets and business lines. The
guidance includes general
principles and steps, reflecting the
experience of WBCSD's power
utility members in responding to
the TCFD recommendations.

Case studies: Throughout the
document, case studies from
WBCSD's power utility members
which demonstrate different
approaches to applying scenario

analysis to determine quantitative
impacts are presented, in order to
illustrate the approaches under
discussion.

This report assumes the reader
has a reasonable knowledge of
the TCFD framework, and builds
on useful TCFD-related sources
for the power utility sector
which are already available (or
will shortly be made available),
including:

e The recommendations of
the TCFD.® The TCFD has
developed a framework to
assist public companies
and other organizations to
more effectively disclose
climate-related risks and
opportunities through
their existing reporting
processes. The 2017 TCFD
recommendations report’
outlines the TCFD framework
for reporting climate-related
financial information while the
"Annex” provides both general
and sector-specific guidance
(including the Energy Sector,
of which electric utilities
are part) on implementing
the Task Force's disclosure
recommendations, and
atechnical supplement®
provides further detail on
scenario analysis. More
recent publications have
included additional guidance
on scenario analysis for
non-financial companies,’®
guidance on metrics, targets
and transition plans'™ and
an annex on implementing
the recommendations of the
TCFD."



Report by the TCFD

Electric Utilities Preparer
Forum,' The Forum was

a collaboration between

CLP, EDF, EDP, EnBW, Enel,
Iberdrola and WBCSD,

and aimed to advance

the implementation of the
recommendations of TCFD
by reviewing members'
current climate-related
financial disclosures,
identifying examples of
disclosure practice that are
consistent with the TCFD's
recommendations, and
considering how disclosures
might evolve over the TCFD's
“implementation path”, which
anticipates the development
of climate change related
disclosure practices over

a three to five year period
following the publication

of the recommendations

in June 2017. The report
provided a snapshot,
including examples, of how
Forum member companies
were providing effective
climate-related financial
disclosures.

Setting science-based
targets: A guide for
electric utilities'® is a guide
published by WBCSD to help
electric utility companies
set science based targets
and reduce emissions in line
with 1.5°C to accelerate the
transition to a zero-carbon
economy. The guide reviews
the Science-Based Targets

Initiative's (SBTI) latest
scenario™ for the power
sector and helps utilities
understand what it means for
them and how to overcome
the key challenges they face
to setting and achieving their
SBTs. These include how to
ensure a just transition away
from fossil fuels; develop

a robust understanding of
emissions from the value
chain; and abate certain
sources of value chain
emissions.

The SDG Sector Roadmap
for Electric Utilities,'®
launched by WBCSD in
March 2021, sets a new
standard for global best
practice on how the sector
and its value chain can
continue to work towards
the realization of the SDGs.
Developed with 11 leading
companies, it describes
pathways for the electric
utilities sector to maximize
its contribution to the
SDGs on the road to 2030
and beyond. It explores
the sector's interaction
with the SDGs, identifies
nine priority goals, and
outlines seven key impact
opportunity areas where the
sector is well placed to drive
transformation in line with
the objectives of the SDGs.

Guidance that the Climate
Disclosure Standards
Board (CDSB) and
Sustainability Accounting
Standards Board (SASB)
published together

on TCFD: The TCFD
Implementation Guide'®
offers practical "how-to"
guidance for companies to
use SASB standards and the
CDSB Framework to take
the TCFD recommendations
from principles to practice.
The TCFD Good Practice
Handbook'’ provides
real-world examples of
good-practice, TCFD-
aligned disclosure and key
takeaways to help reporting
companies communicate
more effectively with
investors on climate risk.






(2) Framing the analysis

2.1 PROCESS OVERVIEW

Figure 2 below presents a
summary from the TCFD®
process for applying scenario
analysis to climate-related risks
and opportunities.

This report supplements
information already in the public
domain on Steps 2-4 of the
process, noting that before
undertaking Step 2 it may be
helpful to undertake some
preparatory activities, including:

*  Engaging with stakeholders
to understand their
expectations in terms of level
of ambition, timelines and
goals of the analysis;

e Earmarking or developing
internal resource to
undertake analysis activities;

* Undertaking an external
review of tools, datasets and
scenarios that may have

become available since
the previous version of the
analysis was undertaken (if
relevant);

*  Educating internal
stakeholders and business
units as to the purpose and
value of the process;

*  Gathering relevant
information on assets,
business lines, any previous
analysis undertaken (for
example for CDP disclosure)
and sources of climate-
related risk and opportunity;
and,

*  Benchmarking with industry
peers.

These activities will lay the
groundwork for the framing of
the analysis, which includes the
selection or development of
relevant scenarios, datasets and
timelines, discussed further in
the following sections. Further

guidance on undertaking these
pre-analysis activities can be
found in Chapter B of the TCFD's
recent guidance on Scenario
Analysis.™

In the experience of WBCSD's
members, effective analysis
requires the involvement of
multiple internal stakeholders,
including from sustainability,
finance, operations, risk
management and investor
relations — all of whom may have
slightly different objectives, and
s0 alignment of objectives by this
core stakeholder group is very
important. The expertise of core
stakeholders is supplemented
by regional and functional input,
including representatives from
each market, business line/
asset, procurement, legal and
innovation.

Figure 2: Process for applying scenario analysis to climate-related risks and opportunities

Ensure governance is in place: Integrate scenario analysis inte strategic planning and/or enterprise risk management processes. Assign oversight to
relevant board committees/sub-committees, Identify which internal (and external) stakeholders to involve and how,

2]

Assess materiality of
climate-related risks

Market and

Technology Reputation
Shifts

Policy and Physical
Legal Risks

of scenarios

Identify and define range

Scenarios inclusive of a
range of transition and
physical risks relevant to
the organization

E.

Evaluate business impacts

Impact on:

= Input costs

= Operating costs

= Revenues

= Supply chain

« Business Interruption
= Timing

What scenarios (and

narratives) are appropriate,
given the exposures?
Consider input parameters,
assumptions, and analytical
choices. What reference
scenario(s) should be used?

What are the current and
anticipated organizational
exposures to climate-related
risks and opportunities? Do
these have the potential to
be material in the future?
Are organizational
stakehalders concerned?

(6]

outputs, and potential management responses.

Evaluate the potential effects
on the organization’s
strategic and financial
position under each of the
defined scenarios. Identify
key sensitivities,

B
Identify potential
responses
Responses might include
= Changes to business model
= Changes to portfolio mix

« Investments in capabilities
and technologies

Use the results to identify
applicable, realistic decisions
to manage the identified
risks and opportunities.
What adjustments to
strategic/financial plans
would be needed?

Document and disclose: Document the process; communicate to relevant parties; be prepared to disclose key inputs, assumptions, analytical methods,

Source: The Use of Scenario Analysis in Disclosure of Climate-Related Risks and Opportunities
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A scenario describes a

plausible, but hypothetical,

path of development leading

to a particular future outcome.
Scenarios are not forecasts or
predictions — they are "what if"
narratives designed to inform and
challenge strategic thinking.°

By way of example, Figure 3
below presents global surface
temperature change relative to
1850-1900 under arange of
scenarios.?’

Scenario analysis is a well-
established method for
developing strategic plans that
are more flexible in or robust
to arange of plausible future
states under and conditions

of uncertainty. The analysis
can be qualitative by exploring
relationships and trends, or
quantitative by relying on
measurable and numerical data or
analysis models.

Organizations can use scenario
analysis to assess the potential
business, strategic, and financial
implications of climate-related
risks and opportunities. The
TCFD guidance??? highlights

the important role of scenario
analysis for this purpose. The
TCFD recommends that scenario
analysis is used as a tool for the

resilience of an organization's
strategy, taking into consideration
a 2°C or lower scenario and
business-as-usual scenario, and
their implications over short,
medium and long term time
horizons. Since the release of
the TCFD's recommendations,
analysis by the IPCC?* has led to
support for analyses also to take
account of a 1.5°C scenario.

The TCFD Electric Utilities
Preparer Forum?® demonstrated
that through the process

of conducting scenario
analysis, organizations are
better positioned to identify
opportunities and risks, for
example by shifting portfolios
to low-carbon generation,
strengthening infrastructure, and
using financial instruments to
support the energy transition.

A summary of key
recommendations made by the
TCFD for consideration when
companies are framing scenario
analysis is presented below (for
the full description please refer to
the TCFD recommendations):

* Inordertoanalyze the
resilience of the organization's
strategy, the TCFD
recommends consideration
of different climate-related
scenarios, including a 2°C
or lower scenario.

