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CLIMATE CONTROL
Investors expect listed businesses to take an increasingly
sophisticated approach to measuring, monitoring and
disclosing sustainability risks and will reward businesses
with mature scenario analyses and executive KPIs linked
to company performance around these issues.
By Rachel Alembakis

A

ustralian institutional investors are
making climate risk a focal point
of their engagement with listed
Australian companies. As members of both
domestic and international collaborative
groups and as individuals, investors are
telling listed companies they want clear,
transparent and comparable disclosures
on climate risks, as well as policies and
strategies to manage those exposures.
Institutional investors such as
superannuation funds emphasise that as
long term investors, they have a duty as
stewards of members’ assets to make sure
emission-intensive companies manage
climate change risks.
Illustrations by Suzanne White

“As a long term investor, we recognise
climate change is a material investment
risk; something we need to manage in our
investment process,” says Andrew Gray,
senior manager of investments governance
at the $140 billion superannuation fund
AustralianSuper. “We manage climate
change risks through our environmental,
social and governance (ESG) and
stewardship programs. The first part of the
process is to assess climate change risks
each company has and how they influence
our investment management decision.
“The second way we approach this
is via our stewardship function, which is
where we engage with company boards
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and vote our shares. Climate change is part
of that. We will engage with companies
and we are trying to impress on them
climate change is important to us as a long
term investor.”
When engaging with company boards
and executives, AustralianSuper seeks
three key points – improved governance
on management of climate change risk
and policy settings, emissions reductions
in line with the Paris Agreement, and
improved disclosures on climate change
risks so the fund can make an informed
decision, Gray says.
The Paris Agreement is a global accord
by which signatory countries agree to keep
the rise in average global temperatures
to less than two degrees Celsius above
pre-industrial revolution levels.
AustralianSuper is a member
of collaborative groups such as the
Australian Council of Superannuation
Investors (ACSI), the Investor Group on
Climate Change (IGCC) and Climate
Action 100+. This is an investor initiative
to ensure the world’s largest corporate
greenhouse gas emitters take action on
climate change. It consists of more than
320 investors with $33 trillion-plus in

assets under management, and aims to
improve governance, curb emissions
and strengthen climate-related financial
disclosures. The initiative targets 100
systemically important emitters, which
account for two-thirds of annual global
industrial emissions, alongside more than
60 others with significant opportunities
to transition to clean energy. An initial
list of 100 companies was developed
in December 2017, and included BNP
Paribas, Glencore, Rio Tinto and
Wesfarmers. An additional 61 companies
were added in July 2018, including
Adelaide Brighton, AGL, BlueScope Steel,
Boral, Origin, Qantas, Santos, South32,
Woodside and Woolworths.
“Collective action brings to the table
consistency of language,” Gray says.
“There are more than 320 investors
globally who are starting to talk with the
same language and terminology to help
break down misunderstandings.”
Climate Action 100+ has set goals
over a five year time horizon, with actions
for both participants and the companies
with which they engage.
It wants companies to provide enhanced
corporate disclosures in line with the Task

Force on Climate-related Financial
Disclosures’s (TCFD’s) recommendations.
The recommendations – which are
designed to be adopted by companies
across sectors and jurisdictions – are
structured around four themes:
governance, strategy, risk management
and metrics and targets to be included in
traditional financial accounts. Disclosures
should describe the potential impact of
different scenarios, such as rising
temperatures, on the organisation’s
businesses, strategy and financial
planning and highlight opportunities to
transition to a lower-carbon economy.
Reporting against TCFD guidelines
isn’t mandatory, but it is an acknowledged
framework. The fourth edition of ASX’s
Corporate Governance Principles and
Recommendations encourages ASX-listed
companies to consider material exposures
to climate change risk by referencing the
TCFD’s recommendations. The federal
government has also indicated there are
no legal barriers that prevent companies
adopting the TCFD’s guidelines.
A number of Australian companies have
made commitments to making disclosures
using the TCFD framework. Oil Search,

“More than 320 investors globally are talking with the same language.”
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“We’re getting questions from shareholders on what we’re doing around climate.”
a gas and oil company with holdings in
Papua New Guinea, has released a standalone report aligned to the TCFD, and has
integrated material information from that
report into its financial disclosures.
“As an oil and gas company, climate
change is a material consideration for us,”
says Megan Christensen, group manager
corporate sustainability, Oil Search.
“We’ve been working through the risks
and opportunities for the business. We
had a clear climate plan integrated with
our broader corporate strategy. The move
towards being more explicit in what we’re
doing on the climate front came about with
the TCFD’s first draft. We were getting
more questions from shareholders on what
we’re doing from a climate perspective,
so it was a logical step for us,” says
Christensen, who adds the strategy has
board support.
Oil Search is refreshing its strategy over
the next 12 to 18 months, and information
generated by the TCFD analysis will
contribute to that. In the meantime,
shorter-term problems around climate
impacts are being addressed.
“We’re taking near-term actions to
reduce anything we can,” Christensen says.

