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Overview

• Sustainability and risk management

• Climate change vulnerabilities: hailstorm and cyclone

• Coastal infrastructure & land: inundation and erosion risks

• National climate change policy

• What else is IAG doing?
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But how do we monitor the risks on the horizon?



Where are the threats to your business? Where are the 
opportunities to create sustainable value?



Dow Jones: corporate sustainability is….

“… a business approach that creates long-term 

shareholder value by embracing opportunities and 

managing risks deriving from economic, 

environmental and social developments.”

Dow Jones Sustainability Indexes



Global 100 Most Sustainable Corporations in the World

“The Global 100 companies are 

sustainable in the sense that they have 

displayed a better ability than most of 

their industry peers to identify and 

effectively manage material 

environmental, social and governance 

factors impacting the opportunity and 

risk sides of their business.”

www.global100.org



ASX Corporate Governance Principles –
Principle 7: Recognise and manage risk

• Background:

• Principles introduced 2003, revised 2007

• “If not, why not” reporting requirement (only 
applies to ASX-listed companies)

• ASX reviews found confusion and a low 
standard of reporting against Principle 7

• A broad definition of Material Business Risks
was therefore introduced in 2007:

“They can include but are not limited to: 
operational, environmental, sustainability, 
compliance, strategic, ethical conduct, 
reputation or brand, technological, product or 
service quality, human capital, financial 
reporting and market-related risks”



Does sustainability risk reporting affect business 
and the economy?

• “There is a strong economic case – to the tune of
$1.2 billion GDP pa and a significant profit gain 
of 2-3% for medium and large companies that 
voluntarily report on sustainability risks.”

• Why?

1. reduction in capital risk premium of around
30 basis points

2. lasting gain in labour productivity of around 0.8%

3. brand-based price premium of around 2%.

- Finsia (Financial Services Institute of Australasia), 
2007, The Financial Impacts of Sustainability Risk 
Reporting on Business and the Broader Economy



IAG’s purpose: creating a sustainable risk 
management balance across all stakeholders

Our long term 
sustainability relies 
on our ability to 
price risk 
accurately and 
fairly

Operating costs 
are factored into 
premium prices, 
so we must be as 
efficient and 
productive as 
possible

It makes good 
business sense for us 
to reduce risk in the 
community: fewer 
risks mean fewer 
claims and lower 
premiums (hence 
more customers and 
better pooling)

Our operations 
pay about
$14 million each 
day in claims

Internal stakeholders: around 16,000 employees



Risk structures are necessary – but not sufficient!

Bankrupt airline’s jobs safe for now

Herald-Sun , 11 December 2002

Shock solvency risks found in Aussie companies surveyThe Mercury 20 December 2002

Australia awaits verdict on 

A$5.3B collapse of HIH

National Post , 16 December 2002 Ansett staff sing for 

Christmas pay
The Australian , 17 December 2002

ASIC 
to in

vesti
gate 

31 co
mpani

es ov
er 

finan
cial 

repor
ts

ABC N
ews, 

19 De
cembe

r 200
2

Asbestos chokes 
Hardie
The Gold Coast Bulletin, 15 February 2005

Bribes probe blasts AWB cultureSMH, November 27, 2006

10 Ex-Directors From WorldCom 
to Pay Millions
New York Times, January 6, 2005

At Enron, Lavish 

Excess Often Came 

Before Success

NY Times February 26, 2002

Corporate culture on the noseSMH, January 26, 2006



Risk Culture
If you are trying to drive fast you need good brakes



Risk Culture means we need to…

• Foster an environment where risks / incidents / breaches are 
reported promptly

• Avoid ‘bad news travels slowly’ syndrome

• Avoid ‘shoot the messenger’ syndrome

• Promote transparency and a ‘fix it’ mentality

• Quantify the risk culture measure and report it regularly

• Use the risk culture measure as part of performance evaluation 
for all managers (including for annual bonus)

• IAG experience shows that risk culture measures are very strong 
lead indicators of operational risk arising in business units - now 
used to target discretional internal audit activity



Measuring our Risk Culture (illustrative)
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Indices Businesses  Corporate & Shared Services 
Risk 62 63 63 63 59 60 49 46  60 66 69 70 58 
Engagement  56 60 57 56 51 54 58 50  49 60 63 62 53 
Questions               
Role Clarity –
Expectations 

