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COMMENT: IFRS SUSTAINABILITY STANDARDS EXPOSURE DRAFTS; IFRS S1 

AND IFRS S2

July 28, 2022 

Emmanuel Faber, ISSB Chair 

Sue Lloyd, ISSB Vice-Chair 

International Sustainability Standards Board 

IFRS Foundation, submitted via commentletters@ifrs.org 

 

Dear Chair Faber and Vice -Chair  Lloyd,  

This comment refers to both Exposure Drafts published by the International Sustainability Standards Board 

(ISSB): IFRS S1 General Requirements for Disclosure of Sustainability-related Financial Information and 
Exposure Draft IFRS S2 Climate-related Disclosures. Climate risks, opportunities, and impacts are material 

to investment decisions, and transparency is crucial to enable financial market participants to evaluate and 

price-in sustainability risks and impacts. To date, a lack of comparability of available or disclosed data and 

the varying degrees of scope, relevance, and completeness of climate and sustainability disclosure regimes 

hamper financial actors’ abilities to consider sustainability risks, opportunities, and impacts systematically 
in their financial and risk assessment decisions.  

The experts at Climate & Company and the University of Bamberg involved in this comment, have collective 

decades of experience working with carbon/climate finance and environmental reporting. Amongst others, 
through our direct, personal involvement in and exchanges with the relevant international bodies (GRI,  the 

ISSB, IPSF, EU sustainable finance platform, EFRAG sustainability reporting expert groups), we are intimately 
familiar with the issues these standards seek to, rightfully, address.   

While we support the IFRS S1 and IFRS S2 (hereafter ‘the Exposure Drafts’) and hope to see a swift adoption 
and implementation, we would like to provide several recommendations for improvement.  

We view these issues as essential to increase the effectiveness of the standards and set out why in further detail 

below. We structure this in a focused set of 10 suggestions based on our policy expertise, our close cooperation 

with reporting entities (in particular, corporates) and users of disclosures (in particular, financial institutions and 
regulators), and our substantial research track-record to support you in this important initiative.  

1. Materiality perspective: Consideration of risks, opportunities and impacts. In its current form, Exposure Draft 
S1 seems to directly transfer the understanding of materiality from financial disclosure as a firm-specific 
characteristic (see S1, §58). Accordingly, the ISSB leaves the materiality assessment to the company 

(§58) and requires regular updates (§59). In addition, S1 states that a company would not be required to 
disclose information mentioned in the ISSB standards if that specific issue is not considered to be 

material. This means that in its current form: (1) companies will need to carry out materiality 
assessments on their own and on a regular basis (§59), which is very costly ; (2) companies face 

uncertainties and, potentially, litigation risks due to the ambiguous definition of materiality, when their 

materiality assessments differ from the shareholders’ view about which topics are material ; and (3) the 
ambiguity fundamentally inhibits comparability. Two otherwise identical companies can apply different 

criteria for their materiality assessments and therefore report on different material issues. This 
decreases the benefits of sustainability disclosure for any user. Therefore, we propose that the ISSB 

provides more specific guidance about the material issues (e.g., SASB materiality map and/or the 
phasing in GRI standards) in its Exposure Drafts. 
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2. Materiality perspective: incorporating an inside-out perspective. We further note that the Exposure Draft 
focuses on the specific aspect of financial (or outside-in) materiality in S1. This is not in line with any 
common understanding of sustainability, which can compromise the credibility of the ISSB as a 
standard-setter for sustainability disclosure. At the same time, any sustainability issue which is classified 

as primarily material from an inside-out (impact) perspective can quickly become financially material to 
firms and investors. For example, research has shown that the recent development of disclosure 
regulations and standards influenced the capital market’s prioritization and assessment of firms' ESG 
issues. 1  It is therefore important to acknowledge the impact standards have on the perception of 
investors in determining which ESG issues are material and therefore can contribute to market-based 

incentives for environmental and social behaviour. As double materiality-based approaches are 
increasingly implemented internationally,2 the capital market’s consideration of both climate risks and 

impacts is likely to further intensify in the near future. Considering the dynamic nature of the materiality 
concept and coherence with other international regulations, we strongly recommend the ISSB to go 

beyond a financial materiality approach and incorporate the inside-out perspective in the materiality 
definition.  