Global surface temperature change relative to 1850-1900

°C

[ T R 7 R

1950 2000 2015 2050

Source: Climate Change 2021- The Physical Science Basis - Summary for Policymakers

Consider a range of scenarios
to inform management's
assessment, including

key inputs, assumptions,
analytical methods and
applicability in impact
assessments (including
potential business impacts
and management responses).

Understand the nature

and relevancy of the
climate-related risks and
opportunities the organization
may face under these
climate-related scenarios.

The organization is
recommended to familiarize
itself with relevant scenarios
developed by the IEA and the
IPCC and ensure consistency
with global projections.

Consider the time horizon

of assessment - including
short, medium and long term,
taking into consideration the
useful life of the organization's
assets or infrastructure

and the fact that climate-
related issues often manifest
themselves over the medium
and longer terms.

55P5-8.5
S5P3-7.0

S5P1-2.6
55P1-1.9

2100
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The choice of scenario(s) and
resources will have an important
impact on the outcomes of the
analysis. There are many climate-
related scenarios and public
resources that can be leveraged
for analysis. A non-exhaustive list
of examples is provided below —
for alonger discussion of options
see the TCFD recommendations:

*  |EAWorld Energy Outlook?®
(requires license) and other
IEA scenarios, for example
I[EA Energy Technology
Perspectives;®®

*  Nationally Determined
Contributions plans for each
country;

* National and Regional Policy
Documents, and associated
planning. For example in
the UK the National Grid
Future Energy Scenarios*®
and the UK Climate Change
Committee reports,
recommendations and
carbon budgeting analysis;*'

e Sector Bodies/ Trade
Association scenarios (e.g.
by Wind Europe, IRENA,
Hydrogen Council);

* |PCC Reports and Projections;

e Corporate scenarios, for
example Shell Sky;

Types of scenarios

*  World Bank;

*  Regional/ National carbon
market projections;

*  Proprietary scenarios, for
example from AFRY/Poyry;,

Wood Mackenzie; and
Bloomberg New Energy
Finance (BNEF).32

Figure 4 below summarizes the
types of scenarios available.
When selecting or developing
internal scenarios, a number of
considerations are important:

*  Alignment of key parameters
and assumptions with
the company's internal
projections and views
(examples include macro-
economic variables, energy
mix and commaodity prices.
For a further breakdown see
TCFD Recommendations);*

*  Alignment of key parameters
and assumptions with
stakeholder expectations.

For example, if the electric
utility has a large state owned
shareholding then it may

be particularly important

to demonstrate that the
company's strategy is aligned
with national climate strategy;

*  The scope of the scenario
—for example geography;,
sector, timeline —and
subsequent relevance to the

Proprietary Company
climate

scenarios

climate
scenarios

Public climate Climate
scenarios Roadmaps
(" Developed for regions, )
Created by international countries and sectors to
agencies and coalitions for explore specific pathways
Widespread adoption. Can that are Indicative of
be subject to licensing achieving stated
conditions. temperature and other
— climate outcomes from
climate scenarios
e
Examples include: [EA's
World Encv)gx Outlook! ( \
generated by the World Examples include the [EA's
Energy Model including e 7oro by 2080
Stated Policies Scenario Roa e O el
(STEPS), Sustainable W
Development Scenario Energy cector
(sDS) —

Developed by private
companies as their own
analyses of possible future
climate impacts on their
businesses

Developed primarily by
consulting and specialist
organizations to explore
particular aspects of
possible climate impacts

Examples include BNEF's
New Energy Outlook
20217, [HS Markit's

Climate & Energy

Scenarios™, Wood
Mackenzie’s Accelerated

Energy Transition
Scenario

Examples include Equinor
Rebalance?, Enel’s
BAgTer Fature™, BF's
Rapid™
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company and its assets;

* Level of granularity of the
scenario;

e Scenario indicators which are
included; and,

*  How up to date the scenario
is.

Several of the members develop
their own internal scenarios, or
adapt existing scenarios such

as from the IEA to use slightly
different assumptions — see for
example the case studies by

Enel and Acciona in Section 2.5.
The main drivers for doing this
included insufficient granularity

or relevance of the available
scenarios, or an internal view
which was different from
assumptions in readily available
scenarios such as the [EA. In order
to sense check the scenarios that
are created, benchmarking against
external scenarios was found to
have value by the members.

The financial sector has raised
questions about comparability of
analyses using different scenarios.
The TCFD therefore recommends
transparency in terms of the
scenarios, parameters and
assumptions in disclosures.

Reference

Standard

climate ;
scenarios

scenarios

e N
Developed to serve as a
point of comparison or

To be used by specific
groups according to the
benchmark to be used prescriptions of the party
[— consistently by particular requiring the use of the

groups for a stated scenarios
purpose and using stated
criteria

——
Examples include the Bank

of England'’s Climate

Biennial Exploratory

Scenario 2021

)

Examples include climate
scenarios developed by
L—| the Network for Greening

the Financial System

~———



Supplementing the TCFD
recommendations, the following
insights and approaches

are suggested based on the
experience of WBCSD members
in the Sustainable Energy Supply
workstream:

Alignment of level of ambition
with stakeholder expectations

*  The members felt that the
expectations of stakeholders
have moved on since the
issue of the original TCFD
recommendations, and as a
result meeting the minimum
requirements of the TCFD
recommendations is unlikely
to be sufficient.

e Inparticular, recent
Intergovernmental Panel
on Climate Change (IPCC)
work®® has emphasized
reaching net zero, and the
importance of limiting global
warming to 1.5°C, rather
than the "well below 2°C"
in TCFD. The emphasis of
stakeholder expectations has
therefore shifted from being
Paris Agreement aligned to
reaching net zero. A shiftin
the expectations of investors
has also been observed, from
climate disclosure to action
towards net zero.3®

* Interim targets and metrics
have also become more
relevant. Thereis an
increasing need to disclose
intermediate milestones (for
example 2030, 2035 and
2040).

The importance of alignment
of short, medium and long
term time horizons with
company targets, portfolio and
stakeholder expectations

* [tisimportant to set short,
medium and long term
timelines which are aligned
with company targets,
portfolio and reporting. For
example, where a long term
net zero target has been
set by the company, the
long term time horizon of
the scenario analysis could
be aligned with this in order
to demonstrate capability
to achieve this long term
objective under different
scenarios.

*  Energy transition impacts
may materialize in the nearer
term compared with physical
climate-related impacts, and
S0 some members felt it was
useful to define different
(shorter) timescales for the
transition analysis than the
physical analysis. Other
members felt it was important
that the timelines for both
physical and transition
were aligned as external
stakeholders expected this.

*  The composition of the
portfolio was an important
consideration for some
members when considering
appropriate timelines.

For example, members with
long life assets, such as
nuclear assets, found value
in exploring the impact of
scenarios on those assets
right to the end of their
lifetime.

Scenario choice including
scenarios chosen for stress
testing purposes

e Stress testing against arange
of scenarios can add value to
resilience assessment and
strategy development under
a range of future pathways.

* Inparticular, power sector
members found value
in stress testing against
extreme physical scenarios.
Power utility businesses
may own or control a range
of relatively long life power
generation, transmission and
distribution assets which
could be exposed to both
chronic and acute physical
climate impacts over the
longer term. Therefore,
stress testing against more
extreme physical scenarios
can provide insights into
the impacts on financial
performance, for example
due to business interruption
from greater severity and
frequency of extreme
weather events or power
demand increases due to
chronic temperature rise and
associated demand for air
conditioning.



e Physical scenarios were
generally found by members
to be more impactful in
the mid-long term, while
for some members which
have already implemented
strategic changes to
their business models,
transition scenarios were
not particularly stressing, or
more stressing in the shorter
term.

*  The power sector has
generally decarbonized faster
than the global economy
as a whole, and so stringent
transition scenarios may
have relatively less impact
for this sector (particularly in
Europe) when compared with
the global economy.

The interplay between transition
and physical approaches and
scenarios

¢ The development of
scenarios incorporating
both transition and physical
indicators and impacts is
important, aligned with the
emphasis on consideration
of all categories of climate-
related risk and opportunity
identified by the TCFD. The
value and limitations of
different types of scenarios
has been consideredin a
parallel WBCSD project.

