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FACULTY

Jason Ambers, Oregon Department of Consumer and Business Services, Salem. Mr. Ambers is the 
Senior Securities Registration Analyst at the State of Oregon Division of Financial Regulation (DFR.) 
Some of his responsibilities include reviewing securities registration applications, investigating potential 
violations of the Oregon Securities Law, and providing opinions and interpretations regarding the 
applicability of the Oregon Securities Law. He has testified as an expert regarding various matters 
regarding the Oregon Securities Law in criminal jury trials and grand juries. He regularly gives 
presentations and trainings regarding the Oregon Securities Law and is the coauthor of “Oregon 
Securities Law,” a chapter in Advising Oregon Business (OSB Legal Pubs, 2017). He is secretary of 
the Oregon State Bar Securities Regulation Section and is a member of the North American Securities 
Administrators Association Federal Legislation Committee and Legal Services Committee.

Faith Anderson, Washington Department of Financial Institutions, Olympia. Ms. Anderson is the Chief 
of Registration and Regulatory Affairs of the Washington State Department of Financial Institutions 
Securities Division. She supervises legal staff responsible for reviewing applications for registration 
in small public offerings, nontraded REITs, business development companies, oil and gas programs, 
bank holding companies, in-state municipal bond offerings, church bond offerings, rescission offers, 
business opportunity offerings, and franchise offerings. She oversees the processing of exemption 
filings and has experience in issues concerning investment advisers and pooled investment vehicles. 
She is also responsible for reviewing requests for interpretive and no-action letters, promulgating 
policy and interpretive statements, amending the division’s administrative rules, and reviewing and 
drafting legislation. Ms. Anderson chairs the North American Securities Administrators Association, Inc. 
(NASAA) Small Business/Limited Offerings Project Group and is a member of NASAA’s Committees on 
Corporation Finance, the Electronic Filing Depository, and State Legislation. Ms. Anderson is a frequent 
speaker on topics including private offerings, small public offerings, and crowdfunding. Ms. Anderson 
is a member of the Washington State Bar Association Business Law Section Securities Committee and 
the American Bar Association State Regulation of Securities Committee.

Dorothy Bean, Oregon Division of Financial Regulation, Salem. Ms. Bean is the Chief of Enforcement 
of the Oregon Division of Financial Regulation, formerly the Oregon Division of Finance and Corporate 
Securities, within the Oregon Department of Consumer and Business Services. She is responsible for 
supervising the division’s Enforcement unit, overseeing investigations and enforcement actions relating 
to the division’s varied regulatory programs, including Securities. Prior to joining the division, Ms. Bean 
worked as an associate attorney at a Salem law firm, specializing in complex civil litigation.

Tamara Brightwell, Deputy Director, Disclosure Review Program, Securities and Exchange 
Commission, Washington, D.C. Ms. Brightwell serves as Deputy Director of the Disclosure Review 
Program in the Division of Corporation Finance at the U.S. Securities and Exchange Commission. 
She oversees the division’s reviews of transactional filings and periodic and current reports as part of 
the division’s mission-critical work to protect investors and promote capital formation. Prior to this role, 
Ms. Brightwell served as Deputy Chief Counsel in the division’s Office of Chief Counsel, where she 
was responsible for leading staff in providing interpretive guidance on the application of the federal 
securities laws. She also has served as Senior Advisor to SEC Chair Mary Jo White and has held a 
variety of positions in the Division of Corporation Finance, including Senior Advisor to the Director.

David Elkanich, Buckhalter Ater Wynne, Portland. Mr. Elkanich focuses his practice primarily on legal ethics, 
risk management, and discipline defense. His advises lawyers, law firms, in-house legal departments, and 
students and other professionals on a variety of ethics issues, including conflicts of interest, confidentiality, 
fee disputes, internal investigations, law firm dissolutions and partnership disputes, malpractice and 
professional liability cases, and litigation issues such as withdrawal and disqualification motions. In addition, 
Mr. Elkanich represents lawyers, students and other professionals in front of regulatory authorities and bar 
associations on licensing, admissions, reciprocity, character and fitness, consumer protection, unauthorized 
practice of law, and disciplinary matters. He is admitted to practice in Oregon, Washington and Idaho.
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David Herman, Managing Partner, Diamond Capital Partners, Los Angeles. Mr. Highley is a cofounder 
of Diamond. He has over 25 years of investment banking experience. Mr. Highley holds Series 7, 79, 
and 63 with FINRA.

Patricia Highley, Idaho Department of Finance, Boise. Ms. Highley is the Securities Bureau Chief with 
the Idaho Department of Finance Securities Division. She oversees the bureau’s issuer registration 
(including small business capital raising efforts), broker-dealer and investment adviser firm and agent 
registration and branch office examination program, investigation of customer complaints, and the 
money transmitter and escrow programs. Ms. Highley served on the New York Stock Exchange/Financial 
Industry Regulatory Authority (FINRA) Continuing Education Work Group writing test questions for the 
Series 7 examination given to industry participants. Ms. Highley is a Certified Regulatory Compliance 
Professional (CRCP) through the Wharton Business School and FINRA. Ms. Highley has also completed 
certification as a Certified Fraud Examiner (CFE) and is a Certified Public Manager (CPM) through 
Boise State University.

John Hinze, British Columbia Securities Commission, Vancouver, B.C. Mr. Hinze is Director of Corporate 
Finance for the British Columbia Securities Commission, where he leads a team of about 60 people. 
Corporate Finance protects investors by reviewing required offering and public issuer disclosures so 
investors have access to the information needed to make informed investment decisions. Corporate 
Finance also facilitates capital raising by collaborating with Canada’s other securities regulators to set 
requirements that balance investor protection with cost-effective access to capital.

Matthew Kalmanson, Hart Wagner LLP, Portland. Mr. Kalmanson is an experienced litigation and 
appellate attorney. He regularly serves as lead appellate counsel in cases before state and federal 
appellate courts in the Pacific Northwest. He has particular experience litigating matters involving complex 
business transactions, securities, accounting, and finance, cases involving statutory, constitutional, 
and regulatory schemes, actions involving professional duties, class actions, shareholder disputes, 
derivative actions, and trust and partnership disputes. He is chair of the Oregon State Bar Constitutional 
Law Section and a member of the Securities Regulation Section and Appellate Practice Section. He is 
also a member of the Multnomah Bar Association and the Oregon Judicial Department Oregon Rules 
of Appellate Procedure Committee. Mr. Kalmanson is admitted to practice in Oregon and Washington 
and before the United States Supreme Court.

Kristopher Miks, Norton Rose Fulbright, Vancouver, B.C. Mr. Miks focuses his practice on securities 
and corporate law in a wide range of industries, with an emphasis on public and private mergers 
and acquisitions, corporate finance, and providing corporate governance and securities regulatory 
advice. He has represented both purchasers and vendors involved in friendly and hostile mergers 
and acquisitions transactions, including takeover bids, plans of arrangement, reverse takeovers, and 
other business combination transactions. He has also advised issuers, underwriters, and institutional 
investors in a wide range of financing transactions. Mr. Miks frequently provides advice to Canadian 
public companies on their disclosure, corporate governance, and other corporate and securities law 
obligations. He is a member of the Canadian Bar Association and the Law Society of Ontario, and he is 
admitted to law practice in Ontario, Alberta, and British Columbia.

Veena Ramani, Senior Program Director, Capital Market Systems, Ceres, Boston. Ms. Ramani leads 
Ceres’s work on critical market levers that will help scale the transition to sustainable capital markets. 
This includes governance systems that companies should put in place at the corporate board level to 
allow for effective board sustainability oversight. She also oversees Ceres’s work to engage financial 
regulators on climate change as a systemic risk, under the umbrella of the Ceres Accelerator for 
Sustainable Capital Markets. Ms. Ramai is the author of the 2020 Ceres report, Addressing Climate 
as a Systemic Risk: A Call to Action for US Financial Regulators, and has authored and coauthored 
a number of reports on board sustainability governance. Ms. Ramani holds an LL.B. (Honors) degree 
from National Law School of India University in Bangalore.
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Erin Schneider, Regional Director, Enforcement, Securities and Exchange Commission, San Francisco. 
Ms. Schneider leads a staff of more than 125 enforcement attorneys, accountants, investigators, and 
compliance examiners involved in the investigation and prosecution of enforcement actions and the 
performance of compliance inspections in the Northern California and Pacific Northwest region. Ms. 
Schneider joined the SEC staff in 2005 as a staff attorney in the San Francisco office. She was promoted 
to Assistant Regional Director of the Enforcement Division’s Asset Management Unit in 2012 and then 
to Associate Regional Director of the San Francisco office in 2015. During her career with the SEC, 
Ms. Schneider has investigated or supervised dozens of enforcement matters involving a variety of 
securities law violations.

Ken Tarry, Managing Partner, Sequeira Partners, Vancouver, B.C. Mr. Tarry advises clients in B.C., 
Alberta, and Saskatchewan and has completed a wide range of transactions in the industrial and 
diversified sectors. He assists clients with all aspects of advisory services including business sales, 
valuations, succession planning, and executing merger and acquisition transactions.

Aeron Teverbaugh, Oregon Department of Consumer and Business Services, Salem. Ms. Teverbaugh 
is a Senior Policy Analyst, Innovation Liaison, and Climate Advocate for the Oregon Division of Financial 
Regulations. Her areas of expertise include crowdfunding, cryptocurrencies and blockchain, cannabis-
banking, climate change impacts, securities, and nondepository programs. Ms. Teverbaugh has worked 
in many areas of innovation, including drafting the Oregon Reach Code, the nation’s first solar installation 
specialty code, Oregon’s crowdfunding exemption, and a report to the legislature regarding banking 
cannabusinesses. She is currently assisting the NAIC Workstream on Climate Related Disclosures to 
update the NAIC Climate Change Disclosure Survey.

Carlos Vasquez, Supervisory Counsel for Outreach and Intake, Securities and Exchange Commission, 
San Francisco. Mr. Vasquez is the Supervisory Counsel for Outreach and Intake in the San Francisco 
Regional Office of the SEC. He is responsible for oversight of the office’s outreach efforts (consumer 
and regulatory facing) and review of tips, complaints, and referrals directed to the San Francisco office. 
He previously served as Senior Counsel in the Division of Enforcement in the San Francisco Regional 
Office. He also worked as a staff attorney and investigated a wide range of matters related to accounting 
fraud, stock options back dating, Ponzi schemes, the Foreign Corrupt Practices Act, and other violations 
of the federal securities laws.

Jeffrey Woodcox, Tonkon Torp LLP, Portland. Mr. Woodcox is chair of Tonkon Torp’s Mergers & 
Acquisitions Practice Group. He focuses his practice on mergers and acquisitions, corporate finance, 
securities regulation, and corporate governance. He is experienced in advising clients on the acquisition 
and disposition of businesses and assets, securities compliance, and raising capital through private 
placements of equity and debt. He also advises clients on corporate governance and general business 
issues, including entity formation, and drafting and negotiating contracts. Mr. Woodcox is a member of 
the Multnomah Bar Association.
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Chapter 1A

Washington Securities Developments1

Faith Anderson
Washington Department of Financial Institutions

Olympia, Washington

 1 The Department of Financial Institutions, as a matter of policy, disclaims responsibility for the private publications 
of its staff. The views herein are those of the authors and are not necessarily those of the department or its staff.
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I. SELECTED RECENT SECURITIES ENFORCEMENT ACTIONS 
 

The following represent some of the larger, more significant or representative enforcement 
cases brought by or involving the Securities Division in 2020 and early 2021. PDF versions of these 
and other enforcement actions are available at: https://dfi.wa.gov/securities-enforcement-
actions/securities2021 and https://dfi.wa.gov/securities-enforcement-actions/securities2020. 

 
A. Action Relating to Coronavirus Pandemic 

 
Mark A. Morrow – Final Order - S-20-2879-20-FO01 

 
On May 28, 2020, the Securities Division entered a Final Order to Cease and Desist, to Impose 
Fines, and to Charge Costs against Mark A. Morrow. The Securities Division previously entered a 
Statement of Charges against Morrow on April 22, 2020. The Securities Division found that Morrow 
acted as an investment adviser when he advertised trading services for compensation in several 
Washington Craigslist posting areas. Most recently, these advertisements promised large returns 
from trading off of the coronavirus pandemic. Additionally, the Securities Division found that 
Morrow offered unregistered securities in Washington when he offered to split profits he promised 
investors would make from his trading. The Securities Division further found that Morrow made 
false or misleading statements in his advertisements and otherwise did not provide material 
information necessary to make his advertisements not misleading. Morrow is not registered as an 
investment adviser representative or securities salesperson in Washington. Morrow failed to respond 
to the Securities Division’s subpoena, take down the relevant advertisements, or request a hearing 
on the Statement of Charges. The Securities Division ordered Morrow to cease and desist from 
violating the Securities Act of Washington, to pay a fine of $20,000.00, and to pay investigative 
costs of $2406.25.  

 
B. Actions Relating to Cryptocurrency 

 
RChain Cooperative and Lucius Gregory Meredith – Consent Order - S-18-2463-20-CO01 
 
On February 28, 2020, the Securities Division entered into a Consent Order with RChain 
Cooperative and Lucius Gregory Meredith. In the Consent Order, the Securities Division alleged 
that the Respondents raised approximately $30 million through the sale of a cryptographic token 
named RHOC in violation of the registration and anti-fraud provisions of the Securities Act of 
Washington. In settling the matter, the Respondents neither admitted nor denied the allegations, but 
agreed to cease and desist from violating the Securities Act. RChain Cooperative agreed to pay a 
fine of $50,000 and Lucius Gregory Meredith agreed to pay a fine of $25,000. The Respondents also 
agreed to reimburse the Securities Division $20,000 for its costs of investigation. The Respondents 
waived their right to a hearing and to judicial review of the matter. 
 
GoYOcoin, Inc. – Consent Order - S-18-2519-20-CO01 

  
On August 25, 2020, the Securities Division entered into a Consent Order with GoYOcoin, Inc. The 
Securities Division had previously entered a Statement of Charges and Notice of Intent to Issue an 
Order to Cease and Desist, Impose Fines, and Charge Costs against YOcoin Limited d/b/a YOcoin 
and GoYOcoin, Inc. The Statement of Charges alleged that in 2016, GoYOcoin, Inc. offered and 
sold the “YOC” digital currency to at least four Washington residents. The residents invested over 
$5,000 in YOC, which was issued by YOcoin, an offshore company. The Securities Division alleged 
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that the Respondents sold unregistered securities, acted as an unregistered broker-dealer, and 
violated the anti-fraud provision of the Securities Act of Washington. The Respondent GoYOcoin, 
Inc. neither admitted nor denied the allegations, but agreed to cease and desist from violating the 
Securities Act of Washington, and to pay a fine of $1,000. The Respondent waived their right to a 
hearing and to judicial review of the matter.  

 
Unikrn Inc.; Unikrn Bermuda Ltd. – Consent Order - S-18-2441-20-CO01 
 
On September 24, 2020, the Securities Division entered into a Consent Order with Unikrn Inc. and 
Unikrn Bermuda Ltd. The Securities Division alleged that the Respondents violated the registration 
provisions of the Securities Act of Washington by (a) selling unregistered securities in the form of 
UnikoinGold digital assets, which purchasers would reasonably have expected to appreciate in value 
due to Unikrn’s efforts, and (b) selling these securities without being appropriately registered. In a 
related proceeding (https://www.sec.gov/litigation/admin/2020/33-10841.pdf), Unikrn agreed to 
pay a total penalty of $6.1 million to the Securities and Exchange Commission (“SEC”), with the 
SEC creating a Fair Fund to compensate UnikoinGold purchasers. Without admitting or denying the 
Securities Division’s allegations, the Respondents agreed to pay investigative costs of $10,000 and 
waived their right to a hearing and judicial review of the matter. The Respondents further agreed to 
pay a fine to the Securities Division of $300,000, with the fine being deemed satisfied by the payment 
to the SEC in the related proceeding.  
 
Dragonchain, Inc. – Consent Order - S-18-2433-21-CO01 

 
On January 26, 2021, the Securities Division entered into a Consent Order with Dragonchain, Inc., 
which is headquartered in Bellevue, Washington. The Securities Division alleged that Dragonchain 
violated the registration provisions of the Securities Act of Washington by failing to register its 
Initial Coin Offering, which raised approximately $12.7 million from approximately 5,000 
purchasers during October and November 2017 from the sale of Dragon tokens. The Securities 
Division alleged that Dragonchain violated the anti-fraud provisions of the Securities Act by 
misrepresenting or failing to disclose material information about the company, including its financial 
condition and the intended use of proceeds from the offering. Without admitting or denying the 
Securities Division’s allegations, Dragonchain agreed to cease and desist from any violation of the 
securities registration and anti-fraud provisions. Dragonchain also agreed to pay a $50,000 fine and 
$10,000 of investigative costs. Dragonchain waived its right to an administrative hearing and to 
judicial review of this matter. 

 
C. Actions Relating to Registered Firms or Persons 

 
Mavada Personal Wealth Management, Inc. and Patrick Ebert – Consent Order - S-19-2700-
19-CO01 
 
On February 5, 2020, the Securities Division entered into a Consent Order with Mavada Personal 
Wealth Management, Inc. (CRD 130750) and Patrick Ebert (CRD 2363094) to resolve its prior 
Summary Order to Suspend Registrations and Notice of Intent to Revoke Registrations, Impose a 
Fine, and Charge Costs against the Respondents. The Consent Order stated that Respondents failed 
to timely file a 2018 fiscal year-end balance sheet and overcharged four advisory clients. In the 
Consent Order, Respondents agreed to withdraw their registrations and to repay the excess advisory 
fees withdrawn from client accounts. Respondents waived judicial review of the matter. 
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Suk Jin Hong (a.k.a. Joseph Hong) – Final Order - S-19-2798-20-FO01 
 
On April 21, 2020, the Securities Division entered a Final Order to Deny Future Registrations, 
Impose Fines, and Charge Costs against Respondent Suk Jin Hong, a.k.a. Joseph Hong (CRD 
#6342504). The Securities Division previously entered a Statement of Charges against the 
Respondent on March 9, 2020. The Final Order finds that Hong engaged in dishonest and unethical 
practices in the securities business by (a) knowingly overdrawing his Merrill Lynch brokerage 
account and transferring the proceeds to another financial institution without reasonably believing 
he would be able to repay the overdraft, and (b) failing to disclose the existence of a securities 
account to his employing firm and obtain the firm’s written consent to maintain the account. The 
Final Order provides that any of Hong’s future investment adviser representative or securities 
salesperson applications for registration with the Securities Division will be denied, and requires 
Hong to pay a fine of $5,000 and investigative costs of $1,000.  
 
Lynette A. Johnson – Consent Order - S-19-2691-19-CO01 
           
On June 4, 2020, the Securities Division entered into a Consent Order with Lynette A. Johnson. 
Johnson was registered as an investment adviser representative while employed at Harvest Capital 
Advisors, Inc. The Consent Order alleged that between approximately 2016 and 2018, Johnson 
accepted gifts totaling $115,000 from an elderly client of Harvest Capital, including when the 
resident had diminished mental capacity. Johnson neither admitted nor denied the allegations, but 
agreed to the denial of any future securities registration applications, and to pay a $2,500 fine. 
Johnson waived her right to a hearing and to judicial review of the matter.  
 
603 Financial, Inc. d.b.a. Goddard Financial Planning – Consent Order - S-20-2875-20-CO01 
 
On June 5, 2020, the Securities Division entered into a Consent Order with 603 Financial, Inc. d.b.a. 
Goddard Financial Planning (CRD 167976). The Consent Order states that Respondent employed 
an unregistered investment adviser representative from on or about September 13, 2016 to February 
19, 2020 in violation of RCW 21.20.040; failed to terminate the registration of another investment 
adviser representative in violation of RCW 21.20.080; and failed to enforce policies and procedures 
designed to prevent violations of the registration provisions of the Securities Act of Washington, 
chapter 21.20 RCW. The Consent Order includes a $15,000 fine. Respondent waived its right to 
judicial review of the matter. 
 
Thoroughbred National, LLC and Gregory Ferry – Consent Order - S-19-2742-19-CO01 
 
On June 26, 2020, the Securities Division entered into Consent Order with Thoroughbred National, 
LLC (CRD 289435) and Gregory Ferry (CRD 6864337). The Securities Division previously entered 
a Summary Order to Suspend Registrations and Notice of Intent to Revoke Registrations, Impose a 
Fine, and Charge Costs against Respondents. The Summary Order alleged that that Respondents 
failed to make Thoroughbred National, LLC’s books and records available for examination by the 
Securities Division. As part of the Consent Order, Thoroughbred National, LLC agreed to withdraw 
its investment adviser registration and may not apply for registration as an investment adviser or 
broker-dealer in the state of Washington for a period of two years. Gregory Ferry also agreed to 
withdraw his investment adviser representative registration and may not apply for registration as an 
investment adviser, broker-dealer, securities salesperson, or investment adviser representative in the 
state of Washington for a period of two years. The Consent Order additionally includes a $500 fine 
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and a $200 payment of costs. Respondents waived their rights to a hearing and judicial review of 
this matter. 
 
Michael Dennis Jackson – Consent Order - S-17-2329-20-CO01 
 
On July 22, 2020, the Securities Division entered into a Consent Order with Michael D. Jackson. 
The Securities Division had previously entered a Statement of Charges against Jackson, which 
alleged that Jackson violated RCW 21.20.020 and RCW 21.20.035 when he advised a client to open 
a brokerage account for Jackson to manage away from Jackson’s firm. Jackson then allegedly 
engaged in speculative trading in the account, which lost all of its value. In the Consent Order, 
without admitting or denying the allegations, Jackson agreed to cease and desist from violations of 
the Securities Act of Washington, to have his securities license suspended for three years, to pay 
restitution of $10,000 to the client, and to pay $2,500 in investigative costs. Jackson waived his right 
to a hearing and judicial review of this matter.  
 
Gregory Lone; Paramount Financial Advisors LLC – Final Order - S-19-2639-20-FO01 
 
On August 5, 2020, the Securities Division entered an Entry of Findings of Fact and Conclusions of 
Law and Final Order to Cease and Desist, Deny Future Registrations, Impose Fines, and Charge 
Costs against Respondents Gregory Lone (CRD #2347566, OIC #227770) and his company 
Paramount Financial Advisors LLC. In the Final Order, the Securities Division alleged that Lone 
and Paramount violated the Securities Act of Washington by employing a Ponzi scheme to defraud 
clients of over a half-million dollars. The Securities Division alleged that Lone convinced seven 
clients, almost all of whom were in their eighties or nineties, to write checks to Paramount for 
investment purposes. Rather than investing the funds as promised, Lone diverted them for his 
personal use or to repay clients who had been defrauded earlier in the scheme. The Securities 
Division ordered Lone and Paramount to cease and desist from violations of the Securities Act of 
Washington, denies any future applications for registration with the Securities Division, imposed a 
fine of $70,000, and charged investigative costs of $10,000.  
 
Margaret Powers; Gordon Lee Powers, Jr.; Summit Wealth Solutions – Consent Order - S-
19-2614-20-CO01 
 
On September 8, 2020, the Securities Division entered into a Consent Order with Respondents 
Margaret Powers, Gordon Lee Powers, Jr., and Summit Wealth Solutions, LLC. The Securities 
Division had previously entered a Statement of Charges against Margaret Powers, Gordon Lee 
Powers, Jr., and Summit Wealth Solutions, LLC alleging that they all made unsuitable sales 
recommendations through their pursuit of a high-risk investment strategy in client accounts; that 
Margaret Powers and Summit Wealth Solutions, LLC charged clients an unreasonable fee by 
assessing clients an assets under management fee on static long-term cash investments; that Gordon 
Lee Powers, Jr. provided investment advice without being registered to do so; and that, as a result, 
Summit Wealth Solutions, LLC unlawfully employed and associated with him. The Statement of 
Charges also alleged that Gordon Lee Powers, Jr. misrepresented or omitted material facts in the 
course of providing unregistered investment advice. In the Consent Order, without admitting or 
denying the Securities Division’s allegations, Margaret Powers, Gordon Lee Powers, Jr., and 
Summit Wealth Solutions, LLC agreed to cease and desist from violating the Securities Act of 
Washington, to pay $8,000 in investigative costs, and to pay $4,000 in fines. The Consent Order also 
revoked the investment adviser representative registration of Margaret Powers and the investment 
adviser registration of Summit Wealth Solutions, LLC. Further, as part of the Consent Order, the 
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Securities Division will deny any future securities broker-dealer, securities salesperson, investment 
adviser, or investment adviser representative applications the Respondents may file with the 
Securities Division. The Respondents each waived their right to a hearing and judicial review of this 
matter. 
 
Ron Walter Hannes; Hannes Financial Services, Inc. – Consent Order - S-20-2873-20-CO01 
 
On September 16, 2020, the Securities Division entered into a Consent Order with Respondent 
Ronald Walter Hannes (CRD #1462241), and his company Hannes Financial Services, Inc. (“HFS”). 
The Securities Division had previously entered a Statement of Charges against Hannes and HFS. In 
the Statement of Charges, the Securities Division alleges that Hannes and HFS violated the 
Securities Act of Washington by employing a scheme to defraud their clients by selling unregistered, 
fictitious investments, concealing these sales from their broker-dealer, and falsifying documents in 
response to the broker-dealer’s internal investigation. The Securities Division further alleged that 
Hannes and HFS defrauded at least nineteen clients of at least $2.9 million. In the Consent Order, 
without admitting or denying the Securities Division’s allegations, Hannes and HFS agreed that any 
future applications for registration with the Securities Division shall be denied. Hannes and HFS 
further agreed to pay a fine of $45,000 and investigative costs of $5,000, and waived their right to a 
hearing and to judicial review of this matter. 
 
Robert O. Abbott III – Consent Order - S-19-2691-20-CO02 
           
On September 16, 2020, the Securities Division entered into a Consent Order with Robert O. Abbott 
III. Abbott was the president of and registered as an investment adviser representative of Harvest 
Capital Advisors, Inc. The Consent Order alleged that Abbott violated the investment adviser 
antifraud provision of the Securities Act of Washington by receiving a substantial gift and borrowing 
money from a firm client. Abbott neither admitted nor denied the allegations, but agreed to cease 
and desist from violations of the investment adviser antifraud provision, to voluntarily not apply for 
any securities licenses in the future, and to pay a $2,000 fine. Abbott waived his right to a hearing 
and to judicial review of the matter.  
 
Michael Pace, CFP (CRD #113986) – Final Order - S-20-3033-21-FO01 
 
On March 3, 2021, the Securities Division entered a Final Order to Revoke Registration against 
Respondent Michael Pace, CFP. In the Final Order, the Securities Division found that Pace CFP, a 
sole proprietorship, failed to maintain a compliant business continuity and succession plan as 
required of registered investment advisers. As a result, when the owner of Pace CFP died, Pace CFP 
did not have a complete set of books and records of the investment adviser nor any qualified person 
in place to carry out the investment advisory business. The Securities Division revoked the 
investment adviser registration of Pace CFP. Pace CFP has the right to request judicial review of the 
Final Order. 
 

D. Actions Related to Unregistered Activities 
 

Dai Lam Phuong, a.k.a. Dan Phuong and d.b.a. Fortpoint Investment Management - S-19-
2762-20-FO01 
 
On March 26, 2020, the Securities Division entered an Entry of Findings of Fact and Conclusions 
of Law and Final Order to Cease and Desist, to Impose Fines and to Charge Costs against 
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Respondent Dai Lam Phuong, a.k.a. Dan Phuong and d.b.a. Fortpoint Investment Management. The 
Securities Division alleged that the Respondent violated the Securities Act of Washington by acting 
as an investment adviser and/or an investment adviser representative while not registered to do so 
and failing to make available books and records. The Securities Division ordered the Respondent to 
cease and desist from violating the Securities Act of Washington, imposed an administrative fine of 
$76,600, and charged investigative costs of $7,000.  
 
Richard O. Johnson II – Final Order - S-17-2275-20-FO01 
 
On June 2, 2020, the Director of the Washington State Department of Financial Institutions entered 
a Final Order against Richard O. Johnson II. In the Final Order, the Director upheld the findings of 
the Securities Division which found that Respondent violated RCW 21.20.040 when he held himself 
out as a “certified financial planner” while not registered as an investment adviser, or exempt from 
such registration in the State of Washington. The Final Order ordered Respondent to cease and desist 
from any further violations of RCW 21.20.040. The Final Order ordered that any future securities 
registration application of Respondent as an investment adviser, broker-dealer, investment adviser 
representative, or securities salesperson shall be denied. The Final Order ordered Respondent to pay 
a fine of $10,000 and to pay costs of $2,000.  
 
Jeffrey A. Mascio – Final Decision and Order - S-17-2194-20-FO02 
           
On August 24, 2020, the Director of the Department of Financial Institutions entered a Final 
Decision and Order against the Respondent Jeffrey A. Mascio. The Final Decision adopted the 
findings of fact and conclusions of law from the original Statement of Charges S-17-2194-18-SC01 
issued on August 27, 2018. The decision was based on the collateral estoppel effect of a judgment 
in civil litigation in favor of a couple who invested with Mascio, who was not registered as an 
investment adviser, in which the court found that Mascio had violated the suitability provision of 
the Securities Act of Washington. The Final Decision denied the Respondent’s future securities 
registrations and ordered the Respondent to cease and desist from violations of RCW 21.20.702 and 
to pay a fine of $20,000 and investigative costs of $5,000.  
 
Baker & Associates, LLC; David Baker – Consent Order - S-19-2645-20-CO01 
 
On February 9, 2021, the Securities Division entered into a Consent Order with Baker & Associates, 
LLC (CRD 305284) and David Baker (CRD 809683). The Securities Division previously entered 
a Statement of Charges and Notice of Intent to Enter an Order to Cease and Desist, Impose Fines, 
and Charge Costs against Respondents. The Consent Order states that Respondents violated the 
Securities Act of Washington by holding themselves out as an “IRA investment advisor,” a 
“financial advisor,” and a financial planner while not registered as an investment adviser or 
investment adviser representative in Washington in violation of RCW 21.20.040(4). Respondents 
modified their website and agreed to cease and desist from any further violations of RCW 
21.20.040(4). Respondents agreed to pay a fine and costs. The fine and costs were reduced due to 
their financial condition. Respondents waived their right to a hearing and judicial review of the 
matter. 
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Yuri Prostov and Global Investment Management Inc. dba Global Investment Advisors – 
Final Order - S-16-2088-20-FO01 
 
On October 22, 2020, the Securities Division entered a Final Order to Cease and Desist, to Deny 
Future Registrations, to Impose a Fine, and to Charge Costs (Final Order) against Yuri Prostov (CRD 
#5668876) and Global Investment Management Inc. d.b.a. Global Investment Advisors (CRD 
#144000). In the Final Order, the Securities Division concluded that Prostov and Global Investment 
Advisors violated the Securities Act of Washington by acting as an investment adviser and/or 
investment adviser representative while not so registered in the state of Washington. The Securities 
Division further concluded that Prostov and Global Investment Advisors violated the Securities Act 
of Washington by misrepresenting their advisory fee to a client.  

 
E. Actions Involving Issuers 

 
Halydean Corporation – Consent Order - S-19-2736-20-CO01 
Taylor Forrester Moffitt a.k.a. Taylor Moffitt of Halydean – Final Order - S-19-2736-20-
FO01 
 
On August 17, 2020, the Securities Division entered into a Consent Order with Halydean 
Corporation. The Securities Division had previously entered a Statement of Charges against 
Halydean Corporation, which alleged that it had violated the Securities Act of Washington when it 
offered and sold about $25,000 of unregistered stock to five investors. The Statement of Charges 
also alleged that Halydean Corporation violated the anti-fraud provision of the Securities Act by 
failing to disclose material information to investors. In the Consent Order, without admitting or 
denying the Securities Division’s allegations, Halydean Corporation agreed to cease and desist from 
violating the Securities Act of Washington, to pay $10,000 in fines, and to pay $10,000 in 
investigative costs. Halydean Corporation waived its right to a hearing and judicial review of this 
matter. The Securities Division previously entered a final order against another participant in the 
offering, Taylor Forrester Moffitt, on May 20, 2020 in which it ordered Respondent to cease and 
desist from violating the Securities Act of Washington, imposed an administrative fine of $24,500, 
and charged investigative costs of $16,470.17.  
 
Jeffery Allen Huston; 3D Money, LLC; AEHK, LLC; Maplewood Offering, LLC; Sunrise 
Capital, LLC – Consent Order - S-19-2672-20-CO01 
 
On May 28, 2020, the Securities Division entered into a Consent Order with Respondents Jeffery 
Allen Huston; 3D Money, LLC; AEHK, LLC; Maplewood Offering, LLC; and Sunrise Capital, 
LLC. The Securities Division alleged in its consent order that Respondents violated the Securities 
Act of Washington by offering and selling unregistered securities in the form of promissory notes to 
Washington residents. Respondents were unable to rely on their claimed exemption from registration 
because they used a bad actor in their offerings, sold their securities through general solicitation, and 
did not provide required financial disclosures to non-accredited investors. Respondents Huston and 
3D Money, LLC also violated the Securities Act of Washington by not registering as a securities 
salesperson or broker-dealer in Washington while offering and selling these securities. Additionally, 
Respondents violated the antifraud provision of the Securities Act of Washington by failing to 
disclose to investors the bad actor’s previous consent order with the Securities Division and that 
there was a conflict of interest in the bad actor’s recommendation of the securities to investors due 
to the Respondents paying to attend and sponsor the bad actor’s seminars. Without admitting or 
denying the Securities Division’s allegations, Respondents agreed to cease and desist from violations 
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of the securities registration provision; securities salesperson and broker-dealer registration section; 
and the antifraud provision of the Securities Act of Washington. Respondents agreed to pay a total 
of $13,312.50 in fines and investigative costs and waived their rights to a hearing and judicial review 
of the matter. 
 
Pinnacle Lending LLC, Waln Team Funding LLC, and Tamara Christine King – Consent 
Order - S-19-2811-20-CO01 
Paul DeLette Waln Jr. – Consent Order - S-19-2811-20-CO02 
 
On June 9, 2020, the Securities Division entered into a Consent Order with Respondents Pinnacle 
Lending LLC, Waln Team Funding LLC, and Tamara Christine King. The Securities Division found 
that Respondents had offered and sold $325,000 of investments in Pinnacle Lending to at least two 
investors and more than $100,000 of investments in Waln Team Funding to at least two investors. 
The Securities Division found that the Respondents offered and sold unregistered securities and 
violated the anti-fraud provision of the Securities Act of Washington by misrepresenting and failing 
to disclose material information about the investments. Without admitting or denying the Securities 
Division’s findings, the Respondents agreed to cease and desist from violating the registration and 
anti-fraud provisions of the Securities Act. The Respondents each waived their right to a hearing and 
judicial review of this matter. On September 24, 2020, the Securities Division entered into a Consent 
Order with Respondent Paul DeLette Waln Jr. (“Waln”). The Securities Division found that Waln 
offered and sold $325,000 of investments in Pinnacle Lending to at least two investors and more 
than $100,000 of investments in Waln Team Funding to at least two investors. The Securities 
Division found that Waln offered and sold unregistered securities and violated the anti-fraud 
provision of the Securities Act of Washington by misrepresenting and by failing to disclose material 
information about the investments. Without admitting or denying the Securities Division’s findings, 
Waln agreed to cease and desist from violating the registration and anti-fraud provisions of the 
Securities Act and to pay investigative costs of $5,000. Waln waived his right to a hearing and 
judicial review of this matter. 
 
Halcyon Apartments CC4R, LLC and Paul DeLette Waln Jr. – Consent Order - S-20-2881-
20-CO01 
 
On September 24, 2020, the Securities Division entered into a Consent Order with Respondent Paul 
DeLette Waln Jr. The Securities Division found that Waln offered and sold a total of $1.9 million 
worth of Halcyon LLC membership unit investments to more than 25 investors. The Securities 
Division also found that Waln offered and sold unregistered securities. Without admitting or denying 
the Securities Division’s Findings of Fact and Conclusions of Law, Waln agreed to cease and desist 
from violating the Securities Act and to pay $5,000 of investigative costs. Waln waived his right to 
a hearing and to judicial review of this matter. 
 
Roger Henry Tilton and Full_Tilton Ventures LLC – Consent Order - S-19-2774-20-CO01 
 
On June 25, 2020, the Securities Division entered into a Consent Order with Respondents, Roger 
Henry Tilton and Full_Tilton Ventures LLC. The Securities Division found that Tilton, a former 
registered securities salesperson and investment adviser representative, offered and sold at least 
$625,000 worth of unregistered investments to at least seven investors, including at least one 
Washington investor. The Securities Division concluded that Respondents violated the anti-fraud 
provision of the Securities Act of Washington by misrepresenting and omitting material information 
when offering and selling the investments. The Securities Division ordered the Respondents to cease 
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and desist from violating the Securities Act and imposed a $5,000 fine and charged $2,500 in costs 
against Tilton. Tilton also repaid $25,000 to the Washington investor. Without admitting or denying 
the Findings of Fact and Conclusions of Law, the Respondents waived their right to a hearing and 
to judicial review of this matter. 
 
PrimeFund, Inc. d.b.a. WealthFlex, Joseph John DiDomenico – Consent Order - S-17-2323-
20-CO01 
 
On June 25, 2020, the Securities Division entered into a Consent Order with Joseph John 
DiDomenico and Primefund, Inc., d.b.a. WealthFlex. The Securities Division had previously entered 
a Statement of Charges against Respondents, which alleged that Respondents violated the Securities 
Act of Washington when they offered and sold about $478,000 of unregistered securities to six 
investors. The Statement of Charges also alleged that Respondents violated the anti-fraud provision 
of the Securities Act by failing to disclose material information to investors. In the Consent Order, 
without admitting or denying the Securities Division’s allegations, Respondents agreed to cease and 
desist from violating the Securities Act of Washington, to pay $10,000 in fines, and to pay $7,500 
in investigative costs. Respondents each waived their right to a hearing and judicial review of this 
matter. 
 
S-20-2915-20-FO01 – Beverly Hills Jewelry & Loans, Inc., Alan Bernard Slotnikow – Final 
Order 
 
On September 2, 2020, the Securities Division entered a Final Order against Respondents, Beverly 
Hills Jewelry & Loans, Inc. and Alan Bernard Slotnikow. The Final Order found that during July 
and August 2019, the Respondents violated the registration provisions of the Securities Act of 
Washington by offering and selling a total of $30,000 worth of unregistered Beverly Hills stock to 
an elderly Washington investor through “cold calling.” The Final Order also found that Respondents 
violated the anti-fraud provision of the Securities Act by failing to disclose material information 
about the stock. The Final Order imposed a fine of $20,000 and charged costs of $5,000 against 
Slotnikow.  
 
The Sound Mortgage Brokers, LLC; Rochester 1-8, LLC, and Bruce Phillip Hills a.k.a. Phil 
Hills – Consent Order - S-18-2571-20-CO01 
On September 15, 2020, the Securities Division entered into a Consent Order with The Sound 
Mortgage Brokers, LLC, Rochester 1-8, LLC, and Bruce Phillip Hills, a.k.a. Phil Hills. The 
Securities Division had previously entered a Statement of Charges against Respondents, which 
alleged that Respondents violated the Securities Act of Washington when they offered and sold about 
$132,250 of unregistered securities to a Washington investor. The Statement of Charges also alleged 
that Respondents violated the anti-fraud provision of the Securities Act of Washington by failing to 
disclose material information to the investor. In the Consent Order, without admitting or denying 
the Securities Division’s allegations, Respondents agreed to cease and desist from violating the 
Securities Act of Washington. Respondents each waived their right to a hearing and judicial review 
of this matter.  
 
Jonathan Davis – Final Order - S-18-2410-20-FO01 
 
On September 30, 2020, the Securities Division entered a Final Order as to Respondent Jonathan 
Davis. The Securities Division had previously issued a Statement of Charges against Davis and 
another Respondent, Douglas Charles Anderson, in connection with the offer and sale of interests in 
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a marijuana retail entity, Diego Pellicer Inc., and a related publicly traded company, Diego Pellicer 
Worldwide Inc. The Final Order requires Davis to cease and desist from violating the registration 
provisions of the Securities Act of Washington.  
 
Signal Capital Management LLC – Consent Order - S-19-2819-20-CO01 
 
On September 15, 2020, the Securities Division entered into a Consent Order with Signal Capital 
Management LLC. The Securities Division found that Signal Capital had offered a $50,000 
investment in Signal Capital to a non-accredited Washington investor. The Securities Division found 
that Signal Capital made a Rule 506 (c) filing with the United States Securities & Exchange 
Commission, but failed to make a notice filing with the Washington Securities Division. Signal 
Capital was ordered to cease and desist from violating the registration provision of the Washington 
Securities Act and required to pay a fine of $5,000. Signal Capital waived its right to an 
administrative hearing and judicial review of this matter. 
 
Global Marine Exploration Inc., Robert Henry (“Bobby”) Pritchett III, Ronald R. Alber – 
Final Order - S-20-2872-20-FO01 
 
On September 17, 2020 the Securities Division entered a Final Order against Respondents Global 
Marine Exploration Inc.(“GME”) and Robert Henry Pritchett III. GME, whose principal place of 
business is located in Sebastian, Florida, is in the business of salvaging and recovering treasure from 
shipwrecks. The Final Order found that in January 2012, GME and Pritchett violated the registration 
provisions of the Securities Act of Washington by offering and selling $27,700 worth of unregistered 
GME stock to a Washington investor. The Final Order also found that GME and Pritchett violated 
the anti-fraud provision of the Securities Act by making untrue and misleading statements and by 
failing to disclose material information about the stock. The Final Order imposed a fine of $10,000 
and costs of $1,500 against Pritchett. GME and Pritchett each have the right to request judicial 
review of the Final Order. 
 
Geoffrey Wescott James a.k.a. Geoff James or Geoff Wescott, d.b.a. Veritas International 
Limited, d.b.a. Veritas Incorporated, d.b.a. Veritas Capital Partners, d.b.a. Aquila LTD 
Malta, and Wescott Special Projects – Final Order - S-18-2523-20-FO01 
 
On September 24, 2020, the Securities Division entered a Final Order to Cease and Desist, to Impose 
a Fine, and to Charge Costs against Geoffrey Wescott James a.k.a. Geoff James or Geoff Wescott, 
d.b.a. Veritas International Limited, d.b.a. Veritas Incorporated, d.b.a. Veritas Capital Partners, 
d.b.a. Aquila LTD Malta. The Final Order alleged that the Respondents violated the Securities Act 
of Washington by offering and selling unregistered securities and investment of over $500,000 to a 
Washington resident in the form a profit sharing interest in a gold bullion import/export venture and 
misrepresenting or failing to disclose material facts in violation of RCW 21.20.140 and .010 
respectively. The Final Order further alleged that Respondent James sold securities when not 
registered as a broker or securities salesperson in violation of RCW 21.20.040. The Final Order 
orders the Respondents to cease and desist from violating the Securities Act of Washington, to pay 
an administrative fine, and investigative costs.  
 
Gregory D. Mrachek, Blue Gold co LC – Final Order - S-19-2694-20-FO01 
 
On September 24, 2020, the Director of the Department of Financial Institutions entered a Final 
Decision and Order as to Blue Gold co LC and Gregory D. Mrachek against Blue Gold and its 
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principal Gregory D. Mrachek. On September 5, 2019, the Securities Division had entered a 
Statement of Charges and Notice of Intent to Enter Order to Cease and Desist, to Impose Fines, and 
to Charge Costs against Blue Gold and Mrachek based on an offering related to obtaining massive 
amounts of drinking water and transporting it to the Persian Gulf region. The Statement of Charges 
alleged that Blue Gold and Mrachek each violated the securities registration and anti-fraud sections 
of the Washington State Securities Act, and that Mrachek violated the Act’s securities salesperson 
registration section. Mrachek requested an administrative hearing on the Statement of Charges for 
himself and for Blue Gold. On December 18, 2019, the administrative law judge scheduled a 
prehearing conference for January 3, 2020 and issued a Notice of Prehearing Conference that advised 
Mrachek that his appearance at the prehearing conference was mandatory. Mrachek failed to appear 
at the prehearing conference. As a result, the administrative law judge issued an Order of Default 
against Mrachek and Blue Gold and dismissed their appeals. The Final Order orders the Respondents 
to cease and desist from violating the Act’s securities registration and anti-fraud sections, and orders 
Mrachek to cease and desist from violating the Act’s securities salesperson section. The Final Order 
also orders each respondent to pay a $10,000 fine and to reimburse the Securities Division $1,250 
for investigative costs. The respondents may submit a Petition for Reconsideration to the Director. 
The respondents also may seek judicial review of the Final Order. 
 
American Equities, Inc. and Ross Miles – Consent Order - S-19-2702-20-CO01 
 
On October 29, 2020, the Securities Division entered into a Consent Order with American Equities, 
Inc. and Ross Miles. The Securities Division alleged that the Respondents raised more than $20 
million through the sale of unregistered securities in the form of promissory notes and limited 
liability company interests issued by various entities. The Securities Division alleged that Ross Miles 
acted as an unregistered broker-dealer or securities salesperson, and that the Respondents offered 
unregistered securities and violated the anti-fraud provisions of the Securities Act of Washington. 
In settling the matter, the Respondents neither admitted nor denied the allegations, but agreed to 
cease and desist from violating the Securities Act. The Consent Order requires the Respondents to 
pay investigative costs of $15,000. In addition, the Consent Order imposes a $100,000 fine against 
each Respondent, the payment of which is deferred until investors have been repaid in full. The 
Respondents waived their right to a hearing and judicial review of this matter. 
 
Global Marine Exploration Inc., Robert Henry (“Bobby”) Pritchett III, Ronald R. Alber – 
Final Order - S-20-2872-21-FO02 
 
On January 21, 2021, the Securities Division entered a Final Order against Respondent Ronald R. 
Alber. The Final Order found that in January 2012, Alber violated the registration provisions of the 
Securities Act of Washington by offering and selling $27,700 worth of unregistered Global Marine 
Exploration, Inc. stock to a Washington investor. The Final Order also found that Alber violated the 
anti-fraud provision of the Securities Act by making untrue and misleading statements and by failing 
to disclose material information about the stock. The Final Order imposed a fine of $10,000 and 
costs of $1,500 against Alber.  
 
Wesleyan Investment Foundation – Consent Order - S-20-3055-21-CO01 
 
On February 9, 2021, the Securities Division entered into a Consent Order with Wesleyan 
Investment Foundation. The Securities Division alleged that Wesleyan Investment Foundation 
conducted an unregistered offering of “deposit investments” between at least 2004 and 2017. In 
settling the matter, the Respondents neither admitted nor denied the allegations, but agreed to cease 
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and desist from violating the Securities Act. The Respondent further agreed to pay a fine of $10,000 
and reimburse the Securities Division $1,500 for its costs of investigation. The Respondent waived 
its right to a hearing and to judicial review of the matter. 
 
Geoffrey Thompson – Final Order - S-18-2484-20-FO02 
 
On February 12, 2021, the Securities Division entered Findings of Fact and Conclusions of Law and 
Final Order to Cease and Desist, to Impose a Fine, and to Charge Costs against Geoffrey Thompson. 
From October 2017 to November 2017, Thompson raised $2,100 from three Washington State 
investors through the sale of Doyen Elements common stock. Doyen Elements was in the business 
of providing ancillary services to the legal cannabis industry. In the Final Order, the Securities 
Division concluded that Respondent violated the antifraud provision of the Securities Act of 
Washington by failing to disclose material information to investors in its Regulation A – Tier 2 
offering.  
 
Charles Winn, LLC – Final Order - S-20-3038-21-FO01 
           
On February 23, 2021, the Securities Division entered a Final Order to Cease and Desist, Impose 
Fines, and Charge Costs against Charles Winn, LLC. The Securities Division previously entered a 
Statement of Charges against the Respondent on January 7, 2021. The Statement of Charges alleged 
that Charles Winn and its sales agents engaged in a cold-calling scheme to target investors 
throughout the United States, including Washington, to invest in its wine brokerage 
program. Between 2018 and 2020, four Washington residents invested approximately $68,000 in 
Charles Winn’s wine brokerage program. The Securities Division further alleged that the 
Respondent sold unregistered securities, acted as an unregistered broker-dealer, and violated the 
anti-fraud provision of the Securities Act of Washington. The Securities Division orders the 
Respondent to cease and desist from violating the Securities Act of Washington, and to pay fines 
and investigative costs. The Respondent has the right to request judicial review of this matter. 
 
New Vision Properties, LLC and Jimi Ward – Final Order - S-20-3048-21-FO01 
 
On March 3, 2021, the Securities Division entered a Final Order against New Vision Properties, 
LLC and Jimi Ward. The Securities Division previously entered a Statement of Charges alleging 
that the Respondents violated the registration and anti-fraud provisions of the Securities Act of 
Washington through the sale of approximately $100,000 of investments that were sold to investors 
in Washington and Oregon. The Final Order orders the Respondents to cease and desist from 
violating the Securities Act of Washington, orders New Vision Properties, LLC and Jimi Ward to 
each pay a fine of $10,000, and to pay $2,500 in investigative costs. The Respondents each have a 
right to seek judicial review of the Final Order. 
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II. RECENT RULEMAKING AND LEGISLATIVE INITIATIVES 
 

Recent rulemaking and legislative activity by the Securities Division is summarized below. 
Rulemaking documents may be found on our website at: https://dfi.wa.gov/securities/rulemaking. 

 
A. Rulemaking – Preproposal Statement of Inquiry Regarding SCOR Rules 

 
On January 28, 2021, the Securities Division filed a Preproposal Statement of Inquiry (Form 

CR-101) with the Code Reviser’s Office. The Form CR-101 is the first step in the rulemaking process 
and provides notice that the Securities Division is considering amending its rules. As indicated in 
the Form CR-101, Securities Division is considering amending chapter 460-17A WAC, which 
governs Small Company Offering Registration (“SCOR”).  

 
SCOR Registration is an optional method of state registration available to companies offering 

securities in reliance on the federal exemption from registration under Rule 504 of Regulation D or 
under Section 3(a)(11) of the Securities Act of 1933. Effective January 20, 2017, the SEC amended 
Rule 504 to increase the offering amount limitation from $1 million to $5 million. The SEC also 
amended Rule 147, the intrastate offering safe harbor to Section 3(a)(11) of the Securities Act of 
1933, and adopted a new intrastate offering exemption in Rule 147A. In response to these 
amendments, NASAA promulgated an amended Small Company Offering Registrations Statement 
of Policy, and made amendments to the Form U-7 (the disclosure document format used in a SCOR 
registration) in order to allow issuers to more fully take advantage of SCOR registration under the 
amended federal rules. On November 2, 2020, the SEC adopted further amendments to Rule 504, 
including raising the offering limit from $5 million to $10 million.  

 
The Securities Division is considering amendments to the rules in chapter 460-17 WAC to 

incorporate the recent updates to the federal rules, including increasing the maximum offering 
amount for SCOR offerings. In accordance with the rulemaking process, the Form CR-101 provides 
initial notice of the intention to conduct a rulemaking. The Securities Division will propose the rule 
amendments in a later Form CR-102 filing.  
 

B. Repeal of Debenture Company Provisions from the Securities Act of Washington 
 

The Washington Legislature repealed the debenture company provisions from the Securities 
Act of Washington effective June 11, 2020. The debenture company provisions (previously codified 
at RCW 21.20.705 to RCW 21.20.850) imposed a restrictive safety and soundness regulatory regime 
on companies that sold debt securities to investors and used the proceeds to fund investment-related 
activities. The Legislature adopted the debenture company provisions in the 1970s and 1980s. By 
2020, the debenture company provisions had effectively created a barrier to registration in 
Washington for non-profit organizations that offered low-interest notes (such as church extension 
funds and social impact funds). In consideration of changes in federal law, and the existence of other 
regulatory tools that provide protections for investors in registered offerings, the Securities Division 
sought the repeal of the debenture company provisions as obsolete and unnecessary for investor 
protection. As a result of the repeal, an increased number of issuers now meet the requirements to 
register their debt offerings in Washington. The repeal also makes Washington law more uniform 
with the securities laws in other states.  
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III. AMICUS BRIEFS 
 

A. Goldman Sachs Group, Inc. v. Arkansas Teacher Retirement System 
 

On March 3, 2021, Washington State joined 15 other states in filing an amicus curiae brief 
asking the U.S. Supreme Court to affirm the judgment of the Second Circuit in Arkansas Teacher 
Retirement System v. Goldman Sachs Group, Inc., 955 F.3d 254 (2nd Cir. 2018), cert. granted 141 
S. Ct. 950 (Dec. 11, 2020) (No. 20-222). 

 
The first issue on review is whether a defendant in a securities class action may rebut the 

presumption of class-wide reliance adopted by the Court in Basic Inc. v. Levinson, 485 U.S. 224 
(1988) by pointing to the generic nature of the alleged misstatement in showing that the statements 
had no impact on the price of the security, even though the evidence is also relevant to the substantive 
element of materiality. The second issue on review is whether a defendant seeking to rebut the Basic 
presumption has only a burden of production or also the burden of persuasion. The Second Circuit 
had rejected Goldman Sach’s position that the Basic presumption is rebuttable in this manner, 
because this would allow a defendant to bring materiality into the Rule 23 class certification stage 
of litigation under the Federal Rules of Civil Procedure.  

 
The amici argue that Court should uphold the Basic framework for evaluating price impact 

at the class certification stage of securities litigation, as it previously did in Halliburton Co. v. Erica 
P. John Fund, Inc., 573 US 258 (2014) (Halliburton II). In Basic, the Court established than an 
investor class can establish a class-wide presumption of reliance on a defendant’s misrepresentation 
upon demonstrating that 1) the alleged misrepresentations were publicly known; 2) shares of 
defendant’s stock were traded in an efficient market; and 3) the plaintiffs traded the stock on that 
market between the time of the misrepresentation and discovery of the truth. Halliburton II permits 
a defendant at the class certification stage to rebut the Basic presumption of reliance by 
demonstrating with factual evidence (typically expert reports and analysis) that the alleged 
misstatement did not affect the price of the stock. The Basic presumption of reliance and the 
established means to rebut it reflect both the operation of capital markets and the impact that 
misrepresentations have on these markets. In contrast, Goldman Sachs argues that courts should use 
common sense to determine whether an alleged misrepresentation impacted the price of a security, 
without considering actual evidence of price impact. Goldman Sachs argues that the more general a 
statement is, the less likely it is to have affected the price of the stock. According to the amici, this 
approach represents a step backwards from fact-based reliance, and is inconsistent with the purpose 
of securities class action litigation in remedying quantifiable investor losses. The amici observe that 
even general statements may affect the market demand for a security. 

 
In addition, the amici argue that the Court should continue to uphold Halliburton II, which 

provides that the defendant may rebut the Basic presumption only by meeting the burden of 
persuasion. This requires the defendant to demonstrate that a misstatement did not affect the price 
of the security. Requiring the defendant only to meet the burden of production would upend the well-
established operation of the presumption, and instead place that burden on the plaintiff once the 
defendant offered any probative evidence against price impact.  
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The amici argue that the practical reality is that the Basic presumption and its progeny are 
critical both to the feasibility of private securities actions and for securing proper enforcement of the 
securities laws, which protect both States’ pension funds and the investments of state residents. 

 
  The Supreme Court heard oral arguments on March 29, 2021. 
 

IV. SIGNIFICANT SECURITIES CASES OF 2020 AND EARLY 20211 
 

The following cases from 2020 and early 2021 arose under or reference the Securities Act of 
Washington, chapter 21.20 RCW:  

 
A. Freeman v. Seneca Ventures LLC 

 
Freeman v. Seneca Ventures LLC, No. 80541-0-I, 2021 WL 423135 (Wash. Ct. App. Feb. 8, 

2021) (unpublished), involved the offer and sale of interests in J&M Capital Group LLC and 
Metropole Capital Group LLC by Kurt Fisher to raise funds to purchase, renovate, and operate two 
hotels in Seattle. The offering materials and operating agreements represented that investors could 
elect to withdraw their investment after the companies applied for or received building permits. 
Upon exercising the election to withdraw, investors would receive their capital plus a 20% return. 
However, before investors gained the ability to withdraw under the terms of the operating 
agreements, both companies defaulted on their construction loans and entered receivership. On 
summary judgment, the trial court found defendant Kurt Fisher liable as a control person for making 
misstatements or omissions in connection with the sale of unregistered securities. Fisher appealed. 

 
On appeal, the court first addressed whether Fisher had made misrepresentations or 

omissions under the anti-fraud provisions of the Securities Act of Washington. According to the 
court, a reasonable investor would value the ability to opt out of the investment, and would find risks 
related to the opt-out provision material. The court noted, “The investment materials’ vague, general 
‘high risk’ warnings did not address the specific risks that could prevent an investor from opting 
out.” Id. at 4. By failing to disclose the risk of permitting delays or the risk of default from inadequate 
capitalization, the offering materials presented a misleading impression about the financial risks to 
investors. Accordingly, the court found that the trial court did not err in granting summary judgment 
on the claims involving misrepresentations and omissions under the Securities Act of Washington. 

 
The court further found that the trial court did not err in finding Fisher individually liable as 

a control person for violations of the Securities Act of Washington. In his appeal, Fisher asserted 
that he could not be held liable as a matter of law as a control person because he did not know, and 
in the exercise of reasonable care could not have known, of the existence of the facts by reason of 
which the liability is alleged to exist. In making its decision, the court noted that Fisher directly 
controlled both companies and wrote or co-wrote the investment materials. The court found the 
misleading omissions involved risks that Fisher knew or should have known had he been exercising 
reasonable care as manager of the LLCs. These include the risks related to profitability, permitting, 
adequate capital reserves, and capital management.  

 
Finally, the court found that the trial court did not err in finding that Fisher sold unregistered 

securities. On appeal, Fisher contended that the securities offered were exempt as a private offering. 

