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information about future impacts. Forward looking scenario
analysis is therefore a key tool for assessing the risks and
opportunities that climate change presents. In particular, scenario
analysis might consider economic, environmental, social,

technological and regulatory impacts.

Key Considerations




® scenario analysis is a key tool for testing the strategic resilience
of the pension scheme to different future plausible climate
states

% 9 Recommendations of the Task Force on Climate-related
Financial Disclosures(June 2017)

D Scenario Analysis and Climate-Related Issues

Scenario analysis is an important and useful tool for understanding

the strategic implications of climate-related risks and opportunities.
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%A1 Recommendations of the Task Force on Climate-related
Financial Disclosures(June 2017)

1. Overview of Scenario Analysis

Scenario analysis is a process for identifying and assessing the
potential implications of a range of plausible future states under
conditions of uncertainty. Scenarios are hypothetical constructs
and not designed to deliver precise outcomes or forecasts. Instead,
scenarios provide a way for organizations to consider how the
future might look if certain trends continue or certain conditions
are met. In the case of climate change, for example, scenarios

allow an organization to explore and develop an understanding of




how various combinations of climate-related risks, both transition
and physical risks, may affect its businesses, strategies, and

financial performance over time.
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% 9 Recommendations of the Task Force on Climate-related
Financial Disclosures(June 2017)
1. Overview of Scenario Analysis

Scenario analysis can be qualitative, relying on descriptive, written
narratives, or quantitative, relying on numerical data and models, or
some combination of both. Qualitative scenario analysis explores
relationships and trends for which little or no numerical data is
available, while quantitative scenario analysis can be used to assess
measurable trends and relationships using models and other
analytical techniques.

% F1 GOV.UK Scenario Analysis — resilience of the pension
scheme to different climate scenarios :

6.Such analysis may be done qualitatively at first, although trustees
should improve the analysis over time and move to quantified

- e ehiT B A 41 TR B (dataset) IF 5 B & F 2 o4 ® e 5 5L | approaches as soon as practicable.
LS L Y 37 . .
7 5 Key Considerations
43 AWHEF FRALIDR DA - H- - W BRS¢ climate scenario modelling is inevitably subject to limitations
B AEaRkEES S TR ble l BET A due to the uncertainties and complexities involved. Trustees
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should not place too much weight on any single set of results,
but instead use the analysis as a tool to build understanding of
climate risks and make better-informed decisions

13. Subject to consultation and approval by Parliament, regulations
will come into force in October 2021 requiring trustees of schemes
in scope of the measures to:

® as far as they are able, undertake scenario analysis which
assesses the potential impact on the scheme’s assets and
liabilities of the effects of the increase in temperature and the
resilience of the scheme’s investment strategy and, where it has
one its funding strategy, in at least two global average
temperature increase scenarios, one of which must be a
scenario where the increase is by a temperature between 1.5 °C
and 2 °C inclusive above pre-industrial levels

® in their annual TCFD report, describe the potential impacts on
the scheme’s assets and liabilities which they have identified
and the resilience of the scheme’s investment strategy and, in
the case of DB schemes, funding strategy in at least two
climate-related scenarios, including at least one scenario with
an average temperature rise of between 1.5°C and 2°C
inclusive

43 Both rely on scenarios that are internally consistent,logical, and
based on explicit assumptions and constraints that result in plausible




future development paths.

50. It is important to avoid relying on a single scenario (otherwise
the analysis risks being interpreted as a prediction), and that the
scenarios used are plausible yet challenging. Trustees should look
to analyse their scheme’s position over a range of scenarios which
illuminate future exposure to both transition and physical climate-
related risks and opportunities.
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% GOV.UK Scenario Analysis — resilience of the pension
scheme to different climate scenarios :
Key Considerations

® analysis might initially focus on assets only and cover the
impacts on limited asset classes, such as listed equities and
corporate bonds. Over time, it should be extended to the rest of
the scheme’s assets and (for DB schemes) the impact on the
liabilities, covenant, and funding position
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% B NGFS Climate Scenarios for central banks and
supervisors(September 2022) :

six steps methodological framework 7/ 4%

7. FREHEBRALTEEY DRI P FEERAITESLY R

% ) GOV.UK Scenario Analysis — resilience of the pension
scheme to different climate scenarios :
4. Scenario analysis may include the consideration of stress testing,




which can be a useful approach to understanding the potential
impacts of a more extreme or more sudden re-pricing event (shock)
linked to climate change, such as the introduction of more
aggressive policies to accelerate the timeframe to becoming carbon
neutral, which could have a significant impact on the outlook for
certain asset classes and/or sectors.
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% B NGFS Climate Scenarios for central banks and
supervisors(September 2022) :
Understanding transition risk 3
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(sectors) £ :F’K (e &) PIRBLEENZF /ML G AL scheme to different climate scenarios :

(sectors) & 7 & £ 5] o 18. Where resources are not available for all sectors or all assets, it
may be best to begin by focusing on some higher risk sectors or
B chf]is | asset classes and reporting on the assets which are considered — but
working towards including all assets over time.
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v o 2. Exposure to Climate-Related Risks
S I

The effects of climate change on specific sectors, industries, and
individual organizations are highly variable. It is important,
therefore, that all organizations consider applying a basic level of
scenario analysis in their strategic planning and risk management
processes. Organizations more significantly affected by transition
risk (e.g., fossil fuel-based industries, energy-intensive
manufacturers, and transportation activities) and/or physical risk
(e.g., agriculture, transportation and building infrastructure,
insurance, and tourism) should consider a more in-depth application
of scenario analysis.
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% ) GOV.UK Scenario Analysis — resilience of the pension
scheme to different climate scenarios :
14 Trustees would be required to undertake scenario analysis in the

10




first scheme year during which they are subject to the climate
change governance requirements in the regulations and every three
years thereafter. However, in the intervening years, trustees would
be required to review annually whether or not circumstances have
changed such that they should carry out new scenario analysis
before the end of the 3-year period. If they decide not to do so, the
regulations would require them to explain why in their TCFD report.
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GFDRR

NOAA

UNEP / UNISDR - Global Risk Data Platform
KNMI

World Bank — Climate Change Knowledge Portal
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real GDP

nominal GDP

Carbon price

Final energy demand: electricity
Final energy demand: gasses

Final energy demand: heat

Final energy demand: hydrogen
Final energy demand: liquids

Final energy demand: solids
Primary energy demand: Biomass
Primary energy demand: Coal (all)
Primary energy demand: Coal w/ CCS
Primary energy demand: Gas (all)
Primary energy demand: Gas w/ CCS
Primary energy demand: Geothermal
Primary energy demand: Hydrogen
Primary energy demand: Nuclear
Primary energy demand: Oil
Primary energy demand: Solar
Primary energy demand: Wind

End user cost of coal

End user cost of gas

End user cost of oil

Producer price of coal

Producer price of gas

Producer price of oll

Vehicles on the road: HV % of total
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Used car price: EV

New vehicle registrations’: EV % of total
Price of energy for buildings: electricity
Price of energy for buildings: Natural gas
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