
 

 

SEC’s ESG Climate Proposal – What You Need to Know  

On March 21, 2022, the SEC answered investor and company requests for more standardized guidance on 
environmental, social, and governance (ESG) issues. The SEC released a 506-page proposal that focuses on 
prescriptive climate-related disclosures that would be included in registration statements and SEC filings. The 
proposal would require information about a registrant’s climate-related risks that are reasonably likely to have a 
material1 impact on its business, results of operations, or financial condition. The SEC hopes for more consistent 
and comparable information across companies. The rules would apply to all SEC reporting companies, even those 
with no publicly listed securities. Required disclosures would include:  

 Climate-related metrics and related note disclosure in audited financial statements that would be subject 
to internal control over financial reporting (ICFR) requirements  

 Climate-related physical and transition risks over the short, medium, and long term and their actual and 
potential impact on business activities 

 Governance and risk management of identified climate-related risks  

 Greenhouse gas (GHG) emissions, including: 

o Scope 1 and Scope 2 emissions, i.e., from a registrant’s owned or controlled operations and 
purchased or acquired electricity, steam, heat, or cooling, which would be subject to assurance 

o Scope 3 emissions, if the emissions are material or if a registrant has set a GHG emissions 
reduction target including its Scope 3 emissions. Scope 3 disclosures would be covered by a safe 
harbor provision  

 Information about climate-related targets and goals, internal carbon price, and transition plan, including 
progress against the plan, targets, or goals  

The proposal includes a phase-in period, several safe harbors, and some relief for smaller reporting companies 
(SRC). The SEC commissioners compromised on the location of the disclosures within annual Form 10-K filings and 
whether information would be subject to audit or attestation.  

Regulation S-K amendments:  

 Climate-related governance, impacts, and risk management 

 GHG emissions metrics (subject to attestation)  

 Climate-related targets, goals, and internal carbon price 

Regulation S-X amendments:  

 Climate-related financial statement metrics and related note disclosures (subject to audit)  

 
The proposal was approved 3 to 1 along party lines. SEC Commissioner Hester Peirce cast the dissenting vote, 
noting that the proposed rules might exceed the SEC’s statutory authority and violate First Amendment rights. 
Legal challenges are expected that could result in a delayed and/or scaled-down final rule similar to the drawn-out 
process on conflict minerals disclosures.  

Comments are due on May 20, 2022. 

 
1 The materiality determination for disclosing climate-related risks is similar to what is required when preparing the 
management’s discussion and analysis (MD&A) section in a registration statement or annual report. 
 

These changes will significantly increase reporting costs and complexity. This will include data collection 
(including third parties) as well as development of significant internal processes and controls.    

https://www.sec.gov/rules/proposed/2022/33-11042.pdf
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Source: World Resources Institute 

Registrant Type Disclosure & Attestation Compliance Dates 

(assuming a December 2022 effective date and December 31 fiscal year-end) 

 Scope 1 & 2 
Emissions and All 
Other Proposed 

Disclosures 

Attestation – Scope 1 & 2 GHG Emissions 
Scope 3 Emissions 

Disclosures Limited      
Assurance 

Reasonable 
Assurance 

Large Accelerated  Fiscal year 2023 
(filed in 2024) 

Fiscal year 2024 
(filed in 2025) 

Fiscal year 2026 
(filed in 2027) 

Fiscal year 2024 
(filed in 2025) 

Accelerated  Fiscal year 2024 
(filed in 2025) 

Fiscal year 2025 
(filed in 2026) 

Fiscal year 2027 
(filed in 2028) 

Fiscal year 2025 
(filed in 2026) 

Non-Accelerated  Fiscal year 2024 
(filed in 2025) 

Exempted Exempted Fiscal year 2025 
(filed in 2026) 

SRC Fiscal year 2025 
(filed in 2026) 

Exempted Exempted Exempted 

The proposal supplements the disclosures already required in SEC filings. Registrants should continue to evaluate 
their climate-related risks and assess whether disclosure is required in their Description of Business, Risk Factors, 
Legal Proceedings, and MD&A as described in the 2010 Guidance (see “SEC Lays Out ESG Reporting 
Expectations”). 

https://www.bkd.com/alert-article/2021/10/sec-lays-out-esg-reporting-expectations
https://www.bkd.com/alert-article/2021/10/sec-lays-out-esg-reporting-expectations
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I. Regulation S-K Updates  
The proposal would add new items 17 CFR 229.1500 to 1507 to Regulation S-K that would require a registrant to 
disclose certain climate-related information, including information about its climate-related risks that are 
reasonably likely to have material impacts on its business or consolidated financial statements, and GHG emissions 
metrics to help investors assess those risks. Risks include acute and chronic physical risks and transition risks. Risk 
must be assessed and disclosed over the short, medium, and long term. The update includes an attestation 
requirement for accelerated and large accelerated filers for the proposed GHG emissions metrics disclosures. A 
registrant must disclose certain information concerning the board’s oversight of climate-related risks and 
management’s role in assessing and managing those risks. 

