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When	I	talk	to	retail	investors,	it	is	clear	that	they	have	a	solid	grasp	of	how	to	analyse	the	
financial	statements,	but	they	struggle	to	analyse	the	intangibles	that	now	make	up	to	80%	
of	the	value	of	a	company.	Retail	investors	are	aware	that	if	they	don’t	understand	what	risks	
management	is	bringing	into	the	business	and	how	it	can	affect	financial	performance	down	
the	track,	they	don’t	comprehend	the	risks	they	might	be	facing	to	the	value	of	their	
investment.	We	need	only	look	at	the	banks,	and	the	Royal	Commission	into	banking	that	
arose	because	the	banks	failed	to	treat	their	customers	with	fairness	or	respect	in	their	drive	
to	make	greater	profits,	to	see	how	the	absence	of	informaDon	about	those	risks	meant	that	
retail	investors	were	unprepared	for	the	drop	in	share	price	that	followed.	

Retail	shareholders	increasingly	understand	that	there	can	be	environmental	and	social	risks	
to	the	value	of	the	investment	—	ESG	risks.	But	it	is	hard	for	the	retail	investor	to	consider	
whether	ESG	factors	contribute	to	or	detract	from	the	value	of	a	given	investment	
opportunity.	Because	while	retail	investors	are	familiar	with	factoring	governance	risks	into	
their	decision-making,	they	are	not	so	familiar	with	factoring	E&S	risks	into	their	investment	
decision	making.	It	is	hard	to	do	this,	because	ESG	is	all	about	Dme	horizons	and	it’s	hard	to	
see	into	the	future,	but	what	it	boils	down	to	is	having	access	to	informaDon	that	helps	them	
weigh	up	investment	opportuniDes	and	hazards.	

Yet	retail	investors	have	tradiDonally	not	had	access	to	the	sophisDcated	ESG	data	and	
analysis	that	insDtuDonal	investors	have.	Retail	investors	are	not	invesDng	as	a	career,	or	on	
a	full-Dme	basis.	They	are	living	their	lives	with	invesDng	as	just	one	aspect	of	those	lives.	
For	most	of	them	it	is	not	something	they	do	five	days	a	week,	not	unless	they	are	
sophisDcated	and	dedicated	investors.	They	therefore	rely	on	the	disclosures	from	the	board	
and	management	to	a	very	large	degree,	yet	currently	these	contain	liQle	informaDon	about	
climate	risk,	even	though	capital	allocaDon	decisions	cannot	be	made	without	some	
confidence	that	the	board	and	management	has	a	handle	on	the	material	risks	facing	the	
enDty	and	understands	them.	

Climate	risks	have	been	parDcularly	challenging	for	retail	investors	to	understand.	There	is	a	
range	of	reasons	for	this.	

• Retail	investors	rely	on	the	annual	report	to	a	significant	degree.	Climate	risk	
disclosures	in	the	annual	report	have	been	very	limited		
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• As	noted,	retail	investors	have	not	had	access	to	ESG	data	and	analysis,	and	so	have	
found	it	problemaDc	to	link	these	risks	to	financial	impact		

• Climate	risk	disclosures,	when	they	do	take	place,	are	frequently	fragmented,	for	
example,	they	can	be	in	the	Sustainability	Report,	or	a	form	of	narraDve	disclosure	in	
the	annual	report	(separate	to	the	OperaDng	&	Financial	Review	or	OFR),	or	a	
separate	ESG	report	or	climate	change	policy,	or	part	of	a	submission	to	the	Carbon	
Disclosure	Project	or	reporDng	of	greenhouse	gas	emissions	and	energy	producDon	
and	consumpDon	under	legislaDon.		

I’d	like	to	give	some	more	detail	about	these	challenges	to	retail	investors	being	able	to	
grapple	with	climate	risks.	

ASIC	conducted	a	review	of	climate	risk	disclosures	and	published	a	report	of	its	findings	—	
Report	593	-	in	September	this	year.	The	report	looked	at	climate	risk	disclosures	in	60	listed	
companies	in	the	ASX	300	and	25	recent	iniDal	public	offering	or	IPO	prospectuses	and	also	
reviewed	climate	related	disclosures	of	any	kind	across	15,000	annual	reports.	

