
July 29, 2022

Chair Emmanuel Faber & Vice Chair Suzanne Lloyd
International Sustainability Standards Board
Columbus Building
7 Westferry Circus
Canary Wharf
London E14 4HD, UK

Re: IFRS S2 Climate-related Disclosures Exposure Draft

Dear Chair Faber & Vice Chair Lloyd:

We appreciate the opportunity to comment on the IFRS S2 Climate-related Disclosures Exposure Draft.

Question 1—Objective of the Exposure Draft

(a) Do you agree with the objective that has been established for the Exposure Draft? Why or why
not?

Yes. The Exposure Draft’s objective reflects the need for users of general purpose financial reporting
(“users”) to understand how companies are navigating the risks and opportunities from physical impacts
of climate change and the energy transition. Both sources of risk can have material effects on a company’s
immediate financial condition and long-term business outlook. Successful financial and business
outcomes for users will hinge on their ability to appropriately assess and react to these risks across
companies. In order for investors to protect their investments and for all users to be comfortable dealing
with the companies that they believe are positioning themselves to survive and thrive in these changing
markets, users need access to decision-useful, comparable, and accurate information.

The objectives of this Exposure Draft also reflect a significant challenge: the collective failure of firms to
adapt to climate-related risks has created market-wide inefficiencies and near ubiquitous mispricing.1 As

1 Rhodium Group. “Clear, Present and Underpriced: The Physical Risks of Climate Change.” Rhodium Group, April
3, 2019. https://rhg.com/research/physical-risks-climate-blackrock/; O’Donnell, Grace. “ESG: The Majority of
Climate Risk Repricing ‘Is Yet to Occur,’ Strategist Says.” Yahoo News, December 9, 2021, sec. Finance.
https://news.yahoo.com/climate-risk-repricing-to-occur-strategist-131339540.html; O’Donnell, Grace. 2021. “Only
6% of Financial Firms Think Climate Risk Is Fully Priced In: GARP Survey.” Yahoo News, October 6, 2021, sec.
Finance. https://finance.yahoo.com/news/financial-firms-climate-risk-garp-survey-155453199.html.
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much as 93 percent of the US equities market is exposed to climate-related risk according to some
estimates.2 Globally, one study found that $1.4 trillion in assets may become worthless as a result of the
transition.3 Much of this exposure comes from carbon-intensive sectors and firms that are not taking what
the credit rating agency Moody’s describes as “early action” to address climate-related financial risks. As
Moody’s explains, if firms take “delayed action” it could increase default risks for individual firms and
increase the likelihood of value destruction throughout the market.4 This value destruction arises in part
out of the present-day misvaluation of assets that are unlikely to provide their projected economic return.

(b) Does the objective focus on the information that would enable users of general purpose financial
reporting to assess the effects of climate-related risks and opportunities on enterprise value?

Yes. The objectives focus on the information needed to assess enterprise values. To make this assessment,
users need to understand how climate change and the transition are affecting a company’s financial
performance and condition today; how management anticipates those effects manifesting over short,
medium, and long time horizons; and whether and how management intends to address those risks.

(c) Do the disclosure requirements set out in the Exposure Draft meet the objectives described in
paragraph 1? Why or why not? If not, what do you propose instead and why?

In general, the disclosure requirements set out in the Exposure Draft meet the objectives described in
paragraph 1. There are also opportunities to improve further in several areas by clarifying the exact
expectations.

Definition of physical risks:5 The proposed definition for “physical risks” omits chronic threats to public
health and safety. Climate change is widely viewed as the greatest threat to public health in recent times,34

and chronic public health threats to workers and surrounding communities from extreme heat, poor air
quality, reduced quantity and quality of food and water, changes to infectious-disease vectors, strain on
infrastructure, political instability, and population displacement35 are likely to pose ongoing risks to
businesses. As demonstrated by the COVID-19 pandemic, public health and safety threats pose significant
risk to a company’s financial performance. Mandatory disclosures on these risks would benefit investors
and other market participants.

Definition of transition risks: The definition of transition risk lacks several critical components that
should be incorporated:

● Rising racial and economic inequality should be included as an element of transition risk.

5 For recommended definitions of physical risk, transition risks, and chronic risks, see comment letter to the SEC at
page 31. Americans for Financial Reform Education Fund, Public Citizen, Sierra Club, Ocean Conservancy, and The
Sunrise Project, June 2022. https://www.sec.gov/comments/s7-10-22/s71022-20131579-301946.pdf.

4 Moody’s On Climate. N.d. “Ready or Not? Sector Performance in a Zero-Carbon World.” Moody’s.
https://www.moodys.com/sites/products/ProductAttachments/Moodys_ReadyOrNot.pdf.

3 Semieniuk, Gregor, et al. “Stranded Fossil-Fuel Assets Translate to Major Losses for Investors in Advanced
Economies.” Nature Climate Change. 2022. https://www.nature.com/articles/s41558-022-01356-y.

2 Herren Lee, Allison. “Big Business’s Undisclosed Climate Crisis Plans.” New York Times, September 27, 2020, sec.
Opinion. https://www.nytimes.com/2020/09/27/opinion/climate-change-us-companies.html.
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People of color and lower-income households already face higher levels of toxic pollution as
a result of decades of racist and inequitable housing, lending, and zoning policies; they are
also more likely to face harm from extreme weather and other climate impacts to
infrastructure, public health, and local economies. According to a recent study by the U.S.
Environmental Protection Agency (EPA), Black individuals in the U.S. are 40 percent more
likely to live in areas with the highest projected increases in mortality rates due to
climate-driven changes in extreme temperatures. Hispanic and Latino individuals are 43
percent more likely to live in areas with the highest projected labor hour losses in
weather-exposed industries. American Indian and Alaska Native individuals are 48 percent
more likely to live in areas where the highest percentage of land is projected to be inundated
due to sea level rise.4 Climate change and the activities that contribute to it are accelerating
existing disparities in housing, economic opportunity, public health, and safety, as well as in
the affordability, reliability, and availability of essential services such as electricity, potable
water, heat, and infrastructure.

● Potential violations of Indigenous and tribal people’s land rights should be included in the
definition of transition risk. Violations of Indigenous and tribal people’s land rights (as well
as rising inequality6) threaten the resilience of the ecosystems that provide climate stability
and resilience for communities and supply chains. In the transition, increasing attention will
be paid to preserving ecosystems that ensure climate stability, such as forests, peatlands, and
mangroves. Users looking to protect their investments from climate risk and companies with
value chains that depend on these ecosystems need to understand and mitigate the risks to
these ecosystems. Indigenous and tribal peoples are critical to forest conservation and climate
stability: studies show that ancestral lands and land under title by Indigenous peoples are the
most biodiverse and best conserved on the planet. And a 2019 report on climate change and
land use from the Intergovernmental Panel on Climate Change (IPCC) found that agricultural
practices that incorporate Indigenous and local knowledge are more effective in adjusting to
deforestation, biodiversity loss, and other challenges.39 As the number of investor and
company commitments to reduce deforestation increases, companies that have infringed on
the human rights, land rights, and safety of Indigenous groups and local communities will
face increasing scrutiny and public resistance.

Location of assets: In the discussion of climate-related risks and opportunities, the disclosure
requirements should explicitly require disclosure of the location of assets subject to physical risks. This is
consistent with the Securities and Exchange Commission’s (SEC) proposed rule on climate-related
disclosures. The location of the risk may be implied in the requirement to disclose “a description” of such
risks and opportunities, but the International Sustainability Standards Board (“the Board”) should not
leave any ambiguity on this topic. To understand their options and develop appropriate benchmarks they
can use to assess the effects of climate-related risks and opportunities on enterprise value, users need to
have information in a format that allows for easy comparison of companies across and within sectors and
geographies.

6 The most recent IPCC report on climate adaptation identifies reducing inequality as a critical strategy for
maintaining forests and other critical ecosystems and their biodiversity. Intergovernmental Panel on Climate Change
(IPCC) Working Group II. 2022. “IPCC Sixth Assessment Report: Climate Change 2022: Impacts, Adaptation and
Vulnerability.” IPCC. https://www.ipcc.ch/report/ar6/wg2/.
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Financial assumptions and estimates: The Board should explicitly require companies to disclose all
climate-impacted assumptions and estimates, in keeping with the SEC’s proposed rule and existing
guidance from accounting standard setters. Climate-related matters tied to both the anticipated effects of
worsening climate change and the energy transition affect those assumptions and estimates.7 Investors
have expressed their need for this information to better understand how a company is affected by
climate-related impacts. These estimates and assumptions provide perhaps the single clearest view into
those effects and management’s assessment of future impacts. The current requirements reflect the impact
on the net carrying value of assets, but the Board should explicitly expand the required disclosure to
reflect other climate-impacted assumptions and estimates, such as the net realizable value of inventories
and going concern value.