Identify Climate-Related Risks 
A registrant would disclose any climate-related risks reasonably likely to have a material impact on its business or 
consolidated financial statements. The SEC leveraged definitions from the Task Force on Climate-Related Financial 
Disclosures (TCFD), which is widely accepted by both registrants and investors.    

Climate-related risks are defined as the actual or potential negative impacts of climate-related conditions and 
events on a registrant’s consolidated financial statements, business operations, or value chains (upstream and 
downstream activities) as a whole. Upstream activities include activities by a party other than the registrant that 
relate to the initial stages of a registrant’s production of a good or service, e.g., materials sourcing, materials 
processing, and supplier activities. Downstream activities are defined to include activities by a party other than 
the registrant that relate to processing materials into a finished product and delivering it or providing a service to 
the end user, e.g., transportation and distribution, processing of sold products, use of sold products, end of life 
treatment of sold products, and investments.  

Climate-related conditions and events include both physical risks and transition risks related to a lower carbon 
economy. Physical risks include both acute (shorter-term extreme weather events—hurricanes, floods, and 
tornadoes) and chronic risks (longer-term weather patterns—sustained higher temperatures, sea level rise, 
drought, increased wildfires, decreased arability of farmland, decreased habitability of land, and decreased 
availability of fresh water). Companies would need to disclose the zip code for properties subject to physical risks if 
material.  

Transition risks include, but are not limited to, increased costs attributable to climate-related regulatory changes 
(GHG emission limits), technological changes (competitive pressures associated with the adoption of new 
technologies), market changes (reduced demand for carbon-intensive products leading to decreased sales, prices, 
or profits, and the devaluation or abandonment of assets), liability (liability from wildfires), reputational impacts 
(including those stemming from a registrant’s customers or business counterparties), changes in consumer 
preferences, or changes in a registrant’s behavior. 

Carbon Offsets & Renewable Energy Credits 

If carbon offsets or renewable energy credits (REC) are used in a registrant’s climate-related strategy, that fact 
must be disclosed. The proposal uses the U.S. Environmental Protection Agency’s (EPA) REC definition, a credit or 
certificate representing each purchased megawatt-hour (1 MWh or 1,000 kilowatt-hours) of renewable electricity 
generated and delivered to a registrant’s power grid. A registrant that purchases offsets or RECs to meet its 
transition goals should include in its climate-related risks the risk that the availability or value of offsets or RECs 
might be curtailed by regulation or market changes.  

Internal Carbon Price 

An internal carbon price is an estimated cost of carbon emissions used internally within an organization. If a 
registrant uses an internal carbon price, it must disclose: 

 The price in units of the registrant’s reporting currency per metric ton of carbon dioxide equivalent (CO2e)  
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 The total price, including how the total price is estimated to change over time, if applicable 

 The boundaries for measurement of overall CO2e on which the total price is based (if different from the 
GHG emission organizational boundary required pursuant to 17 CFR 229.1504(e)(2)2) 

 The rationale for selecting the internal carbon price applied 

 How the registrant uses its disclosed internal carbon price to evaluate and manage climate-related risks 

 If a registrant uses more than one internal carbon price, the proposed rule would require the registrant to 
provide disclosures for each internal carbon price and to disclose its reasons for using different prices 

 

Scenario Analysis  

The proposal does not mandate scenario analysis. However, if a registrant uses analytical tools to assess the 
resilience of its business model to climate-related risk, that fact must be disclosed. A registrant must describe the 
resilience of its business strategy in light of potential future changes in climate-related risks. This would include any 
analytical tools, such as scenario analysis, the registrant uses to assess the impact of climate-related risks on its 
business and consolidated financial statements or to support the resilience of its strategy and business model in 
light of foreseeable climate-related risks. If a registrant uses scenario analysis, disclosure is required of the 
scenarios considered, including parameters, assumptions, and analytical choices, and the projected principal 
financial impacts on the registrant’s business strategy under each scenario. The disclosure should include both 
quantitative and qualitative information.  