The	key	findings	on	climate	risk	disclosure	were	that	of	60	companies	in	the	ASX300	that	
ASIC	reviewed,	just	17%	disclosed	climate	change	as	a	"material	risk"	in	the	OFR.	Outside	the	
top	200	companies,	climate	risk	disclosure	was	"very	limited".		

ASIC	also	found	that	general	(as	opposed	to	specific)	risk	disclosure	is	not	useful	for	
assessing	climate	risk	exposures,	yet	much	of	the	disclosure	was	very	general.	ASIC	also	
commented	that	it	was	ocen	difficult	to	discern	whether	general	references	to	climate	
change	risk	related	to	physical	or	transiDon	climate	risks	or	both.	

The	review	also	found	that	fragmented	climate	risk	disclosure	pracDces	make	comparisons	
difficult.	Indeed,	ASIC	said	it	found	that	for	some	companies,	it	was	required	to	consider	
mulDple	sources	of	informaDon	to	piece	together	a	full	picture	of	the	relevant	company’s	
climate	risk	exposure.	Its	review	also	noted	that	isolated,	high-level	statements	such	as	‘we	
have	considered	the	impacts	of	climate	change	on	our	business’	do	not	provide	investors	
with	any	meaningful	insight	as	to	the	depth	or	extent	of	that	consideraDon.		

In	its	examinaDon	of	the	15,000	ASX-listed	company	annual	reports	daDng	back	six	years,	
ASIC	found	that	the	proporDon	containing	climate	risk	and	climate-change-related	content	
had	dropped	from	22%	in	2011	to	14%	in	2017	—	probably	due	to	the	existence	and	then	
repeal	of	the	Gillard-era	emissions	trading	scheme	legislaDon.	

The	ASIC	report	should	be	compelling	reading	for	directors	in	Australia.	Why?	Because:	

• one-third	of	adult	Australians	own	shares,	and	

• most	retail	investors	get	their	informaDon	from	the	annual	report	—	it’s	their	go-to	
disclosure	document.	
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The	size	of	direct	share	ownership	in	Australia	

Public	policy	encouraging	demutualisaDons	and	privaDsaDons	have	encouraged	ordinary	
Australians	to	become	shareholders.	In	2018,	Australia	has	the	strongest	culture	in	the	world	
for	individual	direct	share	market	investment	by	ordinary	ciDzens	(on	a	per	capita	basis).	This	
is	the	result	of	decades	of	public	policy	driving	Australians	in	that	direcDon.	This	was	even	
noted	in	the	Interim	Report	of	the	Royal	Commission	into	Misconduct	in	the	Banking,	
Superannua<on	and	Financial	Services	Industry	(Vol	1,	p	76,	September	2018),	which	notes	
that:	

The	1990s	brought	even	more	of	the	Australian	public	into	the	market	for	financial	
products	and	services	….	A	series	of	privaDsaDons	(such	as	CBA,	Telstra	and	Qantas)	
and	demutualisaDons	(such	as	AMP	and	NRMA	Insurance)	increased	middle	class	
share	ownership.	

The	result	of	this	is	that	while	all	working	Australians	are	shareholders	indirectly,	through	
superannuaDon,	Australians	are	now	also	comfortable	owning	shares	directly	as	a	means	of	
generaDng	income.		

I’d	like	to	give	you	some	examples	of	just	how	significant	this	investment	by	retail	
shareholders	is,	parDcularly	in	our	largest	listed	companies.	

By	value: 	1

• 53%	of	the	register	of	CBA	is	retail	

• while	by	value	47%	of	NAB	is	retail,	46%	of	Westpac	is	retail	and	42%	of	ANZ	is	retail.		

• By	value,	20%	of	Telstra’s	register	is	retail	

• 34%	of	IAG	is	retail	

• 27	%	of	AMP	is	retail	and	22%	of	BHP	is	retail	(BHP	is	also	Australia’s	most	inherited	
stock).		