*  However, it was suggested
by the members that it is also
possible to have separate
assessment for transition
and physical as part of a
coordinated approach.
The methodologies for
analyzing energy transition
risk are different from
physical climate risk, and
different scenarios form
the basis which are not
necessarily perfectly
aligned. The scenarios may
include different inputs/
outputs or assumptions,
and useful stress testing
may occur over different
timeframes. As a result it
may be that different teams
and resources within the
company would be best

placed to undertake the hybrid approach overall to

analysis for transition and analysis for both physical and
physical risk, in order to transition.
ensure a high quality of
analysis using the most * Incontrast, other members
relevant expertise. It is apply a bottom-up approach,
important to match scenarios identifying issues which
to purpose, for example if could have a material
the purpose is to assess impact first — for example
resilience to physical risks see Acciona Case Study for
then a challenging physical physical climate analysis.
scenario will be appropr]ate. Climate-related issues which
could have a material impact
While impacts of different are identified at groups of
risks are generally analyzed locations and/ or business
individually, they are all lines, taking into account
interrelated, and so it can geographical exposure and
be difficult to recombine vulnerability. This approach
effects. This is an area of has the advantage of
consideration for several of ensuring that insights and
the members moving forward considerations which are
as they look to develop their relevant to specific assets
approaches. and business lines are

fully incorporated into the

Different approaches have analysis.
been used with success by
WBCSD's members, including *  Ahybrid approach,

top-down, bottom-up and hybrid incorporating elements
approaches. of both the top-down and
- bottom-up approach, is

*  Some power utility members used with success by
apply a top-down approach, some members, such as
building macro models for EDP. The company applies
power markets which are a top-down approach as
then applied to specific a general guidance and
business lines and assets direction from the group,
- see for example Enel then applies bottom-up
Case Study in Section information collected from
2.5 covering transition business units, which are
risk and opportunity. This disaggregated by regions.
approach has the advantage
of ensuring

a consistent
approach is applied
to the whole
portfolio, ensuring
comparability of
the results and so
aiding the creation
of data-driven
strategic insights
which fairly reflect |
the whole portfolio. { v
It should be noted
that for physical
phenomena

Enel goes to the
asset level (ina
similar way to the
Acciona approach
mentioned

below) and so the
company has a
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CLP: Case study on framing
the analysis

An example of scenario selection
from CLP%" is reproduced below
in Figure 4. As can be seen, a
business-as-usual pathway

and 1.5°C - 2°C pathway have
been selected, aligned with
relevant IEA scenarios. This
approach is consistent across
most of WBCSD's members

who participated in this project
and is aligned with the TCFD
recommendations to consider a
"better than 2°C" scenario against
business-as-usual.

CLP climate scenarios

In addition, CLP has developed operational landscape, making

a bespoke "Deferred Transition it particularly important for
scenario”, which tracks a path business resilience testing.
from high to low carbon, but over

a compressed timeframe. "

This 'Deferred Transition’
scenario is in line with the
recommendations of The
United Nations Principles for
Responsible Investments
(UNPRI) and the Network

for Greening the Financial
System (NGFS), but fine-
tuned with policy and
regulatory outlook as well

as climate projections in the
geographies where CLP has
a presence. This scenario
could be expected to have
disruptive impacts on the

Scenario Example trends’

Warming of 3-4°Cby 2100 - Emissions continue to rise, peaking after 2040 and resulting in warming reaching 3-4°C by

(based on Intergovernmental 2100.

Panel on Climate Change (IPCC) - In Australia, the highest monthly rainfall over a 10-year period decreases by 0.7mm by 2050
Representative Concentration compared to historic averages.?

Pathway 8.5 and IEA Stated
Palicies Scenario (STEPS))

« In India, the number of extreme hot days with temperatures above 40°C increases by 23
days per year by 2050 compared te historic averages.

- Renewables have a 47% share of global electricity generation by 2040.

Carbon pricing reaches U5$35 per tCO, by 2040.3

Warming of 1.5-2°C by 2100 - Emissions decline from 33 gigatonnes (Gt) in 2020 to less than 10 Gt by 2050, in line with

(based on IPCC Representative

the Paris Agreement to limit warming to 1.5-2°C by 2100.

Concentration Pathway 4.5and - In Australia, the highest monthly rainfall over a 10-year period increases by 10mm by 2050
|IEA Sustainable Development compared to historic averages.

Scenario (SDS))

- InIndia, the number of extreme hot days with temperatures above 40°Cincreases by 16 days

per year by 2050 compared to historic averages.

- Renewables have a 72% share of global electricity generation by 2040.
- Carbon pricing reaches US$125-140 per tCO, by 2040 .

Deferred Transition scenario - Most climate-related scenarios assume a gradual transition from the BAU to a lower carbon
(based on the UNPRI's economy, with actions on reducing emissions starting today and significant deviation from

Inevitable Policy Response and

the base case happening over the following few years.

NGFS climate scenarios, where - The Deferred Transition scenario takes an alternative approach, in which no significant
a late or deferred transition changes in policy or technology occur in the near-term future, and the emissions trajectory
from the 3-4°C pathway tothe  follows the BAU case.

1.5-2°C pathway occurs)

- As the effects of climate change become more apparent, governments will be forced to

urgently revise their climate policies, leading to a sudden transition toward the goals of
the Paris Agreement and a net-zero carbon economy. Technology advances such as battery
storage and electric vehicles are also expected to contribute to the sudden change in energy
demand and supply pathways.

- Such a deferred transition scenario could be expected to have disruptive impacts on the
operational landscape, making it particularly important toinclude business resilience testing.

1 Physical climate event figures averaged across CLP Markets of Hong Kong, Mainland China, Australia and India

2 Historic average references years 1986 to 2005
3 Mainland China only.

Source: https://www.clpgroup.com/content/dam/clp-group/channels/sustainability/document/sustainability-report/2020/

CLP_Sustainability_Report_2020_en.pdf.coredownload.pdf
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Enel: Case study illustrating
top-down macro approach
to scenario analysis

A case study illustrating a
top-down macro approach to
scenario analysis of energy
transition risk and opportunity
is provided by Enel, and
summarized in Figure 5 below.
Enel develops short-, medium-
and long-term scenarios for
the energy industry and for
macroeconomic and financial
conditions in order to support
its strategic and industrial
planning and the evaluation of
investments.

Future trends in climate
variables (in terms of acute and

chronic phenomena) define the
“physical scenario”, while the
economic transition towards
solutions to reduce atmospheric
concentrations of CO, define the
“transition scenario”.

The adoption of these scenarios
and their integration into
corporate processes takes
account of the guidelines of

the TCFD and enables the
assessment of the risks and
opportunities connected with
climate change.

A top-down approach to scenario
development is taken, with macro
models for power markets being
built which are then applied

to specific business lines and

assets. Desktop research is
conducted for every country

of interest and the company
benchmarks international and
national documents and energy
plans to ensure coherence with
internal strategic pillars and
ambitions.®®

It should be noted that for
physical phenomena Enel go to
the asset level (in a similar way to
the Acciona approach explained
below) and so the company has
a hybrid approach overall to
analysis when both physical and
transition are considered.

Time horizons and downscaling framework of Enel group's climate scenario

Short (2021-23)

Medium (2023-30)

Long term (2030-50)

g Physical
@  Scenario
= 2
@ s
o 2 Transition
Scenario

Scientific References

Acute physical impacts

Transition impacts

Data Inputs

Tools/Metrics

Chronic physical impacts

Continuous Dialogue

@ ® &

¥ Global Transition Scenarios
derived from external sources
(IEA, Irena,..)

v Physical Scenarios from IPCC
RCPs 4.5-6 and 2.6

v Scientific and technical partners

&

¥ Share scenarios outputs with
local specific teams and
business lines

v Risks and Opportunities
mapping

¥ High resolution climate data

¥ Macroeconomic and
commodity context

¥ Tech evolution, Consumer
behavior, Geopolitics

v Climate and Energy Policies

¥ TIMES Energy system
modeling tool

¥ Natural hazard models

¥ Business relevant mefrics
definition

Corporate Level
Downscaling

Source: Case Study provided for SES Workshops by Enel
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Acciona: Case study illustrating
bottom-up material drivers
approach

Acciona applies a bottom-

up approach to scenario
development, identifying issues
which could have a material
impact, including climate-related
issues at groups of locations
and/ or business lines, taking into
account geographical exposure
and vulnerability.

The company uses a digital
climate change model, which

monitors historical and projected
climate variables for all Acciona
locations under various
temperature increase scenarios
and with different time horizons,
based on the latest IPCC reports,
as well as production, financial,
emissions, generation and energy
consumption variables.

The risks which are more severe
and material are presented in
specific reports informing the
company's decision-making
bodies about mitigation

options and the potential costs
associated with them. The risks
are translated and integrated
into Acciona general risk
management, which is overseen
by the Board of Directors, Audit
Committee, Finance and Risk
Department and Divisional
Management Committees.

Figure 6 below shows the
bottom-up approach of Acciona
corporate climate change risk
procedure.