Definition of carbon offsets: The Proposal’s definition should be clarified by adding the underlined text:

An emissions unit issued by a carbon crediting programme that represents an emission avoidance,
reduction, or removal of a greenhouse gas emission. Carbon offsets are uniquely serialised,
issued, tracked and cancelled by means of an electronic registry.

This addition clarifies the distinction between two types of climate action for which offset credits are
created: the avoidance and reduction of emissions released into the atmosphere and the removal of
greenhouse gas emissions (GHGs) from the atmosphere.8 Adding “avoidance” to the definition better
captures the full range of offset projects and the terminology used in the offsets industry. The offsets
market differentiates between avoided emissions (for example, avoided deforestation) and reduced
emissions (for example, through fuel switching). There are also “mixed” projects, such integrated forest
management projects, where both avoidance and removals offsets may be generated.

Information on what type of available offsets entities are using is valuable to users and—as discussed
further in response to Question 5—will help them better understand the emissions reduction strategies of
companies and the actual transition risk mitigation in effect.

Question 2—Governance

Do you agree with the proposed disclosure requirements for governance processes, controls and
procedures used to monitor and manage climate-related risks and opportunities? Why or why not?

Yes. The proposed disclosure requirements set out in paragraph 5 of the Exposure Draft meet the
objectives described in paragraph 4; and similar to the SEC’s proposed rule, requesting more detailed

8 Heuberger, Renat. 2021. “Avoidance and Removal of Carbon Emissions: The Big Misunderstanding.”
Environmental Finance, November 9, 2021.
https://www.environmental-finance.com/content/analysis/avoidance-and-removal-of-carbon-emissions-the-big-misu
nderstanding.html.

7 Carbon Tracker Initiative. 2021. “Flying Blind: The Glaring Absence of Climate Risks in Financial Reporting.”
London: Carbon Tracker Initiative.
https://carbontracker.org/reports/flying-blind-the-glaring-absence-of-climate-risks-in-financial-reporting/, at 2.
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disclosures than the Task Force on Climate-Related Financial Disclosures (TCFD) mandates is
appropriate to meet the needs of financial reporting users.

Users need information not just on climate-related risks identified by a company, but also on how a
company plans to respond to these risks, at the highest level of its governance—the board of directors.
Board engagement is one helpful proxy for assessing a company’s overall approach to climate-related risk
management. As is the case with all risk management, a company’s responses and adaptation to risks can
be a key factor in defining competitive edge, especially for sectoral and systematic risks. All companies
may face climate risks, but not all companies will handle these risks in the same way. Users therefore
need insight into a company’s plans to mitigate or adapt to climate-related risks in order to compare future
viability across firms and make investment decisions accordingly.

This climate-related governance structure is common, and disclosure is feasible. The TCFD’s 2021 Status
Report found that about 25 percent of companies disclosed information on board oversight.9 It is critical
that users understand if and how governance bodies are involved in decisions related to climate-related
risks. They also need to know if governance bodies are not involved, as this could signal a lack of
organizational focus on these risks.

Question 4—Concentrations of climate-related risks and opportunities in an
entity’s value chain

(a)  Do you agree with the proposed disclosure requirements about the effects of significant
climate-related risks and opportunities on an entity’s business model and value chain? Why or why
not?

(b)  Do you agree that the disclosure required about an entity’s concentration of climate-related
risks and opportunities should be qualitative rather than quantitative? Why or why not? If not,
what do you recommend and why?

We agree with the proposed disclosure requirements around the effects of significant climate-related risks
and opportunities on an entity’s business model and entire value chain, and where in an entity’s value
chain significant risks and opportunities are concentrated. We disagree that these disclosure should be
solely qualitative. Qualitative descriptions should be paired with quantitative data, estimates, and
assumptions wherever possible to anchor the disclosures and to allow users to judge the reliability of the
entity’s risk and opportunity assessment. Quantitative descriptions also benefit users by facilitating
comparisons of entities’ handling of climate risks.

Disclosure of emissions from entities in a company’s value chain (Scope 3) are critical quantitative
indicators of value chain transition risk, as they provide information about potential transition risks to an
entity’s supply chain or revenue base and about opportunities to partner with customers and suppliers on
mitigating this risk. As we mention in our response to Question 9, Scope 3 emissions should be required

9 Task Force on Climate-Related Financial Disclosures. “2021 Status Report.” TCFD. 2021.
https://www.fsb.org/wp-content/uploads/P141021-1.pdf.
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regardless of materiality, because materiality standards so often lead to underreporting of critical
quantitative information like emissions.10 For example, the oil and gas sector is unambiguously and
significantly exposed to value chain transition risk due to emissions from the combustion of its products,11

but most oil and gas companies leave Scope 3 emissions out of their decarbonization targets, or ignore
them entirely in their financial reporting.12 In 2021, a Dutch court ordered Shell to cut its carbon
emissions–including Scope 3–forty five percent by 2030, finding that Shell is responsible for emissions
from its customers and suppliers and that its activities constituted a threat to the “right to life.”13 The
growing possibility of regulatory or market action forcing an entity to reduce its Scope 3 emissions,
regardless of their materiality, makes disclosure of such information important for users.

According to CDP, climate-related impacts on supply chains are generally significant and warrant
disclosure so that users are not presented with an inaccurate, incomplete picture of the scope of risks a
company faces. In a February 2022 report, CDP found that 71 percent of companies disclosing to CDP
reported their Scope 1 and 2 emissions, while only 20 percent reported on Scope 3 emissions. According
to CDP, because Scope 3 emissions are more than 11 times higher than operational emissions on average,
action on these emissions is urgently needed.14

Users can also pursue value chain engagement to mitigate risks when they are being properly disclosed.
This issue was highlighted by the UN-convened Net-Zero Asset Owner Alliance, members of which hold
more than $10.4 trillion combined capital, when it released its April 2022 roadmap for systematic
stewardship for users seeking to mitigate climate risk. It recommended three areas for expanded
engagement efforts, including “[s]ector/value chain engagement, whereby investors can leverage insights
from corporate engagement to support solutions across industries and sectors.”15

Users need information on climate-risks identified by an entity, both within a company’s immediate
operations but also to the entire value chain; together, these offer a comprehensive picture of risks that
could impact a company’s financial condition and ways to mitigate that risk.

15 UN Environment Programme (UNEP). 2022. “‘Change Rules of the Game,’ Asks $10.4Trn Net-Zero Asset
Owner Alliance in New Paper on Investor Action.” UNEP, April 7, 2022.
https://www.unepfi.org/news/asset-owner-alliance/change-rules-of-the-game-asks-10-4trn-net-zero-asset-owner-allia
nce-in-new-paper-on-investor-action/.

14 CDP Global. 2022. “Engaging the Chain: Driving Speed and Scale (CDP Global Supply Chain Report 2021.”
CDP Global. https://www.cdp.net/en/research/global-reports/engaging-the-chain.

13 ‘Monumental Victory’: Shell Oil Ordered to Limit Emissions In Historic Climate Court Case.” Forbes. May 26,
2021.
https://www.forbes.com/sites/davidrvetter/2021/05/26/shell-oil-verdict-could-trigger-a-wave-of-climate-litigation-ag
ainst-big-polluters/?sh=2c0bc7cb1a79

12 Offshore Technology, “ COP26: what are scope 3 emissions and why does oil hate them?” September 30, 2021.
https://www.offshore-technology.com/analysis/scope-3-emissions-reporting-oil-and-gas-companies-cop26/

11 “For oil and gas product manufacturers, for example, Scope 3 emissions are likely to be material and thus
necessary to an understanding of a registrant’s climate-related risks.” Page 21378 in “Proposed Rule: The
Enhancement and Standardization of Climate-Related Disclosures for Investors." The U.S. Securities and Exchange
Commission. April 11, 2022.
https://www.federalregister.gov/documents/2022/04/11/2022-06342/the-enhancement-and-standardization-of-climat
e-related-disclosures-for-investors

10 Duke Global Financial Markets Center, “Summary of Comment Letters for the SEC’s Climate Risk Disclosure
RFI,” 2021.
https://climatedisclosurelab.duke.edu/2021/07/summary-of-comment-letters-for-the-secs-climate-risk-disclosure-rfi/;
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Question 5—Transition plans and carbon offsets

(a) Do you agree with the proposed disclosure requirements for transition plans? Why or why not?

We agree with the proposed disclosure requirements in paragraph 13, and that disclosing an entity’s
transition plan towards a lower-carbon economy is important for enabling users of general purpose
financial reporting to assess climate-related risks and opportunities. Given the impacts of climate change
and the drive to decarbonize the global economy, many companies have sought to decrease risks and
decarbonize their own operations and have made public commitments to do so. Transition plan
disclosures will help users better understand how companies plan to fulfill those commitments, as well as
which companies are best positioned to do so in line with their own stated commitments.

