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COMPANY PERSPECTIVES ON MANAGING RISKS

higher than the central expected value was equal to the chances of it being
lower). This represents a situation where the policy is already in place or where
the effects of uncertainty for a proposed new policy need to be analysed.  

In reality however, power companies in most countries operate in a regulatory
environment where the effective price of carbon is currently zero. The key risks for
companies in regards to climate policy then are those that surround questions
about when and to what extent CO2 emissions will become regulated in the
future. This is different from the risks modelled in Chapter 3, but a similar type of
approach for analysing this problem can be conceived, as shown in Figure 30.
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FIGURE 30

Framework for analysing the effects 
of policy timing uncertainty
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Uncertain timing of climate policy could be modelled by estimating a best guess
(expectation value) of when the policy might be introduced, and then estimating
a range for the earliest and latest likely introduction dates. Imagine that if
climate policy is introduced at the expected time, the economic case over the
plant lifetime for the two projects is the same. However, the risks will be opposite:
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