3. Precise Key Performance Indicators (KPIs) are crucial . For entities to provide meaningful disclosure, it is 

important that the IFRS Exposure Drafts provide precise KPIs that entities could use for reporting. 

Research suggests that when there are no precise guidelines on reporting, it leads to cherry -picking 

approaches on indicators, 3  which inhibits comparability and usefulness for investors. It could also 

increase entities’ confusion in reporting, which results in a challenging and costly reporting process. 
Therefore, to improve information quality and enhance standardization, the set of metrics and KPIs 

provided to entities should be specific and tailored to the sectoral activities and size. While this provides 

comparable information to investors, it will also facilitate the reporting process for entities. In this 

regard, we further recommend the ISSB to build on existing, well-developed reporting frameworks such 
as TCFD and to consider other existing standards (e.g., GRI standards).  

4. Importance of mandatory climate disclosure. 4  Existing research provides compelling evidence that 
disclosure of corporate sustainability information improves the information environment for capital 

market participants.5 More specifically, carbon emissions are consistently found to be relevant for firm 
valuation, 6  experimental evidence shows that climate-related information is material, 7  and climate-
related risk disclosure is related to lower information asymmetry.8 In addition, mandatory reporting 

leads to higher reporting quality9 and improvements in ESG performance,10 while voluntary corporate 

disclosures can be associated with limited standardization and comparability.11 

Therefore, we encourage the ISSB to make its non-mandatory guidance to be as consistent as possible 

with different jurisdictional requirements worldwide. There are several main aspects on which the IFRS 
disclosure drafts can differ from existing regulations worldwide or other reporting standards. For 

instance, the ISSB standards with a financial materiality focus will likely not align with existing 

 
1 Freiberg, Rogers and Serafeim (2020), link; Spandel, Schiemann and Hoepner (2020), link  
2 International Platform on Sustainable Finance (2021), link  
3 Korca and Costa (2021), link  
4 Fuhrmann et al. (2017), link  
5 See, for example, Dhaliwal et al. (2011), link; Dhaliwal et al. (2012), link; Cho et al. (2013), link  
6 See, for example, Matsumura et al. (2014), link; Griffin et al. (2017), link; Ott & Schiemann (2022), link  
7 Reimsbach et al. (2020), link  
8 Schiemann & Sakhel (2019), link  
9 Hibbitt and Collison (2004), link; Jeffrey and Perkins (2013), link; Korca and Costa (2021), link  
10 See, for example, Bauckloh et al. (2022), link; Downar et al. (2021), link  
11 Habek and Wolniak (2016), link; Chen, Hung and Wang (2018), link  

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3482546
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3694285
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/211104-ipsf-esg-disclosure-report_en.pdf
https://www.emerald.com/insight/content/doi/10.1108/JAAR-05-2020-0085/full/html
https://www.tandfonline.com/doi/abs/10.1080/00014788.2016.1263550
https://meridian.allenpress.com/accounting-review/article-abstract/86/1/59/68479/Voluntary-Nonfinancial-Disclosure-and-the-Cost-of
https://meridian.allenpress.com/accounting-review/article-abstract/87/3/723/127782/Nonfinancial-Disclosure-and-Analyst-Forecast
https://www.sciencedirect.com/science/article/abs/pii/S1045235413000555
https://meridian.allenpress.com/accounting-review/article-abstract/89/2/695/165936/Firm-Value-Effects-of-Carbon-Emissions-and-Carbon
https://onlinelibrary.wiley.com/doi/abs/10.1111/1911-3846.12298?casa_token=9MEwuHqHmK0AAAAA:HAOveLoo4JuvIyWJIWeayxsFQhVk7SFJzT8BTDCfsL3LQmuztRmCwxeCnIfKAxQuPVOOoOJskd-7yg
https://onlinelibrary.wiley.com/doi/full/10.1111/jbfa.12616
https://journals.sagepub.com/doi/full/10.1177/1086026619875436?casa_token=lp9uxdgNVIgAAAAA%3AciLunjg1b40bYvzyvt580N_YqTLFMA2eZY1Gl63naPk4EI2c6QIjNWRFeugaVha1wtX-z2Pydt0
https://www.tandfonline.com/doi/full/10.1080/09638180.2018.1534600?casa_token=fTV6F9B84_IAAAAA%3AqtIgo-ULLntrXafgjxQvhJ_zzcAgWjiNLaTph3KmMRx5XE72rsid8bUtKyV5fICzX4jKtrNI-c0
https://www.tandfonline.com/doi/abs/10.1080/0969160X.2004.9651708
https://www.tandfonline.com/doi/full/10.1080/0969160X.2012.748468
https://www.emerald.com/insight/content/doi/10.1108/JAAR-05-2020-0085/full/html
https://journals.sagepub.com/doi/full/10.1177/10860266221083340
https://link.springer.com/article/10.1007/s11142-021-09611-x
https://link.springer.com/article/10.1007/s11135-014-0155-z
https://www.sciencedirect.com/science/article/pii/S0165410117300757?via%3Dihub
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regulations worldwide that are built or aiming to apply a double materiality perspective (e.g., the EU, 
Norway, Singapore, Kenya, and Brazil).12 Especially due to the rise in prevalence of double materiality in 
different jurisdictions, this discrepancy is likely to cause more alignment issues. In addition, when other 
existing reporting standards or draft standards foresee disclosure based on a double materiality 

