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Creating a climate of change digest: Climate risk regulatory
developments in the financial services industry

At the latest meeting of the International Organization of
Securities Commissions (I0SCO), the Board came to a consensus
on key considerations for approving two draft International
Sustainability Standards Board (ISSB) disclosure-related
proposals.’ The proposals, “Exposure Draft IFRS S2 Climate-
related Disclosures” and “Exposure Draft IFRS S1 General
Requirements for Disclosure of Sustainability-related Financial
Information,” were open for comment until July 29, 2022, and
more than 1,300 comment letters were submitted, signaling
significant interest in the proposals and providing feedback from
a diverse set of international stakeholders for consideration.?

This development represents progress toward I0SCO's goal of
better aligning international sustainability disclosures, as reflected
in the Commission's “Workplan for Sustainable Finance.” In

recent remarks, Ashley Alder, I0SCO Board Chair and CEO of the
Hong Kong Securities and Futures Commission, noted increased
acknowledgment of “the value of a global baseline of sustainability
disclosures that builds on existing initiatives and results in corporate
reporting for investors that is sufficiently consistent and comparable
across both developed and developing markets.”
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During its recent meeting, the I0SCO Board agreed on three
thematic areas of concern, including:®

* Ensuring the proposed standards can truly serve as an effective
global baseline under either a voluntary or mandatory regime,
including by considering how to provide for the scaling and
phasing-in of requirements to accommodate issuers with
differing degrees of maturity in sustainability reporting.

How the ISSB can best assist implementation by clarifying
definitions and providing additional guidance and examples
where necessary.

How and when to incorporate the proposed industry-based
disclosure data points, recognizing on the one hand that industry
specificity is highly valued by investors, while on the other that
some data points may initially be challenging for some issuers.

IOSCO will begin its review and determine its stance on
approval of the ISSB proposals upon their finalization.

During the July 28, 2022, meeting of the Financial Stability
Oversight Council (FSOC or Council) a progress update

was provided on the advancement of more than 30
recommendations detailed in the Council’s Report on
climate-related financial risk, issued in October 2021.° The
Council issued an accompanying fact sheet’ detailing the
progress made to date by FSOC members in implementing the
2021 recommendations.

The latest progress update sheds light on developments made by
the Council and its members to address the recommendations
organized in the following four categories:®

1. Enhancing public climate-related disclosure;

2. Assessing and mitigating climate-related risks that could
threaten US financial stability;

3. Building capacity and expanding efforts to address climate-
related financial risks; and

4. Filling climate-related data and methodological gaps.

Of note is the progress that the Council has made to start an
interagency committee, the Climate-related Financial Risk Committee
(CFRQ), consisting of staff from the 15 FSOC member agencies and
organizations.® The CFRC is expected to foster increased interagency
collaboration and communication through information sharing,
providing FSOC members a range of “best practices” to consider

in the process of detecting and responding to climate-related
financial risk. Going forward, the FSOC and its members intend to
concentrate on the 2021 recommendations.

The Federal Insurance Office, whose director is a nonvoting member
of the FSOC, will be issuing a report by the end of the year identifying
any gaps in regulatory oversight by state insurers related to climate
risk and disclosure.10 The report will also analyze current climate-re-
lated disclosure regimes in the insurance sector.

While a leading group of state insurance commissioners signed on to
a new Task Force on Climate-related Financial Disclosures (TCF-
D)-aligned climate-risk-disclosure standard for insurance companies
in April, only 15 states have committed to use the survey in 2022.11
The National Association of Insurance Commissioners (NAIC) first
created its climate risk survey more than a decade ago, and this new
survey represents an updated version. However, these jurisdictions
represent almost 80% of the US insurance market, according to the
NAIC.12 The survey remains voluntary.

On July 28, 2022, the Office of Financial Research (OFR)
announced the preliminary launch of its Climate Data and
Analytics Hub (the Hub), which is expected to assist financial
industry regulators in assessing climate-related financial
risks that may pose risk to financial stability.” The tool was
developed in response to President Biden’s “Executive Order
on Climate-Related Financial Risk” to support the FSOC

and the Secretary of the Treasury in collecting data to
identify climate-related financial risks affecting the US
financial system.

In his recent remarks, OFR Acting Director James Martin reiterated
two necessities of effective research on climate-related financial
risk consisting of “financial and non-financial data, as well as high-
powered computing capabilities.”’* The Hub is a collaborative tool
where primary use is afforded to the OFR, the Federal Reserve
Bank of New York, and the Federal Reserve Board, with planned
expansion to members of the FSOC. The tool was launched

to further support researchers, analysts, and support staff by
increasing their access to climate-related data maintained across
federal government agencies (e.g., US Department of Agriculture,
National Oceanic and Atmospheric Administration, and National
Aeronautics and Space Administration).’