It	gets	even	more	compelling	to	understand	just	how	invested	in	our	large	listed	companies	
Australians	are	when	you	look	at	retail	shareholdings	as	a	percentage	of	the	register	by	
number.	Then	we	see	that:	

• 99%	of	CBA	is	retail,	as	is	AMP	and	IAG,	and		

• retail	shareholdings	are	96%	or	97%	of	the	other	three	major	banks	

• 97%	of	BHP	and		

• 92%	of	Telstra.		

There	 are	 six	million	Australians	 investors.	 They	 invest	 in	 Australian	 companies	 and	 those	
companies	 employ	 people	 in	 Australia,	 buy	 Australian	 goods	 and	 services	 to	 run	 their	
businesses,	 build	 Australian	 infrastructure	 and	 pay	 tax	 in	 Australia.	 The	 success	 of	 public	
policy	in	terms	of	encouraging	Australians	to	own	shares	has	provided	capital	to	Australian	

 Based on 2018 annual reports1
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businesses,	 leading	 to	 them	 generally	 holding	 lower	 levels	 of	 debt	 than	 their	 overseas	
counterparts	and	to	Australians	sharing	in	the	prosperity	that	they	helped	to	create.	

It	also	means	that	means	that	ordinary	ciDzens	are	exposed	twice	to	the	risk	management	
pracDces	of	our	listed	companies:	through	their	super	accounts	and	as	direct	shareholders.	
The	 sheer	 scale	 of	 retail	 investment	 in	 this	 country	 means	 that	 their	 needs	 in	 terms	 of	
disclosure	should	be	paramount,	parDcularly	when	we	are	talking	about	the	ASX200.	

Where	do	retail	investors	get	their	informa:on	from?	

For	the	most	part,	retail	investors	get	their	informaDon	about	their	investee	companies	from	
the	annual	report.	This	is	sDll	the	key	disclosure	from	the	company	from	their	perspecDve.	
They	are	also	heavily	reliant	on	the	media,	but	overall	they	tend	to	be	longstanding,	loyal	
shareholders.	So	what	the	board	and	management	tell	them	in	the	annual	report	maQers	to	
them.	

Importantly,	many	retail	investors	do	not	go	to	the	markets	announcement	plaporm.	The	
more	sophisDcated	will	use	invesDng	tools	such	as	online	porpolio	management	socware	
that	lets	them	keep	track	of	their	stock	market	porpolios	and	run	sophisDcated	analyDcs	on	
their	holdings,	or	social	media	plaporms	that	deliver	advice	and	research	from	market	
contributors	or	apps	that	rate	ASX	listed	shares	with	the	traffic	light	system.	But	even	these	
are	seen	as	a	complement	to	the	annual	report,	not	a	replacement	of	it.	The	main	issue	is	
that	they	do	not	generally	have	access	to	the	sophisDcated	analysis	of	insDtuDonal	investors.	

This	clarifies	how	important	the	annual	report	is	to	retail	investors,	which	is	why	limited	
disclosure	of	climate	risks	in	annual	reports	or	fragmented	reporDng	of	climate	risks	across	
mulDple	data	sources	is	so	significant.	Yet	as	we	saw	from	the	ASIC	report,	retail	investors	
have	pracDcally	no	chance	to	assess	climate	risk	from	the	majority	of	annual	reports	today,	
even	though	they	comprise	significant	porDons	of	the	register	of	our	large	listed	companies.	
InsDtuDonal	investors,	generally	through	their	ESG	teams,	will	trawl	through	the	mulDplicity	
of	disclosures	when	they	are	fragmented,	and	will	construct	analyses	based	on	mulDple	data	
sources,	and	will	come	to	a	posiDon	about	the	risk	to	the	value	of	their	investment.	But	retail	
investors	are	largely	in	the	dark	when	it	comes	to	climate	risk.	They	are	allocaDng	capital	
without	any	clear	sense	of	a	potenDally	major	material	risk	to	the	value	of	their	investment.	