perspective, the use of the ISSB standards will create inconsistencies in terms of information 
comparability worldwide. Therefore, for the ISSB’s aim to become the global baseline, it is crucial that 
it carefully considers a fitting use for other jurisdictional requirements and other reporting standards to 
create more comparability. 

5. The scope of affected registrants as an important lever.  Transparency regarding climate-related issues 

can only be achieved in financial markets if emitters representing a very large share of greenhouse gas 
(GHG) emissions (and hence the corresponding climate risk) disclose their emissions, independent of 

their legal status or size. Evidence from the EU by focusing on listed and large companies only, the 
current proposal for the Corporate Sustainability Reporting Directive (CSRD) does not yet target a large 

fraction of the economy in certain sectors (e.g., agriculture or land transportation) since it excludes 
SMEs13. We encourage the ISSB to consider the scope of the firms in the development of these standards 
in order to enable a large coverage of sustainability data in sectors which are dominated by SMEs.  SMEs 

can become value-relevant from a capital-market perspective, since first of all, multinationals need to 

access their supply chain and second, the economic activity of certain sectors might be dominated by 

SMEs. Financial market participants need to be able to manage and identify their risk exposure in their 

portfolios. In order to provide the market with a complete set of sustainability-related financial 
disclosures, the ISSB needs to ensure that SMEs are addressed by their standards. In addition, it is crucial 

to recognize that a large negative environmental impact might originate from these businesses, which 

needs to reveal in order to be assessed by investors and the public. Given the administrative burden of 

sustainability disclosure data, the ISSB could consider a smaller set of relevant KPIs for SMEs to ensure 
proportionality. However, we argue that in order to be able to provide the market with a complete set 

of sustainability-related financial disclosures, the ISSB needs to ensure that SMEs are reasonably 
covered by the standards to enable a targeted implementation by jurisdictions.  

6. Forward-looking information for more informed decisions.  Forward-looking disclosure on targets and 
goals enable investors to make informed decisions by considering the investments’ risk profiles over a 
relevant time horizon. It also provides key information about what companies  intend to do about their 

climate risk exposure, which is essential information to evaluate the transitory risks of investments. 

Research shows that forward-looking statements such as setting targets could induce better 
sustainability performance in the future. 14  In this regard, we support the IFRS Exposure Drafts for 

pointing out the need to set clear targets with the aim to monitor entities’ progress in their transition 
plans.  However, for a high-quality forward-looking disclosure, it is important that the Exposure Drafts 

specify a number of additional details with regard to target–related disclosure. Considering that the 
Exposure Drafts’ objective is to become the global baseline, it needs to fit with different jurisdictional 
requirements and existing reporting standards for a higher comparability. In this regard, it might be 

useful that the IFRS Exposure Drafts consult other existing drafts or standards on how forward-looking 
disclosure is required. An example could be in how the ESRS outlines forward-looking disclosure related 

to target setting and in how far IFRS Exposure Drafts differ on that point. Entities using different reporting 

standards while reporting on the same climate-related matters might set targets with largely differing 
timeframes which in turn can hamper information comparability and can increase assessment costs for 
interested parties. In addition, when targets are set for a longer timeframe, it is important that interim 