Access to information about transition plans and relevant metrics and targets is essential for users to
evaluate the seriousness of stated corporate intentions to identify and manage climate-related risks. Many
companies have recognized that users value preparedness for the transition and have begun making public
claims to demonstrate their ostensible readiness. Goals and targets relating to emissions reduction are
increasingly prominent in user-facing materials such as annual reports.16 More major global companies
each year are committing to net-zero targets.17 Yet, many of these commitments are not supported with
any publicly disclosed, detailed plans to achieve them, raising concerns about whether companies are
truly prepared for the transition. Users need to see disclosures of detailed transition plans as proposed by
the Exposure Draft to evaluate whether companies have credible plans with dedicated resources. Without
such information, users are at risk of allocating their capital based on misleading representations of how
prepared companies are for the future economy.

Although the level of rigor varies, in 2021 more than 4,000 companies reported to the CDP that they had a
low-carbon transition plan in place.18 Guidance and best practices on validity, credibility, and rigor for
transition plans, especially in measuring a company’s performance toward its own goal as well as national
and global goals will continue to be developed. As regulators and legislators worldwide increasingly
encourage or even require companies to adopt transition plans, it becomes even more critical to require
disclosure of any transition plans a company has adopted, all relevant metrics and milestones, and all
reports on the company's performance (including resource allocation on transition plan implementation).

18 CDP Global. 2021. “Climate Transition Plan: Discussion Paper.” London: CDP Global.
https://cdn.cdp.net/cdp-production/cms/guidance_docs/pdfs/000/002/840/original/Climate-Transition-Plans.pdf?163
6038499.

17 Geck, Marshall. “Seven Major Companies that Committed to Net-Zero Emissions in 2021.” Principles for
Responsible Investing (blog). December 20, 2021.
https://www.unpri.org/pri-blog/seven-major-companies-that-committed-to-net-zero-emissions-in-2021/9197.article.

16 Bank of America.  “Driving Responsible Growth—Now and Going Forward.” Charlotte, NC: Bank of America.
2021.
https://d1io3yog0oux5.cloudfront.net/_1088ccf4f6f9f988f9561690f6739c81/bankofamerica/db/867/9640/annual_re
port/BAC_AR21_Full_Report_030122+%281%29.pdf.
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(b) Are there any additional disclosures related to transition plans that are necessary (or some
proposed that are not)? If so, please describe those disclosures and explain why they would (or
would not) be necessary.

Transition plan disclosures should include all physical and transition risks we have described in response
to Question 1, and how the company plans to mitigate or adapt to those identified risks. Companies
ill-prepared for the ongoing energy transition have an incentive to conceal some transition risks from
users, so the Exposure Draft should require a robust discussion on how companies are dealing with, or
choosing not to deal with, all of their climate-related financial risks.

The Exposure Draft should provide explicit examples of which climate-related risks and opportunities
companies should disclose in their discussion of transition plans, along with other company specific risks.
There is a high risk of deception around preparedness for the energy transition. For this reason, if a
company reports climate-related opportunities in its transition plan, it should be required to discuss how it
plans to realize the opportunities presented (including those in a company’s value chain). For example, the
SEC’s recent proposal19 lists the following climate-related opportunities that should be disclosed in a
transition plan:

● The production of products that facilitate the transition to a lower carbon economy, such as
low-emission modes of transportation and supporting infrastructure

● The generation or use of renewable power
● The production or use of low waste, recycled, or environmentally friendly consumer products that

require less carbon-intensive production methods
● The setting of conservation goals and targets that would help reduce GHG emissions
● The provision of services related to any transition to a lower carbon economy.

Companies should also be required to provide annual updates on their progress toward their stated goals,
as well as how they intend to address deviations. These disclosures should include expenditures made
toward meeting the plan’s goals. If a company has adopted a meaningful transition plan, it should be
making progress on that plan annually using the metrics disclosed in its filings. Disclosure of this
information would not be burdensome. A requirement to update plans annually will mean that users can
judge whether public climate commitments are real or illusory, and if sufficient progress is being made to
mitigate transition and physical risk to meet their risk tolerances.

(c) Do you think the proposed carbon offset disclosures will enable users of general purpose
financial reporting to understand an entity’s approach to reducing emissions, the role played by
carbon offsets and the credibility of those carbon offsets? Why or why not? If not, what do you
recommend and why?

19 “Proposed Rule: The Enhancement and Standardization of Climate-Related Disclosures for Investors.” Page
21468. The U.S. Securities and Exchange Commission. April 11, 2022.
https://www.federalregister.gov/documents/2022/04/11/2022-06342/the-enhancement-and-standardization-of-climat
e-related-disclosures-for-investors
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The Exposure Draft’s inclusion of carbon offset disclosures, and a description of the role that offsets play
in companies’ overall strategies to reduce their emissions in transition plans, will be beneficial for users.

It is critical that the Exposure Draft also explicitly require companies to disclose offsets contributions
separately from their gross emissions (see response to question 9) including for the level of any targets
they have set. This is because gross emissions are a better indicator than net emissions of transition risk.
Users assessing transition risk need to know how significantly companies plan to rely on offsets as part of
their emissions reduction strategies, since they are a common mechanism used by companies to meet their
climate targets and are often subject to charges of manipulation or even fraud.20 The Exposure Draft
should clarify that companies must disclose the role that carbon offsets play in their strategies regardless
of whether they have set a climate-related target, because the financial risks to companies from offsets
exists regardless; for example, many carbon offset suppliers have weak business models due to the
oversupply of low-quality credits on the market.

Reporting offsets separately is crucial for users to gain a full picture of a company's overall emissions
profile, and to ascertain the alignment of that emissions profile with any climate targets, goals, or
strategies. If a user is interested in the ‘net’ value (i.e. total emissions minus offsets), they can calculate it
by combining the separately reported data. Permitting companies to report only a net value would restrict
the information available to users who want to use gross emissions separately from offset emissions to
determine a company’s true ambitions for decarbonization.

To further aid users in assessing the role and credibility of carbon offsets, the Exposure Draft should add
in required disclosures of:

● the source of the offsets,
● a description and location of the underlying projects, and
● the cost of the offsets.

Those additional disclosures would align with the SEC’s proposed disclosures.21

Further, as part of accounting for purchased offsets, total offset credits must be demonstrably retired as a
condition of a physical delivery under a verified carbon standard. Leading private standard setters22

already have such a separate reporting requirement, and the board should add it here.

22 Partnership for Carbon Accounting Financials (PCAF). 2022. “Public Consultation Open from 10 November to 17
December.” Accessed June 10, 2022. https://carbonaccountingfinancials.com/public-consultation; Greenhouse Gas
Protocol. N.d. “Corporate Standard.” Accessed June 10, 2022. https://ghgprotocol.org/corporate-standard.

21 Page 21471 in “Proposed Rule: The Enhancement and Standardization of Climate-Related Disclosures for
Investors.” The U.S. Securities and Exchange Commission. April 11, 2022.
https://www.federalregister.gov/documents/2022/04/11/2022-06342/the-enhancement-and-standardization-of-climat
e-related-disclosures-for-investors

20 In its recent sixth assessment report, the IPCC clearly laid out the context for considering whether offsets are
compatible with climate action when they noted the amount of estimated cumulative future carbon dioxide
emissions committed in existing fossil fuel infrastructure from 2018 until the end of its lifetime is 660 Gt CO2,
which far exceeds the amount of carbon dioxide that could be emitted into the atmosphere within the remaining
1.5°C budget. The principle of offsetting – that one entity keeps emitting while another entity does something of
purported climate benefit, such as avoiding emissions or removing emissions – is challenged in the very real context
where all entities will need to reduce emissions to stay below Paris targets.
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As to the credibility of carbon offsets (see proposed definition change in response to Question 1) -
Removals are the only type of offset that, theoretically, could change the net carbon emissions of a firm.
Avoidance and reduction offsets may lead to less overall emissions in aggregate, but cannot be said to
actually compensate for the ongoing emissions of the company. Neither can be relied on fully to meet
targets.

To actually compensate for fossil fuel emissions, which have a lifetime in the atmosphere of hundreds to
thousands of years, permanent removals are required. The vast majority of offsets available are not for
removals but for avoided or reduced emissions. Removal offsets “retired” to date (i.e., used by companies
to claim credit for offsetting emissions) are mostly for forest restoration projects and other land-based
carbon sequestration; the benefits of these projects are inherently temporary and increasingly face the risk
of near-term reversal from wildfires and other climate-related disruptions. Given the doubts about the
benefits of offsets and the rapid changes underway in the offsets market, users need clarity about
companies’ reliance on offsets, carbon removals resulting from such reliance, and the effects of such
reliance on achievement of companies’ climate goals and targets. Because climate risk varies depending
on offset type, the types of offsets that companies are buying is material to investors and other market
participants, and each type of offset relied upon should be separately disclosed.