75 77 77 78 73 76 57 59  63 77 78 77 65 

Role Clarity -
Feedback 

67 65 71 70 65 65 56 46  57 60 69 61 57 

Training 
 

60 57 64 63 55 55 50 52  51 64 72 74 45 

Accountability 
 

43 45 46 47 41 42 43 33  38 44 41 44 29 

               
Encouraging 
Env –Mistakes 

48 52 46 47 42 51 44 22  61 54 53 60 45 

Encouraging 
Env -Ideas 

73 71 75 74 70 70 55 55  67 76 81 85 75 

               
Prevention - 
planning 

65 64 64 63 61 58 n/a 44  68 75 80 76 70 

Detection – 
speaking up 

54 60 51 53 55 57 40 43  59 59 61 64 47 

Recovery - 
responding 

70 67 70 69 63 64 n/a 48  69 79 78 82 81 

Continuous 
Imp - Learning 

67 67 68 66 64 64 47 57  68 74 75 77 67 

 
Classification Scale for 2006 Results 

Below 45% 45%-54% 55%-64% 65%-74% 75% and above 
     

BU0



• Sustainability and risk management

• Climate change vulnerabilities: hailstorm and cyclone

• Coastal infrastructure & land: inundation and erosion risks

• National climate change policy

• What else is IAG doing?



Climate Change risk takes off in US corporate reporting

This graph compares the 

number of times the phrase 

climate change appeared in 

first-quarter corporate filings 

with the US Securities and 

Exchange Commission from 

2005-2008.

Source: Climate change now on 

corporate radars, Politico, 5 May 2008



Why does climate change matter to insurers?

• Insurance spreads the cost of risk 
across the community

• If the frequency or severity of 
claims increases, insurers have to 
increase premiums and / or reduce 
risk to stay viable

• Climate change is expected to 
increase the frequency and / or 
severity of extreme weather events 
and therefore claims

• Insurers are also major investors, 
so we do not wish to damage 
economic growth and progress



The graph shows GHG
and temperature have 

been very closely 
interrelated for the past

420,000 years.

Greenhouse gases (GHG) & temperature are closely 
interrelated

Where does this data come from?

• The ice core drilled at Vostok, Antarctica, is a 3000m-deep 420,000-year sample 
(horizontal axis shows thousands of years before present).

• Ice core samples are analysed for radioactive isotopes that show temperature history, 
and for bubbles of trapped gases that show GHG history.

Source: James Hansen et al, Climate change and trace gases, Phil. Trans. R. Soc. A (2007)

Why has warming of the Earth happened so much faster than cooling?
Possible explanation: natural systems of “positive feedbacks” speed up warming.

What if human GHG emissions speed up warming even further?



How “positive feedbacks” speed up global warming

1. The Earth’s
temperature
gets warmer

2. Arctic &
Antarctic

ice melts faster,
turning into water

3. Water and 
melting ice are 
less reflective 

than ice and snow

4. More of the
sun’s energy is

absorbed by the Earth,
and less sunlight bounces

back into space

Example: ice melt changes the reflectivity 
of the Earth’s surface (“surface albedo”)

• Ward Hunt Ice Shelf, largest in 
Northern Hemisphere, has fractured 
into three main pieces (April 2008)
• Only five large ice shelves remain 
in Arctic Canada, covering less than 
a tenth of the area than they did a 
century ago.
Trent University, Canada, April 16, 2008 
Retrieved April 21, 2008, from 
http://www.sciencedaily.com/releases/2008/04/0804152
05350.htm



IAG climate modelling: weather in a future climate

Severe Australian Tropical 
Cyclones are expected to 
become more intense & move 
further south

Sydney April ‘99 hailstorm (hail 
size 9cm+) that cost $1.7bn 
could become twice as 
frequent



21/1/1991: 7-8cm
$138 million

14/4/1999: 9cm
$1,700 million

18/3/1990: 8cm
$243 million 3/10/1986: 4-5cm

$104 million

28/10/1995

Climate change - modelled
storm over Sydney Basin: 
max hail size 15cm.
Area of 15cm intensity

IAG hail research



Preventing damage through use of more resilient 
building materials

Roof material What size hailstone
caused roof to crack?