                                                 
1 Prepared by Jill Vallely, Esq., Registration & Regulatory Affairs Unit, Securities Division. 
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However, the availability of an exemption is an affirmative defense that the defendant must raise at 
trial. Fisher failed to raise the defense, and therefore waived it.  

 
B. Hammond v. Everett Clinic PLLC 

 
In Hammond v. Everett Clinic PLLC, No. 80772-2-I, 2021 WL 961130 (Wash. Ct. App. 

Mar. 15, 2021) (unpublished), the plaintiff signed a litigation release and later attempted to void it 
on the basis that the defendant misrepresented the facts of a merger transaction.  

 
Plaintiff Hammond previously worked as a physician at The Everett Clinic (“TEC”). TEC 

required all its physicians to purchase and hold its stock pursuant to a Buy-Sell Agreement. When 
physicians terminated their employment, TEC would buy back the stock at its purchase price. The 
Buy-Sell Agreement provided that for a 15-year period, if TEC sold all of its outstanding stock to a 
third party, TEC would distribute the proceeds to both former and current physicians in equal 
share.  

 
In 2015, TEC sent a letter to its former physicians, including Hammond, detailing a 

planned merger transaction in which current physicians would receive $1,000,000 each in 
exchange for their stock. The letter stated that it was the Board’s assessment that the transaction 
would not trigger the requirement to share proceeds with former physician because the merger was 
not a dissolution or sale of stock. However, the letter stated that because opinions on the 
application of the Buy-Sell Agreement to the transaction may differ, TEC would offer former 
physicians $350,000 in exchange for signing a litigation release. The plaintiff signed the release. 
Later, a group of former physicians who did not sign the release won an arbitration award of 
$1,000,000 each after the arbitrator determined the merger triggered the proceeds-sharing 
provision in the Buy-Sell Agreement. Following the arbitration decision, the plaintiff filed a 
complaint alleging breach of the Buy-Sell Agreement and seeking to void the litigation release on 
the basis of misrepresentation. The plaintiff subsequently attempted to amend the complaint to add 
a claim of misrepresentation under the Securities Act of Washington.  

 
The trial court granted the defendant’s motion for summary judgment on the basis that the 

litigation release barred the plaintiff’s claims, and denied the plaintiff’s motion to amend the 
complaint as futile. The plaintiff appealed. The plaintiff argued that TEC’s letter to its former 
physicians was misleading because it failed to describe the substance of the transaction as a sale of 
stock, not simply as a merger. The court affirmed the trial court’s finding that the plaintiff failed to 
demonstrate that the defendant made any misrepresentations that would void the litigation release. 
In making its decision, the court noted the plaintiff presented no evidence that the reverse 
triangular merger transaction occurred differently than described in the letter. The court also noted 
that the letter’s assertion regarding the applicability of the Buy-Sell Agreement was a legal opinion 
limited to the consequences of the merger to the former physicians. As such, the letter did not 
represent a misleading factual assertion. Finally, because the plaintiff predicated his claim for 
misrepresentation under the Securities Act of Washington upon this same letter, the court found 
that the trial court did not abuse its discretion in denying the motion to amend the complaint. 
 

C. Hunichen v. Atonomi LLC 
 

Hunichen v. Atonomi LLC, No. 2:19-cv-00615-RAJ-MAT, 2020 WL 7705944 (W.D. 
Wash. Dec. 28, 2020) involved a suit alleging violations of the Securities Act of Washington in 
connection with the initial coin offering (“ICO”) conducted by Atonomi LLC. Plaintiffs alleged 
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that the defendants sold unregistered securities in a pre-sale offering of Simple Agreements for 
Future Tokens (SAFTs) and in a subsequent public offering of tokens that occurred within six 
months. The purported purpose of the offering was to raise capital for the development of 
blockchain technology. Plaintiffs alleged that the defendants released the tokens for retail trading 
without developing any substantive utility for the tokens. The trading price of the tokens ultimately 
collapsed, and plaintiffs alleged that the defendant companies are now essentially defunct.  

 
The plaintiffs moved for a preliminary injunction to freeze the assets of the defendants that 

were traceable to the proceeds of the ICO. The defendants opposed the motion. The Magistrate 
Judge issued a Report and Recommendation recommending that the district court grant the motion 
for the injunction as to the defendant companies (but not as to the defendant individuals). 
Hunichen v. Atonomi LLC, No. C19-0615-RAJ-MAT, 2020 WL 7700253 (W.D. Wash. June 2, 
2020).  

 
The Report and Recommendation analyzed whether the plaintiff met the requirements for a 

preliminary injunction by demonstrating (1) a likelihood of success of the merits; (2) the likelihood 
of suffering irreparable harm in the absence of preliminary relief; (3) a balance of equities in the 
plaintiff’s favor; and (4) that the injunction was in the public interest. Therefore, in the Report and 
Recommendation, the Magistrate Judge addressed whether the plaintiffs had a likelihood of 
success for their claim that the defendants sold unregistered securities. The defendants argued that 
the SAFTs were exempt securities under Rule 506(b), and that the tokens sold in the subsequent 
public sale were not securities. With respect to the SAFTs, the Magistrate Judge concluded that 
plaintiff presented evidence that the defendants did not comply with the requirements for the Rule 
506(b) exemption, including the restrictions on general solicitation, the limit on the number of 
sales to non-accredited investors, and the holding period for the resale of the securities. In making 
this conclusion, the Magistrate Judge noted that the defendants posted messages regarding the pre-
sale offering on its Telegram channel, allowed investments by groups or syndicates that included 
unsophisticated investors, and unlocked the tokens for trading before the expiration of the 
restricted securities holding period. With respect to the tokens in the public sale, the Magistrate 
Judge concluded that the plaintiffs presented evidence that the tokens were securities under the 
Howey investment contract test. In making this decision, the Magistrate Judge noted that the use of 
Ethereum to purchase tokens represented an investment of money. In addition, the Magistrate 
Judge noted that there was a common enterprise with both horizontal and vertical commonality. 
Horizontal commonality existed because the defendants pooled the investors’ funds to develop the 
blockchain, and this goal tied the fortunes of the investors together. Vertical commonality existed 
because the investors depended on the expertise of the defendants to develop the blockchain. 
Finally, the Magistrate Judge concluded that investors had a reasonable expectation of profits from 
the efforts of others because the evidence suggested they contributed funds with investment rather 
than consumptive purpose. The Magistrate Judge did not find statements regarding the tokens’ 
utility purpose in the defendants’ offering materials to be persuasive. 

 
The defendants objected to the Report and Recommendation. On review, the district court 

declined to adopt the Report and Recommendation and denied the plaintiff’s motion for a 
preliminary injunction. The district court did not address whether the SAFTs were exempt 
securities or whether the tokens were securities. Rather, the court denied the motion for 
preliminary injunction because the plaintiffs failed to show irreparable harm. The district court 
found that the evidence presented by the plaintiffs did not demonstrate a likelihood of dissipation 
of the assets or other inability to recover monetary damages.  
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D. Washington State Investment Board v. Odebrecht SA 
 

In Washington State Investment Board v. Odebrecht SA, 461 F.Supp.3d 46 (S.D.N.Y. 
2020), the plaintiff sued a Brazilian holding corporation and three of its subsidiaries in connection 
with the sale of notes for failure to disclose a bribery scheme in which the defendants had illegally 
paid $788 million in bribes to various international government officials to improperly influence 
the award of over 100 large construction contracts to defendants. The three subsidiaries consisted 
of the issuer of the notes (“Odebrecht Finance”), a construction company that acted as the initial 
guarantor of the notes (“Norberto”), and the successor construction company that acted as 
subsequent guarantor of the notes (“Engenheria”). Plaintiff had purchased notes issued by 
Odebrecht Finance, and suffered losses when the value of the notes fell upon the revelation of the 
bribery scheme, the downgrading of the notes by ratings agencies, and the filing of criminal 
charges against the defendants. The defendants had not disclosed the existence of the bribery 
scheme in the Odebrecht Finance offering memoranda or the financial statements for Norberto. 
The plaintiff sued defendants for federal and state securities fraud, and for additional claims under 
Washington and New York law. The defendants Odebrecht Finance, Norberto, and Engenheria 
moved to dismiss the plaintiff’s complaint. 

 
With respect to the Washington law claims, defendants argued that the court must dismiss 

the plaintiff’s negligent misrepresentation, common law fraud, and Securities Act of Washington 
fraud claims because plaintiff did not plead sufficient detail pursuant to Rule 9A to identify who 
made the misrepresentations, when that person made the misrepresentations, who heard the 
misrepresentation, and when and if such person subsequently invested. The court found that the 
plaintiff, in describing that it made investments through internal investment managers who 
undertook issuer-specific research (including reviewing financial statements and specific 
disclosures), provided sufficient detail to plead reasonable reliance on the statements in the 
offering memoranda. However, the court noted that the offering memoranda specifically attributed 
its contents and financial statements to Norberto. The court found that Odebrecht Finance was not 
responsible for the preparation of the offering memoranda and therefore did not make the 
misstatements therein. Accordingly, the court denied the motion to dismiss the misrepresentation 
claims as to Norberto and its successor Engenheria, but granted the motion to dismiss to as to 
Odebrecht Finance. 

 
Defendants also argued that they are not liable as sellers under the Securities Act of 

Washington for purchases of notes made on the secondary market. Under Washington law, a seller 
includes any person whose acts were a “substantial contributive factor” to the sale. The court 
found that the plaintiff’s complaint, which alleged that the plaintiff would not have invested if 
Odebrecht Finance and Norberto had disclosed the bribery scheme, pled sufficient detail to show 
that the defendants’ actions were a substantially contributive factor to the plaintiffs’ purchase of 
the notes. Therefore, the court denied the defendants’ motion to dismiss the claim for seller 
liability. 

 
The defendants further argued that plaintiff failed to state a negligent misrepresentation 

claim under Washington common law. Under Washington law, negligent misrepresentation is 
limited to cases where the defendant had knowledge of the specific injured party’s reliance, the 
plaintiff was a member of a group the defendant sought to influence, or the defendant had a special 
reason to know that someone in a limited group would rely on the information. The court found 
that the plaintiff failed to plead sufficient evidence to bring a claim of negligent misrepresentation. 
In making its decision, the court noted that the plaintiff did not allege that the defendants directly 
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solicited the plaintiff, but merely claimed without further detail that the plaintiff was a member of 
a group of investors that the defendants sought to influence. Therefore, the court granted the 
motion to dismiss the negligent misrepresentation claim. 

 
V. WASHINGTON SECURITIES DIVISION STATISTICS 

 
A. Jurisdictional Areas and Regulated Entities as of 12/31/2020 

 
SECURITIES ACT – 21.20 RCW 
 

$124,497,709,737  Securities Permits, Notifications And Exemption Letters 
1,689  Registered Securities Broker-Dealers 

715  Registered Investment Advisers 
2,206  Investment Adviser Notifications 

186,846  Registered Securities Salespersons 
95  Exempt Reporting Advisers – Active Organizations 

13,450  Registered Investment Adviser Representatives  
3,541  Branch Offices Of Broker-Dealers 

157  Complaints 
143  Active Enforcement Cases 
73  Statements of Charges/Orders 

 
FRANCHISE INVESTMENT PROTECTION ACT – 19.100 RCW 
 

904  Registered Franchises 
555  Registered Franchise Brokers 
19  Complaints 
18  Active Enforcement Cases 
22  Statements of Charges/Orders 

 
BUSINESS OPPORTUNITY FRAUD ACT – 19.110 RCW 
 

2  Registered Business Opportunities 
3  Complaints  
0  Active Enforcement Cases 
0  Statements of Charges/Orders 

 
COMMODITIES TRANSACTIONS ACT 21.30 RCW 
 

0  Registered Commodities 
2  Complaints 
1  Active Enforcement Cases 
0  Statement of Charges/Orders 
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B. Registrations and Licensing Filing Activity Totals for Calendar Year 20202 
 
REGISTRATIONS, EXEMPTIONS & NOTIFICATIONS 
 

 NEW RENEW AMEND TOTAL 
Investment Company Notice Filings 2,444 23,452 21,696 47,592 
S-1 Registration Applications 1 2 12 15 
Reg A – Tier 1 Registration Applications 0 0 0 0 
Other Reg. by Coordination Applications 3 11 83 97 
Reg. by Qualification Applications 22 1 2 25 
SCOR (Small Company Offering Reg.) 0 0 0 0 
Reg A – Tier 2 Notice Filings 67 35 14 116 
Reg CF – Federal Crowdfunding Notices 11 0 0 11 
Franchise Applications 324 654 160 1,138 
Securities Exemption Notice Filings 3,639 0 1,089 4,728 
Opinions Requests 2 0 0 2 
Franchise Exemption Notice Filings 96 179 2 277 
Business Opportunities Applications 1 1 0 2 
Small Business Retirement Marketplace  3 2 0 5 

Total 6,613 24,337 23,058 54,008 
 
FIRMS & ENTITIES 
 

 NEW RENEW TOTAL 
Securities Broker-Dealers 64 1,675 1,739 
Investment Advisers  89 698 787 
Investment Advisers – Notice Filed 187 2,205 2,392 
Exempt Reporting Advisers 20 79 99 
Franchise Brokers 259 387 646 

Total 610 5,060 5,670 
 

REPRESENTATIVES & SALESPERSONS 
 

 NEW RENEW TOTAL 
Investment Adviser Representatives  2,479 13,656 16,135 
Intrastate Securities Salespersons  0 1 0 
Agents of Issuers  49 9 58 
Securities Salespersons 35,682 187,960 223,642 
Salespersons w/ Disclosure History 3,585 0 3,585 

Total 41,795 201,626 243,421 
 

                                                 
2 This workload data does not include information on registrations or licenses that terminate or fail to renew during the year. 
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Introduction and Overview 

The Oregon Department of Consumer and Business Services  (DCBS) has a dual mandate of protecting 
Oregon  consumers  and workers  and  supporting  a positive business  climate. The Division of  Financial 
Regulation  (DFR),  an  agency within DCBS,  administers  and  enforces  the Oregon  Securities  Law  (ORS 
Chapter 59) and the rules promulgated thereunder, among various other program areas, including: 

 Insurance (ORS Chapters 731 to 752, 646A, 806, 819, 823, and 825) 

o Pharmacy Benefit Managers (ORS 735.530‐.552, OAR 836‐200‐0406, et seq.) 

o Prescription Drug Price Transparency Reporting  (ORS 646A.683, et seq., OAR 836‐200‐
0500, et seq.) 

 Banks and Trusts (ORS Chapters 705 to 716)  

 Credit Unions (ORS Chapter 723) 

 Mortgage Brokers and Mortgage Loan Originators (ORS Chapter 86A) 

 Mortgage Loan Servicers (ORS 86A.300 to 86A.339) 

 Commodities (ORS Chapter 645) 

 Franchises (ORS Chapter 650) 

 Manufactured Structure Dealers (ORS Chapter 446) 

 Consumer Finance Lenders (ORS Chapter 725) 

 Pawnbrokers (ORS Chapter 726) 

 Payday and Title Lenders (ORS Chapter 725A) 

 Collection Agencies (ORS 697.005 to 697.095) 

 Debt Management Service Providers (ORS Chapter 697) 

 Debt Buyers (ORS 646A.640 to 646A.673) 

 Money Transmitters (ORS Chapter 717) 

 Check Cashers (ORS 697.500 to 697.555) 

 Pre‐Need Funeral Services (ORS Chapter 97) 

 ID Theft Protection Act (ORS 646A.600 to 646A.628) 
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DFR’s Response to the Global Pandemic 
The  global  COVID‐19  pandemic  brought  about  a  number  of  unique,  challenging,  and  unprecedented 
logistical challenges for both DFR and its stakeholders (and everyone else) and DFR spent much of 2020 
adapting to the various logistical and policy challenges brought about by the pandemic.  

 On March 8, 2020, Oregon Governor Kate Brown declared a  statewide  state of emergency  in 
response to the pandemic, with the order initially set to expire on May 7, 2020. (Executive Order 
20‐03). That order has been  subsequently extended 6  times,  including on February 25, 2021, 
which extend the state of emergency to May 2, 2021, unless extended or terminated earlier by 
Gov. Brown. (Executive Order 21‐05).  

 On March 23, 2020, Gov. Brown  signed an executive order  requiring, among other  things, all 
businesses and non‐profit entities with offices in Oregon to facilitate telework and work‐at‐‐home 
by employees, to the maximum extent possible, and prohibited work in offices whenever telework 
and work‐at‐home options were available. (Executive Order 20‐12.)  

 In response to those orders, DCBS closed  its building  in Salem, Oregon to the public and state 
workers were encouraged to work remotely whenever it was feasible. The DCBS office remains 
closed to the public and most DFR staff members continue to work from home. DFR staff can only 
travel on state business when it is unavoidable and such travel must be approved by a manager 
or one of DFR’s deputy administrators.   

Many stakeholders – including licensees, registrants, and their representatives – that were located out‐
of‐state were under similar orders from their respective governors. As will be discussed, program areas 
involving  securities  focused on  continuity of operations,  including moving  towards  conducting  virtual 
investment  adviser  and  broker  dealer  exams,  expanding DFR’s  securities  registration  electronic  filing 
options, etc.  

Similarly, the Enforcement unit started conducting all interviews of respondents, victims, witnesses and 
the like either telephonically or virtually using a number of different platforms. All administrative hearings 
in Oregon have been conducted virtually initially through Skype for Business and, more recently, through 
WebEx. The virtual hearings have gone relatively smoothly and the Office of Administrative hearings  is 
doing an excellent  job of ensuring all parties have access  to and  the ability  to  fully participate  in any 
hearings or other administrative proceedings. DFR expects  that  it will  continue  to use  various  virtual 
platforms for a number of business functions in the coming months.  
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Enforcement Updates 
Below are summaries of a few select administrative actions taken by DFR in 2020 and early 2021, as well 
as a few criminal and civil cases that DFR participated in or that are otherwise applicable to the work of 
DFR. All administrative orders issued by DFR are public and can be found on DFR’s website at:  

https://dfr.oregon.gov/laws‐rules/Pages/notices‐orders.aspx.  

Additionally, DFR publishes summaries of its enforcement actions on a quarterly basis. Those summaries 
can be found on DFR’s website at:  

https://dfr.oregon.gov/laws‐rules/Pages/enforcement‐summaries.aspx 

I. Recent Administrative Enforcement Cases of Interest: 

Lumentrades  Financial  Incorporated,  S‐19‐0064  –  DFR  issued  a  cease‐and‐desist‐order  and  fined 
Lumentrades  $50,000  for  offering  and  selling  fraudulent  cryptocurrency  investments  in  Oregon. 
Lumentrades held  itself out as a  full‐service brokerage  firm and sold cryptocurrency  investments  that 
promised guaranteed returns of 20 percent per month, with a return of the principal investment after six 
months.  Lumentrades  employed  unlicensed  intermediaries  (the  “account  managers”)”  to  funnel 
investments  to  the  company.  Investors  lost  all  of  the  money  they  invested  in  the  cryptocurrency 
investments. DFR was not able to trace the investor funds or identify any individuals behind Lumentrades. 
DFR did, however, take action against two of the “account managers,” i.e. money mules, for the role that 
they played in aiding and abetting Lumentrades’ securities fraud. See Roderick C. Hillian, S‐19‐0112, and 
Nadesh E. Tanyi, S‐19‐0111 
 
Randall Strange, S‐19‐0103, Nathaniel C. Harvey, S‐19‐0105,  Jayden S. Edwards, S‐19‐0108 –DFR issued 
cease‐and‐desist orders and fined Strange, Harvey and Edwards $20,000 each for the unlicensed sale of 
securities, and for aiding and abetting in the sale of unregistered securities and securities fraud. Strange, 
Harvey, and Edwards acted as “money mules” by funneling  investments though their bank accounts as 
part of an elaborate romance scam and securities fraud case. DFR received a complaint from an 80‐year 
old  recent widower who was  “catfished”  out  of more  than  $250,000.  The  fraudster  stole  a  Florida 
woman’s identity and befriended the victim through an online dating service, claiming to be the owner of 
an  art  gallery.  The  fraudster  then  persuaded  the  victim  to  send  money  for  a  purported  business 
opportunity. The victim was promised a short‐term return of the principal amount plus a percentage of 
the profits from the sale of the sculpture.   The scammer also pretended to seek  investors to cover $5 
million in transportation costs to ship a 500‐ton marble lion sculpture from China. The scammer provided 
fake documents to make the investment seem legitimate, including photographs of the marble lion statue, 
bank  statements, and contracts with a prominent New York museum  that had purportedly agreed  to 
purchase the statue. The case is more fully described by DFR in a press release, which was issued around 
Valentine’s Day 2020 and attracted national attention.  
 
Raymond  James  Financial  Services,  Inc.,  S‐19‐0019  – DFR  issued  a  cease‐and‐desist  order  and  fined 
Raymond James Financial Services $120,000 for failing to supervise its securities salesperson, Gary Dodds. 
DFR found that Dodds engaged in excessive trading in his clients accounts, recommended trades that were 
unsuitable for his clients, and failed to follow Raymond James’ written procedures. Raymond James was 

https://dfr.oregon.gov/AdminOrders/enf-orders-2020/LumentradesDefaultOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/LumentradesDefaultOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/StrangeConsentOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/HarveyDefaultOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/RJFSConsentOrderSIGG.pdf
https://dfr.oregon.gov/news/2020/Pages/20200211-catfish-romance-scam.aspx
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/EdwardsDefaultOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/TanyiConsentOrderSIGG.pdf
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required  to pay more  than $120,000  in  restitution  to Dodd’s clients and  to make changes  to  internal 
policies to better monitor the activities of its salespeople. DFR also took a separate action against Dodds 
(see Gary Dodds, S‐19‐0019 ), fining Dodds $100,000 for his excessive trading/churning on several of his 
elderly  clients’  accounts.,  making  unsuitable  recommendations,  and  failing  to  maintain  proper 
documentation of his  trading activities. Dodds was permanently barred  from acting as a  salesperson, 
investment advisor representative, or any other licensed capacity regulated by DFR.  
 
George C. Merhoff, S‐20‐0028 – DFR issued a cease‐and‐desist order and fined George C. Merhoff $55,000 
for engaging  in dishonest,  fraudulent, or unethical business practices by breaching his  fiduciary duty. 
Specifically, Merhoff  borrowed  or  loaned money  to  some  clients  and made  undisclosed  installment 
payments to others. DFR had previously disciplined Merhoff for negligently failing to ensure his clients 
understood their investments. Merhoff was permanently barred from the securities industry in Oregon, 
including the use of any licensing or registrations exemptions under the Oregon Securities Law that would 
otherwise have been available to him. 
 
Daryl W. Sutton dba The Blon Project, LLC, S‐19‐0099 – DFR issued a cease‐and‐desist order and fined 
Sutton $80,000 for selling unregistered securities, selling securities without a license, and making material 
omissions and misstatements  in connection with  the sale of securities. Sutton claimed  to manage  the 
music  career  of  a  certain musician  that  had  gained  national  attention  through  a  televised  singing 
competition and promised to pay investors 20‐25% from the artist’s earnings. While Sutton had ties to 
the artist, he was not in fact acting as her manager and did not have any sort contractual arrangement 
with her. Additionally, Sutton made representations to investors that vastly overestimated the value of 
his company, The Blon Project,  lied about having  invested his own funds  in the company, and claimed 
untruthfully that the company was a registered LLC, and that the securities were being sold in reliance on 
a valid securities registration exemption.  Sutton raised $48,000 from four Oregon investors. The order 
requires Sutton to pay full restitution to all of the Oregon  investors, and denies Sutton the use of any 
securities registration exemptions under the Oregon Securities Law.  
 
Charles L. Frost aka Jack Frost, dba Bowls4Life.com dba Bowls4life dba and Acre, S‐18‐0040 – In 2019, 
DFR  issued  a  cease‐and‐desist  order  against  Charles  “Jack”  Frost  and  his  businesses  for  selling 
unregistered securities, selling securities without a license, and for making material misstatements and 
omissions in connection with the sale of convertible promissory notes in Frost’s “fast casual” restaurant 
concept. Frost provided prospective investors with grossly inflated revenue projections, spent a significant 
portion of the $343,000 raised from Oregon  investors on travel and meal expenses, and used  investor 
money to make interest payments back to them and to other investors. Frost failed to open the planned 
restaurant and  failed  to repay  the  investors. DFR assessed $60,000  in civil penalties against Frost, but 
agreed to suspend the penalty if Frost made $54,000 in restitution payments to investors. Frost failed to 
make such payments, and thus in 2020 DFR took a second administrative action against Frost, reinstating 
the $60,000 in civil penalties. See S‐20‐0030 . Additionally, DFR issued a cease‐and‐desist order against F. 
David Lent dba Lent & Company, and Heather Hunter, S‐19‐0020, and fined Lent and Hunter $60,000 for 
aiding  and  abetting  in  the  violations  of Oregon  Securities  Law  committed  by  Frost.  The  fine will  be 
suspended  provided  that  Lent  and  Hunter  pay  restitution  to  Oregon  consumers  harmed  by  their 
violations. In addition, the order denies Lent and Hunter the use of any securities registration exemptions 
under the Oregon Securities Law. 

https://dfr.oregon.gov/AdminOrders/enf-orders-2021/DoddsConsentOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/MerhoffConsentOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2019/Frost Consent Order - SIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/RJFSConsentOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/Charles L Frost  Default Order - SIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/Lent Consent Order SIGG.pdf
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William C. Westrom, Jr., aka Bill Westrom, S‐19‐0144 – DFR issued a cease‐and‐desist order and fined 
Westrom, a former Oregon resident insurance producer and mortgage loan originator, $70,000 for selling 
unregistered securities without a securities  license, engaging  in  fraud, and  failing  to  respond  to DFR’s 
subpoena. The unregistered securities were mortgage investments offered by the Woodbridge Group of 
Companies and the various Woodbridge Mortgage Investment Funds. Woodbridge was the subject of a 
separate administrative order issued by DFR in 2018, relating to a fraudulent mortgage investment that 
operated as a Ponzi scheme. See S‐17‐0129.  
 
Bullbear  Investment Management, LLC and Ronald Theda, S‐20‐0025 – DFR  issued a cease‐and‐desist 
order  and  fined  Bullbear  Investment Management  and  Ronald  Theda  $2,000  for  books  and  records 
violations. Bullbear and Theda were cited for repeat exam deficiencies noted by DFR, including the failure 
to maintain a record of client agreements, failure to include certain disclosures and fee formulas, failure 
to document suitability determinations, among others.  In addition to the fine, Theda and Bullbear are 
required to retain an independent, third‐party compliance consultant to conduct a comprehensive review 
of the firm’s operations, policies, procedures, and practices relating to compliance with the books and 
records  requirements of  the Oregon Securities Law, and  to  implement any changes  recommended  to 
achieve compliance with the Oregon Securities Law.  
 
Wishbone Group LLC, US Fidelity Homes, Robert Reifer, and Edward Preble, S‐19‐0136 – DFR issued a 
cease‐and‐desist order and fined Wishbone Group, US Fidelity Homes, Robert Reifer and Edward Preble 
$50,000  for  selling  unregistered  securities,  selling  securities  without  a  license,  and  making  untrue 
statements  of material  fact  in  connection with  the  purchase  or  sale  of  a  security.  The  unregistered 
securities and  false statements were made  in connection  to purchase and  rehabilitation of distressed 
residential properties, which then would be sold or held as rental properties. Among other things, the 
respondents failed to record liens as promised, or recorded the liens in a position junior to that which was 
promised.  
 
Keith  R.  Gebert,  S‐19‐0041  –  DFR  issued  a  cease‐and‐desist  order  and  fined  Gebert,  a  New  Jersey 
investment  advisor  representative,  $20,000  for  impersonating  his  Oregon  client  in  a  call  with  the 
custodian of his client’s investment funds in which he ordered the transfer of $10,000 from his client’s 
account to a different account. DFR barred Gebert from applying for a securities‐related license, among 
other licenses, in Oregon for ten years.  
 
Gabriel Johnson and C2Squared Inc., S‐19‐0086 – DFR issued a cease‐and‐desist order and fined Johnson 
and his  company C2Squared $80,000  for  the  sale of unregistered  securities,  licensing  violations,  and 
engaging in fraud in connection with the sale of the securities. Johnson sold $17,000 in securities to two 
Oregon  investors  for use  in his television streaming company.  Johnson misrepresented the number of 
existing  subscribers,  failed  to make  regular payments,  failed  to  share  financial  information, and used 
investor funds for personal expenses.  
 
Michael Syman‐Degler, S‐20‐0007 – DFR issued a cease‐and‐desist order and fined Michael Syman‐Degler 
$5,000 for failing to timely file required amendments to his Oregon salesperson or  investment adviser 
representative  license application. Between 2012 and 2015, Syman‐Delger became obligated under no 
less than 12 tax  liens and  judgments, and failed to file amendments to his Oregon salesperson  license 

https://dfr.oregon.gov/AdminOrders/enf-orders-2020/WestromFinalOrder_Conformed.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2018/Woodbridge Wealth Consent Order sigg.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/ORD 2020 12 02 Bullbear Consent Order SIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2021/Wishbone Consent Order SSIG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/GebertConsentOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/JohnsonDefaultOrderSIGG.pdf
https://dfr.oregon.gov/AdminOrders/enf-orders-2020/ORD 2020 0316 Syman Degler ConsentOrder SIGG.pdf
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application within 30 days of the occurrence of these material changes, as required under the Oregon 
securities law.  
 
Greenbacker Renewable Energy Company LLC, S‐19‐0100 – DFR issued a cease‐and‐desist order and fined 
Greenbacker Renewable Energy Company $4,500  for  the  sale of unregistered  securities. Greenbacker 
initially registered its securities with DFR, but failed to renew its order of registration upon the expiration 
of the Order of Registration. The assessed fine equals three times the amount that Greenbacker should 
have paid as a registration fee had the securities been properly registered. 

II. Recent Civil and Criminal Cases of Interest:  

Lahn v. Vaisbort, 276 Or. App. 468 (2016) (civil)  
In 2016, the Oregon Court of Appeals adopted the four factor “family resemblance” test outlined by the 
Supreme Court in Reves v. Ernst & Young, 494 US 56, 63‐64 (1990) to determine whether the transaction 
in that case involved a “note” and therefore a “security” under the Oregon Securities Law. This was the 
first time that an Oregon court has adopted that particular test (C.f. Battig v. Simon, 237 F.Supp.2d 1139 
(2001)) and the Enforcement Section has  increasingly relied on that test  in criminal and administrative 
securities cases, particularly when the transaction does not involve an “investment contract” under the 
Howey test as applied in Oregon because the transaction involves one seller and one buyer. 
 
Aequitas Management, Inc, et al – (civil and criminal) 
A massive ponzi‐like scheme involving Aequitas Management first came to the attention of DFR in 2016. 
Aequitas was  an  investment  firm  in  Lake Oswego, Oregon.  Prior  to  its  collapse, Aequitas  claimed  to 
manage  $1.67  billion.  From  June  2014  to  February  2016,  Aequitas  raised  money  from  investors 
nationwide through the offer and sale of promissory notes with high rates of return, typically, 8.5 – 10%. 
The notes were purportedly backed by trade receivables a vast majority of which were concentrated in 
student loan receivables of Corinthian Colleges, a for‐profit education provider. Corinthian defaulted on 
its loans in 2014, which created significant cash flow problems for Aequitas and Aequitas began to collapse 
in 2015 when it was no longer able to meet its scheduled redemptions. Aequitas is alleged to have raised 
more  than  $350 million  from more  than  1,500  investors  nationwide,  failed  to  disclose  its  cash  flow 
problems to investors, and used money from new investors to pay old investors.  
 
In March 2016, the SEC charged Aequitas and three top executives with securities fraud, and in April 2020 
a  final  judgment was entered against the respondents and Aequitas was placed  into receivership. The 
three  executives  were  ordered  to  pay  in  excess  of  $2  million  in  disgorgement, 
interesthttps://www.cftc.gov/, and penalties, and were barred from the securities industry. See Aequitas 
Management, LLC, et al. (Release No. LR‐24805; Apr. 24, 2020) (sec.gov).  
 
In August 2020,  the Oregon US Attorney’s office announced a 32  count  indictment  that  charged  the 
former CEO of Aequitas with conspiracy to commit mail and wire fraud, wire fraud, bank fraud, and money 
laundering, as well as charging three former company executives with fraud and money  laundering.  In 
April 2019 and June 2019, two other former executives pleaded guilty to conspiring to commit mail and 
wire fraud and money laundering. See INDICTMENT‐Jesenik_et_al.‐Final.pdf (flashalertnewswire.net).  

https://dfr.oregon.gov/AdminOrders/enf-orders-2020/ORD 2020 0316 Syman Degler ConsentOrder SIGG.pdf
https://www.sec.gov/litigation/litreleases/2020/lr24805.htm
https://www.sec.gov/litigation/litreleases/2020/lr24805.htm
https://www.flashalertnewswire.net/images/news/2020-08/6325/136875/INDICTMENT-Jesenik_et_al.-Final.pdf
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Aequitas, its executives, and its attorneys and accountants were also subject to a number of class action 
lawsuits  both  under  the  Oregon  and  federal  securities  laws  for  either  their  direct  violations  of  the 
securities law, or for participating or materially aiding in the violations. The settlements in those cases in 
2019 have been described as one of the largest ever for a securities lawsuit in Oregon. 

Erik Hass (criminal) 
On June 9, 2020, Erik Hass was indicted by the U.S. Attorney for the District of Oregon (Eugene) on five 
counts of wire fraud, two counts of mail fraud, and one count of money laundering. Hass allegedly raised 
more  than $2 million  from  investors  (most of whom are Oregon  residents)  for  investment  in  foreign 
currency (forex) trading through Hass’ company, Simply Gains Inc. DFR’s investigation allegedly revealed 
that the investors lost over $1 million in the forex trading, that Hass misappropriated at least $415,000 
for personal expenses (mortgage payments, credit card debt, a Caribbean cruise), that Hass fraudulently 
solicited prospective investors by misleading them about his experience as a forex investor, and that Hass 
presented investors with false account statements purporting to show non‐existent profits. In addition to 
the federal criminal case, on June 11, 2020 the Commodity Futures Trading Commission (CFTC) filed a civil 
enforcement action against Hass and Simply Gains, seeking restitution, penalties,  industry bans, and a 
permanent  injunction.  See  CFTC  Charges  Forex  Trading  Firm  and  Its  Principal  with  Fraud  and 
Misappropriation | CFTC.  
 
Seanna Struhar (criminal) 
On September 22, 2020, Seanna Struhar was  indicted  in Clackamas County, Oregon, on two counts of 
aggravated theft in the first degree and one count of securities fraud. Struhar allegedly raised $200,000 
from  a  90  year  old Oregon  resident  to  finance  a  5  year  lease  on  a  property  to  grow  and  distribute 
marijuana, as well as  to purchase  related equipment.  In  return  for  that  investment, Struhar allegedly 
promised to make three interest/profit payment totaling $10,500 within 9 months of the investment. The 
purported  business  did  not  come  to  fruition,  and  DFR’s  investigation  revealed  alleged  misuse  of 
investment funds. The matter is currently set for trial.  
 
John C. Olson (criminal) 
On May 30, 2019, John S. Olson was indicted in Deschutes County, Oregon, on racketeering, six counts of 
aggravated theft in the first degree and two counts of money laundering. Olson allegedly raised $470,000 
from three investors, for use in operating his winery, Tesoaria Vineyard, LLC, and related businesses. DFR’s 
investigation revealed alleged misuse of investment funds, including use for personal expenses and using 
new investor funds to repay old investors, as well as failure to disclose business debts to investors. The 
matter is currently set for trial.  
 
Joseph David Galvan (criminal)  
In August 2019, DFR received a complaint against Joseph Galvan, a resident of Portland, Oregon, alleging 
that Galvan had defrauded multiple persons, using affinity fraud tactics, as part of an investment advisory 
scheme. The complainant and others alleged that Galvin presented himself as a savvy, high‐rolling and 
successful trader who had allegedly become wealthy from his trading activities, and that he persuaded his 
own family and his ex‐wife’s relatives to provide more than $650,000 for use in Galvan’s trading activities. 
DFR’s investigation revealed that Galvan used little, if any, of the victims’ investment funds on trading in 
the stock market. Instead the funds were used to finance his personal lifestyle. Galvan was indicted by the 
U.S. Attorney for the District of Oregon (Portland)  in August 2020 on multiple counts of wire and mail 
fraud, entered  into a plea agreement, and was sentenced  in March 2020 to the maximum sentence of 

https://www.cftc.gov/PressRoom/PressReleases/8178-20
https://www.cftc.gov/PressRoom/PressReleases/8178-20
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three years and ten months in federal prison. The Oregonian published an incredibly powerful article on 
this case, which is well worth a read and can be found at:  
https://www.oregonlive.com/crime/2021/03/father‐of‐fraudster‐urges‐judge‐to‐send‐son‐to‐prison‐for‐
maximum‐time‐possible‐i‐am‐ashamed‐of‐him.html  

 
Jon Harder (administrative and criminal) 
Jon Harder was the CEO of Sunwest Management, Inc. and related entities. Before its collapse in 2008, 
Sunwest Management owned and operated approximately 300 senior housing and assisted living facilities 
serving more than 15,000 residents. Due to fraud, rapid expansion, mismanagement, and the impact of 
the 2008 recession, investors in various facilities all over the country lost at least $120 million from 2006 
to 2008 and this case has been described as one of the largest frauds in Oregon history. 
 
In  January 2010, DFR  (fka  the Division of Finance and Corporate Securities) took administrative action 
against Harder, as CEO of Sunwest Management,  for  certain violations of  the Oregon Securities  Law. 
Harder also originally faced a 56‐count indictment in federal court on a host of charges, including fraud 
and money  laundering, for his role  in Sunwest, but,  in January 2015, he pleaded guilty to one count of 
money laundering and one count of wire fraud. The court sentenced Harder to 180 months in prison and 
he was ordered to pay restitution to the victims. He began serving that sentence in February 2016.  
 
Although Harder was set  to be released  in March 2029, on  January 13, 2021 President Donald Trump 
granted Harder clemency by commuting Harder’s sentence to time served. It DFR’s understanding that 
the Oregon US Attorney’s office may be looking into whether Harder is still required to pay court‐ordered 
restitution. 

III. Complaint and Enforcement Statistics (Securities cases, 2018‐2020) 

 
Suspected financial 
exploitation reports 

2018 
 

23 

2019 
 

34 

2020 
 

43 

 

Complaints/referrals  48  68  61   
Investigations  22  30  18   

Administrative actions  12  25  13   

Criminal referrals  6  7  2   

       
 
DFR’s  Enforcement  and  Investigation  Unit  generally  investigates  securities  complaints  that  allege 
securities  fraud, as well as complaints/reports that are required  to be made by certain persons under 
Senate Bill 95 and ORS 59.4801, labeled as Suspected financial exploitation reports in the chart above.  The 

                                                            
1 Senate Bill 95 (2017), codified at ORS 59.480 to 59.505, effective January 1, 2018, requires broker‐dealers and 
investment advisers to report suspected financial exploitation of vulnerable persons to DFR, which in turn must 
forward the report to the Oregon Department of Human Services. Persons may report suspected financial abuse 
using the following form on DFR’s website: 
https://dfr.oregon.gov/business/licensing/financial/securities/Pages/suspected‐financial‐exploitation.aspx 
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DFR Consumer Advocacy unit generally processes complaints that allege other potential violations of the 
Oregon Securities Law, or that relate to a customer dispute or customer service issue. a  

The  issues and alleged violations  in the 61 complaints that DFR received  in 2020 were varied, and 
included the following: 

 25 involved allegations of misrepresentations, omissions, and/or fraud in connection with 
the purchase or sale of securities.   

 8 involved issues with the transfer of funds and/or trades (e.g., delays, documentation, 
communication) 

 7 involved beneficiary issues (e.g., disputes relating to release of funds) 

 5 involved customer service delays/poor customer service 

 4 involved annuities disputes (e.g., replacements, fees, returns) 

 2 involved missing shares or other funds from the account 

 2 involved miscellaneous issues 

Robinhood  Financial  complaints:  On  January  28,  2021,  DFR  received  three  complaints  regarding 
Robinhood Financial, LLC’s decision  to  temporarily halt  the purchase of stock  in GameStop, AMC, and 
other stocks by retail  investors. Three other Oregonians filed complaints with Oregon DOJ, which then 
forwarded  those complaints  to DFR. The DFR Enforcement Section,  in conjunction with  the Securities 
Examination Section, is investigating those complaints. At the same time, NASAA has initiated a multistate 
inquiry into Robinhood’s conduct. The investigations of NASAA and DFR are currently ongoing. There have 
been  several  congressional  hearings  regarding  this matter with witness  testimony  from  Robinhood, 
Citadel LLC, Melvin Capital Management LP, the New York Stock Exchange, retail investors, and others. 

Recent Rulemaking and Legislation 
There were no changes to the Oregon Securities Law or administrative rules thereunder in 2020. However, 
there were several new federal regulations that were promulgated in 2020 that could have an impact on 
Oregonians. 

I. Regulation Best Interest  

Regulation Best  Interest was adopted by  the  Securities and Exchange Commission on  June 30, 2020.  
Among other things, Reg BI requires broker‐dealers and their associated persons to act in the best interest 
of their clients when making a recommendation at the time the recommendation is made, without placing 
the broker’s financial or other interests ahead of the client’s interests. 

On September 9, 2019, Oregon and six other states filed a lawsuit in the Second Circuit seeking to vacate 
and set aside Reg BI, alleging that 1) the Final Rule exceeded the statutory authority under the Dodd‐Frank 
Act, 2) the Final Rule was not in accordance with the applicable law, and 3) the Final Rule is arbitrary and 



Chapter 1B—Oregon Division of Financial Regulation

 1B–1041st Annual Northwest Securities Institute

capricious  under  the  Administrative  Procedures  Act.  On  June  26,  2020  the  three‐judge  panel  ruled 
unanimously that the SEC acted properly  in developing Reg BI and that the rule was not arbitrary and 
capricious. See, XY Planning Network, LLC v. SEC, Nos. 19‐2886 (2d Cir.) 

Several  states,  including  Maryland,  Nevada,  New  Jersey,  and  Massachusetts,  have  passed  laws  or 
proposed regulations requiring investment advisers, broker‐dealers and/or agents to disclose conflicts of 
interest to clients or to meet standards that their advice be in the customer’s best interest. Oregon has 
not modified  its  laws so far. In the 2021  legislative session, Representative Wilde sponsored House Bill 
2232, which would have required a person licensed under the Oregon Securities Law to disclose to that 
client that they are not a fiduciary if they are not subject to or have not assumed a fiduciary duty to that 
client.  The Bill would  also  required  a  person  licensed  under  the Oregon  Securities  Law  to  assume  a 
fiduciary duty when the licensed party provides advice or counsel regarding a client’s retirement benefit 
plan, provided that the plan is not subject to ERISA. The Bill, however, was not passed out of committee. 

II. SEC Proposed Exemption for Finders 

On October 7, 2020, the Securities and Exchange Commission voted to propose a new limited, conditional 
exemption from broker registration requirements for “finders” who assist issuers with raising capital in 
private markets  from accredited  investors.  If adopted,  the proposed exemption would permit natural 
persons to engage in certain limited activities involving accredited investors without registering with the 
Commission as brokers.  

On November 13, 2020, Oregon and 29 other state securities regulators signed a letter to the SEC raising 
concerns  about  the  proposed  exemption  stating  “[t]his  proposal  runs  directly  counter  to  the  public 
interest and,  if ordered, will actually harm rather  than protect  investors,” and “[g]iven both perennial 
concerns about and recent incidents of extraordinarily harmful frauds perpetuated by persons acting as 
finders,  the  last  thing  state  securities  regulators  expected  to  see  was  a  Commission  proposal  that 
facilitates  unlicensed  intermediaries  in  the  private market.”  The  proposed  exemption  has  not  been 
adopted and  it  is not clear  that  the exemption will be adopted given  that  the SEC  is now under new 
leadership. 
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Securities Licensing and Examinations 

I. Licensing Statistics   

Licensing Statistics (2018‐2020) 
 
 

 
2018 

 
2019 

 
2020 

Oregon Broker Dealer Salespersons       
  Oregon Residents  4,913 4,803 4,629
  Total  153,122 157,109 162,805
 
Investment Advisers 
  Oregon Licensed (1)  267 268 273
  Federal Licensed (2)  1,549 1,614 1,711
 
Oregon Licensed Investment Adviser Representatives (3): 

5,105 5,250 5,920

 
(1) Generally includes investment advisers with less than $100 million in assets under management. 
(2) Generally includes investment advisers with greater than $100 million in assets under management. 
(3) Includes representatives for both Oregon and federal advisers. 
 
Source: Central Registration Depository, “Jurisdiction Location Statistics Download.” January 2021 

The total number of licensed broker dealer salespersons that resided in Oregon declined between 2019 
and 2020 by 174, or 3.6%, while the total overall number of Oregon licensed broker‐dealer salespersons 
increased between 2019 and 2020 by 5,696, or 3.6%. That total number of Oregon licensed investment 
advisers increased between 2019 and 2020 by 5, or 1.8%, and the total number of Federal licensed Oregon 
investment advisers increased by 1,000, or 6.2%. The total number of Oregon licensed investment adviser 
representatives increased between 2019 and 2020 by 670, or 12.7%.   

II. Updates  

Pandemic Response 
In  response  to  the  global  pandemic,  most  investment  adviser  and  broker‐dealer  exams  are  being 
conducted virtually. The virtual exam process is as follows: 1) the examiner schedules the exam; 2) the 
examiner submits a document request to the firm’s Chief Compliance Officer or the Investment Adviser 
Representative, which can be the same person if the firm is a single operator); 3) the examiner conducts 
the exam interview by Zoom or other virtual means; and 4) additional documents may be requested based 
on  the  exam  interview.  Any  documents  that  are  requested  during  the  exam  process  are  submitted 
electronically, usually by email, but documents  that  contain private  client or  firm  information  can be 
submitted  through DFR’s  secure  portal: BISCOM.  The  examiners have  reported  that, while  there  are 
definite benefits to conducting an in‐person exam, the process has overall gone fairly well.  
 
Mini Re‐organization: 
In 2019, DFR combined the Securities Registration Analysts, Securities Examiners, and Securities Licensing 
personnel, who were previously separated among three teams, into one unit. The newly formed unit then 
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merged with DFR’s Banking section to form the Banking and Securities Section. The Banking and Securities 
Section is currently headed by Steve Gordon. 
 
Risk Analysis: 
In  2019, DFR  started  using  a  new  desk  audit  exam  approach  for  select  firms who  operate with  few 
deficiencies and use traditional strategies, and the DFR Examiners continue to incorporate this risk‐based 
assessment of  the Oregon  investment  adviser  firms when  conducting  their  exams.  The desk  exam  is 
intended to resemble a field exam in the evaluation of the adviser firm, except that DFR staff do not visit 
the business location of the firm.  A review of custodian information to verify the practices of the adviser 
is also completed.  DFR Examiners use multiple factors to determine the appropriateness of a desk exam, 
including whether the firm is a new licensee, prior exam results and the time period since the most recent 
exam. This approach has been effective and has been well received by our stakeholders.  
 
Joint Exams with Washington State 
The DFR Securities Examiners teamed up with their colleagues from Washington and conducted several 
broker‐dealer and investment adviser examinations in late 2019 and into 2020.  The examinations went 
smoothly and we all appreciated the opportunity to learn from each other and share observations.  
 
Top Examination Deficiencies: 

1. Registration / disclosures  

2. Suitability 

3. Contracts 

4. Fees and compensation 

5. Financial reporting 

6. Failure to file proof of E&O insurance.  
 

Regulation BI 

As previously noted, Oregon has not amended any of its laws and rules in response to Regulation BI. Under 
current Oregon  law, brokers  cannot make  recommendations  that are not  suitable  for  their  customer 
based on  information  furnished by such customer after  reasonable  inquiry concerning  the customer’s 
investment objectives, financial situation and needs, and any other information known by such broker‐
dealer or associated person. As a matter of policy, DFR will not examine broker dealers unless there  is 
cause to do so.  
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Securities Registrations  
Securities Registration Staff:  

Jason Ambers, Senior Securities Registration Analyst 
Jason.e.ambers@oregon.gov 
(503) 947‐7059 
 
Heather Chase, Securities Registration Analyst 
Heather.a.chase@oregon.gov 
(503) 400‐4820 
 
Sarah Dickey‐LoBue, Securities Registration Support 
Sarah.k.dickey@oregon.gov 
(503) 947‐7472 

I. Registration Statistics (2018‐2020)  

Registration Statistics (2018‐2020) 
   

2018 
 

2019 
 

2020 
Registrations       
New  11 23 19
Renewal  102 109 99
 
Covered Security Filings 
Tier 2 – Regulation A  30 36 49
Mutual Funds  1,365 1,077 502
Unit Investment Trusts  1,499 1,335 815
Rule 506  1,074 1,208 1,001
Other  15 5 3
 
Exemption Filings 
Oregon Crowdfunding  ‐ 1 ‐
SEC Rule 701  124 111 147

DFR saw a 17% decline of new applications to register securities and a 9% decline in applications to renew 
an existing securities registration order. Quite a number of issuers suspended their offerings in the first 
and second quarter of 2020 citing the uncertainty created by the Covid‐19 pandemic, but many of those 
issuers had resumed their offering by the third and fourth quarter of 2020. 
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II. Updates 

Pandemic Response: 

Prior to the pandemic, DFR accepted securities notice filings electronically, including 506, UIT, and Mutual 
Fund  filings  through  the NASAA  Electronic  Filing Depository  system  and Mutual  Funds  through  Blue 
Express. DFR did not accept the electronic submission of materials related to securities registrations and 
those documents had  to be submitted by hard copy.  In  light of  the  logistical challenges posed by  the 
pandemic,  DFR  has  temporarily  moved  to  accept  all  filings  and  securities  registration  materials 
electronically. Under that policy, filers can submit documents to the  individual examiner by email, and 
larger documents or documents that contain sensitive  information can be submitted through BISCOM, 
DFR’s  secure  portal.  Electronic  payment  can  be made  by  credit  card  (no  ACH  payments).  For more 
information  regarding  the  current  policy,  please  go  to 
https://dfr.oregon.gov/business/reg/Pages/coronavirus.aspx#registration.  

In  June  2020, NASAA modified  its  EFD  filing  system  to  allow  for  the  submission of  certain  securities 
registration application materials. That  system acts as a hub where an  issuer  can  submit  registration 
materials  to  more  than  one  state.  For  more  information  regarding  the  EFD  system,  go  to 
www.efdnasaa.org.  
 
Regulation BI 

As a “merit review” jurisdiction, certain of the obligations under Reg BI have had little impact on DFR’s 
review of applications  to  register  securities. The Registration Analysts have noticed  in  their  review of 
certain securities registration filings that certain issuers have modified their disclosures in response to Reg 
BI, including to disclose: 1) the standards of conduct under Reg BI for participating broker dealers in the 
“Suitability  Standards”  section  of  the  prospectus;  and  2)  the  risk  that  compliance  with  Reg  BI  by 
participating broker dealers could negatively impact the issuer’s ability to raise capital. This  is a rapidly 
evolving area of law and DFR continues to monitor the disclosures and issue comments, as appropriate. 
 
Initial Coin Offering Registration Application ‐ UPDATE 

The written materials from last year mentioned that DFR had received its first application to register an 
initial coin offering. As a brief update, on August 24, 2020, the company’s offering of up to 130 million 
“Tokens” was declared effective by the SEC and the company set an offering price at $0.90 per Token with 
a minimum  investment  of  $1,000.  The  Tokens were  also  registered  in  at  least  14  states,  including 
California, Colorado, Connecticut, Georgia, Hawaii,  Illinois, Louisiana, Michigan, Minnesota, New York, 
Texas, Washington, Wisconsin, and Wyoming. Comments were not cleared in Oregon and, as such, were 
not registered. 

On April 5, 2021, the company announced in a press release that it was going to close that offering on 
April 22. On February 23, 2021, Valdy Investments Ltd., a Canadian shell company whose shares are traded 
on the Canadian TSX Venture Exchange (TSXV: VLDY.P), announced that it had entered into a non‐binding 
letter of  intent  dated  February  23,  2021  to  acquire  all outstanding  securities of  the  company. Upon 
completion of the acquisition, the company’s securities would be traded on the TSX Venture Exchange. 
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Oregon Innovation Hub  
DFR has created a framework for helping insurance, financial, and technology companies bring innovative 
products, services, and tools that DFR regulates to Oregonians.  

Insurance, financial, and technology companies are encouraged to connect with our Innovation Liaison to 
identify how new innovations can flourish within the state’s regulatory guidelines.  

Information and resources: https://dfr.oregon.gov/innovation    

I. Innovation Liaison:  
Aeron Teverbaugh, Senior Policy Advisor 
Aeron.Teverbaugh@oregon.gov 
(503) 947‐7844 
 
The Innovation Liaison brings together stakeholders, experts, and thought leaders to improve the state’s 
ability to regulate insurance and financial products in a way that allows innovation to flourish in Oregon. 
The liaison: 

 Reviews innovation and regulatory requirements to balance risks with benefits, and understand how 
new innovations can be applied. 

 Connects fintech and insuretech firms – companies that leverage technology to create new business 
models, delivery channels, and automated decisions for financial services and insurance companies – 
to the division. 

 Encourages collaboration between businesses, innovators, licensees, and consumers. 
 Identifies  areas where  the  legal  framework  needs  to  be modernized  to  keep  up with  changes  in 

technology. 

This helps DFR develop and maintain a regulatory structure that can adapt to innovation both now and in 
the future. 

II. Oregon Innovation Forum:  

DFR engaged in its first outreach event relating to the Oregon Innovation Hub on June 7, 2019 in Salem, 
Oregon.  The  event  was  titled  The  Future  of  Finance,  Insurance  and  Collaboration,  and  featured 
presentations  from  DFR  staff  and  industry  professionals  on  topics  including  blockchain  technology, 
innovation through collaboration, innovation and economic competitiveness.  
 
DFR held  its second Innovation event on January 11, 2021.   Due to the pandemic, DFR hosted a scaled 
down version of the forum. The Innovation Fireside was a virtual discussion about the benefits and pitfalls 
of AI in insurance.  DFR is exploring other topics that could be presented in the fireside format later this 
year.  
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Education and Outreach  
DFR has a five‐member outreach team that provides outreach and education to Oregonians on all services 
and  programs  regulated  by  DFR,  including  investments  and  securities.  DFR  also  provides  continuing 
education  classes  and  other  trainings  to  professionals  on  current  laws  and  regulatory matters.  For 
example, every  year we  lead  trainings with Oregon’s National Association of  Insurance  and  Financial 
Advisors (NAIFA) on Oregon laws and DFR regulations as well as current scams that may be facing their 
clients. DFR welcomes opportunities to train professionals and to build strong collaborative relationships 
with those providing services to the public. 
 
Senior  Safe:  In  2018, DFR  partnered with  a  number  of  state  and  federal  agencies,  as well  as  other 
consumer protection groups,  to present  to  investment adviser  representatives and  financial planners 
about senior financial exploitation. The focus was on spotting the red flags and how to report suspected 
financial elder abuse. DFR will be doing two Senior Safe presentations in June and July 2021 for NAIFA in 
Eugene. 
 
Scam Jam: Oregon AARP, the Oregon Department of Justice, and DFR continued their annual collaboration 
to present a  series of events about  common  scams and  to offer practical advice about avoiding and 
fighting  fraud. The event  spotlights  schemes  that  target older Oregonians. Each  session  focused on a 
different topic, including why people get scammed, scams during natural disasters, romance scams, and 
tips and resources to help fight fraud. Attendees learned about scams related to COVID‐19, robocalls, and 
catfishing. The presenters included Oregon Attorney General Ellen Rosenblum as well as representatives 
from the Federal Trade Commission, Internal Revenue Service, Adult Protective Services, AARP, and DFR. 
Due to the pandemic, the June 2020 event kicked off the approach of using a virtual platform for the Scam 
Jams. In February and March of 2021, DFR held the first ever Scam Jam in Spanish. This Spring’s Scam Jam 
took place virtually, with events held online each Friday from April 9 through April 30. The events were 
well attended by Oregonians across the state. 

Reverse Boiler Room: On March 5, 2020, DFR co‐sponsored a new event with the Oregon Department of 
Justice and Oregon AARP aimed at educating elderly consumers about financial fraud and other types of 
scams. Employees and volunteers  from  the  three agencies called  seniors  to  talk  to  them about  some 
common scams and the red flags they should be watching out for to avoid becoming victims of scams.  

Consumer education presentations: Due to the surge in scams and fraud related to Covid‐19, outreach 
staff wove  the  topic of  fraud  and  scams  into multiple presentations  and platforms,  including  twitter 
sessions with  the Oregon DOJ,  lunch‐and‐learns with  statewide  non‐profits,  and  panel  sessions with 
networks of service providers.  Spanish speaking consumers were able to access the information from DFR 
staff via Spanish based presentations hosted by AARP and events held by the Consulate of Mexico.  

Consumer guide: DFR has partnered with the Oregon Construction Contractors Board and the Oregon 
Department of Justice to develop a consumer guide to avoiding scams after disasters.  It is expected to 
be published by summer 2021.  
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Relevant Oregon and Washington RPCs and ABA Opinion

OR and WA RPC 1.0(b)

(b) "Confirmed in writing," when used in reference to the informed consent of a person, 
denotes informed consent that is given in writing by the person or a writing that a lawyer 
promptly transmits to the person confirming an oral informed consent. See paragraph (e) 
for the definition of "informed consent." If it is not feasible to obtain or transmit the writing 
at the time the person gives informed consent, then the lawyer must obtain or transmit it 
within a reasonable time thereafter.

OR RPC 1.0(g)

(g) "Informed consent" denotes the agreement by a person to a proposed course of 
conduct after the lawyer has communicated adequate information and explanation about 
the material risks of and reasonably available alternatives to the proposed course of 
conduct.  When informed consent is required by these Rules to be confirmed in writing or 
to be given in a writing signed by the client, the lawyer shall give and the writing shall 
reflect a recommendation that the client seek independent legal advice to determine if 
consent should be given.