ASIC	has	had	a	longstanding	commitment	to	ensuring	that	the	annual	report	genuinely	
informs	retail	investors.	ASIC	emphasises	clarity	and	concision,	with	a	focus	on	the	quality	
rather	than	quanDty	of	informaDon	and	specifically	counsels	against	unnecessary	repeDDon	
or	the	overuse	of	photographs.	ASIC	emphasises	in	Regulatory	Guide	247	that	an	OFR	should	
present	both	a	narraDve—providing	informaDon	about	an	enDty’s	results	and	financial	
posiDon	and	an	analysis—a	reasoned	and	meaningful	descripDon	of	the	underlying	drivers	
of,	and	the	reasons	for,	an	enDty’s	performance.	ASIC	refers	to	this	guidance	on	the	OFR	in	
its	report	on	climate	risk	disclosures.	

The	same	is	true	of	the	prospectus,	which	has	to	be	provided	to	retail	investors	if	an	offer	of	
securiDes	is	being	made.	ASIC	makes	it	clear	that	a	prospectus	must	be	accessible	to	retail	
investors	–	that’s	who	it’s	designed	for	—	and	the	prospectus	must	disclose	the	risks	
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associated	with	a	company’s	business	model	and	explicitly	cite	both	environmental	and	
regulatory	risk	as	key	categories	of	risk	to	be	considered	by	persons	preparing	a	prospectus.	

Again,	however,	in	its	report,	ASIC	found	that	in	the	majority	of	prospectuses	reviewed,	
while	both	environmental	and	regulatory	risks	were	generally	cited	as	risks	to	the	business	
model	of	the	relevant	company,	there	was	insufficient	detail	disclosed	to	enable	an	investor	
to	determine	if	climate	risk	formed	part	of	those	broader	risk	categories,	and,	if	so,	how	and	
to	what	extent.	And	even	when	enDDes	disclosed	business	models	that	were	in	some	way	
connected	to	the	transiDon	to	a	low-carbon	economy,	the	underlying	trend	of	climate	
change	and	the	opportuniDes	it	provided	for	the	company	was	not	explicitly	cited.		

To	disclose	or	not	disclose?	

I	want	to	turn	to	the	intersecDon	of	a	number	of	issues	that	have	fundamentally	changed	
the	landscape	in	relaDon	to	disclosures	of	climate	risk.		

The	first	is	an	influenDal	legal	opinion	by	Noel	Hutley	QC	on	company	directors’	legal	
obligaDons	to	consider	the	impacts	of	climate	change.	The	opinion	states	that	company	
directors	who	fail	to	properly	consider	and	disclose	foreseeable	climate-related	risks	to	their	
business	could	be	held	personally	liable	for	breaching	their	statutory	duty	of	due	care	and	
diligence	under	the	CorporaDons	Act.	The	opinion	makes	it	clear	that	even	if	a	director	does	
not	believe	in	climate	change,	given	the	significant	data	available	and	the	widespread	
commentary	on	it,	a	director	is	in	breach	of	their	duDes	if	they	do	not	consider	the	risks.	
What	the	director	personally	believes	will	not	be	the	issue	from	a	legal	viewpoint,	but	rather	
their	fiduciary	duty	to	make	decisions	in	the	best	interests	of	the	company	by	taking	into	
account	all	available	informaDon.	The	author	warned	it	is	“only	a	maQer	of	Dme”	before	we	
see	this	sort	of	liDgaDon	against	a	director.	

The	second	issue	that	has	come	into	play	is	the	entry	into	force	of	the	Paris	Climate	
Agreement,	which	brings	the	horizon	forward	for	acDon	on	climate	change.	The	Agreement	
heightens	transiDon	risks	and	opportuniDes,	makes	them	more	immediate,	and	puts	a	
premium	on	the	ability	of	private	markets	to	adjust.		

Third,	in	a	number	of	different	speeches,	the	Australian	PrudenDal	Regulatory	Authority	
(APRA)	has	made	the	point	that,	while	climate	risks	have	ocen	been	seen	as	a	future	
problem	or	a	non-financial	problem,	this	is	no	longer	the	case.	APRA	is	on	the	record	as	
noDng	that	some	climate	risks	are	disDnctly	“financial”	in	nature.	Many	of	these	risks	are	
foreseeable,	material	and	acDonable	now.	Climate	risks	also	have	potenDal	system-wide	
implicaDons	that	APRA	and	other	regulators	here	and	abroad	are	paying	much	closer	
aQenDon	to.	ASIC,	the	other	regulator,	has	now	added	to	this,	not	only	in	speeches,	but	by	
releasing	Report	593	reviewing	–	and	finding	wanDng	–	climate	risk	disclosures.	

