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In a nutshell

A Financial Stability Board Task Force has developed a set of voluntary
recommendations, compatible with current capital market disclosure requirements,
which aim to provide investors, lenders and insurance underwriters with consistent
climate-related financial disclosures that are useful in understanding material climate-
related risks.

The “widely adoptable” recommendations are intended to encourage market-led,
industry-focused initiatives within the financial reporting envelope, and address
governance, strategy, risk management, and metrics and targets. They are applicable to
all organisations, with emphasis on the financial sector, including insurance companies.

The recommended disclosures focus on climate-related risks (including physical and
transitional risks) and opportunities (including better resource efficiency), and related
financialimpacts on cash flows, assets and liabilities, net income and other metrics.

They will result in more quantitative financial disclosures and, in particular, reporting
metrics about the actual or possible financial impact of climate-related risks. Financial
statementitems may also be affected directly.

Governance processes for the disclosures are expected to be similar to those used for
existing public financial disclosures and would likely involve review by the chief financial
officer and audit committee.

Comments, by 12 February 2017, would be welcomed by the Task Force.

In December 2015, at the request of the G20, the Financial Stability Board established

an industry-led Task Force on Climate-related Financial Disclosures with a mandate to
design a set of recommendations for consistent disclosures that would help “financial
market participants understand their climate-related risks.” This request followed the Paris
Agreement of December 2015, which committed nearly 200 governments to strengthen
the global response to the threat of climate change. This is a long-term commitment and

a challenging one in economic policy terms.


http://www.iasplus.com
http://www.deloitte.com
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The Task Force, chaired by Michael Bloomberg, brought together a diverse group of
experts from across the financial markets including non-financial companies, investors,
insurance companies, banks, ratings agencies, assurance providers and pension plans. Eric
Dugelay (Deloitte’s Global Leader, Sustainability Services) is a member. The Task Force was
‘policy-neutral”and concentrated on how best to provide relevant, consistent, comparable
and reliable information to the financial system. It has developed a set of voluntary
recommendations that seek to respond to the G20’s mandate and are compatible with
current capital market disclosure requirements. The Recommendations, released on

14 December 2016, have a simple aim: to ensure that investors, lenders and insurance
underwriters have consistent climate-related financial disclosures that are useful in
understanding material climate-related risks.

The need

The Recommendations recognise that one of the lessons learned from the 2007-2008
financial crisis was that weak corporate governance and risk management led to incorrect
pricing of assets and risk and, consequently, a misallocation of capital. The market did not
have consistent, reliable information about risks to price assets and liabilities appropriately.
The insurance industry is particularly exposed - on both sides of their balance sheet: as risk
underwriters, especially in the property and casualty business where weather-related losses
have increased significantly over the past 20 years, and as long-term investors.

The Task Force sees risks related to climate change as a significant and “perhaps most
misunderstood” risk facing organisations today. The Paris Agreement will lead to short,
medium and long-term effects and disruption as economies transition to a lower-carbon
economy. This transitional risk is important to policymakers interested in the stability and
resilience of the global financial system. If the economic impact of sharp changes in energy
use and the revaluation of carbon-intensive assets are to be managed effectively, global
financial markets will require better and more consistent information to support well-
informed investment, lending and insurance underwriting decisions.

The Recommendations
have a simple aim:

to ensure that investors,
lenders and insurance
underwriters have
consistent climate-related
financial disclosures

that are useful in
understanding material
climate-related risks.

“[The] question of the
potential impact of
climate change on the
safety and soundness of
the insurance industry,
and therefore its ability

to honour its policy
obligations, is fundamental
to the supervision of it.”

Mark Carney, House of Lords Economic
Affairs Committee, 10 March 2015
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Responsibility for the disclosures

The Task Force has developed four “widely adoptable” recommendations on climate-related
financial disclosures, applicable across sectors and jurisdictions, addressing governance,
strategy, risk management, and metrics and targets. The Task Force emphasises that the
recommendations apply across the financial sector: banks, insurance companies, asset
managers and asset owners (although they apply to other sectors, too). This application is
important, because “large asset owners and asset managers sit at the top of the investment
chain and, therefore, have an important role to play in influencing the organisations in which
they invest to provide better climate-related financial disclosures.”

Equally important is where the disclosures are made and who is responsible for making
them. The Task Force thinks that climate-related financial disclosures should be included in
an organisation’s mainstream (i.e. public) financial filings (the annual financial statements
and related disclosure documents) filed with securities markets regulators. Most G20
jurisdictions already require a discussion of material risks and uncertainties, and these would
include material climate-related risks. The Task Force's recommendations should be useful in
helping the Directors meet this existing obligation more efficiently and effectively.

Furthermore, the Task Force notes that its recommendations will result in more quantitative
financial disclosures and, in particular, reporting metrics about the actual or possible financial
impact of climate-related risks. Financial statement items may also be affected directly:

cash flows from operations, asset valuation, net income and capital ratios. Thus, “financial
executives (e.g., chief financial officers, chief accounting officers, and controllers) will need to
be involved in the organisation’s evaluation of climate-related risks and opportunities and
the efforts undertaken to manage the risks and maximize the opportunities.”