WA RPC 1.0(e)

(e) "Informed consent" denotes the agreement by a person to a proposed course of 
conduct after the lawyer has communicated adequate information and explanation about 
the material risks of and reasonably available alternatives to the proposed course of 
conduct.

OR RPC 1.0(h)

(f) "Knowingly," "known," or "knows" denotes actual knowledge of the fact in question 
except that for purposes of determining a lawyer's knowledge of the existence of a conflict 
of interest, all facts which the lawyer knew, or by the exercise of reasonable care should 
have known, will be attributed to the lawyer.. A person's knowledge may be inferred from 
circumstances.

WA RPC 1.0(f)

(f) "Knowingly," "known," or "knows" denotes actual knowledge of the fact in question. A 
person's knowledge may be inferred from circumstances.

OR and WA RPC 1.1:

A lawyer shall provide competent representation to a client. Competent representation 
requires the legal knowledge, skill, thoroughness and preparation reasonably necessary 
for the representation.
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OR RPC 1.2

(a) Subject to paragraphs (b) and (c), a lawyer shall abide by a client's decisions 
concerning the objectives of representation and, as required by Rule 1.4, shall consult 
with the client as to the means by which they are to be pursued. A lawyer may take 
such action on behalf of the client as is impliedly authorized to carry out the 
representation. A lawyer shall abide by a client's decision whether to settle a matter. In 
a criminal case, the lawyer shall abide by the client's decision, after consultation with the 
lawyer, as to a plea to be entered, whether to waive jury trial and whether the client will 
testify.

(b) A lawyer may limit the scope of the representation if the limitation is reasonable 
under the circumstances and the client gives informed consent. 

(c) A lawyer shall not counsel a client to engage, or assist a client, in conduct that the 
lawyer knows is illegal or fraudulent, but a lawyer may discuss the legal consequences 
of any proposed course of conduct with a client and may counsel or assist a client to 
make a good faith effort to determine the validity, scope, meaning or application of the 
law.

* * *

WA RPC 1.2

(a) Subject to paragraphs (c) and (d), a lawyer shall abide by a client's decisions 
concerning the objectives of representation and, as required by RPC 1.4, shall consult 
with the client as to the means by which they are to be pursued. A lawyer may take 
such action on behalf of the client as is impliedly authorized to carry out the 
representation. A lawyer shall abide by a client's decision whether to settle a matter. In 
a criminal case, the lawyer shall abide by the client's decision, after consultation with the 
lawyer, as to a plea to be entered, whether to waive jury trial and whether the client will 
testify. 

(b)  A lawyer's representation of a client, including representation by appointment, does 
not constitute an endorsement of the client's political, economic, social or moral views or 
activities.

(c) A lawyer may limit the scope of the representation if the limitation is reasonable 
under the circumstances and the client gives informed consent.

(d) A lawyer shall not counsel a client to engage, or assist a client, in conduct that the 
lawyer knows is criminal or fraudulent, but a lawyer may discuss the legal 
consequences of any proposed course of conduct with a client and may counsel or 
assist a client to make a good faith effort to determine the validity, scope, meaning or 
application of the law.

* * *
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(f) A lawyer shall not purport to act as a lawyer for any person or organization if the 
lawyer knows or reasonably should know that the lawyer is acting without the authority 
of that person or organization, unless the lawyer is authorized or required to so act by 
law or a court order.

OR RPC 1.4:

(a) A lawyer shall keep a client reasonably informed about the status of a matter and 
promptly comply with reasonable requests for information.

(b) A lawyer shall explain a matter to the extent reasonably necessary to permit the 
client to make informed decisions regarding the representation.

WA RPC 1.4:

(a)  A lawyer shall:

          (1)  promptly inform the client of any decision of circumstance with respect to 
which the client's informed consent, as defined in Rule 1.0A(e), is required by these 
Rules;

          (2)  reasonably consult with the client about the means by which the client's 
objectives are to be accomplished;

          (3)  keep the client reasonably informed about the status of the matter;

          (4)  promptly comply with reasonable requests for information; and

          (5)  consult with the client about any relevant limitation on the lawyer's conduct 
when the lawyer knows that the client expects assistance not permitted by the Rules of 
Professional Conduct or other law.

(b)  A lawyer shall explain a matter to the extent reasonably necessary to permit the 
client to make informed decisions regarding the representation.

OR RPC 1.6:

(a) A lawyer shall not reveal information relating to the representation of a client unless 
the client gives informed consent, the disclosure is impliedly authorized in order to carry 
out the representation or the disclosure is permitted by paragraph (b).

(b) A lawyer may reveal information relating to the representation of a client to the 
extent the lawyer reasonably believes necessary:

(1) to disclose the intention of the lawyer's client to commit a crime and the 
information necessary to prevent the crime;
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(2) to prevent reasonably certain death or substantial bodily harm;

(3) to secure legal advice about the lawyer's compliance with these Rules;

(4) to establish a claim or defense on behalf of the lawyer in a controversy 
between the lawyer and the client, to establish a defense to a criminal charge or 
civil claim against the lawyer based upon conduct in which the client was 
involved, or to respond to allegations in any proceeding concerning the lawyer's 
representation of the client;

(5) to comply with other law, court order, or as permitted by these Rules; or

(6) in connection with the sale of a law practice under Rule 1.17 or to detect and 
resolve conflicts of interest arising from the lawyer’s change of employment or 
from changes in the composition or ownership of a firm. In those circumstances, 
a lawyer may disclose with respect to each affected client the client's identity, the 
identities of any adverse parties, the nature and extent of the legal services 
involved, and fee and payment information, but only if the information revealed 
would not compromise the attorney-client privilege or otherwise prejudice any of 
the clients. The lawyer or lawyers receiving the information shall have the same 
responsibilities as the disclosing lawyer to preserve the information regardless of 
the outcome of the contemplated transaction.

WA RPC 1.6:

(a) A lawyer shall not reveal information relating to the representation of a client unless 
the client gives informed consent, the disclosure is impliedly authorized in order to carry 
out the representation or the disclosure is permitted by paragraph (b).

(b) A lawyer to the extent the lawyer reasonably believes necessary:

(1) shall reveal information relating to the representation of a client to prevent 
reasonably certain death or substantial bodily harm;

(2) may reveal information relating to the representation of a client to prevent the 
client from committing a crime;

(3) may reveal information relating to the representation of a client to prevent, 
mitigate or rectify substantial injury to the financial interests or property of 
another that is reasonably certain to result or has resulted from the client's 
commission of a crime or fraud in furtherance of which the client has used the 
lawyer's services;

(4) may reveal information relating to the representation of a client to secure legal 
advice about the lawyer's compliance with these Rules;

(5) may reveal information relating to the representation of a client to establish a 
claim or defense on behalf of the lawyer in a controversy between the lawyer and 
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the client, to establish a defense to a criminal charge or civil claim against the 
lawyer based upon conduct in which the client was involved, or to respond to 
allegations in any proceeding concerning the lawyer's representation of the client;

(6) may reveal information relating to the representation of a client to comply with 
a court order;

(7) may reveal information relating to the representation to detect and resolve 
conflicts of interest arising from the lawyer's change of employment or from 
changes in the composition or ownership of a firm, but only if the revealed 
information would not compromise the attorney-client privilege or otherwise 
prejudice the client; or

(8) may reveal information relating to the representation of a client to inform a 
tribunal about any client's breach of fiduciary responsibility when the client is 
serving as a court appointed fiduciary such as a guardian, personal 
representative, or receiver.

(c) A lawyer shall make reasonable efforts to prevent the inadvertent or unauthorized 
disclosure of, or unauthorized access to, information relating to the representation of a 
client.

OR RPC 1.7:

(a) Except as provided in paragraph (b), a lawyer shall not represent a client if the 
representation involves a current conflict of interest. A current conflict of interest exists 
if: 

(1) the representation of one client will be directly adverse to another client; 

(2) there is a significant risk that the representation of one or more clients will be 
materially limited by the lawyer's responsibilities to another client, a former client 
or a third person or by a personal interest of the lawyer; or 

(3) the lawyer is related to another lawyer, as parent, child, sibling, spouse or 
domestic partner, in a matter adverse to a person whom the lawyer knows is 
represented by the other lawyer in the same matter. 

(b) Notwithstanding the existence of a current conflict of interest under paragraph (a), a 
lawyer may represent a client if: 

(1) the lawyer reasonably believes that the lawyer will be able to provide 
competent and diligent representation to each affected client; 

(2) the representation is not prohibited by law; 
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(3) the representation does not obligate the lawyer to contend for something on 
behalf of one client that the lawyer has a duty to oppose on behalf of another 
client; and 

(4) each affected client.

WA RPC 1.7:

(a) Except as provided in paragraph (b), a lawyer shall not represent a client if the 
representation involves a concurrent conflict of interest. A concurrent conflict of interest 
exists if:

(1) the representation of one client will be directly adverse to another client; or

(2) there is a significant risk that the representation of one or more clients will be 
materially limited by the lawyer's responsibilities to another client, a former client 
or a third person or by a personal interest of the lawyer.

(b) Notwithstanding the existence of a concurrent conflict of interest under paragraph 
(a), a lawyer may represent a client if:

(1) the lawyer reasonably believes that the lawyer will be able to provide 
competent and diligent representation to each affected client;

(2) the representation is not prohibited by law;

(3) the representation does not involve the assertion of a claim by one client 
against another client represented by the lawyer in the same litigation or other 
proceeding before a tribunal; and

(4) each affected client gives informed consent, confirmed in writing (following 
authorization from the other client to make any required disclosures).

OR and WA RPC 1.13:

(a) A lawyer employed or retained by an organization represents the organization acting 
through its duly authorized constituents.

(b) If a lawyer for an organization knows that an officer, employee or other person 
associated with the organization is engaged in action, intends to act or refuses to act in 
a matter related to the representation that is a violation of a legal obligation to the
organization, or a violation of law which reasonably might be imputed to the 
organization, and that is likely to result in substantial injury to the organization, then the 
lawyer shall proceed as is reasonably necessary in the best interest of the organization. 
Unless the lawyer reasonably believes that it is not necessary in the best interest of the 
organization to do so, the lawyer shall refer the matter to higher authority in the 
organization, including, if warranted by the circumstances, referral to the highest 
authority that can act on behalf of the organization as determined by applicable law.
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OR and WA RPC 1.16

(a) Except as stated in paragraph (c), a lawyer shall not represent a client or, where 
representation has commenced, shall withdraw from the representation of a client if:

(1) the representation will result in violation of the Rules of Professional Conduct 
or other law; 

(2) the lawyer's physical or mental condition materially impairs the lawyer's ability 
to represent the client; or 

(3) the lawyer is discharged.

(b) Except as stated in paragraph (c), a lawyer may withdraw from representing a client 
if: 

(1) withdrawal can be accomplished without material adverse effect on the 
interests of the client; 

(2) the client persists in a course of action involving the lawyer's services that the 
lawyer reasonably believes is criminal or fraudulent; 

(3) the client has used the lawyer's services to perpetrate a crime or fraud; 

(4) the client insists upon taking action that the lawyer considers repugnant or 
with which the lawyer has a fundamental disagreement; 

(5) the client fails substantially to fulfill an obligation to the lawyer regarding the 
lawyer's services and has been given reasonable warning that the lawyer will 
withdraw unless the obligation is fulfilled; 

(6) the representation will result in an unreasonable financial burden on the 
lawyer or has been rendered unreasonably difficult by the client; or 

(7) other good cause for withdrawal exists. 

(c) A lawyer must comply with applicable law requiring notice to or permission of a 
tribunal when terminating a representation. When ordered to do so by a tribunal, a 
lawyer shall continue representation notwithstanding good cause for terminating the 
representation. 

(d) Upon termination of representation, a lawyer shall take steps to the extent 
reasonably practicable to protect a client's interests, such as giving reasonable notice to 
the client, allowing time for employment of other counsel, surrendering papers and 
property to which the client is entitled and refunding any advance payment of fee or 
expense that has not been earned or incurred. The lawyer may retain papers, personal 
property and money of the client to the extent permitted by other law.
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OR RPC 1.18:

(a) A person who consults with a lawyer about the possibility of forming a client-lawyer 
relationship with respect to a matter is a prospective client.

(b) Even when no client-lawyer relationship ensues, a lawyer who has learned 
information from a prospective client shall not use or reveal that information, except as 
Rule 1.9 would permit with respect to information of a former client.

(c) A lawyer subject to paragraph (b) shall not represent a client with interests materially 
adverse to those of a prospective client in the same or a substantially related matter if 
the lawyer received information from the prospective client that could be significantly 
harmful to that person in the matter, except as provided in paragraph (d). If a lawyer is 
disqualified from representation under this paragraph, no lawyer in a firm with which that 
lawyer is associated may knowingly undertake or continue representation in such a 
matter, except as provided in paragraph (d).

(d) When the lawyer has received disqualifying information as defined in paragraph (c), 
representation is permissible if:

(1) both the affected client and the prospective client have given informed 
consent, confirmed in writing, or:

(2) the lawyer who received the information took reasonable measures to avoid 
exposure to more disqualifying information than was reasonably necessary to 
determine whether to represent the prospective client; and

(i) the disqualified lawyer is timely screened from any participation in the 
matter; and

(ii) written notice is promptly given to the prospective client

WA RPC 1.18:

(a) A person who consults with a lawyer about the possibility of forming a client-lawyer 
relationship with respect to a matter is a prospective client. 

(b) Even when no client-lawyer relationship ensues, a lawyer who has learned 
information from a prospective client shall not use or reveal that information, except as 
Rule 1.9 would permit with respect to information of a former client or except as 
provided in paragraph (e).

(c) A lawyer subject to paragraph (b) shall not represent a client with interests materially 
adverse to those of a prospective client in the same or a substantially related matter if 
the lawyer received information from the prospective client that could be significantly 
harmful to that person in the matter, except as provided in paragraphs (d) or (e). If a 
lawyer or LLLT is disqualified from representation under this paragraph or paragraph (c) 
of LLLT RPC 1.18, no lawyer in a firm with which that lawyer or LLLT is associated may 
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knowingly undertake or continue representation in such a matter, except as provided in 
paragraph (d).

(d) When the lawyer has received disqualifying information as defined in paragraph (c), 
representation is permissible if:

(1) both the affected client and the prospective client have given informed 
consent, confirmed in writing, or:

(2) the lawyer who received the information took reasonable measures to avoid 
exposure to more disqualifying information than was reasonably necessary to 
determine whether to represent the prospective client; and

(i) the disqualified lawyer is timely screened from any participation in the 
matter and is apportioned no part of the fee therefrom; and

(ii) written notice is promptly given to the prospective client.

(e) A lawyer may condition a consultation with a prospective client on the person's 
informed consent that no information disclosed during the consultation will prohibit the 
lawyer from representing a different client in the matter. The prospective client may also 
expressly consent to the lawyer's subsequent use of information received from the 
prospective client.

OR and WA RPC 2.1:

In representing a client, a lawyer shall exercise independent professional judgment and 
render candid advice. In rendering advice, a lawyer may refer not only to law but to 
other considerations such as moral, economic, social and political factors, that may be 
relevant to the client's situation.

OR and WA RPC 5.4 

* * *

(c) A lawyer shall not permit a person who recommends, employs, or pays the lawyer to 
render legal services for another to direct or regulate the lawyer's professional judgment 
in rendering such legal services.

* * *

OR and WA RPC 7.1:

A lawyer shall not make a false or misleading communication about the lawyer or the 
lawyer's services. A communication is false or misleading if it contains a material 
misrepresentation of fact or law, or omits a fact necessary to make the statement 
considered as a whole not materially misleading.
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OR RPC 8.4:

(a) It is professional misconduct for a lawyer to:

(1) violate the Rules of Professional Conduct, knowingly assist or induce another 
to do so, or do

so through the acts of another; 

(2) commit a criminal act that reflects adversely on the lawyer's honesty, 
trustworthiness or fitness as a lawyer in other respects;

(3) engage in conduct involving dishonesty, fraud, deceit or misrepresentation 
that reflects adversely on the lawyer’s fitness to practice law;

(4) engage in conduct that is prejudicial to the administration of justice; or

(5) state or imply an ability to influence improperly a government agency or 
official or to achieve results by means that violate these Rules or other law, or

(6) knowingly assist a judge or judicial officer in conduct that is a violation of 
applicable rules of judicial conduct or other law

(7) in the course of representing a client, knowingly intimidate or harass a person 
because of that person’s race, color, national origin, religion, age, sex, gender 
identity, gender expression, sexual orientation, marital status, or disability.

(b) Notwithstanding paragraphs (a)(1), (3) and (4) and Rule 3.3(a)(1), it shall not be 
professional misconduct for a lawyer to advise clients or others about or to supervise 
lawful covert activity in the investigation of violations of civil or criminal law or 
constitutional rights, provided the lawyer's conduct is otherwise in compliance with these 
Rules of Professional Conduct. "Covert activity," as used in this rule, means an effort to 
obtain information on unlawful activity through the use of misrepresentations or other 
subterfuge. "Covert activity" may be commenced by a lawyer or involve a lawyer as an
advisor or supervisor only when the lawyer in good faith believes there is a reasonable 
possibility that unlawful activity has taken place, is taking place or will take place in the 
foreseeable future.

(c) Notwithstanding paragraph (a)(7), a lawyer shall not be prohibited from engaging in 
legitimate advocacy with respect to the bases set forth therein.

WA RPC 8.4:

It is professional misconduct for a lawyer to:

(a) violate or attempt to violate the Rules of Professional Conduct, knowingly assist or 
induce another to do so, or do so through the acts of another; 
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(b) commit a criminal act that reflects adversely on the lawyer's honesty, trustworthiness 
or fitness as a lawyer in other respects;

(c) engage in conduct involving dishonesty, fraud, deceit or misrepresentation;

(d) engage in conduct that is prejudicial to the administration of justice;

(e) state or imply an ability to influence improperly a government agency or official or to 
achieve results by means that violate the Rules of Professional Conduct or other law;

(f) knowingly 

(1) assist a judge or judicial officer in conduct that is a violation of applicable 
rules of judicial conduct or other law, or 

(2) assist or induce an LLLT in conduct that is a violation of the applicable rules 
of professional conduct or other law;

(g) commit a discriminatory act prohibited by state law on the basis of sex, race, age, 
creed, religion, color, national origin, disability, sexual orientation, honorably discharged 
veteran or military status, or marital status, where the act of discrimination is committed 
in connection with the lawyer's professional activities.  In addition, it is professional 
misconduct to commit a discriminatory act on the basis of sexual orientation if such an 
act would violate this Rule when committed on the basis of sex, race, age, creed, 
religion, color, national origin, disability, honorably discharged veteran or military status 
or marital status.  This Rule shall not limit the ability of a lawyer to accept, decline, or 
withdraw from the representation of a client in accordance with Rule 1.16; 

(h) in representing a client, engage in conduct that is prejudicial to the administration of 
justice toward judges, lawyers, or LLLTs, other parties, witnesses, jurors, or court 
personnel or officers, that a reasonable person would interpret as manifesting prejudice 
or bias on the basis of sex, race, age, creed, religion, color, national origin, disability, 
sexual orientation, honorably discharged veteran or military status, or marital status.  
This Rule does not restrict a lawyer from representing a client by advancing material 
factual or legal issues or arguments.

(i) commit any act involving moral turpitude, or corruption, or any unjustified act of 
assault or other act which reflects disregard for the rule of law, whether the same be 
committed in the course of his or her conduct as a lawyer, or otherwise, and whether 
the same constitutes a felony or misdemeanor or not; and if the act constitutes a felony 
or misdemeanor, conviction  thereof in a criminal proceeding shall not be a condition 
precedent to disciplinary action, nor shall acquittal or dismissal thereof preclude the 
commencement of a disciplinary proceeding;

(j) willfully disobey or violate a court order directing him or her to do or cease doing an 
act which he or she ought in good faith to do or forbear;

(k) violate his or her oath as an attorney;
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(l) violate a duty or sanction imposed by or under the Rules for Enforcement of Lawyer 
Conduct in connection with a disciplinary matter; including, but not limited to, the duties 
catalogued at ELC 1.5;

(m) violate the Code of Judicial Conduct; or

(n) engage in conduct demonstrating unfitness to practice law.

ABA Formal Opinion 491 (April 29, 2020):

[W]here facts known to the lawyer establish a high probability that a client seeks 
to use the lawyer’s services for criminal or fraudulent activity, the lawyer has a 
duty to inquire further to avoid advising or assisting such activity. . . . Even if 
information learned in the course of a preliminary interview or during a 
representation is insufficient to establish “knowledge” under [Model] Rule 1.2 (d), 
other rules may require the lawyer to inquire further in order to help the client 
avoid crime or fraud, to avoid professional misconduct, and to advance the 
client’s legitimate interest. . . . If the client or prospective client refuses to provide 
information necessary to assess the legality of the proposed transaction, the 
lawyer must ordinarily decline the representation or withdraw under [Model] Rule 
1.16.

ABA Formal Opinion 463 (May 23, 2013):

The Model Rules neither require a lawyer to fulfill a gatekeeper role, nor do they 
permit a lawyer to engage in the reporting that such a role could entail. It would 
be prudent for lawyers to undertake Client Due Diligence (“CDD”) in appropriate 
circumstances to avoid facilitating illegal activity or being drawn unwittingly into a 
criminal activity. This admonition is consistent with Informal Opinion 1470 (1981), 
where we stated that “[a] lawyer cannot escape responsibility by avoiding inquiry. 
A lawyer must be satisfied, on the facts before him and readily available to him, 
that he can perform the requested services without abetting fraudulent or criminal
conduct and without relying on past client crime or fraud to achieve results the 
client now wants.” Further in that opinion we stated that, pursuant to a lawyer's 
ethical obligation to act competently, a duty to inquire further may also arise.
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CHAPTER 59—Securities Regulation
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CHAPTER 59—Securities Regulation
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2016 Revision 

FORMAL OPINION NO 2005-104 
Information Relating to the Representation of a Client: 

Self-Defense Exception 

Facts:
Lawyer previously represented Client A. Client A has refused to 

pay Lawyer’s bill and has asserted as a defense to payment that Lawyer 
committed malpractice. Lawyer believes that Lawyer did not commit 
malpractice and that the difficulties that arose in the course of handling 
the matter were of Client A’s own making. 

Lawyer previously represented Client B in an unrelated matter. 
Opposing Party, who was on the opposite side of the transaction that 
Lawyer handled for Client B, has filed a complaint with the Bar con-
cerning Lawyer’s handling of that matter. Lawyer believes that the 
complaint is not well-founded. 

Question:
May Lawyer reveal information relating to the representation of a 

client under these circumstances? 

Conclusion:
Yes.

Discussion:
Oregon RPC 1.6 provides, in pertinent part: 
 (a) A lawyer shall not reveal information relating to the 
representation of a client unless the client gives informed consent, the 
disclosure is impliedly authorized in order to carry out the representa-
tion or the disclosure is permitted by paragraph (b). 

 (b) A lawyer may reveal information relating to the repre-
sentation of a client to the extent the lawyer reasonably believes 
necessary:

 . . . . 
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 (4) to establish a claim or defense on behalf of the lawyer 
in a controversy between the lawyer and the client, to establish a 
defense to a criminal charge or civil claim against the lawyer based 
upon conduct in which the client was involved, or to respond to 
allegations in any proceeding concerning the lawyer’s representation 
of the client. . . . 

The Rules of Professional Conduct of which Oregon RPC 1.6 is 
part are established pursuant to ORS 9.490. ORS 9.460(3) provides that 
a lawyer shall “[m]aintain the confidences and secrets of the attorney’s 
clients consistent with the rules of professional conduct.”1 Oregon RPC 
1.6(b)(4) permits a lawyer to reveal information relating to the repre-
sentation of a client if doing so is reasonably necessary to the lawyer’s 
self-defense, for example, to justify or explain the lawyer’s conduct. 
Lawyer therefore may reveal information relating to the representation 
of Client A or Client B to the extent reasonably necessary to rebut their 
allegations. 

Approved by Board of Governors, August 2005. 

                                           
1 The use of the term confidences and secrets followed the language of former DR 

4-101. The phrase information relating to the representation of a client is defined 
in Oregon RPC 1.0(f) to be equivalent to what was formerly known as con-
fidences and secrets.

COMMENT: For additional information relating to this general topic and other 
related subjects, see The Ethical Oregon Lawyer § 6.2-1 to § 6.2-4 (elements of duty 
of confidentiality), § 6.3-7 (limits on duty of confidentiality in malpractice actions) 
(OSB Legal Pubs 2015); Restatement (Third) of the Law Governing Lawyers §§ 59–
60, 64–65, 68–72, 77, 80, 83 (2000) (supplemented periodically); and ABA Model 
RPC 1.6. See also Washington Advisory Op No 1102 (1987); and Washington 
Advisory Op No 1112 (1987). (Washington advisory opinions are available at <www 
.wsba.org/resources-and-services/ethics/advisory-opinions>.)



Chapter 3—Feeling Insecure? Understanding Legal Ethics Issues for Securities

 3–2141st Annual Northwest Securities Institute
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FORMAL OPINION NO 2009-182 
Conflict of Interest: Current Client’s 
Filing of Bar Complaint; Withdrawal 

Facts:
Lawyer represents Client in a matter set for trial. One week before 

trial is scheduled to begin, Client files a Bar complaint, but does not 
discharge Lawyer. The complaint alleges Lawyer failed to interview key 
witnesses, and failed to return Client’s phone calls to discuss trial 
strategy. Lawyer does not believe the witnesses identified by Client will 
be able to provide admissible testimony, but is willing to interview them 
in the time remaining before trial. Lawyer further believes that he or she 
has made reasonable efforts to respond to Client’s inquiries and to keep 
Client informed. 

Question:
Must Lawyer seek to withdraw from further representation once 

Client has filed a Bar complaint against Lawyer? 

Conclusion:
No, qualified. 

Discussion:
Oregon RPC 1.16 provides, in part: 
 (a) Except as stated in paragraph (c), a lawyer . . . shall 
withdraw from the representation of a client if: 

 (1) the representation will result in violation of the Rules of 
Professional Conduct or other law; 

 (2) . . . . ; or 

 (3) the lawyer is discharged. 

 . . . . 

 (c) a lawyer must comply with applicable law requiring 
notice to or permission of a tribunal when terminating a representation. 
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When ordered to do so by a tribunal, a lawyer shall continue repre-
sentation notwithstanding good cause for terminating the representa-
tion.

Because Lawyer has not been discharged, Oregon RPC 1.16(a)(3) 
does not require withdrawal. However, Lawyer should consider whether 
the filing of a Bar complaint creates a conflict of interest under Oregon 
RPC 1.7, such that continued representation would potentially result in a 
violation of the Rules. If so, withdrawal would likely be required by 
Oregon RPC 1.16(a)(1).1

Oregon RPC 1.7 provides in part: 
 (a) Except as provided in paragraph (b), a lawyer shall not 
represent a client if the representation involves a current conflict of 
interest. A current conflict of interest exists if: 

 (1) . . . . 

 (2) there is a significant risk that the representation of one 
or more clients will be materially limited by the lawyer’s responsibili-
ties to another client, a former client or a third person or by a personal 
interest of the lawyer; or 

 (3) . . . . 

 (b) Notwithstanding the existence of a current conflict of 
interest under paragraph (a), a lawyer may represent a client if: 

 (1) The lawyer reasonably believes that the lawyer will be 
able to provide competent and diligent representation to each affected 
client; 

 (2) The representation in not prohibited by law; 

 (3) the representation does not obligate the lawyer to 
contend for something on behalf of one client that the lawyer has a 
duty to oppose on behalf of another client; and

 (4) each affected client gives informed consent, confirmed 
in writing. 

                                           
1  Any resignation triggered by a conflict or termination by the Client is governed 

by UTCR 3.140. 
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Under Oregon RPC 1.7(a)(2), Lawyer has a conflict of interest if 
there is a “significant risk” that Lawyer’s representation will be “materi-
ally limited” by a “personal interest” of Lawyer. Under the facts pre-
sented, the potentially limiting interest would presumably be Lawyer’s 
desire to avoid discipline by the Bar. It is also possible that Client’s filing 
of a Bar complaint could create such personal resentment that it would 
compromise Lawyer’s ability to effectively represent Client. Regardless 
of the specific personal interest involved, if it creates a substantial risk 
that Lawyer’s representation would be materially limited, Lawyer may 
continue the representation only with Client’s informed consent, con-
firmed in writing. Moreover, Lawyer may seek Client’s consent only if 
Lawyer reasonably believes that competent and diligent representation 
can be provided to Client notwithstanding the conflict. Oregon RPC 
1.7(b)(1). If consent is not available or is not given, then Oregon RPC 
1.16(a)(1) would require Lawyer to withdraw from further representation 
or if before a tribunal, seek to withdraw subject to Oregon RPC 1.16(c).

On the other hand, if there is no substantial risk that Lawyer’s 
representation of Client would not be materially limited, there is no con-
flict under Oregon RPC 1.7(a)(2) and the representation could continue 
without the need for the Client’s informed consent.  

While it is apparent that the filing of a disciplinary complaint could 
raise concerns on a case-by-case basis, it does not appear to create a per 
se conflict of interest. Though the Oregon Supreme Court has not directly 
addressed this issue, a pending Bar complaint is in many ways analogous 
to a potential claim of legal malpractice, which the Court has addressed 
in this context. See, e.g., In re Knappenberger, 337 Or 15, 90 P3d 614 
(2004); In re Obert, 336 Or 640, 89 P3d 1173 (2004). In the case of both 
the malpractice claim and the Bar complaint, the lawyer’s and the client’s 
respective interests in the outcome are clearly adverse. Thus, the cases 
discussing a lawyer’s obligations in the face of a potential malpractice 
claim are at least instructive in this context.
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In Knappenberger, the Court considered whether the Accused 
violated former DR 5-101(A)(1)2 when he continued to represent a client 
after having made a procedural error on appeal, and without both 
disclosing the error and obtaining the client’s consent to continue. In re 
Knappenberger, 337 Or at 21. The Oregon State Bar argued that the 
potential claim of malpractice that arose from that error reasonably might 
have impaired the Accused’s exercise of his professional judgment, 
thereby triggering the duty to obtain consent following full disclosure 
before continuing representation. In re Knappenberger, 337 Or at 27. 

The Court rejected the Bar’s per se approach, reasoning that not 
every error, and thus not every potential malpractice claim, could be 
presumed to affect or be reasonably likely to affect the lawyer’s 
professional judgment in a way that implicated the rule or its require-
ments of disclosure and consent. In re Knappenberger, 337 Or at 26.3

                                           
2 Former DR 5-101(A)(1), the predecessor to Oregon RPC 1.7(a)(2), provided in 

part:

 (A) Except with the consent of the lawyer’s client after full 
disclosure, 

 (1) a lawyer shall not accept or continue employment if the 
exercise of the lawyer’s professional judgment on behalf of the 
lawyer’s client will be or reasonably may be affected by the lawyer’s 
own financial, business, property, or personal interests. . . .

“Full disclosure,” as used in this rule, also required that the disclosure and request 
for consent be confirmed in writing. Former DR 10-101(B)(2). 

3  The Court in Knappenberger, 337 Or at 28, further noted: 

Many errors by a lawyer may involve a low risk of harm to the client 
or low risk of ultimate liability for the lawyer, thereby vitiating the 
danger that the lawyer’s own interests will endanger his or her exercise 
of professional judgment on behalf of the client. Even if the risk of 
some harm to the client is high, the actual effect of that harm may be 
minimal, or, if an error does occur, it may be remedied with little or no 
harm to the client. In those circumstances, it is possible for a lawyer to 
continue to exercise his or her professional judgment on behalf of the 
client without placing the quality of representation at risk. See In re 
Hopp, 291 Or 697, 634 P2d 238 (1981) (finding no DR 5-101(A) 
violation when accused had incidental financial or proprietary interest 
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Rather, the Court held, it must be shown “by clear and convincing 
evidence that the lawyer’s error, and the pending or potential liability 
arising from that error, will or reasonably may affect the lawyer’s pro-
fessional judgment. That conclusion will depend on the facts and 
circumstances of each case.” In re Knappenberger, 337 Or at 29.4

Although it has repeatedly rejected a per se approach, the Supreme 
Court has clearly suggested that at some point a potential malpractice 
claim might cause the interests of lawyer and client to diverge, thereby 
implicating Oregon RPC 1.7. See In re Knappenberger, 337 Or 15; In re 
Obert, 336 Or 640. The Court has not provided explicit guidance as to 
where that threshold lies. However, the discussion excerpted above 
indicates that the stronger the potential claim, with its correspondingly 
greater risk of harm to the lawyer’s own interests, the more significant 
risk there is that the claim will impair the lawyer’s ability to represent his 
or her client. Of course, a potential claim could motivate a lawyer to seek 
to correct an error before its harmful effects are realized, thereby further 
aligning lawyer’s and client’s interests. See State v. Taylor, 207 Or App 

                                                                                                                        
in outcome of litigation). It simply does not follow, then, that any error 
made during the course of a lawyer’s representation will or reasonably
may affect his or her professional judgment in a way that requires 
consent after disclosure under DR 5-101(A). 

4  The court has not indicated clearly whether the existence of a substantial risk of 
material limitation should be evaluated subjectively (by what the lawyer believes) 
or objectively (by what a “reasonable lawyer” would believe in the same 
circumstances). In In re Knappenberger, the accused lawyer denied having a self-
interest conflict on one of the charges because he did not believe his error would 
make him liable to his client. In evaluating whether the Accused’s judgment 
might have been affected, the court noted that “the Bar does not assert that the 
accused’s opinion was unreasonable or that it would have been evident to a 
reasonable lawyer at that time that [the Accused’s client] had a viable malpractice 
claim.” By contrast, in In re Schenck, 345 Or 350, 363–64, 194 P3d 804 (2008), 
modified on recons, 345 Or 652, 202 P3d 165 (2009), the court found a self-
interest conflict by comparing the way a “disinterested lawyer” would have acted 
in the same circumstances.  
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649, 665 n 6, 142 P3d 1093 (2006), rev den, 342 Or 299 (2007).5 But
evidence that an attorney has recommended a course of action that would 
serve to conceal that error is likely to result in a finding of conflict. See In 
re Knappenberger, 337 Or at 26 (accused lawyer conceded violation of 
former DR 5-101(A) when he missed a filing deadline for postconviction 
relief, then suggested claim was weak due to matters beyond his control, 
such that voluntary dismissal to limit client’s losses might be best course 
of action). 

Like a malpractice claim, the filing of a Bar complaint carries with 
it the potential for public embarrassment, damage to a lawyer’s profes-
sional reputation, and significant financial loss. However, in regard to 
Client’s concerns with Lawyer’s failure to interview certain witnesses, 
those risks appear to be minimal. Lawyer is aware of Client’s desire to 
have additional witnesses contacted, but also is presumably in a far better 
position to assess whether those witnesses would be permitted to testify 
at trial. As a result, Lawyer’s potential exposure to Bar sanctions is 
probably not great. Lawyer also is willing to address Client’s concerns, 
and appears able to do so without delaying trial or otherwise prejudicing 
Client’s case. Thus there is no apparent motive for Lawyer to act contrary 
to Client’s best interest, and consequently one could reasonably conclude 
that there was no significant risk that Lawyer’s representation will be 
materially limited. See In re Obert, 336 Or at 648 (under former DR 5-
101(A), there must be some reasonable likelihood that lawyer’s 
judgment will be affected before a conflict will be found). It follows that 
there is little risk that Lawyer would be found in violation of Oregon 
RPC 1.7 for failing to either withdraw or obtain Client’s informed con-

                                           
5  This formal opinion addresses only counsel’s potential obligations under the 

Oregon Rules of Professional Conduct when a client files a Bar complaint in the 
course of representation. In a criminal case involving an indigent defendant, the 
trial court has the further obligation of ensuring that the Accused has been 
appointed constitutionally adequate counsel. A court that “knows or reasonably 
should know from the record before it that appointed counsel may have a conflict 
of interest [is] obligated to inquire about the potential conflict.” Taylor, 207 Or 
App at 664 (internal citations omitted). 
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sent, at least not in the absence of some clear indication that Lawyer 
acted to protect Lawyer’s, and not Client’s, best interests. 

The client communication issue is more problematic. Oregon RPC 
1.46 governs Lawyer’s duties to communicate and explain.7 Despite 
Lawyer’s belief that Client’s complaint is unfounded, the question of 
whether communication has been adequate is arguably more subjective 
than the witness issue. Lawyer is not in as good a position to predict the 
outcome of the disciplinary proceeding. Even on the basis of the limited 
facts provided, Lawyer’s potential liability would appear greater. 
Lawyer’s trial strategy has the potential to affect the outcome of Client’s 
case in a way that the witness issue could not, and reasonable minds 
could differ as to whether Lawyer’s efforts to communicate and explain 
this strategy met the requirements of Oregon RPC 1.4. 
                                           
6  Rule 1.4, Communication: 

 (a) A lawyer shall keep a client reasonably informed about 
the status of a matter and promptly comply with reasonable requests 
for information 

 (b) A lawyer shall explain a matter to the extent reasonably 
necessary to permit the client to make informed decisions regarding 
the representation. 

7  “Informed consent” denotes the agreement by a person to a proposed course of 
conduct after the lawyer has communicated adequate information and explanation 
about the material risks of and reasonably available alternatives to the proposed 
course of conduct. When informed consent is required by these Rules to be 
confirmed in writing or to be given in a writing signed by the client, the lawyer 
shall give and the writing shall reflect a recommendation that the client seek 
independent legal advice to determine if consent should be given.

Oregon RPC 1.0(g).

“Confirmed in writing,” when used in reference to the 
informed consent of a person, denotes informed consent that is given 
in writing by the person or a writing that a lawyer promptly transmits 
to the person confirming an oral informed consent. . . . If it is not 
feasible to obtain or transmit the writing at the time the person gives 
informed consent, then the lawyer must obtain or transmit it within a 
reasonable time thereafter.  

Oregon RPC 1.0(b). 
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Given the Supreme Court’s reluctance to assume that a lawyer’s 
representation is or is likely to be adversely affected in such circum-
stances, it is unlikely that even this second allegation would necessarily 
trigger Oregon RPC 1.7. However, a cautious lawyer may nonetheless 
choose to avoid such questions by obtaining the client’s informed 
consent, confirmed in writing. 

Approved by Board of Governors, October 2009. 

____________________
COMMENT: For additional information on this general topic and other related sub-

jects, see The Ethical Oregon Lawyer § 4.2 (withdrawal), § 4.2-1 (court permission to 
withdraw), § 4.3 (mandatory withdrawal), § 4.3-1 (withdrawal to avoid a rule 
violation), § 4.4 to § 4.4-1 (permissive withdrawal), § 7.4 (client communication), 
§ 9.2-1 to § 9.2-1(c) (personal-interest conflicts), § 9.6 (informed consent) (OSB 
Legal Pubs 2015); and Restatement (Third) of the Law Governing Lawyers §§ 20, 32, 
122, 125 (2000) (supplemented periodically). 
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764 P.2d 1370 

307 Or. 146, Blue Sky L. Rep. P 72,935 
Jan PRINCE, Plaintiff (Below), 

and 
Brad Littlefield, Petitioner on Review, 

v. 
Ian BRYDON, Zed W. Braden, James L. Brooks, and Roy King, 

Defendants (Below), 
and 

John R. Hansen, Jr., Respondent on Review. 
TC 8312‐07715; CA A41261; SC S34927. 

Supreme Court of Oregon, 
In Banc *. 

Argued and Submitted May 4, 1988. 
Decided Nov. 30, 1988. 

  [307 Or. 147] Gary M. Berne, Portland, argued the cause for petitioner on review. With him on 
the petition were Robert J. McGaughey and Stoll, Stoll, Berne, Fischer, & Lokting, P.C., Portland. 
  Ridgeway K. Foley, Schwabe, Williamson, Wyatt, Moore & Roberts, Portland, argued the cause 
for respondent on review. 
  [307 Or. 148] LINDE, Justice. 
  Plaintiff, Brad Littlefield, seeks to hold defendant John R. Hansen, Jr. (the other parties named in 
the title are not involved in this appeal) liable for losses that plaintiff suffered as a result of purchasing in 
Oregon a  limited partnership  in an  Idaho partnership  that had not been  registered as a  "security" as 
required under  the Oregon  Securities Act, ORS 59.055. Hansen's  role was  that of a  lawyer preparing 
documents and performing other legal services for the  
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partnership, and the issue is whether he can be held liable as one who "participates or materially aids" 
in the unlawful sale of the security under ORS 59.115(3) unless he establishes  lack of knowledge as an 
affirmative  defense.  The  circuit  court  granted  summary  judgment  for  defendant,  and  the  Court  of 
Appeals affirmed. Prince v. Brydon, 89 Or.App. 203, 748 P.2d 158 (1988). We reverse that decision and 
remand the case to the circuit court for further proceedings. 
  As summarized  in the opinion of the Court of Appeals, the partnership was formed  in 1980  in 
Idaho  to mine and  sell barite  for  the oil  industry. Defendant, an  Idaho  lawyer, was  the partnership's 
attorney and advised it concerning the requirements for private placement of limited partnership units, 
one of which plaintiff bought  in Oregon.  "Defendant drafted  the  limited partnership  agreement  and 
major portions of  the offering  circular. He also gave an opinion on  the  tax  status of  the partnership, 
which [the partnership]  included  in the  information that  it provided prospective  investors." 89 Or.App. 
at 206, 748 P.2d 158. Hansen knew that a partner who lived in Oregon intended to sell units there, but 
there is disagreement whether he told this partner about the requirements of Oregon Law. Id. 
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  ORS 59.115(3) provides: 
  "Every  person who  directly  or  indirectly  controls  a  seller  liable  under  subsection  (1)  of  this 
section,  every  partner,  officer,  or  director  of  such  seller,  every  person  occupying  a  similar  status  or 
performing  similar  functions, and every person who participates or materially aids  in  the  sale  is also 
liable  jointly and severally with and to the same extent as the seller, unless the nonseller sustains the 
burden of proof that the nonseller did not know, and, in the exercise of reasonable care, could not have 
known, of the existence of the facts on which the liability is based." 
  [307 Or. 149] The Court of Appeals noted that the words of the statute apply to defendant: 
"A  lawyer who prepares the  legal documents necessary for the creation of the entity whose securities 
are sold, prepares the offering statement for that sale or gives an opinion on the entity's tax status‐‐all 
of which  are  routine  parts  of  a  securities  practice‐‐has materially  aided  in  the  sale. Without  those 
actions, a sale cannot occur." 
  89 Or.App.  at 206, 748 P.2d 158.  In  the  court's  view, however,  the  law  should not be  taken 
literally,  and  more  than  preparation  of  documents  was  needed  for  liability  for  "participating"  or 
"materially aiding" under the statute. 
  The Court of Appeals  recognized  that  in our only previous  Securities Act decision  involving  a 
lawyer, the lawyer's services in the preparation of securities had made him potentially liable under ORS 
59.115(3). Adams v. American Western Securities, 265 Or. 514, 510 P.2d 838 (1973). But the court found 
language  in Adams  from which  it  concluded  that  the decision  rested on  the  lawyer's actions beyond 
those performed in his role as a lawyer, and it therefore distinguished the present case from Adams on 
grounds that defendant gave legal advice but did not know of or aid a "scheme to make illegal sales in 
Oregon." 89 Or.App. at 207, 748 P.2d 158. We do not believe Adams made that distinction. 
  ORS 59.115(3) makes one who is not himself the seller of a security liable for an unlawful sale if 
he "participates or materially aids in the sale." "Participate" and "materially aids" are separate concepts, 
not  synonyms.  A  person  may  participate  without  materially  aiding  or  materially  aid  without 
participating. Whether one's assistance in the sale is "material" does not depend on one's knowledge of 
the  facts  that make  it unlawful;  it depends on  the  importance of one's personal  contribution  to  the 
transaction. Typing, reproducing, and delivering sales documents may all be essential to a sale, but they 
could be performed by anyone;  it  is a drafter's knowledge,  judgment, and assertions  reflected  in  the 
contents of the documents that are "material" to the sale. 
  One  passage  in  Adams  referred  to  federal  cases  under  ORS  59.115(3)  (before  its  1967 
amendment) and under Section 10(b) of the Securities Exchange Act of 1934, 15  
Page 1372 
USC § 78j(b), and said, in passing, that "some statements in those [307 Or. 150] opinions may be overly 
broad, if literally applied." 265 Or. at 527‐28, 510 P.2d 838. The quoted passage on its face only stated a 
possible question, not a conclusion. Perhaps more  important, the Adams opinion  (265 Or. at 530, 510 
P.2d 838) observed  that  if  a  lawyer who prepared  important documents  and  corporate minutes  and 
supervised the printing of debentures were not covered by ORS 59.115(3), 
"any lawyer or anyone else who, with full knowledge of the unlawful 'solicitation of an offer to purchase' 
an  unissued  and  unregistered  security,  proceeds  to  make  the  further  arrangements  necessary  for 
issuance  and delivery of  such  a  security, would have  a  complete defense,  regardless of whether  the 
security was ever subsequently registered." 
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  The point of the quoted sentence is that if such acts by a lawyer did not constitute "material aid" 
in the sale, the lawyer would not be liable even if he had full knowledge of the unlawful transaction. The 
sentence in no way implies that "material aid" depends on knowledge. 
  Knowledge becomes an element of  liability only  in  the  form of an affirmative defense,  to be 
proved by a nonseller, that he "did not know, and,  in the exercise of reasonable care, could not have 
known, of the existence of the facts on which the liability is based."1 
  The drafters  took pains  to make clear  that  the  relevant knowledge  is of "the existence of  the 
facts," not of  the unlawfulness of a  sale. These provisions may place upon persons besides a  seller's 
employees  or  agents  who  materially  aid  in  an  unlawful  sale  of  securities  a  substantial  burden  to 
exonerate  themselves  from  liability  for a  resulting  loss, but  this  legislative choice was deliberate. The 
1967 revision of the Oregon Securities Act substituted, in ORS 59.115(3), the words "every person who 
participates or materially aids in the sale" for the words "every employee of such a seller * * * and every 
broker‐dealer or agent who materially aids  in the sale"  in section 410(b) of the Uniform Securities Act, 
on  which  the  revision  was  based.  The  possible  liability  of  a  lawyer  who  [307  Or.  151]  prepares  a 
prospectus was raised  in Senate Judiciary Committee hearings on the revision  in the 1965 session, and 
the witness for the drafters responded that the bill "makes clear that a person who does not know of a 
violation is not liable." The defense against strict liability, in short, was to be a showing of ignorance, not 
the professional  role of  the person who  renders material aid  in  the unlawful sale. Accordingly,  it was 
error to grant defendant summary judgment as a matter of law. 
  The decision of the Court of Appeals and the judgment of the circuit court are reversed, and the 
case is remanded to the circuit court for further proceedings. 
‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐ 
* Lent, J., retired effective September 30, 1988. 
1 We take the drafters to have meant "could not have known by exercising reasonable care," not that a 
defendant might have taken reasonable care to be unable to know, as the words literally say. 
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SECURITIES AND EXCHANGE COMMISSION 

17 CFR PARTS 211, 231 and 241 

[Release Nos. 33-9106; 34-61469; FR-82] 

Commission Guidance Regarding Disclosure Related to Climate Change 

AGENCY: Securities and Exchange Commission.  

ACTION: Interpretation.  

SUMMARY: The Securities and Exchange Commission (“SEC” or “Commission”) is 

publishing this interpretive release to provide guidance to public companies regarding the 

Commission’s existing disclosure requirements as they apply to climate change matters. 

EFFECTIVE DATE:  February 8, 2010. 

FOR FURTHER INFORMATION CONTACT:  Questions about specific filings should be 

directed to staff members responsible for reviewing the documents the registrant files with the 

Commission.  For general questions about this release, contact James R. Budge at (202) 551-

3115 or Michael E. McTiernan, Office of Chief Counsel at (202) 551-3500, in the Division of 

Corporation Finance, U.S. Securities and Exchange Commission, 100 F Street, NE, Washington, 

DC 20549. 

SUPPLEMENTARY INFORMATION: 

I. Background and purpose of interpretive guidance 

A. Introduction 

Climate change has become a topic of intense public discussion in recent years.   

Scientists, government leaders, legislators, regulators, businesses, including insurance 

companies, investors, analysts and the public at large have expressed heightened interest in 

climate change.  International accords, federal regulations, and state and local laws and 
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regulations in the U.S. address concerns about the effects of greenhouse gas emissions on our 

environment,1 and international efforts to address the concerns on a global basis continue.2  The 

Environmental Protection Agency is taking action to address climate change concerns,3 and 

Congress is considering climate change legislation.4  Some business leaders are increasingly 

recognizing the current and potential effects on their companies’ performance and operations, 

both positive and negative, that are associated with climate change and with efforts to reduce 

greenhouse gas emissions.5  Many companies are providing information to their peers and to the 

public about their carbon footprints and their efforts to reduce them.6 

1  For a listing of state and local government laws and regulations in this field, see 
http://www.epa.gov/climatechange/wycd/stateandlocalgov/index.html.  Two significant international accords 
related to this topic are the Kyoto Protocol, which was adopted in Kyoto, Japan, on December 11, 1997 and 
became effective on February 16, 2005, and the European Union Emissions Trading System (EU ETS), which 
was launched as an international “cap and trade” system of allowances for emitting carbon dioxide and other 
greenhouse gases, built on the mechanisms set up under the Kyoto Protocol.  See 
http://unfccc.int/kyoto_protocol/items/2830.php and 
http://ec.europa.eu/environment/climat/pdf/brochures/ets_en.pdf for a more detailed discussion of the Kyoto 
Protocol and EU ETS, respectively. 

2  For example, in December 2009, Copenhagen, Denmark hosted the United Nations Climate Change 
Conference. 

3  See e.g., Current and Near-Term Greenhouse Gas Reduction Initiatives, available at 
www.epa.gov/climatechange/policy/neartermghgreduction.html, for a discussion of EPA initiatives as well as 
other federal initiatives. 

4  See e.g., American Clean Energy and Security Act of 2009, H.R.2454, 111th Cong., 1st Sess. (2009), passed 
by the House of Representatives on June 26, 2009, and Clean Energy Jobs and American Power Act of 2009, 
S. 1733, 111th Cong., 1st Session (2009), introduced in the Senate September 30, 2009. 

5  See Appendix F to the Petition for Interpretive Guidance on Climate Risk Disclosure submitted September 18, 
2007, File No. 4-547, for a sampling of comments by business leaders relating to climate change regulation 
and disclosure, available at http://www.sec.gov/rules/petitions/2007/petn4-547.pdf. 

6  Companies are assessing and reporting on their greenhouse gas emissions and other climate change related 
matters using standards and guidelines promulgated by organizations with specific expertise in the field. 
Three such organizations are the Climate Registry, the Carbon Disclosure Project and the Global Reporting 
Initiative.  We discuss this in more detail below. 

2  
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This release outlines our views with respect to our existing disclosure requirements as 

they apply to climate change matters.  This guidance is intended to assist companies in satisfying 

their disclosure obligations under the federal securities laws and regulations.  

B. Background 

1. Recent regulatory, legislative and other developments 

In the last several years, a number of state and local governments have enacted legislation 

and regulations that result in greater regulation of greenhouse gas emissions.7  Climate change 

related legislation is currently pending in Congress.  The House of Representatives has approved 

one version of a bill,8 and a similar bill was introduced in the Senate in the fall of 2009.9  This 

legislation, if enacted, would limit and reduce greenhouse gas emissions through a “cap and 

trade” system of allowances and credits, among other provisions.   

The Environmental Protection Agency has been taking steps to regulate greenhouse gas 

emissions.  On January 1, 2010, the EPA began, for the first time, to require large emitters of 

greenhouse gases to collect and report data with respect to their greenhouse gas emissions.10 

This reporting requirement is expected to cover 85% of the nation’s greenhouse gas emissions 

7  For example, in California, the Global Warming Solutions Act of 2006 and regulatory actions by the 
California Air Resources Board have resulted in restrictions on greenhouse gas emissions.  In addition, state 
and regional programs, such as the Regional Greenhouse Gas Initiative (including ten Northeast and Mid-
Atlantic states), the Western Climate Initiative (including seven Western states and four Canadian provinces) 
and the Midwestern Greenhouse Gas Reduction Accord (including six states and one Canadian province) have 
been developed to restrict greenhouse gas emissions.  For a more detailed list of state action on climate 
change, see Pew Center on Global Climate Change, States News (available at 
http://www.pewclimate.org/states-regions/news?page=1).  

8  See American Clean Energy and Security Act of 2009. 

9  See Clean Energy Jobs and American Power Act of 2009. 

10  See Mandatory Reporting of Greenhouse Gases, Docket No. EPA–HQ–OAR–2008–0508, 74 FR 56260 
(October 30, 2009). 

3  
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generated by roughly 10,000 facilities.11  In December 2009, the EPA issued an “endangerment 

and cause or contribute finding” for greenhouse gases under the Clean Air Act, which will allow 

the EPA to craft rules that directly regulate greenhouse gas emissions.12 

Some members of the international community also have taken actions to address climate 

change issues on a global basis, and those actions can have a material impact on companies that 

report with the Commission.  One such effort in the 1990s resulted in the Kyoto Protocol.  

Although the United States has never ratified the Kyoto Protocol, many registrants have 

operations outside of the United States that are subject to its standards.13  Another important 

international regulatory system is the European Union Emissions Trading System (EU ETS), 

which was launched as an international “cap and trade” system of allowances for emitting carbon 

dioxide and other greenhouse gases, based on mechanisms set up under the Kyoto Protocol.14  In 

addition, the United States government is participating in ongoing discussions with other nations, 

including the recent United Nations Climate Conference in Copenhagen, which may lead to 

future international treaties focused on remedying environmental damage caused by greenhouse 

11  See EPA Press Release “EPA Finalizes the Nation’s First Greenhouse Gas Reporting System / Monitoring to 
begin in 2010” dated September 22, 2009, available at 
http://yosemite.epa.gov/opa/admpress.nsf/d0cf6618525a9efb85257359003fb69d/194e412153fcffea852576390 
0530d75!OpenDocument. 

12  Endangerment and Cause or Contribute Findings for Greenhouse Gases Under Section 202(a) of the Clean Air 
Act, Docket ID No. EPA-HQ-OAR-2009-0171, 74 FR 66496 (December 15, 2009). The Clean Air Act is 
found in 42 U.S.C. ch. 85. 

13  One of the major features of the Kyoto Protocol is that it sets binding targets for industrialized countries for 
reducing greenhouse gas emissions. These amount to an average of five per cent against 1990 levels over the 
five-year period 2008-2012. 

14  See n. 1, supra. 

4  



Chapter 4—Climate Change: Addressing a Material Risk

 4–541st Annual Northwest Securities Institute

gas emissions.  Those accords ultimately could have a material impact on registrants that file 

disclosure documents with the Commission.15 

The insurance industry is already adjusting to these developments.  A 2008 study listed 

climate change as the number one risk facing the insurance industry.16  Reflecting this 

assessment, the National Association of Insurance Commissioners recently promulgated a 

uniform standard for mandatory disclosure by insurance companies to state regulators of 

financial risks due to climate change and actions taken to mitigate them.17  We understand that 

insurance companies are developing new actuarial models and designing new products to 

reshape coverage for green buildings, renewable energy, carbon risk management and directors’ 

and officers’ liability, among other actions.18 

2. Potential impact of climate change related matters on public companies 

For some companies, the regulatory, legislative and other developments noted above 

could have a significant effect on operating and financial decisions, including those involving 

capital expenditures to reduce emissions and, for companies subject to “cap and trade” laws, 

15  The terms of the Kyoto Protocol are set to expire in 2012. Ongoing international discussions, including the 
United Nations Climate Change Conference held in Copenhagen, Denmark in mid-December 2009, are 
intended to further develop a framework to carry on international greenhouse gas emission reduction standards 
beyond 2012. 

16  Strategic business risk 2008 - Insurance , a report prepared by Ernst & Young and Oxford Analytica.  See 
Ernst & Young press release dated March 12, 2008, available at http://www.ey.com/GL/en/Newsroom/News-
releases/Media---Press-Release---Strategic-Risk-to-Insurance-Industry. 

17  On March 17, 2009, the NAIC adopted a mandatory requirement that insurance companies disclose to 
regulators the financial risks they face from climate change, as well as actions the companies are taking to 
respond to those risks.  All insurance companies with annual premiums of $500 million or more will be 
required to complete an Insurer Climate Risk Disclosure Survey every year, with an initial reporting deadline 
of May 1, 2010.  The surveys must be submitted in the state where the insurance company is domesticated. 
See Insurance Regulators Adopt Climate Change Risk Disclosure, available at 
www.naic.org/Releases/2009_docs/climate_change_risk_disclosure_adopted.htm. 

18  See Klein, Christopher, Climate Change, Part IV: (Re)insurance Industry response, May 28, 2009, available at 
www.gccapitalideas.com/2009/05/28/climate-change-part-iv-reinsurance-industry-response. 

5  
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expenses related to purchasing allowances where reduction targets cannot be met.  Companies 

that may not be directly affected by such developments could nonetheless be indirectly affected 

by changing prices for goods or services provided by companies that are directly affected and 

that seek to reflect some or all of their changes in costs of goods in the prices they charge.  For 

example, if a supplier’s costs increase, that could have a significant impact on its customers if 

those costs are passed through, resulting in higher prices for customers.  New trading markets for 

emission credits related to “cap and trade” programs that might be established under pending 

legislation, if adopted, could present new opportunities for investment.  These markets also could 

allow companies that have more allowances than they need, or that can earn offset credits 

through their businesses, to raise revenue through selling these instruments into those markets.   

Some companies might suffer financially if these or similar bills are enacted by the Congress 

while others could benefit by taking advantage of new business opportunities. 