Current carbon market disclosures do not supply key information to users, which further tips the balance
toward requiring disclosure of this information. Despite the prominence of carbon offsets in many
companies’ climate strategies, in today’s markets a user seeking to understand a company's carbon offset
use faces substantial barriers due to inconsistent and inadequate voluntary disclosures.23 For instance, a
user today often cannot ascertain what offsets a company has acquired, or when a company has actually
claimed the underlying benefit of the offset. A company participating in voluntary offsets markets can
decide to report its offset use in one year and then not to disclose at all the next, leaving users with an
inconsistent picture of a company's activity over time. Inconsistent and incomplete disclosures are highly
problematic, as carbon offsets are fundamental drivers of transition risk.

(d) Do you think the proposed carbon offset requirements appropriately balance costs for preparers
with disclosure of information that will enable users of general purpose financial reporting to
understand an entity’s approach to reducing emissions, the role played by carbon offsets and the
soundness or credibility of those carbon offsets? Why or why not? If not, what do you propose
instead and why?

The Exposure Draft’s proposed carbon offset requirements, with our additional suggested requirements,
do appropriately balance cost for preparers with information needed by users to understand a company’s

23 See. e.g., Frank, Sadie, Danny Cullenward, and Freya Chay. 2022. “Why Carbon Offset Disclosure Matters.”
CarbonPlan (blog). February 8, 2022. https://carbonplan.org/blog/offset-disclosure-needs; Naik, Gautam. 2021.
“Problematic Corporate Purchases of Clean Energy Credits Threaten Net Zero Goals.” S&P Global, May 5, 2021.
https://www.spglobal.com/esg/insights/problematic-corporate-purchases-of-clean-energy-credits-threaten-net-zero-g
oals. The latter article highlights serious questions among market participants about whether RECs encourage
additional renewable energy deployment. Because these concerns are very similar to the additionality problems
faced by participants in offsets market, we recommend that the Commission treat offsets and RECs identically in
this rulemaking.
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approach to reducing emissions, the role played by carbon offsets, and the soundness or credibility of
those carbon offsets.

Companies utilizing carbon offsets already have a majority of the information requested to be disclosed,
through their purchasing of offsets and various offset verification standards, so additional costs for
preparers should be minimal. Many standard-setting registries maintain public databases that provide
information about carbon offset credits issued and retired. The information that companies should
provide, that public offset registries often cannot, is what entity is claiming the climate benefits for those
credits.24 This is information that companies have access to and should therefore be able to provide to
users at virtually no additional costs to them. With the costs companies are already incurring by
purchasing carbon offsets as part of their transition plan strategies, and minimal additional costs for
disclosing information, which companies already have access to, these disclosures are not burdensome.

Question 6—Current and anticipated effects

(a) Do you agree with the proposal that entities shall disclose quantitative information on the
current and anticipated effects of climate-related risks and opportunities unless they are unable to
do so, in which case qualitative information shall be provided (see paragraph 14)? Why or why not?

It is critical for entities to disclose quantitative information on the current and anticipated effects of
climate-related risks and opportunities. Recognizing this need, users have expressed a desire for
quantitative information about how critical estimates and assumptions will shift based on climate change,
and the material impacts the changes can have on the financial statements.25 Yet a study by carbon
accounting watchdog Carbon Tracker has found that only 31 percent of companies who prepared their
statements using IFRS Standards appropriately disclosed at least some of those assumptions and
estimates.26

Quantitative disclosure is important because it will help generate consistent, comparable disclosure, both
over time and across companies.27 The need for requiring quantitative disclosure is also apparent from the
lack of climate-related financial statement disclosure under current accounting standards. Despite

27 Page 21366 in “Proposed Rule: The Enhancement and Standardization of Climate-Related Disclosures for
Investors.” The U.S. Securities and Exchange Commission. April 11, 2022.
https://www.federalregister.gov/documents/2022/04/11/2022-06342/the-enhancement-and-standardization-of-climat
e-related-disclosures-for-investors

26 Carbon Tracker Initiative. 2021. “Flying Blind: The Glaring Absence of Climate Risks in Financial Reporting.”
London: Carbon Tracker Initiative.
https://carbontracker.org/reports/flying-blind-the-glaring-absence-of-climate-risks-in-financial-reporting/, at 21.

25 Carbon Tracker Initiative. 2021. “Flying Blind: The Glaring Absence of Climate Risks in Financial Reporting.”
London: Carbon Tracker Initiative.
https://carbontracker.org/reports/flying-blind-the-glaring-absence-of-climate-risks-in-financial-reporting/, at 3; Ross,
Samantha. 2021. “Lifting the Veil: Investor Expectations for Paris-Aligned Financial Reporting at Oil and Gas
Companies.” Boston, MA: Ceres.
https://www.ceres.org/sites/default/files/reports/2021-05/Ceres%20Lifting%20the%20Veil%20Oil%20and%20Gas%
205.18.pdf, at 4.

24 Frank, Sadie, Danny Cullenward, and Freya Chay. 2022. “Why Carbon Offset Disclosure Matters.” CarbonPlan
(blog). February 8, 2022. https://carbonplan.org/blog/offset-disclosure-needs
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guidance from accounting standard setters, even firms in some of the most climate- or
transition-vulnerable industries, like oil and gas, do not disclose climate-related information in their
financial statements.28 This gap, along with statements from some critics that climate risk disclosure
would significantly change the behavior of users, suggests that companies are not conducting a materiality
analysis that reflects the views of reasonable users. The explicit requirement to disclose the impacts of
significant climate-related risks and opportunity, independent of materiality, is an important remedy.

The Board should clarify that significant climate-related risks need not generate material financial impacts
to require quantitative disclosure regarding those impacts and the underlying assumptions and estimates.
Major investors in the oil and gas industry are highly attuned to the impacts of climate change and the
energy transition on the impairment of long-lived assets or asset groups.29 For companies operating in this
industry, a judgment of zero impairment of assets based on transition activities, disclosed on the
appropriate line item, is an assessment of a significant risk. Such information requires separate disclosure
and analysis, regardless of whether it is financially material. Such an approach is consistent with earlier
International Accounting Standards Board guidance on disclosure of climate-related financial risks.30

(b) Do you agree with the proposed disclosure requirements for the financial effects of
climate-related risks and opportunities on an entity’s financial performance, financial position and
cash flows for the reporting period? If not, what would you suggest and why?

The Board should add greater specificity regarding the disclosure requirements, to help entities
understand just what needs to be disclosed, and improve standardization for users. Climate-related events
and transition activities can potentially impact both individual line items and an assessment of the
company’s overall financial condition.

One model that would help harmonize requirements is the SEC’s proposed climate disclosure rule. That
proposal requires an entity to assess the financial impacts of climate change on its business and allocate
these impacts to specific financial statement line items. Once the climate-related impacts have been
allocated, then, with respect to each line item, the entity must aggregate the absolute value of the negative
and positive impacts of all severe weather events and other natural conditions on that line item, as well as
any other physical climate-related risks identified by the company. Separately, it must aggregate the
absolute value of the negative and positive impacts of all transition activities on that line item. If the
aggregated impact of the severe weather events and other natural conditions and transition activities
added together exceeds a quantitative threshold, then the aggregate impact of both severe weather events

30 International Financial Reporting Standards (IFRS) Foundation. 2022. “Exposure Draft: Climate-Related
Disclosures.” London: IFRS Foundation.
https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/issb-exposure-draft-2022-2-climate-related-
disclosures.pdf.

29 Ross, Samantha. 2021. “Lifting the Veil: Investor Expectations for Paris-Aligned Financial Reporting at Oil and
Gas Companies.” Boston, MA: Ceres.
https://www.ceres.org/sites/default/files/reports/2021-05/Ceres%20Lifting%20the%20Veil%20Oil%20and%20Gas%
205.18.pdf.

28 Carbon Tracker Initiative. 2021. “Flying Blind: The Glaring Absence of Climate Risks in Financial Reporting.”
London: Carbon Tracker Initiative.
https://carbontracker.org/reports/flying-blind-the-glaring-absence-of-climate-risks-in-financial-reporting/, at 6.
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and other natural conditions and transition activities must be disclosed as a note to the relevant line item.

