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Climate Disclosure is moving
from a voluntary activity to a
regulated one

Climate Disclosure is a subset of Sustainability Disclosure.
Specifically, Climate Disclosure is the publication of information
that details the risks and opportunities for a business caused by
climate change. These risks and opportunities are subdivided into
two categories:
1. Physical Risks
2. Other Business Risks caused by changes in regulation / policy
/ consumer demands / supply chains, etc.
Traditionally, sustainability reporting has been a voluntary
corporate activity. A variety of frameworks and tools have been
available for corporates to use over the years. Examples include
the:

We call on the
G7, guest nations
and partners to
commit to
supporting the
efforts of the
IFRS-ISSB.
I TF Impact TaskForce,
December 2021

1.
2.
3.
4.
5.
6.

Global Reporting Initiative (GRI)
Sustainability Accounting Standards Board (SASB)
UN Global Compact
UN Principles for Responsible Investment (PRI)
Climate Disclosure Project (CDP)
Taskforce for Climate Related Financial Disclosures (TCFD)

Other tools such as the GHG Protocol and the Science Based
Targets initiative (SBTi) have underpinned the climate sections of
sustainability frameworks. The choice of what framework and
tools to use was often at the discretion of Boards.
However, in 2021 we witnessed a strong push to introduce more
consistency into sustainability disclosure and the potential impact
of a changing climate on corporate value. This push has come at
the request of the financial markets, driven by investor needs for
data to differentiate companies.
Of note were efforts by the US Securities Exchange Commission
(SEC), European Financial Reporting Advisory Group (EFRAG)
and the IFRS International Sustainability Standards Board (ISSB).
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Regulators are making significant investments to
develop Sustainability Disclosure Regulations
(SDRs)

ISSB has been the first to release disclosure requirements, albeit in draft form. EFRAG
and SEC positions will become clear in due course. ERC Evolution has reviewed the
Climate Disclosures Prototype by IFRS ISSB for its impact on the Oil & Gas Industry.
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Under ISSB draft rules,
the relationship between
Proven Reserves and
climate policy must be
disclosed.
In November 2021, the ISSB published prototype
disclosure requirements for the Oil & Gas Industry.
They required that the sensitivity of Proven
Reserves to various IEA pricing scenarios be
disclosed. These pricing scenarios account for the
impact of climate policy on commodity pricing. The
ISSB draft rules also give the option of reporting
the impact of climate policy on cost of operations
and Reserves. Companies have the choice to
report sensitivities around carbon taxes or carbon
prices. The choice of Proven Reserves is likely a
nod to the US SEC and its tradition of requiring
Proven Reserves disclosure. However, for the rest
of the world, disclosure of emissions that align with
Proven (1P) and Proven + Probable (2P) may be
preferable, to communicate a company's best
estimate of future business potential to investors.

What does the ISSB require
the Oil & Gas Industry to
disclose?
Disclosure for Oil & Gas is subdivided into E&P
companies, Services companies, Midstream
companies,
and
Refining
and
Marketing
companies. For each class of operation, the ISSB
asks for information in two broad categories:

1. Accounting Metrics: These report key risks and
opportunities.
2. Activity Metrics: These "quantify the scale of an
entity's activities and are intended for use in
conjunction with accounting metrics to normalise
data and facilitate comparison".

As an example, for E&P companies, the core
Accounting Metric topics are:
• Production Rates
• Number of Onshore Sites
• Number of Offshore Sites

Is your company prepared
for disclosure under ISSB
rules? The UK has
signalled mandatory use as
early as 2023.
The UK has declared that it expects the ISSB will
become a part of mandatory regulated market
disclosure within the next 2 or 3 years for
corporations. Alongside that, certain FCA
regulated firms will have to follow TCFD
disclosure, beginning in 2022.
Forty other nations have voiced support of the
ISSB, with Germany, Canada, the UK, and the US
hosting ISSB offices. While it is unlikely that the
EU will adopt ISSB due to the EFRAG initiative,
the have committed to compatibility between the
two systems. The US SECs work is at a more
preliminary stage, with details to follow. However,
much of the ISSB methodology comes from SASB,
which was formed to support SEC disclosure.
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The (UK) government expects that
ISSB standards will form a core
component of the SDR framework,
and the backbone of its corporate
reporting element. The ISSB will
provide comprehensive and granular
corporate reporting standards for
sustainability, focused on information
which is material to investors.

UK Government,
October 2021
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Draft ISSB Accounting Metric Disclosures
for the E&P Industry
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The ISSB has requirements
that go beyond EU ETS.
• Scope 1 Greenhouse Gas disclosure must
explicitly account for CO2, CH4, N2O, HFCs,
PFCs, SF6 and NF3. Methane emissions must
be expressed as a percentage of total
emissions.
• Emissions are to be consolidated in a method
that aligns with financial reporting data. This is
generally referred to as financial control.
• You must state what percentage of your
emissions are covered under regional regulatory
systems, like the EU ETS.
• You must define Scope 1 emissions that come
from the following sources: flare, other
combustion, process emissions, other vented,
fugitive.
• You must discuss your forward plans regarding
your emissions.