Acciona corporate climate change risk procedure

CORPORATE CLIMATE CHANGE RISK PROCEDURE

—

ANALYSIS ACTION DIGITAL CLIMATE CHANGE MODEL REFEREMCES

identify, asses, prioritize and Action  policies and tolerance Monitors historical and projected climate * |PCC Reports

inform the company's decision-

thrasholds are established that

varigbles uwnder warious  temperature

Reglonal climata

making bodies of potential can reasonably guarantee the {f“\ i Increase scenarios and with different time policles

awents that could have an impact achievernent of targets in the .:i'al_‘CIDI'tE horizons, as well as production, financial, Carbon markets
on the group and its locations in short term, the medium and the emissions  generation  and Energy European
relation to climate change. lang term. consurmption variables. Taxonormy

ANNUAL PROCESS

Integration into ACCIONA's general sk managemant
procass, which is overseen by the Board of Directors
{which in turn has a Sustainability Committee]}, Audit
Committee, Finance and Risk Dapartment and the
Divisional Management Cormmittees.

Each risk scenario is evaluated in terms of tha

probability of occurrence and the economic and
reputational consequences. These variables are

then usad to determine the rick level of each one of T

Begins with the configuration
of groups of experts
at the level of each business.

the proposad.

each location, group of locations and/or I‘Ii': “:t”_:'“"': specific reports informing the company's decision-
line of husiness scenarios taking W3 phyedl sk making bodies about mitigation options and the
geographical exposure and vulnerability potential costs associated with them.

intn arenning
Source: Acciona. (2020) Sustainability Report 2019.
Available at; https://accionacorp.blob.corewindows.net/media/3592163/sustainability-report-2019-doble.pdf

ﬁ Experts propase a battery of risk s for [ — ‘ * For higher level risks, each assessment group prepares
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EDP: Case study illustrating
hybrid approach

EDP applies a top-down
approach to climate scenario
development, and then
incorporates bottom-up
information collected from
business units, which are
disaggregated by regions.
Climate scenario analysis and risk
and opportunities quantification is
conducted as part of the Climate
Risk Management Framework
shown in Figure 7.

The potential physical and
transition climate risks and
opportunities that may impact
EDP group's business have
been identified and reviewed to
be aligned with the corporate
risk taxonomy. The risks and
opportunities are assessed
against three aggregated climate
scenarios, which are based

on the International Energy
Agency (IEA) Current Policies
Scenario (CPS) and IPCC RCP
8.5, IEA Stated Policies Scenario
(STEPS) and IPCC RCP 4.5, and

Figure 7: EDP group climate risk management framework

@ Risk taxonomy review

\%—;} Climate scenarios definition

@ Risk parameters/ variables definition

@ BUs auscultation

@ Consolidation and climate value at risk estimation

IEA Sustainable Development
Scenario (SDS) and IPCC RCP 2.6.

The selection of material climate
risks and opportunities by

the business units are done
according to estimated financial
thresholds. All material climate
risks and opportunities are
consolidated in the Climate Value
at Risk (VaR) analysis, which will
be further discussed in Section
3.34.
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(3) Translating energy transition
scenarios into quantitative
financial impacts

This section of the report
presents an overview of
approaches for applying
scenarios to portfolios, assets
and business models in order to
estimate quantitative financial
impacts. General principles and
steps which have been found to
have value by WBCSD's power
utility members are presented,
and illustrated by case studies.

3.1 OVERVIEW OF STEP-BY-
STEP APPROACH

An overview of key steps in the
process is presented below.

1. Framing of analysis

e Discussed in detail in
Section 2 of this report.
This includes the selection
or development of
scenarios, timelines, and
data gathering to inform
the analysis.

Identify relevant climate-
related risks and
opportunities

An assessment is
undertaken to identify

the climate-related risks
and opportunities which
could have a material
financial impact across the
organization’s portfolio,
segmented by asset type/
country/region/business
line as appropriate.

Aligned with the

TCFD guidance,

the development of
climate-related risk and
opportunity over a short,
medium and long-

term time horizon are
considered.

Climate-related risks

and opportunities are
considered across a range
of areas, shown in Figure 8
below.®

Risks and opportunities
which may have a material
financial impact can be
identified using a range of
considerations, including:

— Asset sensitivity
—leveraging the
insights of asset-
level expertise in the
business.

— Portfolio exposure
—determined at
corporate level.

—  Current energy
transition risks and
opportunities (for
example incoming
regulations)
and physical
climate hazards
in geographies of
relevance.

—  Projected climate
trends and scenarios
in geographies of
interest.
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Figure 8: Examples of climate-related risks and opportunities

Climate-Related Risks*

Potential Financial Impacts

Transition Risks

Physical Risks

Policy and Legal
— Increased pricing of GHG
emissions

— Enhanced emissions-reporting
obligations

— Mandates on and regulation of
existing products and services

— Exposure to litigation

Increased operating costs (e.g., higher compliance costs,
increased insurance premiums)

Write-offs, asset impairment, and early retirement of existing
assets due to policy changes

Increased costs and/or reduced demand for products and
services resulting from fines and judgments

Technology

— Substitution of existing products
and services with lower emissions
options

= Unsuccessful investment in new
technologies

— Costs to transition to lower
emissions technology

Write-offs and early retirement of existing assets
Reduced demand for products and services

Research and development (R&D) expenditures in new and
alternative technologies

Capital investments in technology development
Costs to adopt/deploy new practices and processes

Market

— Changing customer behavior
= Uncertainty in market signals
— Increased cost of raw materials

Reduced demand for goods and services due to shift in
consumer preferences

Increased production costs due to changing input prices (e.g.,
energy, water) and output requirements (e.g., waste treatment)

Abrupt and unexpected shifts in energy costs

Change in revenue mix and sources, resulting in decreased
revenues

Re-pricing of assets (e.g., fossil fuel reserves, land valuations,
securities valuations)

Reputation

— Shifts in consumer preferences
— Stigmatization of sector

— Increased stakeholder concern or
negative stakeholder feedback

Reduced revenue from decreased demand for goods/services

Reduced revenue from decreased production capacity (e.g.,
delayed planning approvals, supply chain interruptions)

Reduced revenue from negative impacts on workforce
management and planning (e.g., employee attraction and
retention)

Reduction in capital availability

Acute

— Increased severity of extreme
weather events such as cyclones
and floods

Chronic

— Changes in precipitation patterns
and extreme variability in weather
patterns

— Rising mean temperatures
— Rising sea levels

Reduced revenue from decreased production capacity (e.g.,
transport difficulties, supply chain interruptions)

Reduced revenue and higher costs from negative impacts on
workforce (e.g., health, safety, absenteeism)

Write-offs and early retirement of existing assets (e.g., damage
to property and assets in “high-risk” locations)

Increased operating costs (e.g., inadequate water supply for
hydroelectric plants or to cool nuclear and fossil fuel plants)

Increased capital costs (e.g., damage to facilities)
Reduced revenues from lower sales/output

Increased insurance premiums and potential for reduced
availability of insurance on assets in "high-risk” locations

* The sub-category risks described under each major category are not mutually exclusive, and some overlap exists.
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3

Potential Financial Impacts

Climate-Related Opportunities®

— Use of more efficient modes of

— Reduced operating costs (e.g., through efficiency gains and

E‘ transport cost reductions)
:.g - Use of more efficient production - Increased production capacity, resulting in increased
E and distribution processes revenues
w ;
g - Use of recycling - Increased value of fixed assets (e.g., highly rated energy-
5 - Move to more efficient buildings efficient buildings)
g - Reduced water usage and - Benefits to workforce management and planning (e.g.,
e consumption improved health and safety, employee satisfaction)
resulting in lower costs
- Use of lower-emission sources of - Reduced operational costs (e.g., through use of lowest cost
energy abatement)
o — Use of supportive policy incentives — Reduced exposure to future fossil fuel price increases
(5]
5 - Use of new technologies — Reduced exposure to GHG emissions and therefore less
ﬁ ~ Participation in carbon market sensitivity to changes in cost of carbon
B' — Shift toward decentralized energy = Returns on investment in low-emission technology
g generation — Increased capital availability (e.g., as more investors favor
A lower-emissions producers)
- Reputational benefits resulting in increased demand for
goods/services
w — Development and/or expansion of — Increased revenue through demand for lower emissions
2 low emission goods and services products and services
E - Development of climate adaptation - Increased revenue through new solutions to adaptation
: and insurance risk solutions needs (e.g., insurance risk transfer products and services)
E - Development of new products or - Better competitive position to reflect shifting consumer
.e services through R&D and preferences, resulting in increased revenues
5 innovation
e - Ability to diversify business activities
o