“We have already made significant inroads
with methane emissions. We have limited
opportunities in our operated assets, but
we have many non-operated assets.”
Climate-related risks are integrated
into remuneration and key performance
indicators for Oil Search executives.
“We have a shadow carbon price in our
executive and board short-term inventives
and an STI around methane,” she adds.
Gray says there are two overarching
themes within climate change risk
– transition risk and the risks and
opportunities attached to the global
transition to a lower, carbon-intense
economy. The fund wants to learn how
companies that have material climate
change impacts are responding.
“We’re looking for information from
companies as to how they’re positioned
on those two investment risks,” Gray
says. Remuneration is an example. “That
fits under governance. We’re looking
for improved governance. A valid way
companies manage climate change risk is
to set up executive pay to incentivise senior
management around those risks.”
Wesfarmers, another company on
which the Climate 100+ initiative is

focused, has also been analysing climate
risks using the TCFD guidelines.
“We have used the TCFD framework
to take a view of where risks and
opportunities may sit across all our
businesses,” says Janelle Burston,
Wesfarmers’ carbon and energy manager.
“We have prepared scenarios in relation
to each business. That is informing our
strategy and our policy position. We’re
going quite deep – we have looked at
critical inputs within supply chains within
each business.”
Wesfarmers will integrate material
risks and opportunities from climate
change into its financial disclosures
in line with TCFD recommendations,
says Fiona Lawrie, sustainability
manager, Wesfarmers.
“It will be integrated into the
operating and financial review of our
annual report,” Lawrie says. “This year
we’re doing away with a standalone
sustainably report and including more
information in the financial disclosures.
That’s being driven by investor interest.
Our reporting reflects this – it is no
longer a standalone issue, it’s completely
embedded into businesses.”
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“Investors want information more frequently, rather than relying on an annual sustainability report.”
The results of the TCFD scenario
analysis will be disclosed in the
forthcoming annual report, Burston says.
“I don’t know if we’ll put the full
scenarios into the report, but … scenarios
will be available from Wesfarmers’ investor
portals,” she says. “We will disclose the
result in the annual report, and guide
readers to the portal.” Wesfamers will also
bring its online sustainability report into
the portal.
“This will allow us to provide updates,”
Lawrie says. “Investors want information
more frequently, rather than relying
on an annual sustainability report that
has to be audited and signed off by the
board. Publishing on the web site is an
opportunity to provide more information
and dynamic content.”
Climate change, TCFD-aligned
reporting and ethical sourcing are the most
common sustainability-related investor
queries for Wesfarmers, noted Wesfarmers’
investor relations manager, Erik du Plessis.
Disclosing its TCFD results has
produced benefits for Oil Search. The
Carbon Tracker Initiative has rated it in
the top quadrant of the most resilient
global companies, which Christensen says
14 | Listed@ASX | Winter 2019

provides support for its methodologies.
Carbon Tracker is an independent
organisation that researches the impact
of the transition to renewable energy
sources on capital markets.
“We made deliberate choices selecting
publicly-accessible scenarios so people
can scrutinise us. The way we tackle this
is replicable. That builds credibility in the
report. We’re happy to have conversations
with stakeholders who want to talk to us.”
Groups such as the Australasian
Centre for Corporate Responsibility
(ACCR) are also pressing companies to
set targets to achieve the two-degree
Celsius scenario under the Paris
Agreement and improve climate change
risks and strategy disclosures.
“There are very complex decisions
that need to be reflected in company
disclosures so that it is clear what
companies might look like in 2030 or
2050. It’s in investors’ and stakeholders’
interests for those disclosures to happen,”
says Brynn O’Brien, executive director of
ACCR, which engages with companies and
files resolutions at AGMs.
Recent climate-change related
AGM resolutions organised by ACCR