Corrugated steel sheets Not penetrated 
Concrete tiles (new) 7cm (diameter)
Terracotta tiles (new) 7cm 
Old slate (100 yrs old) 5cm
Old terracotta (50 yrs old) 5cm

IAG Hail Cannon 
research



Cyclone exposure trends: Gold Coast

Year = 1966
Population = 40,000

A few years ago
Population > 500,000

A few years ago
Population > 500,000

Source: Prof Rodger Tomlinson, 
Climate Change and Coastal 
Erosion, June 2005



Economic impact if Qld cyclones move further 
south

• If TC Dinah (1967, Cat 3) took place today, but 
only 100-150km further south, it would affect 
Brisbane, Gold Coast & Sunshine Coast.

• Munich Re estimated that potential insured 
losses would be A$10-17.5 billion

(Munich Re, Topics Geo
Natural Catastrophes 2006)

TC “Dinah” Jan – Feb 1967



Climate change could cause SE Qld tropical 
cyclones to start further south over 2000-2050
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Cyclone Larry post-event analysis:
building codes make a difference
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Recommendation: further 
enhance building standards to 

cost effectively protect the 
property itself and its owner’s 

financial interest 



It’s not just mega-events! Small changes in hazard 
intensity can cause multiple increases in damages

NSW, NRMA Building Insurance only

Source: Sydney Morning Herald 25th August 2003
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25% increase in evaporation 1.3 °C maximum 
temperature increase

Drought

Increase of 5-10% in Cyclone 
wind speeds

2.2 °C mean
temperature increase

17-28% increase bushfires1°C mean summer 
temperature increase

Bushfire

25% increase in evaporation
leading to increased bushfire
risk 

1.3 °C maximum Drought

1 in 100 yr Flood becomes 
1 in 17 yr Flood 

25% increase in 30 minute
precipitation Floods

Cyclone

Change in climateHazard Resulting
change in hazard

Source: Mills et al(2001)

Small climate changes can increase hazards 
dramatically



• Sustainability and risk management

• Climate change vulnerabilities: hailstorm and cyclone

• Coastal infrastructure & land: inundation and erosion risks

• National climate change policy

• What else is IAG doing?



Coastal vulnerability: storm surge, tides and wind 
all affect sea levels

Tides, storm surge, and 
wind can drive ocean 
waves several metres
above average sea level

K. L. McInnes, K. J. E. Walsh, G. D. Hubbert and T. Beer, Impact of Sea-level Rise and 
Storm Surges on a Coastal Community, Natural Hazards 30: 187–207, 2003 



High waves can flood and / or destroy coastal land

• Erosion on Belongil Beach on the 
NSW Far North Coast
© NSW Department of Land and 
Water Conservation

• Property damage at Wamberal, 
1978, due to beach erosion 
http://www.environment.gov.au/co
asts/publications/nswmanual/appe
ndixc2.html



Sea levels are rising because of climate change –
much of the loss is not currently insured

• More than 425,000 Australian addresses 
are below 4m above mean sea level and 
within 3km of the shore

• Greater Sydney: 46,000 addresses 
within 1km of the shoreline have 
elevations less than 3m

• Nerang River, Gold Coast: around 
15,000 properties are vulnerable to both 
coastal and riverine flooding

“A national coastal vulnerability study”
Risk Frontiers (2006)

• IPCC: global sea level rise of 18-59 cm 
by 2100, plus possible additional 
contribution from ice sheets of 10 - 20 
cm. But this is only a small (?) part of the 
story!

• Potential melt/slippage of land-based 
ice sheets would increase sea level 
by several metres. Warning period 
and rapidity of impact are unknown.

• Crucial risk area: How much will polar 
temperatures increase if average global 
increase is say 4 degrees? What would 
this magnitude of warming mean for 
land-based ice masses?

• What happens when higher sea 
levels, greater windstorm 
intensity/storm surge and natural 
high tide all combine?

Property insurance does not 
cover land value.
Consider financial risk to banks & 
owners if land becomes unusable.



St Kilda, Melbourne: models of rising sea levels plus 
worsening storm surge under climate change 

Source: http://www.portphillip.vic.gov.au/attachments/o23359.pdf

1.25m storm 
surge 
(historical)

1.65m storm 
surge + 
35cm sea 
level rise

2.06m storm 
surge + 
80cm sea 
level rise

2.31m storm 
surge + 
80cm sea 
level rise



Manly, Sydney: Annually exceeded water levels under 
current, low- and high- climate change scenarios

Source: http://www.manly.nsw.gov.au/IgnitionSuite/uploads/docs
/280408%20Draft%20for%20Discussion.pdf

100% Annual 
Exceedence
Probability 
water levels:

Current = 1.25 m 
AHD

With low climate 
change = 1.25 + 
.18 = 1.44 m AHD

With high climate 
change = 1.25 + 
.91 m = 2.16 m 
AHD

With abrupt land 
ice disintegration 
= 1.25 + ??? m

High School

Golf Club

Residences

Ocean/lagoon bank



A possible solution: a coastal property insurance scheme 
similar to old-style “whole of life” insurance?