Finally, and critical to enabling their recommendations to lead to reliable and consistent
disclosures, the Task Force addresses corporate governance and (by implication) systems of
internal control. The Task Force expects “that the governance processes for these disclosures
would be similar to those used for existing public financial disclosures and would likely
involve review by the chief financial officer and audit committee, as appropriate.”

Climate-related risks are no longer a niche responsibility: they should be the responsibility of
the CFO, CEO, and the Board of Directors.

Climate-related risks

are no longer a niche
responsibility: they should
be the responsibility of the
CFO, CEQ, and the Board
of Directors.
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Structure of the Recommendations

The Task Force's Recommendations share four ‘key features’, which support their voluntary adoption by reporting
organisations. They are adoptable by all organisations; included in financial filings; designed to solicit decision-
useful, forward-looking information on financial impacts; and have a strong focus on risks and opportunities
related to the transition to a lower-carbon economy.

The Recommendations are built around four thematic areas that represent the primary elements common to

the operation of all organisations: governance, strategy, risk management, and metrics and targets. Each of the
thematic areas have associated climate-related financial disclosures (‘(Recommended Disclosures’) that develop
the framework, providing information that will assist investors and others to understand how an organisation
considers and assesses climate-related risks and opportunities. There is also generic guidance, applicable to all
sectors, and supplemental guidance for particular sectors (e.g., insurance companies and the energy sector), that
will support the development of disclosures consistent with the Task Force's Recommendations. The structure can
be depicted thus:

Recommendations and Guidance

Recommendations
Four widely-adoptable recommendations tied to: Governance,
Recommendations Strategy, Risk Management, and Metrics and Targets

Recommended Disclosures

Specific recommended disclosures organisations should
include in their financial filings to provide decision-useful
information

Guidance for All Sectors Guidance for all sectors
Guidance providing context and suggestions for implementing

the recommended disclosures for use by all organisations

Recommended Supplemental Guidance for certain sectors
Disclosures Guidance that highlights important considerations for certain
sectors and provides a fuller picture of potential climate-
Supplemental Guidance related financial impacts in those sectors
for Certain Sectors Supplemental guidance is provided for the financial sector

and for non-financial sectors potentially most affected by
climate change

Source: Recommendations of the Task Force on Climate-related Financial Disclosures

Features and thematic areas
The Recommendations are structured around four thematic areas, related to how all businesses operate:

e Governance: The organisation’s governance around climate-related risks and opportunities.

e Strategy: The actual and potential impacts of climate-related risks and opportunities on the organisation’s
businesses, strategy, and financial planning.

* Risk Management: The processes used by the organisation to identify, assess, and manage climate-related risks.

» Metrics and Targets: The metrics and targets used to assess and manage relevant climate-related risks and
opportunities.

The Report includes guidance to assist in developing climate-related financial disclosures consistent with the
Recommendations and Recommended Disclosures. The guidance should assist preparers by providing context
and suggestions for implementing the Recommended Disclosures. The supplemental guidance for the financial
sector and certain non-financial sectors highlights important sector-specific considerations.
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Primary users

At the FSB's request, the Task Force considered carefully whether the target audience of users of climate-related
financial disclosures should “extend beyond investors, lenders, and insurance underwriters” (‘primary users').

The Task Force confirmed that the primary users are the “appropriate target audience” because they “assume the
financial risk and reward of the decisions they make.” In addition, they note that whilst “many other organisations,
including credit rating agencies, equity analysts, stock exchanges, investment consultants, and proxy advisors” will
use the disclosures throughout the credit and investment chain, such organisations depend on and use the same
types of information as primary users.

The Task Force's primary user group is consistent with that of securities markets regulators, financial reporting
standard-setters and related organisations such as the Climate Disclosure Standards Board, the International
Integrated Reporting Council and the Sustainability Accounting Standards Board.

Climate-related risks, opportunities and financial Impacts

The Task Force seeks to draw on the several climate-related disclosure frameworks and provide a common
framework to promote better alignment and thus greater consistency for climate-related financial disclosure.
Its framework categorises these disclosures as climate-related risks and climate-related opportunities, with
sub-categories as necessary:

e.g. short term climate
events such as increased
severity of storms

— Physical
Chronic e.g. risks from longer
term climate shifts, such
as sustained higher
temperatures
Policy/Legal
Technology
—] Transition