 
12 European Commission, IPSF Swiss, Climate & Company and University of Hamburg (2021), link 
13 Bossut, Hessenius, Juergens, Pioch, Schiemann, Spandel and Tietmeyer (2021), link  
14 Razaee & Tuo (2017), link 

https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/211104-ipsf-esg-disclosure-report_en.pdf
https://wpsf.de/en/publikation/pb-8-2021-why-it-would-be-important-to-expand-the-scope-of-the-corporate-sustainability-reporting-directive-and-make-it-work-for-smes/
https://www.sciencedirect.com/science/article/abs/pii/S0882611016301110
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targets are introduced for a better understanding of milestones in reaching the end target.  Also, it is 
important to consider how these targets relate to societal goals, e.g., the 1.5° Paris Agreement target or 
the Sustainable Development Goals. In that regard, we support that the ISSB relies on and refers to 
established frameworks, such as the TCFD but also recommend consulting other drafts such as the ESRS, 

which already incorporate the disclosure of forward-looking information over the short, medium, and 
long-term. The IFRS Exposure Drafts should proceed in providing entities with detailed guidance in 
disclosing their targets and goals, such as interim targets and concrete action plans. Finally, if entities 
set a target that for whatever reason cannot be pursued in the upcoming years, it is important to disclose 
this information and specify the reason why that is the case. A certain level of rigour in providing 

information related to targets is needed to avoid greenwashing issues and to provide investors with 
reliable data. 

7. Where Scope 3 emissions are material, they are required to understand the full extent of climate-related 
risks. In most economic sectors, the bulk of environmental impacts and exposures is rooted in the supply 

chain. On average, entities’ emissions from the supply chain are five times higher than from direct 
operations.15 To date, data availability of supply chain data is limited16 and regulation is one of the key 
drivers of increased data availability.17 In other words, without high-quality Scope 3 disclosure, investors 

cannot gain a full picture of the risks related to their investments.  Therefore, we welcome the 

suggestions by the ISSB in the Exposure Draft for climate-related disclosures to include Scope 3 

emissions in the reporting process. We also suggest the usage of the GHG protocol, with disaggregated 

disclosure requirements for the seven greenhouse gases since the information about the mix of the GHG 
emissions is essential for a full understanding of them. Nonetheless, since the reporting of Scope 3 is a 

complex exercise, we suggest providing a more detailed application guidance to enable an efficient, but 

proportional Scope 3 reporting. Further, the Exposure Draft should ensure that firms distinguish to what 

extent the data has been collected by the entity (primary data) or relies on other parties (secondary 
data) to also ensure visibility and possibly facilitate a process towards stronger primary data collection.   

8. GHG Emission Targets and transition plans should exclude offsets. The terminology ‘offsets’ implies that 
a net-zero of carbon emissions can be achieved through neutralising emissions with carbon removal 

technology. However, this application has been subjected to discussion and might be 
counterproductive towards achieving carbon reduction in firms’ business models.18 Therefore, EFRAG 
has suggested refraining from using the term offsetting, but rather use ‘carbon credits’, which we 

suggest to the ISSB as well. Also, the ISSB allows for offsetting in the climate-related targets, which 

should be excluded. We argue that target setting should rely on reducing CO2 emissions, rather than 
continuing to emit as usual and buying nature-based or technology-dependent carbon removals (not 

currently feasible at scale) to meet net-zero goals. The risk (and costs) of climate change is too high to 
put confidence in these carbon removal actions rather than real carbon reductions.  

9. Assurance increases the credibility of the disclosed information.  The IFRS Exposure Drafts in their current 
form do not suggest that information needs to be verified by a third party nor do they provide a clear reference 
which information has to be verified and which does not. The scientific literature provides evidence of the 

positive effects of assurance on investors’ credibility perception of the disclosed information.19 As such, 
assurance requirements are likely to increase the extent to which capital market participants use ESG 

information in their decision-making processes, by fostering the perception of the disclosures as reliable 

sources of information. Although assurance obligations are rather scarce in sustainability disclosure 