Whole of Life Insurance

• The insurer accepts a regular annual 
premium that stays level for as long as a 
person stays alive.

• In return, the insurer guarantees to pay out 
a fixed sum insured whenever the person 
dies, whether it’s in ten days or 50 years.

• The insurer charges enough in the early 
years to build up and invest a fund so that it 
can pay everyone, regardless of whether 
they die early or late.

• The insurer uses projections of population 
mortality, together with individual mortality 
risk factors (age, health, lifestyle) to 
calculate each person’s premium.

• The insurer buys reinsurance in case 
mortality experience turns out much worse 
than expected.

Coastal Inundation Insurance

• Annual premium stays level for as long as 
the property remains viable, for a fixed term 
of say 50 years.

• Insurer guarantees a fixed sum insured 
once the land is no longer usable.

• Payment is guaranteed regardless of how 
soon or late the land becomes unusable.

• The insurer uses regional sea level rise 
projections and individual properties’ Digital 
Elevation Model data to estimate what sea 
level rise would cause inundation.

• Government takes over liability for future 
premiums once property is unusable.



• Sustainability and risk management

• Climate change vulnerabilities: hailstorm and cyclone

• Coastal infrastructure & land: inundation and erosion risks

• National climate change policy

• What else is IAG doing?



Australian Business Roundtable on Climate Change

Key findings of the report:
• Possible to achieve 60% reduction in GHG’s by 2050 

while maintaining strong economic growth.

• Delaying action to 2022 will result in lower real GDP 
growth by an average of 0.2% p.a. through to 2050, 
compared to early action. 

• Delaying action will result in disruptive shocks being 
concentrated over a shorter period. 

• An additional 3.5 million jobs will be created over the 
period 2013-2050 under an early action scenario.

Recommendations
• Carbon price signal & Emissions Trading scheme

• Encourage innovation & investment in emerging and 
breakthrough technologies

• Build national resilience to the impacts of climate 
change



The Australian Climate Group: an alliance of 
leading Australian scientists

• First report released in 2004.
• Convened by IAG and WWF-Australia

in response to the increasing need for 
action on climate change in Australia.

• Recommended a 60 per cent cut in 
GHG emissions by 2050, together with 
several other steps. This is now 
government policy.

• New report released March 2008.

• Highlights the urgency of the latest 
climate change science.

• Recommends stabilising GHG 
emissions by 2010.

• Recommends reducing emissions by 
2020 in line with leading economies 
like the European Union.



Garnaut: global emissions growth and climate response 
both emerging worse than expected 

• The most pessimistic IPCC emissions 
scenarios are already being exceeded due 
to high fossil-fuel-intensive economic 
growth, especially China and India

• Observed global temperature (top) and sea 
level change (below) are at the top of the 
IPCC 2001 predicted ranges.

• The capacity of the oceans and the earth’s 
biosphere to absorb emissions has been 
falling faster than estimated by the main 
models.

• Time lag: most of the changes observed so 
far are the result of historic emissions. 
What consequences will emerge from this 
century’s unexpectedly high emissions?

Source: Garnaut Interim Report, February 2008



Garnaut: stabilising at 450 ppm CO2-e would need 
dramatic, immediate falls in annual global emissions

Source: Garnaut Interim Report, February 2008, Figure 4

“Business as usual” scenario:
• Annual emissions continue to 

climb
• No hope of atmospheric CO2-e 

stabilising at safe levels.

• Illustrative reductions in annual 
emissions to stabilise at 
concentration targets of 
550ppm or 450ppm CO2-e .

• Even the green path results in 
some risky temporary 
overshooting to 500ppm.

Garnaut says: “Recent acceleration of global emissions growth has made 
the task even harder than anticipated just two years ago.”



Garnaut: an international way forward could be based on 
targets per person (“contraction and convergence”)

Source: Garnaut Interim Report, February 2008, Figure 7

Over time, countries 
converge on the same 
level of emissions per 

person

Over time, 
global 

average 
emissions 
per person 

contract
Developing 
countries 

temporarily 
increase 

their 
emissions 
per person 
to address 

poverty

Emissions budgets start 
out equal to each 
country’s current 

emissions per person

Developed 
countries 

reduce their 
per capita 
emissions 

without 
delay. High 

emitters 
reduce 
faster.

