
 

Wildfire threats not commonly disclosed by
U.S. firms despite risk to economy
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A decade ago, wildfire days occurred less and in fewer geographic areas than in
recent years.  Darker colors represent more fire days per wildfire event than
lighter colors. Credit: Paul A. Griffin et al. / UC Davis

Wildfires in the United States, especially in western states, increasingly
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pose a significant risk to entire communities, often destroying homes,
businesses and lives. When wildfires sweep through a region, they also
affect the economy as a whole, decreasing U.S. firms' values to
stockholders when businesses incur physical damage, cause or
experience supply chain issues, or lose employees.

Yet US firms rarely report their wildfire risks in required federal filings,
and instead bury such risks in nonspecific risk disclosures, according to
new research led by the University of California, Davis.

The study was published this month in the Journal of Business Finance &
Accounting.

On average, only 6.1% of firms with wildfires in their headquarters
county mention wildfire information in their required disclosures and
exhibits filed with the Security and Exchange Commission, according to
the study. The disclosures and exhibits are included in annual reports
known as 10-Ks, which are filed by all publicly traded companies. These
required disclosures are key to company valuations and can reveal the
company's current and future financial conditions.

"Despite a growing awareness of the strategic importance of climate
change, firm-level disclosures of extreme weather and climate-related
risks and events remain the exception rather than the norm," said Paul
Griffin, professor at the UC Davis Graduate School of Management and
lead author of the paper. He is an authority on accounting and financial
information and disclosure, particularly in relation to extreme weather
and climate change.

"Disclosure is a sign that the firm is taking these events seriously and
will take action itself to mitigate the risk," Griffin explained. "Disclosure
leads to real action." Companies that disclose risks can be viewed as less
risky to investors, he said.
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From 2009 to 2018, wildfire days increased, as represented by darker colors that
represent fires lasting multiple days, and occurred in more states in the United
States than in previous years. Credit: Paul A. Griffin et al. / UC Davis

The researchers looked at more than 80,000 10-K reports between 1996
and 2018 to see if those reports contained disclosures about wildfire
events that occurred during the same period.

Griffin said he and his coauthors were encouraged that they could
identify firms that were being sensitive to wildfires in their region—but
highly discouraged that so few report these risks and take action to begin
mitigating the risks. Firms can, for example, consider moving their
operations to less fire-prone areas, make improvements in current
buildings and equipment, develop fire safety strategies for employees, or
establish other mitigation plans.
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Wildfire days in firm's county

Researchers found that the number of wildfire days in a company's
headquarters county is a key determinant of whether that company will
disclose wildfire risk. For the most part, only firms previously affected
by wildfires in their counties—mostly utility and banking industries with
tangible assets—report those risks. One example was PG&E, a public
utility in California, which has been held responsible for wildfires due to
equipment failure. However, PG&E reported their potential risk to
wildfire only after their risks and liability were publicly disclosed—a
common issue with many disclosure statements the researchers
reviewed. Griffin said even when already exposed, they disclosed very
little about their future potential risks, which is also necessary in a
situation when there is ongoing risk.

Researchers said the most disclosure-sensitive firms are those that likely
experienced wildfire events affecting their past operations, whereas the
most disclosure-insensitive firms are those whose 10-K disclosures relate
to forward-looking risk factors only. These latter firms are also likelier
to use limited imprecise language to describe their wildfire risk, they
said.

Researchers found that wildfire disclosure sensitivity increased around
and after 2010, consistent with the SEC guidance pressing firms to
consider extreme weather as a material risk factor.

Paper co-authors include Yijing Jiang and Estelle Sun, both of Boston
University Questrom School of Business.

  More information: Paul A. Griffin et al, Threatened by wildfires:
What do firms disclose in their 10‐Ks?, Journal of Business Finance &
Accounting (2022). DOI: 10.1111/jbfa.12674
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