and other organisations such as Market
Forces include the 2018 Whitehaven
AGM, which saw 40.14 per cent
support for an ordinary resolution on
climate risk disclosure, a 2018 Origin
Energy resolution on interim emission
targets that gained 11.83 per cent
support, and a 2018 TCFD-related
resolution at QBE which gained
18.6 per cent support.
“Resolutions are the only point at
which private engagement discussions
become public,” O’Brien says. “They
can be useful as an activity to take the
temperature of shareholders.”
Oil Search’s approach to disclosure
is to demonstrate to investors their
money is being responsibly managed,
Christensen says.
“It’s about response,” she says.
“Investors want to know we’re responsible
with their investment holdings. They want
to make sure what they’re investing in is
sustainable long term. With an increasing
focus on climate change, they’re telling
us they want to know the assets they’re
investing in won’t be stranded and that
their investments will be resilient in a lowcarbon environment.”
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OUT OF THE
SHACKLES
Human rights is emerging
as a pertinent issue for
shareholders thanks to the
new Modern Slavery Act.
By Rachel Alembakis

T

his year marked the launch of
Australia’s Modern Slavery Act.
Over the next 18 months, entities
with more than $100 million in revenue –
including government agencies, businesses
and investment funds – will have to report
disclosures related to human rights due
diligence and ensure they monitor and
reduce the risk of modern slavery in their
operations and supply chain.
The Australian version of the Modern
Slavery Act borrows from aspects of the
UK Modern Slavery Act, which came into
effect in 2015. Australian companies that
do business with British companies or
are listed on the London Stock Exchange
are already reporting on those standards.
But the Australian Modern Slavery Act is
stronger than its British counterpart. The
local version includes mandatory provisions
for an annual statement by affected entities
that must be signed off each year. There
will also be a central, government-run
register and the federal government will
also be required to comply.
Modern slavery poses a real threat
to Australian supply chains. Last year,
Deloitte issued a report on companies’
preparations and disclosures around

modern slavery and noted the International
Labor Organisation estimates there are
168 million children aged between 5
and 17 engaged in child labour and more
than 20 million victims of forced labour.
Forced labour is more likely to occur in
the Asia-Pacific region than anywhere
else, an area that includes Australia’s
largest trading partners.
Recently-listed Coles has had an ethical
sourcing policy for eight years, says James
Whittaker, head of responsible sourcing
and quality. In 2015, Coles expanded that
program from just focusing on non-OECD
countries to include all countries.
“We do it because it’s the right thing
to do from a human rights perspective,”
he says. “We have high expectations
of front line team members and make
sure people in the supply chain are
treated fairly. There’s a reputational
point there as well.”
Coles uses the Ethical Trading
Initiative’s Base Code to underpin the
expectations its suppliers must meet
to protect the rights of its workers.
Currently there are more than 2,000
suppliers registered on the program. The
Ethical Trading Initiative is an alliance

of companies, trade unions and nongovernment organisations (NGOs) that
promote respect for workers’ rights.
“We take a zero tolerance approach and
work very hard to make sure our suppliers
are aware, fully trained and also working
through the system to make sure
we are compliant,” Whittaker says.
Coles has on-boarded its suppliers in
primary industries and noted that while
it was relatively easier to manage its meat
supply because it’s a consolidated industry,
produce was more challenging.
“Produce is a fragmented industry,
with lots of small- to medium-sized
businesses and sometimes the technical
understanding from a legislative point of
view is not there,” he says. “We also have
roadshows where we engage with produce
suppliers and we have tools and packs and
training materials. We do webinars. It’s
really about letting our suppliers know the
expectation from a policy point of view
and making sure we’re able to support our
suppliers from a training perspective.”
Wesfarmers notes it will be ready to
report on its modern slavery exposures in
line with legislation. “This is not an issue
one company can tackle by itself,” says
Fiona Lawrie, sustainability manager at
Wesfarmers. “We audit a lot of our tier one
suppliers to ensure they comply with our
strict ethical sourcing, and we’ve been quite
pleased to disclose the number of factories
we audit as well as any critical breaches.
This is something we take seriously.”
Wesfarmers has more than 18,000
tier one suppliers, so the company takes a
risk-based approach to auditing potential
issues. Investors want information that
demonstrates companies are working to
the highest possible standards managing
modern slavery exposures, says Mans
Carlsson-Sweeny, head of ESG research
at Ausbil Investment Management. Ausbil
engages with ASX-listed companies on
human rights issues and augments its
research by field visits to factories.
“Going to places like Bangladesh,
Cambodia and China you see the best
factories and what leaders are doing.
Then you come back and say this is what
we’d like you to do – consolidate the
supply chain, and put more of a focus on
supply. That can be tracked over time,
particularly if companies publish the
names of their suppliers. That’s something
you can ask management about as well.
That’s easy to track.”
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PLASTIC
FANTASTIC
Coca-Cola Amatil leads
the market with its
governance of emerging
sustainability risks.
By Alexandra Cain