The Board should also add detail about the kinds of assumptions, estimates and contextual information
the financial disclosures should include. Quantitative disclosure of estimates and assumptions provide
perhaps the single clearest view into those effects and management’s assessment of future impacts. Users
will utilize this information in the way that they utilize other information about assumptions and
estimates. Accounting and disclosure standard setters have reiterated that information about how
management has considered climate-related matters may be material with respect to the judgments and
estimates that management has made.31 The standard setters have also highlighted a non-exhaustive list of
instances where climate-related matters are relevant to estimates and assumptions including:

● Sources of estimation uncertainty, such as estimates of future cash flows when testing an asset for
impairment or estimates of expenditures required to settle decommissioning obligations

● Any material uncertainties related to events or conditions that cast doubt upon a company’s
ability to continue as a going concern, as well as any significant judgments involved in
concluding that no such doubt exists

● The obsolescence of inventory, its selling price, or costs of completion, as well as how those
inform the net realizable value of inventory

● The estimated residual value and expected useful lives of assets, because of obsolescence, legal
restrictions, or inaccessibility

● Exposure to credit losses caused by severe weather and transition activities’ effects on a
borrower’s ability to meet debt obligations or the value of collateral

The effect of climate risk on financial assumptions and estimates is not hypothetical. The past years have
seen several large oil and gas companies report climate-related asset impairments. In 2020, both bp and
Shell announced multi-billion dollar writedowns based on lowered long-term price assumptions, which
investment analyst Wood Mckenzie described as sending “a message about stranded assets.”32 In 2021,
Exxon announced that it was reviewing oil and gas properties for risk of impairment due to climate
change. Users would be better protected if they could understand how management is incorporating
climate change into financial assumptions and estimates before an impairment happens.

The SEC’s proposed climate disclosure rule would also require all companies to provide this information

32 Wood Mackenzie. 2020. “Shell’s US$22bn Write Down ‘Signals Fundamental Change.’” Press release, June 30,
2020. https://www.woodmac.com/press-releases/shell_writes_down_us$22bn_in_assets/.

31 International Financial Reporting Standards Foundation (IFRS). 2020. “Effects of Climate-Related Matters on
Financial Statements.” IFRS. November, 2020.
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/documents/effects-of-climate-related-matters-on-fi
nancial-statements.pdf#:~:text=IFRS%20Standards%20do%20not%20refer%explicitly%20to%20climate-related,sig
nificant%20judgements%20and%20estimates%20that%20%20has%20made; Financial Accounting Standards Board
(FASB). 2021. “Intersection of Environmental, Social, and Governance Matters with Financial Accounting
Standards.” FASB. March 19, 2021.
https://www.fasb.org/page/ShowPdf?path=FASB_Staff_ESG_Educational_Paper_FINAL.pdf&title=FASB%20Staff
%20Educational%20Paper-Intersection%20of%20Environmental. See also international Financial Reporting
Standards (IFRS) Foundation. 2022. “Exposure Draft: Climate-Related Disclosures.” London: IFRS Foundation.
https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/issb-exposure-draft-2022-2-climate-related-
disclosures.pdf.
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as part of their audited financial statements, and the Board should follow its lead.

(c) Do you agree with the proposed disclosure requirements for the anticipated effects of
climate-related risks and opportunities on an entity’s financial position and financial performance
over the short, medium and long term? If not, what would you suggest and why?

The proposed disclosure requirements in this section will provide decision-useful information about how
management assesses climate risk, and will help users assess whether an entity’s strategy and risk
management are sufficient to address the threats and capture the opportunities it faces. Given the
uncertainty inherent in developing forward-looking estimates, the Board should clarify the importance of
disclosing not just the anticipated effects, but the assumptions, estimates and methodologies used to
develop those figures, consistent with the requirements for scenario analysis discussed elsewhere in the
Exposure Draft.

Further, the Board should offer definitions for short, medium, and long term–at least covering through
2050–as information over this time frame is important to identifying and assessing climate related risks
and opportunities. .

Question 7—Climate resilience

(a)  Do you agree that the items listed in paragraph 15(a) reflect what users need to understand
about the climate resilience of an entity’s strategy? Why or why not? If not, what do you suggest
instead and why?

We generally agree with the Exposure Draft’s treatment of and requirements around scenario analysis,
including the items listed in paragraph 15(a).

(b)  The Exposure Draft proposes that if an entity is unable to perform climate- related scenario
analysis, that it can use alternative methods or techniques (for example, qualitative analysis,
single-point forecasts, sensitivity analysis and stress tests) instead of scenario analysis to assess the
climate resilience of its strategy.

 (i)  Do you agree with this proposal? Why or why not?

 (ii)  Do you agree with the proposal that an entity that is unable to use climate-related
scenario analysis to assess the climate resilience of its strategy be required to disclose the
reason why? Why or why not?

Entities that are unable to use climate-related scenario analysis to assess the climate resilience of their
strategies should be required to disclose the reason why and explain any efforts it is making to address
those reasons. Scenario analysis is not a novel or uncommon tool, and the Exposure Draft notes that
“Many entities use scenario analysis in risk management for other purposes.…[and that] Some sectors,
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such as extractives and minerals processing, have used climate-related scenario analysis for many
years.”33

(e)  Do the proposed disclosure requirements appropriately balance the costs of applying the
requirements with the benefits of information on an entity’s strategic resilience to climate change?
Why or why not? If not, what do you recommend and why?

The benefits of disclosing information about an entity’s scenario analysis are clear and far outweigh the
costs. Scenario analysis has emerged as a key analytical tool for assessing the potential impacts of climate
change because it allows market participants to understand multiple possible outcomes while still
reflecting a realistic level of uncertainty.34 This method helps to deliver information to users within an
appropriate framework of uncertainty. Users have specifically sought detailed information regarding
scenario analysis including assumptions and inputs used as well as the application of scenario analysis to
strategy and risk management.35

Scenario analysis is particularly useful in the context of understanding the impacts of climate
change given its uncertain trajectory. Users cannot take management at its word in a setting of
such unpredictability with so many unknowns. They need to understand a company’s future in a
wide range of possible outcomes considered by management. In addition, a company should be
allowed to include its assessment of the likelihood of various scenarios, to help users understand
the company’s expectations.

The consideration of “potential future states” is critically important as part of risk management
since mispricing of climate risk often arises out of market actors’ reliance on “strategies that
expose them to model risk, such as relying on unrepresentative historical records to project
future exposure.”36

According to Condon (2021), risk metrics based on backward-looking data are one of the biggest causes
of mispricing of climate risks throughout the market:

The traditional methods by which market actors assess risk may be particularly prone to
failure in a climate-changed world. Financial models, including those impacting
capital-allocation decisions within corporations, often rely on historical data to make
future projections of risk. In the climate context, the future will look very different from
the past in myriad ways. Historical data representing a relatively stable climate past

36 Condon, Madison. 2021. “Market Myopia’s Climate Bubble.” Utah Law Review 63, Boston University School of
Law Research Paper. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3782675, at 19.

35 Ibid, at 17.

34 Condon, Madison. 2021. “Market Myopia’s Climate Bubble.” Utah Law Review 63, Boston University School of
Law Research Paper. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3782675, at 52. (Scenario analysis
“delivers information about risk exposures in different future possible states of the world, without assigning
probability to those futures.)

33 International Financial Reporting Standards (IFRS) Foundation. 2022. “Exposure Draft: Climate-Related
Disclosures.” London: IFRS Foundation.
https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/issb-exposure-draft-2022-2-climate-related-
disclosures.pdf..
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cannot be relied upon to predict future risks.37

This point highlights the core importance of scenario analysis disclosures. They protect users
from undue risk taken by a firm by allowing them to review the general models and projections
used by a firm in its planning and capital allocation strategy.

Question 8—Risk management

Do you agree with the proposed disclosure requirements for the risk management processes that an
entity uses to identify, assess and manage climate-related risks and opportunities? Why or why not? If
not, what changes do you recommend and why?

The proposed disclosure requirements for climate-related risks, opportunities, and risk management
should be maintained. Additional details would benefit users as well as provide clarity for companies.

One key component in assessing the quality of a response is whether and how the company is allocating
resources to mitigate climate-related risks. It indicates the extent to which a firm is operationalizing its
stated commitment to risk management. If a firm has identified material risks that could impact the
company’s financial performance but does not allocate adequate resources to mitigate that risk, users may
have cause for concern.

The Climate Disclosure Draft could further illuminate the use of resources used to mitigate
climate-related risks by clarifying that disclosure in alignment with the draft Sustainability Disclosure
Standard is required for all entities disclosing under this draft.38 The draft standard requires the following:

Information about current and anticipated changes to its business model, including: (1) about
changes the entity is making in strategy and resource allocation to address the risks and
opportunities … Examples of these changes include resource allocations resulting from demand
or supply changes, or from new business lines; resource allocations arising from business
development through capital expenditures or additional expenditure on operations or research and
development; and acquisitions and divestments. This information includes plans and critical
assumptions for legacy assets, including strategies to manage carbon energy- and water-intensive
operations, and to decommission carbon-energy- and water-intensive assets.39

Items such as internal carbon prices, scenario analysis, transition plans, and engagement of governance
bodies should be cross-listed under risk management to clarify the importance of addressing them in this
section, even though other sections of the Exposure Draft list these items in more detail.