 

A. Governance Disclosure 
For these disclosures, the SEC leveraged existing rules under Regulation S-K and the TCFD recommendations.3  

Board Oversight 

A registrant should disclose the following items:  

 Board members or committees responsible for the oversight of climate-related risks. This could be an 
existing committee, such as the audit committee or risk committee, or a separate committee established 
to focus on climate-related risks 

 Board members’ climate-related expertise. Unlike board members with audit committee financial 
expertise, the proposal does not provide a safe harbor insulating a director identified as having climate 
risk expertise from liability. Directors with such expertise may be viewed as having greater responsibility 

 
2 The organizational boundary and any determination of whether a registrant owns or controls a particular source 
for GHG emissions must be consistent with the scope of entities, operations, assets, and other holdings within its 
business organization as those included in, and based upon the same set of accounting principles applicable to, the 
registrant’s consolidated financial statements.  
3 While a large number of companies follow the TCFD’s recommendations in other areas, only 25 percent chose to 
follow the TCFD’s board disclosures in 2020. 

If a registrant’s disclosure of any internal carbon price includes assumptions about future events, it would be 
covered by the existing safe harbor on forward-looking statements, if all conditions are satisfied. 

Currently, only 13 percent of voluntary climate reporting includes the resilience of strategies using scenario 
analysis as recommended by the TCFD.   
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with respect to climate-related oversight and be exposed to greater scrutiny due to their expertise and, 
compared to directors with other identified expertise, face greater liability 

 Process and frequency of the board’s consideration of climate-related risks 

 How the board considers climate-related risks as part of its business strategy, risk management, and 
financial oversight 

 Whether and how the board sets climate-related targets or goals and how it oversees progress against 
those targets, including the establishment of any interim goals 

 

Management Oversight 

The required management oversight disclosure mirrors the board mandate above. A registrant should disclose 
whether certain management positions or committees are responsible for assessing and managing climate-related 
risks and, if so, disclose their relevant climate-related expertise. Disclosure is required for how managers are 
informed about and monitor climate-related risks, e.g., the extent to which management relies on in-house staff or 
third-party consultants to evaluate climate-related risks and implement related action plans. Registrants should 
disclose how frequently climate-related issues are escalated to the board.  

B. Impacts on Strategy, Business Model, & Outlook 
Once a registrant has described the climate-related risks reasonably likely to have a material impact on its business 
or consolidated financial statements, the registrant must then describe the actual and potential impacts of those 
risks on its strategy, business model, and outlook. A registrant would be required to disclose impacts on its: 

 Business operations, including the types and locations of its operations 

 Products or services 

 Suppliers and other parties in its value chain 

 Activities to mitigate or adapt to climate-related risks, including adoption of new technologies or 
processes 

 Research and development expenditure  

 Any other significant changes or impacts 

A registrant would discuss how it has considered the above identified impacts as part of its business strategy, 
financial planning, and capital allocation. A registrant also would be required to disclose the material impacts of 
physical risks on its strategy, business model, and outlook. 

C. Risk Management  
A registrant would be required to describe its processes for identifying, assessing, and managing climate-related 
risks as follows:  

 How it determines the relative significance of climate-related risks compared to other risks 

 How it considers existing or likely regulatory requirements or policies, such as GHG emissions limits, when 
identifying climate-related risks 

 How it considers shifts in customer preferences, technological changes, or market price changes in 
assessing potential transition risks 

A registrant also can elect to discuss the board’s oversight of climate-related opportunities. 
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 How it determines the materiality of climate-related risks, including how it assesses the potential size and 
scope of any identified risk 

When describing any processes for managing climate-related risks, a registrant would be required to disclose, as 
applicable: 

 How it decides whether to mitigate, accept, or adapt to a particular risk 

 How it prioritizes addressing climate-related risks 

 How it determines how to mitigate a high-priority risk 

A registrant should disclose whether and how climate-related risks are integrated in its overall risk management 
system. If a separate board or management committee is responsible for assessing and managing climate-related 
risks, a registrant would be required to disclose how that committee interacts with the board or management 
committee governing risks. 

D. GHG Emissions  
A registrant would be required to disclose its GHG emissions for the most recently completed fiscal year. The SEC’s 
emission requirements leverage definitions and concepts found in the GHG Protocol,4 but the SEC stopped short of 
mandating the use of the GHG Protocol standards and methodologies for estimating emissions. Historical 
emissions data should be included for fiscal years included in the registrant’s consolidated financial statements if 
the historical GHG emissions data is reasonably available. 