- Shift in consumer preferences

— Access to new markets
Use of public-sector incentives

— Access to new assets and locations
needing insurance coverage

Markets
|

- Increased revenues through access to new and emerging
markets (e.g., partnerships with governments,
development banks)

- Increased diversification of financial assets (e.g., green
bonds and infrastructure)

— Participation in renewable energy
programs and adoption of energy-
efficiency measures

Resource substitutes/diversification

Resilience
I

— Increased market valuation through resilience planning
(e.g., infrastructure, land, buildings)

- Increased reliability of supply chain and ability to operate
under various conditions

— Increased revenue through new products and services
related to ensuring resiliency

* The opportunity categories are not mutually exclusive, and some overlap exists.
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Optional interim step: heat
mapping of climate-related
risk and opportunity

* Climate-related financial
risk and opportunity
analysis is a technically
detailed and time
consuming exercise, and
so to ensure efficiency
and effective resource
management, a phased
approach can be helpful.

e This starts with a high
level, light touch review
of the entire business
in order to identify and
map potential hotspots
of climate-related risk
and opportunity onto the
portfolio.

e This optional heat
mapping exercise
enables the identification

of particular assets or
business lines which
are potential hotspots
of risk/opportunity, and
is followed by deep

dive analysis into those
assets or business lines
to assess quantitative
financial impacts.

* This avoids the need
for detailed analysis of
the whole portfolio. This
targeted approach may
not be acceptable to
stakeholders interested
in whole business
performance, however, it
may be a useful balance
between resource
requirements and
business insights arising
from the most exposed
areas of the business.

Climate-related financial risk transmission channels

CLIMATE RISKS

ECONOMIC TRANSMISSION CHANNELS

4. Evaluate quantitative

financial impacts on the
business

The potential effects

on the organization's
strategic and financial
position is evaluated
under each of the defined
scenarios, and key
sensitivities identified.

Potential areas of financial
impact on the organization
can include Capex, Opex,
revenues, supply chain,
business interruption
and/or timing. These
impacts can then feed to
the company'’s financial
statements and valuation.
The links between climate-
related scenarios and
these financial drivers of a
company's performance
are analyzed in order to

FINANCIAL RISKS

Transition Risks

+ Policy and
regulation

+ Technology
development

+ Consumer
preferences

Physical Risks

+ Chronic (e.g.,
temperature,
precipitation,
agricultural
productivity,
sea levels)

+ Acute (e.g.,
heatwaves,
floods, cyclones,
and wildfires)

Businesses

.

.

.

.

.

.

.

Micro
Affecting individual businesses and households
Households

Property damage and
business disruption from
severe weather

» Loss of income (from
weather disruption and
health impacts, labor

Stranded assets and new rarket frictions)

capital expenditure due
to transition

* Property damage
(from severe weather)
or restrictions (from
low-carbon policies)
increasing costs and
affecting valuations

Changing demand
and costs

Legal liability (from failure
to mitigate or adapt)

Macro
Aggregate impacts on the macro-economy
Capital depreciation and increased investment
Shifts in prices (from structural changes, supply shocks)

Productivity changes (from severe heat, diversion of
investment to mitigation and adaptation, higher risk
aversion)

Labor market frictions (from physical and transition
risks)

Socioeconomic changes (from changing consumption
patterns, migration, conflict)

Other impacts on international trade, government
revenues, fiscal space, output, interest rates, and
exchange rates

Credit Risk

+ Defaults by
businesses and
households

* Collateral
depreciation

Market Risk

« Repricing
of equitites,
fixed income,
commodities, etc.

Underwriting Risk

* Increased insured
losses

* Increased
insurance gap

Financial System Contagion

Operational Risk

* Supply chain
disruption

« Forced facility
closure

Liquidity Risk
* Increased demand
for liquidity

+ Refinancing risk

R

Climate & Economy Feedback Effects

4
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understand the most
material financial risks
and opportunities to the
business. Examples for
the power sector are
presented in Figure 9.4

Quantitative financial
analysis can then be
undertaken at the

asset level (e.g. X power
generation plant) or
business line level (e.g.

Y digital services or Z
retail business line) by
building scenarios into
the financial model of the
assets/business lines
which are potentially
most exposed to climate
related risk or opportunity,
to calculate potential
financial impact.

The outcome of this step
includes quantitative
financial results under
different scenarios,
highlighting how the
financial impact of
climate related risk and
opportunity is manifested
ina company's

performance and position.

The financial impact may
be presented in a number

of ways and there is not
consensus yet on the
methodology or most
appropriate metric(s).
Examples of forward-
looking climate-related
metrics include Value-
at-Risk (VaR), Implied
Temperature Rise (ITR)
and Carbon Earnings at
Risk.

Integration into an
organization's strategic
and risk processes

e The purpose of this step
is to apply the learnings
from the financial analysis
and integrate them
into the organization's
strategic decision
making, risk management
and governance
processes. Case studies
demonstrating this step
are presented in the TCFD
preparer's forum report.*’

It should be noted that there
are a number of challenges
associated with quantifying
the financial implications of
scenarios on a particular
company, portfolio or asset.
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For example:

* Publically available
scenarios may be
insufficiently detailed,
specific to the location
or type of asset under
consideration.

* There may be lack of
sufficient data and
understanding of the
vulnerability of particular
assets or business lines
to climate-related drivers.

* Theinteraction between
direct and indirect climate
change impacts can be
difficult to predict
or quantify.

However, despite these
challenges, the analysis
of climate-related risk and
opportunity can provide
important signposts of
climate-related risk and
opportunity, improving
strategic decision making
and risk management.




Supplementing the TCFD
recommendations, the following
insights and approaches

are suggested based on the
experience of WBCSD members
in the Sustainable Energy Supply
workstream:

Define common terminology
to reduce the potential for
confusion and assist with
comparability

The terminology associated
with climate-related risk and
opportunity analysis varies by
organization, which can make
comparability and review of
analyses more challenging.
Additionally, if organizations are
delegating some of the analysis
from corporate level to business
unit or asset level then having
common terminology is vital to
aid the review and consolidation
of the results at a corporate level.
Some suggested terminology is
below, and a full list is provided
in the glossary at the end of this
guidance:

e Scenario - A plausible
description of how the
future may develop based
on a coherent and internally
consistent set of assumptions
about key driving forces
(e.g., rate of technological
change, commodity prices)
and relationships. Note
that scenarios are neither
predictions nor forecasts,
but are useful for providing
a view of the implications of
developments and actions.*?

Business-as-usual -
Business-as-usual (BAU)
scenarios are based on the
assumption that operating
practices and policies remain
as they are at present.
Although baseline scenarios
could incorporate some
specific features of BAU
scenarios (e.g., abanona
specific technology), BAU
scenarios imply that no
practices or policies other
than the current ones are in
place.®

Scenario indicator - Climate
scenarios typically comprise
large data sets, covering
emissions, energy and other
metrics across a range of
sectors. 'Scenario indicators’
within these data sets

are leveraged to perform
climate risk and opportunity
assessment and include
parameters such as demand
and pricing of different
commoadities, the energy mix,
macro-economic variables
such as GDP and population
growth and CO, emissions
intensity. Scenario indicators
are sometimes called by
other terms including climate
factors, variables, drivers or
parameters.

Financial impact - Climate-
related financial impact
is a historical or current
quantity or forward-looking

quantitative outlook (estimate,

projection, or forecast)
regarding the financial
impact of climate-related
risks and opportunities on
an organization's financial
performance or position.
The impact on business
performance and position
is measured through

financial drivers such as
capital expenditure (Capex),
operational expenditure
(Opex) or revenue, arising
from shifts in scenario
indicators under different
scenarios. These drivers
then impact the financial
statements and valuation of
the company. Some members
disclose the absolute
impact on Capex, Opex
and/or revenue, while some
disclose the percentage
change. The financial

impact may be presented

in a number of ways and
there is not consensus yet
on the methodology or
most appropriate metric(s).
Examples of forward-looking
climate-related metrics
include Value-at-Risk (VaR),
Implied Temperature Rise (ITR)
and Carbon Earnings at Risk
—discussed further under
“Metrics" below.



Define common scenario
indicators to aid comparability

The analysis of the impact

of climate-related scenarios

is expected to take place

on aregular basis across all
business lines and assets. As
such, there is value in defining
a series of key parameters that
describe the climate drivers
and development pathways
over the scenario's timeframe,
termed “scenario indicators”.
This ensures consistency of
approach across the portfolio,
and different iterations of the
analysis.

