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BACKGROUND

The Financial Stability Board (FSB) established the
Task Force on Climate-related Financial Disclosures
(TCFD) on December 4, 2015 to develop
recommendations for more efficient and effective
climate-related disclosures that:

— could “promote more informed investment,
credit, and insurance underwriting decisions”
and,

— inturn, “would enable stakeholders to
understand better the concentrations of
carbon-related assets in the financial sector
and the financial system’s exposures to
climate-related risks.”

Industry Led and Geographically Diverse Task Force

The Task Force’s 32 international members, led by Michael
Bloomberg, include providers of capital, insurers, large non-financial
companies, accounting and consulting firms, and credit rating
agencies.
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THREE PROBLEMS: ONE SOLUTION

In the current climate-related disclosure landscape, challenges are faced by:

— Issuers who generally have an obligation under existing law to disclose material risks, but lack a
coherent framework to do so for climate-related risk,

— Lenders, insurers, and investors who need decision-useful climate-related risk information in order
to make informed capital allocation and financial decisions, and

— Regulators who need to understand risks that may be building in the financial system

The Task Force aims to provide the solution:

a clear, efficient, and voluntary disclosure framework that improves
the ease of both producing and using climate-related financial disclosures

TASK FORCE on
CLIMATE-RELATED
FINANCIAL 3
DISCLOSURES




KEY INNOVATIONS

The Task Force’s recommendations and guidance:
— Can apply to any company in the world and can be scaled to any level of sophistication
— Should be addressed in financial filings
— Are designed to solicit decision-useful information for investors and others
— Encourage forward-looking information through scenario analysis
— Provide supplemental guidance to sectors and industries most impacted by climate change
— Apply to organizations across the financial sector to address the full investment chain

— Place greater emphasis on risks and opportunities related to the transition to a lower-carbon
economy

— Represent consensus of Task Force members, who come from the financial sector and various
non-financial sectors
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CLIMATE-RELATED RISKS AND OPPORTUNITIES

Policy and Legal

Use of more efficient modes of transport
~ Increased pricing of GHG emissions — More efficient production and distribution processes
— Enhanced emissions-reporting obligations — Useofrecycling
— Mandates on and regulation of existing products and serices — More efficient buildings
~  Bxposureto litigation — Reduced water usage and consumption

Technology .
- Lower-emission sources of energy
—  Substitution of existing products and services with lower emissions options 3 . L .

@ S — Supportive policy incentives
) — Unsuccessful investment in new technologies 3 .
= — Emergence of new technologies
S - Upfront costs to transition to lower emissions technology @ L
S = - Participating in carbon market
E= S
= Markets - Energy security and shift towards decentralization
[

- Changing customer behavior - Develop and/or expand low emission goods and serices

- . -
= Uncertainty in market signals £ - Climate adaptation and insurance risk solutions
— Increased cost of raw materials -g —  R&D andinnovation
Reputation a=]
P < - Diversify business activities
- Shift in consumer preferences = .
- Shifting consumer preferences
— Stigmatization of sector
. - Newmark
— Increased stakeholder concer or negative stakeholder feedback ew markets
Acute — Public-sectorincentives
- Increased severity of extreme weather events such as cyclones and floods — Community needs and initiatives
— Development banks

Chronic
— Participate in renewable energy programs and adopt energy-efficiency

— Changesin precipitation patterns and extreme weather variability measures

Physical Risks

— Rising mean temperatures — Resource substitutes/diversification

Resilience

— Risingsea levels — New assets and locations needing insurance coverage
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EVALUATING FINANCIAL IMPACT

Climate-related risks and opportunities can impact organizations’ financial performance.
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DISCLOSURE RECOMMENDATIONS

The Task Force developed four widely-adoptable recommendations on climate-related financial
disclosures that are applicable to organizations across sectors and jurisdictions.

The recommendations are structured around four thematic areas that represent core elements of how

organizations operate:

Governance

Strategy

Risk Management

Governance
The organization’s governance around climate-related risks and opportunities

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

Risk Management

The processes used by the organization 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
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DISCLOSURE RECOMMENDATIONS (covmmuep)

The four recommendations are supported by specific recommended disclosures organizations can include in
financial filings to provide decision-useful information about their climate-related risks and opportunities.

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

Recommended Disclosures

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

Recommended Disclosures

Disclose how the organization identifies,

assesses, and manages climate-related risks.

Recommended Disclosures

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 organization has
identified over the short, medium, and
long term.

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

a) Disclose the metrics used by the
organization 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
organization’s businesses, strategy, and
financial planning.

b

~

Describe the organization’s processes for
managing climate-related risks.

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

¢) Describe the potential impact of different
scenarios, includinga 2° ¢ scenario, on
the organization’s businesses, strategy,
and financial planning.