Required disclosure would include both direct and indirect emissions of greenhouse gases.5 Direct emissions come 
from sources owned or controlled by a registrant (Scope 1) and indirect emissions result from the registrant’s 
activities but occur at sources not owned or controlled by the registrant. Scope 2 emissions are indirect GHG 
emissions from the generation of purchased or acquired electricity, steam, heat, or cooling that is consumed by a 
registrant’s owned or controlled operations. Scope 3 emissions are all indirect GHG emissions not included in 
Scope 2 emissions, which occur in the upstream and downstream activities of a registrant’s value chain. Upstream 
emissions include emissions attributable to goods and services that the registrant acquires, the transportation of 
goods, and employee business travel and commuting. Downstream emissions include the use of the registrant’s 
products, transportation of products, end of life treatment of sold products, and a registrant’s investments. 

A registrant would disclose its total Scope 1 emissions separately from its total Scope 2 emissions after calculating 
them from all sources. Each of the Scope 1, 2, and 3 emissions must be disclosed in aggregate and disaggregated 
by each of the seven constituent greenhouse gases. For consistency across companies and industries, each of the 
seven GHG emissions would be converted and reported in terms of CO2e. GHG emissions would be reported in 
gross terms, excluding any use of purchased or generated offsets.   

All registrants must disclose the sum of their Scope 1 and 2 emissions in terms of GHG intensity. Scope 3 GHS 
intensity should be separately disclosed only for registrants required to disclose Scope 3 emissions. GHG intensity 
is a ratio that expresses the impact of GHG emissions per unit of economic value or per production unit. To ensure 

 
4 The GHG Protocol is a joint initiative of World Resources Institute and the World Business Council for Sustainable 
Development and is a comprehensive, global, standardized framework for measuring and managing emissions 
from private and public sector operations, value chains, products, cities, and policies to enable greenhouse gas 
reductions across the board. The first set of corporate standards was published in 2001 and is regularly updated 
with guidance on how companies can measure emissions from electricity and other energy purchases, and 
accounting for emissions throughout their value chain.  
5 Greenhouse gases are defined as carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O), nitrogen trifluoride 
(NF3), hydrofluorocarbons (HFC), perfluorocarbons (PFC), and sulfur hexafluoride (SF6). This definition is consistent 
with the GHG Protocol and the Kyoto Protocol, the UN Framework Convention on Climate Change, the U.S. Energy 
Information Administration, and the EPA. 

https://www.wri.org/initiatives/greenhouse-gas-protocol
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consistent reporting, the SEC is requiring the disclosure of GHG intensity in terms of metric tons of CO2e per unit of 
total revenue and per production unit for the fiscal year.6 A registrant also could voluntarily disclose other 
additional measures of GHG intensity, including nonfinancial measures, provided it includes an explanation of the 
reasons why those particular GHG intensity measures were used and why the registrant believes such measures 
provide useful investor information. In all cases, the registrant would be required to disclose the methodology 
used.  

GHG Emissions Methodology Disclosure 

A registrant must describe the methodology, significant inputs, and assumptions used to calculate GHG emissions 
metrics. The methodology should include the registrant’s organizational and operational boundaries, calculation 
approach, and any calculation tools used for the calculation. Organizational boundaries are the boundaries that 
determine the operations a registrant owns or controls when calculating its GHG emissions. Operational 
boundaries are the boundaries that determine the direct and indirect emissions associated with the business 
operations owned or controlled by a registrant. In a departure from the GHG Protocol, the SEC is mandating that 
organizational boundaries include the same entities, operations, assets, and other holdings within a registrant’s 
business organization as those included in and based upon the same set of accounting principles applicable to its 
consolidated financial statements. Companies are not allowed to use an equity share or a control approach. 
Companies must report proportionate emissions from equity investees. A registrant should exclude emissions from 
investments that are not consolidated, not proportionately consolidated, or that do not qualify for the equity 
method of accounting in the registrant’s consolidated financial statements under U.S. generally accepted 
accounting principles (GAAP).  

The description of the operational boundary should identify emissions sources within a registrant’s plants, offices, 
and other operational facilities that fall within its organizational boundaries and then categorize the emissions as 
either direct or indirect. The proposal includes the following examples:  

 Stationary equipment – From the combustion of fuels in boilers, furnaces, burners, turbines, heaters, and 
incinerators 

 Transportation – From the combustion of fuels in automobiles, trucks, buses, trains, airplanes, boats, 
ships, and other vessels 

 Manufacturing processes – From physical or chemical processes, such as CO2 from the calcination process 
in cement manufacturing or from catalytic cracking in petrochemical processing, and PFC emissions from 
aluminum smelting 

 Fugitive emission sources – Equipment leaks from joints, seals, packing, gaskets, coal piles, wastewater 
treatment, pits, cooling towers, and gas processing facilities, and other unintentional releases 

A registrant should include its approach to categorizing its emissions and emissions sources.  