C

ommunity concern around the
use of plastics is at a nadir. It’s no
longer acceptable – or strategic – for
companies that sell products made of or
stored in plastic to ignore this. Beverage
business Coca-Cola Amatil is among the
firms leading in this area, in the knowledge
it’s in shareholders’ interests.
The business has a planned approach,
driven by a risk and sustainability board
committee. Group director of public affairs,
communications and sustainability,
Liz McNamara, has overall responsibility
for sustainability.
“The committee regularly reviews
our major operating and environmental
risks. Consumer concern is right up there
among those risks. The board and its
risk and sustainability committee rely
on the management team to recommend
strategies to deal with those risks,”
explains group managing director
Alison Watkins.
Coca-Cola Amatil has been addressing
public concerns around the use of plastics
for many years. It has systematically
reduced the amount of plastic waste it
produces, and works with governments
and communities to reduce litter.
“In the last few years, consumer
concern about plastics has really come
to the fore. It’s become a much more
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prominent discussion in the media and
social media, and also a matter of concern
for stakeholders, non-government
organisations and government. So we’ve
challenged ourselves to accelerate our
response, but we’re not looking for
overnight fixes. This requires long-term
action,” Watkins explains.
This approach is aligned with
shareholders’ interests because ultimately,
it’s about making sure the product
portfolio remains relevant and sought
after by consumers. “So it’s a commercial
imperative,” she adds.
Taking this approach does have a cost
to the business. But Coca-Cola Amatil
views this as an opportunity to be well
positioned for the future.
“Many of these issues require a
short-term compromise. For example, the
recycled PET resin used to make our bottles
is more expensive than virgin resin. So, to
increase the content of our PET bottles to
50 per cent recycled resin by 2020 comes
at a mid-term cost. But it’s important we
do this for the long-term strength of our
business and relevance to consumers. This
requires a board that is prepared to make
decisions in the interest of the long-term
sustainability of our company; one which
recognises there may be some near-term
sacrifice to do that.”

The investor perspective

Long-term shareholders also view proper
management of plastics as a material
issue. The Coca-Cola Company owns
30 per cent of Coca-Cola Amatil and this
is an important issue for this investor.
But this is not necessarily the case for the
short-term shareholders that comprise
the bulk of the register.
Says Watkins: “The conversations we
have with those shareholders tend to focus
more on shorter-term considerations.
But the proxy advisers are very focused
on the issue. There is a select group of
investors who are concerned about this
topic, but they are the exception. Which
is why the board has a critical role to play
in making sure we are making decisions
in the long-term shareholder interests of
Coca-Cola Amatil.
“Provided you look across a period
of years, doing the right thing from a
sustainability point of view – no matter
whether it’s plastics or sugar – is consistent
with long-run shareholder interests.”
Coca-Cola Amatil has a target to reduce
the amount of sugar across its product
range, which also includes Deep Spring,
Mount Franklin and Powerade, by 10 per
cent by 2020 and by a further 10 per cent
by 2025. It has already reduced the sugar
in its beverages by six per cent from a
2015 baseline.
Commenting on Coca-Cola Amatil’s
approach to plastics, Morningstar analyst
Adam Fleck notes ESG issues, including
plastic use and sugar content, have been
increasing in importance. “It’s not about
avoiding companies that have exposure to
these issues, but instead seeking companies
that are properly managing these risks.”
Fleck says beverage producers face
heightened consumer backlash against
plastic containers or sugar-sweetened
products and the potential for new
regulations to introduce additional costs to
discourage use of these products, such as
sugary beverage taxes.
“This has negative implications
for long-term earnings. As such, we’re
encouraged Amatil is managing this risk,
despite the short-term expense.”
Many listed businesses are considering
these issues at the moment in assessing
how to achieve long-term, shareholder
return. As Coca-Cola Amatil’s example
shows, it’s essential the board leads the
business on sustainability issues such as
these to ensure they are prioritised.

