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Overview  
The Investor Group on Climate Change (IGCC) welcomes the opportunity to make a submission on the 
Prudential Practice Guide Draft CPG 229 Climate Change Financial Risks (Draft PPG). 
 
Climate change is now widely recognised as a systemic threat to the financial system. The economic impacts 
of climate change present material risks to the investment returns of long-term asset owners and their 
beneficiaries. Ultimately, institutional investors invest across the economy for the long-term and are 
exposed to the growing impact of climate change on the companies, industries, property and infrastructure 
assets they own.  
 
Australia’s financial regulators have taken significant steps to understand and raise awareness about the 
financial nature of climate change risks and existing disclosure requirements under Australian law. The 
positions expressed in the regulatory guidance and other materials show that there is strong alignment 
between financial regulators regarding expectations for industry responses to climate risk. It is encouraging 
that these coordinated regulatory actions have increased industry awareness and understanding and 
management of climate risks. 
 
Investors support further measures to phase in mandatory economy-wide disclosures aligned with the 
recommendations of the Task Force on Climate-related Financial Disclosures (TCFD) by Australian financial 
institutions and companies. This will help investors effectively respond to and manage material climate risks 
and opportunities, governments and financial regulators to address systemic risks to financial stability, and 
avoid potential market fragmentation caused by rapid international developments on mandatory disclosure. 
 
As outlined in our recent paper, Confusion to clarity: A plan for mandatory TCFD-aligned disclosure in 
Australia, regulatory frameworks for financial institution and company climate-related disclosures are 
emerging rapidly around the world. Australia must keep pace.  
 
The report notes IGCC support for APRA to implement the Draft PPG, which is a useful benchmark and 
resource for financial institutions. Structuring the PPG in line with the TCFD framework is practical to 
maintain consistency and alignment of climate risk management practices. Of note however is that the PPG 
includes limited commentary on target setting and strategy, which are both important elements of the TCFD 
framework. 
 
Clear supervisory guidance and expectations such as via APRA’s PPG, while not enforceable, are an 
important part of the evolution towards an efficient and coordinated mandatory TCFD-aligned disclosure 
framework. APRA can play an important role in the development of mandatory TCFD-aligned requirements, 
in coordination with the Australian Council of Financial Regulators, industry, government and standard 
setting bodies. 
 
Specific comments and suggestions on the Draft PPG are addressed in this submission and summarised in 
Table 1 below.  
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Introduction 
IGCC welcomes the Draft PPG, which aims to clarify and strengthen risk management and governance 
practices in relation to climate change financial risks for ARPA-regulated entities in line with existing 
standards. 
 
Long-term institutional investors understand that climate change is one of the most significant investment 
risks and opportunities facing the industry today. Many investors are already committed to continually 
reviewing, building and improving their processes and disclosure on climate change in accordance with 
industry developments and best-practice. 
 
APRA’s Draft PPG highlights that the financial risks associated with climate change have a number of 
elements that distinguish them from other financial risks and which require special attention, including: 

• The potential for irreversible changes in climate, leading to impacts that may not be easily mitigated 
or reversed 

• The far-reaching impact that climate risks pose to all parts of the financial system, including 
different business types, geographical locations and economic sectors, as well as the potential for 
risks to manifest across multiple lines of business at the same time 

• The uncertain and extended time horizon over which climate risks may materialise, which is likely to 
extend beyond typical business planning cycles 

• The unprecedented nature of climate change, meaning that historical data and traditional 
backward-looking risk assessment methods are unlikely to adequately anticipate future impacts 
(paragraph 11) 

 
Investors in Australia and internationally support further measures to phase in mandatory economy-wide 
TCFD-aligned disclosures. This will help investors effectively respond to and manage material climate risks 
and opportunities, governments and financial regulators to address systemic risks to financial stability, and 
avoid potential market fragmentation caused by rapid international developments on mandatory disclosure. 
This support for mandatory regimes recognises the ongoing absence of adequate information on climate 
risk and opportunities is already contributing to systemic financial stability risks and barriers to investment 
in low emissions and climate resilient economic activity. The implementation of mandatory approaches, 
under existing Australia laws and regulations, is the natural evolution in the Australian regulatory 
environment on climate-related disclosures and will support local business and investors compete in global 
markets. 
 
Clear supervisory guidance and expectations such as via APRA’s PPG, while not enforceable, are an 
important part of the pathway to an efficient and coordinated mandatory TCFD-aligned disclosure 
framework. APRA can play an important role in the development of mandatory TCFD-aligned requirements. 
 
Need to phase in economy wide TCFD-aligned disclosure  

As outlined in our recent paper, Confusion to clarity: A plan for mandatory TCFD-aligned disclosure in 
Australia, regulatory frameworks for financial institution and company climate-related disclosures are 
emerging rapidly around the world. Australia must keep pace. 
 
Given the urgency of the climate threat and need for transparency, consistency and comparability of 
disclosures for informed and efficient asset allocation, and an orderly transition to net zero emissions, a 
voluntary approach to climate-related financial disclosure has proven to be insufficient. 
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Ensuring clear, mandatory requirements will help to align regulation with industry expectations and global 
standards, and reduce existing burdens by reducing and streamlining decision-making by detailing what 
needs to be done. This can be achieved by building existing legal frameworks and recent work of Australian 
regulators including APRA’s PPG. 
 