Scope for 
international 

trade in 
emissions 

rights



Garnaut: what might such per-capita targets mean for 
Australia?

Garnaut says: “There is no risk that an emissions reduction schedule 
culminating in a 60 per cent reduction from 2000 levels by 2050, will be 
more restrictive than would be required as Australia’s contribution to 
enforcement of an environmentally satisfactory global budget.”

Australia is one of the 
world’s top 20 total 

CO2 emitters, and one 
of the very heaviest 
emitters per capita

Source: Garnaut Interim Report, February 2008, Figure 8



Garnaut: Australia, PNG and Indonesia could all benefit 
from a regional agreement

• PNG & Indonesia are both high per capita emitters due to high levels of deforestation
• Under a regional agreement, Australia could easily reduce its per capita emissions by 

purchasing emissions rights from PNG & Indonesia
• This would give PNG & Indonesia a strong financial incentive to reduce their 

deforestation and change to “greener” land management: a win-win situation

Source: Garnaut Interim Report, February 2008, Figure 9



IAG supports near-term emissions reduction targets 
similar to the European Union

• By 2020, the EU has 
committed to reduce GHG 
emissions by 20% of 1990 
levels, regardless of what 
other economies do

• EU has committed to 
reductions of 30% if other 
nations adopt similar 
targets



McKinsey research: reducing Australia’s emissions
20-30% by 2020 is achievable & affordable

Source: McKinsey & Company, An Australian Cost Curve for Greenhouse 
Gas Reduction, February 2008

Numerous negative-
cost opportunities 
would let Australia 
reduce emissions in 
2020 by 20% below 
1990 levels at no net 
cost to the economy

Australia could reduce 
emissions in 2020 by 
30% below 1990 levels 
at a net cost 
averaging only $290 
per household per 
annum Need regulations and/or incentives to 

address current market imperfections: 
Wilkins review, Productivity 

Commission report to Garnaut



• Sustainability and risk management

• Climate change vulnerabilities: hailstorm and cyclone

• Coastal infrastructure & land: inundation and erosion risks

• National climate change policy

• What else is IAG doing?



Fund manager perspective on climate change (I)

• Adopted the UN Principles of Responsible 
Investment
• Increasing evidence that ESG issues can be 

material to performance of portfolios, particularly 
over the long term

• As part of a network, PRI signatories have 
opportunities to pool resources and influence

• Foundation investor in Generation Investment 
Management
• Invested $50m in GIM Sustainable Investments 

Fund two years ago

• IAG & NRMA Superannuation Fund now 
investing a further $20m 

• Investing $40m in new Climate Solutions Vehicle 
(with Super Fund)



Fund manager perspective on climate change (II)

• Bought equity stake in Renewable Devices (a wind 
turbine builder)
• gives us access to small, quiet wind generators

specifically designed for use in urban environments
• potential source of offsets for emissions we can’t 

eliminate in our 5-year move to carbon neutrality 
• Member of the Investor Group on Climate Change

• represents Aust & NZ institutional investors with total 
FUM > $424 billion

• aims to ensure that the risks and opportunities 
associated with climate change are incorporated into 
investment decisions

• Carbon Disclosure Project 
• Created new IAG Sustainable Investments Fund -

$150m available



- Climate modelling
- Committed to be carbon neutral by 2011
• Hybrid car fleet
• Purchase of Green power electricity
• Upgrading occupied premises to “Five Star” Green Building 

status 
• Monitor & reduce energy consumption
• Achieved 18% reduction in emissions so far
- Understanding building vulnerability & promoting adaptation
• Hail Gun
• Cyclone testing station
• Advocating stronger building codes
- Sharing knowledge with customers and suppliers
• Green car profiler and home help websites
• Smash repair industry – Bumper bars
• Contributing to community education & debate
• Promoting recycling initiatives with suppliers
- Climate help product to offset car emissions

IAG’s approach so far – further examples



A PeopleA People’’s Assembly s Assembly 
Sea Level Rise & Sea Level Rise & 
Population Displacement Population Displacement 
in the Asiain the Asia--PacificPacific

The IPCC predicts that a one metre sea level rise will displace 145 million people
How should Australia respond in partnership with our neighbours in the region?
How can we protect our natural environment while protecting ourselves? 
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