Are you prepared to model
the impact of price and
policy on Proven
Reserves?
The ISSB expressly requires information that
aligns to Proven Reserves. This is a nod to the
importance of Proven Reserves in the US SEC
regulated market. Companies must:
1. Use IEA climate policy pricing scenarios (and
associated commodity prices), to see the impact
of pricing on economic limits and Proven
Reserves.
2. Calculate and report the potential embodied
emissions contained within the Proven Reserves
volumes, based on the following formula:

E=RxCxV
E: the potential emissions in kilograms of carbon dioxide
(kg CO2);
R: the proved reserves in gigagrams (Gg);
V: the net calorific value in terajoules per gigagram (TJ/Gg);
and
C: the effective carbon dioxide emission factor in kilograms
CO2 per terajoule (kg/TJ).
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Water is important.
ISSB requires comprehensive disclosure with
how water is sourced,
used, treated and
disposed of. The ISSB water disclosure
requirements have been written with hydraulic
fracturing operations in mind. However, the
same disclosures are required for the onshore and
offshore industries. In an offshore setting note
that the rules require disclosure of the amount of
hydrocarbons discharged into the environment
along with water.

Do the current ISSB Draft
rules meet all Investor
Expectations?
Unfortunately, no. The current ISSB protocol only
discusses Scope 1 emissions disclosure.
Meanwhile, financial institutions are bound to
TCFD rules. TCFD demands investors also
understand the Scope 2 and, if appropriate, certain
Scope 3 emissions of their investments. Recall
that in the UK, certain FCA regulated companies
are going to be bound
to TCFD disclosure,
starting in 2022.
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What would be appropriate Scope 3 emissions? From an
investor perspective, a major concern is the impact policy may
have on development, transportation and decommissioning costs.
It is reasonable that climate policy designed to increase prices
will have an impact of raising costs of the oilfield services,
construction and midstream industries. They will in turn pass
these costs on to their customers, the E&P companies. Hence
asset value is at risk. In this context, examples of Scope 3
investors may require include:
• Emissions associated with the drilling of wells
• Emissions associated with the construction & installation
of capital assets, such as FPSOs & platforms
• Emissions from transportation
• Emissions from decommissioning rigs & boats

The basic concern, which
I think we all share in the
so-called official sector,
are data gaps and
associated problems that
can lead to, or even
incentivise, greenwashing.
If the sustainable
finance industry becomes
more significantly tainted
by greenwashing, the risk
is a loss of confidence in
sustainable
finance
campaigns globally.

In the absence of Scope 3 information, data and financial
analysis companies are unilaterally filling the gaps. In October
2021, S&P Global Platts launched their marginal carbon intensity
calculator, which uses the OPGEE tool from Stanford University
to report emissions intensities for various plays. Their reports
evaluate emissions from “well production to storage terminal” and
include production, flaring, venting, maintenance, processing and
transportation emissions. The ARC Energy Institute advocates
and publishes based on an alternate well-to-wheel approach. This
involves a lifecycle emissions analysis, including estimating
refining and product combustion emissions.

Do the current ISSB Draft
rules meet all Regulator
Expectations?
Again, no. The ISSB information is designed to be provided
alongside financial disclosure. Regulators look for different
information. For example, the Oil and Gas Authority (OGA) in
the UK looks for asset level economic analysis, where the carbon
emission forecasts are developed alongside
production and
cost forecasts. Then, sensitivities on Societal Carbon Costs can
be requested by the OGA to assess the impact on asset value.

Ashley Ian Alder,
Chair of the Board of the
International Organisation of
Securities Commissions
(IOSCO)
Briefing Notes | January 2022 | ercevolution.energy

| 7

Further References
GRI: https://www.globalreporting.org
UN Global Compact: https://www.unglobalcompact.org
UN PRI: https://www.unpri.org
CDP: https://www.cdp.net/en
Value Reporting Foundation: https://www.valuereportingfoundation.org
TCFD: https://www.fsb-tcfd.org
US SEC: https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities
EFRAG: https://www.efrag.org/Activities/2010051123028442/Sustainability-reporting-stand-ards-roadmap
ISSB: https://www.ifrs.org/groups/international-sustainability-standards-board

ERC Evolution Supports Companies Preparing for ISSB
Disclosure. We have unique expertise in merging oil and gas
Reserves forecasts with Emissions forecasts to assess impacts
on asset value.
Please get in touch to find out how our team can help your
company prepare for the regulator and investor led demands of
climate change disclosure.