In addition to legislative, regulatory, business and market impacts related to climate 

change, there may be significant physical effects of climate change that have the potential to 

have a material effect on a registrant’s business and operations.  These effects can impact a 

registrant’s personnel, physical assets, supply chain and distribution chain.  They can include the 

impact of changes in weather patterns, such as increases in storm intensity, sea-level rise, 

melting of permafrost and temperature extremes on facilities or operations.  Changes in the 

availability or quality of water, or other natural resources on which the registrant’s business 

depends, or damage to facilities or decreased efficiency of equipment can have material effects 

on companies.19  Physical changes associated with climate change can decrease consumer 

For one view of the anticipated business-related physical risks resulting from climate change, see Industry 
Update: Global Warming & the Insurance Industry -- Will Insurers Be Burned by the Climate Change 
Phenomenon?, available at http://www.aon.com/about-aon/intellectual-capital/attachments/risk-
services/will_insurers_be_burned_by_the_climate_change_phenomenon.pdf.  Another example of how 

6  
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20 

demand for products or services; for example, warmer temperatures could reduce demand for 

residential and commercial heating fuels, service and equipment.  

For some registrants, financial risks associated with climate change may arise from 

physical risks to entities other than the registrant itself.  For example, climate change-related 

physical changes and hazards to coastal property can pose credit risks for banks whose borrowers 

are located in at-risk areas.  Companies also may be dependent on suppliers that are impacted by 

climate change, such as companies that purchase agricultural products from farms adversely 

affected by droughts or floods. 

3. Current sources of climate change related disclosures regarding public companies 

There have been increasing calls for climate-related disclosures by shareholders of public 

companies.  This is reflected in the several petitions for interpretive advice submitted by large 

institutional investors and other investor groups.20  The New York Attorney General’s Office 

physical risks attributable to climate change are changing business and risk assessments is the Federal 
Emergency Management Agency’s plan to update its risk mapping, assessment and planning to better reflect 
the effects of climate change, such as changing rainfall data, and hurricane patterns and intensities.  See “Risk 
Mapping, Assessment, and Planning (Risk MAP): Fiscal Year 2009 Flood Mapping Production Plan,” Version 
1, May 2009, available at http://www.fema.gov/library/viewRecord.do?id=3680.  

See Petition for Interpretive Guidance on Climate Risk Disclosures, dated September 19, 2007, File No. 4-
547, available at http://www.sec.gov/rules/petitions/2007/petn4-547.pdf; supplemental petition dated June 12, 
2008, available at http://www.sec.gov/rules/petitions/2008/petn4-547-supp.pdf; second supplemental petition 
dated November 23, 2009, available at http://www.sec.gov/rules/petitions/2009/petn4-547-supp.pdf.  For other 
petitions on point, see also Petition for Interpretive Guidance on Business Risk of Global Warming 
Regulation, submitted on behalf of the Free Enterprise Action Fund on October 22, 2007, File Number 4-549, 
available at http://www.sec.gov/rules/petitions/2007/petn4-549.pdf.  One petition urges the Commission to 
issue guidance warning companies not to include information on climate change that may be false and 
misleading; see Petition for Interpretive Guidance on Public Statements Concerning Global Warming and 
Other Environmental Issues, submitted on behalf of the Free Enterprise Action Fund on July 21, 2008, File 
No. 4-563, available at http://www.sec.gov/rules/petitions/2008/petn4-563.pdf.  While not a formal petition, 
Ceres has provided the Commission with the results of a study it commissioned in conjunction with the 
Environmental Defense Fund regarding climate risk disclosure in SEC filings and suggests that the 
Commission issue guidance on this topic.  See Climate Risk Disclosure in SEC Filings:  An Analysis of 10-K 
Reporting by Oil and Gas, Insurance, Coal, and Transportation and Electric Power Companies, June 2009, 
available at http://www.ceres.org/Document.Doc?id=473. 

The Subcommittee on Securities, Insurance, and Investment of the Senate Committee on Banking, Housing, 
and Urban Development held a hearing on corporate disclosure of climate-related issues on October 31, 2007; 
representatives of signatories to the September 19, 2007 petition, among others, testified in that hearing.  See 

7  
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recently has entered into settlement agreements with three energy companies under its 

investigation regarding their disclosures about their greenhouse gas emissions and potential 

liabilities to the companies resulting from climate change and related regulation.  The companies 

agreed in the settlement agreements to enhance their disclosures relating to climate change and 

greenhouse gas emissions in their annual reports filed with the Commission.21 

Although some information relating to greenhouse gas emissions and climate change is 

disclosed in SEC filings,22 much more information is publicly available outside of public 

company disclosure documents filed with the SEC as a result of voluntary disclosure initiatives 

or other regulatory requirements.  For example, in addition to the disclosure requirements 

mandated in several states23 and the disclosure that the EPA began requiring at the start of 2010, 

The Climate Registry provides standards for and access to climate-related information.  The 

“Climate Disclosure: Measuring Financial Risks and Opportunities,” available at 
http://banking.senate.gov/public/index.cfm?FuseAction=Hearings.Hearing&Hearing_ID=ed7a4968-1019-
411d-9a22-c193c6b689ea.  Following the hearing, Senators Christopher Dodd and Jack Reed wrote to 
Chairman Christopher Cox urging the Commission to issue guidance regarding climate disclosure.  See 
http://dodd.senate.gov/multimedia/2007/120607_CoxLetter.pdf. 

21  For information about the settlement agreements, see the New York Attorney General’s Office press releases 
relating to: Xcel Energy, available at http://www.oag.state.ny.us/media_center/2008/aug/aug27a_08.html; 
Dynegy Inc., available at http://www.oag.state.ny.us/media_center/2008/oct/oct23a_08.html; and AES 
Corporation, available at http://www.oag.state.ny.us/media_center/2009/nov/nov19a_09.html. 

22  For example, in the electric utility industry, we have been informed by the Edison Electric Institute that 95% 
of the member companies it recently surveyed reported that they included at least some disclosure related to 
greenhouse gas emissions in their SEC filings, with 34% discussing quantities of greenhouse gases emitted 
and 23% discussing costs of climate-related compliance.  Registrants include this type of disclosure in the risk 
factors, business description, legal proceedings, executive compensation, MD&A and financial statements 
sections of their annual reports.  The Edison Electric Institute is an association of U.S. shareholder-owned 
electric companies.  Their members serve 95 percent of the customers in the shareholder-owned segment of 
the industry, and represent approximately 70 percent of the U.S. electric power industry.  The EEI also 
has more than 80 international electric companies as affiliate members, and nearly 200 industry suppliers and 
related organizations as associate members.  The EEI described the results of its survey in a presentation to 
staff members of the Division of Corporation Finance. 

23  State requirements include CO2 emissions disclosure requirements for electricity providers, greenhouse gas 
registries for reporting of entity emissions levels and emissions changes, and required reporting of greenhouse 
gas emissions.  For a discussion of specific state requirements, see 
http://epa.gov/climatechange/wycd/stateandlocalgov/state_reporting.html.  
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Registry is a non-profit collaboration among North American states, provinces, territories and 

native sovereign nations that sets standards to calculate, verify and publicly report greenhouse 

gas emissions into a single public registry.  The Registry supports both voluntary and state-

mandated reporting programs and provides data regarding greenhouse gas emissions.24 

The Carbon Disclosure Project collects and distributes climate change information, both 

quantitative (emissions amounts) and qualitative (risks and opportunities), on behalf of 475 

institutional investors.25  Over 2500 companies globally reported to the Carbon Disclosure 

Project in 2009; over 500 of those companies were U.S. companies.  Sixty-eight percent of the 

companies that responded to the Carbon Disclosure Project’s investor requests for information 

made their reports available to the public.26 

The Global Reporting Initiative has developed a widely used sustainability reporting 

framework.27  That framework is developed by GRI participants drawn from business, labor and 

professional institutions worldwide.  The GRI framework sets out principles and indicators that 

organizations can use to measure and report their economic, environmental, and social 

performance, including issues involving climate change.  Sustainability reports based on the GRI 

framework are used to benchmark performance with respect to laws, norms, codes, performance 

standards and voluntary initiatives, demonstrate organizational commitment to sustainable 

development, and compare organizational performance over time.   

24 The Climate Registry’s Web site is at www.theclimateregistry.org.  Reports are publicly available through 
their Web site at no charge.  See http://www.theclimateregistry.org/resources/climate-registry-information-
system-cris/public-reports/. 

25 The Carbon Disclosure Project’s Web site is at www.cdproject.net. 

26 These figures were provided to the Commission staff by representatives of the Carbon Disclosure Project. 

27 The GRI’s Web site is at www.globalreporting.org. 
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These and other reporting mechanisms can provide important information to investors 

outside of disclosure documents filed with the Commission.  Although much of this reporting is 

provided voluntarily, registrants should be aware that some of the information they may be 

reporting pursuant to these mechanisms also may be required to be disclosed in filings made with 

the Commission pursuant to existing disclosure requirements. 

II. Historical background of SEC environmental disclosure 

The Commission first addressed disclosure of material environmental issues in the early 

1970s. The Commission issued an interpretive release stating that registrants should consider 

disclosing in their SEC filings the financial impact of compliance with environmental laws, 

based on the materiality of the information.28  Throughout the 1970s, the Commission continued 

to explore the need for specific rules mandating disclosure of information relating to litigation 

and other business costs arising out of compliance with federal, state and local laws that regulate 

the discharge of materials into the environment or otherwise relate to the protection of the 

environment.  These topics were the subject of several rulemaking efforts, extensive litigation, 

and public hearings, all of which resulted in the rules that now specifically address disclosure of 

environmental issues.29  The Commission adopted these rules, which we discuss below, in final 

and current form in 1982, after a decade of evaluation and experience with the subject matter.30 

Earlier, beginning in 1968, we began to develop and fine-tune our requirements for 

management to discuss and analyze their company's financial condition and results of operations 

28 Release No. 33-5170 (July 19, 1971) [36 FR 13989]. 

29 See Interpretive Release No. 33-6130 (September 27, 1979) [44 FR 56924] (the “1979 Release”), which 
includes a brief summary of the legal and administrative actions taken with regard to environmental disclosure 
during the 1970s.  More information relating to the Commission's efforts in this area is chronicled in Release 
No. 33-6315 (May 4, 1981) [46 FR 25638]. 

30 Release No. 33-6383 (March 3, 1982) [47 FR 11380]. 
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in disclosure documents filed with the Commission.31  During the 1970s and 1980s, materiality 

standards for disclosure under the federal securities laws also were more fully articulated.32 

Those standards provide that information is material if there is a substantial likelihood that a 

reasonable investor would consider it important in deciding how to vote or make an investment 

decision, or, put another way, if the information would alter the total mix of available 

information.33  In the articulation of the materiality standards, it was recognized that doubts as to 

materiality of information would be commonplace, but that, particularly in view of the 

prophylactic purpose of the securities laws and the fact that disclosure is within management's 

control, “it is appropriate that these doubts be resolved in favor of those the statute is designed to 

protect.”34  With these developments, registrants had clearer guidance about what they should 

disclose in their filings. 

More recently, the Commission reviewed its full disclosure program relating to 

environmental disclosures in SEC filings in connection with a Government Accountability 

Office review.35  The Commission also has had the opportunity to consider the thoughtful 

31  See Release No. 33-6835 (May 18, 1989) [54 FR 22427] (the “1989 Release”) and Release No. 33-8350 
(December 19, 2003) [68 FR 75055] (the “2003 Release”) for detailed histories of Commission releases that 
outline the background of, and interpret, our MD&A rules. 

32  See TSC Industries, Inc. v. Northway, Inc., 426 U.S. 438 (1976) (adopting a standard for materiality in 
connection with proxy statement disclosures supported by the Commission, see id. at n. 10) and Basic Inc. v. 
Levinson, 485 U.S. 224 (1988). 

33  Basic at 231, quoting TSC Industries at 449. 

34  TSC Industries at 448. 

35  “Environmental Disclosure: SEC Should Explore Ways to Improve Tracking and Transparency of 
Information,” United States Government Accountability Office Report to Congressional Requesters, GAO-04-
808 (July 2004).  Eleven years before, at the request of the Chairman of the House Committee on Energy and 
Commerce, the GAO had prepared a report relating to environmental liability disclosure involving property 
and casualty insurers and Superfund cleanup costs.  See  “Environmental Liability: Property and Casualty 
Insurer Disclosure of Environmental Liabilities,” GAO/RCED-93-108 (June 1993), available at 
http://74.125.93.132/search?q=cache:tWeHLDHoIcUJ:www.gao.gov/cgi-bin/getrpt%3FGAO/RCED-93-
108+GAO/RCED-93-108&cd=1&hl=en&ct=clnk&gl=us. 
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suggestions that many organizations have provided us recently about how the Commission could 

direct registrants to enhance their disclosure about climate change related matters.36 

III. Overview of rules requiring disclosure of climate change issues 

When a registrant is required to file a disclosure document with the Commission, the 

requisite form will largely refer to the disclosure requirements of Regulation S-K37 and 

Regulation S-X.38  Securities Act Rule 408 and Exchange Act Rule 12b-20 require a registrant to 

disclose, in addition to the information expressly required by Commission regulation, “such 

further material information, if any, as may be necessary to make the required statements, in light 

of the circumstances under which they are made, not misleading.”39  In this section, we briefly 

describe the most pertinent non-financial statement disclosure rules that may require disclosure 

related to climate change; in the following section, we discuss their application to disclosure of 

certain specific climate change related matters. 

A. Description of business. 

Item 101 of Regulation S-K requires a registrant to describe its business and that of its 

subsidiaries. The Item lists a variety of topics that a registrant must address in its disclosure 

documents, including disclosure about its form of organization, principal products and services, 

major customers, and competitive conditions.  The disclosure requirements cover the registrant 

and, in many cases, each reportable segment about which financial information is presented in 

the financial statements.  If the information is material to individual segments of the business, a 

registrant must identify the affected segments. 

36 See n. 20, supra. 

37 17 CFR Part 229. 

38 17 CFR Part 210. 

39 17 CFR 230.408 and 17 CFR 240.12b-20. 
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Item 101 expressly requires disclosure regarding certain costs of complying with 

environmental laws.40  In particular, Item 101(c)(1)(xii) states: 

Appropriate disclosure also shall be made as to the material effects that compliance with 
Federal, State and local provisions which have been enacted or adopted regulating the 
discharge of materials into the environment, or otherwise relating to the protection of the 
environment, may have upon the capital expenditures, earnings and competitive position 
of the registrant and its subsidiaries. The registrant shall disclose any material estimated 
capital expenditures for environmental control facilities for the remainder of its current 
fiscal year and its succeeding fiscal year and for such further periods as the registrant 
may deem material. 41 

A registrant meeting the definition of “smaller reporting company” may satisfy its 

disclosure obligation by providing information called for by Item 101(h).  Item 101(h)(4)(xi) 

requires disclosure of the “costs and effects of compliance with environmental laws (federal, 

state and local).”42

 B. Legal proceedings. 

Item 103 of Regulation S-K43 requires a registrant to briefly describe any material 

pending legal proceeding to which it or any of its subsidiaries is a party.  A registrant also must 

describe material pending legal actions in which its property is the subject of the litigation.44  If a 

registrant is aware of similar actions contemplated by governmental authorities, Item 103 

40  The Commission first addressed disclosure of material costs and other effects on business resulting from 
compliance with existing environmental law in its first environmental disclosure interpretive release in 1971. 
See Release 33-5170 (July 19, 1971) [36 FR 13989].  The Commission codified that interpretive position in 
the disclosure forms two years later.  See Release 33-5386 (April 20, 1973) [38 FR 12100].  The Commission 
provided additional interpretive guidance in the 1979 Release.  With some adjustments to reflect experience 
with the subject matter, the requirements were moved to Item 101 in 1982, and they have not changed since 
that time.  See Release No. 33-6383 (March 3, 1982) [47 FR 11380]. 

41  17 CFR 229.101(c)(1)(xii). 

42  17 CFR 229.101(h)(4)(xi). 

43  17 CFR 229.103. 

44  Id. 
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45 

requires disclosure of those proceedings as well. A registrant need not disclose ordinary routine 

litigation incidental to its business or other types of proceedings when the amount in controversy 

is below thresholds designated in this Item. 

Instruction 5 to Item 103 provides some specific requirements that apply to disclosure of 

certain environmental litigation.45  Instruction 5 states: 

Notwithstanding the foregoing, an administrative or judicial proceeding (including, for 
purposes of A and B of this Instruction, proceedings which present in large degree the 
same issues) arising under any Federal, State or local provisions that have been enacted 
or adopted regulating the discharge of materials into the environment or primary for the 
purpose of protecting the environment shall not be deemed "ordinary routine litigation 
incidental to the business" and shall be described if: 

(A)  Such proceeding is material to the business or financial condition of the 
registrant; 

(B)  Such proceeding involves primarily a claim for damages, or involves 
potential monetary sanctions, capital expenditures, deferred charges or 
charges to income and the amount involved, exclusive of interest and costs, 
exceeds 10 percent of the current assets of the registrant and its subsidiaries 
on a consolidated basis; or 

(C)  A governmental authority is a party to such proceeding and such proceeding 
involves potential monetary sanctions, unless the registrant reasonably 
believes that such proceeding will result in no monetary sanctions, or in 
monetary sanctions, exclusive of interest and costs, of less than $100,000; 
provided, however, that such proceedings which are similar in nature may 
be grouped and described generically. 

Instruction 5 in its current form was the product of the Commission’s experience with environmental litigation 
disclosure.  In 1973, we added provisions to the legal proceedings requirements of various disclosure forms 
singling out legal actions involving environmental matters.  See Release No. 33-5386 (Apr. 20, 1973) [38 FR 
12100]. The new rules required disclosure of any pending legal proceeding arising under environmental laws 
if a governmental entity was involved in the proceeding, and any other legal proceeding arising under 
environmental laws unless it was not material, or if in a civil suit for damages, unless it involved less than 
10% of the current assets of the registrant on a consolidated basis.  The Commission provided additional 
interpretive guidance regarding environmental litigation in the 1979 Release.  When the Commission, in 
connection with its development of the integrated disclosure system, moved these rules out of various forms 
and into Item 103 of Regulation S-K, the Commission modified the requirements related to actions involving 
governmental authorities to allow registrants to omit disclosure of a proceeding if they reasonably believed the 
action would result in a monetary sanction of less than $100,000.  See Release No. 33-6383 (Mar. 3, 1982) [47 
FR 11380].  At the time, the Commission noted that the reason for the revision was to address the problem that 
disclosure documents were being filled with descriptions of minor infractions that distracted from the other 
material disclosures included in the document. 
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C. Risk factors. 

Item 503(c) of Regulation S-K46 requires a registrant to provide where appropriate, under 

the heading “Risk Factors,” a discussion of the most significant factors that make an investment 

in the registrant speculative or risky.  Item 503(c) specifies that risk factor disclosure should 

clearly state the risk and specify how the particular risk affects the particular registrant;   

registrants should not present risks that could apply to any issuer or any offering.47 

D. Management's discussion and analysis. 

Item 303 of Regulation S-K48 requires disclosure known as the Management's Discussion 

and Analysis of Financial Condition and Results of Operations, or MD&A.  The MD&A 

requirements are intended to satisfy three principal objectives: 

•  to provide a narrative explanation of a registrant's financial statements that enables 

investors to see the registrant through the eyes of management;   

•  to enhance the overall financial disclosure and provide the context within which financial 

information should be analyzed; and 

•  to provide information about the quality of, and potential variability of, a registrant's 

earnings and cash flow, so that investors can ascertain the likelihood that past 

performance is indicative of future performance.49 

MD&A disclosure should provide material historical and prospective textual disclosure enabling 

investors to assess the financial condition and results of operations of the registrant, with 

46 17 CFR 229.503(c).  

47 Id.  

48 17 CFR 229.303.  

49 2003 Release.  
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particular emphasis on the registrant's prospects for the future.50  Some of this information is 

itself non-financial in nature, but bears on registrants' financial condition and operating 

performance. 

The Commission has issued several releases providing guidance on MD&A disclosure, 

including on the general requirements of the item and its application to specific disclosure 

matters.51  Over the years, the flexible nature of this requirement has resulted in disclosures that 

keep pace with the evolving nature of business trends without the need to continuously amend 

the text of the rule. Nevertheless, we and our staff continue to have to remind registrants, 

through comments issued in the filing review process, public statements by staff and 

Commissioners and otherwise, that the disclosure provided in response to this requirement 

should be clear and communicate to shareholders management’s view of the company’s financial 

condition and prospects.52 

Item 303 includes a broad range of disclosure items that address the registrant's liquidity, 

capital resources and results of operations. Some of these provisions, such as the requirement to 

provide tabular disclosure of contractual obligations,53 clearly specify the disclosure required for 

compliance.  But others instead identify principles and require management to apply the 

principles in the context of the registrant’s particular circumstances.  For example, registrants 

must identify and disclose known trends, events, demands, commitments and uncertainties that 

50  1989 Release. 

51  See, e.g., the 2003 Release; Release No. 33-8182 (Jan. 28, 2003) [68 FR 5982]; Release No. 33-8056 (Jan. 22, 
2002) [67 FR 3746]; Release. No. 33-7558 (Jul. 29, 1998) [63 FR 41394]; and 1989 Release. 

52  See, e.g., speech by Commissioner Cynthia A. Glassman to the Corporate Counsel Institute (Mar. 9, 2006) 
available at www.sec.gov/news/speech/spch030906cag.htm; and speech by Commissioner Elisse B. Walter to 
the Corporate Counsel Institute (Oct. 2, 2009) available at 
www.sec.gov/news/speech/2009/spch100209ebw.htm. 

53  17 CFR 229.303(a)(5). 
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are reasonably likely54 to have a material effect on financial condition or operating performance.  

This disclosure should highlight issues that are reasonably likely to cause reported financial 

information not to be necessarily indicative of future operating performance or of future financial 

condition.55  Disclosure decisions concerning trends, demands, commitments, events, and 

uncertainties generally should involve the: 

• consideration of financial, operational and other information known to the registrant; 

• identification, based on this information, of known trends and uncertainties; and  

• assessment of whether these trends and uncertainties will have, or are reasonably likely 

to have, a material impact on the registrant's liquidity, capital resources or results of 

operations.56 

The Commission has not quantified, in Item 303 or otherwise, a specific future time 

period that must be considered in assessing the impact of a known trend, event or uncertainty 

that is reasonably likely to occur. As with any other judgment required by Item 303, the 

necessary time period will depend on a registrant’s particular circumstances and the particular 

trend, event or uncertainty under consideration.  For example, a registrant considering its 

disclosure obligation with respect to its liquidity needs would have to consider the duration of its 

known capital requirements and the periods over which cash flows are managed in determining 

the time period of its disclosure regarding future capital sources.57  In addition, the time horizon 

of a known trend, event or uncertainty may be relevant to a registrant’s assessment of the 

54  “Reasonably likely” is a lower disclosure standard than “more likely than not.”  Release No. 33-8056 (Jan. 22, 
2002) [67 FR 3746]. 

55  2003 Release. 

56  Id. 

57  Id. at n.43. 
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materiality of the matter and whether or not the impact is reasonably likely.  As with respect to 

other subjects of disclosure, materiality “with respect to contingent or speculative information or 

events . . . ‘will depend at any given time upon a balancing of both the indicated probability that 

the event will occur and the anticipated magnitude of the event in light of the totality of the 

company activity.’”58 

The nature of certain MD&A disclosure requirements places particular importance on a 

registrant’s materiality determinations.  The Commission has recognized that the effectiveness of 

MD&A decreases with the accumulation of unnecessary detail or duplicative or uninformative 

disclosure that obscures material information.59  Registrants drafting MD&A disclosure should 

focus on material information and eliminate immaterial information that does not promote 

understanding of registrants’ financial condition, liquidity and capital resources, changes in 

financial condition and results of operations.60  While these materiality determinations may limit 

what is actually disclosed, they should not limit the information that management considers in 

making its determinations.  Improvements in technology and communications in the last two 

decades have significantly increased the amount of financial and non-financial information that 

management has and should evaluate, as well as the speed with which management receives and 

is able to use information.  While this should not necessarily result in increased MD&A 

disclosure, it does provide more information that may need to be considered in drafting MD&A 

disclosure. In identifying, discussing and analyzing known material trends and uncertainties, 

registrants are expected to consider all relevant information even if that information is not 

58  Basic at 238, quoting Texas Gulf Sulfur Co., 401 F. 2d 833 (2d Cir. 1968) at 849. 

59 2003 Release. 

60 Id. 
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required to be disclosed,61 and, as with any other disclosure judgments, they should consider 

whether they have sufficient disclosure controls and procedures to process this information.62 

Analyzing the materiality of known trends, events or uncertainties may be particularly 

challenging for registrants preparing MD&A disclosure.  As the Commission explained in the 

1989 Release, when a trend, demand, commitment, event or uncertainty is known, “management 

must make two assessments: 

•   Is the known trend, demand, commitment, event or uncertainty likely to come to 

fruition?  If management determines that it is not reasonably likely to occur, no 

disclosure is required. 

•   If management cannot make that determination, it must evaluate objectively the 

consequences of the known trend, demand, commitment, event or uncertainty, on the 

assumption that it will come to fruition.  Disclosure is then required unless management 

determines that a material effect on the registrant's financial condition or results of 

operations is not reasonably likely to occur.”63 

61  Id. 

62  Pursuant to Exchange Act Rules 13a-15 and 15d-15, a company's principal executive officer and principal 
financial officer must make certifications regarding the maintenance and effectiveness of disclosure controls 
and procedures.  These rules define “disclosure controls and procedures” as those controls and procedures 
designed to ensure that information required to be disclosed by the company in the reports that it files or 
submits under the Exchange Act is (1) “recorded, processed, summarized and reported, within the time periods 
specified in the Commission's rules and forms,” and (2) “accumulated and communicated to the company's 
management … as appropriate to allow timely decisions regarding required disclosure.”  As we have stated 
before, a company’s disclosure controls and procedures should not be limited to disclosure specifically 
required, but should also ensure timely collection and evaluation of “information potentially subject to 
[required] disclosure,” “information that is relevant to an assessment of the need to disclose developments and 
risks that pertain to the [company’s] businesses,” and “information that must be evaluated in the context of the 
disclosure requirement of Exchange Act Rule 12b-20.” Release No. 33-8124 (Aug. 28, 2002) [67 FR 57276]. 

63  1989 Release. 
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Identifying and assessing known material trends and uncertainties generally will require 

registrants to consider a substantial amount of financial and non-financial information available 

to them, including information that itself may not be required to be disclosed.64 

Registrants should address, when material, the difficulties involved in assessing the effect 

of the amount and timing of uncertain events, and provide an indication of the time periods in 

which resolution of the uncertainties is anticipated.65  In accordance with Item 303(a), registrants 

must also disclose any other information a registrant believes is necessary to an understanding of 

its financial condition, changes in financial condition and results of operations. 

E. Foreign private issuers. 

The Securities Act and Exchange Act disclosure obligations of foreign private issuers are 

governed principally by Form 20-F's66 disclosure requirements and not those under Regulation 

S-K. However, most of the disclosure requirements applicable to domestic issuers under 

Regulation S-K that are most likely to require disclosure related to climate change have parallels 

under Form 20-F, although some of the requirements are not as prescriptive as the provisions 

applicable to domestic issuers.  For example, the following provisions of Form 20-F may require 

a foreign private issuer to provide disclosure concerning climate change matters that are material 

to its business: 

•  Item 3.D, which requires a foreign private issuer to disclose its material risks; 

•  Item 4.B.8, which requires a foreign private issuer to describe the material effects of 

government regulation on its business and to identify the particular regulatory body; 

64 

65 

66 

2003 Release 

Id. 

17 CFR 249.220f. 
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•   Item 4.D, which requires a foreign private issuer to describe any environmental issues 

that may affect the company’s utilization of its assets; 

•   Item 5, which requires management’s explanation of factors that have affected the 

company’s financial condition and results of operations for the historical periods 

covered by the financial statements, and management’s assessment of factors and 

trends that are anticipated to have a material effect on the company’s financial 

condition and results of operations in future periods; and 

•   Item 8.A.7, which requires a foreign private issuer to provide information on any legal 

or arbitration proceedings, including governmental proceedings, which may have, or 

have had in the recent past, significant effects on the company’s financial position or 

profitability. 

Forms F-167 and F-3,68 Securities Act registration statement forms for foreign private 

issuers, also require a foreign private issuer to provide the information, including risk factor 

disclosure, required under Regulation S-K Item 503. 

IV. Climate change related disclosures 

In the previous section we summarized a number of Commission rules and regulations 

that may be the source of a disclosure obligation for registrants under the federal securities laws.  

Depending on the facts and circumstances of a particular registrant, each of the items discussed 

above may require disclosure regarding the impact of climate change.  The following topics are 

some of the ways climate change may trigger disclosure required by these rules and 

67 17 CFR 239.31. 

68 17 CFR 239.33. 
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regulations.69  These topics are examples of climate change related issues that a registrant may 

need to consider. 

A. Impact of legislation and regulation. 

As discussed above, there have been significant developments in federal and state 

legislation and regulation regarding climate change.  These developments may trigger disclosure 

obligations under Commission rules and regulations, such as pursuant to Items 101, 103, 503(c) 

and 303 of Regulation S-K. With respect to existing federal, state and local provisions which 

relate to greenhouse gas emissions, Item 101 requires disclosure of any material estimated capital 

expenditures for environmental control facilities for the remainder of a registrant’s current fiscal 

year and its succeeding fiscal year and for such further periods as the registrant may deem 

material.  Depending on a registrant’s particular circumstances, Item 503(c) may require risk 

factor disclosure regarding existing or pending legislation or regulation that relates to climate 

change. Registrants should consider specific risks they face as a result of climate change 

legislation or regulation and avoid generic risk factor disclosure that could apply to any 

company.  For example, registrants that are particularly sensitive to greenhouse gas legislation or 

regulation, such as registrants in the energy sector, may face significantly different risks from 

climate change legislation or regulation compared to registrants that currently are reliant on 

products that emit greenhouse gases, such as registrants in the transportation sector. 

Item 303 requires registrants to assess whether any enacted climate change legislation or 

regulation is reasonably likely to have a material effect on the registrant’s financial condition or 

In addition to the Regulation S-K items discussed in this section, registrants must also consider any financial 
statement implications of climate change issues in accordance with applicable accounting standards, including 
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification Topic 450, 
Contingencies, and FASB Accounting Standards Codification Topic 275, Risks and Uncertainties.   
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results of operation.70  In the case of a known uncertainty, such as pending legislation or 

regulation, the analysis of whether disclosure is required in MD&A consists of two steps.  First, 

management must evaluate whether the pending legislation or regulation is reasonably likely to 

be enacted. Unless management determines that it is not reasonably likely to be enacted, it must 

proceed on the assumption that the legislation or regulation will be enacted.  Second, 

management must determine whether the legislation or regulation, if enacted, is reasonably likely 

to have a material effect on the registrant, its financial condition or results of operations.  Unless 

management determines that a material effect is not reasonably likely,71 MD&A disclosure is 

required.72  In addition to disclosing the potential effect of pending legislation or regulation, the 

registrant would also have to consider disclosure, if material, of the difficulties involved in 

assessing the timing and effect of the pending legislation or regulation.73 

A registrant should not limit its evaluation of disclosure of a proposed law only to 

negative consequences. Changes in the law or in the business practices of some registrants in 

response to the law may provide new opportunities for registrants.  For example, if a “cap and 

trade” type system is put in place, registrants may be able to profit from the sale of allowances if 

their emissions levels end up being below their emissions allotment.  Likewise, those who are 

not covered by statutory emissions caps may be able to profit by selling offset credits they may 

qualify for under new legislation. 

70 See 1989 Release.  

71    Management should ensure that it has sufficient information regarding the registrant’s greenhouse gas 
emissions and other operational matters to evaluate the likelihood of a material effect arising from the subject 
legislation or regulation.  See n. 62, supra. 

72 In 2003 we issued additional guidance with respect to how registrants could improve MD&A disclosure, 
including ideas about how to focus on material issues and how to present information in a more effective 
manner to be of more value to investors. See 2003 Release. 
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Examples of possible consequences of pending legislation and regulation related to 

climate change include:  

•  Costs to purchase, or profits from sales of, allowances or credits under a “cap and trade” 

system; 

•  Costs required to improve facilities and equipment to reduce emissions in order to 

comply with regulatory limits or to mitigate the financial consequences of a “cap and 

trade” regime; and 

•  Changes to profit or loss arising from increased or decreased demand for goods and 

services produced by the registrant arising directly from legislation or regulation, and 

indirectly from changes in costs of goods sold. 

We reiterate that climate change regulation is a rapidly developing area.  Registrants need 

to regularly assess their potential disclosure obligations given new developments.  

B. International accords. 

Registrants also should consider, and disclose when material, the impact on their business 

of treaties or international accords relating to climate change.  We already have noted the Kyoto 

Protocol, the EU ETS and other international activities in connection with climate change 

remediation.  The potential sources of disclosure obligations related to international accords are 

the same as those discussed above for U.S. climate change regulation.  Registrants whose 

businesses are reasonably likely to be affected by such agreements should monitor the progress 

of any potential agreements and consider the possible impact in satisfying their disclosure 

obligations based on the MD&A and materiality principles previously outlined. 

See 2003 Release for a discussion of how companies should address, where material, the difficulties involved 
in assessing the effect of the amount and timing of uncertain events. 
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C. Indirect consequences of regulation or business trends. 

Legal, technological, political and scientific developments regarding climate change may 

create new opportunities or risks for registrants.  These developments may create demand for 

new products or services, or decrease demand for existing products or services.  For example, 

possible indirect consequences or opportunities may include: 

• Decreased demand for goods that produce significant greenhouse gas emissions; 

• Increased demand for goods that result in lower emissions than competing products;74 

• Increased competition to develop innovative new products; 

• Increased demand for generation and transmission of energy from alternative energy 

sources; and 

• Decreased demand for services related to carbon based energy sources, such as drilling 

services or equipment maintenance services. 

These business trends or risks may be required to be disclosed as risk factors or in 

MD&A. In some cases, these developments could have a significant enough impact on a 

registrant’s business that disclosure may be required in its business description under Item 101.  

For example, a registrant that plans to reposition itself to take advantage of potential 

opportunities, such as through material acquisitions of plants or equipment, may be required by 

Item 101(a)(1) to disclose this shift in plan of operation.  Registrants should consider their own 

particular facts and circumstances in evaluating the materiality of these opportunities and 

obligations. 

For example, recent legislation will ultimately phase out most traditional incandescent light bulbs.  This has 
resulted in the acceleration of the development and marketing of compact fluorescent light bulbs. See Energy 
Independence and Security Act of 2007, Pub. L. No. 110-140, 121 Stat. 1492 (2007). 
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Another example of a potential indirect risk from climate change that would need to be 

considered for risk factor disclosure is the impact on a registrant’s reputation.  Depending on the 

nature of a registrant’s business and its sensitivity to public opinion, a registrant may have to 

consider whether the public’s perception of any publicly available data relating to its greenhouse 

gas emissions could expose it to potential adverse consequences to its business operations or 

financial condition resulting from reputational damage.   

D. Physical impacts of climate change. 

Significant physical effects of climate change, such as effects on the severity of weather 

(for example, floods or hurricanes), sea levels, the arability of farmland, and water availability 

and quality,75 have the potential to affect a registrant’s operations and results.  For example, 

severe weather can cause catastrophic harm to physical plants and facilities and can disrupt 

manufacturing and distribution processes.  A 2007 Government Accountability Office report 

states that 88% of all property losses paid by insurers between 1980 and 2005 were weather-

related.76  As noted in the GAO report, severe weather can have a devastating effect on the 

financial condition of affected businesses.  The GAO report cites a number of sources to support 

the view that severe weather scenarios will increase as a result of climate change brought on by 

an overabundance of greenhouse gases. 

Possible consequences of severe weather could include: 

75 See “Climate Change: Financial Risks to Federal and Private Insurers in Coming Decades Are Potentially 
Significant:  U.S. Government Accountability Office Report to the Committee on Homeland Security and 
Governmental Affairs, U.S. Senate,” GAO-07-285 (March 2007). 

76 Id. at p.17. 
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• For registrants with operations concentrated on coastlines, property damage and 

disruptions to operations, including manufacturing operations or the transport of 

manufactured products; 

• Indirect financial and operational impacts from disruptions to the operations of major 

customers or suppliers from severe weather, such as hurricanes or floods; 

• Increased insurance claims and liabilities for insurance and reinsurance companies77; 

• Decreased agricultural production capacity in areas affected by drought or other 

weather-related changes; and 

•  Increased insurance premiums and deductibles, or a decrease in the availability of 

coverage, for registrants with plants or operations in areas subject to severe weather. 

Registrants whose businesses may be vulnerable to severe weather or climate related 

events should consider disclosing material risks of, or consequences from, such events in their 

publicly filed disclosure documents. 

V. Conclusion 

This interpretive release is intended to remind companies of their obligations under 

existing federal securities laws and regulations to consider climate change and its consequences 

as they prepare disclosure documents to be filed with us and provided to investors.  We will 

monitor the impact of this interpretive release on company filings as part of our ongoing 

disclosure review program.  In addition, the Commission’s Investor Advisory Committee78 is 

77  Many insurers already have plans in place to address the increased risks that may arise as a result of climate 
change, with many reducing their near-term catastrophic exposure in both reinsurance and primary insurance 
coverage along the Gulf Coast and the eastern seaboard. Id. at 32. 

78  The Investor Advisory Committee was formed on June 3, 2009 to advise the Commission on matters of 
concern to investors in the securities markets, provide the Commission with investors’ perspectives on current, 
non-enforcement, regulatory issues and serve as a source of information and recommendations to the 
Commission regarding the Commission’s regulatory programs from the point of view of investors. See Press 
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considering climate change disclosure issues as part of its overall mandate to provide advice and 

recommendations to the Commission, and the Commission is planning to hold a public 

roundtable on disclosure regarding climate change matters in the spring of 2010.  We will 

consider our experience with the disclosure review program together with any advice or 

recommendations made to us by the Investor Advisory Committee and information gained 

through the planned roundtable as we determine whether further guidance or rulemaking relating 

to climate change disclosure is necessary or appropriate in the public interest or for the 

protection of investors. 

VI. Codification Update 

The "Codification of Financial Reporting Policies" announced in Financial Reporting 

Release No. 1 (April 15, 1982) [47 FR 21028] is updated by adding new Section 501.15, 

captioned “Climate change related disclosures,” and under that caption including the text in 

Sections III and IV of this release.  

The Codification is a separate publication of the Commission. It will not be published in 

the Federal Register/Code of Federal Regulations. 

List of Subjects 

17 CFR Part 211 

Reporting and recordkeeping requirements, Securities. 

17 CFR Parts 231 and 241  

Securities. 

Release No. 2009-126, “SEC Announces Creation of Investor Advisory Committee,” available at 
http://www.sec.gov/news/press/2009/2009-126.htm. 
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Amendments to the Code of Federal Regulations 

For the reasons set forth above, the Commission is amending Title 17, Chapter II of the 

Code of Federal Regulations as set forth below: 

PART 211 -- INTERPRETATIONS RELATING TO FINANCIAL REPORTING MATTERS 

1. Part 211, Subpart A, is amended by adding Release No. FR-82 and the release date of 

February 2, 2010 to the list of interpretive releases. 

PART 231 -- INTERPRETATIVE RELEASES RELATING TO THE SECURITIES ACT 
OF 1933 AND GENERAL RULES AND REGULATIONS THEREUNDER 

2. Part 231 is amended by adding Release No. 33-9106 and the release date of  

February 2, 2010 to the list of interpretive releases. 

PART 241 -- INTERPRETATIVE RELEASES RELATING TO THE SECURITIES 
EXCHANGE ACT OF 1934 AND GENERAL RULES AND REGULATIONS 
THEREUNDER 

3. Part 241 is amended by adding Release No. 34-61469 and the release date of  

February 2, 2010 to the list of interpretive releases. 

By the Commission 

      Elizabeth M. Murphy 
Secretary 

Dated: February 2, 2010 
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441 G St. N.W. 
Washington, DC 20548 

July 2, 2020 

The Honorable Mark Warner 
United States Senate 

Dear Senator Warner: 

Investors are increasingly asking public companies to disclose 
information on environmental, social, and governance (ESG) factors to 
help them understand risks to the company’s financial performance or 
other issues, such as the impact of the company’s business on 
communities. Examples of ESG factors include climate-related impacts, 
investments in human capital, and the strength of a company’s data 
security program. Some of the largest institutional investors in the United 
States have announced that they take ESG factors into account to inform 
their investment decisions and manage investment risks. For example, in 
a recent letter to clients, executives of BlackRock, Inc., which manages 
more than $6 trillion in investment assets, stated their view that ESG 
investment options can offer investors better outcomes.1 This letter also 
outlined plans to increase their focus on managing ESG-related risks 
through how BlackRock constructs investment portfolios, designs 
investment products, and engages with companies.2 

The Securities and Exchange Commission (SEC) requires public 
companies to disclose material information—which can include material 

                                                                                                                       
1As of June 2019, BlackRock managed a total of $6.84 trillion in assets across equity, 
fixed income, cash management, alternative investment, real estate, and advisory 
strategies, according to BlackRock’s website. 

2In 2018, we reviewed 11 studies in peer-reviewed academic journals published from 
2012 to 2017 that assessed the impact on financial performance of incorporating ESG 
factors. Nine of the 11 studies reported finding a neutral or positive relationship between 
financial returns and the use of ESG information to inform investment management 
decisions in comparison to otherwise similar investments that did not incorporate ESG 
information. See GAO, Retirement Plan Investing: Clearer Information on Consideration of 
Environmental, Social, and Governance Factors Would Be Helpful, GAO-18-398 
(Washington, D.C.: May 22, 2018).  

Letter 
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ESG information—in their annual 10-K filings and other periodic filings.3 
SEC has issued interpretive releases to help explain to companies how 
current disclosure requirements apply to particular ESG topics, such as 
climate change. Third-party organizations have created voluntary 
frameworks for companies to consider to improve the quality and 
consistency of companies’ ESG disclosures. However, some investors 
and market observers have continued to express dissatisfaction with the 
quality and consistency of public companies’ ESG disclosures. 

You asked us to review issues related to public companies’ disclosures of 
ESG information.4 This report examines (1) why and how investors have 
sought additional ESG disclosures; (2) how public companies’ disclosures 
of selected ESG factors have compared within and across selected 
industries; (3) steps SEC staff have taken to assess the effectiveness of 
the agency’s efforts to review the disclosure of material ESG factors; and 
(4) the advantages and disadvantages of policy options that investors and 
other market observers have proposed to improve ESG disclosures.5 

To obtain information about how and why investors have sought 
additional ESG disclosures, we reviewed relevant reports and studies by 
academics, investment firms, and others. In addition, we conducted semi-
structured interviews with a nongeneralizable sample of 14 institutional 
investors: 

• four large private asset management firms (each with more than $1 
trillion in worldwide assets under management as of December 31, 
2018); 

                                                                                                                       
3Material information can include, among other things, known trends, events, and 
uncertainties that are reasonably likely to have an effect on the company’s financial 
condition or operating performance, as well as potential risks to investing in the company. 
SEC considers information to be material if there is a substantial likelihood that a 
reasonable investor would consider it important in making an investment decision in the 
context of the total mix of available information. 

4This review was conducted in response to a 2018 request from Senator Mark Warner—
then Ranking Member, Senate Subcommittee on Securities, Insurance, and Investment. 

5For other GAO work on ESG disclosures, see GAO, Climate Related Risks: SEC Has 
Taken Steps to Clarify Disclosure Requirements, GAO-18-188 (Washington, D.C.: Feb. 
20, 2018); GAO-18-398; and Corporate Boards: Strategies to Address Representation of 
Women Include Federal Disclosure Requirements, GAO-16-30 (Washington, D.C.: Dec. 3, 
2015). 
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• three mid-sized private asset management firms (each with from $500 
billion to $1 trillion in worldwide assets under management as of 
December 31, 2018); 

• three large public pension funds (each with more than $100 billion in 
total assets as of September 30, 2018); and 

• four mid-sized public pension funds (each with from $40 billion to 
$100 billion in total assets as of September 30, 2018).6 

To get a mix of regional perspectives, we incorporated geographic 
location into our selection when possible. For example, we selected at 
least one of the seven public pension funds from each of four U.S. census 
regions (Northeast, South, Midwest, and West). To understand trends in 
the use of shareholder proposals to promote improved ESG disclosure, 
we obtained and analyzed proposals for a generalizable, random sample 
of 100 public companies listed on the S&P Composite 1500 as of October 
4, 2019.7 

To compare public companies’ ESG disclosures within and across 
industries, we analyzed disclosures from a nongeneralizable sample of 32 
companies across eight industries on eight ESG factors. We selected 
ESG factors that were frequently cited as important to investors and 
companies by a range of market observers, including ESG standard-
setting organizations and academics. We selected the eight industries 
because they represented a range of sectors of the U.S. economy (e.g., 
transportation, services, and manufacturing). By selecting four of the eight 
largest companies in each industry, we arrived at 32 companies. We 
reviewed companies’ recent regulatory filings (10-K and definitive proxy 
statement), annual reports, and voluntary corporate social responsibility 

                                                                                                                       
6In this report, we refer to asset management firms in the private sector as “private” to 
differentiate them from public pension funds. Our sample of these asset management 
firms includes firms that are publicly traded. 

7The S&P Composite 1500 combines three indices—the S&P 500, the S&P MidCap 400, 
and the S&P SmallCap 600. 
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reports to identify relevant disclosures on the selected ESG topics.8 In 
addition, we conducted semi-structured interviews with representatives 
from 18 of the 32 companies to obtain their perspectives on their ESG 
disclosure practices.9 

To review SEC staff’s efforts related to ESG disclosures, we reviewed 
relevant Division of Corporation Finance (Corporation Finance) 
procedures. We also interviewed SEC officials and 15 review staff (six 
attorneys, six accountants, and three branch chiefs) involved in 
Corporation Finance’s oversight of public companies’ disclosures. To 
identify relevant policy proposals to improve ESG disclosures, we 
reviewed reports and public statements and comments from investors, 
ESG standard-setting organizations, and other groups. In addition, we 
reviewed reports and studies on international ESG disclosure 
requirements to identify and obtain information about relevant policy 
approaches implemented in other countries. We also interviewed 
government officials in the United Kingdom and Japan and stock 
exchange and industry association representatives from South Africa. 
Finally, we conducted interviews with 13 market observers, including ESG 
standard-setting organizations, academics, and representatives of 
industry and investor groups to obtain their perspectives on issues and 

                                                                                                                       
8We reviewed companies’ 2018 10-Ks, 2019 definitive proxy statements (which typically 
covered the same reporting period as the 2018 10-K), and 2018 annual reports (when 
different from the company’s 10-K). Companies are required to send an annual report to 
their shareholders or post the report on their websites before an annual meeting to elect 
directors. Some companies choose to use their 10-K as their annual report and do not 
provide separate annual reports. We reviewed annual reports that were distinct from 
companies’ 10-Ks. Of our selected companies, 21 published annual reports separate from 
their 10-Ks. We also reviewed companies’ most recent sustainability reports available on 
their websites, accessed from July through December 2019. The reporting years for these 
sustainability reports were: 2017 (three companies), 2017–2018 (three companies), 2018 
(16 companies), or 2018–2019 (three companies). Seven companies did not have 
sustainability reports available on their websites. Sustainability reports are sometimes 
called corporate responsibility reports or ESG reports. SEC’s rules and regulations also 
generally require foreign companies with securities listed in the United States to file an 
annual form 20-F, which contains financial and nonfinancial information for investors. For 
the purposes of this report, we did not review form 20-F filings. 

9We requested interviews with all 32 of our selected companies, but eight companies 
declined, and six companies did not respond to our request. For those that did not 
respond, we made at least three requests by email.  
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policy options related to ESG disclosures.10 We selected these market 
observers through studies and reports of companies’ ESG disclosures 
that identified leading observers with subject matter expertise and through 
referrals obtained during interviews for this study. 

We conducted this performance audit from January 2019 to July 2020 in 
accordance with generally accepted government auditing standards. 
Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that 
the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives. 

The use of ESG factors has emerged as a way for investors to capture 
information on potential risks and opportunities that otherwise may not be 
taken into account in financial analysis. ESG factors like climate change 
impacts and workplace safety may affect a company’s expected financial 
performance and thereby its value to shareholders. See table 1 for 
examples of ESG factors. 

Table 1: Examples of Environmental, Social, and Governance Factors 

Environmental Social Governance 
Climate change impacts and greenhouse gas emissions Labor standards Board composition 
Energy efficiency Human rights Executive compensation 
Renewable energy Employee engagement Audit committee structure 
Air, water, resource depletion, or pollution Customer satisfaction Bribery and corruption 
Waste management Community relations Whistleblower programs 
Biodiversity impacts Gender and diversity Accident and safety management 

Source: GAO analysis of documentation from the CFA Institute, Sustainable Accounting Standards Board, and Principles for Responsible Investment. | GAO-20-530 
 

ESG standard-setting organizations were created to improve 
transparency and consistency in companies’ disclosure of ESG 
information. Several independent and nonprofit organizations have 
created voluntary frameworks companies may use to disclose on ESG 

                                                                                                                       
10To characterize investor, company, SEC review staff, and market observer views 
throughout the report, we consistently defined modifiers to quantify the views of each 
group as follows: “nearly all” represents 80–99 percent of the group, “most” represents 
50–79 percent of the group, and “some” represents 20–49 percent of the group. The 
number of interviews each modifier represents differs based on the number of interviews 
in that grouping: 14 institutional investors, 18 public companies, 15 SEC review staff, and 
13 market observers.  

Background 
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issues, as shown in table 2. Frameworks are generally comprised of 
single-issue categories that contain several specific disclosure topics 
related to that category. 

Table 2: Environmental, Social, and Governance (ESG) Standard-Setting Organizations and Voluntary Reporting Frameworks 

ESG standard-setting organization Description of voluntary reporting framework 
Global Reporting Initiative (GRI) GRI is an international nonprofit organization that was established in 1997. GRI created the 

first international guidelines for sustainability reporting in 2000, then replaced these guidelines 
with sustainability reporting standards in 2016. According to GRI, 82 percent of the world’s 250 
largest companies report on ESG topics using the GRI standards. Companies determine 
which, if any, of their business operations may have a relevant impact and select GRI 
sustainability reporting standards accordingly. 

United Nations Global Compact The United Nations Global Compact was established in 2000. Participating companies are 
encouraged to incorporate the compact’s 10 principles on human rights, labor, the 
environment, and anti-corruption into their operations. In 2017, the compact partnered with 
GRI to produce a guide that uses GRI’s standards to help companies disclose how they act on 
the compact’s 10 principles. 

International Integrated Reporting 
Council (IIRC) 

IIRC is an international nonprofit organization that was established in 2010, which encourages 
companies to merge their financial and sustainability disclosures using a process called 
integrated reporting. IIRC’s integrated reporting framework provides companies with guidance 
on the principles and content of integrated reports, but it does not provide standards for ESG 
disclosures. 

Sustainability Accounting Standards 
Board (SASB) 

SASB is a U.S. nonprofit organization that was established in 2011. In 2018, SASB developed 
a voluntary reporting framework in consultation with companies, investors, and subject matter 
experts. The framework is comprised of industry-specific sustainability accounting standards 
for 77 industries intended to allow companies to communicate ESG information that could 
have a financial impact on the company. 

Additional climate change-related frameworks 
CDP Global (previously the Carbon 
Disclosure Project) 

CDP is an international nonprofit organization that was established in 2000. CDP scores 
organizations on environmental risks and opportunities related to climate change, water 
security, and deforestation. CDP gathers information to generate its scores and reports by 
sending questionnaires to participating investors and companies as well as public entities, 
including cities, states, and regions. 

Task Force on Climate-Related 
Financial Disclosures (TCFD) 

TCFD was established by the Financial Stability Board in 2015 to make recommendations for 
improving principles and practices for voluntary climate change disclosure. In 2017, TCFD 
released a climate-related risk disclosure framework. This framework is intended to help 
companies consider and report on risks associated with climate change, such as physical, 
liability, and transition risks that could have a financial impact on a company in the future. 

Source: GAO analysis of standard-setting framework documents. | GAO-20-530 
 

SEC rules and regulations generally require public companies to disclose, 
among other things, known trends, events, and uncertainties that are 
reasonably likely to have a material effect on the company’s financial 
condition or operating performance, as well as potential risks to investing 
in the company. SEC considers information to be material if there is a 
substantial likelihood that a reasonable investor would consider it 
important in making an investment decision in the context of the total mix 
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of available information.11 Public companies disclose information on an 
ongoing basis through annual 10-K filings, quarterly 10-Q filings, and 
definitive proxy statements, among other disclosure requirements.12 
Regulation S-K contains SEC integrated disclosure requirements for 10-K 
filings and other periodic reports filed with SEC.13 Staff in Corporation 
Finance are to selectively review 10-K filings for compliance with 
requirements outlined in Regulation S-K and other applicable accounting 
standards and form requirements. While federal securities laws generally 
do not specifically address the disclosure of ESG information, Regulation 
S-K’s disclosure requirements for nonfinancial information apply to 
material ESG topics. Regulation S-K also includes prescriptive 
requirements for disclosure of certain topics considered to be ESG topics, 
such as board composition, executive compensation, and audit 
committee structure.14 

Corporation Finance’s legal and accounting staff review filings through 
seven offices organized by industry, and office managers assign different 
levels of reviews to 10-K filings, such as full reviews (which include 
financial and legal reviews) and financial-only reviews. The Sarbanes-
Oxley Act of 2002 requires SEC to review the financial statements of 
each reporting company at least once every 3 years, which informs, 
among other factors, how Corporation Finance selects and determines 

                                                                                                                       
11See 17 C.F.R. §§ 240.12b-2, 230.405; see also Basic Inc. v. Levinson, 485 U.S. 224, 
231-32 (1988) (quoting TSC Industries, Inc. v. Northway, Inc., 426 U.S. 438, 449 (1976)) 
(“[T]o fulfill the materiality requirement ‘there must be a substantial likelihood that the 
omitted fact would have been viewed by the reasonable investor as having significantly 
altered the ‘total mix’ of information made available.’”). For the purposes of this report, we 
use “companies,” to refer to public companies subject to the registration and reporting 
requirements of the Securities Act of 1933 and the Securities Exchange Act of 1934. 

12Definitive proxy statements are the final version of proxy statements that public 
companies are required to file with SEC and provide to shareholders prior to certain 
shareholder meetings.  

13See Regulation S-K, 17 C.F.R. Pt. 229. 

14SEC also has proposed amendments to modernize Regulation S-K, including refocusing 
the disclosure of human capital resources to include any material information on human 
capital measures or objectives on which the company focuses in managing the business. 
See Modernization of Regulation S-K Items 101, 103, and 105, 84 Fed. Reg. 44,358 
(proposed Aug. 23, 2019). Current human capital disclosure rules require companies to 
report on their number of employees, and these changes aim to provide investors with a 
better understanding of how companies manage human capital resources.  
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the extent to which 10-K filings are reviewed.15 In conducting these 
reviews, Corporation Finance staff may provide comments to a company 
to obtain additional information, clarification on the company’s disclosure, 
or to significantly enhance its compliance with applicable reporting 
requirements. Comments depend on the issues that arise in a particular 
filing, and staff may request that a company provide additional information 
to help them better evaluate disclosures. 

SEC occasionally issues interpretive releases on topics of general 
interest to the business and investment communities, which reflect the 
Commission’s views and interpret federal securities laws and SEC 
regulations. For example, in 2010, SEC issued the Commission Guidance 
Regarding Disclosure Related to Climate Change, which described how 
existing disclosure requirements could apply to climate change-related 
information and how companies may consider climate disclosures in 
required filings.16 In 2018, SEC also issued the Commission Statement 
and Guidance on Public Company Cybersecurity Disclosures, outlining 
how existing reporting requirements could apply to cybersecurity-related 
risks and incidents.17 These interpretive releases do not establish new 
reporting requirements. Instead, they identify items in existing laws and 
regulations that may be most likely to require disclosure on these topics, 
such as description of the company’s business and potential risk factors 
that may affect the company. 

 

                                                                                                                       
15Sarbanes-Oxley Act of 2002, Pub. L. No. 107-204, §408, 116 Stat. 745, 790-91 (2002) 
(codified at 15 U.S.C. § 7266). 

16Commission Guidance Regarding Disclosure Related to Climate Change, 75 Fed. Reg. 
6290 (Feb. 8, 2010).   

17Commission Statement and Guidance on Public Company Cybersecurity Disclosures, 
83 Fed. Reg. 8166 (Feb. 26, 2018). 
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Institutional investors with whom we spoke generally agreed that ESG 
issues can have a substantial effect on a company’s long-term financial 
performance.18 All seven private asset managers and representatives at 
five of seven public pension funds said they seek ESG information to 
enhance their understanding of risks that could affect companies’ value 
over time. Representatives at the other two pension funds said that they 
generally do not consider ESG information relevant to assessing 
companies’ financial performance. While investors with whom we spoke 
primarily used ESG information to assess companies’ long-term value, 
other investors also use ESG information to promote social goals. A 2018 
US SIF survey found that private asset managers and other investors, 
representing over $3.1 trillion (of the $46.6 trillion in total U.S. assets 
under professional management), said they consider ESG issues as part 
of their mission or in order to produce benefits for society.19 

                                                                                                                       
18Institutional investors include public and private entities that pool funds on behalf of 
others and invest the funds in securities and other investment assets. We interviewed 14 
institutional investors: four large private-sector asset management firms (each with more 
than $1 trillion in worldwide assets under management), three private-sector mid-sized 
asset management firms (each with from $500 billion to $1 trillion in worldwide assets 
under management), three large public pension funds (each with more than $100 billion in 
total assets), and four mid-sized public pension funds (each with from $40 billion to $100 
billion in total assets). Other types of institutional investors include private or nonprofit 
organizations such as labor organizations, foundations, and faith-based investors. 

