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RE: Exposure Drafts IFRS S1 General Requirements for Disclosure of Sustainability-Related Financial 
Information and IFRS S2 Climate-related Disclosure 

Chair Faber: 

The Shareholder Commons (TSC) is a nonprofit advocate for diversified investors. B Lab Global leads the 

nonprofit network transforming the global economy to benefit all people, communities, and the planet. 

We are pleased to provide the ISSB with comments to its Exposure Drafts ED/2022/S1 IFRS S1 General 

Requirements for Disclosure of Sustainability-related Financial Information (the “General Requirements”) 

and ED/2022/S2 IFRS S2 Climate-Related Disclosures (the “CRD,” and collectively with the General 

Requirements, the “Exposure Drafts.”’) 

Summary 

In our role as an advocate for diversified investors around the world, we strongly support the ISSB project 

of assembling comprehensive sustainability disclosure requirements that will provide a basis for 

comparable information for investors to help them make critical decisions with respect to their 

investments. That support extends to many of the principles and line items included in the Exposure 

Drafts. 

These principles and line items are explicitly crafted to elicit comprehensive, comparable, and decision-

useful information for investors, lenders, and other creditors, but only to the extent that such information 

is material to the enterprise value of individual entities. In many instances, this limitation to enterprise 

value-relevant information will screen out information relevant to an entity’s impact on social, 

environmental, and economic systems, which can directly affect the value of investment portfolios held 

by primary users. 

It is well established that the most important factor determining the return of a diversified portfolio over 

time is not the relative enterprise values of individual entities within that portfolio but instead the intrinsic 
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value of the global economy. Accordingly, diversified investors (who predominate the class of primary 

users of general-purpose financial reporting) need information about the sustainability-related risks that 

an entity poses to the economy, whether or not such information is material to the enterprise value of 

the individual entity. This information is necessary to inform the stewardship decisions that diversified 

investors make with respect to voting or otherwise influencing management decisions regarding 

sustainability and resource use.  

We thus write to urge that the enterprise value limitation be eliminated from the standards: because an 

entity’s sustainability-related information can be highly useful to its investors without necessarily being 

material to the entity’s own enterprise value, limiting the ISSB standards to enterprise value-oriented data 

will create an incomplete and quickly obsolete set of standards for general use financial reporting, as 

more investors demand the information necessary to protect the value of their diversified portfolios. Such 

protection requires investor-led stewardship to address the divergence in interests between individual 

entities that can externalize social, economic, and environmental costs, and diversified investors, who 

inevitably internalize those same costs. 

Enterprise Value Relevance Is Not the Sole Determinant of Materiality to Investors1 

ISSB standards are designed to inform “general purpose financial reporting” for primary users, defined as 

“[e]xisting and potential investors, lenders, and other creditors.”2 As described in the General 

Requirements, such reporting is intended to be useful to primary users: 

The provision of financial information about a reporting entity that is useful 

to primary users in making decisions relating to providing resources to the 

entity. Those decisions involve decisions about:  

(a) buying, selling or holding equity and debt instruments;  

(b) providing or selling loans and other forms of credit; or  

(c) exercising rights to vote on, or otherwise influence, management’s 

actions that affect the use of the entity’s economic resources.3 

This section describes why restricting the scope of information to that which is relevant to enterprise 

value omits information that would be extremely useful to primary users, particularly with respect to 

voting and influencing management. The enterprise value limitation ignores modern investing principles, 

which encourage diversification, allowing investors to earn the higher financial returns that come from 

bearing risk while diversifying some of that risk away.4 (In many cases, the laws that govern primary users 

 
1 This section is based on Frederick Alexander, One Small Step from Financial Materiality to Sesquimateriality: A 

Critical Conceptual Leap for the ISSB (2022) available at 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4056602. 