39 Ibid, at 35.

38 International Financial Reporting Standards (IFRS) Foundation. 2022. “Exposure Draft: Climate-Related
Disclosures.” London: IFRS Foundation.
https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/issb-exposure-draft-2022-2-climate-related-
disclosures.pdf.

37 Ibid, at 18.
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Question 9—Cross-industry metric categories and greenhouse gas emissions

(a) The cross-industry requirements are intended to provide a common set of core, climate-related
disclosures applicable across sectors and industries. Do you agree with the seven proposed
cross-industry metric categories and their usefulness in the assessment of enterprise value? Why or
why not? If not, what do you suggest and why?

Yes, the seven proposed cross-industry metric categories should all be required regardless of materiality.
GHG emissions–both gross figures and intensity-based metrics–are prime, comparable indicators for
transition risk and should be disclosed by all entities because they are critical input to financial reporting
and used widely by investors and other market participants. Similarly, capital deployment towards
climate-related risks and opportunities, internal carbon prices, and the percentage of executive
management remuneration that is linked to climate-related considerations are all quantitative data that are
relevant for establishing how the entity views and responds to its risks. For example, high levels of capital
deployment or no capital deployment both represent material information for users and give insight into
the entity’s perspective, and help users in long-term valuation of securities. For entities that judge they
have no material transition or physical risks or climate-related opportunities, they should be required to
disclose the process undertaken for making that negative determination along with analysis supporting it,
including underlying inputs and assumptions.

With respect to GHG emissions, users need both absolute- and intensity-based emissions (i.e., gross
emissions and emissions / some unit of production or revenue) because these figures represent different
types of risks, and together provide a more complete picture of the transition risk stemming from an
entity’s GHG emissions.

Reporting emissions intensity is useful for assessing risk because transition risk is often created by
penalties or regulations based on emissions intensity. Regulation of emissions from power plants,
passenger vehicles, and heavy industry are typically proposed and assessed based on emissions per
relevant unit of energy, miles traveled, or production, respectively. Emissions per revenue is an easy to
understand indicator for how likely a company is to face these types of transition risks, and to be forced to
pay penalties or spend capital to reduce emissions. Intra-sectoral comparisons (like which utility is best
positioned to succeed under a new sectoral regulation) are facilitated by this ratio, and users can easily
compare differently sized companies.

Other transition risks are proportional to gross emissions, like the possibility of a traditional carbon
pricing regime. Further, there are times when emissions per revenue can paint a misleading picture of a
company’s overall climate risks and impacts. An oil company, for example, can improve its emissions
intensity while continuing to explore and develop new oil fields, emitting higher gross emissions, and
increasing their resultant reputational and legal risk. In addition, this business strategy is incommensurate
with Science Based Targets and the Paris Agreement, and likely some of those new fields will become
stranded assets over a long investment horizon, though a user with only intensity information might
assume the company’s transition risks are decreasing.
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(c) Do you agree that entities should be required to use the GHG Protocol to define and measure
Scope 1, Scope 2, and Scope 3 emissions? Why or why not? Should other methodologies be allowed?
Why or why not?

All entities should be required to use the GHG Protocol to define and measure Scope 1, Scope 2, and
Scope 3, including financed and facilitated emissions, following the methodology being defined by the
Partnership for Carbon Accounting Financials (PCAF) standard, which we expand upon in our response
to Question 11. Emissions should be reported as gross values, without netting out purportedly “offset”
emissions from various forms of carbon offsets or insetting. As outlined in our response to Question 5,
use of carbon offsets should be disclosed separately from emissions to avoid misleading users, given the
ubiquitous integrity issues within the offset markets.

(e) Do you agree that entities should be required to separately disclose Scope 1 and Scope 2
emissions for:

i) The consolidated entity; and
ii) For any associates, joint ventures, unconsolidated subsidiaries and affiliates? Why

or why not?

An entity should be required to separately disclose Scope 1, 2, and 3 emissions for the consolidated entity
and for any associates, joint ventures, unconsolidated subsidiaries and affiliates, so that users can
understand and compare the total emissions for entities with different business structures.

In general, requiring emissions data for the consolidated entity would enhance comparability and
understandability and help users understand GHG emissions disclosure within the context of financial
reporting. However, because various companies take different approaches to consolidation that may not
reflect their entire emissions portfolio and associated level of transition risk, entities should separately
require Scope 1, 2, and 3 emissions disclosure for unconsolidated entities (i.e., associates, joint ventures,
and unconsolidated subsidiaries and affiliates) outside of the consolidated accounting group, along with
disclosure of the approach used to calculate these values (e.g., the equity share, operational control, or
financial control methods).

The information needed to effectively value securities includes the assessments of holdings that may not
be otherwise generally consolidated. An accurate depiction of the consolidated enterprise is helpful, but
the unconsolidated holdings may, at times, be even more directly impactful. Disaggregation of Scopes 1,
2, and 3 GHG emissions is important information for the accurate valuation of securities, in part, because
each of those figures represents different risks to the company and are mitigated via different solutions of
varying cost, feasibility, and impacts on the issuer and the valuations of any related securities. Permitting
entities to avoid detailed reporting for an unconsolidated affiliate or entity for which it may exercise
significant control could lead to significant evasion, as well as the aggregation of hidden risks to users and
markets.

As we have seen repeatedly over the years, in times of market stress, holdings that may be held "off
balance sheet" or not consolidated in a firm's financials may suddenly be shifted back "on balance sheet"
or otherwise consolidated, for commercial, regulatory, or other reasons. For many firms, off-balance-sheet
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risks can quickly become significant on-balance-sheet risks40 and must be disclosed for users to be fully
aware of the financial condition of the firm, and able to protect themselves from risks. Major banks like
HSBC have increasingly sought to shift certain investment activities off balance sheet, moves allowing
them to increase leverage and bypass financial regulation and reporting.41 The risks associated with these
holdings may be material, and could potentially even threaten the viability of the firm.42

For private equity firms and others whose business models involve taking a substantial controlling interest
and operating portfolio companies that they typically do not consolidate, the standard should require an
equity share GHG accounting approach for unconsolidated entities. Such an approach is consistent with
recent guidance43 from Initiative Climate International, ERM, UN Principles of Responsible Investment,
CDP, and Ceres, which recommends that private equity firms include Scope 1 and Scope 2 emissions
from portfolio companies within their own Scope 1 and 2 emissions, respectively, when the company has
some level of financial or operational control (see Figure 144).

.

44 Initiative Climat International (ICI) and Environmental Resources Management (ERM). “Greenhouse Gas
Accounting and Reporting For the Private Equity Sector.” ICI and ERM.
https://www.unpri.org/download?ac=16265.

43 Initiative Climat International (ICI) and Environmental Resources Management (ERM). “Greenhouse Gas
Accounting and Reporting For the Private Equity Sector.” ICI and ERM.
https://www.unpri.org/download?ac=16265.

42 See E.g., T. Rowe Price To Compensate Clients For Dell Voting Error
41 See E.g., HSBC runs process to shift private equity off balance sheet | Buyouts

40 See E.g., T. Rowe Price To Compensate Clients For Dell Voting Error; State Street sells stock, takes $3.7 billion
charge | Reuters;
Citigroup Saw No Red Flags Even as It Made Bolder Bets - The New York Times;
Citi to take $49 bln in SIVs onto balance sheet | Reuters
Lehman's Demise and Repo 105: No Accounting for Deception - Knowledge at Wharton;
Lehman Channeled Risks Through 'Alter Ego' Firm;
Peabody Energy Agrees to Fully Disclose Climate Risks from Coal - Scientific American
Control of Portfolio Investment Creates Potential Liability for Fund Under Labor Law
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(f) Do you agree with the proposed inclusion of absolute gross Scope 3 emissions as a cross-industry
metric category for disclosure by all entities, subject to materiality? If not, what would you suggest
and why?

Absolute Scope 3 emissions disclosures should be required for all entities, regardless of self-determined
materiality. If an entity is unable to obtain a faithful measurement or make a reasonable estimate and thus
excludes some portion of their Scope 3 emissions, they should describe why and provide a description of
the estimation methodologies and data sources used.

If a materiality standard is maintained whereby entities can exclude portions of their Scope 3 emissions
that they claim are not material–or omit their entire Scope 3 emissions figures–the entity should be
required to document the rationale for that materiality determination and the process used to come to that
conclusion.