19US SIF: The Forum for Sustainable and Responsible Investment, Report on US 
Sustainable, Responsible and Impact Investing Trends (2018). US SIF is a nonprofit 
organization that promotes sustainable investment practices by encouraging members to 
focus on long-term investment and ensure that ESG impacts are meaningfully assessed in 
all investment decisions. US SIF members include private asset management firms, asset 
owners, and private and nonprofit investing organizations. 

Most Large Investors 
Told Us They Sought 
Additional ESG 
Disclosures to Better 
Understand and 
Compare Companies’ 
Risks 
Most Investors Said They 
Engage with Companies 
to Address Gaps or 
Inconsistencies in ESG 
Disclosures That Limit 
Their Usefulness 
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Institutional investors we interviewed identified various ways they use 
ESG disclosures to inform their investment decisions and manage risks 
related to their investments. 

• Protecting long-term investments by monitoring companies’ 
management of ESG risks. Some investors with whom we spoke 
noted that they primarily make long-term investments in passively 
managed funds, which may prevent them from making investment 
decisions based on ESG information.20 However, 10 of 14 investors 
said that their focus on long-term factors that drive value leads them 
to monitor or influence companies’ management of ESG issues to 
protect their investments. Investors generally said they use ESG 
disclosures to determine which ESG issues companies monitor and to 
assess how companies manage these risks. Nearly all investors said 
ESG issues can be important to a company’s operations and 
performance over time. For example, seven of 14 investors said they 
used ESG disclosures to identify companies that were less 
transparent than their peers or appeared to be outliers in their 
industries, such as having less board diversity than their peers. 
Investors then engaged with these companies to discuss their risk-
management strategies, encourage disclosure on ESG issues, or 
provide information about what kind of disclosure they would find 
useful. 

• Informing shareholder votes. Most investors with whom we spoke 
said they use ESG information to inform their votes as shareholders at 
annual shareholder meetings, either through a proxy advisory firm or 
independently.21 Specifically, nine of 14 investors said that ESG 
information informs how they vote on directors’ nominations to the 
board and other proposals at public companies’ annual meetings. For 
example, representatives from two large public pension funds said 

                                                                                                                       
20For example, an investment firm may employ a passive investment strategy by 
managing the selection and allocation of investments in a particular fund with the goal of 
matching the returns of a benchmark index, such as the S&P 500. In contrast, an active 
investment strategy involves choosing investments with the goal of generating returns that 
outperform a benchmark index.  

21Shareholders of publicly traded companies generally vote annually on issues that could 
affect the companies’ value, such as the election of directors, executive compensation 
packages, and proposed mergers and acquisitions. The shareholders receive advance 
notice of the votes through a definitive proxy statement and may vote in person or choose 
a third party (proxy) to cast their vote. Most proxy votes are cast by or on behalf of 
institutional investors, such as mutual funds and pension funds, because of the level of 
stocks they manage relative to other types of investors. 
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they withhold votes for directors if they determine that a company’s 
board had not effectively disclosed issues, such as climate risk or 
executive performance metrics.22 

• Creating ESG funds or portfolios. Five of 14 investors we 
interviewed said they created ESG-focused investment funds or 
portfolios with goals such as promoting social responsibility and 
environmental sustainability. In creating these funds and portfolios, 
investors generally review companies’ ESG disclosures to determine 
which companies to include or exclude from these funds or portfolios. 
For example, two private asset managers said they created ESG 
funds or portfolios to attract investors focused on social goals, such as 
faith-based investors, while representatives from one pension fund 
said they had worked with an asset manager to create a low-
emissions index intended to support the Paris Agreement’s goals.23 

• Divesting. Some investors we interviewed said they typically would 
not divest based on a company’s ESG disclosures, and three said that 
ESG information could lead them to divest. A mid-size asset manager 
noted that the firm works with companies to improve their disclosures 
rather than divest. Conversely, representatives from one mid-size 
pension fund said they found that buying or selling shares is a more 
efficient method for changing corporate behavior than the lengthier 
strategy of engaging companies in dialogue. Additionally, a large 
asset manager said that its portfolio managers sell shares if a 
company’s ESG performance or response to engagement is poor. 

Although some studies report that the quantity and quality of ESG 
disclosures generally improved in the last few years, 11 of 14 investors 
with whom we spoke said they seek additional ESG disclosures from 

                                                                                                                       
22When directors run unopposed, shareholders have the option to withhold their vote in 
favor of the candidate. According to SEC’s Office of Investor Education and Advocacy, 
while a substantial number of “withhold” votes will not prevent an unopposed candidate 
from being elected, it can indicate shareholder dissatisfaction with the candidate and 
sometimes influence future decisions on director nominees by the board of directors.  

23The Paris Agreement is an agreement reached by parties to the United Nations 
Framework Convention on Climate Change to strengthen the global response to the threat 
of climate change that entered into force in 2016. 
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companies to address gaps and inconsistencies, among other issues.24 
Investors described challenges with understanding and interpreting both 
quantitative and narrative disclosures. 

• Quantitative disclosures. Investors cited examples of 
inconsistencies in companies’ quantitative disclosures that limit 
comparability, including comparability among companies that disclose 
on the same ESG topics. Specifically, investors described challenges 
such as the variety of different metrics that companies used to report 
on the same topics, unclear calculations, or changing methods for 
calculating a metric. For example, five of 14 investors said that 
companies’ disclosures on environmental or social issues use a 
variety of metrics to describe the same topic. A few studies have 
reported that the lack of consistent and comparable metric standards 
have hindered companies’ ability to effectively report on ESG topics, 
because they are unsure what information investors want.25 In 
addition, some investors said that companies may change which 
metrics they use to disclose on an ESG topic from one year to the 
next, making disclosures hard to compare within the same company 
over time. 

• Narrative disclosures. Most investors noted gaps in narrative 
disclosures that limited their ability to understand companies’ 
strategies for considering ESG risks and opportunities. For example, 
some investors noted that some narrative disclosures contained 
generic language, were not specific to how the company addressed 
ESG issues, or were not focused on material information. For 
example, two private asset managers said that companies may 
provide boilerplate narratives or insufficient context for their 
quantitative disclosures, and representatives from one pension fund 
said that the fund would like additional disclosures on cybersecurity 

                                                                                                                       
24International Monetary Fund, Global Financial Stability Report: Lower for Longer 
(October 2019); Council of Institutional Investors Research and Education Fund, Board 
Evaluation Disclosure (January 2019); Investor Responsibility Research Center Institute 
and Sustainable Investments Institute, State of Integrated and Sustainability Reporting 
2018 (2018); Sustainable Accounting Standards Board, The State of Disclosure 2017: An 
Analysis of the Effectiveness of Sustainability Disclosure in SEC Filings (December 2017); 
and KPMG, Survey of Corporate Responsibility Reporting 2017 (October 2017).  

25World Economic Forum, Toward Common Metrics and Consistent Reporting of 
Sustainable Value Creation (January 2020); International Monetary Fund, Global Financial 
Stability Report: Lower for Longer (October 2019); and U. S. Chamber of Commerce 
Foundation and the Chamber’s Center for Capital Markets Competitiveness, Corporate 
Sustainability Reporting: Past, Present, Future (November 2018). 
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but has found that most disclosures on this topic are generic and not 
very helpful. 

Additionally, most institutional investors said that there is fragmentation in 
the format or location of companies’ ESG disclosures, which can make 
this information hard to compile and review. However, these investors 
generally said that it is more important for companies to focus on 
providing disclosures than on how or where the disclosures are 
presented. These investors said that they are able to purchase access to 
compiled data from third-party data providers to use in their analysis of 
companies’ ESG disclosures. 

Regarding how investors seek ESG disclosures, nearly all institutional 
investors with whom we spoke said they engage with companies to 
request additional ESG disclosures through meetings, telephone calls, or 
letters. Some investors said that companies’ responsiveness, which can 
include producing ESG presentations for investors and discussing ESG 
information on earnings calls, varied by size because larger companies 
have more resources to respond to investor engagement. Engagement 
also can be complicated by conflicting investor demands, as well as the 
proliferation of standards and surveys. According to representatives from 
an industry group that we interviewed, the large number of demands for 
specific ESG information from investors and third parties can pose a 
challenge to companies as they prioritize how to respond. For example, 
one company said it receives diverse requests for information that 
indicate that those investors do not agree on what issues are most 
important. 

Some investors seek additional ESG disclosures by submitting 
shareholder proposals, which are requests from shareholders that the 
company take action on a specific issue or issues. These proposals are 
generally presented for a shareholder vote at public companies’ annual 

To a Limited Degree, 
Some Investors Seek ESG 
Disclosures through 
Shareholder Proposals 
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meetings.26 However, shareholder proposals can be withdrawn before 
coming to a vote when the company reaches an agreement with the 
shareholder who submitted the proposal prior to the annual meeting. 

Our analysis of a generalizable sample of companies listed on the S&P 
1500 found that in 2019, an estimated 10 percent of companies received 
one or more shareholder proposals and an estimated 5 percent of 
companies received one or more shareholder proposals related to 
increasing ESG disclosures.27 For the ESG-related proposals in our 
sample, on average about 28 percent of shareholders voted in favor of 
these proposals and no proposals received more than 50 percent of the 
vote.28 As shown in table 3, the companies in our sample received a total 
of six proposals requesting additional ESG disclosures on a variety of 
social and governance topics. Most of these proposals were submitted to 
large companies.29 Investors that submitted proposals included one public 

                                                                                                                       
26According to SEC, under state law shareholders generally have the right to appear in 
person at an annual or special meeting and put forth a resolution to be voted on by the 
shareholders. See Procedural Requirements and Resubmission Thresholds under 
Exchange Act Rule 14a-8, 84 Fed. Reg. 66,458, 66,474 (proposed Dec. 4, 2019). U.S. 
public companies generally hold their annual meetings to consider key management and 
shareholder proposals that may have an effect on a company’s operations and value, 
such as executive compensation and director elections, or other more routine issues that 
may not affect value, such as changing a corporate name or approving an auditor. Under 
SEC rules, shareholders who have held at least $2,000 or 1 percent of a company’s stock 
for 1 year can submit proposals for a vote. SEC has proposed an update to this threshold 
and suggested that higher ownership requirements or longer holding periods would 
demonstrate a shareholder’s economic stake or long-term investment interest in the 
company. See id. 

27All estimates from our review of a sample of companies’ shareholder proposals are 
subject to sampling error. These estimates have a 95 percent confidence interval that 
extends from 6 to 17 percent for companies receiving one or more shareholder proposals 
and from 2 to 11 percent for companies receiving one or more shareholder proposals 
related to increasing ESG disclosures. We only reviewed shareholder proposals that were 
included in companies’ 2019 shareholder meeting materials. 

28Voting requirements vary among U.S. public companies. Companies’ bylaws generally 
determine how shareholder votes are counted and requirements differ based on the type 
of proposal being voted, the proportion of votes required for an item to pass, and which 
votes are factored into the voting outcome. For example, some U.S. public companies 
count abstentions as votes cast against certain nonbinding items, such as votes on 
executive compensation and shareholder proposals, while others count only votes cast for 
and against the item. Some companies require items to receive more than 50 percent of 
the vote to be considered as having passed.  

29For our sample, we refer to companies appearing in the S&P 500 as large, companies in 
the S&P MidCap 400 as mid-sized, and companies in the S&P SmallCap 600 as small. 
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pension fund, one labor organization, three socially focused asset 
managers, and one higher education endowment. 

Table 3: Shareholder Proposals Submitted to 100 Sampled Companies Requesting Additional Environmental, Social, and 
Governance (ESG) Disclosures, 2019 

Company size  
ESG topic and 
classification Additional ESG disclosure requested 

Type of 
investor  

Percentage 
votes in favora 

Large Political spending 
(Governance) 

Report corporate spending on political activities Pension fund 34.4 

Large Personnel management 
(Social) 

Report on the potential impacts of mandatory 
arbitration for employees’ sexual harassment 
claims 

Labor union 34.0 

Large Human rights 
(Social) 

Report on the risk of child exploitation occurring 
via the company’s products and services 

Faith-based 
asset manager  

33.0 

Large Executive 
compensation 
(Governance) 

Report on the feasibility of linking executive 
compensation to performance around 
cybersecurity and data privacy 

ESG investment 
fund 

12.2 

Mid-sized Board diversity 
(Governance) 

Report on steps to enhance board diversity ESG investment 
fund 

26.6 

Mid-sized Supply chain 
management 
(Social) 

Report on steps to increase supply chain 
transparency 

Higher 
education 
endowment 

No voteb 

Average — — — 28.0 

Source: GAO review of shareholder proposals. | GAO-20-530 
aThe percentage of votes in favor was calculated using the number of votes shareholders cast in 
favor of the proposal divided by the sum of votes cast in favor, against, and abstain. 
bThe company’s 8-K filing that included the Submission of Matters to a Vote of Security Holders did 
not record a vote on this shareholder proposal. There are several possible reasons for not voting on a 
proposal, such as the proponent did not present the proposal at the annual meeting or withdrew the 
proposal before the meeting. 
Notes: In this table, we refer to companies appearing in the S&P 500 as large, companies in the S&P 
MidCap 400 as mid-sized, and companies in the S&P SmallCap 600 as small. Each of the proposals 
in the table (1) was submitted to a company in our generalizable sample, (2) contained a request for 
an additional ESG disclosure, and (3) was included in the company’s 2019 annual shareholder 
meeting materials. No small companies in our sample received a shareholder proposal requesting 
additional ESG disclosure in 2019. 

All of the private asset management firms and representatives from three 
of seven pension funds we interviewed said they do not use shareholder 
proposals as a means to influence companies’ ESG disclosures. One of 
these pension funds said they have found filing shareholder proposals 
unnecessary after engaging in dialogue with companies. However, 
representatives from four of seven pension funds said they have filed 
shareholder proposals to seek additional ESG disclosures. Two large 
pension funds said they have found filing shareholder proposals an 
important engagement method for getting companies’ attention on ESG 
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issues, while the other two funds noted that it was rare for them to file a 
proposal. 

Similarly, studies and reports we reviewed indicated that shareholder 
proposals are concentrated among a relatively small number of 
shareholders and that the number of proposals has been declining in the 
last 5 years.30 For example, a law firm’s analysis of shareholder proposals 
filed with companies listed on the S&P 1500 in 2019 reported that 10 
investors submitted over half of all proposals.31 This report also found that 
faith-based investors and socially focused asset managers, who seek to 
advance social causes in their investments, submitted the majority of 
environmental and social proposals in both 2018 and 2019. In addition, 
this analysis showed that the total number of shareholder proposals, 
including withdrawn proposals, submitted annually declined each year 
from 2015 to 2019. As the total number of proposals has declined, 
shareholder proposals related to environmental and social issues 
constituted over 45 percent of proposals each year from 2015 to 2019.32 
While studies found that during this same time period shareholder support 
increased for these environmental and social proposals that went to a 
vote, shareholder support for most of them remained below 30 percent.33 

                                                                                                                       
30These studies include shareholder proposals that were included in the shareholder 
meeting materials and those that were withdrawn before being included. Some 
shareholder proposals are submitted by investors representing larger groups of investors, 
which submit proposals through individual members.  

31Sullivan and Cromwell, LLP, 2019 Proxy Season Review, Part I: Rule 14a-8 
Shareholder Proposals (July 2019). The law firm Sullivan and Cromwell advises U.S. 
public companies on corporate governance issues, including the shareholder proposal 
process. The firm’s analysis relied on data from Institutional Shareholder Services, Inc. 
that was current as of June 30, 2019. Sullivan and Cromwell estimates that 90 percent of 
U.S. public companies’ annual shareholder meetings are held before June 30 each year.  

32Sustainability Accounting Standards Board, 2015 Annual Report (June 2016); Sullivan 
and Cromwell, LLP, 2018 Proxy Season Review (July 2018); and Sullivan and Cromwell, 
LLP, 2019 Proxy Season Review, Part I: Rule 14a-8 Shareholder Proposals (July 2019). 

33US SIF: The Forum for Sustainable and Responsible Investment, Report on US 
Sustainable, Responsible and Impact Investing Trends (2018); Sullivan and Cromwell, 
LLP, 2018 Proxy Season Review (July 2018); and Sullivan and Cromwell, LLP, 2019 
Proxy Season Review, Part I: Rule 14a-8 Shareholder Proposals, (July 2019). 
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Representatives from public companies with whom we spoke said they 
use several methods and consider multiple factors when deciding which 
ESG topics to report. Most companies (10 of 18) noted that legal and 
regulatory requirements were their primary consideration when 
determining which ESG factors to disclose.34 In addition, nearly all 
companies (15 of 18) told us they conduct some form of stakeholder 
engagement when determining what ESG information beyond regulatory 
requirements to report. As part of the engagement process, companies 
generally said they reach out to investors, representatives of communities 
they operate in, and other interested stakeholders to solicit their opinions 
about which ESG factors are important to them. Some companies 
described their ESG stakeholder engagement process as part of their 
broader company-wide outreach efforts, while others told us they hired 
outside firms to conduct this engagement on their behalf. 

In addition to stakeholder outreach, most companies (11 of 18) told us 
they perform assessments to determine which ESG topics to include in 
their regulatory filings or other reports. As part of these assessments, 
companies review a wide array of potential risks and identify the ones that 
would have the most impact on their business. In addition to 
requirements, outreach and assessments, most companies (nine of 18) 
told us they review ESG disclosure frameworks, such as GRI and SASB, 
to inform their consideration of which ESG factors to disclose. 

                                                                                                                       
34As mentioned previously, SEC rules and regulations require public companies to 
disclose material information, including material ESG information, in their annual 10-K 
filings and other periodic reports filed with SEC. Similarly, SEC requires companies to 
provide certain governance information in their proxy statements in advance of 
shareholder meetings where shareholders elect members of the company’s board of 
directors.  

Selected Companies 
Generally Disclosed 
Many ESG Topics but 
Lack of Detail and 
Consistency May 
Reduce Usefulness to 
Investors 
Companies Considered 
Stakeholder Input and 
Regulatory Requirements 
in Disclosing on ESG 
Topics 
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Similar to deciding which ESG topics to disclose, most companies (10 of 
18) told us they also rely on legal and regulatory requirements when 
determining where to disclose ESG information. Specifically, companies 
said they identify those ESG factors that should be included in the 10-K or 
proxy statement according to SEC requirements, and publish information 
on these factors in their regulatory filings. In addition, some companies 
(six of 18) told us that they view their voluntary sustainability report as 
complementary to their regulatory filings. Specifically, four companies 
said they view their sustainability reports as a place to publish relevant 
ESG information that may not necessarily be material under the SEC 
definition and is therefore not included in regulatory filings. Lastly, some 
companies also told us that their voluntary sustainability reports provide 
an opportunity to disclose information that is of interest to ESG-focused 
investors or non-investor stakeholders. For example, some companies 
(five of 18) told us they use these reports to reach a broader stakeholder 
audience beyond investors, including employees and customers, when 
writing their sustainability reports. 

In addition to the regulatory and voluntary reporting that we reviewed, 
representatives from all 18 companies said they communicate ESG 
information in other ways. For example, most companies (13 of 18) said 
they also publish issue-specific ESG reports, most commonly on climate 
change.35 Most companies (12 of 18) also said they include ESG 
information on their company websites, because information could be 
updated more frequently and include more dynamic content, such as 
videos. Finally, most companies (11 of 18) told us they have developed 
ESG-focused presentations for investors, and some companies (four of 
18) said they have begun including ESG information in their traditional 
investor communications, such as quarterly earnings calls and 
stockholder bulletins. 

                                                                                                                       
35Most companies said they submitted responses to an annual questionnaire from CDP, 
and other companies said they have issued their own stand-alone climate change reports. 
Other companies said they published issue-specific reports on ESG topics directly 
relevant to their industry. For example, a utility company told us it produces a report that 
details information related to its methane emissions, while a retailer that sells food said it 
has published reports with information on the use of palm oil in its supply chain.   
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To assess the amount and characteristics of the ESG information 
companies report, we reviewed regulatory filings and voluntary reports 
issued by 32 large and mid-size public companies in eight industries.36 
For each company, we reviewed two types of regulatory filings (10-K and 
the definitive proxy statement), annual reports (when distinct from the 10-
K), and voluntary sustainability reports (where available). Of our selected 
companies, 25 published voluntary sustainability reports and 21 published 
annual reports separate from their 10-Ks.37 Using keyword search terms, 
we searched these documents to identify disclosures related to eight 
broad ESG factors and 33 more-specific disclosure topics under these 
factors (see fig. 1).38 We selected ESG factors from among those that a 
range of market observers frequently cited as important to investors or 
potentially material and selected ESG topics by reviewing ESG disclosure 
frameworks. For more information about this methodology, see appendix 
I. 

                                                                                                                       
36These industries were airlines, beverages, biotechnology and pharmaceuticals, 
commercial banks, consumer retail, electric utilities, internet media and services, and oil 
and gas production. 

37We defined a sustainability report as a stand-alone comprehensive document that 
provided information on a range of environmental, social, and governance issues relevant 
to the company. We did not include single-issue documents or information included on 
websites that was not also part of the sustainability report. Sustainability reports are 
sometimes called corporate responsibility reports or ESG reports. We reviewed annual 
reports that were distinct from companies’ 10-Ks. Companies report ESG information 
through means other than these four types of documents, such as through their website or 
issue-specific company reports. 

38Of our 33 more-specific disclosure topics, 16 were narrative disclosures and 17 were 
quantitative metrics. We identified ESG disclosures by searching for keywords specific to 
each factor. The search terms we used were not intended to represent a comprehensive 
list of keywords that may relate to the ESG factors we selected for review. Therefore, the 
disclosures we identified are not intended to be a comprehensive list of companies’ ESG 
disclosures on our selected topics. 

Most Companies 
Disclosed on Many ESG 
Topics, but Detail Varied 
on How ESG-Related 
Risks Are Managed 
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Figure 1: Selected Environmental, Social, and Governance (ESG) Factors and Topics for Our Review of Public Companies’ 
ESG Disclosures 

 
aScope 1 emissions are direct emissions from sources that are owned or controlled by the company, 
such as emissions from on-site fossil fuel combustion, company vehicles, and wastewater treatment. 
Scope 2 emissions are indirect emissions from purchased electricity. Scope 3 emissions are indirect 
emissions from sources not owned or directly controlled by the company but that are related to the 
company’s activities, such as employee travel and commuting. 
bOur review of resource management disclosure covered energy management topics for companies 
in the airline, commercial banking, consumer retail, and internet media and services industries, and 
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covered water management topics for companies in the beverage, biotechnology and 
pharmaceuticals, electric utilities, and oil and gas production industries. 
cAn independent board member is generally a person who is not an executive officer or other 
employee of the company. For the purposes of our analysis, we used the definition of independent 
board member provided in the filing or report we were reviewing. 
 

As shown in figure 2, we identified disclosures on six or more of the eight 
ESG factors for 30 of the 32 companies in our sample and identified 19 
companies that disclosed information on all eight factors. All selected 
companies disclosed at least some information on factors related to board 
accountability and resource management. In contrast, we identified the 
fewest companies disclosing on human rights and occupational health 
and safety factors. 

With regard to the 33 more-specific ESG topic disclosures we examined, 
23 of 32 companies disclosed on more than half of them. The topics 
companies disclosed most frequently were related to governance of the 
board of directors and addressing data security risks. Conversely, based 
on disclosures we identified, we found that companies less frequently 
reported information on topics related to the number of self-identified 
human rights violations and the number of data security incidents. In 
addition, we found that companies most frequently disclosed information 
on narrative topics and less frequently disclosed information on 
quantitative topics. There are several reasons why a company may not 
have disclosed information on a specific ESG topic, including that the 
topic is not relevant to its business operations or material. 
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Figure 2: Number of Companies for Which Our Review Identified Disclosure on Certain Environmental, Social, and 
Governance (ESG) Factors and Topics, Generally Covering Data from 2018 

 
Notes: We reviewed 32 selected companies’ 2018 10-Ks, 2019 definitive proxy statements (which 
typically covered the same reporting period as the 2018 10-K), and 2018 annual reports (when 
different from the 10-K). We also reviewed companies’ most recent sustainability reports available on 
their websites, accessed from July through December 2019. These documents generally contained 
data from 2018, but some contained data from 2017 and 2019. Companies can report ESG 
information through means other than these four documents, such as through their websites or issue-
specific company reports. There are several reasons why a company may not disclose information on 
a specific ESG topic, including that the topic is not relevant to its business operations or material. 
 

Figure 3 compares the amount of disclosure on the 33 ESG topics within 
and across the selected industries. We identified the most disclosure on 
the group of topics related to board accountability, climate change, and 
workforce diversity and the least amount on topics related to human 
rights. SEC requires companies to report certain governance information 
in their proxy statements in advance of shareholder meetings where 
shareholders elect members of the company’s board of directors, which 
may help explain why board accountability topics are the most reported 
across industries in our sample. Additionally, differences in disclosure can 
result, in part, from the relevance of an ESG topic to a particular industry. 
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For example, more companies in the airline and oil and gas industries 
disclosed information on climate change, while more companies in the 
internet media and banking industries disclosed information on data 
security. We identified disclosures on fewer topics by companies in the 
internet media industry than the other industries we assessed. None of 
the four internet media companies in our sample issued a stand-alone 
sustainability report. As discussed below, most companies tended to 
include more extensive ESG disclosures in their sustainability reports 
than in their regulatory filings. 
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Figure 3: Number of Companies for Which Our Review Identified Disclosure on Certain Environmental, Social, and 
Governance (ESG) Topics by Industry, Generally Covering Data from 2018 

 
aScope 1 emissions are direct emissions from sources that are owned or controlled by the company, 
such as emissions from on-site fossil fuel combustion, company vehicles, and wastewater treatment. 
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Scope 2 emissions are indirect emissions from purchased electricity. Scope 3 emissions are indirect 
emissions from sources not owned or directly controlled by the company but that are related to the 
company’s activities, such as employee travel and commuting. 
bOur review of resource management information covered energy management topics for companies 
in the airline, commercial banking, consumer retail, and internet media and services industries, and 
covered water management topics for companies in the beverage, biotechnology and 
pharmaceuticals, electric utilities, and oil and gas production industries. 
Notes: We reviewed 32 selected companies’ 2018 10-Ks, 2019 definitive proxy statements (which 
typically covered the same reporting period as the 2018 10-K), and 2018 annual reports (when 
different from the 10-K). We also reviewed companies’ most recent sustainability reports available on 
their websites, accessed from July through December 2019. These documents generally contained 
data from 2018, but some contained data from 2017 and 2019. Companies can report ESG 
information through means other than these four types of documents, such as through their websites 
or issue-specific company reports. There are several reasons why a company may not disclose 
information on a specific ESG topic, including that the topic is not relevant to its business operations 
or material. 
 

Figure 4 illustrates how the amount of disclosures on the 33 ESG topics 
compared across the four types of documents we reviewed. We found 
that companies generally reported information on a wider variety of ESG 
topics in their voluntary sustainability reports. Specifically, with the 
exception of a few topics, when companies disclosed information on an 
ESG topic, they most frequently did so in their sustainability reports. 
Certain ESG topics were reported more frequently in regulatory filings. 
For example, nearly all selected companies reported ESG information 
related to their board of directors in their proxy statements. Additionally, 
we found that companies disclosed on risks related to climate change, 
data security, hiring employees, and resource management in their 10-
Ks, which includes a risk factors section where companies are required to 
discuss the most significant factors that make investment in the company 
speculative or risky. 
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Figure 4: Number of Companies for Which Our Review Identified Disclosure on Certain Environmental, Social, and 
Governance (ESG) Topics by Document, Generally Covering Data from 2018 

 
aScope 1 emissions are direct emissions from sources that are owned or controlled by the company, 
such as emissions from on-site fossil fuel combustion, company vehicles, and wastewater treatment. 
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Scope 2 emissions are indirect emissions from purchased electricity. Scope 3 emissions are indirect 
emissions from sources not owned or directly controlled by the company but that are related to the 
company’s activities, such as employee travel and commuting. 
bOur review of resource management information covered energy management topics for companies 
in the airline, commercial banking, consumer retail, and internet media and services industries, and 
covered water management topics for companies in the beverage, biotechnology and 
pharmaceuticals, electric utilities, and oil and gas production industries. 
Notes: We reviewed 32 selected companies’ 2018 10-Ks, 2019 definitive proxy statements (which 
typically covered the same reporting period as the 2018 10-K), and 2018 annual reports (when 
different from the 10-K). We also reviewed companies’ most recent sustainability reports available on 
their websites, accessed from July through December 2019. These documents generally contained 
data from 2018, but some contained data from 2017 and 2019. Companies can report ESG 
information through means other than these four documents, such as through their websites or issue-
specific company reports. There are several reasons why a company may not disclose information on 
a specific ESG topic, including that the topic is not relevant to its business operations or material. 
 

As discussed earlier, some investors with whom we spoke said they seek 
additional narrative disclosures from companies whose disclosures 
contained generic language or did not provide specific details about how 
the company manages ESG-related risks or opportunities. Among the 33 
ESG topics we reviewed, 16 were topics for which companies reported a 
narrative rather than quantitative disclosure. We categorized these 
narrative disclosures as either generic or company-specific (see fig. 5 for 
examples).39 We defined company-specific disclosures as those that 
discussed specific ways that ESG-related risks and opportunities could 
affect the company’s operations or specific steps the company takes to 
manage or respond to the ESG-related risks or opportunities. We defined 
disclosures that did not include such specific details as generic 
disclosures. As a result, such generic disclosures can be considered 
applicable to the reporting company as well as to many of its peers. 
According to two reports, companies may choose not to disclose more 
detailed information for a particular ESG topic for several reasons, 
including concerns that such disclosures would put the company at a 
competitive disadvantage or expose it to legal liability.40 

                                                                                                                       
39We considered each disclosure as a whole and, if it provided some company-specific 
information, we categorized the disclosure as company-specific. We did not characterize 
quantitative disclosures as we considered them to be inherently company-specific.  

40Fatima Maria Ahmad, Beyond the Horizon: Corporate Reporting on Climate Change 
(Center for Climate and Energy Solutions, September 2017); and Sullivan and Cromwell, 
LLP, 2019 Proxy Season Review, Part I: Rule 14a-8 Shareholder Proposals (July 2019).  
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Figure 5: Examples of Generic and Company-Specific Disclosures 

 
Note: We removed direct references to company names and company programs from these excerpts. 
 

For 11 of the 16 narrative topics, among companies for which we 
identified disclosures on these topics, at least 75 percent disclosed 
company-specific information (see fig. 6). For certain topics, such as 
those related to companies’ actions to add new directors to the board and 
promote diversity and inclusion, most companies disclosed information 
and nearly all of those companies reported company-specific information. 
In contrast, for other narrative topics, such as addressing data security 
risks and describing climate-related risks and opportunities, we identified 
company-specific information for less than two-thirds of disclosing 
companies. In addition, for one narrative topic, describing obstacles that 
might limit the company’s ability to hire the talent it needs, less than one-
third of disclosing companies reported company-specific information. We 
also found that disclosures we identified in companies’ 10-K filings were 
less likely to be company-specific than those in the other three types of 
documents we reviewed.41 

                                                                                                                       
41More companies disclosed company-specific information than generic for three of 16 
narrative topics in the 10-K. For the proxy statement, annual report, and sustainability 
report, those numbers were 12, 10, and 16 of 16, respectively. 
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Figure 6: Category of Disclosure on Certain Environmental, Social, and Governance (ESG) Topics of Selected Companies, 
Generally Covering Data from 2018 

 
Notes: We reviewed 32 selected companies’ 2018 10-Ks, 2019 definitive proxy statements (which 
typically covered the same reporting period as the 2018 10-K), and 2018 annual reports (when 
different from the 10-K). We also reviewed companies’ most recent sustainability reports available on 
their websites, accessed from July through December 2019. These documents generally contained 
data from 2018, but some contained data from 2017 and 2019. We categorized disclosures we 
identified in these documents as either company-specific (narrative specific to that company’s risks or 
management activities) or generic (narrative that could broadly apply to many companies) for 16 
narrative ESG topics. 
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Though most of the narrative ESG disclosures we reviewed contained 
company-specific details, these disclosures varied in the amount of detail 
they provided about how a company manages ESG-related risks and 
opportunities (see fig. 7). In particular, some companies’ disclosures 
included details about specific steps the company was taking to manage 
an ESG-related risk or opportunity and details about the results of such 
efforts, while others did not. To the extent that some companies provided 
more detailed disclosures, those companies’ disclosures could be of 
greater usefulness to investors trying to understand the ESG risks facing 
a company or the steps the company was taking to manage ESG risks. 
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Figure 7: Examples of the Range of Detail in Company-Specific Environmental, Social, and Governance (ESG) Disclosures 

 
Note: We removed direct references to company names and company programs from these excerpts. 
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We identified inconsistencies in how companies disclosed on some of our 
selected quantitative ESG topics, which may limit investors’ ability to 
compare these disclosures across companies.42 Specifically, we found 
instances where companies defined terms differently or calculated similar 
information in different ways. We most frequently identified these 
inconsistencies in quantitative topics associated with climate change, 
personnel management, resource management, and workforce diversity. 
For quantitative topics related to data security, human rights, and 
occupational health and safety, five or fewer of the 32 companies in our 
sample disclosed information on these topics, limiting comparisons 
across companies. 

As previously discussed, some investors told us that one of the reasons 
they seek additional ESG disclosures is because it is difficult to compare 
disclosures across companies. SEC also noted in a 2016 concept release 
that sought comment on modernizing certain disclosure requirements in 
Regulation S-K that consistent disclosure standards can increase the 
efficiency with which investors process the information.43 Additionally, 
three of the most commonly used ESG disclosure frameworks—GRI, 
SASB, and TCFD—have a stated goal to help companies disclose 
information in a way that allows investors to compare information among 
companies. 

Despite this focus on comparable reporting from investors, regulators, 
and standard-setters, we identified instances where companies reported 
certain quantitative metrics differently from one another for some ESG 
topics. For example, in workforce diversity disclosures, some companies 
reported their employee demographics using broad groupings, such as 
“minority” or “ethnically diverse,” while others reported by specific racial or 
ethnic groups. Similarly, some companies defined greenhouse gas 
emissions differently. Most companies combined carbon dioxide and 
other greenhouse gases when reporting emission data, but a few 
reported carbon dioxide emissions alone. 

                                                                                                                       
42Our review focused on disclosures for selected ESG topics. While inconsistencies also 
may exist in other disclosure areas that are not governed by commonly accepted 
standards, these areas were outside the scope of our study. We identified these 
inconsistencies through our review of public companies disclosures on ESG topics, which, 
as previously mentioned, is not intended to be a comprehensive list of companies’ ESG 
disclosures on our selected topics.  

43Business and Financial Disclosure Required by Regulation S-K, 81 Fed. Reg. 23,916, 
23,919 (Concept Release, Apr. 22, 2016). 

Differences in How 
Companies Reported 
Some Quantitative ESG 
Topics Could Limit 
Comparisons across 
Companies 



Chapter 4—Climate Change: Addressing a Material Risk

 4–6941st Annual Northwest Securities Institute

 
 
 
 
 
 

Page 33 GAO-20-530  Environmental, Social, and Governance Disclosures 

We also identified instances of companies using different calculation 
methods or units of measure when reporting information related to climate 
change and resource management. For example, companies used 
different base years when calculating their reduction in greenhouse gas 
emissions, limiting their comparability. Some companies reported 
reductions year-over-year, while many reported reductions over multiple 
years with no consistency within or across industries. For example, airline 
companies we reviewed reported emission reductions with base years 
ranging from 1990 to 2017. Similarly, when disclosing total water 
withdrawal, eight companies used metric units of measure while two 
companies used imperial units of measure. 

Companies that used the same ESG framework did not always disclose 
on ESG topics in a consistent manner. Specifically, we identified the 
types of inconsistencies discussed above in quantitative disclosures 
among those companies using the GRI framework.44 For example, we 
identified four different methods for reporting workforce diversity among 
companies that reported using the GRI framework to develop their 
disclosures. The GRI framework does not specify the method for 
reporting diversity information, as it does for certain other topics. 

 

 

 

                                                                                                                       
44We reviewed how those companies that reported using the GRI framework disclosed 
information on these topics because GRI was the disclosure framework companies 
reported using most frequently. Of the selected companies, 14 reported using the GRI 
framework and four companies reported using the SASB framework to disclose ESG 
information in their sustainability reports. 
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SEC staff generally use a principles-based approach to overseeing public 
companies’ disclosures of nonfinancial information, including information 
on ESG topics.45 Under this approach, SEC staff rely primarily on 
companies to determine what information is material and requires 
disclosure in their SEC filings, such as the 10-K filing.46 SEC officials 
noted that companies are ultimately responsible for the disclosures they 
provide to investors, and they have liability for their disclosures under 
federal and state securities laws.47 While federal securities laws generally 
do not specifically address the disclosure of ESG information, Regulation 
S-K’s disclosure requirements for nonfinancial information apply to 
material ESG topics. 

Corporation Finance officials noted that their reviews of public companies’ 
10-K filings are not a checklist review for compliance with securities 
regulations. Instead, these reviews are meant to identify and address 
                                                                                                                       
45Regulation S-K contains disclosure requirements that are applicable to the nonfinancial 
portion of public companies’ 10-K filings to SEC. Principles-based disclosure requirements 
state an objective and look to management to exercise judgment in satisfying that 
objective by evaluating the significance of information to determine whether disclosure is 
required. Regulation S-K also includes prescriptive disclosure requirements, such as costs 
of complying with environmental laws and regulations. As previously mentioned, certain 
ESG topics such as board composition, executive compensation, and audit committee 
structure are specifically addressed in SEC’s rules and regulations.  

46As previously discussed, companies’ disclosure of material information can include 
known trends, events, and uncertainties that are reasonably likely to have a material effect 
on the company’s financial condition or operating performance, as well as potential risks 
to investing in the company. 

47Public companies can face liability under securities laws for disclosing false or 
misleading statements or for omitting a material fact when inclusion of that fact is 
necessary to prevent a statement from being misleading. 

SEC Primarily Uses a 
Principles-Based 
Approach for 
Overseeing ESG 
Information and Has 
Taken Some Steps to 
Assess ESG 
Disclosures 

SEC Provides Flexibility to 
Companies to Determine 
Whether ESG-Related 
Information Is Material and 
Should Be Disclosed 
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potentially significant disclosure issues, such as nondisclosure of 
information that the Corporation Finance review team believes is material 
and therefore may influence an investor’s investment decision. Some 
Corporation Finance review staff told us that in their reviews of public 
companies’ 10-K filings they generally defer to companies’ determinations 
about which ESG information is relevant to their business and should be 
disclosed. Review staff also generally said they perform company- and 
industry-specific research as part of their review, including company 
websites, web searches for news articles, and earnings calls that may 
identify material ESG information. In a January 2020 statement that 
addressed climate change and environmental disclosures, the SEC 
Chairman reiterated his view that SEC’s approach to disclosure on these 
topics should continue to be rooted in materiality, including providing 
investors with insight regarding the company’s assessments and plans for 
addressing material risks to its business operations. The Chairman’s 
statement also noted that this approach is consistent with the 
Commission’s ongoing commitment to ensure that current disclosures on 
these issues provide investors with a mix of information that facilitates 
well-informed capital-allocation decisions.48 

Corporation Finance has provided its review staff with internal review 
guidance that highlights relevant issues to consider, while emphasizing 
the use of professional judgment when reviewing companies’ 10-K and 
other filings. Staff use internal procedural guidance that provides steps for 
conducting and documenting reviews of filings. While this guidance does 
not include specific instructions for reviewing ESG disclosures, staff are 
instructed to conduct background research on companies and industries 
to determine if there is material information, such as potential risks, that 
may be relevant to a company’s filing. As noted above, according to 
review staff, this company-specific research could include ESG 
information. 

In addition, Corporation Finance has distributed internal review guidance 
on a few ESG-related topics. This guidance illustrates how existing 
disclosure requirements may apply to a given topic and offers information 
for staff to consider when conducting background research and 
performing filing reviews. In cases where the SEC review team identifies 
a potential disclosure deficiency related to an ESG or other topic, they 
may issue a comment letter to the company to request additional 
                                                                                                                       
48“Proposed Amendments to Modernize and Enhance Financial Disclosures; Other 
Ongoing Disclosure Modernization Initiatives; Impact of the Coronavirus; Environmental 
and Climate-Related Disclosure,” Chairman Jay Clayton (Jan. 30, 2020).  
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information or additional disclosures when necessary. Most review staff 
with whom we spoke said ESG-related information generally does not rise 
to the level of comment unless they identify material information during 
background research that may be relevant to the company’s operations. 

In April 2019, Corporation Finance reallocated responsibilities for 
reviewing nonfinancial information in 10-K filings, which also can include 
ESG information, from attorneys to accountants. Corporation Finance 
officials cited resource constraints, which reduced the number of 
attorneys within the Division, as a factor in this decision.49 While review 
teams vary by industry group and company, attorneys previously held 
primary responsibility for reviewing nonfinancial disclosures, whereas 
accountants primarily reviewed financial statements and related 
disclosures in 10-K filings. SEC staff provided training to accountants on 
how to conduct these reviews, which outlined Regulation S-K reporting 
requirements for nonfinancial disclosures and highlighted areas for staff 
to consider in various sections of the 10-K. Two of six accounting review 
staff with whom we spoke noted that this training was thorough and said 
they refer to training materials when conducting 10-K filing reviews. 
Additionally, most accounting review staff told us they can consult legal 
staff within their industry offices during reviews as necessary. According 
to Corporation Finance officials, attorneys may still participate in reviews 
of 10-K filings.50 Accounting staff also noted that they previously reviewed 
nonfinancial information within the context of financial disclosures as part 
of their financial reviews of 10-K filings. 

Corporation Finance has conducted assessments of samples of public 
companies’ 10-K filings to examine the amount and type of disclosure on 
selected ESG topics. Overall, Corporation Finance staff found that most 
sampled companies included disclosure of selected ESG topics within 10-
K filings and told us they did not issue additional guidance or interpretive 
releases on these topics following these assessments. 

                                                                                                                       
49SEC implemented a hiring freeze from fiscal years 2017 to 2019, and, according to 
Corporation Finance officials, experienced a decrease of more than 350 positions during 
this time.  

50According to Corporation Finance officials, the extent to which attorneys participate in 
10-K filing reviews depends on the workload for each industry office. For example, 
because attorneys primarily focus on reviewing initial public offerings, attorneys may 
review fewer 10-Ks in industry offices with a large volume of initial public offerings, 
according to Corporation Finance officials.  

SEC Took Steps to Assess 
Samples of Companies’ 
ESG Disclosures and 
Identify Emerging Issues 
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• Climate change disclosures: In 2012 and 2014, SEC staff issued 
mandated reports to the Senate Committee on Appropriations that 
assessed the compliance of climate change disclosures included in a 
sample of 60 companies’ 10-K filings in selected industries. The 
Committee had required these reviews following SEC’s issuance of its 
interpretive release on climate change disclosures in 2010. SEC staff 
found that most sampled companies included climate-related 
information within their 10-K filings with varying levels of detail. Since 
2014, Corporation Finance has conducted additional internal 
assessments on these topics that have resulted in findings consistent 
with previous reviews. 

• Additional ESG-related disclosures: In recent years, Corporation 
Finance staff conducted additional assessments of disclosures related 
to some ESG topics. These assessments involved staff reviewing the 
disclosures of a sample of companies’ filings and evaluating 
compliance with disclosure requirements. Corporation Finance found 
that while the level of detail among disclosures varied, nearly all 
companies included the relevant ESG topic within their filings. 
Additionally, Corporation Finance staff outlined action items for the 
Division, such as providing comments to companies as appropriate 
and monitoring press reports for information that may be material for 
companies to disclose. 

In addition to internal assessments, SEC has taken steps to identify 
significant emerging disclosure issues through the creation of the Office 
of Risk and Strategy within Corporation Finance. According to 
Corporation Finance officials, this office was created in February 2018 
and was allocated additional resources in October 2019 to support its risk 
surveillance function, in which it identifies emerging issues that may be 
material for public companies by reviewing press articles, speeches, and 
information from other sources such as industry experts. According to 
Corporation Finance officials, once the office identifies an issue that may 
present material disclosure risks, it may perform research and analysis 
that can determine whether further internal or external guidance may be 
necessary. Corporation Finance officials also noted these efforts may 
result in additional guidance to review staff based on topics identified. 
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Investors and market observers have proposed a range of policy options 
to improve the quality and usefulness of ESG disclosures.51 These 
options include legislative or regulatory action to require or encourage 
certain ESG disclosure practices, as well as private-sector approaches, 
such as industry-developed frameworks and stock-exchange listing 
requirements. 

These policy options can pose important trade-offs in relation to the 
extent to which they impose specific new disclosure requirements or 
encourage companies to voluntarily adopt certain ESG disclosure 
practices. For example, while new ESG-related requirements may help 
achieve greater comparability in ESG disclosures across companies and 
reduce investor demands on public companies, voluntary approaches 
may provide more flexibility to companies while limiting potential costs 
associated with disclosing ESG information that may not be relevant for 
their business. 

Some institutional investors and market observers have proposed new 
legislative or regulatory requirements to enhance public companies’ ESG 
disclosures. These actions could take the form of new requirements for 
specific ESG disclosures, a new SEC regulation that endorses the use of 
an ESG disclosure framework, or new SEC interpretive releases on ESG 
disclosure topics. 

Some market observers have recommended that SEC issue new rules 
requiring issue-specific ESG disclosures, such as disclosures related to 
climate change.52 For example, one investor association said that it has 
supported various petitions and requests for rulemaking at SEC on 
environmental and human capital issues. SEC has taken steps to 
consider these types of issue-specific ESG disclosures. For example, in 
August 2019, SEC proposed including disclosure topics related to human 
capital resources and management in the description of business section 

                                                                                                                       
51As previously mentioned, we interviewed 14 institutional investors (seven private asset 
management firms and seven public pension funds) and 13 groups and organizations that 
we refer to as market observers in this report.  

52We identified several bills recently introduced in the House and Senate that would 
require certain companies to disclose additional ESG information. These bills include 
disclosures on a variety of issues such as information regarding sexual harassment 
claims, financial and business risks associated with climate change, and the racial, ethnic, 
and gender composition of the board of directors and executives. As of May 2020, none of 
these bills had become law. 
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of Regulation S-K.53 The rule has not been finalized, but in comment 
letters to SEC on the proposed rule, some organizations requested more 
line-item disclosures and metrics on this topic.54 

As previously mentioned, most investors told us they seek comparable 
information across companies, which line-item disclosure requirements 
may facilitate. Increasing comparability across companies also may 
reduce investor demands on companies, which have been increasing the 
last 5 years, according to most companies with whom we spoke.55 
Additionally, requiring ESG disclosures in companies’ regulatory filings—
rather than across multiple locations—could reduce information 
disparities between large and small investors, because the information 
would be located in a single place that was readily available to everyone. 
For example, some third-party data providers, which compile ESG 
information from various sources, may be prohibitively expensive to 
individual investors and small advisors, according to a study 
commissioned by the Department of Labor.56 

One impediment to improved ESG disclosures that some institutional 
investors, companies, and market observers with whom we spoke cited 
was the lack of consensus around what information companies should be 
disclosing. Focusing on issue-specific ESG disclosure rules could allow 
SEC to enhance disclosures on the most pressing issues that may have 
more consensus, according to two academics we interviewed. As 
previously discussed, our review found that several ESG factors were 
commonly disclosed by companies across industries, including board 
accountability, climate change, and workforce diversity. 

On the other hand, regulatory requirements that necessitate new or 
additional disclosures may increase compliance costs for companies. 
None of the 18 companies with whom we spoke had quantified the costs 
associated with their ESG reporting. However, companies generally said 
that collecting and reporting ESG information required input from 
                                                                                                                       
53See 84 Fed. Reg. 44,358 (proposed Aug. 23, 2019). 

54Other organizations commented, cautioning against line-item disclosures for several 
reasons, including those discussed later, such as costs to companies or lack of flexibility. 

55As previously mentioned, we interviewed representatives from 18 of our 
nongeneralizable sample of 32 public companies.  

56Summit Consulting, LLC, Environmental, Social, and Governance (ESG) Investment 
Tools: A Review of the Current Field, a report prepared at the request of the Chief 
Evaluation Office, Department of Labor, December 2017. 

Gender Pay Gap Disclosure Requirements 
in the United Kingdom (UK) 
In 2017, the UK required issue-specific 
disclosure rules for large companies to report 
the difference in average pay for male and 
female employees, according to a report by 
the UK House of Commons’ Business, 
Energy, and Industrial Strategy Committee. 
An intended benefit of gender pay gap 
disclosure is achieving greater equity in pay 
by gender and improved economic 
performance among UK companies, 
according to this committee report. However, 
the committee found in its 2018 review of this 
reporting that some companies were unsure 
how to account for alternative compensation, 
such as child care vouchers and bonuses, 
and that additional guidance was necessary 
to help companies standardize their 
disclosures. The committee’s report also 
recommended that the government mandate 
narrative disclosures where companies 
explain their action plan for closing any 
gender pay gap they may have. 
Source: UK House of Commons, Business, Energy and 
Industrial Strategy Committee, Gender Pay Gap Reporting, 
Thirteenth Report of Session 2017–2019 (July 2018). | 
GAO-20-530 
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employees across the company. Three companies said ESG reporting 
represented an increasing opportunity cost as employees spent more 
time on reporting and away from business activities. Data not used in 
regular business operations or data that required outside assurance were 
the most costly disclosures, according to some companies. 

In addition, some market observers have noted that issue-specific rules 
can become outdated as issues evolve and that these types of 
disclosures would reduce flexibility for companies. Line-item or issue-
specific disclosures also may not be relevant for all companies, possibly 
resulting in large volumes of immaterial information. According to one 
academic, compelling companies to disclose on issues that may not be 
relevant to them could distract companies from using resources on the 
relevant disclosures. 

Other market observers recommended that SEC issue a new rule 
endorsing one or more comprehensive ESG reporting frameworks, such 
as SASB or GRI, for companies’ reporting of material ESG issues. SEC 
has required the use of frameworks in other rulemakings, such as rules 
related to companies’ evaluation and disclosure of their internal controls. 
For that rule, SEC endorsed the Committee of Sponsoring Organizations 
of the Treadway Commission (COSO) Framework as satisfying regulatory 
requirements.57 In its evaluation of several countries’ reporting policies, 
the United Nations Environment Programme recommended regulators 
use existing international standards and guidelines when developing 
sustainability reporting policies.58 

Regulations that endorse one or more frameworks could maintain 
flexibility for companies, because companies could choose which parts of 
the framework are relevant to their businesses. In addition, frameworks 
can be updated over time without necessitating new rulemaking in 
contrast to issue-specific requirements that could become outdated. 
Some institutional investors and companies with whom we spoke noted 
the importance of flexibility if there were to be any new regulation for ESG 
disclosures. Additionally, frameworks could encourage companies to 

                                                                                                                       
57See Management’s Report on Internal Control Over Financial Reporting and 
Certification of Disclosure in Exchange Act Periodic Reports, 68 Fed. Reg. 36,636, 36,642 
(June 18, 2003). 

58United Nations Environment Programme, Evaluating National Policies on Corporate 
Sustainability Reporting (2015). 

Endorse an ESG Framework in 
Regulation 
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disclose on a wide range of ESG issues. Most investors told us they 
focused on a broad array of ESG issues in their analyses. 

However, companies reporting based on different frameworks may limit 
comparability across companies, and there was not consensus on which 
framework companies should use. While some institutional investors told 
us they supported SASB’s framework, investors also mentioned other 
frameworks such as GRI, TCFD, and CDP. In a 2019 survey of 46 global 
institutional investors, a consulting firm found that agreeing on ESG 
standards that are relevant to companies’ performance was a challenge.59 
Additionally, the Chamber of Commerce noted that companies said in 
roundtable discussions that the lack of universally accepted ESG 
reporting standards was a major challenge to effective ESG reporting.60 
There have been initiatives recently to standardize ESG frameworks.61 
However, a project to improve comparability across frameworks found 
that there were already high levels of agreement between climate change 
disclosures standards and that standard-setting organizations needed to 
more clearly communicate how their standards were interconnected.62 

Additionally, companies reporting under a framework may choose not to 
disclose certain ESG information, which could result in less comparability. 
As previously discussed, among the company disclosures we reviewed, 
we identified instances of calculation inconsistency among quantitative 
disclosures for companies that reported information according to GRI—
the most prevalent reporting framework in our sample—because GRI 
does not always include prescriptive disclosure recommendations and 
sometimes allows for different calculation methods.  

Some institutional investors and companies with which we spoke 
indicated that additional SEC interpretative releases addressing how ESG 
                                                                                                                       
59Morrow Sodali, Institutional Investor Survey 2019. 

60U.S. Chamber of Commerce Foundation and the Chamber’s Center for Capital Markets 
Competitiveness, Corporate Sustainability Reporting: Past, Present, and Future 
(November 2018). 

61For example, in 2019, the World Economic Forum International Business Council—an 
organization of approximately 120 large multinational companies—launched a project to 
create a standard set of metrics for ESG reporting. The project partnered with four large 
accounting firms and published a proposed set of metrics in January 2020. World 
Economic Forum, Toward Common Metrics and Consistent Reporting of Sustainable 
Value Creation (January 2020). 

62Corporate Reporting Dialogue, Driving Alignment in Climate-Related Reporting, Year 
One of the Better Alignment Project (September 2019). 

European Union Directive Endorsement of 
ESG Frameworks 
A 2014 European Union directive that 
endorsed companies’ use of existing 
frameworks to report how they manage social 
and environmental challenges has needed 
several updates to improve comparability 
across companies, according to a report by the 
European Securities and Markets Authority 
(ESMA). In 2017 and 2019, the European 
Commission issued voluntary guidelines for the 
directive that encouraged companies to use an 
established disclosure framework to make 
nonfinancial information easier to report and 
compare, according to ESMA. However, 
respondents to a 2019 survey by ESMA said 
that among other obstacles, the lack of 
specificity in the directive’s requirements and 
the use of various frameworks contributed to a 
lack of comparability among companies’ 
environmental, social, and governance (ESG) 
disclosures. As a result, ESMA recommended 
the European Commission amend the directive 
to include both general principles for reporting 
ESG information as well as a set of specific, 
universal disclosures. 
Source: European Securities and Markets Authority, Report: 
Undue Short-Term Pressure on Corporations (December 
2019). | GAO-20-530 
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topics fit within existing disclosure requirements could be helpful. These 
releases can highlight the importance of ESG disclosures without 
requiring a rule change, because they clarify without changing the 
existing disclosure requirements. Some investors and SEC review staff 
said that interpretive releases serve as a good reminder for companies to 
consider ESG issues in their disclosures. Interpretive releases also 
maintain flexibility for companies to disclose the information that is 
material for each company. However, two market observers noted that 
because these releases do not create new disclosure requirements, they 
may not have much impact on ESG disclosures on their own. 

About half of the companies told us previous SEC releases had been 
helpful, but most investors said disclosures on these issues remain 
inconsistent. Eight of 18 companies said SEC’s previous releases on 
climate change and cybersecurity had helped create an even playing field 
for companies or underscored the need for more transparency on these 
issues, among other things. However, two investors and one international 
organization noted that the release on climate change did not appear to 
expand disclosure of climate change risk among U.S. companies. As 
previously discussed, SEC staff reviewed samples of company’s 
disclosures on climate change and found that most sampled companies 
included climate-related information within their 10-K filings with varying 
levels of detail. As a result, SEC staff decided against recommending that 
the Commission issue additional releases. 

Some institutional investors, companies, and market observers have 
cautioned against legislative and regulatory intervention in ESG 
disclosures and have recommended private-sector approaches to 
improve companies’ ESG disclosures. One advantage of private-sector 
approaches is that because they are voluntary, they provide companies 
with flexibility. Some investors and companies said flexibility was 
important in ESG reporting because the relevance of ESG issues can 
vary by company and change over time. Conversely, because ESG 
disclosures remain voluntary under these approaches, companies may 
choose not to use them in their reporting. Private-sector approaches 
could include industry-developed frameworks and stock exchange listing 
requirements. 

Some market observers with whom we spoke recommended that 
industries develop their own industry-specific ESG framework. For 
example, Edison Electric Institute and the American Gas Association 
partnered to develop standards to guide electric and natural gas 
companies’ ESG reporting. According to the American Gas Association, 

Private-Sector Approaches 

Industry-Developed 
Frameworks 
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the framework was created to provide the financial sector with more 
uniform and consistent ESG data and information.63 SASB’s framework 
also provides industry-specific standards, covering 77 different industries. 

Industry-specific standards focus on ESG issues that industry 
representatives believe are relevant to that industry. Some investors, 
companies, and market observers said that ESG issues vary by industry 
and therefore industry-specific standards are preferred. As previously 
discussed, we identified some differences in the amount of disclosures on 
specific ESG topics between industries. Agreed-upon industry-specific 
standards provide consensus across various stakeholders and provide 
comparability of ESG disclosures across companies, according to some 
market observers, which also may reduce investor demands on 
companies. 

One disadvantage of relying on industries to create standards is that 
some industries may be diverse and unable to find consensus on 
standards. For example, two companies told us that their unique business 
model does not fit into one industry group. Company and trade 
association interests also may conflict with those of investors and other 
stakeholders. According to two academics with whom we spoke, 
individual companies do not have an incentive to work towards 
standardized ESG reporting standards and will not do so on their own. 

In some countries, stock exchanges have used ESG disclosure listing 
requirements to try to improve companies’ disclosures. The United States 
has several stock exchanges that list publicly traded companies, and 
none have extensive ESG disclosure listing requirements. NASDAQ 
produces a voluntary ESG reporting guide for companies and the New 
York Stock Exchange, as a subsidiary of the Intercontinental Exchange, 
has declared its support for ESG disclosures of its listed companies, but 
neither requires such ESG reporting to be listed on its exchange. 