2 General Requirements, Definitions. 

3 Ibid. 
4 See generally, Burton G. Malkiel, A Random Walk down Wall Street (2015). 
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who act in a fiduciary capacity require such diversification.5) For the large percentage of the beneficiaries 

of the securities markets that are diversified, the importance and utility of information concerning an 

entity’s sustainability-related risks extend far beyond the impact those risks have on the entity’s 

enterprise value. 

This extended importance stems from the fact that an entity’s sustainability-related risks often manifest 

as costs to social, economic, and environmental systems; these negative externalities burden the entire 

economy. For example, if greenhouse gas emissions stay on their current trajectory, rather than aligning 

with the 2015 Paris Accords, GDP could be reduced by  close to 10 percent in 2050.6 More immediately, 

the difference between an efficient response to COVID-19 and an inefficient one could create a $9 trillion 

swing in GDP.7 Contributions to inequality also reduce GDP over time.8 Reporting entities may contribute 

to these sustainability-related risks to economic growth by emitting extra carbon, refusing to share 

medical technology, or by contributing to inequality. 

Diversified investors internalize the collective costs of such externalities (more than $2 trillion annually 

from publicly listed companies according to a recent report9) because they degrade the systems upon 

which economic growth and corporate financial returns depend: when the economy suffers, so do 

diversified portfolios. The return to such portfolios depends largely upon overall securities market returns 

(“beta”10), not the relative performance or enterprise value of individual companies. Over long time 

 
5 29 USC Section 404(a) (1) (C) (requiring fiduciaries of federally regulated retirement plans to “diversify[] the 

investments of the plan”); Uniform Prudent Investor Act, § 3 (“[a] trustee shall diversify the investments of the trust 

unless the trustee reasonably determines that, because of special circumstances, the purposes of the trust are better 

served without diversifying.”) 
6 Swiss Re Institute, The Economics of Climate Change: No Action Not an Option (April 2021) (Up to 9.7% loss of 

global GDP by mid-century if temperature increase rises on current trajectory rather than Paris Accords goal) 

available at https://www.swissre.com/dam/jcr:e73ee7c3-7f83-4c17-a2b8-8ef23a8d3312/swiss-re-institute-

expertise-publication-economics-of-climate-change.pdf. 
7 Ruchir Agarwal and Gita Gopinath, A Proposal to End the COVID-19 Pandemic, IMF Staff Discussion Note (May 

2021), available at https://www.imf.org/en/Publications/Staff-Discussion-Notes/Issues/2021/05/19/A-Proposal-to-

End-the-COVID-19-Pandemic-460263. 
8 Dana Peterson and Catherine Mann, Closing the Racial Inequality Gaps: The Economic Cost of Black Inequality in 

the U.S. (2020) (closing racial gaps could lead to $5 trillion in additional GDP over five years) available at 

https://ir.citi.com/%2FPRxPvgNWu319AU1ajGf%2BsKbjJjBJSaTOSdw2DF4xynPwFB8a2jV1FaA3Idy7vY59bOtN2lxV

QM%3D; Inequality is Slowing U.S. Economic Growth, Economic Policy Institute (December 12, 2017) (inequality 

reduces demand by 2-4% annually) available at https://www.epi.org/publication/secular-stagnation). 
9 Andrew Howard, SustainEx: Examining the social value of corporate activities, (Schroders 2019), available at 

https://www.schroders.com/en/sysglobalassets/digital/insights/2019/pdfs/sustainability/sustainex/sustainex-

short.pdf. 
10 We use the term “beta” to describe overall market return. This usage differs from the formal use of the term in 

financial literature, where it refers to the specific risk of a security or securities not attributable to the market. More 

recently, however, literature addressing the importance of broad market returns to diversified investors has used 

“beta” to refer to the overall return of the market, due to its clear linguistic contrast with “alpha,” the term used to 

describe the return of a portfolio or security relative to the market performance of comparable securities or 

portfolios.  
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periods, beta is influenced chiefly by the performance of the economy itself, because the value of the 

investable universe is equal to the percentage of the productive economy that the companies in the 

market represent.11 As one work describes this, “[a]ccording to widely accepted research, alpha [over- or 

under-performance of individual securities] is about one-tenth as important as beta [and] drives some 91 

percent of the average portfolio’s return.”12 Thus, diversified investors internalize sustainability costs 

that an individual entity externalizes, even if the cost externalization is not material to the entity itself. 