¢) Describe how processes for identifying,
assessing, and managing climate-related
risks are integrated into the
organization’s overall risk management.

¢) Describe the targets used by the
organization to manage climate-related
risks and opportunities and performance
against targets.
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OUTREACH AND ENGAGEMENT

The Task Force engaged a broad range of external stakeholders through interviews, webinars, and other

forums.
One-on-One
Industry m Public \‘\\\\ Outreach
Interviews - Webinars Consultation N\ Events
128 Interviews 7 Webinars 203 Responses 13 Outreach Events
20 Countries 538 Attendees 24 Countries 1,243 Participants
23 Countries 12 Countries
Austria OOmO
BelgiumOmmO
Denmark OmO0O
Francecmmmum L X J
Germany EEE N ® Canada
Italy mmmO EEnE ghEiIn-a.
Luxembourg oOomO ® usa k2 ® Turkey ® ®)apan
Netherlands mmmm e =000 ~ @Hong Ko:g-..
Norway mmmCy Meth ®oses "
Portugal DOmO ® Nigeria . .Ef:lfjpéines
SpainmmO0O s S.ln.gip.ore. @
Sweden OmmO ® @5 Indonesia
: Peru EEEE OOmO
Switzerland mmmQO oomO ; :
United Kingdom mmmm 'S.O.th.héAfrlca .:«U.St-rgla
@Argentina ™
=000

New Zealand
OomO0O
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DISCLOSURE GUIDANCE FOR ALL SECTORS

The Task Force developed guidance to assist organizations in implementing the recommended disclosures.
The guidance builds on the recommendations and the recommended disclosures.

Recommendations

Guidance for All
Sectors

Recommended
Disclosures

Supplemental
Guidance for Certain
Sectors

Recommendations
Four widely adoptable recommendations tied to: governance, strategy, risk
management, and metrics and targets

Recommended Disclosures
Specific recommended disclosures organizations should include in their financial
filings to provide decision-useful information

Guidance for All Sectors
Guidance providing context and suggestions for implementing the recommended
disclosures for all organizations

Supplemental Guidance for Certain Sectors
Guidance that highlights important considerations for certain sectors and provides a
fuller picture of potential climate-related financial impacts in those sectors

Supplemental guidance is provided for the financial sector and for non-financial
sectors potentially most affected by climate change
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SCENARIO ANALYSIS

Scenario analysis is an important and useful tool for understanding the strategic implications of climate-related
risks and opportunities.

The Task Force recommends that organizations describe the potential impact of different scenarios, including a
2° ¢ scenario, on their businesses, strategy, and financial planning.

Scenario analysis can help organizations consider issues, like climate change, that have the following characteristics:

— Possible outcomes that are highly uncertain (e.g., the physical response of the climate and ecosystems to higher levels of GHG emissions in the
atmosphere)

— Outcomes that will play out over the medium to longer term (e.g., timing, distribution, and mechanisms of the transition to a lower-carbon economy)

— Potential disruptive effects that, due to uncertainty and complexity, are substantial

Scenario analysis can enhance organizations’ strategic conversations about the future by considering, in a more structured manner, what may unfold that is
different from business-as-usual. Importantly, it broadens decision makers’ thinking across a range of plausible scenarios, including scenarios where climate-
related impacts can be significant.

Scenario analysis can help organizations frame and assess the potential range of plausible business, strategic, and financial impacts from climate change
and the associated management actions that may need to be considered in strategic and financial plans. This can lead to more robust strategies under a
wider range of uncertain future conditions.

Scenario analysis can help organizations identify indicators to monitor the external environment and better recognize when the environment is moving toward
a different scenario state (or to a different stage along a scenario path). This allows organizations the opportunity to reassess and adjust their strategies and
financial plans accordingly.

Scenario analysis can assist investors in understanding the robustness of organizations’ strategies and financial plans and in comparing risks and

opportunities across organizations.
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EXAMPLES OF AREAS FOR FURTHER WORK

The Task Force also identified certain areas where further work can contribute to the evolution of climate-
related financial disclosures.