ESG reporting endorsements from stock exchanges has been shown to 
accelerate the adoption of integrated reporting in other countries,  

                                                                                                                       
63IPIECA, the American Petroleum Institute, and the International Association of Oil and 
Gas Producers also developed guidance for the oil and gas industry on voluntary ESG 
reporting.  
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according to two industry studies.64 One third-party data provider noted 
that listing requirements provide an incentive—listing on the exchange—
for companies to report on ESG issues. However, competition between 
U.S. stock exchanges could give companies alternative listing 
opportunities if one stock exchange enacted ESG disclosure listing 
requirements. According to officials from the Johannesburg Stock 
Exchange, as commercial entities, stock exchanges may choose to avoid 
imposing mandatory listing requirements on companies because they 
would risk losing listings that generate revenue to other exchanges or 
discouraging companies from listing publicly.  

Finally, some institutional investors, companies, and market observers 
noted that it was too early to prescribe standards for ESG disclosures, 
because there is not consensus among companies, investors, and market 
observers on which ESG issues should be disclosed. The marketplace 
should be given time to resolve these issues, according to these market 
participants and observers. Government officials in the United Kingdom 
and Japan and industry association representatives from South Africa 
noted that increased investor interest prompted more meaningful ESG 
disclosures from companies in their countries. However, they said that 
nonfinancial reporting requirements can be a catalyst for changing 
attitudes towards ESG disclosures. 

 

 

 

We provided a draft of this report to SEC for review and comment. SEC 
provided written comments that are reprinted in appendix II. SEC also 
provided technical comments, which we incorporated as appropriate. 

In its written comments, SEC generally concurred with our findings and 
stated that our report will contribute to the ongoing discussion around 
ESG disclosures among public companies, investors, and policy makers. 
SEC also highlighted some of its related activities, such as issuing 
interpretive releases on climate change and cybersecurity and soliciting 
public comments on disclosure requirements. In addition, SEC reiterated 
                                                                                                                       
64KPMG, The Road Ahead: The KPMG Survey of Corporate Responsibility Reporting 
2017 (October 2017); and Sustainable Stock Exchanges, 10 Years of Impact and 
Progress: Sustainable Stock Exchanges 2009–2019 (September 2019). 

Johannesburg and Tokyo Stock Exchange 
Listing Requirements 
Stock exchanges in Japan and South Africa 
are examples where listing requirements have 
been implemented to improve public 
companies’ environmental, social, and 
governance (ESG) reporting in those 
countries. According to officials from Japan’s 
Financial Services Agency, listing 
requirements on the Tokyo Stock Exchange 
have helped change how Japanese 
companies disclose ESG-related information 
and engage in proactive risk management. 
Similarly, officials from the Johannesburg 
Stock Exchange said that its listing 
requirements have had a positive impact on 
companies’ integrated reporting, which 
includes ESG information. However, these 
officials stated that other factors also have 
contributed to the increase in integrated 
reporting in South Africa. These include an 
understanding by local companies of how 
ESG factors affect their day-to-day operations 
and increased investor interest in ESG 
disclosures. According to research comparing 
integrated reporting in 10 countries, a number 
of factors contributed to South African 
companies high-quality integrated reports, 
including a framework for integrated reporting 
developed by a local nonprofit organization to 
assist companies in meeting the listing 
requirements. 
Source: GAO interviews with stock exchange and 
government officials and Robert G. Eccles, Michael P. Krzus, 
and Carlos Solano, A Comparative Analysis of Integrated 
Reporting in Ten Countries (March 2019). | GAO-20-530 
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its commitment to materiality as the foundational principle for public 
company disclosure requirements. 

As agreed with your office, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 4 days from the 
report date. At that time, we will send copies of this report to the 
appropriate congressional committees, the Chairman of the Securities 
and Exchange Commission, and other interested parties. In addition, the 
report will be available at no charge on the GAO website at 
https://www.gao.gov. 

If you or your staff have any questions about this report, please contact 
me at (202) 512-8678 or clementsm@gao.gov. Contact points for our 
Offices of Congressional Relations and Public Affairs may be found on 
the last page of this report. GAO staff who made key contributions to this 
report are listed in appendix III. 

Sincerely yours, 

 
 
Michael Clements 
Director, Financial Markets and Community Investment 
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This report examines (1) why and how investors have sought additional 
environmental, social, and governance (ESG) disclosures; (2) how public 
companies’ disclosures of selected ESG factors have compared within 
and across selected industries; (3) steps the Securities and Exchange 
Commission (SEC) staff have taken to assess the effectiveness of the 
agency’s efforts to review the disclosure of material ESG factors; and (4) 
the advantages and disadvantages of policy options that investors and 
market observers have proposed to improve ESG disclosures. 

To obtain information about why and how investors have sought 
additional ESG disclosures, we reviewed relevant reports and studies by 
academics, investment firms, and others published in the last 5 years. We 
identified these reports and studies through interviewing investors and 
market observers, reviewing sources cited in documents we obtained, 
and conducting internet searches. These reports and studies provided 
investor perspectives on issues related to ESG disclosures, including how 
investors use ESG disclosures, the types of ESG disclosures investors 
seek from companies, and investors’ use of shareholder proposals to 
request ESG information. 

In addition, we selected a nongeneralizable sample of 14 institutional 
investors and conducted semi-structured interviews with them to obtain 
information and perspectives on how and to what extent they incorporate 
ESG information into their investment decisions, why they do or do not 
incorporate ESG information, and why and how they engage with 
companies around these disclosures. Institutional investors include public 
and private entities that pool funds on behalf of others and invest the 
funds in securities and other investment assets. For our sample, we 
selected private-sector asset management firms and public pension funds 
of varying size: 

• four large private asset management firms (each with more than $1 
trillion in worldwide assets under management as of December 31, 
2018); 

• three mid-sized private asset management firms (each with from $500 
billion to $1 trillion in worldwide assets under management as of 
December 31, 2018); 

• three large public pension funds (each with more than $100 billion in 
total assets as of September 30, 2018); and 
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• four mid-sized public pension funds (each with from $40 billion to
$100 billion in total assets as of September 30, 2018).1

To get a mix of regional perspectives, we incorporated geographic 
location into our selection when possible. For example, we selected at 
least one of the seven public pension funds from each of four U.S. census 
regions (Northeast, South, Midwest, and West). The information collected 
from this sample of institutional investors cannot be generalized to the 
larger population of all institutional investors. 

To obtain information about the extent to which investors have used 
shareholder proposals to promote improved ESG disclosures, we 
analyzed proposals submitted to a stratified random sample of 100 
companies listed as of October 4, 2019, on the S&P Composite 1500, 
which combines three indices—the S&P 500, the S&P MidCap 400, and 
the S&P SmallCap 600 (see table 4). For our sample, we refer to 
companies appearing in the S&P 500 as large, companies in the S&P 
MidCap 400 as mid-sized, and companies in the S&P SmallCap 600 as 
small. With this probability sample, each company on the S&P Composite 
1500 had a nonzero probability of being included, and that probability 
could be computed for any company. We stratified the population into 
three groups on the basis of company size, and each sample element 
was subsequently weighted in the analysis to account statistically for all 
the members of the population, including those that were not selected. All 
sample estimates in this report are presented along with their 95 percent 
confidence intervals. 

1In this report, we refer to asset management firms in the private sector as “private” to 
differentiate them from public pension funds. Our sample of these asset management 
firms includes firms that are publicly traded. 
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Table 4: Stratified Random Sample of Companies for Review of Shareholder 
Proposals 

Company size 
S&P index (market 
capitalization range) 

Number of 
companies in 

index 

Number of 
companies selected 

for sample 
Large S&P 500 ($8.2 billion or 

greater) 
505 34 

Mid-sized S&P MidCap 400 ($2.4 
billion to $8.2 billion) 

401 27 

Small S&P SmallCap 600 
($600 million to $2.4 
billion) 

601 39 

Total S&P Composite 1500 
($600 million or 
greater) 

1,507 100 

Source: GAO analysis. | GAO-20-530 

Notes: Market capitalization is the total dollar market value of all of a company’s outstanding shares. 
The market capitalization ranges and number of companies included in each S&P index are based on 
the value and membership of these indices as of October 4, 2019. 

For each company in our sample, we obtained and reviewed its definitive 
proxy statement for the annual meeting that took place in calendar year 
2019 to identify shareholder proposals.2 Using a data collection 
instrument, we analyzed each shareholder proposal submitted to a 
company in our sample to determine if it was related to ESG disclosures, 
what type of ESG disclosure it was requesting (environmental, social, or 
governance), and what type of investor (such as individual, labor union, or 
pension fund) requested the proposal. For any company in our sample 
that disclosed one or more shareholder proposals in its definitive proxy 
statement, we obtained and reviewed the company’s 8-K that included 
the number of votes each proposal received at the company’s annual 
meeting.3 We then calculated the percentage of votes in favor of the 
proposal, using the number of votes shareholders cast in favor of the 
proposal divided by the sum of votes cast in favor, against, and to 
abstain. We downloaded these SEC filings from its online Electronic Data 
Gathering, Analysis, and Retrieval (EDGAR) system. 

2Definitive proxy statements are the final version of proxy statements that public 
companies are required to file with SEC and provide to shareholders prior to certain 
shareholder meetings. 

3In addition to filing annual and quarterly filings with SEC, public companies must file an 8-
K to announce major events that shareholders should know about, including the voting 
results for shareholder proposals presented at the annual meeting.  
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To compare public companies’ ESG disclosures within and across 
industries, we identified and analyzed disclosures related to eight ESG 
factors by 32 large and mid-sized public companies across eight 
industries. First, we judgmentally selected eight ESG factors by reviewing 
ESG factors frequently cited by a range of market observers (such as 
ESG standard-setting organizations, academics, nonprofits, and 
international organizations) as being important to investors or possibly 
material for companies in several industries and through discussions with 
market observers, including two ESG standard-setting organizations and 
one investor association. We selected eight factors that were among the 
most frequently cited, including at least two from each of the three 
categories of ESG (environmental, social, and governance). The eight 
ESG factors we selected were (1) climate change, (2) resource 
management (water and energy), (3) human rights, (4) occupational 
health and safety, (5) personnel management, (6) workforce diversity, (7) 
board accountability, and (8) data security. 

We then judgmentally selected 33 specific topics to represent company 
disclosures on the eight ESG factors. Among these 33 specific topics, we 
selected 16 narrative disclosure topics that companies can address by 
providing a narrative discussion of ESG-related risks and opportunities 
and their management of them and 17 quantitative disclosure topics that 
companies can address by providing numbers and percentages. We 
selected these topics by reviewing four ESG disclosure frameworks and 
identifying commonly occurring disclosure topics associated with the 
selected ESG factors.4 For a list of the ESG factors and topics we 
selected, see figure 1 in the body of the report. 

We then selected a nongeneralizable sample of 32 large and mid-sized 
public companies to review their disclosures on the eight ESG factors and 
33 ESG topics. First, we judgmentally selected eight industries from 
which to select public companies. We identified industries that were likely 
to disclose information on the selected ESG factors; had multiple 
companies included in the S&P 500; and, when taken together, 
represented a diverse range of industry sectors. The eight industries we 

4The four frameworks we reviewed were those published by the Global Reporting 
Initiative, Sustainability Accounting Standards Board, Task Force on Climate-Related 
Financial Disclosures, and Investor Stewardship Group. These four frameworks are 
composed of single-issue categories that contain several specific disclosure topics related 
to that issue. For example, the Global Reporting Initiative’s energy category includes 
specific disclosure topics on energy consumption and energy reduction for a company.  

How Selected Public 
Companies’ ESG 
Disclosures Compared 
within and across 
Industries 
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selected were (1) airlines, (2) beverages, (3) biotechnology and 
pharmaceuticals, (4) commercial banks, (5) consumer retail, (6) electric 
utilities, (7) internet media and services, and (8) oil and gas production. 
We used industry classifications from the Standard Industrial 
Classification system, which SEC’s Division of Corporation Finance uses 
as a basis for assigning review responsibilities for industry groups.5 

We then selected four public companies within each of these eight 
industries for a total of 32 companies. We selected four companies per 
industry that were among the eight largest in terms of market 
capitalization and that, when considered collectively within industries, 
provided representation across different U.S. regions. We limited our 
selection to U.S. public companies that were traded on either of the two 
largest American stock exchanges. The information collected from this 
sample of public companies cannot be generalized to the larger 
population of all public companies. 

We reviewed recent regulatory filings for these companies and voluntary 
reports, such as corporate social responsibility reports, to identify relevant 
disclosures on the selected ESG topics. We reviewed companies’ 2018 
10-Ks, 2019 definitive proxy statements (which typically covered the
same reporting period as the 2018 10-K), and 2018 annual reports (when
different from the 10-K).6 We also reviewed companies’ most recent
sustainability reports available on their websites, accessed from July
through December 2019.7 We defined a sustainability report as a
voluntary, stand-alone document that provided information on
sustainability and other issues related to environmental, social, and
governance factors. Companies can use other means to report ESG
information, such as their websites or issue-specific company reports. We

5The Standard Industrial Classification was developed by the U.S. government in the 
1930s to consolidate various government classification schemes and to facilitate the 
comparison of industrial data. This classification system is also used for company filings in 
SEC’s EDGAR database.  

6Companies are required to send an annual report to their shareholders or post the report 
on their websites before an annual meeting to elect directors. Some companies choose to 
use their 10-K as their annual report and do not provide separate annual reports. We 
reviewed annual reports that were distinct from companies’ 10-Ks. Of our selected 
companies, 21 published annual reports separate from their 10-Ks. 

7The reporting year for these sustainability reports were 2017 (three companies), 2017–
2018 (three companies), 2018 (16 companies), or 2018–2019 (three companies). Seven 
companies did not have sustainability reports available on their websites. 
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did not include single-issue documents or information included on 
websites that was not also part of the sustainability report.8 There are 
several reasons why a company may not disclose information on a 
specific ESG topic; for example, the topic may not be relevant to its 
business operations or the company may not consider it to have a 
significant enough impact on its financial performance to warrant 
disclosure. 

To identify relevant disclosures, we searched each document for a list of 
keywords related to each of the eight ESG factors to help identify 
passages likely to contain ESG disclosures on the 33 specific ESG topics. 
We selected these keywords by reviewing the 33 topics we selected and 
identifying unique terms associated with them. We categorized each 
narrative disclosure as being generic or company-specific.9 We 
categorized a narrative disclosure as company-specific if it included 
details about how ESG-related risks and opportunities affect the 
company’s specific operations or how the company manages these risks 
or opportunities. Otherwise, we characterized the narrative disclosure as 
generic. Generic narrative disclosures are disclosures that could apply to 
the reporting company as well as to many of its peers. We considered 
each disclosure as a whole and, if it provided some company-specific 
information, we categorized the disclosure as company-specific. 

In addition, we conducted semi-structured interviews with representatives 
of 18 of the 32 selected companies to obtain their perspectives on how 
they determine what ESG information to disclose, where to disclose it, 
and the benefits and challenges of ESG reporting. We requested 
interviews with all 32 of the selected companies, but eight companies 
declined and six companies did not respond to our request. For those that 
did not respond, we made at least three requests by email. We 
interviewed at least one company from each of the selected industries. 
Furthermore, through the semi-structured interviews with investors 
described above, we obtained investors’ perspectives on characteristics 
of ESG disclosures that may limit their usefulness to investors. 

8An example of a single-issue report would be a document that focused solely on an 
electric utility’s methane emissions and did not discuss other ESG factors.  

9We considered quantitative disclosures to be inherently company-specific. 
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To understand SEC’s current regulatory framework for overseeing public 
companies’ disclosures, we reviewed relevant laws and regulations, such 
as Regulation S-K and the Sarbanes-Oxley Act of 2002.10 To review 
SEC’s efforts related to ESG disclosures, we reviewed relevant SEC 
policies and procedures, such as internal guidance and SEC’s interpretive 
releases to public companies on climate change and cybersecurity 
disclosures. We also reviewed SEC’s 2012 and 2014 reports on climate 
change disclosures to the U.S. Senate Committee on Appropriations.11 
We reviewed additional internal SEC assessments on selected ESG-
related topics to obtain information on steps taken by SEC to review ESG 
disclosures. To obtain information on how staff conduct reviews of annual 
10-K filings and ESG information, we interviewed SEC officials from the
Division of Corporation Finance and a nongeneralizable sample of 15
review staff from the same division (six attorneys, six accountants, and
three office chiefs). For our sample, we judgmentally selected staff in
industry groups in accordance with those selected for our sample of
public companies and with varying levels of tenure at SEC. The
information collected from this sample of SEC review staff cannot be
generalized to the larger population of all SEC review staff.

To identify relevant policy proposals to improve ESG disclosures, we 
reviewed reports and public statements from investors, ESG standard-
setting organizations, and other groups that provided their perspectives 
on the current state of ESG disclosures and potential policy proposals, 
including advantages and disadvantages of these proposals. For 
example, we reviewed letters submitted by various groups to SEC in 
response to its 2016 request for public comment on possible changes to 
regulation S-K, as well as press releases by large asset management 
firms. We conducted searches of government and academic literature for 
research on ESG disclosures from the previous 5 years. We searched the 
internet and various databases, such as ProQuest Newsstand 
Professional and Scopus. Using broad search terms, we identified articles 
related to our research objectives that provided useful context and 
discussion topics for interviews with market observers, investors, and 

10Regulation S-K, 17 C.F.R. Pt. 229; Sarbanes-Oxley Act of 2002, Pub. L. No. 107-204, 
116 Stat. 745 (2002). 

11Senate Committee on Appropriations reports accompanying Financial Services and 
General Government Appropriations bills for fiscal years 2012 and 2013 directed SEC to 
submit reports to the Committee on the quality of public company disclosures about 
climate change-related matters. See S. Rep. No. 112-79, at 111 (2011); S. Rep. No. 112-
177, at 109 (2012). SEC submitted to the Committee reports on climate change 
disclosures in 2012 and 2014, within the 90 day time frames specified in the reports.   

SEC Staff Efforts Related 
to the Disclosure of 
Material ESG Factors 

Policy Options to Improve 
ESG Disclosures 
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companies. We also identified relevant reports and studies through 
investor and market observer interviews, by reviewing sources cited in 
documents we obtained, and through internet searches. 

In addition, we reviewed reports and studies on international ESG 
disclosure requirements to identify and obtain information about relevant 
policy approaches implemented in other countries. We interviewed 
government officials in the United Kingdom and Japan and stock 
exchange and industry association representatives from South Africa to 
obtain their perspectives on the quality of ESG disclosures in their 
countries and the advantages and disadvantages of their current ESG 
disclosure laws and policies. We selected these countries for interviews 
because each had implemented one or more of the ESG policies that had 
been discussed as potential policy proposals by investors and market 
observers in the United States. Finally, we interviewed a 
nongeneralizable sample of 13 market observers selected to represent a 
range of stakeholders, including ESG standard-setting organizations, 
academics, and representatives of industry and investor groups, to obtain 
their perspectives on issues and policy options related to ESG 
disclosures.12 We selected these market observers through studies and 
reports of companies ESG disclosures that identified leading observers 
with subject matter expertise and through referrals obtained during 
interviews for this study. We also used information obtained from our 
interviews with investors and companies to inform our analysis for this 
objective. 

We conducted this performance audit from January 2019 to July 2020 in 
accordance with generally accepted government auditing standards. 
Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that 
the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives. 

12To characterize investor, company, SEC review staff, and market observer views 
throughout the report, we consistently defined modifiers to quantify the views of each 
group as follows: “nearly all” represents 80–99 percent of the group, “most” represents 
50–79 percent of the group, and “some” represents 20–49 percent of the group. The 
number of interviews each modifier represents differs based on the number of interviews 
in that grouping: 14 institutional investors, 18 public companies, 15 SEC review staff, and 
13 market observers. 
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Turning Up The Heat
The need for urgent action by U.S. financial regulators in addressing climate risk

Climate 
Impacts on 
Financial 
Markets are 
Growing

This lack of urgency is playing out in the face of 
mounting climate risks and a changing investment landscape 

Systemic racism has 
worsened climate 

impacts on 
vulnerable 
communities

Climate Policy 
measures are 

gaining momentum

Liability exposure 
from climate 

change is growing

Low carbon 
investments are 

growing

Fossil fuel 
companies are 
struggling 
financially

Physical impacts 
of climate 
change are 
exacerbating

Climate 
impacts are 

interconnected and 
amplify each other

Banks and insurers 
face growing risks 
from this transition



Chapter 4—Climate Change: Addressing a Material Risk

 4–9641st Annual Northwest Securities Institute

Addressing 
Climate as a 
Systemic Risk
A call to action 
for US financial 
regulators

This 2020 report called on U.S. financial regulators to proactively address and act on 
climate change across their mandates to:
AFFIRM that climate change is a systemic risk

ASSESS climate impacts on financial market stability

INTEGRATE climate change into prudential supervision

MANDATE climate change disclosure
COORDINATE with each other and the global regulator community to develop a 
shared approach to addressing the global crisis

Agency specific recommendations include:

Federal Reserve Financial Stability, Supervision, Prudential Regulation, Monetary 
Policy, Community investment, International Cooperation

OCC & FDIC Supervision, Stress Tests, Deposit Insurance Fund Impacts

SEC Research; Fiduciary Duty, Disclosure, Accounting; Audiring, Credit 
Raters

CTFC Climate Change Sub-committee 

Ins Regulators Risk Management, Investments, Disclosure, Products

FHFA Climate impacts of mortgage backed assets

FSOC Prioritize & coordinate agencies on climate

CFTC Report Highlights

KEY INSIGHTS
• Climate change poses a major risk to the stability of the U.S. financial 

system and to its ability to sustain the American economy.
• This reality poses complex risks for the U.S. financial System.
• A major concern for regulators is what we don’t know.
• U.S. financial regulators must recognize that climate change poses 

serious emerging risks to the U.S. financial system, and they should 
move urgently and decisively to measure, understand, and address 
these risks.

• At the same time, the financial community should not simply be 
reactive—it should provide solutions.
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Affirmation of 
climate change 
risks & a 
commitment to 
act

“The Climate Report has exceeded all expectations in tackling the challenges 
of how to safeguard the financial system in the face of the uniquely complex 
risks presented by climate change and how to facilitate the transition to a low‐
carbon, climate resilient economy.”
Rostin Behnam, Acting Chair, CFTC

“It is vitally important to move from the recognition that climate change poses 
significant financial stability risks to the stage where the quantitative 
implications of those risks are appropriately assessed and addressed.”
Lael Brainard, Governor, Federal Reserve Board 

“That’s why climate and ESG are front and center for the SEC. We understand 
these issues are key to investors—and therefore key to our core mission... 
Climate, for instance, is not just an EPA, Treasury, or SEC issue—it’s a challenge 
for our entire financial system and economy.”
Allison Herren Lee, Acting Chair, SEC

“(Climate change) is an existential threat to our environment, and it poses a 
tremendous risk to our country’s financial stability.”
Janet Yellen, US Treasury Secretary 

“We live in an increasingly complex world in which crises proliferate and 
magnify risks to our financial system. Together we are correctly focused on 
public health, the economy, and racial justice. A fourth crisis, climate change, 
poses significant financial risks as well.”
Linda Lacewell, Superintendent, New York Department of Financial Services

Scorecard for 
Initial Steps 
on Climate
Change Action

This table identifies only the foundational steps that federal financial regulators should put in 
place to activate climate change across their mandate. 
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Turning up the heat
The need for urgent action by U.S. regulators in addressing climate risks

Actions that US financial regulators should take immediately include:

Affirmation ● Immediately affirm the systemic climate crisis
● Outline action steps to address the crisis

Activation ● Integrate climate change into prudential supervision of key 
industries, including banks and insurance companies

● Mandate climate change disclosure
● Reinstate and reinforce the freedom of investors to address 

climate change risks

Integration ● Integrate racial equity into discussions on climate change and 
financial stability

● Incorporate considerations of climate change in pandemic 
recovery responses

Climate 
Competence

● Strengthen financial sector coordination domestically and 
globally

● Build out climate competence of staff and enhance internal 
capacity through research and advisory groups

Headquarters
99 Chauncy Street, 6th Floor
Boston, MA 02111

California Office
369 Pine Street, Suite 620
San Francisco, CA 94104

Thank you!

Follow us on       @CeresNews
Sign up to get our news: ceres.org/sign_newsletter

Veena Ramani
Senior Program Director, 
Capital Market Systems 

ramani@ceres.org
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Congressional Research Service  

SUMMARY 
 

Climate Change Risk Disclosures and the 
Securities and Exchange Commission 
Potential risks to the U.S. financial system from climate change have attracted growing attention 
in government, academia, and media, raising questions about the roles of financial regulators in 
addressing such risks. Scientific assessments have concluded that human activities—and 
particularly carbon dioxide and methane emitted by fossil fuels, agriculture, and land use 
change—are extremely [>95% likelihood] likely the primary driver of the rise of global average 
temperature since 1950. Climate change—defined by the Federal Reserve as “the trend toward 
higher average global temperatures and accompanying environmental shifts such as rising sea 
levels and more severe weather events”—may impact multiple financial regulators’ 
responsibilities, including those of ensuring financial stability. Risks from climate change may 
belong to the category of physical risks, such as heavier and more frequent storms or wildfires 
that impose direct losses. Or they may consist of transition risk, meaning the risk that changing 
government policies or market perceptions might lead to sudden asset price drops, such as for 
carbon-emitting industries. A 2020 report by the Commodity Futures Trading Commission 
(CFTC) found that climate change could pose systemic risks to the U.S. financial system. 

The Securities and Exchange Commission’s (SEC’s) mission is to protect investors; maintain fair, orderly, and efficient 
markets; and facilitate capital formation. As part of this mission, the SEC issued “Guidance Regarding Disclosure Related to 
Climate Change” in 2010 to assist publicly listed companies in evaluating when climate change risks require disclosure. 
However, the 2020 CFTC report concluded that the 2010 SEC guidance has not resulted in high-quality disclosure of climate 
change risks across U.S. publicly listed firms, and that it should be updated in light of global advancements over the 
preceding 10 years. The amount of money involved in adequate disclosure of risks from climate change for equity investors 
is potentially large. The total market capitalization of the U.S. stock market at the end of 2020 was about $50.8 trillion. Some 
studies have estimated the dollar risks from undisclosed climate-related risks to also be large. Two central questions are 
whether, and to what degree, emergent climate change risks are of material importance to investors, and to what degree 
current disclosures of climate change risks have been useful to investors. A 2018 GAO report examined the steps taken by 
the SEC to aid companies’ understanding of the disclosure regime for climate-related risks. GAO observed that some filings 
had climate-related disclosures that used boilerplate language that was not company-specific and thus lacked quantification. 
Recent comments from SEC officials indicate the agency is examining updating its 2010 climate guidance.  

The SEC also appears to be reexamining disclosures by “Environmental, Social and Governance” (ESG) funds. Though there 
is no legally-binding definition of what constitutes an ESG fund, the term refers to portfolios of equities and/or bonds—
typically mutual funds—for which environmental, social, and governance factors are integrated into the investment process. 
The SEC’s Division of Investment Management has primary responsibility for administering the Investment Company Act of 
1940 (15 U.S.C. §§ 80-1 et seq.) and the Investment Advisers Act of 1940 (15 U.S.C. §§ 80b-1 et seq.) which includes 
developing regulatory policy for investment companies (such as mutual funds) and for investment advisers. The SEC does 
not have rules that specifically govern the use of ESG principles or their disclosures relevant to climate change. In recent 
years, funds marketed to investors as “ESG” have grown markedly in terms of assets under management. Recently, the SEC 
announced creation of an ESG Task Force to analyze disclosure and compliance issues relating to ESG strategies. In April 
2020, the SEC’s Division of Examinations warned that its review of ESG funds had found a number of misleading statements 
regarding ESG investing processes and adherence to global ESG frameworks, among other issues. 
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Climate Change and the Financial Sector 
Potential risks to the U.S. financial system from climate change have attracted growing attention 
in government, academia, and media, raising questions about the roles of financial regulators in 
addressing such risks. Scientific assessments have concluded that human activities—and 
particularly carbon dioxide and methane emitted by fossil fuels, agriculture, and land use 
change—are extremely [>95% likelihood] likely the primary driver of the rise of global average 
temperature since 1950.1 Climate change—defined by the Federal Reserve as “the trend toward 
higher average global temperatures and accompanying environmental shifts such as rising sea 
levels and more severe weather events”—may impact multiple financial regulators’ 
responsibilities, including those of ensuring financial stability.2 Risks from climate change may 
belong to the category of physical risks, such as heavier and more frequent storms or wildfires 
that impose direct losses. Or they may consist of transition risk, meaning the risk that changing 
government policies or market perceptions might lead to sudden asset price drops, such as for 
carbon-emitting industries. A 2020 report by the Commodity Futures Trading Commission 
(CFTC) found that climate change could pose systemic risks to the U.S. financial system.3 

The CFTC report concluded that, “in general, existing legislation already provides U.S. financial 
regulators with wide-ranging and flexible authorities that could be used to start addressing 
financial climate-related risk now,” including the authority to address such risks in the realm of 
disclosure and investor protection, as well as risk management of particular markets and financial 
institutions.4 Currently, however, the report found that “these authorities and tools are not being 
fully utilized to effectively monitor and manage climate risk.”5 The report concluded that further 
rulemaking—and in some cases legislation—may be necessary to ensure a coordinated national 
response to climate change risks.  

The Securities and Exchange Commission’s Role 
The Securities and Exchange Commission’s (SEC’s) mission is to protect investors; maintain fair, 
orderly, and efficient markets; and facilitate capital formation.6 As part of this mission, the SEC 
issued guidance in 2010 to assist publicly listed companies in evaluating when climate change 
risks require disclosure.7 However, the 2020 CFTC report concluded that the 2010 SEC guidance 
                                                 
1 Donald J. Weubbles et al., Climate Science Special Report: Fourth National Climate Assessment, vol. I, USGCRP, 
2017, at https://science2017.globalchange.gov/downloads/CSSR2017_FullReport.pdf. For more background, please see 
CRS Report R45086, Evolving Assessments of Human and Natural Contributions to Climate Change, by Jane A. 
Leggett. 
2 Board of Governors of the Federal Reserve System, Financial Stability Report, November, 2020, p. 58, at 
https://www.federalreserve.gov/publications/2020-november-financial-stability-report-near-term-risks.htm. 
3 U.S. Commodity Futures Trading Commission (CFTC) Commissioner Rostin Behnam, Sponsor, and Bob Litterman, 
Chairman, Managing Climate Risks in the Financial Sector, Report of the Climate-Related Market Risk Subcommittee, 
Market Risk Advisory Committee of the U.S. Commodity Futures Trading Commission, (2020), at 
https://www.cftc.gov/sites/default/files/2020-09/9-9-
20%20Report%20of%20the%20Subcommittee%20on%20Climate-Related%20Market%20Risk%20-
%20Managing%20Climate%20Risk%20in%20the%20U.S.%20Financial%20System%20for%20posting.pdf.  
4 CFTC Commissioner Behnam, Managing Climate Risks in the Financial Sector, p. 9. 
5 CFTC Commissioner Behnam, Managing Climate Risks in the Financial Sector, p. 9. 
6 U.S. Securities and Exchange Commission (SEC), “About the SEC,” at https://www.sec.gov/about.shtml#:~:text=
The%20mission%20of%20the%20SEC,markets%3B%20and%20facilitate%20capital%20formation.  
7 SEC, “Commission Guidance Regarding Disclosure Related to Climate Change,” 75 Federal Register 6290 (February 
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has not resulted in high-quality disclosure of climate change risks across U.S. publicly listed 
firms, and that it should be updated in light of global advancements over the preceding 10 years.8  

The amount of money involved in adequate disclosure of risks from climate change for equity 
investors is potentially large. The total market capitalization of the U.S. stock market at the end of 
2020 was about $50.8 trillion.9 Some studies have estimated the dollar risks from undisclosed 
climate-related risks to also be large. For instance, a 2019 survey of 215 of the largest global 
companies found those companies reported an estimated $1 trillion at risk from climate impacts, 
with many of those risks seen hitting within the next five years.10 At the same time, a 2020 
examination by a non-profit group found that, on average, 42% of companies with a market 
capitalization over $10 billion disclosed various climate-risk related information, while the 
average was only 15% for companies with a market capitalization of less than $2.8 billion.11 
While the scale of investment appears large, views on the efficacy of the current level of 
disclosure related to climate risks are mixed.12 

Two central questions are whether, and to what degree, emergent climate change risks are of 
material importance to investors, and to what degree current disclosures of climate change risks 
have been useful to investors.13 

This report provides (1) an overview of the SEC’s current guidance and standards for climate 
change risk disclosures; (2) an overview of the SEC’s application of the “materiality” standard for 
disclosure of material risks under federal securities laws, and recent cases related to disclosure of 
climate change risks; (3) an analysis of whether and how the SEC is addressing climate change’s 
impact on global supply chain risk; and (4) an analysis of the SEC’s current regulation for 
investment management companies and environmental, social and governance (ESG) funds 
regarding climate change. 

SEC Climate Change Disclosure Regime for Public 
Companies 
Among other information, public companies generally must disclose developments, known 
trends, and uncertainties likely to have a material impact on the company’s financial condition or 
operations through annual and periodic reporting. The Supreme Court has explained that a fact is 
“material” if there is a “substantial likelihood” that a reasonable shareholder would find it to 

                                                 
8, 2010), at https://www.federalregister.gov/documents/2010/02/08/2010-2602/commission-guidance-regarding-
disclosure-related-to-climate-change. 
8 CFTC Commissioner Behnam, Managing Climate Risks in the Financial Sector, p. 11. 
9 This figure represents the total market capitalization of all U.S. based public companies listed on the New York Stock 
Exchange, Nasdaq Stock Market or OTCQX U.S. Market, according to “Total Market Value of U.S. Stock Market,” 
Siblis Research, available at https://siblisresearch.com/data/us-stock-market-value/. 
10 “World’s Biggest Companies Face $1 Trillion in Climate Change Risks,” CDP, June 4, 2019, at https://www.cdp.net/
en/articles/media/worlds-biggest-companies-face-1-trillion-in-climate-change-risks.  
11 Task Force on Climate-Related Financial Disclosures, 2020 Annual Report, October 2020, p. 4, at 
https://assets.bbhub.io/company/sites/60/2020/09/2020-TCFD_Status-Report.pdf.  
12 See, e.g., U.S. Government Accountability Office (GAO), Climate Change Risks. SEC Has Taken Steps to Clarify 
Disclosure Requirements, GAO-18-188, February 20, 2018, p. 15, at https://www.gao.gov/products/GAO-18-188. 
13 This includes the question of the usefulness of such disclosures both for investors seeking to assess risks for public 
companies and for investors in and portfolio managers of ESG funds.  



Chapter 4—Climate Change: Addressing a Material Risk

 4–10541st Annual Northwest Securities Institute

Climate Change Risk Disclosures and the Securities and Exchange Commission 
 

Congressional Research Service   3 

significantly alter the total mix of available information.14 (For more detail, see “A Closer Look at 
the Question: What Is a Material Risk?” below.) Such disclosures may contain information on 
climate-related risks.  

The 2010 SEC Climate Change Guidance 
In 2010, the SEC issued “Guidance Regarding Disclosure Related to Climate Change” (the 
Guidance) to give added insight into how the existing disclosure requirements for SEC reporting 
companies are applicable to matters related to climate change.15 When the Guidance was issued, 
then-SEC Chair Mary Schapiro said:  

An interpretive release, as this is known, does not create new legal requirements or modify 
existing ones—it is merely intended to provide clarity and enhance consistency. To that 
end, the Commission is not making any kind of statement regarding the facts as they relate 
to the topic of “climate change” or “global warming.” And, we are not opining on whether 
the world’s climate is changing; at what pace it might be changing; or due to what causes. 
Nothing that the Commission does today should be construed as weighing in on those 
topics.16 

Since then, the Guidance has been central to agency policy on corporate reporting on climate-
related risks.17 Specifically, the Guidance states what companies could be required to disclose in 
relation to climate change under the corporate disclosure requirements that fall under the SEC’s 
Regulation S-K under the Securities Act of 1933 (P.L. 73-22), which provides the basis for the 
overall corporate disclosure regime. Among them are Form 10-K filings18—and within those, 
particularly commentary in the risk factors section of the Management’s Discussion and Analysis 
of Financial Condition and Results of Operations (MD&A).19  

In part, the Guidance attempts to clarify how certain climate change-related matters should be 
disclosed under the aforementioned SEC corporate disclosures through providing examples of 
developments that could trigger such disclosures. Key points expressed in the Guidance include 
the need to disclose, if material:  

 the impact of climate change legislation and regulation;  
 the impact of international accords on climate change;  
 climate change-based disruptions in supply chains; 

                                                 
14 See Basic, Inc. v. Levinson, 485 U.S. 224 (1988). 
15 SEC, “Commission Guidance Regarding Disclosure Related to Climate Change,” 75 Federal Register 6290 
(February 8, 2010), at https://www.federalregister.gov/documents/2010/02/08/2010-2602/commission-guidance-
regarding-disclosure-related-to-climate-change.  
16 Statement by SEC Chairman Mary Schapiro, “Before the Open Commission Meeting on Disclosure Related to 
Business or Legislative Events on the Issue of Climate Change,” January 27, 2010, at https://www.sec.gov/news/
speech/2010/spch012710mls-climate.htm. 
17 See, e.g., SEC Chairman Jay Clayton, “Statement on Proposed Amendments to Modernize and Enhance Financial 
Disclosures; Other Ongoing Disclosure Modernization Initiatives; Impact of the Coronavirus; Environmental and 
Climate-Related Disclosure, Securities and Exchange Commission,” January 30, 2020, at https://www.sec.gov/news/
public-statement/clayton-mda-2020-01-30.  
18 A 10-K is a comprehensive summary report of a company’s performance that must be submitted annually to the 
SEC. Typically, the 10-K contains much more detail than the annual report to shareholders does. 
19 MD&A involves textual discussion of a company’s operations and financial results, including information on any 
known trends or uncertainties that can materially affect those financial results. It may also contain management’s views 
of key business risks and actions to address them.  
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 indirect consequences of regulation or business trends; and 
 physical impacts of climate change.20 

While the Guidance is central to agency policy on corporate reporting on climate-related risks, 
SEC senior staff told the Government Accountability Office (GAO) in 2018 that they had no 
expectations that the Guidance would result in changes to companies’ climate-related disclosures 
because the Guidance did not involve new disclosure requirements.21 

In January 2020, then-SEC Chairman Jay Clayton observed that companies had made “robust 
efforts” to comply with the climate-related disclosure regime. However, he also noted that in 
certain instances, SEC staff “has issued comments questioning the sufficiency and consistency of 
the disclosures.”22 

In June 2020 commentary to the SEC, Ceres, a non-profit organization that gives advice on 
sustainability to companies and investors, observed that on the SEC website there were “only 
three comment letters from the SEC staff mentioning climate change during Chairman Clayton’s 
tenure.” It also noted that in the past four years, “only six SEC comment letters mentioned 
climate change” and that “SEC leadership and staff have, in the past, made a much stronger effort 
to ensure companies followed the Guidance.” Ceres then noted that “in 2010 and 2011, the SEC 
staff sent 49 comment letters to issuers encouraging better disclosure on climate-related 
matters.”23  

In addition, Ceres argued that “there is a disconnect between Chairman Clayton’s statement that 
SEC staff has generally found robust efforts to comply with the disclosure requirements and 
evidence about the quality of climate-related disclosure by issuers.”24 It then cited research by the 
National Association of Corporate Directors, an association of corporate board members, which 
found that while 30% of companies in the Russell 3000 stock index discussed climate change as a 
risk factor in their 10-K filings, only 3% discussed climate risks in their critical Management 
Discussion and Analysis (MD&A) commentary.25 

A 2018 GAO report examined the steps taken by the SEC to aid companies’ understanding of the 
disclosure regime for climate-related risks.26 Among other things, it found that companies report 
similar climate-related disclosures in different sections of the annual filings. It also observed that 
some filings had climate-related disclosures that used boilerplate language that was not company-
specific and thus lacked quantification.27  

On February 24, 2021, Acting SEC Chair Allison Herren Lee observed that “[n]ow more than 
ever, investors are considering climate-related issues when making their investment decisions. 
[And] [i]t is our responsibility to ensure that they have access to material information when 

                                                 
20 SEC, “Commission Guidance,” pp. 6289-6291. 
21 GAO, Climate Change Risks. SEC Has Taken Steps to Clarify Disclosure Requirements, GAO-18-188, February 20, 
2018, p. 15, at https://www.gao.gov/products/GAO-18-188.  
22 SEC Chairman Jay Clayton, “Statement on Proposed Amendments to Modernize and Enhance Financial 
Disclosures.”  
23 Ceres, SEC Request for Comments on Fund Names, May 5, 2020, at https://www.sec.gov/comments/s7-04-20/
s70420.htm. 
24 Ceres, SEC Request for Comments on Fund Names. 
25 Leah Rozin, “ESG Risks Trickle Into Financial Filings,” National Association of Corporate Directors, October 21, 
2019, at https://blog.nacdonline.org/posts/esg-risks-trickle-into-financial-filings. 
26 GAO, Climate Change Risks, pp. 16-17 
27 GAO, Climate Change Risks, pp. 17-18. 
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planning for their financial future.” As part of this, she said that she was directing the Division of 
Corporation Finance to enhance its focus on climate-related disclosure in public company filings, 
including, reviewing “the extent to which public companies address the topics identified in the 
2010 guidance.”28 She then indicated that the SEC staff would be drawing on insights from that 
work to start updating the 2010 guidance to reflect “developments in the last decade.”29  

In 2021, the SEC announced other related developments:  

 On February 1, 2021, the SEC announced that it had created and was filling a 
new position, the Senior Policy Advisor for Climate and ESG in the office of 
Acting Chair Allison Herren Lee. The role involves advising the agency on 
environmental, social, and governance matters and advance related to new 
initiatives across offices and divisions.30 

 On March 4, 2021, the agency announced the establishment of a Climate and 
ESG Task Force within its Division of Enforcement. Generally, the task force 
will coordinate the utilization of SEC resources, via processes such as data 
analytics, to assess registrant information. In addition, it will identify material 
gaps or misstatements in issuers’ disclosures of climate-related risks under the 
current regulations.31 

Principles-Based vs. Prescriptive Climate-Related Disclosure 
Jay Clayton, an independent appointed by President Donald Trump who departed the SEC as 
chairman at the end of 2020, described the prevailing approach to issuer disclosure of climate 
risks as requiring companies to provide appropriate and timely disclosure of known trends and 
other information that they deem to be material to a firm’s future operations. As chair, he argued 
that such factors tend to be “very company-specific and sector-specific.”32 As a result, the 
disclosure regime avoided imposing a uniform climate risk disclosure regime across all 
industries. As part of this, the former chairman emphasized that climate risks have disparate 
impacts that can vary with a particular industry. For example, he argued that property and 
casualty insurers are more sensitive to environmental damage than are many other industries and 
that disclosure policies should be suitably flexible to account for such variations.33  

                                                 
28 Acting SEC Commissioner Allison Herren Lee, “Statement on the Review of Climate-Related Disclosure,” February 
24, 2021, at https://www.sec.gov/news/public-statement/lee-statement-review-climate-related-disclosure. 
29 Acting SEC Commissioner Allison Herren Lee, “Statement on the Review of Climate-Related Disclosure,” February 
24, 2021. 
30 SEC, “Satyam Khanna Named Senior Policy Advisor for Climate and ESG,” press release, February 1, 2021, at 
https://www.sec.gov/news/press-release/2021-20. 
31 SEC, “SEC Announces Enforcement Task Force Focused on Climate and ESG Issues,” press release, March 4, 2021, 
at https://www.sec.gov/news/press-release/2021-42. In a joint statement, Republican Commissioners Elad Roisman and 
Hester Peirce, however, pushed back on the initiative: “[S]houldn’t we wait for our Corporation Finance staff to 
complete its assessment of our existing rules relating to ESG disclosures to find out if they are unclear or in need of 
updating before we announce an initiative aimed at bringing enforcement actions in this area?” SEC Commissioner 
Elad Roisman and SEC Commissioner Hester Peirce, “Enhancing Focus on the SEC’s Enhanced Climate Change 
Efforts,” March 4, 2021, at https://www.sec.gov/news/public-statement/roisman-peirce-sec-focus-climate-change. 
32 As reported in Tom Zanki, “SEC Chair Says Climate Disclosures Aren’t One-Size-Fits-All,” Law 360, November 19, 
2020, at https://www.law360.com/articles/1330459/sec-chair-says-climate-disclosures-aren-t-one-size-fits-all. 
33 See, e.g., SEC Chairman Jay Clayton, “Statement on Proposed Amendments to Modernize and Enhance Financial 
Disclosures,” and reporting in Tom Zanki, “SEC Chair Says Climate Disclosures Aren’t One Size Fits,” Law360, 
November 19, 2020, at https://www.law360.com/articles/1330459/sec-chair-says-climate-disclosures-aren-t-one-size-
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Two current Democratic SEC commissioners, Allison Herren Lee and Caroline Crenshaw, have 
expressed a different view on the preferred approach to climate risk disclosure, as described 
below.  

In August 2020, the SEC adopted amendments to Regulation S-K under the Securities Act of 
1933. Significantly, under the adopted reform, disclosure requirements for a company’s human 
capital were enhanced.34 Commissioners Crenshaw and Lee voted against the reform in part 
because, in their view, it failed to satisfactorily address climate risk disclosure.35 In a joint 
statement on their opposition to the Regulation S-K final rule, the two dissenters described their 
preferred approach to climate risk disclosure as a more uniform and standardized and less 
principles-based protocol. Among other things, they argued that while the principles-based 
approach has led many firms to make some climate risk disclosures, many of them fail to do so. 
Commissioners Crenshaw and Lee also noted that the “majority of U.S. based large companies 
have failed to acknowledge the financial risks of climate change in their filings…. When 
disclosure metrics are not uniform and standardized the task of pricing and comparing these risks 
and opportunities is, at best, unduly burdensome. And without specific requirements, much of the 
information is simply not there to be worked into the analysis.”36 The two commissioners also 
said that they were encouraged by the fact that the SEC has “an opportunity going forward to 
address climate, human capital, and other ESG risks, in a comprehensive fashion with new 
rulemaking specific to these topics.”37 

President Joseph Biden nominated Gary Gensler to be SEC chair, and he was confirmed by the 
Senate on April 14, 2021. Mr. Gensler is a third Democratic commissioner alongside the two 
Republican commissioners, Elad Roisman and Hester Peirce. During his nomination hearing 
before the Senate Committee on Banking, Housing, and Urban Affairs, Mr. Gensler appeared to 
indicate an interest in a more discrete and prescriptive rule-based climate-related disclosures: 
“Increasingly, investors really want to see – tens of trillion of dollars in assets behind it – climate 
risk disclosure. Issuers would benefit from such guidance. So, I think through good economic 
analysis, working with the staff, putting out to the public to get public feedback that is something 
the commission, if I’m confirmed, would work on.”38  

In March 2021, Commissioners Peirce and Roisman injected a cautious note on the prospects of a 
more prescriptive climate risk disclosure regime superseding the existing principles-based one. 
They argued that this was because the aforementioned initiative to update the 2010 Guidance will 

                                                 
fits-all. 
34 SEC, “SEC Adopts Rule Amendments to Modernize Disclosures of Business, Legal Proceedings, and Risk Factors 
Under Regulation S-K,” press release, August 26, 2020, at https://www.sec.gov/news/press-release/2020-192. 
35 SEC Commissioners Allison Herren Lee and Caroline Crenshaw, “Joint Statement on Amendments to Regulation S-
K: Management’s Discussion and Analysis, Selected Financial Data, and Supplementary Financial Information,” 
November 19, 2020, at https://www.sec.gov/news/public-statement/lee-crenshaw-statement-amendments-regulation-s-
k. 
36 SEC Commissioners Allison Herren Lee and Caroline Crenshaw, “Joint Statement on Amendments to Regulation S-
K: Management’s Discussion and Analysis, Selected Financial Data, and Supplementary Financial Information.” 
37 SEC Commissioners Allison Herren Lee and Caroline Crenshaw, “Joint Statement on Amendments to Regulation S-
K: Management’s Discussion and Analysis, Selected Financial Data, and Supplementary Financial Information.” 
38  “Senate Banking, Housing and Urban Affairs Committee Holds Hearing on Pending Nominations CQ Congressional 
Transcripts, “ CQ Transcripts, March 2, 2021, at https://plus.cq.com/doc/congressionaltranscripts-6146050?3. 
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not in itself lead to the adoption of a prescriptive disclosure protocol since such a change would 
require a vote by the commissioners.39  

A Closer Look at the Question: What Is a Material 
Risk? 
Federal securities law does not explicitly require disclosure of specific climate-related risks.40 
However, as discussed in the SEC’s 2010 Guidance, a public company may need to disclose 
climate-related risks that are “material” to investors.41 Generally, publicly traded companies must 
disclose certain information, such as financial statements and other business information specified 
by SEC regulations, in their periodic filings.42 SEC regulations also require disclosure of “such 
further material information, if any, as may be necessary to make the required statements, in light 
of the circumstances under which they are made, not misleading.”43 However, absent a duty to 
disclose, such as that created by the above-referenced regulations, there is no per se obligation to 
disclose all material information.44 

The “Materiality” Standard Generally 
The U.S. Supreme Court has defined a material fact as follows: “An omitted fact is material if 
there is a substantial likelihood that a reasonable shareholder would consider it important in 
deciding how to vote.”45 In other words, the Court explained, “there must be a substantial 
likelihood that the disclosure of the omitted fact would have been viewed by the reasonable 
investor as having significantly altered the ‘total mix’ of information made available.”46 The test 
for materiality is an objective one using the reasonable investor as its reference point.47 Therefore, 
the fact that an investor subjectively considered something important, or that a reasonable 
investor would find the information to be of interest, is not sufficient.48 Courts have explained that 

                                                 
39 Commissioner Elad Roisman and Commissioner Hester Peirce, “Enhancing Focus on the SEC’s Enhanced Climate 
Change Efforts,” March 4, 2021, at https://www.sec.gov/news/public-statement/roisman-peirce-sec-focus-climate-
change. 
40 See CRS In Focus IF11307, Climate-Related Risk Disclosure Under U.S. Securities Laws, by Eva Su and Nicole 
Vanatko; Securities and Exchange Commission, Commission Guidance Regarding Disclosure Related to Climate 
Change, 75 Federal Register 6290 (February 8, 2010).  
41 See 17 C.F.R. §§240.10b-5, 240.12b-20. 
42 Ibid., Parts 210, 229.  
43 Ibid. §240.12b-20.  
44 See, e.g., Thomas Lee Hazen, Treatise on the Law of Securities Regulation, vol. 3, §12.60. 
45 TSC Industries, Inc. v. Northway, Inc., 426 U.S. 438, 449 (1976). TSC arose in the context of whether proxy 
solicitation materials provided to shareholders before voting on a merger omitted material information under Section 14 
of the Securities Exchange Act. Ibid., pp. 441-442. 
46 Ibid. In 1988, in Basic v. Levinson, the Supreme Court expressly adopted TSC’s definition of materiality for 
evaluating alleged misstatements or omissions in the context of the act’s anti-fraud provisions, which apply more 
broadly to investors’ decisions to purchase or sell securities. 485 U.S. 224, 231-32 (1988). 
47 TSC, 426 U.S. at 445; see Hazen, Treatise on the Law of Securities Regulation, §12.60. 
48 See Hazen, Treatise on the Law of Securities Regulation, §§12.60, 12.62; see e.g., United States v. Litvak, 889 F.3d 
56, 65 (2d Cir. 2018) (testimony regarding traders’ “own point of view” was relevant only insofar as it was “shown to 
be within the parameters of the thinking of reasonable investors in the particular market at issue”); Resnik v. Swartz, 
303 F.3d 147, 154 (2d Cir. 2002) (“Disclosure of ... information is not required ... simply because it may be relevant or 
of interest to a reasonable investor.”). 
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the “total mix” of information refers to the “sum of all information reasonably available” to 
investors.49 Courts and the SEC make materiality determinations on a case-by-case basis, using a 
principles-based approach rather than prescribing bright-line rules.50 As such, courts have not 
identified a quantitative threshold for the impact of a misstatement or omission in order to make it 
material.51 Even so, the SEC’s default position is that the materiality standard should be 
understood in terms of the information’s economic or financial impact.52  

Climate Risk Disclosure Cases 
While courts have at times assessed the materiality of environmental or safety information in 
relation to events such as environmental accidents,53 relatively few decisions have specifically 
analyzed the materiality of a company’s disclosures concerning the impacts of climate change.54 
However, in two relatively recent cases, courts analyzed the materiality of Exxon Mobil 
Corporation’s (Exxon’s) disclosures and omissions relating to its “proxy cost of carbon” 
measure—a metric which, in this situation, approximates the cost of potential government-related 
climate change actions (i.e., certain transition risks) in financial projections.55 In each of the 
cases, the plaintiff alleged that Exxon’s public disclosures of its proxy cost of carbon were 
materially misleading because they differed from some of Exxon’s internal estimates of the 
relevant costs.56 The courts, opining at different stages of the litigation process, reached disparate 
results as to the misstatements’ and omissions’ materiality. 

                                                 
49 Koppel v. 4987 Corp., 167 F.3d 125, 132 (2d Cir. 1999) (internal quotation marks omitted); see, e.g., Ieradi v. Mylan 
Labs., Inc., 230 F.3d 594, 599-600 (3d Cir. 2000) (failure to disclose exclusive supply contracts was not material when 
company disclosed in its 10-Q that it was the subject of FTC investigation for anti-competitive activity).  
50 See Matrixx Initiatives, Inc. v. Siracusano, 563 U.S. 27, 38-39 (2011) (declining to adopt plaintiff’s bright-line test 
for materiality and stating that “[a]ny approach that designates a single fact or occurrence as always determinative of an 
inherently fact-specific finding such as materiality, must necessarily be overinclusive or underinclusive”) (quoting 
Basic, 485 U.S. at 236)). 
51 See, e.g., Hazen, Treatise on the Law of Securities Regulation, §12.74. In some cases, however, courts have used the 
absence of stock price movement as evidence of immateriality. See, e.g., In re Burlington Coat Factory Sec. Litig., 114 
F.3d 1410, 1425 (3d Cir. 1997) (“Because the market for BCF stock was ‘efficient’ [(one in which information 
important to reasonable investors is immediately incorporated into stock prices)] and because the … disclosure had no 
effect on BCF’s price, it follows that the information … was immaterial.”). 
In 1999, the SEC further rejected a numerical threshold approach in a staff bulletin (referred to as “SAB 99”) regarding 
accounting irregularities in financial statements, although it stated that a 5% “rule of thumb” may serve as preliminary 
guidance to an issuer in the absence of egregious circumstances. SEC, Staff Accounting Bulletin No. 99—
Materiality, Release No. SAB 99, 1999 WL 1123073, at *2 (Aug. 12, 1999) [hereinafter “SAB 99”].  
52 See, e.g., Ruth Jebe, “The Convergence of Financial and ESG Materiality: Taking Sustainability Mainstream,” 
American Business Law Journal, vol. 56, pp. 645, 660 (2019) (“[T]he SEC has consistently interpreted materiality to 
mean economic materiality.”); but see In re Franchard Corp., 42 S.E.C. 163, 174 (1964) (finding information relating to 
the ethical quality of top corporate officials to be material). 
SAB 99, however, does provide guidance regarding “qualitative factors” that may affect materiality even if a 
misstatement’s quantitative impact is small—for example, whether the misstatement concerns a line of business that the 
company has identified as significant, affects regulatory compliance, or conceals illegal activity. SAB 99, 1999 WL 
1123073, at *3-4.  
53 See, e.g., In re BP P.L.C. Sec. Litig., 922 F. Supp. 2d 600, 609, 640-41 (S.D. Tex. 2013) (holding that plaintiffs 
sufficiently alleged securities fraud claims with respect to several misstatements regarding safety measures). 
54 See, e.g., Hana V. Vizcarra, “The Reasonable Investor and Climate-Related Information: Changing Expectations for 
Financial Disclosures,” Environmental Law Reporter News and Analysis (ELR), vol. 50, pp. 10106, 10112 (2020). 
55 Ramirez v. Exxon Mobil Corp., 334 F. Supp. 3d 832, 846 (N.D. Tex. 2018); People v. Exxon Mobil Corp., No. 
452044/2018, 2019 WL 6795771 (N.Y. Sup. Ct. Dec. 10, 2019). 
56 Ramirez, 334 F. Supp. 3d at 839-40, 846; People, 2019 WL 6795771, at *4-5, 12-16. 
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In a 2018 decision, Ramirez v. Exxon Mobil Corp., the U.S. District Court for the Northern 
District of Texas declined to dismiss the action, holding that plaintiffs had adequately alleged 
securities fraud.57 As to materiality, the court ruled that a “reasonable investor would likely find it 
significant that ExxonMobil allegedly applied a lower proxy cost of carbon than it publicly 
disclosed,”58 and that investors may have been materially misled because “ExxonMobil’s public 
statements allegedly indicate to investors only one proxy cost value was used across all business 
units in making investment decisions.”59  

However, in December 2019, Exxon prevailed at trial in a New York state trial court in an action 
based on similar allegations.60 As in Ramirez, the complaint alleged that because Exxon did not 
incorporate proxy costs of carbon in its internal decision-making in the manner it represented, its 
financial vulnerability to climate change regulation was significantly greater than it led investors 
to believe.61 Nonetheless, the court, in an unpublished decision, found that there was no proof that 
Exxon’s use of two different figures affected “its balance sheet, income statement, or any other 
financial disclosure,” and that the eventual disclosure of the two different figures “was essentially 
ignored by investors.”62 Citing the complex, evolving regulatory environment, the court ruled that 
“no reasonable investor would have viewed speculative assumptions about hypothetical 
regulatory costs projected decades into the future as ‘significantly alter[ing] the total mix of 
information made available.’”63 

Example: Material Supply Chain Risks from 
Climate Change 
The Coronavirus Disease 2019 (COVID-19) pandemic has recently highlighted the significance 
of supply chain disruption risks for publicly listed companies in ways that may also be of concern 
from a climate change perspective. Similarly, some have questioned whether the risks to 
companies’ supply chains from potentially increasing climate change effects are adequately 
disclosed to investors.64 The potential for supply chain disruptions has long been considered 
information that may be material for investors.65  

Broadly speaking, a “supply chain” refers to suppliers providing goods, services and other 
materials needed for a company to operate. Supply chains encompass both a company’s 
                                                 
57 Ramirez, 334 F. Supp. 3d at 839.  
58 Ibid. at 846. 
59 Ibid. 
60 The New York Supreme Court December 2019 decision involved claims brought under New York’s Martin Act, rather 
than the federal securities laws. Martin Act, N.Y. Gen. Bus. Law. §352. However, New York has adopted the federal 
standard of materiality in securities fraud cases brought under the Martin Act. People, 2019 WL 6795771, at *3. 
61 People, 2019 WL 6795771, at *15. 
62 Ibid. at *20. 
63 Ibid. (citations omitted). 
64 See Christy Slay and Kevin Dooley, Improving Supply Chain Resilience to Manage Climate Change Risks, The 
Sustainability Consortium, with funding from HSBC, June 2020, at https://www.sustainablefinance.hsbc.com/-/media/
gbm/sustainable/attachments/supply-chain-resilience-and-climate-change.pdf. See also SEC Commissioner Allison 
Herren Lee, “‘Modernizing’ Regulation S-K: Ignoring the Elephant in the Room,” public statement, January 30, 2020, 
at https://www.sec.gov/news/public-statement/lee-mda-2020-01-30. 
65 See Chonnikarn Fern Jira, and Michael W Toffel, Engaging Supply Chains in Climate Change, Harvard Business 
School Technology and Operations Management Unit, Working Paper no. 12-026, October 12, 2012, available at 
https://ssrn.com/abstract=1943690 or http://dx.doi.org/10.2139/ssrn.1943690. 
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immediate supply base, through suppliers it directly interacts with, and its indirect suppliers.66 For 
instance, a supply chain for canned beverage companies would usually include metal can 
manufacturers and also the relevant metal mining companies. Potential climate change-related 
risks to supply chains include both chronic risks, such as chronic water supply shortages or water 
quality issues, and acute risks, such as sudden disruptions due to storms, wildfires, or other 
unexpected events.  