The following figure illustrates the path by which externalized costs become material to diversified 

investors, regardless of the impact those costs may have on the enterprise value of the externalizing 

company. 

 

Because of this relationship of cost externalization to portfolio risk, diversified investors need to know 

whether entities within their portfolios are externalizing social and environmental costs in order to decide 

whether to use their corporate governance rights to temper such behavior to protect their portfolios--

regardless of whether the externalization is likely to affect such entities’ own respective values.  

In fact, information regarding an entity’s cost externalization has a particular importance to investors 

when it does not create enterprise value risk: in such a case, the management of the entity will be 

incentivized to externalize the cost if it can increase cash flows by doing so, even if its investors absorb 

those costs through other entities in their portfolios. Put more colloquially, from the entity’s vantage point, 

successfully externalizing costs is a free lunch, while from a diversified investors’ vantage point, the lunch 

can be quite expensive. Because of this lack of alignment, sustainability-related information regarding 

cost externalization is especially useful to primary users when it does not impact on enterprise value 

because the information can be used to vote and otherwise influence entity managers who would have 

an incentive to externalize social, economic, and environmental costs, to the detriment of diversified 

primary users. 

PRI, an investor initiative whose members have $121 trillion in assets under management, recognizes this 

conflict. In 2019, it issued a report (the “PRI Report”) that described a variety of corporate practices that 

can boost individual company returns while threatening the economy and diversified investor returns:  

A company strengthening its position by externalising costs onto others. 

 
11 Principles for Responsible Investment & UNEP Finance Initiative, Universal Ownership: Why Environmental 

Externalities Matter to Institutional Investors, Appendix IV, 

https://www.unepfi.org/fileadmin/documents/universal_ownership_full.pdf.  
12 Stephen Davis, Jon Lukomnik, and David Pitt-Watson, What They Do with Your Money (2016).  

externalized 
corporate 

sustainability 
costs

global 
economic 

performance

beta over long 
term

diversified 
portfolio 

performance

https://www.unepfi.org/fileadmin/documents/universal_ownership_full.pdf


Mr. Emmanuel Faber, Chair 

International Sustainability Standards Board 
July 27, 2022 

A: PO Box 1268 | Northampton, MA 01061 USA P: +1-302-485-0497 E: info@theshareholdercommons.com 

 

Page 5 of 14 

The net result for the [diversified] investor can be negative when the costs 

across the rest of the portfolio (or market/economy) outweigh the gains to 

the company;  

A company or sector securing regulation that favours its interests over 

others. This can impair broader economic returns when such regulation 

hinders the development of other, more economic companies or 

sectors…13 

Information regarding such external costs is highly useful to primary users with respect to voting or 

otherwise influencing entity management; governance rights can provide them with the power to steward 

companies away from such enterprise value enhancing practices that threaten systems and thus 

diversified portfolio values. The PRI Report described the investor action necessary to manage systemic 

risk: 

Systemic issues require a deliberate focus on and prioritisation of 

outcomes at the economy or society-wide scale. This means stewardship 

that is less focused on the risks and returns of individual holdings, and 

more on addressing systemic or ‘beta’ issues such as climate change and 

corruption. It means prioritising the long-term, absolute returns for 

[diversified investors], including real-term financial and welfare outcomes 

for beneficiaries more broadly.14   

A recent report from the law firm Freshfields Bruckhaus Deringer (the “Freshfields Report”) explains how 

externalized costs affect investment trustees’ fiduciary duties: 