Obtaining accurate Scope 3 emissions of entities within the market is important because users of all types
consider Scope 3 disclosure a critical component of entities’ overall transition risk. For instance, in an
April 2022 Reuters Commentary, three Morgan Lewis attorneys representing investment companies and
public companies stated that if fully disclosed, Scope 3 information would “provide even deeper insights
beyond the public company and into the overall functioning of markets, sectors, and potentially individual
market participants.”45 Limiting the Scope 3 disclosure requirement is unnecessary and would decrease
the benefits to users.

Companies are Already Disclosing Scope 3 Emissions without Facing Undue Burdens

Insights shared by companies already disclosing Scope 3 emissions reveal that they have not faced undue
burdens in gathering and reporting these data and have benefited from the value chain engagement that
this process entails.

The GHG Protocol provides two examples of how companies interested in disclosing Scope 3 emissions
obtained the necessary data and benefitted from the exercise:

● National Grid: “After developing the full scope 3 inventory, a clear picture appeared with
emissions from the use of sold products emerging as by far the biggest source of scope 3
emissions. This valuable insight helped National Grid understand the full impact of its business
operations and provided more focused direction for future strategies and targets.”46

● SC Johnson: “As a result of the scope 3 inventory effort, SC Johnson has initiated a process to
incorporate scope 3 results into its sustainability program objective development, and has initiated
outreach programs with its suppliers to help foster GHG improvements.”47

47 Ibid.

46 Greenhouse Gas Protocol. 2011. Corporate Value Chain (Scope 3) Accounting and Reporting Standard.
Greenhouse Gas Protocol.
https://ghgprotocol.org/sites/default/files/standards/Corporate-Value-Chain-Accounting-Reporing-Standard_041613
_2.pdf.

45 Dial, Lance, Erin Martin, and Kirstin Gibbs. 2022. “SEC Proposes a Change in Disclosure Climate.” Reuters,
April 7, 2022. https://www.reuters.com/legal/legalindustry/sec-proposes-change-disclosure-climate-2022-04-07/.
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Data management firm Workiva48 offers four examples of companies that have reported Scope 3
emissions in their Form 10-Ks:

● Footwear maker Allbirds, whose 10-K filed for the year ending December 31, 2021, included
2020 emissions estimates49

● Craft marketplace Etsy, which started including Scope 3 emissions in 10-Ks in February 201950

● United Airlines, which disclosed Scope 3 emissions data in a table format51

● Forestry company Weyerhaeuser, whose disclosure came within its narrative on environmental,
social, and governance (ESG) practices52

In an overview of its signatories’ work on Scope 3 emissions, CDP highlights Cisco, a founding CDP
Supply Chain member.53

In a February 2022 letter to the SEC, renewable energy developer Orsted also expressed support for
SEC-mandated Scope 3 disclosures and described its own Scope 3 data collection and reporting process.54

In a December 2021 letter to the SEC, PCAF describes its research on Scope 3 data collection costs
incurred by its signatory companies, essentially concluding that these costs were very manageable.55

While cautioning that Scope 3 emissions disclosures to date have been difficult for many companies to
calculate accurately, Bank of America expressed support for phasing in SEC-mandated Scope 3
disclosures for public companies in the U.S..56

56 Marshall, Elizabeth Dilts. 2022. “Bank of America: SEC 'Heading in Right Direction' on Climate Risk Rule.”
Reuters, April 8, 2022.
https://www.reuters.com/business/finance/bank-america-backs-sec-proposal-climate-risk-disclosures-2022-04-08/.

55 Partnership for Carbon Accounting Financials (PCAF) Secretariat. “Letter to Interested Parties: Costs and Efforts
of GHG Accounting for Financial Institutions.” December 21, 2021.
https://www.sec.gov/comments/climate-disclosure/cll12-20111746-265069.pdf.

54 Frangione, Kathleen. Letter to the Securities and Exchange Commission Re: Request for Public Comment on
Climate Disclosure Proposed Rule, February 3, 2022. Orsted.
https://www.sec.gov/comments/climate-disclosure/cll12-20115429-267467.pdf.

53 Cummings, Andrew. “4 Steps for Reducing Scope 3 Emissions and Accelerating Action through Your Supply
Chain.” CDP (blog). February 16, 2022.
https://www.cdp.net/en/articles/supply-chain/4-steps-for-reducing-scope-3-emissions-and-accelerating-action-throug
h-your-supply-chain.

52 Weyerhaeuser Company form 10-K can be found at:
https://www.sec.gov/ix?doc=/Archives/edgar/data/106535/000156459022005707/wy-10k_20211231.htm.

51 United Airlines form 10-K can be found at:
https://www.sec.gov/ix?doc=/Archives/edgar/data/100517/000010051722000009/ual-20211231.htm.

50 Etsy, Inc. form 10-K can be found at:
https://www.sec.gov/ix?doc=/Archives/edgar/data/1370637/000137063722000024/etsy-20211231.htm.

49 Allbirds, Inc. form 10-K can be found at:
https://www.sec.gov/ix?doc=/Archives/edgar/data/1653909/000165390922000016/bird-20211231.htm.

48 Mazing, Nick, and Steve Soter. 2022. “Scope 3 in 10-Ks: 4 Companies That Have Been There, Done That.”
Workiva (blog). April 13, 2022. https://www.workiva.com/blog/scope-3-10-ks-4-companies-have-been-there-done.
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Given the many Scope 3 disclosures already underway, a wide variety of tools are already in place to help
companies tackle challenges regarding data quality and lack of transparency in supply chains. Absolute
precision is not essential; users simply need to understand the significant climate risks in the value chain
and how companies are managing those risks, with a description of the process followed to address data
uncertainties. The Board should therefore require Scope 1, 2, and 3 emissions regardless of materiality,
with exemptions provided if the entity is unable to obtain a faithful measurement or make a reasonable
estimate and thus excludes some portion of their Scope 3 emissions, with a clear description of why.

Question 10—Targets

(a) Do you agree with the proposed disclosure about climate-related targets? Why or why not?

We agree with the proposed climate-related targets disclosures and suggest a few additions.

In addition to the proposed disclosure of “the base period from which progress is measured” for
climate-related targets, and for the sake of standardization and decision usefulness for users, companies
should have a consistent base year set for multiple targets. This additional disclosure would be consistent
with the SEC’s recent climate disclosure proposal.57 Also, historical data should still be provided by a
company even if those data were collected before an established base year for emissions for the purposes
of target setting.

Finally, the Exposure Draft should require companies to be detailed and specific when discussing the
items proposed for disclosure, and in disclosing how they intend to meet their targets and goals. A
company should be required to describe whether and to what extent the company can meet its targets or
goals using currently available methods and technologies, the extent to which its plan relies on the
availability of any new or non-commercial technology or the availability of non-sectoral offsets, and the
extent to which it depends on any other factors outside of the control of the company.

Companies should be required to state how much of their targets will be met by actual emissions
reductions (fuel or energy source switching, energy efficiency, etc.) versus other methods. companies
need to specify the role and proportion of each method of emissions reduction or netting required to
achieve any given target fully over the relevant time period. For example: “For our 2030 target, we will
achieve 14 percent of our reduction through energy efficiency gains in X process; 54 percent by switching
our sourcing from natural gas to renewable energy; 25 percent by switching transportation technologies
from Y to Z; 7 percent by buying offsets—adding up to 100 percent of the target.”

Companies should be required to, at a minimum, include in their disclosures any assumptions about the
feasibility, emissions reduction capability, costs, risks, and permanence of any carbon capture, utilization,
storage, and removal technologies used to reduce or remove emissions within their operational and

57 Page 21471 in “Proposed Rule: The Enhancement and Standardization of Climate-Related Disclosures for
Investors." The U.S. Securities and Exchange Commission. April 11, 2022.
https://www.federalregister.gov/documents/2022/04/11/2022-06342/the-enhancement-and-standardization-of-climat
e-related-disclosures-for-investors
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organizational boundaries. Users also need information on which strategies to reduce transition risk rely
on speculative approaches and which have made demonstrable progress toward climate targets.

In particular, the Exposure Draft should require disclosure of any reliance on a nascent technology to
achieve a significant portion of a company’s GHG reduction goals. By definition, nascent technologies
have not yet been proven to be viable at a commercial scale, and thus heavy reliance on them is evidence
of transition risk that would be of material importance to users. Reliance on carbon capture, utilization,
and storage (CCUS) is one strategy that warrants discussion by the Board. To date, the feasibility of this
nascent technology, and the risks of failure to bring it to commercial scale, have received little attention in
disclosures by companies.

