COP26: An Australian investment perspective

As the world’s leaders get set to convene in Glasgow to accelerate a global roadmap to limit
global warming to 1.5 degrees, it is becoming increasingly apparent that the private sector needs
to raise ambition and drive its own climate agenda, particularly in the Australian policy context
What is COP26?
The 26th Conference of the Parties under the 1992 United Nations Framework Convention on Climate Change will officially open on
31 October in Glasgow, delayed by a year due to the COVID-19 pandemic. It will be attended by more than 190 world leaders, as well
as thousands of other senior government and business officials, who will spend twelve days discussing ways to tackle the global climate
challenge. It is widely considered to be the most important climate summit since 2015, when the Paris Agreement was signed.
While a range of climate issues will be discussed, the focus will be on understanding how each country intends to reach net zero. In
the lead up to COP26 we have seen increasing pressure on governments to revise their national targets to cut or curb the growth of
emissions (referred to as “Nationally Determined Contributions”) in line with a Paris Agreement-aligned 1.5 degree target¹.

How does Australia compare?
Despite having higher per capita emissions than countries like the US, the UK and China, Australia has been a well-publicised laggard
on climate policy commitments. Australia formally updated its Nationally Determined Contribution in December 2020, attracting criticism
for not improving on its previous 2030 targets and its reluctance to make a firm net zero commitment. The Climate Action Tracker² rates
Australia’s overall federal approach to climate targets, policies and finance as “highly insufficient” and not Paris Agreement aligned, while
noting the emergence of more robust State-level commitments.

Figure 1: Per capita CO2 emissions³
Carbon dioxide (CO2) emissions from the burning of fossil fuels for energy and cement production. Land use change is not included.

Source: Our World in Data based on the Global Carbon Project OurWorldinData.org/co2-and-other-greenhouse-gas-emissions/CCBY Note: CO2 emissions are measured on a production basis,
meaning they do not correct for emissions embedded in traded goods.

Australia does, however, have the potential to benefit enormously from the transition to a low carbon economy on a global scale. With
an abundance of sun and wind, and large areas of land available for renewables projects, Australia is well-placed to “become a leading
exporter of electricity (via undersea cables), as well as many currently emissions-intensive industrial products where decarbonisation of
the production process is possible, such as hydrogen, steel, aluminium and ammonia”⁴.

The private sector should still take action
Despite the uncertain policy environment, Australian businesses and investors should continue to press ahead with integrating the
financial impacts of climate change risks and opportunities into their decision-making.
The evidence is there to suggest the world is – at least in some fashion - transitioning to a low-carbon economy. Other governments
globally are coalescing around the need to reach net zero by 2050, with over 60% of global emissions covered by national net zero
commitments⁵. The number of global corporations with net zero targets is accelerating rapidly – including in Australia, with a large increase
between 2019 and 2020 in the number of ASX200 companies who have set medium-term and long-term emissions reduction targets⁶.
The companies with the highest transition challenges are typically found in the energy industry and utilities sectors, with vulnerabilities
ranging from stranded assets through to risks that can be managed through transition strategies.

Number of ASX 300 companies with targets

Figure 2: Number of ASX300 companies with Net Zero/Carbon Neutral Commitments as at October 2021,
by target year

Year for target commitment

Source: UBS ESG Advisory Sales

There is also increasing scientific evidence of the physical impacts of climate change. In August 2021, the Intergovernmental Panel on
Climate Change (IPCC) published its sixth Assessment Report (AR6)⁷. At the time of publication, the UN Secretary-General Antonio
Guterres said it should be considered as a “code red for humanity”, confirming that climate change is unequivocally caused by human
activity and predicting that under all climate scenarios the world will reach 1.5 degrees above pre-industrial levels within 20 years.
Australia is already highly exposed to physical climate risks, meaning Australian businesses in particular will need to manage the physical
impacts of climate change on their operations, particularly heat stress, drought and fire risks.

Figure 3: The trend in mean temperature across Australia between 1970-2020⁸

Source: Commonwealth of Australia 2021, Bureau of Meteorology

The resulting “transition risks” (including potential policy, legal, technology and market changes)
and “physical risks” (including the impact of acute weather events or longer-term changes in
climate patterns) will result in a range of financial impacts across all sectors. Businesses will
increasingly see their supply chains, operating costs, physical assets and customers’ behaviour
and preferences impacted by climate change. Equally, climate change represents significant
investment opportunities, requiring innovative business and operational solutions across key
sectors of the economy. For example, the International Energy Agency estimates that annual
clean energy investment needs to more than triple by 2030 to over $4 trillion⁹.
While enhanced policy commitments will amplify these risks and opportunities, they still exist in
Australia regardless and they are increasingly influenced by global developments.