System-wide risks are the sort of risks that cannot be mitigated simply by 

diversifying the investments in a portfolio. They threaten the functioning of 

the economic, financial and wider systems on which investment 

performance relies. If risks of this sort materialised, they would therefore 

damage the performance of a portfolio as a whole and all portfolios 

exposed to those systems.15 

 
13 Active Ownership 2.0: The Evolution Stewardship Urgently Needs, PRI (2019) (emphasis added), available at 

https://www.unpri.org/download?ac=9721. See also Addressing Climate as a Systemic Risk: A call to action for U.S. 

financial regulators, Ceres (June 1, 2020), available at https://www.ceres.org/resources/reports/addressing-climate-

systemic-risk. (“The SEC should make clear that consideration of material environmental, social and governance 

(ESG) risk factors, such as climate change, to portfolio value is consistent with investor fiduciary duty.”) Ceres is a 

non-profit organization with a network of investors with more than $29 trillion under management. 
14 Supra, n.13 (emphasis added). 
15 A Legal Framework for Impact: Sustainability Impact in Investor Decision-Making (2021) (emphasis 

added). 

https://www.unpri.org/download?ac=9721
https://www.ceres.org/resources/reports/addressing-climate-systemic-risk
https://www.ceres.org/resources/reports/addressing-climate-systemic-risk
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The Freshfields Report explains that alpha-oriented strategies (i.e., stewardship strategies focused on 

raising enterprise values at individual entities) are of limited value to diversified shareholders, and that 

beta focus is the best way for investors to improve performance: 

The more diversified a portfolio, the less logical it may be to engage in 

stewardship to secure enterprise specific value protection or 

enhancement. Diversification is specifically intended to minimise 

idiosyncratic impacts on portfolio performance . . . 

Yet diversified portfolios remain exposed to nondiversifiable risks, for 

example where declining environmental or social sustainability undermines 

the performance of whole markets or sectors… Indeed, for investors who 

are likely to hold diversified portfolios in the long-term, the question is 

particularly pressing since these are likely to be the main ways in which 

they may be able to make a difference.16 

One recent work explained that these systemic risks inevitably “swamp” any alpha strategy focused on 

individual company enterprise value: 

It is not that alpha does not matter to an investor (although investors only 

want positive alpha, which is impossible on a total market basis), but that 

the impact of the market return driven by systematic risk swamps virtually 

any possible scenario created by skillful analysis or trading or portfolio 

construction.17   

In other words, the enterprise limitation value limitation set forth in the Exposure Drafts may screen out 

the information that would be most decision-useful to primary users. Indeed, Professor John Coffee of 

Columbia Law School predicted in a recent article that beta would surpass enterprise value as a motive 

for investor activism: 

This latter form of activism [beta-focused] is less interested in whether the 

target firm’s stock price rises (or falls) than in whether the activist 

investor’s engagement with the target causes the total value of this 

investor’s portfolio to rise (which means that the gains to the other stocks 

in the portfolio exceed any loss to the target stock). This recognition that 

change at one firm can affect the value of other firms in the portfolio 

implies a new goal for activism: namely, to engineer a net gain for the 

portfolio, possibly by reducing “negative externalities” that one firm is 

 
16 Id. (emphasis added). 
17 Jon Lukomnik & James P. Hawley, Moving beyond Modern Portfolio Theory: Investing that Matters, Chapter 5, 

Routledge (April 30, 2021) (emphasis added) (“Beyond MPT”). 
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imposing on other firms in the investor’s portfolio.18 

The message from these authorities is clear: an entity’s use of its resources may pose a sustainability 

risk to the primary users of its general-purpose financial reporting whether or not those activities pose a 

material risk to its own enterprise value. 