There is also a wider industry
benefit that transparency
around key parameters and
assumptions will help to
support comparability of
results between different
scenarios used by an
organization and across
organizations. This is also
aligned with the emphasis on
sharing key analysis features
(parameters, assumptions,
analytical choices and
impacts) made by the TCFD.44

The scenario indicators listed
below are examples which
may be material for quantifying
financial impact of energy
transition-related risk and

opportunity on a power utility's
business performance.

Metrics

The TCFD's guidance

on Metrics, Targets and
Transition Plans outlines key
cross industry metrics for

all companies to consider
disclosing. Other metrics are
being explored to measure
financial impacts from climate-
related risk and opportunity.
Example metrics include
Value-at-Risk (VaR), Implied
Temperature Rise (ITR) and
Carbon Earnings at Risk. In

a similar way to mainstream
financial metrics, no single
metric can fully describe
climate-related exposure.

All of these metrics are at an
early stage of development
for application in the climate
space and so methodologies
and approaches are still
evolving.

As approaches to analyzing
and disclosing climate-related
risk and opportunity are still
developing, a key metric which
is currently used to analyze
and disclose climate impacts
is carbon emissions. Generally
the focus so far has been on
Scope 1 and 2 (and the TCFD
guidance says that Scope

1 and 2 should be reported
regardless of materiality),
however there is a growing
focus on Scope 3, as well as
scrutiny over the timeframe
that reductions are committed
over and alignment with net
zero.

Other metrics that can be
estimated using current
methodologies include energy
demand, electrification share
and share of renewables in

the energy mix, which can be
benchmarked against external
sources such as [EA, IRENA,
BNEF and NECPs.

Value-at-risk (VaR) measures
the loss a portfolio may
experience, within a given
time horizon, at a particular
probability. Climate VaR has a
long time horizon (many years)
compared with the shorter
time horizon of standard
financial VaR.

Some power utility members
have conducted scenario
analysis and derived quantified
financial impacts at both the
asset and portfolio level using
a VaR tool (see for example
EDP case study).

TCFD quadrant Example scenario indicators for power utilities

Market & technology
shift

Energy demand and mix, segmented by energy generation type;
Fuel and commaodity prices (e.g. oil, gas and coal);

Technology availability and prices —including production, storage and use (e.g. solar P\V/ CSP, wind,
energy storage, biofuels, hydrogen, CCS/ CCUS, electric vehicles);

Electrification share (of total energy demand and by sector);

Energy intensity and carbon intensity of GDP, in particular sectors which are key customers;
Stability and security of electricity networks, and associated investment;

Shift towards decentralized energy generation;

Macro-economic variables (e.g. GDP rate, employment rate); and,

Demographic variables (e.g. population growth).

Policy and legal

Carbon prices;

Energy efficiency regulations;

Mandated switch to hydrogen;

Mandated closure of coal or nuclear; and,
Mandated installation of CCS for gas plant.

Reputation

Trackers of successful climate-related litigation;
Retention rates for staff; and,
Capital availability and cost.
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The VaR approach was

not used by all members,

as some felt that the
methodology was not
sufficiently advanced yet so
would give a false impression
of accuracy. In particular,
the interplay between
different interconnected
drivers of climate-related
risk and opportunity was felt
to be poorly understood.
The development of VaR
methodologies is an area of
focus by both corporate and
non-corporate players.

Importance of balancing
resource requirements with
business planning, and the role
that a phased approach

to analysis can play in this

Allmembers discussed the
heavy resource requirement
associated with scenario
analysis, with a team of

20-30 people to develop
scenarios and undertake
analysis potentially required.
Complex computational
models, considering a range of
indicators such as commodity
pricing, production and
national policies are required,
driven by internal expertise.

Most of WBCSD's power utility
members undertake an annual
scenario analysis exercise,

to feed into disclosures and
internal planning cycles, and
considered this particularly
important for transition risk,
which can change quickly.

In addition to an annual
scenario analysis exercise,
regular monitoring was felt

to be important, in order to
update the analysis for fast
changing drivers, for example
regulations and policy
frameworks relevant to the
energy transition space.

The review process also
depends on the timeframe
considered. Members
suggested to review short and
medium term risks annually
and long termrisks less
regulatory (e.g. once in every
2 years).

There were different
approaches regarding how
often the physical analysis
was undertaken. Some
members consider analysis
of physical risk could be
undertaken less frequently,
for example every two years,
because the climate does not
change as fast as the drivers
of energy transition risk and
opportunity. However, some
members felt that an annual
review of physical risk was still
useful despite this, because
the industry's understanding
of the data and how to use it
is quickly improving. A yearly
update could profit from new
scientific findings indicating
if the world is aligned with
particular trajectories. It may
also be helpful for external
engagement to send the
message that physical

risk and opportunity is

being analyzed annually,

as otherwise external
stakeholders may receive
the impression that it is not
considered as important as
energy transition risk and
opportunity.

Given the complexity of the
analysis, some members
found it useful to undertake
a limited analysis initially, and
then improve the approach
year on year. This provides
the opportunity to organically
develop internal capabilities
and tools, staggering the
resource requirements over
two or more years.

Keeping abreast of

developments in datasets, tools

and stakeholder expectations

While some categories of
climate-related risk and
opportunity are relatively
straight forward to analyze
and quantify, for example
carbon pricing (see EDF
Case Study), others such
as reputation are less
straight forward, relying on
proxy indicators such as
databases of litigation actions
and results. It is therefore

important to stay abreast of
new datasets and tools as
these become available, which
could help to inform analysis.

Additionally, the expectations
of external stakeholders

are developing quickly, and
SO previous assumptions
underlying the analysis such
as the choice of scenario
and the timeframes under
consideration, may require
regular review.

Don't forget opportunity!

While the focus of many
analyses is risk, the analysis
of climate-related opportunity
is a cornerstone of the TCFD
recommendations and can
provide important insights

for strategic positioning, to
achieve long term sustainable
growth.

The analysis of opportunity
can be undertaken using the
same framework as the risk
analysis, it does not require a
specific, different approach.

The following case studies from
WBCSD member companies
demonstrate a range of
approaches to evaluating the
financial and quantitative impacts
of climate change using scenario
analysis.

EDF: Case study on evaluating
quantitative financial impacts

The financial impacts of some
scenario indicators are more
straight forward to analyze than
others. An example of an indicator
which is relatively straight forward
is carbon pricing, and an example
from EDF of the quantification of
the financial impact is presented
below.*’



In terms of transition risk and
opportunity, the regulations that
encourage decarbonization of the
energy mix, such as the European
Emission Trading System (EU
ETS) are considered to be an
opportunity for EDF group. The
positive financial impact of this
opportunity is estimated by
comparing the carbon intensity
of the electricity produced by
EDF group (51 gCO,e/kWhiin
2020) with the average carbon
intensity of the electricity in
Europe (275 gCO,e/kWhin 2018).
Anincrease of €10/tCO,e of the
EU ETS carbon price would result
in a competitive advantage for
EDF group estimated to be €900
million per year, which would
enhance the company’s financial
capacity to deliver the zero
emissions investments needed in
the future.

Enel: Case study on evaluating
quantitative financial impacts

Enel undertakes hotspot analysis
of climate-related risk and
opportunity, at the portfolio level,

in order to identify key areas of
high risk and opportunity, which
could warrant further detailed
(quantitative) analysis and
disclosures in the Company's
Annual and Sustainability
Report.*®

Enel has adopted a framework
that explicitly represents the

main relationships between
scenario variables and types of
risk and opportunity shown in
Figure 10, specifying the strategic
and operational approaches

to managing them, comprising
mitigation and adaptation
measures.

There are two main macro-
categories of risks/opportunities:
those connected with
developments in physical

and the latter to more gradual
but structural changes in climate
conditions.

The energy transition towards
a more sustainable model,
characterized by a gradual
reduction of CO, emissions,
has risks and opportunities
connected both with changes
in the regulatory and legal
context and trends in technology
development, electrification
and the consequent market
developments.

Figure 11 is an extract from Enel's
Annual Report which summarizes
the financial impacts of transition
risks on Enel's business. As

can be seen, considering the
transition scenarios developed
by Enel Group for Italy and Iberia,

variables and those linked to
the evolution of the transition

scenarios.

Physical risks are divided in turn
between acute and chronic, with
the former linked to extremely

an increase in in the penetration
of renewables on the Global

Power Generation segment of
its business could produce an

intense meteorological conditions

Framework of main risks and opportunities

Description

Risk/opportunity:
changes in the prices of
commaodities and energy,
evolution of energy

mix, changes in retail
consumption, changes in
competitive environment.

Opportunity: increase
in margins and greater
scope for investment
as a consequence

of the transition in
terms of greater
penetration of new
electrical technologies
for residential
consumption and electric
transportation.