A recent McKinsey report found that supply chains are already being disrupted by extreme 
weather and that this risk will continue to increase with climate change.67 For example, it noted 
that supply chains for the $400 billion semiconductor manufacturing industry are heavily 
concentrated in facilities in southern Japan, Korea, Taiwan, and elsewhere in the Western Pacific, 
where hurricanes sufficient to disrupt such manufacturing operations are estimated to become two 
to four times more likely by 2040.68 These potential disruptions have implications for a wide 
range of critical industries, from military technology, healthcare, transportation, and clean energy 
production, to consumer goods like computers and smartphones. Additional reports have also 
concluded that such risks and disruptions are likely to increase in the future because of climate 
change.69 

As noted above, the SEC’s 2010 climate change guidance expressly notes that potential supply 
chain disruptions due to climate change may be material to investors. That said, however, a 2016 
GAO report on disclosure of supply chain risks following the SEC’s guidance found that, 
“According to SEC staff, it is difficult for SEC reviewers to know whether a company faces a 
material climate-related supply chain risk that it is not disclosing.”70 The 2016 GAO report also 
found that the SEC did not have a subject-matter expert for climate-related issues, because 
“disclosures of climate-related matters in SEC filings do not require technical expertise to 
understand,” according to SEC staff71 and that the Division of Enforcement had not filed any 
actions concerning climate-related disclosure issues.72 Overall, the 2016 GAO report appeared to 
find a wide variety in whether and how companies disclosed any climate-changed related supply 
risks, but the report did not explicitly characterize the overall quality of disclosure. 

Broadly speaking, calls from investors, advocates, and from SEC Commissioners themselves 
have been mounting for the SEC to set out more explicit guidelines for companies to disclose 
material risks related to climate change, such as potential supply chain disruptions and other 

                                                 
66 See Dr. Christy Slay and Dr. Kevin Dooley, Improving Supply Chain Resilience to Manage Climate Change Risks. 
67 McKinsey Global Institute, Could Climate Change Become the Weak Link in Your Supply Chain? Case Study, 
August 2020, at p. 10. 
68 McKinsey Global Institute report citing Woods Hole Research Center analysis based on Kerry Emanuel, The 
Coupled Hurricane Intensity Prediction System (CHIPS), Massachusetts Institute of Technology, 2019; Water and 
Climate Resilience Center, RAND Corporation. See McKinsey report, footnote 7, p. 10: “While total hurricane 
frequency is expected to remain unchanged or to decrease slightly under increased global warming, cumulative 
hurricane rainfall rates, average intensity, and proportion of storms that reach Category 4 or 5 intensity are projected to 
rise, even for an increase of two degrees Celsius or less in global average temperatures.” Thomas Knutson et al., 
“Tropical cyclones and climate change assessment: Part II. Projected response to anthropogenic warming,” Bulletin of 
the American Meteorological Society, 2019. 
69 Dr. Christy Slay and Dr. Kevin Dooley, Improving Supply Chain Resilience to Manage Climate Change Risks, p. 5. 
70 GAO, Supply Chain Risk: SEC’s Plans to Determine If Additional Action Is Needed on Climate-Related Disclosure 
Have Evolved, GAO-16-211, January 2016, p. 18, at https://www.gao.gov/assets/680/674845.pdf. (Hereinafter, GAO, 
Supply Chain Risk.) 
71 GAO, Supply Chain Risk, p. 17. 
72 GAO, Supply Chain Risk, p. 19. 
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risks.73 A March 25, 2020, guidance from the SEC’s Division of Corporation Finance noted that 
“questions to consider” for companies in their investor disclosures include “Do you anticipate a 
material adverse impact of COVID-19 on your supply chain or the methods used to distribute 
your products or services?”74 The guidance noted, however, that it had “no legal force or effect” 
and “creates no new or additional obligations for any person.”75 Pressure appears to be growing 
on the SEC to look more closely at its standards for disclosures to investors with regards to 
climate change risks, and related specificity and consistency.  

SEC Requirements for Investment Managers 
Regarding Climate Change Disclosures 
Environmental, social, and governance (ESG) funds are portfolios of equities and/or bonds, 
typically in the form of mutual funds, for which environmental, social, and governance factors 
have been integrated into the investment process. Investor interest in such funds has grown 
significantly over the years. For example, in 2020, according to Morningstar, the mutual fund 
researcher, ESG mutual funds received $51.1 billion of net new funding from investors in 2020. 
That reportedly represented the fifth consecutive annual increase, and more than double the $21 
billion in 2019.76 

The SEC’s Division of Investment Management has primary responsibility for administering the 
Investment Company Act of 194077 (15 U.S.C. §§ 80-1 et seq.) and the Investment Advisers Act 
of 1940,78 (15 U.S.C. §§ 80b-1 et seq.) which include developing regulatory policy for investment 
companies (such as mutual funds, money market mutual funds, closed-end funds, business 
development companies, unit investment trusts, variable insurance products, and exchange-traded 
funds) and for investment advisers.79  

As is the case with its approach to reporting companies, the SEC does not have rules, regulations, 
or requirements that specifically govern investment companies’80 or investment advisers’ use of 
ESG principles or their disclosures of ESG-related strategies that may impact climate change. 
There is no universally agreed-upon, or legally-binding, definition of what constitutes ESG, or an 
ESG fund.81 In recent years, funds marketed to investors as “ESG” have grown markedly in terms 

                                                 
73 SEC Commissioner Allison Herren Lee, “‘Modernizing’ Regulation S-K: Ignoring the Elephant in the Room,” 
January 30, 2020, at https://www.sec.gov/news/public-statement/lee-mda-2020-01-30. 
74 SEC Division of Corporation Finance, COVID-19 Guidance. The division noted however that “the statements in this 
CF Disclosure Guidance represent the views of the Division of Corporation Finance. This guidance is not a rule, 
regulation, or statement of the Securities and Exchange Commission. Further, the Commission has neither approved 
nor disapproved its content. This guidance, like all staff guidance, has no legal force or effect: it does not alter or 
amend applicable law, and it creates no new or additional obligations for any person.” 
75 SEC Division of Corporation Finance, COVID-19 Guidance.  
76 Greg Iacurci, “Money Invested in ESG Funds More than Doubles in a Year,” CNBC, February 11, 2021, at 
https://www.cnbc.com/2021/02/11/sustainable-investment-funds-more-than-doubled-in-2020-.html. 
77 15 U.S.C. §80-1 et seq. 
78 15 U.S.C. §80b-1 et seq. 
79 SEC, “Division of Investment Management,” at https://www.sec.gov/investment/Article/investment_about.html.  
80 An investment company is a corporation or trust engaged in the business of investing the pooled capital of investors 
in financial securities. Typically, this is either done through a closed-end fund or an open-end fund (also referred to as a 
mutual fund). 
81 David M. Silk, David A. Katz, and Sabastian V. Niles, “U.K. and EU Regulators Move Ahead on ESG Disclosures 
and Benchmarks,” Harvard Law School Forum on Corporate Governance, April 26, 2020, at 
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of assets under management. Morningstar, which follows fund developments, reportedly found 
that at the end of the third quarter of 2020, assets under management at “sustainable” domestic 
funds were $179 billion.82 Globally, over 3,000 signatories—with over $103 trillion in assets 
under management—support Principles for Responsible Investment, a nongovernmental 
organization that promotes sustainability through ESG.83 While no standardized requirements 
currently exist for such ESG funds’ investments, there are certain fundamental regulations within 
the federal securities laws that have an indirect impact on ESG disclosure-related practices. 

For example, if an investment company’s manager, an SEC-registered investment adviser, 
incorporates ESG principles as a primary investment strategy, disclosure of the strategies and 
risks associated with them must be in the investment company’s registration statements under the 
Investment Company Act of 1940. In addition, Rule 35d-1, the fund name rule, under the act 
requires that at least 80% of the assets of an SEC-registered investment company with a name 
suggesting it focuses on a particular type of investment must be invested in that type of 
investment. According to some reporting, historically, the SEC staff has frequently taken an 
approach in which terms like “ESG” or “sustainable” in a fund name were deemed to have 
triggered the requirement.84  

The aforementioned ESG Task Force will also analyze disclosure and compliance issues relating 
to investment advisers’ and funds’ ESG strategies.85  

Potential Ambiguity in Climate-Friendly Fund Labels 
There has reportedly been a proliferation of purportedly “climate-friendly” investment 
companies.86 SEC Commissioner Elad Roisman asserts that growth has been accompanied by 
managers who often have labeled such funds as “ESG, Green, or Sustainable … while there is no 
universal definition for any of these terms, and such products’ investment philosophies and 
holdings can differ widely.”87 Relatedly, in March 2020, the SEC staff issued a request for 
comment that solicited public commentary on whether the requirements are effective for fund 
names, including funds that contain terms such as ESG or sustainable under Rule 35d-1, and help 
to ensure that investors are not misled by the name. In the ESG fund sphere, a major concern is 
whether an ESG label refers to a “strategy” or a “specific type of investment.”88  

                                                 
https://corpgov.law.harvard.edu/2020/04/26/u-k-and-eu-regulators-move-ahead-on-esg-disclosures-and-benchmarks/. 
82 Leslie P. Norton, “Sustainable-Fund Assets Hit $1.2 Trillion as ESG Continues to Gain Market Share,” Barron’s, 
October 29, 2020, at https://www.barrons.com/articles/sustainable-fund-assets-hit-record-esg-continues-to-gain-
market-share-51603993554. 
83 Its website is at https://www.unpri.org/.  
84 The Dechert Law Firm, Expectations Under the Biden Administration: The ESG and Diversity/Inclusion Outlook for 
Reporting Companies and Asset Managers, January 2021, at https://info.dechert.com/10/14950/january-2021/
expectations-under-the-biden-administration--the-esg-and-diversity-inclusion-outlook-for-reporting-companies-and-
asset-managers.asp?sid=fcb51fd2-aca2-42d2-a501-686f2490c68f. 
85 SEC, “SEC Announces Enforcement Task Force Focused on Climate and ESG Issues,” press release, March 4, 2021, 
at https://www.sec.gov/news/press-release/2021-42. 
86 SEC Commissioner Elad. L. Roisman, “Keynote Speech at the Society for Corporate Governance National 
Conference,” July 7, 2020, at https://www.sec.gov/news/speech/roisman-keynote-society-corporate-governance-
national-conference-2020#_ftnref13. 
87 SEC Commissioner Elad. L. Roisman, “Keynote Speech at the Society for Corporate Governance National 
Conference,” July 7, 2020. 
88 SEC, “Request for Comment on Fund Names,” 85 Federal Register 13221, 13223 (March 6, 2020), at 
https://www.federalregister.gov/documents/2020/03/06/2020-04573/request-for-comments-on-fund-names.  
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Calls from SEC’s Investor Advisory and Asset Management 
Committees  
Two SEC advisory committees recommended in 2020 that the SEC consider enhancing reporting 
requirements for ESG requirements. 

First, the Investor-as-Owner Subcommittee recommended that the SEC “begin in earnest an effort 
to update the reporting requirements of Issuers to include material, decision-useful, ESG 
factors.”89  

Second, the Environment, Social, and Corporate Governance Subcommittee made a number of 
draft recommendations, which it called “potential recommendations” for the SEC:  

 “mandate the adoption of standards by which issuers disclose material 
environmental, social, and governance risks”; 

 “utilize standard setters’ frameworks to require disclosure of material 
environmental, social and governance risks”; and 

 “require that material environmental, social and governance risks be disclosed in 
a manner consistent with the presentation of other financial disclosures.”90 

The SEC Division of Examinations 
The SEC Division of Examinations (formerly known as the Office of Compliance Inspections and 
Examinations) has administered the SEC’s nationwide examination and inspection programs for 
various SEC-regulated entities, including investment advisers, national securities exchange 
participants, private fund advisers, and municipal advisers. In mid-January 2020, the division 
released a list of 2020 examination priorities for SEC-registered investment advisers. After 
conducting over 3,000 investment adviser examinations in 2019, the document highlighted 
several themes for the focus of investment adviser examinations in 2020, including the accuracy 
and adequacy of disclosures provided by SEC-registered investment advisers who manage 
emerging vehicles whose investment strategies include ESG criteria.91  

In April, the SEC’s Division of Examinations warned that its review of ESG funds had found a 
number of misleading statements regarding ESG investing processes and adherence to global 
ESG frameworks, among other problems.92 Problems noted included: 

 Portfolio management practices inconsistent with disclosures about ESG 
approaches; 

 Proxy voting inconsistent with advisers’ stated approaches; 

                                                 
89 SEC Investor-as-Owner Subcommittee of the Investor Advisory Committee, “Recommendation from the Investor-as-
Owner Subcommittee of the SEC Investor Advisory Committee Relating to ESG Disclosure,” May 14, 2020, at 
https://www.sec.gov/spotlight/investor-advisory-committee-2012/recommendation-of-the-investor-as-owner-
subcommittee-on-esg-disclosure.pdf. 
90 SEC Asset Management Advisory Committee, “Potential Recommendations of the ESG Subcommittee,” December 
1, 2020, at https://www.sec.gov/files/potential-recommendations-of-the-esg-subcommittee-12012020.pdf. 
91 SEC Office of Compliance Inspections and Examinations, “2020 Examination Priorities,” January 2020, at 
https://www.sec.gov/about/offices/ocie/national-examination-program-priorities-2020.pdf. 
92 SEC, “The Division of Examinations’ Review of ESG Investing,” Risk Alert, April 9, 2021, at https://www.sec.gov/
files/esg-risk-alert.pdf. 
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 Inadequate controls to ensure ESG-related disclosures and marketing were 
consistent with actual practices; 

 Unsubstantiated or potentially misleading claims regarding ESG approaches; and 
 Compliance programs that did not adequately address relevant ESG issues.93 

On March 3, 2021, the division had announced its 2021 examination priorities, which included an 
increased focus on climate-related risks. Acting Chair Allison Herren Lee observed: “The division 
is enhancing its focus on climate and ESG-related risks by examining proxy voting policies and 
practices to ensure voting aligns with investors’ best interests and expectations, as well as firms’ 
business continuity plans in light of intensifying physical risks associated with climate change.”94 

Reports had indicated that since 2019, the Division of Examinations had issued a series of 
examination inquiries, called sweep exams, to investment advisers who manage investment 
companies with ESG-based portfolios. The inquiries involved a range of questions, including (1) 
whether the adviser adheres to the United Nation’s Principles for Responsible Investment;95 (2) 
what ESG investments have been made and were liquidated and the rationales for doing so; (3) 
the methodology and sources of information used by the adviser to score an investment’s ESG 
credentials; and (4) any proxy votes made by the adviser on ESG issues and the underlying 
process used to arrive at the decision.96 

Historically, such industry sweeps have given the SEC staff information on new or evolving 
practices in an industry. They potentially also give SEC staff enhanced understanding of attendant 
industry risks.97  

In conclusion, as noted, pressure both outside of and within the SEC appears to be mounting for 
the agency to look more closely at its standards for disclosures to investors with regards to 
climate change risks—both in terms of disclosures by publicly listed companies of material risks, 
and also for disclosures by ESG funds and in other areas of investment management.  

                                                 
93 SEC, “The Division of Examinations’ Review of ESG Investing,” Risk Alert, pp. 4-5. 
94 SEC, “SEC Division of Examinations Announces 2021 Examination Priorities,” press release 2021-39, March 3, 
2021, at https://www.sec.gov/news/press-release/2021-39. 
95 Among these principles are (1) incorporating ESG issues into investment analysis and decision-making processes; 
(2) behaving as active owners who incorporate ESG issues into ownership policies and practices; and (3) seeking 
appropriate disclosure on ESG issues by the entities in which they invest. See PRI Association, “What Are the 
Principles for Responsible Investment?” 2020, at https://www.unpri.org/pri/what-are-the-principles-for-responsible-
investment. 
96 See, e.g., Anthony Rapa, “Green Sweep? The SEC Turns Its Attention to Environmental, Social and Governance 
(ESG) and Asset Managers,” The Law Firm of Willows, Towers, and Watson, February 19, 2020, at 
https://www.willistowerswatson.com/en-US/Insights/2020/02/the-sec-turns-its-attention-to-environmental-social-and-
governance-esg-and-asset-managers. 
97 Ibid. 
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June 15, 2017 

 

Letter from Michael R. Bloomberg 
Mr. Mark Carney 
Chairman 
Financial Stability Board 
Bank for International Settlements 
Centralbahnplatz 2 
CH-4002 Basel  
Switzerland 
 
Dear Chairman Carney, 
 
On behalf of the Task Force on Climate-related Financial Disclosures, I am pleased to present this final report 
setting out our recommendations for helping businesses disclose climate-related financial information. 
 
As you know, warming of the planet caused by greenhouse gas emissions poses serious risks to the global 
economy and will have an impact across many economic sectors. It is difficult for investors to know which 
companies are most at risk from climate change, which are best prepared, and which are taking action. 
 
The Task Force’s report establishes recommendations for disclosing clear, comparable and consistent 
information about the risks and opportunities presented by climate change. Their widespread adoption will 
ensure that the effects of climate change become routinely considered in business and investment decisions.  
Adoption of these recommendations will also help companies better demonstrate responsibility and foresight 
in their consideration of climate issues. That will lead to smarter, more efficient allocation of capital, and help 
smooth the transition to a more sustainable, low-carbon economy. 
 
The industry Task Force spent 18 months consulting with a wide range of business and financial leaders to 
hone its recommendations and consider how to help companies better communicate key climate-related 
information. The feedback we received in response to the Task Force’s draft report confirmed broad support 
from industry and others, and involved productive dialogue among companies and banks, insurers, and 
investors. This was and remains a collaborative process, and as these recommendations are implemented, we 
hope that this dialogue and feedback continues.   
 
Since the Task Force began its work, we have also seen a significant increase in demand from investors for 
improved climate-related financial disclosures. This comes amid unprecedented support among companies for 
action to tackle climate change. 
 
I want to thank the Financial Stability Board for its leadership in promoting better disclosure of climate-related 
financial risks, and for its support of the Task Force’s work. I am also grateful to the Task Force members and 
Secretariat for their extensive contributions and dedication to this effort.   
 
The risk climate change poses to businesses and financial markets is real and already present. It is more 
important than ever that businesses lead in understanding and responding to these risks—and seizing the 
opportunities—to build a stronger, more resilient, and sustainable global economy. 
 
Sincerely,  
 
 
 
Michael R. Bloombergr from Michael R. Bloomberg 
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Executive Summary 

Financial Markets and Transparency 
One of the essential functions of financial markets is to price risk to support informed, efficient 
capital-allocation decisions. Accurate and timely disclosure of current and past operating and 
financial results is fundamental to this function, but it is increasingly important to understand the 
governance and risk management context in which financial results are achieved. The financial 
crisis of 2007-2008 was an important reminder of the repercussions that weak corporate 
governance and risk management practices can have on asset values. This has resulted in 
increased demand for transparency from organizations on their governance structures, 
strategies, and risk management practices. Without the right information, investors and others 
may incorrectly price or value assets, leading to a misallocation of capital.  

Increasing transparency makes markets more efficient and  
economies more stable and resilient. 

—Michael R. Bloomberg 

Financial Implications of Climate Change 
One of the most significant, and perhaps most misunderstood, risks that organizations face today 
relates to climate change. While it is widely recognized that continued emission of greenhouse 
gases will cause further warming of the planet and this warming could lead to damaging 
economic and social consequences, the exact timing and severity of physical effects are difficult to 
estimate. The large-scale and long-term nature of the problem makes it uniquely challenging, 
especially in the context of economic decision making. Accordingly, many organizations 
incorrectly perceive the implications of climate change to be long term and, therefore, not 
necessarily relevant to decisions made today.  

The potential impacts of climate change on organizations, however, are not only physical and do 
not manifest only in the long term. To stem the disastrous effects of climate change within this 
century, nearly 200 countries agreed in December 2015 to reduce greenhouse gas emissions and 
accelerate the transition to a lower-carbon economy. The reduction in greenhouse gas emissions 
implies movement away from fossil fuel energy and related physical assets. This coupled with 
rapidly declining costs and increased deployment of clean and energy-efficient technologies could 
have significant, near-term financial implications for organizations dependent on extracting, 
producing, and using coal, oil, and natural gas. While such organizations may face significant 
climate-related risks, they are not alone. In fact, climate-related risks and the expected transition 
to a lower-carbon economy affect most economic sectors and industries. While changes 
associated with a transition to a lower-carbon economy present significant risk, they also create 
significant opportunities for organizations focused on climate change mitigation and adaptation 
solutions.  

For many investors, climate change poses significant financial challenges and opportunities, now 
and in the future. The expected transition to a lower-carbon economy is estimated to require 
around $1 trillion of investments a year for the foreseeable future, generating new investment 
opportunities.1 At the same time, the risk-return profile of organizations exposed to climate-
related risks may change significantly as such organizations may be more affected by physical 
impacts of climate change, climate policy, and new technologies. In fact, a 2015 study estimated 
the value at risk, as a result of climate change, to the total global stock of manageable assets as 

                                                                                 
1 International Energy Agency, World Energy Outlook Special Briefing for COP21, 2015.  
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ranging from $4.2 trillion to $43 trillion between now and the end of the century.2 The study 
highlights that “much of the impact on future assets will come through weaker growth and lower 
asset returns across the board.” This suggests investors may not be able to avoid climate-related 
risks by moving out of certain asset classes as a wide range of asset types could be affected. Both 
investors and the organizations in which they invest, therefore, should consider their longer-term 
strategies and most efficient allocation of capital. Organizations that invest in activities that may 
not be viable in the longer term may be less resilient to the transition to a lower-carbon economy; 
and their investors will likely experience lower returns. Compounding the effect on longer-term 
returns is the risk that present valuations do not adequately factor in climate-related risks 
because of insufficient information. As such, long-term investors need adequate information on 
how organizations are preparing for a lower-carbon economy.  

Furthermore, because the transition to a lower-carbon economy requires significant and, in some 
cases, disruptive changes across economic sectors and industries in the near term, financial 
policymakers are interested in the implications for the global financial system, especially in terms 
of avoiding financial dislocations and sudden losses in asset values. Given such concerns and the 
potential impact on financial intermediaries and investors, the G20 Finance Ministers and Central 
Bank Governors asked the Financial Stability Board to review how the financial sector can take 
account of climate-related issues. As part of its review, the Financial Stability Board identified the 
need for better information to support informed investment, lending, and insurance underwriting 
decisions and improve understanding and analysis of climate-related risks and opportunities. 
Better information will also help investors engage with companies on the resilience of their 
strategies and capital spending, which should help promote a smooth rather than an abrupt 
transition to a lower-carbon economy. 

Task Force on Climate-related Financial Disclosures 
To help identify the information needed by investors, lenders, and insurance underwriters to 
appropriately assess and price climate-related risks and opportunities, the Financial Stability 
Board established an industry-led task force: the Task Force on Climate-related Financial 
Disclosures (Task Force). The Task Force was asked to develop voluntary, consistent climate-
related financial disclosures that would be useful to investors, lenders, and insurance 
underwriters in understanding material risks. The 32-member Task Force is global; its members 
were selected by the Financial Stability Board and come from various organizations, including 
large banks, insurance companies, asset managers, pension funds, large non-financial companies, 
accounting and consulting firms, and credit rating agencies. In its work, the Task Force drew on 
member expertise, stakeholder engagement, and existing climate-related disclosure regimes to 
develop a singular, accessible framework for climate-related financial disclosure.  

The Task Force developed four widely 
adoptable recommendations on climate-
related financial disclosures that are 
applicable to organizations across sectors 
and jurisdictions (Figure 1). Importantly, the 
Task Force’s recommendations apply to 
financial-sector organizations, including 
banks, insurance companies, asset managers, 
and asset owners. Large asset owners and 
asset managers sit at the top of the 
investment chain and, therefore, have an 

                                                                                 
2  The Economist Intelligence Unit, “The Cost of Inaction: Recognising the Value at Risk from Climate Change,” 2015. Value at risk measures the 

loss a portfolio may experience, within a given time horizon, at a particular probability, and the stock of manageable assets is defined as the 
total stock of assets held by non-bank financial institutions. Bank assets were excluded as they are largely managed by banks themselves. 

 
 

Figure 1 

Key Features of Recommendations 
   Adoptable by all organizations 

 Included in financial filings 

 Designed to solicit decision-useful, forward-
looking information on financial impacts 

 Strong focus on risks and opportunities 
related to transition to lower-carbon economy 
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important role to play in influencing the organizations in which they invest to provide better 
climate-related financial disclosures. 

In developing and finalizing its recommendations, the Task Force solicited input throughout the 
process.3 First, in April 2016, the Task Force sought public comment on the scope and high-level 
objectives of its work. As the Task Force developed its disclosure recommendations, it continued 
to solicit feedback through hundreds of industry interviews, meetings, and other touchpoints. 
Then, in December 2016, the Task Force issued its draft recommendations and sought public 
comment on the recommendations as well as certain key issues, receiving over 300 responses. 
This final report reflects the Task Force’s consideration of industry and other public feedback 
received throughout 2016 and 2017. Section E contains a summary of key issues raised by the 
industry as well as substantive changes to the report since December.  

Disclosure in Mainstream Financial Filings 
The Task Force recommends that preparers of climate-related financial disclosures provide such 
disclosures in their mainstream (i.e., public) annual financial filings. In most G20 jurisdictions, 
companies with public debt or equity have a legal obligation to disclose material information in 
their financial filings—including material climate-related information. The Task Force believes 
climate-related issues are or could be material for many organizations, and its recommendations 
should be useful to organizations in complying more effectively with existing disclosure 
obligations.4 In addition, disclosure in mainstream financial filings should foster shareholder 
engagement and broader use of climate-related financial disclosures, thus promoting a more 
informed understanding of climate-related risks and opportunities by investors and others. The 
Task Force also believes that publication of climate-related financial information in mainstream 
annual financial filings will help ensure that appropriate controls govern the production and 
disclosure of the required information. More specifically, the Task Force expects the governance 
processes for these disclosures would be similar to those used for existing public financial 
disclosures and would likely involve review by the chief financial officer and audit committee, as 
appropriate.  

Importantly, organizations should make financial disclosures in accordance with their national 
disclosure requirements. If certain elements of the recommendations are incompatible with 
national disclosure requirements for financial filings, the Task Force encourages organizations to 
disclose those elements in other official company reports that are issued at least annually, widely 
distributed and available to investors and others, and subject to internal governance processes 
that are the same or substantially similar to those used for financial reporting. 

Core Elements of Climate-Related Financial Disclosures 
The Task Force structured its recommendations around four thematic areas that represent core 
elements of how organizations operate: governance, strategy, risk management, and metrics and 
targets (Figure 2, p. v). The four overarching recommendations are supported by recommended 
disclosures that build out the framework with information that will help investors and others 
understand how reporting organizations assess climate-related risks and opportunities.5 In 
addition, there is guidance to support all organizations in developing climate-related financial 
disclosures consistent with the recommendations and recommended disclosures. The guidance 
assists preparers by providing context and suggestions for implementing the recommended 
disclosures. For the financial sector and certain non-financial sectors, supplemental guidance was 
developed to highlight important sector-specific considerations and provide a fuller picture of 
potential climate-related financial impacts in those sectors. 

                                                                                 
3  See Appendix 2: Task Force Objectives and Approach for more information. 
4  The Task Force encourages organizations where climate-related issues could be material in the future to begin disclosing climate-related 

financial information outside financial filings to facilitate the incorporation of such information into financial filings once climate-related 
issues are determined to be material. 

5  See Figure 4 on p. 14 for the Task Force's recommendations and recommended disclosures. 
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Climate-Related Scenarios  
One of the Task Force’s key recommended disclosures focuses on the resilience of an 
organization’s strategy, taking into consideration different climate-related scenarios, including a 
2° Celsius or lower scenario.6 An organization’s disclosure of how its strategies might change to 
address potential climate-related risks and opportunities is a key step to better understanding the 
potential implications of climate change on the organization. The Task Force recognizes the use of 
scenarios in assessing climate-related issues and their potential financial implications is relatively 
recent and practices will evolve over time, but believes such analysis is important for improving 
the disclosure of decision-useful, climate-related financial information.  

Conclusion 
Recognizing that climate-related financial reporting is still evolving, the Task Force’s 
recommendations provide a foundation to improve investors’ and others’ ability to appropriately 
assess and price climate-related risk and opportunities. The Task Force’s recommendations aim to 
be ambitious, but also practical for near-term adoption. The Task Force expects to advance the 
quality of mainstream financial disclosures related to the potential effects of climate change on 
organizations today and in the future and to increase investor engagement with boards and 
senior management on climate-related issues.  

Improving the quality of climate-related financial disclosures begins with organizations’ 
willingness to adopt the Task Force’s recommendations. Organizations already reporting climate-
related information under other frameworks may be able to disclose under this framework 
immediately and are strongly encouraged to do so. Those organizations in early stages of 
evaluating the impact of climate change on their businesses and strategies can begin by 
disclosing climate-related issues as they relate to governance, strategy, and risk management 
practices. The Task Force recognizes the challenges associated with measuring the impact of 
climate change, but believes that by moving climate-related issues into mainstream annual 
financial filings, practices and techniques will evolve more rapidly. Improved practices and 
techniques, including data analytics, should further improve the quality of climate-related 
financial disclosures and, ultimately, support more appropriate pricing of risks and allocation of 
capital in the global economy.  

                                                                                 
6   A 2° Celsius (2°C) scenario lays out an energy system deployment pathway and an emissions trajectory consistent with limiting the global 

average temperature increase to 2°C above the pre-industrial average. The Task Force is not recommending organizations use a specific 2°C 
scenario. 

Figure 2 
Core Elements of Recommended Climate-Related Financial Disclosures 
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The organization’s governance around climate-related risks 
and opportunities 
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The actual and potential impacts of climate-related risks and 
opportunities on the organization’s businesses, strategy, 
and financial planning 

Risk Management 
The processes used by the organization to identify, assess, 
and manage climate-related risks 

Metrics and Targets 
The metrics and targets used to assess and manage relevant 
climate-related risks and opportunities 
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A  Introduction 

1. Background 
It is widely recognized that continued emission of greenhouse gases will cause further warming of 
the Earth and that warming above 2° Celsius (2°C), relative to the pre-industrial period, could lead 
to catastrophic economic and social consequences.7 As evidence of the growing recognition of the 
risks posed by climate change, in December 2015, nearly 200 governments agreed to strengthen 
the global response to the threat of climate change by “holding the increase in the global average 
temperature to well below 2°C above pre-industrial levels and to pursue efforts to limit the 
temperature increase to 1.5°C above pre-industrial levels,” referred to as the Paris Agreement.8 
The large-scale and long-term nature of the problem makes it uniquely challenging, especially in 
the context of economic decision making. Moreover, the current understanding of the potential 
financial risks posed by climate change—to companies, investors, and the financial system as a 
whole—is still at an early stage. 

There is a growing demand for decision-useful, climate-related information by a range of 
participants in the financial markets.9 Creditors and investors are increasingly demanding access 
to risk information that is consistent, comparable, reliable, and clear. There has also been 
increased focus, especially since the financial crisis of 2007-2008, on the negative impact that 
weak corporate governance can have on shareholder value, resulting in increased demand for 
transparency from organizations on their risks and risk management practices, including those 
related to climate change.  

The growing demand for decision-useful, climate-related information has resulted in the 
development of several climate-related disclosure standards. Many of the existing standards, 
however, focus on disclosure of climate-related information, such as greenhouse gas (GHG) 
emissions and other sustainability metrics. Users of such climate-related disclosures commonly 
cite the lack of information on the financial implications around the climate-related aspects of an 
organization's business as a key gap. Users also cite inconsistencies in disclosure practices, a lack 
of context for information, use of boilerplate, and non-comparable reporting as major obstacles 
to incorporating climate-related risks and opportunities (collectively referred to as climate-related 
issues) as considerations in their investment, lending, and insurance underwriting decisions over 
the medium and long term.10 In addition, evidence suggests that the lack of consistent 
information hinders investors and others from considering climate-related issues in their asset 
valuation and allocation processes.11 

In general, inadequate information about risks can lead to a mispricing of assets and 
misallocation of capital and can potentially give rise to concerns about financial stability since 
markets can be vulnerable to abrupt corrections.12 Recognizing these concerns, the G20 (Group of 
20) Finance Ministers and Central Bank Governors requested that the Financial Stability Board 
(FSB) “convene public- and private-sector participants to review how the financial sector can take 
account of climate-related issues.”13 In response to the G20’s request, the FSB held a meeting of 
public- and private-sector representatives in September 2015 to consider the implications of 
climate-related issues for the financial sector. “Participants exchanged views on the existing work 
of the financial sector, authorities, and standard setters in this area and the challenges they face, 

                                                                                 
7 Intergovernmental Panel on Climate Change, Fifth Assessment Report, Cambridge University Press, 2014. 
8 United Nations Framework Convention on Climate Change, ”The Paris Agreement,” December 2015.  
9 Avery Fellow, “Investors Demand Climate Risk Disclosure,” Bloomberg, February 2013.  
10 Sustainability Accounting Standards Board (SASB), SASB Climate Risk Technical Bulletin#: TB001-10182016, October 2016.  
11 Mercer LLC, Investing in a Time of Climate Change, 2015.  
12 Mark Carney, “Breaking the tragedy of the horizon—climate change and financial stability,” September 29, 2015.  
13 “Communiqué from the G20 Finance Ministers and Central Bank Governors Meeting in Washington, D.C. April 16-17, 2015,” April 2015.  
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areas for possible further work, and the possible roles the FSB and others could play in taking 
that work forward. The discussions continually returned to a common theme: the need for better 
information.”14  

In most G20 jurisdictions, companies with public debt or equity have a legal obligation to disclose 
material risks in their financial reports—including material climate-related risks. However, the 
absence of a standardized framework for disclosing climate-related financial risks makes it 
difficult for organizations to determine what information should be included in their filings and 
how it should be presented. Even when reporting similar climate-related information, disclosures 
are often difficult to compare due to variances in mandatory and voluntary frameworks. The 
resulting fragmentation in reporting practices and lack of focus on financial impacts have 
prevented investors, lenders, insurance underwriters, and other users of disclosures from 
accessing complete information that can inform their economic decisions. Furthermore, because 
financial-sector organizations’ disclosures depend, in part, on those from the companies in which 
they invest or lend, regulators face challenges in using financial-sector organizations’ existing 
disclosures to determine system-wide exposures to climate-related risks.  

In response, the FSB established the industry-led Task Force on Climate-related Financial 
Disclosures (TCFD or Task Force) in December 2015 to design a set of recommendations for 
consistent “disclosures that will help financial market participants understand their climate-
related risks.”15 See Box 1 (p. 3) for more information on the Task Force.  

2. The Task Force’s Remit 
The FSB called on the Task Force to develop climate-related disclosures that “could promote more 
informed investment, credit [or lending], and insurance underwriting decisions” and, in turn, 
“would enable stakeholders to understand better the concentrations of carbon-related assets in 
the financial sector and the financial system’s exposures to climate-related risks.”16,17 The FSB 
noted that disclosures by the financial sector in particular would “foster an early assessment of 
these risks” and “facilitate market discipline.” Such disclosures would also “provide a source of 
data that can be analyzed at a systemic level, to facilitate authorities’ assessments of the 
materiality of any risks posed by climate change to the financial sector, and the channels through 
which this is most likely to be transmitted.”18  

The FSB also emphasized that “any disclosure recommendations by the Task Force would be 
voluntary, would need to incorporate the principle of materiality and would need to weigh the 
balance of costs and benefits.”19 As a result, in devising a principle-based framework for voluntary 
disclosure, the Task Force sought to balance the needs of the users of disclosures with the 
challenges faced by the preparers. The FSB further stated that the Task Force’s climate-related 
financial disclosure recommendations should not “add to the already well developed body of 
existing disclosure schemes.”20 In response, the Task Force drew from existing disclosure 
frameworks where possible and appropriate. 

The FSB also noted the Task Force should determine whether the target audience of users of 
climate-related financial disclosures should extend beyond investors, lenders, and insurance 
underwriters. Investors, lenders, and insurance underwriters (“primary users”) are the 
appropriate target audience. These primary users assume the financial risk and reward of the 

                                                                                 
14 FSB, “FSB to establish Task Force on Climate-related Financial Disclosures,” December 4, 2015.  
15 Ibid. 
16 FSB, “Proposal for a Disclosure Task Force on Climate-Related Risks,” November 9, 2015. 
17 The term carbon-related assets is not well defined, but is generally considered to refer to assets or organizations with relatively high direct or 

indirect GHG emissions. The Task Force believes further work is needed on defining carbon-related assets and potential financial impacts. 
18 FSB, “Proposal for a Disclosure Task Force on Climate-Related Risks,” November 9, 2015.  
19 Ibid. 
20 Ibid. 
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decisions they make. The Task Force recognizes that many other organizations, including credit 
rating agencies, equity analysts, stock exchanges, investment consultants, and proxy advisors also 
use climate-related financial disclosures, allowing them to push information through the credit 
and investment chain and contribute to the better pricing of risks by investors, lenders, and 
insurance underwriters. These organizations, in principle, depend on the same types of 
information as primary users. 

This report presents the Task Force’s recommendations for climate-related financial disclosures 
and includes supporting information on climate-related risks and opportunities, scenario analysis, 
and industry feedback that the Task Force considered in developing and then finalizing its 
recommendations. In addition, the Task Force developed a “stand-alone" document—
Implementing the Recommendations of the Task Force on Climate-related Financial Disclosures 
(Annex)—for organizations to use when preparing disclosures consistent with the 
recommendations. The Annex provides supplemental guidance for the financial sector as well as 
for non-financial groups potentially most affected by climate change and the transition to a lower-
carbon economy. The supplemental guidance assists preparers by providing additional context 
and suggestions for implementing the recommended disclosures. 

The Task Force’s recommendations provide a foundation for climate-related financial disclosures 
and aim to be ambitious, but also practical for near-term adoption. The Task Force expects that 
reporting of climate-related risks and opportunities will evolve over time as organizations, 
investors, and others contribute to the quality and consistency of the information disclosed. 

 

 

 

 
 
 
 
 

 

Box 1 

Task Force on Climate-related Financial Disclosures 
The Task Force membership, first announced on January 21, 2016, has international representation and 
spans various types of organizations, including banks, insurance companies, asset managers, pension 
funds, large non-financial companies, accounting and consulting firms, and credit rating agencies—a 
unique collaborative partnership between the users and preparers of financial reports. 

In its work, the Task Force drew on its members’ expertise, stakeholder engagement, and existing climate-
related disclosure regimes to develop a singular, accessible framework for climate-related financial 
disclosure. See Appendix 1 for a list of the Task Force members and Appendix 2 for more information on 
the Task Force’s approach. 

The Task Force is comprised of 32 global members representing a broad range of economic sectors and 
financial markets and a careful balance of users and preparers of climate-related financial disclosures. 
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B  Climate-Related Risks, Opportunities, and Financial Impacts 

Through its work, the Task Force identified a growing demand by investors, lenders, insurance 
underwriters, and other stakeholders for decision-useful, climate-related financial information. 
Improved disclosure of climate-related risks and opportunities will provide investors, lenders, 
insurance underwriters, and other stakeholders with the metrics and information needed to 
undertake robust and consistent analyses of the potential financial impacts of climate change. 

The Task Force found that while several climate-related disclosure frameworks have emerged 
across different jurisdictions in an effort to meet the growing demand for such information, there 
is a need for a standardized framework to promote alignment across existing regimes and G20 
jurisdictions and to provide a common framework for climate-related financial disclosures. An 
important element of such a framework is the consistent categorization of climate-related risks 
and opportunities. As a result, the Task Force defined categories for climate-related risks and 
climate-related opportunities. The Task Force’s recommendations serve to encourage 
organizations to evaluate and disclose, as part of their annual financial filing preparation and 
reporting processes, the climate-related risks and opportunities that are most pertinent to their 
business activities. The main climate-related risks and opportunities that organizations should 
consider are described below and in Tables 1 and 2 (pp. 10-11). 

1. Climate-Related Risks 
The Task Force divided climate-related risks into two major categories: (1) risks related to the 
transition to a lower-carbon economy and (2) risks related to the physical impacts of climate 
change. 

a. Transition Risks 
Transitioning to a lower-carbon economy may entail extensive policy, legal, technology, and 
market changes to address mitigation and adaptation requirements related to climate change. 
Depending on the nature, speed, and focus of these changes, transition risks may pose varying 
levels of financial and reputational risk to organizations. 

Policy and Legal Risks 
Policy actions around climate change continue to evolve. Their objectives generally fall into two 
categories—policy actions that attempt to constrain actions that contribute to the adverse effects 
of climate change or policy actions that seek to promote adaptation to climate change. Some 
examples include implementing carbon-pricing mechanisms to reduce GHG emissions, shifting 
energy use toward lower emission sources, adopting energy-efficiency solutions, encouraging 
greater water efficiency measures, and promoting more sustainable land-use practices. The risk 
associated with and financial impact of policy changes depend on the nature and timing of the 
policy change.21   

Another important risk is litigation or legal risk. Recent years have seen an increase in climate-
related litigation claims being brought before the courts by property owners, municipalities, 
states, insurers, shareholders, and public interest organizations.22 Reasons for such litigation 
include the failure of organizations to mitigate impacts of climate change, failure to adapt to 
climate change, and the insufficiency of disclosure around material financial risks. As the value of 
loss and damage arising from climate change grows, litigation risk is also likely to increase. 

                                                                                 
21 Organizations should assess not only the potential direct effects of policy actions on their operations, but also the potential second and third 

order effects on their supply and distribution chains.   
22 Peter Seley, “Emerging Trends in Climate Change Litigation,” Law 360, March 7, 2016.  
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Technology Risk  
Technological improvements or innovations that support the transition to a lower-carbon, energy-
efficient economic system can have a significant impact on organizations. For example, the 
development and use of emerging technologies such as renewable energy, battery storage, 
energy efficiency, and carbon capture and storage will affect the competitiveness of certain 
organizations, their production and distribution costs, and ultimately the demand for their 
products and services from end users. To the extent that new technology displaces old systems 
and disrupts some parts of the existing economic system, winners and losers will emerge from 
this “creative destruction” process. The timing of technology development and deployment, 
however, is a key uncertainty in assessing technology risk. 

Market Risk 
While the ways in which markets could be affected by climate change are varied and complex, 
one of the major ways is through shifts in supply and demand for certain commodities, products, 
and services as climate-related risks and opportunities are increasingly taken into account.  

Reputation Risk  
Climate change has been identified as a potential source of reputational risk tied to changing 
customer or community perceptions of an organization’s contribution to or detraction from the 
transition to a lower-carbon economy. 

b. Physical Risks 
Physical risks resulting from climate change can be event driven (acute) or longer-term shifts 
(chronic) in climate patterns. Physical risks may have financial implications for organizations, such 
as direct damage to assets and indirect impacts from supply chain disruption. Organizations’ 
financial performance may also be affected by changes in water availability, sourcing, and quality; 
food security; and extreme temperature changes affecting organizations’ premises, operations, 
supply chain, transport needs, and employee safety.  

Acute Risk  
Acute physical risks refer to those that are event-driven, including increased severity of extreme 
weather events, such as cyclones, hurricanes, or floods.  

Chronic Risk  
Chronic physical risks refer to longer-term shifts in climate patterns (e.g., sustained higher 
temperatures) that may cause sea level rise or chronic heat waves.   

2. Climate-Related Opportunities 
Efforts to mitigate and adapt to climate change also produce opportunities for organizations, for 
example, through resource efficiency and cost savings, the adoption of low-emission energy 
sources, the development of new products and services, access to new markets, and building 
resilience along the supply chain. Climate-related opportunities will vary depending on the region, 
market, and industry in which an organization operates. The Task Force identified several areas of 
opportunity as described below. 

a. Resource Efficiency  
There is growing evidence and examples of organizations that have successfully reduced 
operating costs by improving efficiency across their production and distribution processes, 
buildings, machinery/appliances, and transport/mobility—in particular in relation to energy 
efficiency but also including broader materials, water, and waste management.23 Such actions can 

                                                                                 
23 UNEP and Copenhagen Centre for Energy Efficiency, Best Practices and Case Studies for Industrial Energy Efficiency Improvement, February 16, 

2016. 
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result in direct cost savings to organizations’ operations over the medium to long term and 
contribute to the global efforts to curb emissions.24 Innovation in technology is assisting this 
transition; such innovation includes developing efficient heating solutions and circular economy 
solutions, making advances in LED lighting technology and industrial motor technology, 
retrofitting buildings, employing geothermal power, offering water usage and treatment 
solutions, and developing electric vehicles.25 

b. Energy Source 
According to the International Energy Agency (IEA), to meet global emission-reduction goals, 
countries will need to transition a major percentage of their energy generation to low emission 
alternatives such as wind, solar, wave, tidal, hydro, geothermal, nuclear, biofuels, and carbon 
capture and storage.26 For the fifth year in a row, investments in renewable energy capacity have 
exceeded investments in fossil fuel generation.27 The trend toward decentralized clean energy 
sources, rapidly declining costs, improved storage capabilities, and subsequent global adoption of 
these technologies are significant. Organizations that shift their energy usage toward low 
emission energy sources could potentially save on annual energy costs.28  

c. Products and Services 
Organizations that innovate and develop new low-emission products and services may improve 
their competitive position and capitalize on shifting consumer and producer preferences. Some 
examples include consumer goods and services that place greater emphasis on a product’s 
carbon footprint in its marketing and labeling (e.g., travel, food, beverage and consumer staples, 
mobility, printing, fashion, and recycling services) and producer goods that place emphasis on 
reducing emissions (e.g., adoption of energy-efficiency measures along the supply chain).  

d. Markets 
Organizations that pro-actively seek opportunities in new markets or types of assets may be able 
to diversify their activities and better position themselves for the transition to a lower-carbon 
economy. In particular, opportunities exist for organizations to access new markets through 
collaborating with governments, development banks, small-scale local entrepreneurs, and 
community groups in developed and developing countries as they work to shift to a lower-carbon 
economy.29 New opportunities can also be captured through underwriting or financing green 
bonds and infrastructure (e.g., low-emission energy production, energy efficiency, grid 
connectivity, or transport networks). 

e. Resilience 
The concept of climate resilience involves organizations developing adaptive capacity to respond 
to climate change to better manage the associated risks and seize opportunities, including the 
ability to respond to transition risks and physical risks. Opportunities include improving efficiency, 
designing new production processes, and developing new products. Opportunities related to 
resilience may be especially relevant for organizations with long-lived fixed assets or extensive 
supply or distribution networks; those that depend critically on utility and infrastructure networks 
or natural resources in their value chain; and those that may require longer-term financing and 
investment. 

                                                                                 
24 Environmental Protection Agency Victoria (EPA Victoria), “Resource Efficiency Case Studies: Lower your Impact.”  
25 As described by Pearce and Turner, circular economy refers to a system in which resource input and waste, emission, and energy leakage are 

minimized. This can be achieved through long-lasting design, maintenance, repair, reuse, remanufacturing, refurbishing, and recycling. This is 
in contrast to a linear economy which is a “take, make, dispose” model of production. 

26 IEA, “Global energy investment down 8% in 2015 with flows signaling move towards cleaner energy,” September 14, 2016.  
27 Frankfurt School-United Nations Environmental Programme Centre and Bloomberg New Energy Finance, “Global Trends in Renewable Energy 

Investment 2017,” 2017. 
28 Ceres, “Power Forward 3.0: How the largest US companies are capturing business value while addressing climate change,” 2017.  
29 G20 Green Finance Study Group. G20 Green Finance Synthesis Report. 2016. The proposal to launch the Green Finance Study Group was 

adopted by the G20 Finance Ministers and Central Bank Deputies in December 2015. 
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3. Financial Impacts 
Better disclosure of the financial impacts of climate-related risks and opportunities on an 
organization is a key goal of the Task Force’s work. In order to make more informed financial 
decisions, investors, lenders, and insurance underwriters need to understand how climate-related 
risks and opportunities are likely to impact an organization’s future financial position as reflected 
in its income statement, cash flow statement, and balance sheet as outlined in Figure 1. While 
climate change affects nearly all economic sectors, the level and type of exposure and the impact 
of climate-related risks differs by sector, industry, geography, and organization.30  

Fundamentally, the financial impacts of climate-related issues on an organization are driven by 
the specific climate-related risks and opportunities to which the organization is exposed and its 
strategic and risk management decisions on managing those risks (i.e., mitigate, transfer, accept, 
or control) and seizing those opportunities. The Task Force has identified four major categories, 
described in Figure 2 (p. 9), through which climate-related risks and opportunities may affect an 
organization’s current and future financial positions. 

The financial impacts of climate-related issues on organizations are not always clear or direct, 
and, for many organizations, identifying the issues, assessing potential impacts, and ensuring 
material issues are reflected in financial filings may be challenging. Key reasons for this are likely 
because of (1) limited knowledge of climate-related issues within organizations; (2) the tendency 
to focus mainly on near-term risks without paying adequate attention to risks that may arise in 
the longer term; and (3) the difficulty in quantifying the financial effects of climate-related issues.31 
To assist organizations in identifying climate-related issues and their impacts, the Task Force 
developed Table 1 (p. 10), which provides examples of climate-related risks and their potential 
financial impacts, and Table 2 (p. 11), which provides examples of climate-related opportunities 
and their potential financial impacts. In addition, Section A.4 in the Annex provides more 
information on the major categories of financial impacts—revenues, expenditures, assets and 
liabilities, and capital and financing—that are likely to be most relevant for specific industries. 

                                                                                 
30 SASB research demonstrates that 72 out of 79 Sustainable Industry Classification System (SICS™) industries are significantly affected in some 

way by climate-related risk. 
31 World Business Council for Sustainable Development, “Sustainability and enterprise risk management: The first step towards integration.” 

January 18, 2017.   

Figure 1 
Climate-Related Risks, Opportunities, and Financial Impact 
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Figure 2 

Major Categories of Financial Impact 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Task Force encourages organizations to undertake both historical and forward-looking 
analyses when considering the potential financial impacts of climate change, with greater focus 
on forward-looking analyses as the efforts to mitigate and adapt to climate change are without 
historical precedent. This is one of the reasons the Task Force believes scenario analysis is 
important for organizations to consider incorporating into their strategic planning or risk 
management practices. 

  

Income Statement Balance Sheet 
Revenues. Transition and physical risks may affect 
demand for products and services. Organizations 
should consider the potential impact on revenues 
and identify potential opportunities for enhancing or 
developing new revenues. In particular, given the 
emergence and likely growth of carbon pricing as a 
mechanism to regulate emissions, it is important for 
affected industries to consider the potential impacts 
of such pricing on business revenues. 

Expenditures. An organization’s response to 
climate-related risks and opportunities may depend, 
in part, on the organization’s cost structure. Lower-
cost suppliers may be more resilient to changes in 
cost resulting from climate-related issues and more 
flexible in their ability to address such issues. By 
providing an indication of their cost structure and 
flexibility to adapt, organizations can better inform 
investors about their investment potential.  

It is also helpful for investors to understand capital 
expenditure plans and the level of debt or equity 
needed to fund these plans. The resilience of such 
plans should be considered bearing in mind 
organizations’ flexibility to shift capital and the 
willingness of capital markets to fund organizations 
exposed to significant levels of climate-related 
risks. Transparency of these plans may provide 
greater access to capital markets or improved 
financing terms. 

Assets and Liabilities. Supply and demand 
changes from changes in policies, technology, 
and market dynamics related to climate change 
could affect the valuation of organizations’ 
assets and liabilities. Use of long-lived assets 
and, where relevant, reserves may be 
particularly affected by climate-related issues. It 
is important for organizations to provide an 
indication of the potential climate-related 
impact on their assets and liabilities, particularly 
long-lived assets. This should focus on existing 
and committed future activities and decisions 
requiring new investment, restructuring, write-
downs, or impairment. 

Capital and Financing. Climate-related risks 
and opportunities may change the profile of an 
organization's debt and equity structure, either 
by increasing debt levels to compensate for 
reduced operating cash flows or for new capital 
expenditures or R&D. It may also affect the 
ability to raise new debt or refinance existing 
debt, or reduce the tenor of borrowing available 
to the organization. There could also be 
changes to capital and reserves from operating 
losses, asset write-downs, or the need to raise 
new equity to meet investment. 
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Table 1 

Examples of Climate-Related Risks and Potential Financial Impacts 
  

                                                                                 
32 The sub-category risks described under each major category are not mutually exclusive, and some overlap exists. 

Type Climate-Related Risks32 Potential Financial Impacts 

Tr
an

si
ti

on
 R

is
ks

 

Policy and Legal  

‒ Increased pricing of GHG 
emissions  

‒ Enhanced emissions-reporting 
obligations 

‒ Mandates on and regulation of 
existing products and services  

‒ Exposure to litigation  

‒ Increased operating costs (e.g., higher compliance costs, 
increased insurance premiums)  

‒ Write-offs, asset impairment, and early retirement of existing 
assets due to policy changes 

‒ Increased costs and/or reduced demand for products and 
services resulting from fines and judgments 

Technology  

‒ Substitution of existing products 
and services with lower emissions 
options  

‒ Unsuccessful investment in new 
technologies  

‒ Costs to transition to lower 
emissions technology 

‒ Write-offs and early retirement of existing assets  

‒ Reduced demand for products and services 

‒ Research and development (R&D) expenditures in new and 
alternative technologies 

‒ Capital investments in technology development 

‒ Costs to adopt/deploy new practices and processes 

Market  

‒ Changing customer behavior 

‒ Uncertainty in market signals 

‒ Increased cost of raw materials 

‒ Reduced demand for goods and services due to shift in 
consumer preferences 

‒ Increased production costs due to changing input prices (e.g., 
energy, water) and output requirements (e.g., waste treatment) 

‒ Abrupt and unexpected shifts in energy costs  

‒ Change in revenue mix and sources, resulting in decreased 
revenues 

‒ Re-pricing of assets (e.g., fossil fuel reserves, land valuations, 
securities valuations) 

Reputation  

‒ Shifts in consumer preferences  

‒ Stigmatization of sector 

‒ Increased stakeholder concern or 
negative stakeholder feedback 

‒ Reduced revenue from decreased demand for goods/services 

‒ Reduced revenue from decreased production capacity (e.g., 
delayed planning approvals, supply chain interruptions) 

‒ Reduced revenue from negative impacts on workforce 
management and planning (e.g., employee attraction and 
retention) 

‒ Reduction in capital availability 

Ph
ys

ic
al

 R
is

ks
 

Acute ‒ Reduced revenue from decreased production capacity (e.g., 
transport difficulties, supply chain interruptions) 

‒ Reduced revenue and higher costs from negative impacts on 
workforce (e.g., health, safety, absenteeism) 

‒ Write-offs and early retirement of existing assets (e.g., damage 
to property and assets in “high-risk” locations)  

‒ Increased operating costs (e.g., inadequate water supply for 
hydroelectric plants or to cool nuclear and fossil fuel plants) 

‒ Increased capital costs (e.g., damage to facilities) 

‒ Reduced revenues from lower sales/output  

‒ Increased insurance premiums and potential for reduced 
availability of insurance on assets in “high-risk” locations  

‒ Increased severity of extreme 
weather events such as cyclones 
and floods 

Chronic 

‒ Changes in precipitation patterns 
and extreme variability in weather 
patterns 

‒ Rising mean temperatures 

‒ Rising sea levels  
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Table 2 

Examples of Climate-Related Opportunities and Potential Financial Impacts 
Type Climate-Related Opportunities33 Potential Financial Impacts 

Re
so

ur
ce

 E
ff

ic
ie

nc
y 

 ‒ Use of more efficient modes of 
transport  

‒ Use of more efficient production 
and distribution processes 

‒ Use of recycling 

‒ Move to more efficient buildings 

‒ Reduced water usage and 
consumption 

‒ Reduced operating costs (e.g., through efficiency gains and 
cost reductions) 

‒ Increased production capacity, resulting in increased 
revenues  

‒ Increased value of fixed assets (e.g., highly rated energy-
efficient buildings) 

‒ Benefits to workforce management and planning (e.g., 
improved health and safety, employee satisfaction) 
resulting in lower costs 

En
er

gy
 S

ou
rc

e 

‒ Use of lower-emission sources of 
energy 

‒ Use of supportive policy incentives 

‒ Use of new technologies 

‒ Participation in carbon market 

‒ Shift toward decentralized energy 
generation 

‒ Reduced operational costs (e.g., through use of lowest cost 
abatement) 

‒ Reduced exposure to future fossil fuel price increases  

‒ Reduced exposure to GHG emissions and therefore less 
sensitivity to changes in cost of carbon 

‒ Returns on investment in low-emission technology 

‒ Increased capital availability (e.g., as more investors favor 
lower-emissions producers) 

‒ Reputational benefits resulting in increased demand for 
goods/services 

Pr
od

uc
ts

 a
nd

 S
er

vi
ce

s ‒ Development and/or expansion of 
low emission goods and services 

‒ Development of climate adaptation 
and insurance risk solutions 

‒ Development of new products or 
services through R&D and 
innovation 

‒ Ability to diversify business activities 

‒ Shift in consumer preferences 

‒ Increased revenue through demand for lower emissions 
products and services 

‒ Increased revenue through new solutions to adaptation 
needs (e.g., insurance risk transfer products and services) 

‒ Better competitive position to reflect shifting consumer 
preferences, resulting in increased revenues  

M
ar

ke
ts

 ‒ Access to new markets 

‒ Use of public-sector incentives 

‒ Access to new assets and locations 
needing insurance coverage 

‒ Increased revenues through access to new and emerging 
markets (e.g., partnerships with governments, 
development banks) 

‒ Increased diversification of financial assets (e.g., green 
bonds and infrastructure) 

Re
si

lie
nc

e 

‒ Participation in renewable energy 
programs and adoption of energy-
efficiency measures 

‒ Resource substitutes/diversification 

‒ Increased market valuation through resilience planning 
(e.g., infrastructure, land, buildings) 

‒ Increased reliability of supply chain and ability to operate 
under various conditions 

‒ Increased revenue through new products and services 
related to ensuring resiliency 

 

 

                                                                                 
33 The opportunity categories are not mutually exclusive, and some overlap exists. 
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C  Recommendations and Guidance 

1. Overview of Recommendations and Guidance 
To fulfill its remit, the Task Force developed four widely adoptable recommendations on climate-
related financial disclosures applicable to organizations across sectors and jurisdictions. In 
developing its recommendations, the Task Force considered the challenges for preparers of 
disclosures as well as the benefits of such disclosures to investors, lenders, and insurance 
underwriters. To achieve this balance, the Task Force engaged in significant outreach and 
consultation with users and preparers of disclosures and drew upon existing climate-related 
disclosure regimes. The insights gained from the outreach and consultations directly informed 
the development of the recommendations.  