Relationship to Other Encourage standard setting organizations and others to actively work toward greater alignment of frameworks and to support
Reporting Initiatives adoption

Data Quality and Financial  Undertake further research and analysis to better measure and understand how climate-related issues translate into potential
Impact financial impacts

Reporting GHG Emissions Develop methodologies for allocating emissions in asset classes beyond equities, including non-corporate bonds, property/real
Associated with estate, infrastructure, private equity, and alternative assets

Investments Improve data quality, increase understanding of climate-related risks and opportunities, and enhance risk measurement
methodologies broadly

Scenario Analysis Further develop applicable 2°C (or lower) transition scenarios and supporting outputs and tools/user interfaces
Develop broadly accepted methodologies, datasets and tools for scenario-based evaluation of physical risk by organizations

Make datasets and tools publicly available and provide commonly available platforms for scenario analysis
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TASK FORCE TIMELINE

First Quarter Second Quarter .
Fourth Quarter2016 Third Quarter 2017
Q 2017 2017 Q
Nov 17: Presentation of Feb 12: Jan - May: Early Jun:
report to FSB Public consultation ends Stakeholder outreach on Task Force T
recommendations Issuance of final report to FSB

Public consultation period

Update report per public consultation feedback

Dec 14: Issuance of report for

Late Feb: Mar 17-18: Jul 7-8:
public consultation Update a'nd provide high level summary of Meeting of G20 Ministers and FSB report presentation at G20
: : Governors Summit
public consultation comments to FSB
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PuBLIC CONSULTATION

132 respondents work in the sector, 54 in non-financial sectors, and 120 in “Academia,” “NGO”, or “Other” categories

(“NGOs and Others”).

Financial

NGO and Others 17% 10%

m User W Preparer

FINANCIAL NoN-FINANCIAL NGOS AND OTHERS
Asset Management NN 29% Utilities NN 33% NGO - Research and advocacy 37%
Asset Owners  INSENNNNNNNN 23% Oiland Gas NN 19% Data analytics, research, and/or consulting 31%
Banking [N 20% Other NN 15% NGO - Standards setter 11%
Other NN 14% Metals and Mining NI 15% Academia 7%
Insurance I 8% Chemicals N 9% Accounting association 7%
Stock Exchange [l 6% Agriculture I 6% Governmental organization 1%
Creditratingagency | 1% Transportation/Automobiles Il 4% Other 6%
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PUBLIC CONSULTATION (CONTINUED)

Task Force received 306 consultation responses and 59 comment letters.

* Inaddition, feedback was received through discussions with stakeholders.

e Overall, respondents expressed support for the Task Force’s recommendations in the online questionnaire.

DoN’T
QUESTION RESPONDENTS Not UseruL m KNow

How useful are the recommendations and guidance for all sectors in preparing

. Preparers 75% 12% 11% 2%
disclosures? . ’ ’ ’
. . . - a o
How useful is the supplemental guidance in preparing disclosures? Preparers 66% 14% 18% o5,
If organizations disclose the recommended information, how useful would it be for
_g . ) ! Users and Others 7% 3% 10% 10%
decision making?
How useful is a description of potential performance across a range of scenariosto  Financial 74% % 9% 10%
unde.rstam.ilng cllm.ate-related impacts on an organization’s businesses, strategy, Non-Financial 17% 50% 26% 7%
and financial planning?
OtherAreas 86% 7% 6% 2%
How useful are the illustrative examples of metrics and targets? Financial 74% 4% 5% 17%
Non-Financial 33% 33% 30% 4%
OtherAreas 72% 3% 15% 11%
How useful would the disclosure of GHG emissions associated with investmentsbe  Financial 68% 11% 14% 8%
for economic decision-making purposes (e.g., investing decisions)? OtherAreas 74% 7% 13% 7%
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IMPLEMENTATION PATH

The TCFD expects that reporting of climate-related risks and opportunities will evolve over time as organizations,
investors, and others contribute to the quality and consistency of the information disclosed.

Exhibit 8: Timeframe in which Preparers Might Implement the Recommendations in Financial Filings

Wealready report these disclosures infinancial filinzs  [FE¥E:

Inthe nest onetotwoyears [ EED

~ 65+ intend
to report

Inthreztofivevears (GG

Wedo not intend toimplement the recommendations  EETECI

Donot know - |5 S v
06 % 108 15% 20% 25% 0% 3% 40%

WFinancial W Non-Financial Total & 145

Adoption Volume

Broad understanding of the concentration of carbon-related assets in the
financial system and the financial system'’s exposure to climate-related risks

/

of information provided (e.g., metrics and scenario :
analysis), and greater maturity in using information :
ysis) g ty g /More complete, consistent, and

Greater adoption, further development

| comparable information for
° 2 ;
market participants, increased
o
Organizations begin to |

disclose in financial filings

| Climate-related issues viewed as mainstream
business and investment considerations by both
users and preparers

transparency, and appropriate
pricing of climate-related risks
and opportunities

Final TCFD /

R )

eport
Released I . : . /
Companies already reporting under other frameworks implement the Task Force’s
l recommendations. Others consider climate-related issues within their businesses

Five Year Time Frame

40% of financial and non-financial respondents indicated that they do not know whether or when they would
implement the recommendations. The most often cited reasons, in descending order, include the following:

* the organization has not yet decided whether to implement the recommendations,

* the organization will report outside of financial filings, and

* the organization will likely implement the recommendations, but could not commit at this time.
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