The important role of the Australian Securities and Investments Commission (ASIC) and other regulators in 
relation to disclosure means the current coordination under the Australian Council of Financial Regulators 
(CFR) provides a solid foundation to establish a joint taskforce to coordinate phasing-in mandatory reporting 
of climate-related risks and mainstream climate-related disclosures in companies’ audited financial 
statements. We encourage APRA to take a proactive approach in this process.  

Specific comments on the Draft PPG 
IGCC welcomes the Draft PPG, which aims to clarify and strengthen risk management and governance 
practices in relation to climate change financial risks for ARPA-regulated entities in line with existing 
standards. Structuring the Draft PPG in line with the TCFD framework is practical to maintain consistency 
and alignment of climate risk management practices. Of note however is that the Draft PPG includes limited 
commentary on target setting and strategy, which are both important elements of the TCFD framework.  
 
The Draft PPG includes useful and relevant information including articulating the nature of financial risks of 
climate change, and providing guidance on governance, risk management, scenario analysis, and disclosure. 
Introductory material on the financial risk of climate change outlines the nature of climate risk well and 
provides useful guidance and expectations for institutions, including emphasising the need for a strategic 
approach to managing climate risk.  
 
That being noted, parts of the Draft PPG could be clarified, strengthened or expanded as appropriate to 
better reflect industry and regulatory expectations and better practice, particularly in relation to disclosure 
and scenario analysis. These are addressed in further detail below. 
 
Comments and recommendations in this section are structured in line with the Draft PPG, addressing in turn 
governance, risk management, scenario analysis, and disclosure, with an emphasis on the need to tighten 
disclosure guidance and ensure scenario analysis guidance is actionable and addresses a Paris-aligned 
scenario of 1.5°C. 
 
We also briefly outline further considerations regarding alignment of the Draft PPG with Your Future Your 
Super benchmarking requirements and the need to update Prudence Practice Guide SPG 530 Investment 
Governance (SPG 530). 
 
IGCC acknowledges the challenges in producing one PPG for all APRA regulated entities, which have 
different organisational structures and requirements. While this submission does not cover this issue, we 
recognise further steps may be required to ensure appropriateness of guidance for different institutions. 
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On the other hand, the Your Future Your Super benchmarking is backward-looking and based on historical 
performance data that is not aligned with the Paris Agreement. The Your Future Your Super legislation 
arguably encourages a short-term approach to investment risk because of the eight-year benchmarking 
tests, encouraging investors to focus on a short-term return horizon. This is misaligned with effective 
management of systemic climate risk and investment in technologies, which requires a long-term 
investment horizon and will generate long-term benefits to superannuation fund members.  

 
APRA should address this concern by clarifying how institutions implementing leading practice climate risk 
management in accordance with the Draft PPG would not be penalised by requirements to track a 
benchmark based on historic data and which is not Paris-aligned. 

Alignment with SPG 530 Investment Governance 

We understand APRA has existing plans to update SPG 530 and reviewing its consistency with the Draft (or 
final) PPG would likely be part of that process. We suggest that APRA considers updating SPG 530 to ensure 
that it is consistent with the Draft PPG and reflects the financial materiality of climate risk. SPG 530 suggests 
that institutions may consider ‘ethical investment’ as relevant to their duty to act in the best interests of 
beneficiaries, which can lead to ‘an added focus on environmental, sustainability, social and governance 
[ESG] considerations’. As APRA makes clear in this Draft PPG, climate change gives rise to physical, 
transitional and legal risks that are financially material, so it is incongruent for SPG 530 to refer to 
environmental considerations as merely ‘ethical’. ESG integration is based on the premise that investments 
will perform better over the long term when ESG risks and opportunities are appropriately managed. 
Therefore, the management of ESG risks and opportunities - including related to climate change - is material 
to long-term returns. 

Conclusion 
Long-term institutional investors understand that climate change is one of the most significant investment 
risks and opportunities facing the industry today. Many investors are already committed to continually 
reviewing, building and improving their processes and disclosure on climate change in line with industry 
developments and best practice. 
 
Overall, the Draft PPG is a useful guide and benchmark for APRA regulated entities. There is a need to clarify 
and strengthen some elements, particularly regarding disclosure and scenario analysis. Further 
consideration should also be given to the Draft PPG’s interaction with the Your Future Your Super 
benchmarking requirements and the need to update SPG 530. 
 
Beyond the PPG, investors support further measures to phase-in mandatory economy-wide TCFD-aligned 
disclosures by Australian financial institutions and companies. This will help investors effectively respond to 
and manage material climate risks and opportunities, governments and financial regulators to address 
systemic risks to financial stability, and avoid potential market fragmentation caused by rapid international 
developments on mandatory disclosure. 
 
Clear supervisory guidance and expectations such as via APRA’s PPG are an important part of the pathway 
to an efficient and coordinated mandatory TCFD-aligned disclosure framework. We support APRA playing an 
important role in the development of mandatory TCFD-aligned requirement, in coordination with the 
Australian Council of Financial Regulators, government, industry and standard setting bodies. 