 
6 If a registrant has no revenue for a fiscal year or does not have a production unit, it could use another financial 
measure, e.g., total assets, or measure of economic output, e.g., data processing capacity, volume of products sold, 
or number of occupied rooms, with an explanation of why the particular measure was used.  

A registrant would be required to include all of the GHG emissions from an entity that it consolidates for U.S. 
GAAP or International Financial Reporting Standards reporting. The SEC’s proposal to include “all GHG 
emissions” is significantly broader than EPA and state emission reporting requirements that generally exclude 
emission sources that are below certain thresholds, e.g., 25,000 tonnes of CO2e per year. The SEC’s proposed 
organizational boundary varies from the more common practice of reporting GHG emissions based on 
operational control, or equity control, independent of whether the related entities, operations, assets, or other 
holdings are consolidated on the financial statements.   
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Calculation Methodology  

A company can use a direct or indirect method to calculate its GHG emissions. A company could directly measure 
its GHG emissions by monitoring concentration and flow rate from each emission source, but this would be an 
impractical and costly endeavor. Most companies currently use, and are likely to choose for SEC reporting, an 
indirect method whereby they apply published emission factors to a measure of activity, such as the total amount 
of purchased fuel consumed by a particular source. Emission factors tie GHG emissions to a proxy measure of 
activity at an emissions source. Examples of activity data include kilowatt-hours of electricity used, quantity of fuel 
used, process output, equipment operation hours, distance traveled, and a building’s floor area. 

GHG emissions can be calculated from available activity data or—if no activity data is available—economic data to 
derive absolute GHG emissions. The EPA has published a set of emission factors based on the certain emission 
source types, (e.g., stationary and mobile combustion, refrigerants, and electrical grid), and type of fuel consumed, 
(e.g., natural gas, coal or coke, crude oil, and kerosene). The registrant must disclose any emission factors used and 
the source of the emission factors. Other required disclosures:  

 If third-party data is used for calculating GHG emissions, that fact must be disclosed as well as the data 
source and the process the registrant took to obtain and assess the data  

 Any material changes to the methodology or assumptions underlying GHG emissions disclosure from the 
previous fiscal year 

 Data gaps in calculating GHG emissions, if proxy data or another method was used to address the gap, and 
how accounting for any data gaps has affected the accuracy or completeness of the GHG emissions 
disclosure 

 If there was any significant overlap in the categories of activities producing the Scope 3 emissions, the 
registrant must describe the overlap and how it accounted for the overlap 

 A registrant may present its estimated Scope 3 emissions as a range as long as it discloses its reasons for 
using the range and the underlying assumptions 

Scope 3 Disclosures 

If required to disclose Scope 3 emissions, a registrant also would be required to describe the data sources used to 
calculate those emissions, including the use of any of the following: 

 Emissions reported by parties in the registrant’s value chain, and whether such reports were verified by 
the registrant or a third party, or unverified 

 Data concerning specific activities, as reported by parties in the registrant’s value chain 

 Data derived from economic studies, published databases, government statistics, industry associations, or 
other third-party sources outside of a registrant’s value chain, including industry averages of emissions, 
activities, or economic data 

 

 

 
7 Emissions from companies that a financial registrant provides debt or equity financing to are called “financed 
emisisons.” While the SEC indicates that any appropriate methodology may be used to calculate financed 
emissions, the SEC references the Partnership for Carbon Accounting Financials’ Global GHG Accounting & 
Reporting Standard (the PCAF Standard). 

A financial registrant’s Scope 3 emissions disclosures would likely include the emissions from companies that the 
registrant provides debt or equity financing to.7 
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Materiality 
Scope 3 emissions would be disclosed separately if those emissions are material8 or if a registrant has set a GHG 
emissions reduction target including its Scope 3 emissions. When assessing the materiality of Scope 3 emissions, 
registrants should consider whether Scope 3 emissions make up a relatively significant portion of their overall GHG 
emissions. The proposal does not set a quantitative threshold but notes that many companies use 40 percent 
currently for voluntary disclosures. The proposal emphasizes that while Scope 3 emissions may make up a 
relatively small portion of a registrant’s overall GHG emissions, they still may be material if Scope 3 represents a 
significant risk, is subject to significant regulatory focus, or if there is a substantial likelihood that a reasonable 
investor would consider it important. The materiality assessment should consider future impacts and the 
probability and magnitude of such impacts. Even if the probability of an adverse consequence is relatively low, if 
the magnitude of loss or liability is high, then the information in question may still be material. 