How an Expanded Materiality Definition Would Be Useful to Investors 

1. Information as to an entity’s impact on social, economic, and environmental systems 

As discussed in the Freshfields Report, the PRI Report, Beyond MPT, and the Coffee article, decision-

useful information extends beyond information that affects enterprise value; if an entity’s sustainability 

impact has the potential to affect beta, diversified shareholders may well act on that information by, for 

example, voting against directors who fail to act to mitigate negative externalities. Indeed, Institutional 

Shareholder Services, the world’s leading proxy adviser, recently announced it would do exactly that in its 

benchmark recommendation policy, treating a company’s climate damage to the economy in parallel with 

damage to the enterprise: 

For companies that are significant greenhouse gas (GHG) emitters… 

generally vote against or withhold from the incumbent chair of the 

responsible committee… where ISS determines that the company is not 

taking the minimum steps needed to understand, assess, and mitigate 

risks related to climate change to the company and the larger 

economy.”)19 

The use of “and” in this guideline shows that ISS has determined that it is not enough for shareholders to 

consider the impact of an entity’s climate mitigation strategy on the entity itself: they should also 

separately consider how that mitigation strategy may create risks to the larger economy beyond the 

entity.  

By eliminating the enterprise value limitation included in the Exposure Drafts, the ISSB can ensure that its 

standards will be useful for that vast majority of investors who diversify in accordance with Modern 

Portfolio Theory, and for whom management of beta is critical. Expanding the standard to include 

information addressing the impact that an entity’s use of resources has on social, economic, and 

environmental systems will ensure that the standards elicit information that primary users can utilize to 

 
18  Coffee, John C., The Coming Shift in Shareholder Activism: From "Firm-Specific" to "Systematic Risk" Proxy 

Campaigns (and How to Enable them, p.2 (August 26, 2021). Available at SSRN: https://ssrn.com/abstract=3908163 

or http://dx.doi.org/10.2139/ssrn.3908163; see also Jeffrey N. Gordon, Systematic Stewardship, ECGI Working Paper 

No. 566/2021, p.3 (February 2021) (emphasis added) (“pension fund managers who are not thinking about the 

systematic dimension in their engagements are falling short of the objective of maximizing risk-adjusted returns.”) 
19 See ISS, Americas Proxy Voting Guidelines: Updates for 2022 (emphasis added), available at 

https://www.issgovernance.com/file/policy/active/updates/Americas-Policy-Updates.pdf. 

http://dx.doi.org/10.2139/ssrn.3908163
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vote and otherwise influence management decisions over resource use that will impact on these 

systems. 

2. Information regarding overuse of common resources 

Eliminating the enterprise value limitation would help primary users address the conflict between 

individual entity interest and the interests of diversified investors discussed above. Individual entities can 

financially benefit by externalizing costs and depleting common resources such as the earth’s limited 

carbon sinks or biodiversity or society’s capacity for inequality, as long as the return to the business from 

that free (to it) consumption outweighs any diluted cost it might share as a participant in the economy. 

But over time, these decisions to exploit common resources lead to a significant reduction in the value of 

diversified portfolios, because the entities that make up those portfolios rely on these resources directly 

or through their reliance on a healthy global economy. While diversified investors have the potential to 

resist this such resource (mis)use by exercising their governance rights, they can only do so if they know 

whether the entities in their portfolios are exploiting common resources in this manner. 

Thus, in addition to eliciting general information regarding an entity’s cost externalization, a disclosure 

standard designed to allow primary users to preserve beta would seek information concerning an entity’s 

allocable share of a scarce common resource, which does not easily translate into material impact, due 

to the small contribution of any single entity to resource depletion. This circumstance creates a “tragedy 

of the commons,” where the single decision of any corporation will not affect the public interest at stake, 

so even a rational “consideration” [or “accounting for”] may not lead to the desired result at the single 

entity level.20    

This information would address the divergence between entity interest and diversified investor interest by 

helping to establish a target level for resource use by an entity that would be consistent with preservation 

of the common resources that undergird critical social, economic, and environmental systems upon 

which the global economy and diversified investors depend. 

The potential for complexity with respect to common resource use should not dissuade the ISSB from 

eliminating the enterprise value limitation. The cost of corporate externalities to primary users is 

enormous. The Schroders Report calculated that one third of all listed companies around the world 

created net social costs that exceeded their profits.21 Pause on that figure: prioritization of individual 

company financial return has led to an economy so bound up with commons grazing behavior that one-

third of all listed companies around the globe destroy more value for society than they create for their 

own shareholders. Primary users (not to mention the rest of the planet’s inhabitants) will continue to 

internalize the costs of this negative-sum behavior unless they are given tools to act, including the 

necessary data. 