As an example of the kinds of claims that need additional disclosure, Occidental Petroleum has claimed a
recent shipment of its oil is ‘net zero,’58 presumably part of its publicity about progress toward its climate
targets.59 The company has declared the shipment, in 2022, to be ‘net zero’ through the purchase of
removal credits that it says will happen in 2024, after the planned direct air capture (DAC) facility of the
carbon removal firm, 1PointFive, comes online.60 The company claims that the emissions from this
current shipment will some day in the future be neutralized by first capturing the carbon dioxide, then
liquifying it and storing it underground in its own wells, to facilitate enhanced oil recovery (EOR) in its
operations. No details about the cost of the DAC offsets, underground storage or EOR, or their
effectiveness in reducing GHG emissions, are provided to users. This makes it impossible to assess
whether Occidental is poised to be a leader in managing climate risk, or is engaged in greenwashing to
conceal a lack of progress on its targets.

(b) Do you think the proposed definition of ‘latest international agreement on climate change’ is
sufficiently clear? If not, what would you suggest and why?

The proposed definition of ‘latest international agreement on climate change’ is sufficient; however, the
definition should clarify a timeframe after which a new international agreement is established that entities
would need to update their discussion on climate-related targets. For example, if a one year timeframe for
updates was required, and if a new international agreement was established in December 2022 then

60 Oxy. 2022. “Occidental, SK Trading International sign first agreement for net-zero oil created from captured
atmospheric carbon dioxide.” Press release, March 22, 2022.
https://www.oxy.com/news/news-releases/occidental-sk-trading-international-sign-first-agreement-for-net-zero-oil-c
reated-from-captured-atmospheric-carbon-dioxide/.

59 Oxy. N.d. “Climate Strategy and Net-Zero Transition.” Sustainability: Planet. Accessed May 13, 2022.
https://www.oxy.com/sustainability/planet/.

58 Defined as created by combining crude oil together with environmental attributes generated from the sequestration
of atmospheric carbon dioxide (CO2) captured via 1PointFive’s planned large-scale Direct Air Capture (DAC)
facility and sequestered in Occidental’s enhanced oil recovery (EOR) reservoirs in the U.S. Permian Basin. Oxy.
2022. “Occidental, SK Trading International sign first agreement for net-zero oil created from captured atmospheric
carbon dioxide.” Press release, March 22, 2022.
https://www.oxy.com/news/news-releases/occidental-sk-trading-international-sign-first-agreement-for-net-zero-oil-c
reated-from-captured-atmospheric-carbon-dioxide/.
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entities would need to update their discussions by December 2023. A timeline for compliance would
benefit users by ensuring consistency across companies.

Question 11—Industry-based requirements

(d)  Do you agree with the proposed industry-based disclosure requirements for financed and
facilitated emissions, or would the cross-industry requirement to disclose Scope 3 emissions (which
includes Category 15: Investments) facilitate adequate disclosure? Why or why not?

We agree with the need for explicit industry-based disclosure requirements for financed and facilitated
emissions, rather than sole reliance on the “investments” category of Scope 3 emissions to underpin a
broad requirement to include financed and facilitated emissions. The many types of financed and
facilitated emissions warrant disaggregated and detailed reporting.

(h)  Do you agree that an entity be required to use the GHG Protocol Corporate Value Chain (Scope
3) Accounting and Reporting Standard to provide the proposed disclosures on financed emissions
without the ISSB prescribing a more specific methodology (such as that of the Partnership for
Carbon Accounting Financials (PCAF) Global GHG Accounting & Reporting Standard for the
Financial Industry)? If you don’t agree, what methodology would you suggest and why?

It is reasonable to require GHG Protocol Corporate Value Chain (Scope 3) Accounting and Reporting
Standard to provide the proposed disclosures on financed emissions as it is the leading standard
worldwide. However, the Board should also reference PCAF as the default methodology for calculating
financed and facilitated emissions. PCAF has garnered a reputation for credibility, is the only standard
with explicit approval from the GHG Protocol to account for category 15 investment emissions, and
provides adequate specificity to produce reliable financed emissions figures for a variety of financial
products, institutions, and asset classes.

Question 12—Costs, benefits and likely effects

(a) Do you have any comments on the likely benefits of implementing the proposals and the likely
costs of implementing them that the ISSB should consider in analysing the likely effects of these
proposals?

The Board should not fall prey to a common pitfall of economic cost-benefit analysis: overemphasizing
costs relative to benefits because of the asymmetrical nature of compliance costs compared to qualitative
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descriptions of benefits.61 The scale of the qualitative benefits to investors and other market participants is
readily apparent and vast in comparison to costs. The central benefit of the standard is that users would
have access to comparable, consistent, and reliable disclosures with respect to companies’ climate-related
risks. It will vastly improve the information available to users about a set of economic risks that are
already some of the most significant in making investment decisions and are rapidly growing in
importance. The removal of barriers to public access to pertinent investment information will have vast
economic benefits that are, despite their enormity and significance, difficult to quantify, and will have
extraordinarily significant qualitative benefits as well.

The standard will benefit users by providing valuable insights into firms’ likely revenue and cost
disruptions, supply chain risks, physical risks and increased costs, as well as risks to whole sectors,
markets, and the economy writ large. Although valuable insights and increased user confidence are
impracticable to monetize, users have demonstrated that they are highly valuable by expending significant
expense to develop and advance voluntary disclosure frameworks to improve the availability and
comparability of this information. The same demonstrated importance exists for the benefit of a
convenient, centralized location of climate disclosures in regulatory filings. It will have a clear, strong
benefit for market participants, even if that benefit cannot easily be expressed as an accounting figure.

Importantly, the proposed standard requires the disclosure of GHG emissions for certain firms. This is
essential to give market participants a better sense of investment risk for those firms and for whole
sectors, markets, and the broader economy. It is not practicable to quantify the benefit of risk reduction in
an extremely uncertain market environment over the course of years; there are simply too many factors at
play. Other significant benefits that are necessarily qualitative include the ability to monitor a firm’s
progress in meeting stated climate goals, reduced search costs and improved processing efficiency, and
better public understanding of an organization’s business strategy.

The Board should also consider, as part of its baseline, the costs of proper compliance with existing
climate-related disclosure requirements, as well as rapid development of standards in jurisdictions like the
United States. Firms today are failing to meet the requirements identified by accounting standard setters.
The growing number of regulatory and enforcement actions taken by financial regulators on climate and
ESG disclosure is likely to start bringing the market norms for what is disclosed in line with existing law,
increasing the level of disclosure by many companies regardless of this proposed standard’s effects. The
Commission should use as the baseline the expectations laid out in those actions, not the current practice
of underreporting climate-related risks.

The proposed standard also addresses a competitive burden: the gap between companies taking their
existing climate-related disclosure obligations seriously and those that do not provide any useful
information. Under the current regulatory framework, some existing requirements may elicit disclosure
about climate-related risks, but the nature and extent of the information provided through these
disclosures is dependent on the discretion of management. As long as some managers are free to minimize
the extent of these risks, it creates a disincentive for others to provide a full accounting. The current
fragmented approach reveals why standardization of climate-related disclosures for companies is

61 “Many agencies issue regulations that provide identifiable and tangible benefits to the public, yet because of
methodological limitations inherent in regulatory cost-benefit analysis, such benefits cannot be quantified. In short,
regulatory cost-benefit analysis is generally a poor and unreliable metric for assessing the impacts of regulations,
particularly on consumers.” Narang, Amit. “Written Statement of Amit Narang, Regulatory Policy Advocate, Public
Citizen, CFPB Symposium on Cost-Benefit Analysis.” Public Citizen, July 29, 2020.
https://files.consumerfinance.gov/f/documents/cfpb_narang_written-statement_symposium-cost-benefit-analysis.pdf
.
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essential. By requiring standard disclosures, including Scope 1, 2, and 3 emissions for all companies, the
Board lets users see the full spectrum of a company’s climate-related risks. That will help level the
playing field for firms that are meeting their existing disclosure requirements.

Finally, the disclosure of all Scope 3 emissions is justified based on the benefits it would create for users
and markets, compared to the costs. Scope 3 emissions often make up the greatest proportion of a
company’s total emissions, yet largely go unreported. The benefits that users get from emissions
disclosure, allowing them to make informed investment and voting decisions, would be increased by
giving them the full picture of a company’s climate-related risks, including Scope 3 emissions. Many
users already view a company’s Scope 3 and other emissions data as a useful proxy for financial
performance. Furthermore, companies are already disclosing Scope 3 emissions without undue burden. As
Scope 3 disclosure requirements are required by financial regulators, such as in Canada, the U.S., and the
EU, the availability of this information will only grow and the difficulty of obtaining emissions data from
an internationally integrated value chain will only diminish.

Sincerely,

Americans for Financial Reform Education Fund
Public Citizen
Sierra Club
The Sunrise Project
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