“Climate change is a
first-order risk for the
financial system”
Guy Debelle, Deputy Governor
Reserve Bank of Australia¹⁰

What is Adamantem’s approach?
As part of our approach to pursuing outstanding financial returns and contributing to social and environmental impacts, we incorporate the
assessment of climate risks and opportunities into our investment due diligence and develop climate resilience strategies within portfolio
companies during our ownership period.
With the support of our specialist climate advisors, we have designed a customised climate analytics approach in line with the Task
Force on Climate-Related Financial Disclosure recommendations¹¹. Our scenario analysis framework deploys the latest climate models
to assess transition and physical risk extremes. These scenarios are used in due diligence to stress test company performance against
plausible climate outcomes – including, for example, the impact of the introduction of carbon pricing - with results of the analysis fully
integrated into our investment decision-making process alongside the consideration of other commercial and financial risks.

Table 1: Our climate scenarios¹²
High transition risk future

High physical risk future

Transition risk profile and implied
temperature rise¹³

Higher transition risks (~1.5⁰C)

Lower transition risks (~3⁰C)

Physical risk profile and implied
temperature rise¹⁴

Lower physical risks (~1.8⁰C)

Higher physical risks (~4⁰C)

Scenario
summary

Includes significant growth in global
carbon pricing, higher government
emissions reduction targets, a shift in
capital allocation towards climate-resilient
sectors and technologies, rapid energy
sector transition and consumer preference
shifts

Includes increasing chronic climatic events
(including more hot and very hot days,
longer and more frequent heatwaves and
increased drought conditions in certain
parts of Australia) and acute climatic
events (including increasing intensity,
frequency and duration of fire events and
heavier rainfall and flooding in parts of
Australia)

In the portfolio company management phase we seek to mitigate these risks and incorporate the opportunities into our value creation
plans. We are positioning the investments in our latest Fund for the transition to a lower-carbon economy through our commitment to
measuring each portfolio company’s Scope 1 and Scope 2 emissions and developing an emissions reduction strategy aiming to achieve
net zero in relation to those emissions within 10 years of our investment.
We have recently conducted a Fund-level climate analysis, to understand where climate risks and opportunities are concentrated or
mitigated as a result of the combined portfolio investments made by the Fund. The insights from this analysis will be disclosed to our
investors as part of the “Strategy” pillar of the TCFD-recommended disclosures, and used to guide future investment strategy.

Where to from here?
As the 2021 Global Investor Statement to Governments on the Climate Crisis states: “Investors are urgently seeking to decrease their
exposure to climate risk as a core fiduciary duty and benefit from the opportunities associated with the transition to a net-zero emissions
economy.”
Even though it is being held on the other side of the world, at a time when the focus is on the economic recovery from a global pandemic,
COP26 matters to Australian investors. Those that follow the outcomes of COP26 will be better informed about the profile of climate
change risks and opportunities over the short, medium and long-term, and be in a better position to factor them into decision-making to
protect and create value.
1 Under the 2015 Paris Agreement, nations committed to limiting global temperature rises to “well below” 2 degrees above pre-industrial levels, and to “pursue efforts” to
limit to 1.5 degrees
2 https://climateactiontracker.org/about/
3 https://ourworldindata.org/co2-and-other-greenhouse-gas-emissions#co2-and-greenhouse-gas-emissions-country-profiles
4 https://www.lowyinstitute.org/the-interpreter/australia-s-place-decarbonising-world-economy
5 https://www.ox.ac.uk/news/2021-03-23-net-zero-pledges-go-global-now-action-needs-follow-words-oxford-eciu-report
6 Australian Council of Superannuation Investors, Promises, Pathways & Performance: Climate Change Disclosure in the ASX200, August 2021
7 https://www.ipcc.ch/assessment-report/ar6/
8 http://www.bom.gov.au/climate/change/#tabs=Tracker&tracker=trend-maps
9 Based on the International Energy Agency’s Net Zero by 2050: A Roadmap for the Global Energy Sector (May 2021)
10 https://www.rba.gov.au/speeches/2021/sp-dg-2021-10-14.html
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12 Transition and physical risk models are deployed independently of one another to ensure internal consistency
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