The	ASIC	report	also	refers	to	the	recommendaDons	in	the	final	report	from	the	Financial	
Stability	Board’s	Taskforce,	which	came	out	last	year.	Those	recommendaDons	are	on	climate	
risk	disclosure	and	are	known	as	the	Taskforce	on	Climate	Related	Financial	Disclosure	–	or	
TCFD	–	and	they	are	the	fourth	main	driver	of	change.	They	concern:	

• the	governance	around	climate-related	risks	and	opportuniDes	
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• the	actual	and	potenDal	material	impacts	of	climate-related	risks	and	opportuniDes	
on	their	businesses,	strategy	and	financial	planning	

• the	processes	for	idenDfying,	assessing	and	managing	climate-related	risks	and	a	
descripDon	of	how	these	processes	are	integrated	into	the	company’s	overall	risk	
management,	and		

• the	metrics	used	to	assess	these.		

The	voluntary	disclosure	recommendaDons	issued	by	the	TCFD	are	specifically	designed	to	
help	companies	produce	informaDon	that	is	useful	for	investors.	Therefore	the	TCDF’s	
recommendaDons	make	it	clear	that	it	is	only	with	these	disclosures	that	shareholders	can	
then	make	informed	decisions	about	their	investments.	Importantly,	from	a	company’s	
perspecDve,	the	recommendaDons	basically	act	as	a	blueprint	or	map	for	directors	and	
management	about	how	to	approach	climate	risk	disclosures.		

Finally,	there	is	the	threat	of	shareholder	acDon,	with	many	NGOs	purchasing	shares	before	
the	AGM	of	some	of	our	large	listed	companies	and	puung	forward	resoluDons	calling	for	
more	climate	risk	disclosure.	Those	resoluDons	have	not	passed,	primarily	because	of	the	
fact	that	first	a	resoluDon	needs	to	pass	to	amend	the	company	consDtuDon,	in	order	for	the	
climate	risk-related	resoluDon	to	have	effect,	but	insDtuDonal	investors	are	watching	these	
NGO	resoluDons	and	increasingly	supporDng	them.	This	is	because	insDtuDonal	investors,	
parDcularly	our	super	funds,	have	long-term	liabiliDes,	ocen	stretching	out	30	years,	to	their	
beneficiaries,	and	so	are	very	concerned	about	the	financial	impact	of	climate	risk	and	how	
their	investee	companies	are	managing	it.	

So,	in	conclusion,	directors	have	a	fiduciary	duty	to	consider	climate	risks	and	to	disclose	
those	risks.	Not	to	do	so	risks	liDgaDon.	

And	when	climate	risks	are	disclosed,	they	need	to	be	in	the	annual	report,	and	not	
scaQered	in	different	disclosures	that	force	investors	to	go	on	a	quest	to	find	them.	Finally,	
they	need	to	be	accessible	to	retail	investors,	who	form	such	a	significant	percentage	of	the	
registers	of	our	large	listed	companies.	Directors	and	management	need	to	remember	that	
those	retail	investors	are	either	saving	for	a	house,	or	planning	for	or	sustaining	their	
reDrement	income.	So	there	is	significant	personal	devastaDon	to	them	if	climate	risks	are	
not	disclosed	to	them	and	they	are	not	in	a	posiDon	to	make	informed	investment	decisions.			

Companies	and	their	boards	have	the	opportunity	now	to	start	working	out	how	to	make	
these	disclosures,	and	they	can	shape	their	own	progress	on	this	front.	If	they	don’t,	as	with	
so	many	changes	where	the	law	catches	up	with	community	expectaDons,	they	risk	a	
legislaDve	framework	being	imposed	on	them,	whether	they	are	prepared	or	not.
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