Risk &

Scenario Time opportunity
phenomena horizon category
Transition  Starting with Market

medium term

(2024-2029)
Transition  Starting with Product &

medium term Services

(2024-2029)

Starting with Technology

medium term

(2024-2029)

Impact

Considering two
alternative transition
scenarios, the

Group assesses the
impact of trends in
the proportion of
renewable sources

in the energy mix,
electrification and the
penetration of EVs to
estimate their potential
impacts.

Trends in the
electrification of
transportation
and residential
consumption will
potentially have
an impact on our
business,

Considering two
alternative transition
scenarios, the Group
assesses the potential
opportunities to scale
up current businesses
in response to trends
in the electrification of
transportation.

increase of <EUR 100 millionin
EBITDA by 2030 compared with
2022.

Management approach

The Group is maximizing opportunities

by adopting a strategy founded on the
energy transition and the rapid expansion
of renewable generation and the
electrification of energy consumption.

The Group is maximizing opportunities
thanks to its strong positioning in new
businesses and “beyond commodity”
services.

The Group is maximizing opportunities
thanks to its strong positioning in global
networks.



Figure 11: Correspondence and degree of intensity between scenario key parameters and operational
business indicators

Quanti-

Risk & fication
Scenario opportunity Time Description GBL -Type of <100 100-300 >300
phenomena category horizon of impact affected Scope impact €mil  €mil €mil

Risk/opportunity:
Increase or decrease

Quantification - range

in electricity demand.
Electricity demand +1% .
is also affected by

temperature, whose Global Power
fluctuations canhave  Generation

an impact on our and Global
business. Although Infrastructure
structural changes and Networks

should not emerge in EBITDA/
Market Short term the short/medium- ﬁ Group

Chronic

physical year

term, in order to

assess the sensitivity of

Group performance to [h 1%
potential temperature

variations, we have o

performed an analysis

of sensitivity to changes ﬂr

of +/=1% in electricity

demand for the Group
as awhole.

Risk/opportunity: Group EBITDA/
Increase or decrease in Potential year +10% .
renewables generation. hydroelectric
Renewables generation output
is also affected by the
availability of resources, _10%
whose fluctuations
can have an impact on
our business. Although ~ Global Power  Group EBITDA/
structural changes Generation ~ Potentialwind year +10% .
should not emerge in output
the short/medium-

Market Short term term, in order to
assess the sensitivity of -10%

Group performance to [.b
potential temperature

Chronic
physical

variations, we have Group EBITDA/
performed an analysis Potential solar year +10% .
of sensitivity to changes output
of +/-10% in potential
electricity output by
technology.
-10%
{1} Time horizon : short (2020-2022); medium (up to 2030); long (2030-2050). [ Ueside scenario Downside scenario
current policies current policies

Source: https://www.enel.com/content/dam/enel-com/documenti/investitori/sostenibilita/2020/sustainability-report._2020.pdf
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Iberdrola: Case study on
evaluating quantitative
financial impacts

Climate-related financial risk

and opportunity assessment is
coordinated at corporate level
by Iberdrola, through an internal
multidisciplinary working group,
including representatives for each
business unit. The methodology
considers the impacts on
operational indicators resulting
from change in macroeconomic
or industry parameters which are
considered most significant for
Iberdrola’s businesses in each

country. These indicators are
termed "Key parameters of the
scenarios” in the table below, and
"Scenario Indicators” in this report,
through comparing variations
per scenario from the company's
business-case scenario baseline
(IEA-SDS). A change in these
parameters affects the group's
various businesses to different
degrees, and would impact
different operational business
indicators as shown in Figure

12, which is also presented in
Iberdrola's Sustainability Report
2020%

(Page 84-90).

The guantitative financial impact
on Iberdrola’s EBITDA in 2030 is
presented in Figure 13. As can
be seen, the Retail and Networks
businesses could be impacted
with losses of under €100 million
in terms of expected EBITDA

for 2030 under the IEA-STEPS
scenario. On the other hand,

the opportunities arising from a
IEA-Net Zero scenario could have
a positive impact on EBITDA of
more than €100 million in 2030
for each of the three businesses:
Retail, Global Generation and
Networks.

Correspondence and degree of intensity between scenario key parameters and operational

business indicators

KEY PARAMETERS pr:d‘::i on R::;?:::e :::;:::
OF THE SCENARIOS
(GWh) (W) (GW)

Investment
Customers .
in networks
(GWh) (M€)

Final electricity demand (TWh)

v

v v

Weight of electricity
in final energy consumption (%)

Renewable share
of the generation mix (%)

Installed renewable capacity (GW)

Installed gas capacity (GW)

Intensity of CO; emissions (grCO,/kWh)

Total CO, emissions in the
electricity sector (MtCO,)

Carbon price (€/tC0O;)

Bold: High degree of intensity in the correspondence of these two parameters

Normal font: Average degree of intensity in the correspondence of these two parameters



Figure 13: Financial transition climate related risks and opportunities on Iberdrola’s business for 2030

Legend
s Positive impact
— Not significant
v Negative impact

Impact 2030 STEPS scenario Net Zero scenario
Business Type ofimpact Low/NS Medium High Low/NS Medium High
7R ) v a
\32% ) Retail GWh - A
= =
= &
Global generation MW/GWh = A
v a
v a
@ Networks Investment (M€} - -
Impact on EBITDA 2030 (M€)
STEPS scenario Net Zero scenario
€M €M
Business Type of impact <100/NS 100-300 >300 <100/NS 100-300 >300
[ I{‘ ) Retail 2030 EBITDA v A
@ Global generation 2030 EBITDA = A
2030 EBITDA v a

@ Networks

Legend
a Positive impact
= Not significant

v Negative impact
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EDP: Case study on evaluating
quantitative financial impacts

The potential physical and
transition climate risks and
opportunities that may impact
EDP Group's business have
been identified and aligned with
EDP's corporate risk taxonomy,
as shown in Figure 14. For
example, physical risks have been
matched to the risks regarding
physical assets (damage to
assets, losses in efficiency/
performance) and business risks
involving variability in renewable
resources and in energy
consumption, while transition
risks have been matched to
business risks (energy markets

Climate risk taxonomy alignment with corporate risk taxonomy

RECALLING TCFD
TAXONOMY .

and regulation), strategic risks
involving technological disruption
and changes in the competitive
paradigm, and legal risks.

There are several physical
parameters (from acute and
chronic risks) and transition
variables, (price of carbon
dioxide, price of coal and natural
gas, electricity demand and
power generation mix), which are
used to quantify climate-related
risks and opportunities. The
quantification process involves
the assessment of material
impacts in three time horizons:
short term (2025), medium term
(2030), and long term (2050).

The outcome of risks and
opportunities quantification for
each business unit under the
different scenarios and time
horizons, is then aggregated and
consolidated in the Climate Value
at Risk (VaR) estimation. Figure
15 shows the structure of the
exercise of risk and opportunities
quantification, as well as some
examples of risk assessment
conducted by EDP. The
consolidated risk quantification
results allow an integrated
oversight of Climate Value at

Risk in EDP, pinpointing the most
resilient areas and the areas
which may require mitigation
measures.

33
Phrysical risks * Aeute m m m .
= . PaalEid czmmaties Aty arger
Chronic i a
Exwcation ik (00D
Transition rigks  + Policy and bagal m
Ogarnting nsen
+ Technology Tecaeclagics dwspiar m Przparoy danags spon
e
+ Barket Compaitie paracign
o mm— e ==
* Reputation
Ogartionnl
Secar charges and tamn marizmeance
Dpportunities * Resouros _““l'-r‘ﬂ
efficiency L
c Sardics gualicy
+ Energy source
* Product and Eratzrmanial
e Ikt iiad ol it Fishs
* Markets Fiwaical Hukn
45 Logal
* Resilience Trazsition Rhks

Climate risk taxonomy alignment with corporate risk taxonomy

Structure of the exercise

Objective Activity

* Rewisit taxanomies and check if there is any relevant change
ik [eonsidering EDP's portfalia)
review + Walidate tanonomies and identify relevant risks & opportunities

far each BUY Gea/ segment

Climate scenarios Revisit climate scenarios validating reference scenarios for

definition transition and physical risks & opportunities
Risk parameters/ « Update risk parameters for physical variables
variables definition . 304000 risk assumptions for transition variables
+ Send template with updated tanonamy, scenarios and
pararnaters and assumptions
BU= auscultation
+ Selact among the idemifiad risks the cnes of seanomic
relevance (impact =1ME) and quantify them
Cansolidation and + hggregate and challenge of results
climate VaR
estimation + Prepare commaunication of climate VaR analysis
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Ea‘ Examples of risk assessment

Direct sitimation

Rise of temperatiire
increase of energy distribution Josses
Inputs
*  Scenario temperature var
»  dwerage) max change in load by scenario temperature var
*  Price
Output— assurmes a Normal distribution
dyerage rise of costs with energy losses |Expected loss)
*  Maurise of costs with enengy losses [Max loss|

Indirect estirmation

Extreme wind events
increase damoge of oidels

Inputs

+  Scenaric variation of number of extreme events [frequency)

*  dwerage and max historical impact claimed to insurance (average and mas
irmpaets)

Dutput— assumes a Poisson & Weibull distributions

" dnnual expected rize of darmage of assets loss [Expected loss)

= Annual max rise of damage of assets less |Max loss)






Conclusions and
recommendations

The approaches and case
studies developed by WBCSD's
power sector members, and
presented in this report, offer
unique insights from companies
which have been developing
their responses to TCFD for
many years. Methodologies

are stillunder development,
however, are shared here to
accelerate the adoption across
the sector globally of consistent
and effective TCFD-aligned
analysis and disclosure. This
willimprove the resilience and
strategic decision making of
companies in the sector, while
also benefitting the global
economy and accelerating
decarbonization.