When determining whether its Scope 3 emissions are material, and when disclosing those emissions, in addition to 
emissions from activities in its value chain, a registrant must include GHG emissions from outsourced activities that 
it previously conducted as part of its own operations, as reflected in the financial statements for the periods 
covered in the SEC filing. 

 

When disclosing its GHG emissions for its most recently completed fiscal year, a registrant could use a reasonable 
estimate of its GHG emissions for its fourth fiscal quarter if actual reported data is not reasonably available, 
together with actual, determined GHG emissions data for its first three fiscal quarters. The registrant would be 
required to promptly disclose in a subsequent filing any material difference between the estimate used and the 
actual, determined GHG emissions data for the fourth fiscal quarter.  

Scope 3 Accommodations & Safe Harbor 
The SEC recognized the challenges of calculating Scope 3 disclosures and has provided some relief.  

 Disclosure of Scope 3 emissions by or on behalf of the registrant would be deemed not to be a fraudulent 
statement unless it is shown that such statement was made or reaffirmed without a reasonable basis or 
was disclosed other than in good faith. This is intended to mitigate potential liability concerns from 
providing emissions disclosure based on third-party information. A registrant would only be liable for such 
disclosure if it was made without a reasonable basis or was disclosed other than in good faith 

 An exemption for SRCs from the Scope 3 emissions disclosure provision 

 A delayed compliance date for Scope 3 emissions disclosure 

Attestation Requirement for Scope 1 & 2 Emissions 

The SEC has concluded that current, voluntary ESG assurance practices are too varied as to the levels of assurance 
provided, e.g., limited versus reasonable, the assurance standards used, the types of service providers, and the 
scope of disclosures covered by the assurance. This fragmentation has diminished the comparability of the 
assurance provided.  

GHG emissions disclosure would generally not be developed from information that is included in the registrant’s 
books and records that are used to generate a registrant’s audited financial statements and would not be 
subjected to audit procedures. So, the SEC felt it was appropriate to require GHG emissions disclosures to be 

 
8 Consistent with the SEC’s definition and the U.S. Supreme Court precedent, the materiality standard requires 
disclosure if there is a substantial likelihood that a reasonable investor would consider the item important when 
making an investment or voting decision.  

The Scope 3 disclosures are likely to get the most pushback from financial statement preparers primarily due to 
the difficulty of getting the necessary data from third parties and the evolving nature of the calculation 
methodologies.  
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subject to third-party attestation. Accelerated and large accelerated filers will need an attestation report covering 
the disclosure of its Scope 1 and Scope 2 emissions for SEC filings.  

 

 Limited Assurance Reasonable Assurance 

When Fiscal years two and three after Scopes 1 and 2 
emissions disclosure compliance date 

Fiscal years four and beyond after Scopes 1 
and 2 emissions disclosure compliance date 

Accelerated and large accelerated filers would not be prevented from obtaining reasonable 
assurance for climate disclosures earlier than required 

Objective To express a conclusion about whether it is 
aware of any material modifications that should 
be made to the subject matter—Scopes 1 and 2 
emissions disclosure—for it to be fairly stated 
or in accordance with the relevant criteria  

To express an opinion on whether the subject 
matter is in accordance with the relevant 
criteria, in all material respects (same as the 
audited financial statements)  

Conclusion Provides negative assurance regarding whether 
any material misstatements have been 
identified 

Provides positive assurance that the subject 
matter is free from material misstatement 

 
Attestation Provider Requirements 
A 2020 study of the Russell 1000 index firms that obtained third-party assurance on climate disclosures indicated 
that 90 percent obtained limited assurance and 7 percent obtained reasonable assurance. The assurance services 
were provided by accounting firms, 14 percent; small consultancy, 31 percent; and engineering firms, 55 percent. 
The proposal does not create a specific attestation standard for assuring GHG emissions; rather, the SEC is 
proposing minimum standards for attestation services. A GHG emissions attestation provider must meet all of the 
following characteristics: 

 Is an expert in GHG emissions by virtue of having significant experience in measuring, analyzing, reporting, 
or attesting to GHG emissions. Significant experience means having sufficient competence and capabilities 
necessary to: 

• Perform engagements in accordance with professional standards and applicable legal and 
regulatory requirements 

• Enable the service provider to issue reports that are appropriate under the circumstances 

 Is independent with respect to the registrant, and any of its affiliates, for whom it is providing the 
attestation report, during the attestation and professional engagement period 

 

Attestation Report 
The proposal would not include any requirement for a registrant to obtain an attestation report covering the 
effectiveness of internal control over GHG emissions disclosure and, therefore, such a report would not be 
required even when the GHG emissions attestation engagement is performed at a reasonable assurance level. 