 
20 Brent D. Beal, Corporate Social Responsibility, at 48-53 (SAGE Publications, 2014). See also Thomas Schelling, On 

the Ecology of Micromotives 42 NATIONAL AFFAIRS 61 (1971); Elinor Ostrom, Governing the Commons: The Evolution 

of Institutions for Collective Action, Cambridge University Press (1990). 
21 See supra, n.9. 
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Expansion of the Materiality Standard Would Not Require Substantial Revision of Line Items 

Although the materiality test articulated in the Exposure Drafts fails to address sustainability issues that 

are critical to investors, the most important change required to remedy that failure would be a 

restatement of the purpose of the disclosures, rather than actually changing the subject matter of the line 

items. In addition, the standards should include specific items calling for disclosure of costs that entities 

externalize in order to increase cash flows and appropriate measures for comparing such costs to an 

entity’s allocable share of any associated common resources.  

1. No context for enterprise value sustainability data 

Sustainability data are often provided with limited context.22 Sustainability-related metrics will typically 

say something like, “companies in X industry often hire low-wage workers in countries with poor worker 

protections; this can expose them to reputational risk and cost increases over the long term and perhaps 

increased regulation and enforcement” or “fuel prices are subject to rapid change and efficiency 

measures can limit future costs.” Accordingly, the sustainability disclosure line items oriented around 

enterprise value will require that an entity describe the programs and standards in place to assure that 

workers are not being abused, its record in meeting such standards and relevant legal requirements, its 

plans to reduce fuel use, etc. The Exposure Drafts appear to take this approach to externalized costs as 

well, explaining that they should be reported due to the risks that they will be internalized through 

reputation, regulation, or other routes: 

When an entity’s activities result in adverse, external impacts—on, for 

example, local communities—it could be subjected to stricter government 

regulation and consequences of reputational effects—for example, 

negative effects on the entity’s brand and higher recruitment costs.23 

But these standards do not make a judgment as to whether the cost externalizing behavior will in fact 

threaten its cash flows and enterprise value: that is generally left for investors to decide. This is in 

keeping with traditional general purpose financial disclosures: the purely financial data that securities 

regulators require informs investors about items such as historical earnings data, sources of liquidity, and 

risk factors. But it does not tell investors how to use this data to value securities: the user must provide 

that context. 

This does not mean that disclosure standards should be drafted without reference to that context; such 

an understanding is critical to eliciting the correct information for investors to use. For purely financial 

information, the standard must elicit the financial metrics and qualitative descriptions that investors use 

to model value. For sustainability-related disclosures, an enterprise value-oriented standard must call for 

disclosures of data that investors can use to model an enterprise’s value and future cash flows. These 

will include information that allows investors to draw conclusions as to whether the company’s reputation 

 
22 For a comprehensive discussion of the role of context in sustainability disclosure, see Bill Baue, Compared to 

What? A Three-Tiered Typology of Sustainable Development Performance Indicators (UNRISD 2019).  
23 General Requirements, Paragraph 17. 
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is at risk, or whether it may be subject to regulation or increased costs when regulations address 

currently unmitigated social or environmental costs. 

2. The overlap of decontextualized data regarding enterprise value and beta impact 

In contrast, a more inclusive sustainability disclosure standard designed to provide investors with 

decision-useful information relating to the preservation of diversified portfolio value would seek data 

related to cost externalization likely to affect beta. In many cases, however, an optimally designed 

enterprise value-oriented sustainability disclosure regime is likely to provide the same types of 

information that would be useful to a user seeking to address beta concerns. The reason for the similarity 

is that if an entity’s activities create the type of economic risk that threatens beta, it will likely be at some 

risk for damaged reputation, increased regulation, and the increased costs that follow regulation. In other 

words, the information needed to determine enterprise value will very often include information 

concerning the threats it poses or benefits it promises to beta. 