The key recommendations
arising out of the approaches
developed by WBCSD's
members include:

* Developing an effective
framework for analysis of
climate-related financial risk
and opportunity:

— Alignment of
level of ambition
with stakeholder
expectations is key.

— Choice and range of
scenarios — Including
more extreme scenarios
can be valuable for
stress testing business
models.

— Timeframes — Set short,
medium and long term
time horizons that are
aligned with company
targets (including interim
milestones), make sense
for the business lines
and assets, as well as
key stakeholders.

Interplay —
Understanding the
interplay between
physical and transition
scenarios is important,
for example because
scenario assumptions
may not be perfectly
aligned and impacts may
be felt over different time
horizons.

Terminology — Using
consistent terminology,
aligned with the TCFD
Recommendations, can
avoid confusion and
improve comparability.

Top-down, bottom-up
and hybrid approaches
have all been used

with success by
WBCSD's members.
These approaches
have advantages and
disadvantages and so
companies may wish to
explore which approach
would add most value.

e Evaluating climate-
related financial risk and
opportunity

Define common
scenario indicators

— The analysis of the
impact of climate-
related scenarios is
expected to take place
on a regular basis across
all business lines and
assets. As such, there is
value in defining a series
of key parameters that
describe the climate
drivers and development
pathways over the
scenario's timeframe,
termed “scenario
indicators”. This ensures

consistency of approach
across the portfolio,

and different iterations
of the analysis. There

is also wider value to

the industry of this, as it
improves comparability
of analyses.

Consider a phased
approach — A phased
approach to analysis
can ensure efficient

use of resources.

This caninvolve a

high level analysis of

the full portfolio to
identify hotspots of
climate-related risk and
opportunity, followed

by deep dive analysis of
assets or business lines
which are particularly
exposed. The first step
is not essential, but can
help to focus time and
effort on the areas of the
business which are most
exposed.

Metrics — Climate-
related metrics
describing financial
impacts and resilience
come in a variety of
forms and are used

for different purposes
throughout an
organization. Metrics
such carbon emissions
are commonly used
and can support
analysis tangibility and
comparability, while new
emerging metrics such
as value-at-risk were
found to be valuable

to some members,
although other members
felt that methodologies
were not sufficiently
advanced yet to give a



meaningful result.

Balance resource
requirements with
business planning - Itis
important to balance the
resource to undertake
the analysis with the
value of undertaking the
analysis. It may be that

it is helpful to undertake
energy transition
analysis more frequently,
as the drivers change
more quickly than
physical climate change
related drivers. However,
the expectations of
external stakeholders
and the potential to
improve analysis quickly
over time is also worth
consideration. Multi-
departmental teams
working on this topic is
also seen as key.

Keep abreast of
developments in
datasets and tools -
While some categories
of climate-related

risk and opportunity
are relatively straight
forward to analyze and
quantify, for example
carbon pricing, others
such as reputation are
less straight forward. It
is therefore important
to stay abreast of new
datasets and tools

as these become

available, which could
help to inform analysis.
Additionally, stakeholder
expectations are
developing quickly,
which may have
implications for scenario
choice, timelines and
key assumptions such
as negative emissions.

— Don'tforget
opportunity! — While
the focus of many
analyses is risk, the
analysis of opportunity
is a cornerstone of the
TCFD recommendations
and can provide
important insights for
strategic positioning,
and long term
sustainable growth.

More effective climate-related
financial disclosure will be

a key tool to accelerate a
sustainable transition to a low
carbon future. As a relatively
early mover in this space, the
electric utility sector is ideally
placed to share insights from

its approaches and contribute
to aresilient low carbon future.
Methodologies to analyze and
quantify climate-related financial
risk and opportunity are still
under development, and it will
be exciting to see these efforts
come to fruition over the coming
years.
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Glossary

Business-as-usual scenario

- Business-as-usual (BAU)
scenarios are based on the
assumption that operating
practices and policies remain
as they are at present. Although
baseline scenarios could
incorporate some specific
features of BAU scenarios (e.g.,
a ban on a specific technology),
BAU scenarios imply that no
practices or policies other than
the current ones are in place.

Climate-related metric is a
quantity indicative of the level of
historical, current, and forward-
looking climate-related risks

and opportunities for a given
organization. These indicators are
used to track climate-related risks
and opportunities and can also
be used to measure progress
against climate-related targets
over the duration of the period for
which a target is set.

Climate-related financial
impact is a historical or current
quantity or forward-looking
gquantitative outlook (estimate,
projection, or forecast) regarding
the financial impact of climate-
related risks and opportunities
on an organization's financial
performance or position. The
impact on business performance
and position is measured
through financial metrics such as
capital expenditure, operational
expenditure or revenue, arising
from shifts in scenario indicators
under different scenarios.

External scenario: External
scenarios are publicly available
scenarios that are used by the
climate policy and research
community. Examples include
scenarios developed by the
Intergovernmental Panel on
Climate Change (IPCC) and the
International Energy Agency (IEA).
Publicly available scenarios are
typically designed for research
and policy purposes and may not

immediately be “fit for purpose”
for an organization's scenario
analysis.

Internal scenario: Scenarios that
define plausible pathways toward
different potential futures of an
organization; are built based on
internally consistent, logical, and
credible assumptions; and can be
modeled to quantify outcomes
specifically for an organization’'s
business operation. Developing
climate-related scenarios
in-house allows tailoring of
scenarios to the specific climate-
related risks and opportunities an
organization faces.

International Energy Agency
(IEA): A Paris-based autonomous
intergovernmental organization
established in the framework of
the Organisation for Economic
Co-operation and Development.
The IEA works to ensure reliable,
affordable, and clean energy for
its 29 member countries and
beyond. The organisation has
four main areas of focus: energy
security, economic development,
environmental awareness and
engagement. Each year the IEA
publishes The World Energy
Outlook (WEQ), which provides
analysis and insights on trends

in energy demand and supply,
and what they mean for energy
security, environmental protection
and economic development.

Implied Temperature Rise
(ITR) — An estimate of the
global temperature rise (in °C)
above preindustrial levels that
would occur if all companies in
corresponding sectors had the
same carbon intensity as the
selected company.

IPCC: Intergovernmental Panel on
Climate Change. An international
forum of experts established in
1988 and used by the United
Nations to undertake periodic
assessments that address how
climate will change, what its

impacts may be, and how we can
respond.

Scenario: A plausible description
of how the future may develop
based on a coherent and
internally consistent set of
assumptions about key driving
forces (e.g. rate of technological
change, commaodity prices)

and relationships. Note that
scenarios are neither predictions
nor forecasts, but are useful

for providing a view of the
implications of developments and
actions.

Scenario indicator: Climate
scenarios typically comprise large
data sets, covering emissions,
energy and other metrics across
a range of sectors. ‘Scenario
indicators’ within these data sets
are leveraged to perform climate
risk & opportunity assessment
and include parameters such as
demand and pricing of different
commodities, the energy mix,
macro-economic variables

such as GDP and population
growth and CO, emissions
intensity. Scenario indicators

are sometimes called by other
terms including climate factors,
variables, drivers or parameters.

Value-at-Risk: Value at risk (VaR)
measures the loss a portfolio may
experience, within a given time
horizon, at a particular probability.
Approaches for calculating
climate-related VaR are still under
development, however ultimately
a point may be reached where
investors expect climate-related
VaR to be disclosed.
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