The GHG emissions attestation provider will be subject to liability under the federal securities laws for the 
attestation conclusion or opinion provided. 
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The GHG emissions attestation report should include the following9:  

 A description of the subject matter or assertion on which the attestation provider is reporting. For 
example, the attestation report would identify the subject matter as Scope 1 and Scope 2 emissions 
disclosure. If a registrant voluntarily sought attestation of additional items of disclosure, such as GHG 
intensity metrics or Scope 3 emissions, the attestation provider would be required to identify those 
additional items as well in the attestation report  

 The point in time or period of time to which the assertion relates and any relevant historical periods 
disclosure included within the filing 

 Identify the criteria against which the subject matter was measured or evaluated 

 A statement that identifies the level of assurance provided and describes the nature of the attestation 
engagement  

 Identify the attestation standard (or standards) used 

 A statement that describes the registrant’s responsibility to report on the assertion being reported on 

 A statement that the attestation provider is independent 

 A description of the work performed as a basis for the attestation provider’s conclusion  

 A statement that describes any significant inherent limitations associated with the measurement or 
evaluation of the subject matter against the criteria  

 The attestation provider’s conclusion or opinion, as applicable, based on the attestation standard(s) used  

 The signature of the attestation provider, the city and state where the attestation report has been issued, 
and the report date 

The registrant will need to disclose the following:  

 Whether the attestation provider has a license from any licensing or accreditation body to provide 
assurance, and if so, the identity of the body, and if the attestation provider is a member in good standing 
with that body  

 Whether the GHG emissions attestation engagement is subject to any oversight inspection program, and 
if so, which program  

 Whether the attestation provider is subject to record-keeping requirements with respect to the work 
performed for the GHG emissions attestation engagement and, if so, identify the record-keeping 
requirements and the duration of those requirements  

E. Targets, Goals, & Transition Plan   
If a registrant has set climate-related targets or goals, the proposal would require it to disclose them, including, as 
applicable, a description of: 

 The scope of activities and emissions included in the target 

 The unit of measurement, including whether the target is absolute, or intensity based 

 The defined time horizon by which the target is intended to be achieved, and whether the time horizon is 
consistent with one or more goals established by a climate-related treaty, law, regulation, policy, or 
organization 

 
9 The SEC has leveraged the American Institute of CPAs attestation standards, Statements on Standards for 
Attestation Engagements No. 18 
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 The defined baseline time period and baseline emissions against which progress will be tracked with a 
consistent base year set for multiple targets 

 Any interim targets  

 How the registrant intends to meet its climate-related targets or goals 

 Relevant data to indicate progress and how such progress has been achieved. This should be updated 
each fiscal year by describing the actions taken during the year to achieve its targets or goals 

 If the registrant has used carbon offsets or RECs in its plan to achieve climate-related targets or goals, it 
would be required to disclose: 

o The amount of carbon reduction represented by the offsets or the amount of generated 
renewable energy represented by the RECs 

o The source of the offsets or RECs 

o A description and location of the underlying projects 

o Any registries or other authentication of the offsets or RECs 

o The cost of the offsets or RECs 

 
Transition Plan Disclosure 

A transition plan is defined as a registrant’s strategy and implementation plan to reduce climate-related risks, 
which may include a plan to reduce its GHG emissions in line with its own commitments or commitments of 
jurisdictions within which it has significant operations. If a registrant has adopted a transition plan, a registrant 
would describe its plan, including the relevant metrics and targets used to identify and manage physical and 
transition risks. The registrant must disclose how it plans to mitigate or adapt to any physical risks identified in the 
filing, including—but not limited to—those concerning exposure to sea level rise, extreme weather events, 
wildfires, drought, and severe heat. This disclosure must be updated annually, including any action taken during 
the year to achieve the plan’s goals. If applicable, a registrant also must address the following:  

 Laws, regulations, or policies that restrict GHG emissions or products with high GHG footprints, including 
emissions caps, or require the protection of high-conservation-value land or natural assets 

 Imposition of carbon pricing 

 Changing demands or preferences of consumers, investors, employees, and business counterparties  

II. Regulation S-X Updates – Metrics & Note Disclosure in Audited Financial 
Statements  

Registrants that are required to file audited financial statements would be required to disclose in a financial 
statement note certain climate-related metrics derived from existing financial statement line items grouped into 
three categories:  

 Financial impact metrics  

 Expenditure metrics  

 Financial estimates and assumptions 

Because transition planning inherently requires judgments and future predictions, forward-looking statements 
made as part of a registrant’s discussion of its transition plan would be eligible for the current safe harbor on 
forward-looking statements if all applicable conditions are met. 
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For each metric, a registrant would disclose contextual information to enable a reader to understand how it 
derived the metric, including a description of significant inputs and assumptions used, and if applicable, policy 
decisions made to calculate the specified metrics. 