Thus, in calling for sustainability-related data that are material for enterprise valuation purposes, the ISSB 

standards already include data similar to that which will be necessary to determine whether an entity is 

externalizing costs to the systems upon which entities in a diversified portfolio depend.  

3. Similar line items may result in different disclosure depending upon the purpose for eliciting the 

information 

Corporate managers may make business judgments that financial return can be maximized without 

optimizing social value (or beta).24 This could lead to different disclosures for similar line items under an 

enterprise value-only standard and one that also accounted for beta. Paragraph 59 of the General 

Requirements provides that entities need not respond to line items if they determine that information 

resulting from the disclosure would not be material. If materiality is only measured against enterprise 

value, and if a company’s managers have determined that certain costs externalizations will benefit the 

entity, it is likely that they have determined that such externalizations are not material to enterprise value 

and need not be reported, even if they contribute to systemic risk and diversified portfolio risk. If, on the 

other hand, materiality includes systemic impact separate and apart from enterprise value, then the cost 

externalization may well remain material.  

Our Proposed Changes 

We propose the following modification to the Exposure Drafts: 

1. Amend the objective of the standards to expressly include information that is decision-useful to 

investors because it is needed to steward entities away from sustainability-related risks of cost 

externalization that threatens beta, even if it does not present a risk to entity enterprise value. 

 
24 Presumably this is the calculation made the public companies responsible for $2.1 trillion of externalized costs 

detailed in the Schroeders report. See also CRD, Basis for Conclusions, Paragraph BC 180(c) (describing 

“uneconomic projected abatement capacity”). 
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This change will not create a significant additional burden but will make the project more useful 

and consistent with evolving fiduciary standards. 

2. Make specific changes to those areas where the standards suggest that specified information is 

not material if it does not affect enterprise value. 

3. Add items to elicit information to compare an entity’s externalized costs with its allocable share 

of any associated common resource including, in the case of the CRD, carbon sinks. 

More specific proposals are included in the following answers to the Questions for Respondents provided 

with the Exposure Drafts: 

General Requirements 

Question 1—Overall Approach 

Proposals in the Exposure Draft would require an entity to disclose material information about all 

the significant sustainability-related risks and opportunities to which it is exposed… 

(b) Do you agree that the proposed requirements set out in the Exposure Draft meet its proposed 

objective (paragraph 1)? Why or why not? 

We believe that in order to provide the most critical decision-useful information to primary users, 

Paragraph 1 of the General Requirements should be revised to read as follows: 

The objective of [draft] IFRS S1 General Requirements for Disclosure of 

Sustainability-related Financial Information is to require an entity to 

disclose information about its significant sustainability-related risks and 

opportunities that is useful to the primary users of general purpose 

financial reporting when they assess enterprise value or the sustainability-

related risks that an entity poses to the portfolios of primary users and 

when they decide whether to provide resources to the entity and how to 

exercise rights to vote or otherwise influence management decisions that 

affect the use of the entity’s economic resources. 

Question 8—Materiality 

(b) Do you consider that the proposed definition and application of materiality will capture the 

breadth of sustainability-related risks and opportunities relevant to the enterprise value of a 

specific entity, including over time? Why or why not? 

To elicit decision-useful information necessary to optimize the ability of primary users to preserve and 

enhance the value of their diversified portfolios, Paragraphs 58 and 61 of the General Requirements 

should be revised as follows: 

57. Material sustainability-related financial information provides insights 
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into factors that could reasonably be expected to influence primary users’ 

assessments of an entity’s enterprise value or the impact of an entity’s use 

of its economic resources on the sustainability of systems depended upon 

by other entities in which primary users invest. The information relates to 

activities, interactions, and relationships and to the use of resources along 

the entity’s value chain if it could influence the assessment primary users 

make of its enterprise value or its systemic impacts to the extent such 

impacts pose risks to the investment portfolios of primary users. It can 

include information about sustainability-related risks and opportunities 

with low-probability and high-impact outcomes.  