Market

Reputation

=

Climate change

. More productivity from less
— Resource efficiency p y

energy, water etc.
Lower op. costs & better resiliency
— Energy source
from use of renewables
Opportunities —  Products/Services Market competitive advantage
— Markets New ventures and collaborations
L Improved security of supply,
— Resilience p Y PRIy,

resource, energy

Financial Impacts

The primary goal of the Task Force’s work is providing “better information on and better understanding of

the potential financial implications of climate-related risks and opportunities” on an organisation. Investors,
lenders, and insurance underwriters “need to understand how climate-related risks and opportunities are

likely to impact an organisation’s future cash flows and its assets and liabilities in order to make more informed
financial decisions.” The Task Force’s Report demonstrates how the financial impacts are related to the risks and
opportunities noted above:
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Policy/Legal

Technology

Reputation

Revenues

Opportunities

Financial impact

Income
statement

Expenditures

Balance sheet

Resource efficiency

Energy source

Products/Services

Resilience

Asset valuation

Cost of liabilities

Capital allocation

Source: Recommendations of the Task Force on Climate-related Financial Disclosures

Recommended Disclosures

The principal Recommendations and Recommended Disclosures are summarised below.

Governance

Disclose the organization’s
governance around climate-related
risks and opportunities.

Recommended Disclosures

Strategy

Disclose the actual and potential
impacts of climate-related risks and
opportunities on the organization's
business, strategy, and financial
planning.

Recommended Disclosures

Risk Management

Disclose how the organization
identifies, assesses, and manages
climate-related risks.

Recommended Disclosures

Metrics and Targets

Disclose the metrics and targets
used to assess and manage
relevant climate-related risks and
opportunities.

Recommended Disclosures

a) Describe the board's oversight
of climate-related risks and
opportunities.

a) Describe the climate-related
risks and opportunities the
organisation has identified over
the short, medium and long
term.

a) Describe the organisation’s
processes for identifying and
assessing climate-related risks.

a) Disclose the metrics used by the
organisation to assess climate-
related risks and opportunities
in line with its strategy and risk
management process.

b) Describe management's role in
assessing and managing climate-
related risks and opportunities.

b) Describe the impact of climate
related risks and opportunities
on the organisation's
businesses, strategy, and
financial planning.

b) Describe the organisation’s
processes for managing climate-
related risks.

b) Describe Scope 1, Scope 2,
and, if appropriate, Scope
3 greenhouse gas (GHG
emissions, and related risks.

c) Describe the potential
impact of different scenarios,
including a 2°C scenario, on
the organisation's businesses,
strategy, and financial planning.

Source: Recommendations of the Task Force on Climate-related Financial Disclosures

c) Describe how processes for
identifying assessing, and
management climate-related
risks are integrated into the
organisation's overall risk
management.

c) Describe the targets used by the
organisation to manage climate-
related risks and opportunities
and performance against
targets.
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Disclosure principles

The overall disclosure framework is supported by seven ‘principles for effective disclosure’ that are intended to
“guide current and future developments” in climate-related financial reporting. The Task Force intends that using
these principles “can help achieve transparent, high-quality disclosures that enable users to understand the
impact of climate change on organisations.” The principles are consistent with common regulatory requirements
and/or recent statements by some national and regional securities markets regulators on the use of alternative
performance measures.

¢ Disclosures should present relevant information

¢ Disclosures should be specific and complete

Disclosures should be clear, balanced and understandable

Principle 4 * Disclosures should be consistent overtime

¢ Disclosures should be comparable among companies within a sector, industry, or portfolio

Principle 6 * Disclosures should be reliable, verifiable, and objective

Principle 7 * Disclosures should be provided on a timely basis

The Task Force recognises that the success of its Recommendations depends on quick widespread adoption

by organisations in the financial and non-financial sectors as well as the on-going leadership of the G20 and its
member countries. Given that the FSB will be at the forefront of providing that leadership, it is worth noting the
support of the FSB's Chairman, Mark Carney: “The disclosure recommendations will give financial markets the
information they need to manage risks, and seize opportunities, stemming from climate change. As a private
sector solution to a market issue, the Task Force has focused on the practical, material disclosures investors want
and which all capital-raising companies can compile.”

The Task Force's Recommendations are open to public comment until 12 February 2016.

Observations

The Task Force's Recommendations should help to bring clarity and consistency to the area of climate-related
financial disclosures.

The Task Force's Recommendations are capable of being used by all organisations, although it is implicit that
publicly-listed organisations are the immediate focus. By tying the disclosures explicitly to the responsibility
to present a clear, balanced and understandable discussion of climate-related risks and opportunities and the
related financial effects in the context of continuous financial disclosure by publicly-listed organisations, the
Task Force has stated without any doubt that senior financial managers and directors should be ultimately
responsible for those disclosures.

The Task Force is not seeking immediate regulatory change. Rather, it is using ‘'soft power’, to encourage
market-led, industry-focused initiatives within the financial reporting envelope. It is no accident that this is an
area in which the directors have an existing responsibility for ensuring that there are appropriate systems in
place to generate data that is reliable, verifiable and objective.

Using common metrics should bring greater comparability within industries and across sectors.

The Task Force's Recommendations are available on the FSB's website:
http://www.fsb.org/2016/12/recommendations-of-the-task-force-on-climate-related-financial-disclosures/
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