 

Disclosure is required for the registrant’s most recently completed fiscal year and for the historical fiscal year(s) 
included in the registrant’s consolidated financial statements in the applicable filing.  

A. Financial Impact Metrics 
The proposal includes the following examples of disclosures that may be required to reflect the impact of the 
severe weather events and other natural conditions on each line item of the registrant’s consolidated financial 
statements, e.g., line items of the consolidated income statement, balance sheet, or cash flow statement: 

 Changes to revenue or costs from disruptions to business operations or supply chains 

 Impairment charges and changes to an asset’s carrying amount (inventory, intangibles, and property, 
plant, and equipment) due to exposure to severe weather, flooding, drought, wildfires, extreme 
temperatures, and sea level rise  

 Changes to loss contingencies or reserves (environmental reserves or loan loss allowances) from severe 
weather events 

 Changes to expected insured losses due to flooding or wildfire patterns  

Examples of financial impacts of transition activities include:  

 Changes to revenue or cost due to new emissions pricing or regulations resulting in the loss of a sales 
contract  

 Changes to operating, investing, or financing cash flow from changes in upstream costs 

 Changes to the carrying amount of assets due to a reduction of the asset’s useful life or a change in the 
asset’s salvage value by being exposed to transition activities 

 Changes to interest expense driven by financing instruments such as climate-linked bonds issued where 
the interest rate increases if certain climate-related targets are not met  

B. Expenditure Metrics 
Expenditure metrics refer to the positive and negative impacts from the same climate-related events, transition 
activities, and identified climate-related risks as the above financial impact metrics. A registrant would be required 
to separately aggregate amounts of expenditure expensed and capitalized costs incurred during the fiscal years 
presented. For each of those categories, a registrant would be required to disclose separately the amount incurred 

The inclusion of these metrics in the financial statement notes means that the metrics are included in the scope 
of any required audit of the financial statements in the relevant disclosure filing, subject to audit by an 
independent registered public accounting firm, and within the scope of the registrant’s ICFR.  

Example  

A registrant that is required to include balance sheets as of the end of its two most recent fiscal years and 
income statements and cash flow statements at the end of its three most recent fiscal years would be required to 
disclose two years of the climate-related financial statement metrics that correspond to balance sheet line items 
and three years of the climate-related financial statement metrics that correspond to income statement or cash 
flow statement line items. If the registrant is an emerging growth company or SRC, only two years would be 
required. 
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during the fiscal years presented for positive and negative impacts associated from climate-related events, i.e., 
severe weather events and other natural conditions and identified physical risks, and for transition activities to 
reduce GHG emissions or otherwise mitigate transition risk exposure.  

C. Financial Estimates & Assumptions 
A registrant would be required to disclose whether the estimates and assumptions used to produce the 
consolidated financial statements were impacted by exposures to risks and uncertainties associated with—or 
known impacts from—climate-related events (including identified physical risks and severe weather events and 
other natural conditions) such as flooding, drought, wildfires, extreme temperatures, or sea level rise. If so, the 
registrant would be required to provide a qualitative description of how such events have impacted the 
development of the estimates and assumptions used when preparing financial statements. Similar to the other 
proposed financial statement metrics, the proposed rules would include a provision that would require separate 
disclosure focused on transition activities (including identified transition risks).  

Conclusion  
We will continue to follow this developing situation. If you have questions about these changes, contact your 
advisor today. 

Contributors 
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Appendix – Scope 3 Upstream & Downstream Activities 

Upstream activities from which Scope 3 emissions might result include, but are not limited to: 

 A registrant’s purchased goods and services 

 A registrant’s capital goods 

 A registrant’s fuel- and energy-related activities not included in Scope 1 or Scope 2 emissions 

 Transportation and distribution of purchased goods, raw materials, and other inputs 

 Waste generated in a registrant’s operations 

 Business travel by a registrant’s employees 

 Employee commuting by a registrant’s employees 

 A registrant’s leased assets related principally to purchased or acquired goods or services 

Downstream activities from which Scope 3 emissions might result include, but are not limited to: 

 Transportation and distribution of a registrant’s sold products, goods, or other outputs 

 Processing by a third party of a registrant’s sold products 

 Use by a third party of a registrant’s sold products 

 End-of-life treatment by a third party of a registrant’s sold products 

 A registrant’s leased assets related principally to the sale or disposition of goods or services 

 A registrant’s franchises 

 Investments by a registrant 