On August 15, 2022, California’s Senate Bill SB 260, the
Climate Corporate Accountability Act, was amended with a
majority vote.'® However, the California Senate refused to
pass the bill later that month.

The bill would have required US partnerships, corporations, limited
liability companies, and other business entities doing business

in California and with annual revenues greater than $1 billion

to provide annual public disclosures of their Scope 1, 2, and 3
greenhouse gas (GHG) emissions. California is one of several larger
US states that is taking a proactive approach to addressing climate-
related risk. However, the state’s proposed regulation was met with
trepidation by certain banking and securities trade associations,
given the nature and extent of the requirements.


https://www.whitehouse.gov/briefing-room/presidential-actions/2021/05/20/executive-order-on-climate-related-financial-risk/
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/05/20/executive-order-on-climate-related-financial-risk/
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Key highlights of the recent amendment are as follows:"’

Reporting entities are required to publicly disclose their GHG
emissions to an emissions registry and not to the Secretary of State.

Reporting entities are required to ensure that their public
disclosures have been independently verified by the emissions
registry or a third-party auditor, approved by the state board,
with expertise in GHG emissions accounting.

The state board is required to establish auditor qualifications and
a process for approval of auditors that ensures sufficient auditor

capacity, as well as timely reporting implementation, as required.

The state board is required to contract with an emissions registry
to develop a reporting and registry program to receive and make

publicly available the required disclosures.

The bill is amended to authorize the Attorney General to bring a civil
action against a reporting entity for violations of these provisions.

The bill is amended to make the implementation of its provisions
contingent upon an appropriation by the Legislature in the annual
Budget Act or another statute for its purposes.

The bill, after amendment, requires the regulation to ensure
that the reporting timelines consider industry stakeholder input
and take into account the timelines by which reporting entities
typically receive Scope 1, 2, and 3 emissions data, as well as the
capacity for independent verification to be performed by a third-
party auditor, as approved by the state board.

The bill, after amendment, requires the regulation to ensure that
the reporting entity's public disclosure is structured in ways that
maximize and streamline reporting and ease of use in meeting
the requirements of national and international disclosure
programs and standards, including, but not limited to, adopted
rules from the US Securities and Exchange Commission (SEC) and
international standards such as those established by CDP Global.

Key takeaways

The bill reflected some similarities compared to the proposed
climate disclosure rule issued by the SEC since it would have
required both listed and non-listed institutions to make emissions
disclosures and mandatory disclosures of all Scope 3 emissions
(including financed emissions) with no phase-in periods.

The amended bill attempted to address some of the concerns raised
by the industry. The amendments allowed for the consideration
of stakeholder inputs in establishing reporting timelines and to
structure the disclosures and streamline the reporting requirements
with other national and international disclosure standards. However,
these changes did not reduce the industry’s issues with the bill.

The California Bankers Association, American Bankers Association,
Bank Policy Institute, and Securities Industry and Financial Markets
Association sent a joint letter dated August 17, 2022, to the
California State Assembly (State Assembly) to raise concerns about
the bill's requirement to disclose financed emissions.'® The letter
suggests that the State Assembly postpone the bill until the SEC rule
is finalized to provide time to ensure uniformity. Similarly, several
insurance organizations signed on to a letter opposing the bill."™

Additional Deloitte US perspective on climate risks

For additional insights, please see our ongoing series on how climate risks are shaping US financial
regulatory initiatives and the impact these developments may have on the financial services industry and

the broader economy:

* Centering around sustainability in financial services firms: Navigating risks, finding opportunities

* Ingraining sustainability in the next era of ESG investing

» Addressing the business ramifications of climate risk on banks

* Building a more sustainable insurance industry



https://www2.deloitte.com/us/en/insights/industry/financial-services/climate-change-financial-services-risk-opportunities.html
https://www2.deloitte.com/us/en/insights/industry/financial-services/esg-investing-and-sustainability.html
https://www2.deloitte.com/us/en/pages/financial-services/articles/business-ramifications-climate-risk-on-banks.html
https://www2.deloitte.com/us/en/insights/industry/financial-services/inclusive-and-sustainable-insurance.html
https://www2.deloitte.com/us/en/insights/industry/financial-services/inclusive-and-sustainable-insurance.html
https://www2.deloitte.com/us/en/insights/industry/financial-services/inclusive-and-sustainable-insurance.html
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