  … 

61. An entity shall also consider whether to disclose additional information 

when compliance with the specific requirements in an IFRS Sustainability 

Disclosure Standard is insufficient to enable users of general-purpose 

financial reporting to assess the effect on enterprise or systemic value of 

the sustainability-related risks and opportunities to which the entity or 

primary user is exposed. 

Climate-Related Disclosures 

Question 1—Objective of the Exposure Draft 

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

We believe that the objective should be expanded so that Paragraph 1 reads as follows: 

The objective of [draft] IFRS S2 Climate-related Disclosures is to require an 

entity to disclose information about its exposure to significant climate 

related-risks and opportunities, enabling users of an entity’s general 

purpose financial reporting:  

(a) to assess the effects of significant climate-related risks and 

opportunities on the entity’s enterprise value and the impact of the entity’s 

use of scarce common resources on climate-related risks to the intrinsic 

value of the economy that are likely to impact the value of the portfolios of 

primary users; 

 (b) to understand how the entity’s use of resources, and corresponding 

inputs, activities, outputs and outcomes support the entity’s response to 

and strategy for managing its significant climate-related risks and 

opportunities; and 

 (c) to evaluate the entity’s ability to adapt its planning, business model and 
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operations to significant climate-related risks and opportunities 

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

(c) 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? 

Question 5—Transition plans and carbon offsets 

(d) 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? 

We believe that the items relating to concentration of risks, transition plans and strategy should be 

expanded to address the potential for conflict between optimizing an entity’s short-, medium-, and long-

term cash flows and enterprise value and limiting its use of common resources to a reasonably allocable 

share apportioned to optimize the intrinsic value of the economy upon which diversified investors 

depend. Entities should be required to explain whether they intend to engage in activities that optimize 

enterprise value by exceeding such a standard, and how they have determined whether they are doing so. 

Such a response could reference science -based targets or sectoral decarbonization approaches (see 

Paragraph 23), projected abatement capacity and uneconomic projected abatement capacity (see Basis 

for Conclusion 180) or other methodologies that would assist primary users in understanding whether 

entities are externalizing climate-related risk to maximize enterprise value.  

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 believe that Paragraph 15 should be revised to include information as to how the entity’s operations, 

plans, and capital allocation reflect a strategy that, together with the implementation of similar plans by 

other entities, would affect the resilience of the global economy and, consequently, the value of 

diversified portfolios held by primary users. Such an item would elicit information as to how the entity’s 

treatment of climate-related risk and any self-determined consumption of the earth’s carbon sinks or 

other scarce resource is likely to impact on the investment portfolios of primary users. 

A scenario analysis alone may miss critical information because individual entities can maximize their 

own financial returns in a scenario with a fixed carbon budget by exceeding their fair share of that budget; 

even if each entity correctly reports that its planned excess is not material to its enterprise value, the 

combined effect of such excesses across many entities will be material to the intrinsic value of the 

economy and thus to primary users with diversified portfolios.  

*                     *                     *                     *                     * 
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The final documentation of the ISSB standards should acknowledge that most investors have significant, 

largely uniform interests in beta impacts. The law governing investment fiduciaries is evolving to make it 

clear that fiduciary obligations permit—or even require—beta management. This is a critically important 

public policy development, not simply because it will improve investment returns, but because it will lead 

to better social and environmental outcomes on the ground, as many of the most serious threats to beta 

are also the most serious threats to people and the planet on which we live. At a time when regulation 

alone seems increasingly inadequate to the task of addressing threats to the environment and our social 

fabric, an apparent retreat from a market-based solution in a document as influential as the ISSB 

standards would be a serious setback. 

 

 

Sincerely, 

 

 
 

Frederick Alexander 
Chief Executive Officer  
The Shareholder Commons 

Marcel Fukayama 
Head of Global Policy  
B Lab Global 
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