 
15 CDP (2019), link  
16 Erdmann, Hessenius and Yahisi (2022), link  
17 Jürgens and Erdmann (2020), link 
18 Marchewitz et al. (2022), link 
19 Quick and Inwinkl (2020), link; Reimsbach, Hahn and Gürtürk (2017), link  

https://cdn.cdp.net/cdp-production/cms/reports/documents/000/004/811/original/CDP_Supply_Chain_Report_Changing_the_Chain.pdf?1575882630
https://static1.squarespace.com/static/5df77c5a779af428e4cc66b8/t/624c73061bbdd3600c87066f/1649177351089/Supply+Chain+Disclosure+Policy+Brief.pdf
https://www.diw.de/documents/publikationen/73/diw_01.c.704204.de/diwkompakt_2020-147.pdf
https://wpsf.de/wp-content/uploads/2022/06/WPSF_PB_5_2022_Stresstests-1.pdf
https://www.emerald.com/insight/content/doi/10.1108/MEDAR-10-2019-0597/full/html
https://www.tandfonline.com/doi/full/10.1080/09638180.2016.1273787
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measures in different jurisdictions, it is an emerging aspect of planned disclosure measures. For 
instance, the EU has the objective to have a similar level of assurance for sustainability disclosures as 
for financial disclosures.20 In addition, the Proposed Rule from the SEC also underlines the relevance of 
assurance requirements and aims to increase the level of assurance over several years. This will allow 

firms and audit companies, especially those with little to no experience with climate -related disclosure, 
to develop the necessary systems and skills in parallel to the increasing assurance requirements. In  this 
regard, the ISSB should make a clear recommendation for the disclosed information to be verified by a 
third-party auditor and also carefully define which information is strongly recommended to be verified.  
While mandatory disclosure measures are on the rise, many entities in different jurisdictions are still 

voluntarily reporting sustainability information. To further ensure a more reliable disclosure regime, the 
ISSB should encourage entities which use the ISSB standards to provide an audit report of  that 

information. 

10. Product level disclosure standards and “going beyond just climate” should follow next . Although the 

Exposure Drafts contain crucial aspects for sustainability reporting, it should only mark the beginning of 
further complementary proposals.  ESG disclosure can be carried out at i) the entity level or ii) the 
financial product or service level, which are closely interrelated. To correctly assess, report and manage 

sustainability impacts and risks, comprehensive disclosure requirements at all levels are needed. For 

example, if a financial institution plans to assess its own ESG risk, it needs to know the ESG -related risks 

of the projects and entities it finances, of the firms it invests in, and of the underlying entities of the 

financial products it offers. We recommend the ISSB to further develop disclosure requirements for 
financial products and services too. In addition, environmental disclosure requirements need to go 

“beyond climate” and consider other environmental dimensions, such as deforestation, ecosystem 

services and protection, resource depletion, pollution, and/or land use. The World Economic Forum 

ranks biodiversity loss as one of the 3rd most severe economic risks that humanity will face in the next 
decades.21 We, therefore, encourage the ISSB to continue the development of standards for other crucial 

environmental and social issues as well, with consideration of current disclosure regulations and 
standards which are already in place. 

 
We hope you will find these comments useful, and we wish you the best of luck with your further work on 
these important Exposure Drafts. Should the ISSB colleagues have any questions or identify any further need 
for feedback or input, please do not hesitate to reach out to us.   

Sincerely,  

 

 

Ingmar Juergens, CEO, Climate & Company, on behalf of all authors and signatories.  

 
20 European Commission (2021), link  
21 World Economic Forum (2022), link  

https://ec.europa.eu/commission/presscorner/detail/en/QANDA_21_1806
https://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2022.pdf
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Signatories 

1. Chaoyuan She, PhD FHEA, Lecturer in Accounting, University of Essex  

2. Joanna Krasodomska, PhD, CUE Associate Professor, Department of Financial Accounting, Cracow 
University of Economics, Poland 

3. Mariana Lopez Davila, Circular Economy Programme Manager, Environmental Coalition on 
Standards (ECOS) 

4. Nigel Purvis, CEO, Climate Advisers 

5. Sarah Richard, Enseignant Chercheur, Directrice des Etudes du Bachelor Affaires Internationales 
Référente handicap EM Strasbourg 

6. Dr. Stephan Küster, Wissenschaftlicher Mitarbeider, Otto-Friedrich-Universität Bamberg 
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22 Corresponding authors. Contact: ingmar@climcom.org; max@climcom.org 
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For any inquiries, please refer to: 

Climate & Company - The Berlin Institute for Climate Training and Research gGmbH 
Ahornallee 2  
12623 Berlin  
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Ingmar Juergens  
David Rusnok  
 
Contact:  
ingmar@climcom.org 
david@climcom.org 

www.climateandcompany.org 
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