The Task Force structured its recommendations around four thematic areas that represent core 
elements of how organizations operate—governance, strategy, risk management, and metrics 
and targets. The four overarching recommendations are supported by key climate-related 
financial disclosures—referred to as recommended disclosures—that build out the framework 
with information that will help investors and others understand how reporting organizations think 
about and assess climate-related risks and opportunities. In addition, there is guidance to support 
all organizations in developing climate-related financial disclosures consistent with the 
recommendations and recommended disclosures as well as supplemental guidance for specific 
sectors. The structure is depicted in Figure 3 below, and the Task Force’s recommendations and 
supporting recommended disclosures are presented in Figure 4 (p. 14).  

 

The Task Force’s supplemental guidance is included in the Annex and covers the financial sector 
as well as non-financial industries potentially most affected by climate change and the transition 
to a lower-carbon economy (referred to as non-financial groups). The supplemental guidance 
provides these preparers with additional context and suggestions for implementing the 
recommended disclosures and should be used in conjunction with the guidance for all sectors. 

  

Figure 3 

Recommendations and Guidance 

Recommendations 

Recommended 
Disclosures 
 

Guidance for  
All Sectors 

Supplemental 
Guidance for 
Certain Sectors 

Recommendations 
Four widely adoptable recommendations tied to: 
governance, strategy, risk management, and metrics 
and targets 

Recommended Disclosures 
Specific recommended disclosures organizations should 
include in their financial filings to provide decision-
useful information 

Guidance for All Sectors 
Guidance providing context and suggestions for 
implementing the recommended disclosures for all 
organizations 

Supplemental Guidance for Certain Sectors 
Guidance that highlights important considerations for 
certain sectors and provides a fuller picture of potential 
climate-related financial impacts in those sectors 

Supplemental guidance is provided for the financial 
sector and for non-financial sectors potentially most 
affected by climate change 
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Figure 4 

Recommendations and Supporting Recommended Disclosures 
 

Governance  Strategy  Risk Management  Metrics and Targets 

Disclose the organization’s 
governance around climate-
related risks and opportunities. 

  

 Disclose the actual and potential 
impacts of climate-related risks 
and opportunities on the 
organization’s businesses, 
strategy, and financial planning 
where such information is 
material. 

 Disclose how the organization 
identifies, assesses, and manages 
climate-related risks. 

 Disclose the metrics and targets 
used to assess and manage 
relevant climate-related risks and 
opportunities where such 
information is material. 

Recommended Disclosures  Recommended Disclosures  Recommended Disclosures  Recommended Disclosures 

a) Describe the board’s oversight 
of climate-related risks and 
opportunities. 

 a) Describe the climate-related 
risks and opportunities the 
organization has identified over 
the short, medium, and long 
term. 

 a) Describe the organization’s 
processes for identifying and 
assessing climate-related risks. 

 a) Disclose the metrics used by the 
organization to assess climate-
related risks and opportunities 
in line with its strategy and risk 
management process. 

b) Describe management’s role in 
assessing and managing 
climate-related risks and 
opportunities. 

 b) Describe the impact of climate-
related risks and opportunities 
on the organization’s 
businesses, strategy, and 
financial planning. 

 b) Describe the organization’s 
processes for managing 
climate-related risks. 

 b) Disclose Scope 1, Scope 2, and, 
if appropriate, Scope 3 
greenhouse gas (GHG) 
emissions, and the related risks. 

  

 c) Describe the resilience of the 
organization’s strategy, taking 
into consideration different 
climate-related scenarios, 
including a 2°C or lower 
scenario. 

 c) Describe how processes for 
identifying, assessing, and 
managing climate-related risks 
are integrated into the 
organization’s overall risk 
management. 

 c) Describe the targets used by 
the organization to manage 
climate-related risks and 
opportunities and performance 
against targets. 
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Figure 5 

Supplemental Guidance for Financial Sector and Non-Financial 
Groups 

Figure 5 provides a mapping of the recommendations (governance, strategy, risk management, 
and metrics and targets) and recommended disclosures (a, b, c) for which supplemental guidance 
was developed for the financial sector and non-financial groups.  

 Financial Sector. The Task Force developed supplemental guidance for the financial sector, 
which it organized into four major industries largely based on activities performed. The four 
industries are banks (lending), insurance companies (underwriting), asset managers (asset 
management), and asset owners, which include public- and private-sector pension plans, 
endowments, and foundations (investing).34 The Task Force believes that disclosures by the 
financial sector could foster an early assessment of climate-related risks and opportunities, 
improve pricing of climate-related risks, and lead to more informed capital allocation 
decisions. 

 Non-Financial Groups. The Task Force developed supplemental guidance for non-financial 
industries that account for the largest proportion of GHG emissions, energy usage, and water 
usage. These industries were organized into four groups (i.e., non-financial groups)—Energy; 
Materials and Buildings; Transportation; and Agriculture, Food, and Forest Products—based 
on similarities in climate-related risks as shown in Box 2 (p. 16). While this supplemental 
guidance focuses on a subset of non-financial industries, organizations in other industries 
with similar business activities may wish to review and consider the issues and topics 
contained in the supplemental guidance.  

 

 

 

 

 

                                                                                 
34 The use of the term “insurance companies” in this report includes re-insurers. 

   Governance  Strategy  Risk  
Management  Metrics and 

Targets 
 Industries and Groups  a) b)  a) b) c)  a) b) c)  a) b) c) 

Fi
na

nc
ia

l 

Banks                

Insurance Companies                

Asset Owners                

Asset Managers                

N
on

-F
in
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ci

al
 

Energy                

Transportation                

Materials and Buildings                

Agriculture, Food, and 
Forest Products 
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Energy Transportation Materials and 
Buildings 

Agriculture, Food, 
and Forest Products 

‒ Oil and Gas  

‒ Coal  

‒ Electric Utilities 

 

‒ Air Freight 

‒ Passenger Air 
Transportation 

‒ Maritime Transportation 

‒ Rail Transportation 

‒ Trucking Services 

‒ Automobiles and 
Components 

‒ Metals and Mining  

‒ Chemicals  

‒ Construction Materials 

‒ Capital Goods 

‒ Real Estate 
Management and 
Development 

‒ Beverages 

‒ Agriculture 

‒ Packaged Foods and 
Meats 

‒ Paper and Forest 
Products 

 

Box 2 

Determination of Non-Financial Groups 
In an effort to focus supplemental guidance on those non-financial sectors and industries with the highest 
likelihood of climate-related financial impacts, the Task Force assessed three factors most likely to be affected by 
both transition risk (policy and legal, technology, market, and reputation) and physical risk (acute and chronic)—
GHG emissions, energy usage, and water usage. 
  
The underlying premise in using these three factors is that climate-related physical and transition risks will likely 
manifest themselves primarily and broadly in the form of constraints on GHG emissions, effects on energy 
production and usage, and effects on water availability, usage, and quality. Other factors, such as waste 
management and land use, are also important, but may not be as determinative across a wide range of industries 
or may be captured in one of the primary categories. 
 

In taking this approach, the Task Force consulted a number of sources regarding the ranking of various sectors and 
industries according to these three factors. The various rankings were used to determine an overall set of sectors 
and industries that have significant exposure to transition or physical risks related to GHG emissions, energy, or 
water. The sectors and industries were grouped into four categories of industries that have similar economic 
activities and climate-related exposures.  

These four groups and their associated industries are intended to be indicative of the economic activities 
associated with these industries rather than definitive industry categories. Other industries with similar activities 
and climate-related exposures should consider the supplemental guidance as well. 

The Task Force validated its approach using a variety of sources, including: 

1 The TCFD Phase I report public consultation, soliciting more than 200 responses which ranked Energy, Utilities, 
Materials, Industrials and Consumer Staples/Discretionary, in that order, as the Global Industry Classification 
Standard (GICS) sectors most important for disclosure guidelines to cover. 

2 Numerous sector-specific disclosure guidance documents to understand various breakdowns by economic 
activity, sector, and industries, including from the following sources: CDP, GHG Protocol, Global Real Estate 
Sustainability Benchmark (GRESB), Global Reporting Initiative (GRI), Institutional Investors Group on Climate 
Change (IIGCC), IPIECA (the global oil and gas industry association for environmental and social issues), and the 
Sustainability Accounting Standards Board (SASB). 

3 The Intergovernmental Panel on Climate Change (IPCC) report “Climate Change 2014 – Mitigation of Climate 
Change” that provides an analysis of global direct and indirect emissions by economic sector. The IPCC analysis 
highlights the dominant emissions-producing sectors as Energy; Industry; Agriculture, Forestry, and Other Land 
Use; and Transportation and Buildings (Commercial and Residential).  

4 Research and documentation from non-governmental organizations (NGOs) and industry organizations that 
provide information on which industries have the highest exposures to climate change, including those from 
Cambridge Institute of Sustainability Leadership, China’s National Development and Reform Commission 
(NDRC), Environmental Resources Management (ERM), IEA, Moody’s, S&P Global Ratings, and WRI/UNEPFI. 

Based on its assessment, the Task Force identified the four groups and their associated industries, listed in the 
table below, as those that would most benefit from supplemental guidance. 
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2. Implementing the Recommendations 

a. Scope of Coverage 
To promote more informed investing, lending, and insurance underwriting decisions, the Task 
Force recommends all organizations with public debt or equity implement its recommendations. 
Because climate-related issues are relevant for other types of organizations as well, the Task 
Force encourages all organizations to implement these recommendations. In particular, the Task 
Force believes that asset managers and asset owners, including public- and private-sector 
pension plans, endowments, and foundations, should implement its recommendations so that 
their clients and beneficiaries may better understand the performance of their assets, consider 
the risks of their investments, and make more informed investment choices. 

b. Location of Disclosures and Materiality 
The Task Force recommends that organizations provide climate-related financial disclosures in 
their mainstream (i.e., public) annual financial filings.35 In most G20 jurisdictions, public 
companies have a legal obligation to disclose material information in their financial filings—
including material climate-related information; and the Task Force’s recommendations are 
intended to help organizations meet existing disclosure obligations more effectively.36 The Task 
Force’s recommendations were developed to apply broadly across sectors and jurisdictions and 
should not be seen as superseding national disclosure requirements. Importantly, organizations 
should make financial disclosures in accordance with their national disclosure requirements. If 
certain elements of the recommendations are incompatible with national disclosure 
requirements for financial filings, the Task Force encourages organizations to disclose those 
elements in other official company reports that are issued at least annually, widely distributed 
and available to investors and others, and subject to internal governance processes that are the 
same or substantially similar to those used for financial reporting. 

The Task Force recognizes that most information included in financial filings is subject to a 
materiality assessment. However, because climate-related risk is a non-diversifiable risk that 
affects nearly all industries, many investors believe it requires special attention. For example, in 
assessing organizations’ financial and operating results, many investors want insight into the 
governance and risk management context in which such results are achieved. The Task Force 
believes disclosures related to its Governance and Risk Management recommendations directly 
address this need for context and should be included in annual financial filings.  

For disclosures related to the Strategy and Metrics and Targets recommendations, the Task Force 
believes organizations should provide such information in annual financial filings when the 
information is deemed material. Certain organizations—those in the four non-financial groups 
that have more than one billion U.S. dollar equivalent (USDE) in annual revenue—should consider 
disclosing such information in other reports when the information is not deemed material and 
not included in financial filings.37 Because these organizations are more likely than others to be 
financially impacted over time, investors are interested in monitoring how these organizations’ 
strategies evolve.  

                                                                                 
35 Financial filings refer to the annual reporting packages in which organizations are required to deliver their audited financial results under the 

corporate, compliance, or securities laws of the jurisdictions in which they operate. While reporting requirements differ internationally, 
financial filings generally contain financial statements and other information such as governance statements and management commentary.  

36 The Task Force encourages organizations where climate-related issues could be material in the future to begin disclosing climate-related 
financial information outside financial filings to facilitate the incorporation of such information into financial filings once climate-related 
issues are determined to be material. 

37 The Task Force chose a one billion USDE annual revenue threshold because it captures organizations responsible for over 90 percent of 
Scope 1 and 2 GHG emissions in the industries represented by the four non-financial groups (about 2,250 organizations out of roughly 
15,000). 
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The Task Force recognizes reporting by asset managers and asset owners is intended to satisfy 
the needs of clients, beneficiaries, regulators, and oversight bodies and follows a format that is 
generally different from corporate financial reporting. For purposes of adopting the Task Force’s 
recommendations, asset managers and asset owners should use their existing means of financial 
reporting to their clients and beneficiaries where relevant and where feasible. Likewise, asset 
managers and asset owners should consider materiality in the context of their respective 
mandates and investment performance for clients and beneficiaries.38  
 
The Task Force believes that climate-related financial disclosures should be subject to appropriate 
internal governance processes. Since these disclosures should be included in annual financial 
filings, the governance processes should be similar to those used for existing financial reporting 
and would likely involve review by the chief financial officer and audit committee, as appropriate. 
The Task Force recognizes that some organizations may provide some or all of their climate-
related financial disclosures in reports other than financial filings. This may occur because the 
organizations are not required to issue public financial reports (e.g., some asset managers and 
asset owners). In such situations, organizations should follow internal governance processes that 
are the same or substantially similar to those used for financial reporting. 

c. Principles for Effective Disclosures 
To underpin its recommendations and 
help guide current and future 
developments in climate-related financial 
reporting, the Task Force developed 
seven principles for effective disclosure 
(Figure 6), which are described more fully 
in Appendix 3. When used by 
organizations in preparing their climate-
related financial disclosures, these 
principles can help achieve high-quality 
and decision-useful disclosures that 
enable users to understand the impact of 
climate change on organizations. The 
Task Force encourages organizations to 
consider these principles as they develop 
climate-related financial disclosures.  

The Task Force’s disclosure principles are 
largely consistent with internationally 
accepted frameworks for financial 
reporting and are generally applicable to 
most providers of financial disclosures. 
The principles are designed to assist 
organizations in making clear the linkages between climate-related issues and their governance, 
strategy, risk management, and metrics and targets. 

  

                                                                                 
38 The Task Force recommends asset managers and asset owners include carbon footprinting information in their reporting to clients and 

beneficiaries, as described in Section D of the Annex, to support the assessment and management of climate-related risks. 

Figure 6 

Principles for Effective Disclosures 

1 Disclosures should represent  
relevant information 

2 Disclosures should be specific  
and complete 

3 Disclosures should be clear,  
balanced, and understandable 

4 Disclosures should be consistent  
over time 

5 Disclosures should be comparable 
among companies within a sector, 
industry, or portfolio 

6 Disclosures should be reliable, verifiable, 
and objective 

7 Disclosures should be provided  
on a timely basis 
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3. Guidance for All Sectors 
The Task Force has developed guidance to support all organizations in developing climate-related 
financial disclosures consistent with its recommendations and recommended disclosures. The 
guidance assists preparers by providing context and suggestions for implementing the 
recommended disclosures. Recognizing organizations have differing levels of capacity to disclose 
under the recommendations, the guidance provides descriptions of the types of information that 
should be disclosed or considered.  

a. Governance 
Investors, lenders, insurance underwriters, and other users of climate-related financial 
disclosures (collectively referred to as “investors and other stakeholders”) are interested in 
understanding the role an organization’s board plays in overseeing climate-related issues as well 
as management’s role in assessing and managing those issues. Such information supports 
evaluations of whether climate-related issues receive appropriate board and management 
attention. 

Governance 
Disclose the organization’s governance around climate-related risks and opportunities.  
Recommended 
Disclosure a) 
Describe the board’s 
oversight of climate-
related risks and 
opportunities. 

 

 

 

 

 

 

Guidance for All Sectors 
In describing the board’s oversight of climate-related issues, organizations 
should consider including a discussion of the following: 

‒ processes and frequency by which the board and/or board committees 
(e.g., audit, risk, or other committees) are informed about climate-related 
issues, 

‒ whether the board and/or board committees consider climate-related 
issues when reviewing and guiding strategy, major plans of action, risk 
management policies, annual budgets, and business plans as well as setting 
the organization’s performance objectives, monitoring implementation and 
performance, and overseeing major capital expenditures, acquisitions, and 
divestitures, and  

‒ how the board monitors and oversees progress against goals and targets 
for addressing climate-related issues. 

Recommended 
Disclosure b)  
Describe management’s 
role in assessing and 
managing climate-
related risks and 
opportunities. 

 

Guidance for All Sectors 
In describing management’s role related to the assessment and management 
of climate-related issues, organizations should consider including the following 
information: 

‒ whether the organization has assigned climate-related responsibilities to 
management-level positions or committees; and, if so, whether such 
management positions or committees report to the board or a committee 
of the board and whether those responsibilities include assessing and/or 
managing climate-related issues, 

‒ a description of the associated organizational structure(s), 

‒ processes by which management is informed about climate-related issues, 
and 

‒ how management (through specific positions and/or management 
committees) monitors climate-related issues. 



Chapter 4—Climate Change: Addressing a Material Risk

 4–14841st Annual Northwest Securities Institute

 

Recommendations of the Task Force on Climate-related Financial Disclosures 20 

A 
Introduction 
 
B 
Climate-Related Risks, 
Opportunities, and 
Financial Impacts 
 
C 
Recommendations and 
Guidance 
 
D 
Scenario Analysis and 
Climate-Related Issues 
 
E 
Key Issues Considered and 
Areas for Further Work  
 
F 
Conclusion 
 
Appendices 

b. Strategy 
Investors and other stakeholders need to understand how climate-related issues may affect an 
organization’s businesses, strategy, and financial planning over the short, medium, and long term. 
Such information is used to inform expectations about the future performance of an 
organization.  

Strategy 
Disclose the actual and potential impacts of climate-related risks and opportunities on the 
organization’s businesses, strategy, and financial planning where such information is material.  
Recommended 
Disclosure a) 
Describe the climate-
related risks and 
opportunities the 
organization has 
identified over the short, 
medium, and long term. 

 

Guidance for All Sectors 
Organizations should provide the following information: 

‒ a description of what they consider to be the relevant short-, medium-, and 
long-term time horizons, taking into consideration the useful life of the 
organization’s assets or infrastructure and the fact that climate-related 
issues often manifest themselves over the medium and longer terms, 

‒ a description of the specific climate-related issues for each time horizon 
(short, medium, and long term) that could have a material financial impact 
on the organization, and 

‒ a description of the process(es) used to determine which risks and 
opportunities could have a material financial impact on the organization. 

Organizations should consider providing a description of their risks and 
opportunities by sector and/or geography, as appropriate. In describing 
climate-related issues, organizations should refer to Tables 1 and 2 (pp. 10-11).  

Recommended 
Disclosure b)  
Describe the impact of 
climate-related risks and 
opportunities on the 
organization’s 
businesses, strategy, 
and financial planning. 

Guidance for All Sectors 
Building on recommended disclosure (a), organizations should discuss how 
identified climate-related issues have affected their businesses, strategy, and 
financial planning.  

Organizations should consider including the impact on their businesses and 
strategy in the following areas:  

‒ Products and services 

‒ Supply chain and/or value chain 

‒ Adaptation and mitigation activities 

‒ Investment in research and development 

‒ Operations (including types of operations and location of facilities) 

Organizations should describe how climate-related issues serve as an input to 
their financial planning process, the time period(s) used, and how these risks 
and opportunities are prioritized. Organizations’ disclosures should reflect a 
holistic picture of the interdependencies among the factors that affect their 
ability to create value over time. Organizations should also consider including 
in their disclosures the impact on financial planning in the following areas:  

‒ Operating costs and revenues 

‒ Capital expenditures and capital allocation 

‒ Acquisitions or divestments 

‒ Access to capital 

If climate-related scenarios were used to inform the organization’s strategy 
and financial planning, such scenarios should be described. 
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Strategy 
Disclose the actual and potential impacts of climate-related risks and opportunities on the 
organization’s businesses, strategy, and financial planning where such information is material.  
Recommended 
Disclosure c)  
Describe the resilience 
of the organization’s 
strategy, taking into 
consideration different 
climate-related 
scenarios, including a 
2°C or lower scenario. 

Guidance for All Sectors 
Organizations should describe how resilient their strategies are to climate-
related risks and opportunities, taking into consideration a transition to a 
lower-carbon economy consistent with a 2°C or lower scenario and, where 
relevant to the organization, scenarios consistent with increased physical 
climate-related risks.  

Organizations should consider discussing: 

‒ where they believe their strategies may be affected by climate-related risks 
and opportunities;  

‒ how their strategies might change to address such potential risks and 
opportunities; and 

‒ the climate-related scenarios and associated time horizon(s) considered. 

Refer to Section D for information on applying scenarios to forward-looking 
analysis. 

c. Risk Management 
Investors and other stakeholders need to understand how an organization’s climate-related risks 
are identified, assessed, and managed and whether those processes are integrated into existing 
risk management processes. Such information supports users of climate-related financial 
disclosures in evaluating the organization’s overall risk profile and risk management activities.  

Risk Management 
Disclose how the organization identifies, assesses, and manages climate-related risks.  
Recommended 
Disclosure a) 
Describe the 
organization’s processes 
for identifying and 
assessing climate-
related risks. 

 

 
 

Guidance for All Sectors 
Organizations should describe their risk management processes for identifying 
and assessing climate-related risks. An important aspect of this description is 
how organizations determine the relative significance of climate-related risks 
in relation to other risks.  

Organizations should describe whether they consider existing and emerging 
regulatory requirements related to climate change (e.g., limits on emissions) as 
well as other relevant factors considered. 

Organizations should also consider disclosing the following: 

‒ processes for assessing the potential size and scope of identified climate-
related risks and 

‒ definitions of risk terminology used or references to existing risk 
classification frameworks used. 

Recommended 
Disclosure b)  
Describe the 
organization’s processes 
for managing climate-
related risks. 

Guidance for All Sectors 
Organizations should describe their processes for managing climate-related 
risks, including how they make decisions to mitigate, transfer, accept, or 
control those risks. In addition, organizations should describe their processes 
for prioritizing climate-related risks, including how materiality determinations 
are made within their organizations.  

In describing their processes for managing climate-related risks, organizations 
should address the risks included in Tables 1 and 2 (pp. 10-11), as appropriate. 
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Risk Management 
Disclose how the organization identifies, assesses, and manages climate-related risks.  
Recommended 
Disclosure c)  
Describe how processes 
for identifying, 
assessing, and managing 
climate-related risks are 
integrated into the 
organization’s overall 
risk management. 

Guidance for All Sectors 
Organizations should describe how their processes for identifying, assessing, 
and managing climate-related risks are integrated into their overall risk 
management. 

d. Metrics and Targets 
Investors and other stakeholders need to understand how an organization measures and 
monitors its climate-related risks and opportunities. Access to the metrics and targets used by an 
organization allows investors and other stakeholders to better assess the organization’s potential 
risk-adjusted returns, ability to meet financial obligations, general exposure to climate-related 
issues, and progress in managing or adapting to those issues. They also provide a basis upon 
which investors and other stakeholders can compare organizations within a sector or industry. 

Metrics and Targets  
Disclose the metrics and targets used to assess and manage relevant climate-related risks 
and opportunities where such information is material.  
Recommended 
Disclosure a) 
Disclose the metrics 
used by the organization 
to assess climate-related 
risks and opportunities 
in line with its strategy 
and risk management 
process. 

Guidance for All Sectors 
Organizations should provide the key metrics used to measure and manage 
climate-related risks and opportunities, as described in Tables 1 and 2 (pp. 10-
11). Organizations should consider including metrics on climate-related risks 
associated with water, energy, land use, and waste management where 
relevant and applicable.   

Where climate-related issues are material, organizations should consider 
describing whether and how related performance metrics are incorporated 
into remuneration policies.  

Where relevant, organizations should provide their internal carbon prices as 
well as climate-related opportunity metrics such as revenue from products and 
services designed for a lower-carbon economy.  

Metrics should be provided for historical periods to allow for trend analysis. In 
addition, where not apparent, organizations should provide a description of 
the methodologies used to calculate or estimate climate-related metrics. 

Recommended 
Disclosure b)  
Disclose Scope 1, Scope 
2, and, if appropriate, 
Scope 3 greenhouse gas 
(GHG) emissions, and 
the related risks. 

Guidance for All Sectors 
Organizations should provide their Scope 1 and Scope 2 GHG emissions and, if 
appropriate, Scope 3 GHG emissions and the related risks.39 

GHG emissions should be calculated in line with the GHG Protocol 
methodology to allow for aggregation and comparability across organizations 
and jurisdictions.40 As appropriate, organizations should consider providing 
related, generally accepted industry-specific GHG efficiency ratios.41 

GHG emissions and associated metrics should be provided for historical 

                                                                                 
39 Emissions are a prime driver of rising global temperatures and, as such, are a key focal point of policy, regulatory, market, and technology 

responses to limit climate change. As a result, organizations with significant emissions are likely to be impacted more significantly by 
transition risk than other organizations. In addition, current or future constraints on emissions, either directly by emission restrictions or 
indirectly through carbon budgets, may impact organizations financially.   

40 While challenges remain, the GHG Protocol methodology is the most widely recognized and used international standard for calculating GHG 
emissions. Organizations may use national reporting methodologies if they are consistent with the GHG Protocol methodology. 

41 For industries with high energy consumption, metrics related to emission intensity are important to provide. For example, emissions per unit 
of economic output (e.g., unit of production, number of employees, or value-added) is widely used. See the Annex for examples of metrics. 
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Metrics and Targets  
Disclose the metrics and targets used to assess and manage relevant climate-related risks 
and opportunities where such information is material.  

periods to allow for trend analysis. In addition, where not apparent, 
organizations should provide a description of the methodologies used to 
calculate or estimate the metrics. 

Recommended 
Disclosure c) 
Describe the targets 
used by the organization 
to manage climate-
related risks and 
opportunities and 
performance against 
targets. 

Guidance for All Sectors 
Organizations should describe their key climate-related targets such as those 
related to GHG emissions, water usage, energy usage, etc., in line with 
anticipated regulatory requirements or market constraints or other goals. 
Other goals may include efficiency or financial goals, financial loss tolerances, 
avoided GHG emissions through the entire product life cycle, or net revenue 
goals for products and services designed for a lower-carbon economy.  

In describing their targets, organizations should consider including the 
following: 

‒ whether the target is absolute or intensity based, 

‒ time frames over which the target applies, 

‒ base year from which progress is measured, and 

‒ key performance indicators used to assess progress against targets. 

Where not apparent, organizations should provide a description of the 
methodologies used to calculate targets and measures. 
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D  Scenario Analysis and Climate-Related Issues 

Some organizations are affected by risks associated with climate change today. However, for 
many organizations, the most significant effects of climate change are likely to emerge over the 
medium to longer term and their timing and magnitude are uncertain. This uncertainty presents 
challenges for individual organizations in understanding the potential effects of climate change 
on their businesses, strategies, and financial performance. To appropriately incorporate the 
potential effects in their planning processes, organizations need to consider how their climate-
related risks and opportunities may evolve and the potential implications under different 
conditions. One way to do this is through scenario analysis. 

Scenario analysis is a well-established method for developing strategic plans that are more 
flexible or robust to a range of plausible future states. The use of scenario analysis for assessing 
the potential business implications of climate-related risks and opportunities, however, is 
relatively recent. While several organizations use scenario analysis to assess the potential impact 
of climate change on their businesses, only a subset have disclosed their assessment of forward-
looking implications publicly, either in sustainability reports or financial filings.42 

The disclosure of organizations’ forward-looking assessments of climate-related issues is 
important for investors and other stakeholders in understanding how vulnerable individual 
organizations are to transition and physical risks and how such vulnerabilities are or would be 
addressed. As a result, the Task Force believes that organizations should use scenario analysis to 
assess potential business, strategic, and financial implications of climate-related risks and 
opportunities and disclose those, as appropriate, in their annual financial filings.  

Scenario analysis is an important and useful tool for understanding the 
strategic implications of climate-related risks and opportunities.   

This section provides additional information on using scenario analysis as a tool to assess 
potential implications of climate-related risks and opportunities. In addition, a technical 
supplement, The Use of Scenario Analysis in Disclosure of Climate-Related Risks and 
Opportunities, on the Task Force’s website provides further information on the types of climate-
related scenarios, the application of scenario analysis, and the key challenges in implementing 
scenario analysis.  

1. Overview of Scenario Analysis 
Scenario analysis is a process for identifying and assessing the potential implications of a range of 
plausible future states under conditions of uncertainty. Scenarios are hypothetical constructs and 
not designed to deliver precise outcomes or forecasts. Instead, scenarios provide a way for 
organizations to consider how the future might look if certain trends continue or certain 
conditions are met. In the case of climate change, for example, scenarios allow an organization to 
explore and develop an understanding of how various combinations of climate-related risks, both 
transition and physical risks, may affect its businesses, strategies, and financial performance over 
time.  

Scenario analysis can be qualitative, relying on descriptive, written narratives, or quantitative, 
relying on numerical data and models, or some combination of both. Qualitative scenario analysis 

                                                                                 
42 Some organizations in the energy sector and some large investors have made public disclosures describing the results of their climate-related 

scenario analysis, including discussing how the transition might affect their current portfolios. In some instances, this information was 
published in financial filings. 
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explores relationships and trends for which little or no numerical data is available, while 
quantitative scenario analysis can be used to assess measurable trends and relationships using 
models and other analytical techniques.43 Both rely on scenarios that are internally consistent, 
logical, and based on explicit assumptions and constraints that result in plausible future 
development paths. 

As summarized in Figure 7, there are several reasons why scenario analysis is a useful tool for 
organizations in assessing the potential implications of climate-related risks and opportunities. 

  
Figure 7 

Reasons to Consider Using Scenario Analysis for Climate Change  

 

  1 Scenario analysis can help organizations consider issues, like climate change, that have 
the following characteristics: 

‒ Possible outcomes that are highly uncertain (e.g., the physical response of the climate and 
ecosystems to higher levels of GHG emissions in the atmosphere) 

‒ Outcomes that will play out over the medium to longer term (e.g., timing, distribution, and 
mechanisms of the transition to a lower-carbon economy) 

‒ Potential disruptive effects that, due to uncertainty and complexity, are substantial 

 

  2 Scenario analysis can enhance organizations’ strategic conversations about the future by 
considering, in a more structured manner, what may unfold that is different from 
business-as-usual. Importantly, it broadens decision makers’ thinking across a range of 
plausible scenarios, including scenarios where climate-related impacts can be 
significant. 

 

  3 Scenario analysis can help organizations frame and assess the potential range of 
plausible business, strategic, and financial impacts from climate change and the 
associated management actions that may need to be considered in strategic and 
financial plans. This may lead to more robust strategies under a wider range of 
uncertain future conditions. 

 

  4 Scenario analysis can help organizations identify indicators to monitor the external 
environment and better recognize when the environment is moving toward a different 
scenario state (or to a different stage along a scenario path). This allows organizations 
the opportunity to reassess and adjust their strategies and financial plans accordingly.44 

 

  5 Scenario analysis can assist investors in understanding the robustness of organizations’ 
strategies and financial plans and in comparing risks and opportunities across 
organizations. 

 

 

2. Exposure to Climate-Related Risks 
The effects of climate change on specific sectors, industries, and individual organizations are 
highly variable. It is important, therefore, that all organizations consider applying a basic level of 
scenario analysis in their strategic planning and risk management processes. Organizations more 
significantly affected by transition risk (e.g., fossil fuel-based industries, energy-intensive 
manufacturers, and transportation activities) and/or physical risk (e.g., agriculture, transportation 

                                                                                 
43 For example, see Mark D. A. Rounsevell, Marc J. Metzger, Developing qualitative scenario storylines for environmental change assessment, WIREs 

Climate Change 2010, 1: 606-619. doi: 10.1002/wcc.63, 2010 and Oliver Fricko, et. al., Energy sector water use implications of a 2o C climate 
policy, Environmental Research Letters, 11: 1-10, 2016. 

44  J.N. Maack, Scenario analysis: a tool for task managers, Social Analysis: selected tools and techniques, Social Development Papers, Number 36, 
the World Bank, June 2001, Washington, DC. 
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and building infrastructure, insurance, and tourism) should consider a more in-depth application 
of scenario analysis.  

a. Exposure to Transition Risks 
Transition risk scenarios are particularly relevant for resource-intensive organizations with high 
GHG emissions within their value chains, where policy actions, technology, or market changes 
aimed at emissions reductions, energy efficiency, subsidies or taxes, or other constraints or 
incentives may have a particularly direct effect. 

A key type of transition risk scenario is a so-called 2°C scenario, which lays out a pathway and an 
emissions trajectory consistent with holding the increase in the global average temperature to 
2°C above pre-industrial levels. In December 2015, nearly 200 governments agreed to strengthen 
the global response to the threat of climate change by “holding the increase in the global average 
temperature to well below 2°C above pre-industrial levels and to pursue efforts to limit the 
temperature increase to 1.5°C above pre-industrial levels,” referred to as the Paris Agreement.45 
As a result, a 2°C scenario provides a common reference point that is generally aligned with the 
objectives of the Paris Agreement and will support investors’ evaluation of the potential 
magnitude and timing of transition-related implications for individual organizations; across 
different organizations within a sector; and across different sectors.  

b. Exposure to Physical Risks 
A wide range of organizations are exposed to climate-related physical risks. Physical climate-
related scenarios are particularly relevant for organizations exposed to acute or chronic climate 
change, such as those with: 

 long-lived, fixed assets; 

 locations or operations in climate-sensitive regions (e.g., coastal and flood zones); 

 reliance on availability of water; and 

 value chains exposed to the above. 

Physical risk scenarios generally identify extreme weather threats of moderate or higher risk 
before 2030 and a larger number and range of physical threats between 2030 and 2050. Although 
most climate models deliver scenario results for physical impacts beyond 2050, organizations 
typically focus on the consequences of physical risk scenarios over shorter time frames that 
reflect the lifetimes of their respective assets or liabilities, which vary across sectors and 
organizations. 

3. Recommended Approach to Scenario Analysis 
The Task Force believes that all organizations exposed to climate-related risks should consider (1) 
using scenario analysis to help inform their strategic and financial planning processes and (2) 
disclosing how resilient their strategies are to a range of plausible climate-related scenarios. The 
Task Force recognizes that, for many organizations, scenario analysis is or would be a largely 
qualitative exercise. However, organizations with more significant exposure to transition risk 
and/or physical risk should undertake more rigorous qualitative and, if relevant, quantitative 
scenario analysis with respect to key drivers and trends that affect their operations. 

A critical aspect of scenario analysis is the selection of a set of scenarios (not just one) that covers 
a reasonable variety of future outcomes, both favorable and unfavorable. In this regard, the Task 
Force recommends organizations use a 2°C or lower scenario in addition to two or three other 

                                                                                 
45 United Nations Framework Convention on Climate Change. ”The Paris Agreement,” December 2015.  
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scenarios most relevant to their circumstances, such as scenarios related to Nationally 
Determined Contributions (NDCs), physical climate-related scenarios, or other challenging 
scenarios.46 In jurisdictions where NDCs are a commonly accepted guide for an energy and/or 
emissions pathway, NDCs may constitute particularly useful scenarios to include in an 
organization’s suite of scenarios for conducting climate-related scenario analysis. 

For an organization in the initial stages of implementing scenario analysis or with limited 
exposure to climate-related issues, the Task Force recommends disclosing how resilient, 
qualitatively or directionally, the organization’s strategy and financial plans may be to a range of 
relevant climate change scenarios. This information helps investors, lenders, insurance 
underwriters, and other stakeholders understand the robustness of an organization’s forward-
looking strategy and financial plans across a range of possible future states.  

Organizations with more significant exposure to climate-related issues should consider disclosing 
key assumptions and pathways related to the scenarios they use to allow users to understand the 
analytical process and its limitations. In particular, it is important to understand the critical 
parameters and assumptions that materially affect the conclusions drawn. As a result, the Task 
Force believes that organizations with significant climate-related exposures should strive to 
disclose the elements described in Figure 8. 
 

  

                                                                                 
46 The Task Force’s technical supplement, The Use of Scenario Analysis in Disclosure of Climate-Related Risks and Opportunities provides more 

information on scenario inputs, analytical assumptions and choices, and assessment and presentation of potential impacts. 
47 The objective of the Paris Agreement is to hold the increase in the global average temperature to well below 2°C above pre-industrial levels 

and to pursue efforts to limit the temperature increase to 1.5°C. The IEA is developing a 1.5°C scenario that organizations may find useful. 

  
Figure 8 

Disclosure Considerations for Non-Financial Organizations 
Organizations with more significant exposure to climate-related issues should consider 
disclosing key aspects of their scenario analysis, such as the ones described below.  

 

  

1 The scenarios used, including the 2°C or lower scenario47  

  

2 Critical input parameters, assumptions, and analytical choices for the scenarios used, 
including such factors as: 

‒ Assumptions about possible technology responses and timing (e.g., evolution of 
products/services, the technology used to produce them, and costs to implement) 

‒ Assumptions made around potential differences in input parameters across regions, countries, 
asset locations, and/or markets 

‒ Approximate sensitivities to key assumptions 

 

  

3 Time frames used for scenarios, including short-, medium-, and long-term milestones 
(e.g., how organizations consider timing of potential future implications under the 
scenarios used) 

 

  

4 Information about the resiliency of the organization’s strategy, including strategic 
performance implications under the various scenarios considered, potential qualitative 
or directional implications for the organization’s value chain, capital allocation decisions, 
research and development focus, and potential material financial implications for the 
organization’s operating results and/or financial position 
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4. Applying Scenario Analysis  
While the Task Force recognizes the complexities of scenario analysis and the potential resources 
needed to conduct it, organizations are encouraged to use scenario analysis to assess climate-
related risks and opportunities. For organizations just beginning to use scenario analysis, a 
qualitative approach that progresses and deepens over time may be appropriate.48 Greater rigor 
and sophistication in the use of data and quantitative models and analysis may be warranted for 
organizations with more extensive experience in conducting scenario analysis. Organizations may 
decide to use existing external scenarios and models (e.g., those provided by third-party vendors) 
or develop their own, in-house modeling capabilities. The choice of approach will depend on an 
organization’s needs, resources, and capabilities. 

In conducting scenario analysis, organizations should strive to achieve: 

 transparency around parameters, assumptions, analytical approaches, and time frames; 

 comparability of results across different scenarios and analytical approaches; 

 adequate documentation for the methodology, assumptions, data sources, and analytics;  

 consistency of methodology year over year; 

 sound governance over scenario analysis conduct, validation, approval, and application; and 

 effective disclosure of scenario analysis that will inform and promote a constructive 
dialogue between investors and organizations on the range of potential impacts and 
resilience of the organization’s strategy under various plausible climate-related scenarios. 

In applying scenario analysis, organizations should consider general implications for their 
strategies, capital allocation, and costs and revenues, both at an enterprise-wide level and at the 
level of specific regions and markets where specific implications of climate change for the 
organization are likely to arise. Financial-sector organizations should consider using scenario 
analysis to evaluate the potential impact of climate-related scenarios on individual assets or 
investments, investments or assets in a particular sector or region, or underwriting activities.  

The Task Force’s supplemental guidance recognizes that organizations will be at different levels of 
experience in using scenario analysis. However, it is important for organizations to use scenario 
analysis and develop the necessary organizational skills and capabilities to assess climate-related 
risks and opportunities, with the expectation that organizations will evolve and deepen their use 
of scenario analysis over time. The objective is to assist investors and other stakeholders in better 
understanding:  

 the degree of robustness of the organization’s strategy and financial plans under different 
plausible future states of the world;  

 how the organization may be positioning itself to take advantage of opportunities and plans 
to mitigate or adapt to climate-related risks; and  

 how the organization is challenging itself to think strategically about longer-term climate-
related risks and opportunities. 

  

                                                                                 
48 Organizations considering undertaking scenario analysis may wish to conduct various sensitivity analyses around key climate factors as a 

precursor to scenario analysis, recognizing that sensitivity analysis and scenario analysis are different, but complementary, processes. 
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5. Challenges and Benefits of Conducting Scenario Analysis  
Scenario analysis is a well-established method for developing strategic plans that are more 
flexible and robust to a range of plausible future states. As previously discussed (Figure 7, p. 26) it 
is particularly useful for assessing issues with possible outcomes that are highly uncertain, that 
play out over the medium to longer term, and that are potentially disruptive. Scenario analysis 
can help to better frame strategic issues, assess the range of potential management actions that 
may be needed, engage more productively in strategic conversations, and identify indicators to 
monitor the external environment. Importantly, climate-related scenario analysis can provide the 
foundation for more effective engagement with investors on an organization’s strategic and 
business resiliency.  

Conducting climate-related scenario analysis, however, is not without challenges. First, most 
scenarios have been developed for global and macro assessments of potential climate-related 
impacts that can inform policy makers. These climate-related scenarios do not always provide the 
ideal level of transparency, range of data outputs, and functionality of tools that would facilitate 
their use in a business or investment context.  

Second, the availability and granularity of data can be a challenge for organizations attempting to 
assess various energy and technology pathways or carbon constraints in different jurisdictions 
and geographic locations.  

Third, the use of climate-related scenario analysis to assess potential business implications is still 
at an early stage. Although a handful of the largest organizations and investors are using climate-
related scenario analysis as part of their strategic planning and risk management processes, 
many organizations are just beginning to explore its use. Sharing experiences and approaches to 
climate-related scenario analysis across organizations, therefore, is critical to advancing the use of 
climate-related scenario analysis. Organizations may be able to play an important role in this 
regard by facilitating information and experience exchanges among themselves; collectively 
developing tools, data sets, and methodologies; and working to set standards. Organizations 
across many different sectors will inevitably need to learn by doing. Some may seek guidance 
from other industry participants and experts on how to apply climate-related scenarios to make 
forward-looking analyses of climate-related risks and opportunities.   

Addressing these challenges and advancing the use of climate-related scenario analysis will 
require further work. These challenges, however, are not insurmountable and can be addressed. 
Organizations should undertake scenario analysis in the near term to capture the important 
benefits for assessing climate-related risks and opportunities and improve their capabilities as 
tools and data progress over time. 
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E  Key Issues Considered and Areas for Further Work 

The diverse perspectives of Task Force members as well as outreach efforts, including two public 
consultations, resulting in over 500 responses, hundreds of industry interviews, several focus 
groups, and multiple webinars, provided valuable insight into the challenges that different 
organizations—both financial and non-financial—may encounter in preparing disclosures 
consistent with the Task Force’s recommendations. The Task Force considered these issues and 
others in developing and then finalizing its recommendations and sought to balance the burden 
of disclosure on preparers with the need for consistent and decision-useful information for users 
(i.e., investors, lenders, and insurance underwriters). This section describes the key issues 
considered by the Task Force, significant public feedback received by the Task Force related to 
those issues, the ultimate disposition of the issues, and, in some cases, areas where further work 
may be warranted. Figure 9 summarizes areas the Task Force identified, through its own analysis 
as well as through public feedback, as warranting further research and analysis or the 
development of methodologies and standards.  

                                                                                 
49 In response to the second consultation, organizations asked for example disclosures to gain a better understanding of how the 

recommended information may be disclosed. The Task Force acknowledges the development of these examples as an area of further work. 

  
Figure 9 

Key Areas for Further Work 

 

 Relationship to 
Other Reporting 
Initiatives 

Encourage standard setting organizations and others to actively work 
toward greater alignment of frameworks and to support adoption 

 

 Scenario Analysis Further develop applicable 2°C or lower transition scenarios and 
supporting outputs, tools, and user interfaces 

Develop broadly accepted methodologies, datasets, and tools for 
scenario-based evaluation of physical risk by organizations 

Make datasets and tools publicly available and provide commonly 
available platforms for scenario analysis 

 

 Data Availability  
and Quality and 
Financial Impact 

Undertake further research and analysis to better understand and 
measure how climate-related issues translate into potential financial 
impacts for organizations in financial and non-financial sectors 

Improve data quality and further develop standardized metrics for 
the financial sector, including better defining carbon-related assets 
and developing metrics that address a broader range of climate-
related risks and opportunities 

Increase organizations’ understanding of climate-related risks and 
opportunities 

 

 Example 
Disclosures49 

Provide example disclosures to assist preparers in developing 
disclosures consistent with the Task Force’s recommendations 
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1. Relationship to Other Reporting Initiatives 
Through the Task Force’s outreach efforts, some organizations expressed concern that multiple 
disclosure frameworks and mandatory reporting requirements increase the administrative 
burden of disclosure efforts. Specifically, the additional time, cost, and effort required to analyze 
and disclose new climate-related information could penalize those with less capacity to respond. 

The Task Force considered existing voluntary and mandatory climate-related reporting 
frameworks in developing its recommendations and provides information in the Annex on the 
alignment of existing frameworks, including those developed by the CDP (formerly the Carbon 
Disclosure Project), Climate Disclosure Standards Board (CDSB), the Global Reporting Initiative 
(GRI), the International Integrated Reporting Council (IIRC), and the Sustainability Accounting 
Standards Board (SASB), with the Task Force’s recommended disclosures. The Task Force expects 
preparers disclosing climate-related information under other regimes will be able to use existing 
processes and content when developing disclosures based on the Task Force’s recommendations.  

The Task Force’s recommendations provide a common set of principles that should help existing 
disclosure regimes come into closer alignment over time. Preparers, users, and other 
stakeholders share a common interest in encouraging such alignment as it relieves a burden for 
reporting entities, reduces fragmented disclosure, and provides greater comparability for users. 
The Task Force also encourages standard setting bodies to support adoption of the 
recommendations and alignment with the recommended disclosures. 

2. Location of Disclosures and Materiality 
In considering possible reporting venues, the Task Force reviewed existing regimes for climate-
related disclosures across G20 countries. While many G20 countries have rules or regulatory 
guidance that require climate-related disclosure for organizations, most are not explicitly focused 
on climate-related financial information.50 In addition, the locations of these disclosures vary 
significantly and range from surveys sent to regulators to sustainability reports to annual financial 
filings (see Appendix 4).  

The Task Force also reviewed financial filing requirements applicable to public companies across 
G20 countries and found that in most G20 countries, issuers have a legal obligation to disclose 
material information in their financial reports—which includes material, climate-related 
information. Such reporting may take the form of a general disclosure of material information, 
but many jurisdictions require disclosure of material information in specific sections of the 
financial filing (e.g., in a discussion on risk factors).51 

Based on its review, the Task Force determined that preparers of climate-related financial 
disclosures should provide such disclosures in their mainstream (i.e., public) annual financial 
filings.52 The Task Force believes publication of climate-related financial information in 
mainstream financial filings will foster broader utilization of such disclosures, promoting an 
informed understanding of climate-related issues by investors and others, and support 
shareholder engagement. Importantly, in determining whether information is material, the Task 
Force believes organizations should determine materiality for climate-related issues consistent 
with how they determine the materiality of other information included in their financial filings. In 
addition, the Task Force cautions organizations against prematurely concluding that climate-

                                                                                 
50 Organization for Economic Co-operation and Development (OECD) and CDSB, Climate Change Disclosure in G20 Countries: Stocktaking of 

Corporate Reporting Schemes, November 18, 2015.  
51 N. Ganci, S. Hammer, T. Reilly, and P. Rodel, Environmental and Climate Change Disclosure under the Securities Laws: A Multijurisdictional Survey, 

Debevoise & Plimpton, March 2016. 
52 To the extent climate-related disclosures are provided outside of financial filings, organizations are encouraged to align the release of such 

reports with their financial filings. 
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related risks and opportunities are not material based on perceptions of the longer-term nature 
of some climate-related risks. 

As part of the Task Force’s second public consultation, some organizations expressed concern 
about disclosing information in financial filings that is not clearly tied to an assessment of 
materiality. The Task Force recognizes organizations’ concerns about disclosing information in 
annual financial filings that is not clearly tied to an assessment of materiality. However, the Task 
Force believes disclosures related to the Governance and Risk Management recommendations 
should be provided in annual financial filings. Because climate-related risk is a non-diversifiable 
risk that affects nearly all sectors, many investors believe it requires special attention. For 
example, in assessing organizations’ financial and operating results, many investors want insight 
into the governance and risk management context in which such results are achieved. The Task 
Force believes disclosures related to its Governance and Risk Management recommendations 
directly address this need for context and 
should be included in annual financial filings. 

For disclosures related to the Strategy and 
Metrics and Targets recommendations, the Task 
Force believes organizations should provide 
such information in annual financial filings 
when the information is deemed material. 
Certain organizations—those in the four non-
financial groups that have more than one billion 
USDE in annual revenue—should consider 
disclosing information related to these 
recommendations in other reports when the 
information is not deemed material and not 
included in financial filings.53,54 Because these 
organizations are more likely than others to be 
affected financially over time due to their 
significant GHG emissions or energy or water 
dependencies, investors are interested in 
monitoring how the organizations’ strategies 
evolve.  

In addition, the Task Force recognizes reporting 
by asset managers and asset owners to their 
clients and beneficiaries, respectively, generally 
occurs outside mainstream financial filings 
(Figure 10). For purposes of adopting the Task 
Force’s recommendations, asset managers and 
asset owners should use their existing channels 
of financial reporting to their clients and 
beneficiaries where relevant and feasible. 
Likewise, asset managers and asset owners 
should consider materiality in the context of 
their respective mandates and investment 
performance for clients and beneficiaries. 

                                                                                 
53 The Task Force chose a one billion USDE annual revenue threshold because it captures organizations responsible for over 90% of Scope 1 

and 2 GHG emissions in the industries represented by the four non-financial groups (about 2,250 organizations out of roughly 15,000). 
54 “Other reports” should be official company reports that are issued at least annually, widely distributed and available to investors and others, 

and subject to internal governance processes that are substantially similar to those used for financial reporting. 

  
Figure 10 

 

 Reporting by Asset Owners  
The financial reporting requirements and practices 
of asset owners vary widely and differ from what is 
required of organizations with public debt or 
equity. Some asset owners have no public 
reporting, while others provide extensive public 
reporting. For purposes of adopting the Task 
Force’s recommendations, asset owners should 
use their existing channels of financial reporting to 
their beneficiaries and others where relevant and 
feasible. 

 

 Reporting by Asset Managers 
Reporting to clients by asset managers also takes 
different forms, depending on the requirements of 
the client and the types of investments made. For 
example, an investor in a mutual fund might 
receive quarterly, or download from the asset 
manager’s website, a “fund fact sheet” that reports, 
among other information, the top holdings by 
value, the top performers by returns, and the 
carbon footprint of the portfolio against a stated 
benchmark. An investor in a segregated account 
might receive more detailed reporting, including 
items such as the aggregate carbon intensity of the 
portfolio compared with a benchmark, the 
portfolio’s exposure to green revenue (and how 
this changes over time), or insight into portfolio 
positioning under different climate scenarios. The 
Task Force appreciates that climate-related risk 
reporting by asset managers is in the very early 
stages and encourages progress and innovation by 
the industry. 
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3. Scenario Analysis  
As part of the Task Force’s second public consultation, many organizations said scenario analysis 
is a useful tool to help assess risks and understand potential implications of climate change; 
however, they also identified areas where the Task Force’s recommendations and guidance could 
be improved. In particular, organizations asked the Task Force to identify standardized climate-
related scenarios for organizations to use and clarify the information related to scenarios that 
should be disclosed. They also noted expectations around disclosures and climate-related 
scenario analysis should be proportionate to the size of the reporting entity and not onerous for 
smaller organizations. In addition, some organizations noted that the disclosures related to 
strategy could put organizations at greater risk of litigation given the high degree of uncertainty 
around the future timing and magnitude of climate-related impacts. 

In finalizing its recommendations and guidance, the Task Force clarified organizations should 
describe how resilient their strategies are to climate-related risks and opportunities, taking into 
consideration a transition to a lower-carbon economy consistent with a 2°C or lower scenario 
and, where relevant, scenarios consistent with more extreme physical risks. To address concerns 
about proportionality, the Task Force established a threshold for organizations in the four non-
financial groups that should perform more robust scenario analysis and disclose additional 
information on the resiliency of their strategies.  

On the issue of recommending specific standardized or reference climate-related scenarios for 
organizations to use, Task Force members agreed that while such an approach is intuitively 
appealing, it is not a practical solution at this time. Existing, publicly available climate-related 
scenarios are not structured or defined in such a way that they can be easily applied consistently 
across different industries or across organizations within an industry. 

The Task Force recognizes that incorporating scenario analysis into strategic planning processes 
will improve over time as organizations “learn by doing.” To facilitate progress in this area, the 
Task Force encourages further work as follows: 

 further developing 2°C or lower transition scenarios that can be applied to specific industries 
and geographies along with supporting outputs, tools, and user interfaces;  

 developing broadly accepted methodologies, data sets, and tools for scenario-based 
evaluation of physical risk by organizations;  

 making these data sets and tools publicly available to facilitate use by organizations, reduce 
organizational transaction costs, minimize gaps between jurisdictions in terms of technical 
expertise, enhance comparability of climate-related risk assessments by organizations, and 
help ensure comparability for investors; and 

 creating more industry specific (financial and non-financial) guidance for preparers and users 
of climate-related scenarios. 

4. Data Availability and Quality and Financial Impact 
The Task Force developed supplemental guidance for the four non-financial groups that account 
for the largest proportion of GHG emissions, energy usage, and water usage; and, as part of that 
supplemental guidance, the Task Force included several illustrative metrics around factors that 
may be indicative of potential financial implications for climate-related risks and opportunities. As 
part of the second public consultation, several organizations provided feedback on the illustrative 
metrics, and common themes included (1) improving the comparability and consistency of the 
metrics, (2) clarifying the links among the metrics, climate-related risks and opportunities, and 
potential financial implications, (3) simplifying the metrics, and (4) providing additional guidance 
on the metrics, including how to calculate key metrics. Organizations also raised concerns about 
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the lack of standardized data and metrics in the financial sector, which complicates preparers’ 
ability to develop decision-useful metrics and users’ ability to compare metrics across 
organizations.  

The Task Force recognizes these concerns as well as broader challenges related to data 
availability and quality, as described below. 

 The gaps in emissions measurement methodologies, including Scope 3 emissions and 
product life-cycle emissions methodologies, make reliable and accurate estimates difficult. 55,56 

 The lack of robust and cost-effective tools to quantify the potential impact of climate-related 
risks and opportunities at the asset and project level makes aggregation across an 
organization’s activities or investment portfolios problematic and costly. 

 The need to consider the variability of climate-related impacts across and within different 
sectors and markets further complicates the process (and magnifies the cost) of assessing 
potential climate-related financial impacts.  

 The high degree of uncertainty around the timing and magnitude of climate-related risks 
makes it difficult to determine and disclose the potential impacts with precision. 

In finalizing its supplemental guidance, the Task Force addressed the redundancy of the metrics; 
simplified the non-financial illustrative metrics tables; ensured consistent terminology was used; 
and clarified the links between the metrics, climate-related risks and opportunities, and potential 
financial implications. In addition, the Task Force encourages further research and analysis by 
sector and industry experts to (1) better understand and measure how climate-related issues 
translate into potential financial impacts; (2) develop standardized metrics for the financial sector, 
including better defining carbon-related assets; and (3) increase organizations’ understanding of 
climate-related risks and opportunities. As it relates to the broader challenges with data quality 
and availability, the Task Force encourages preparers to include in their disclosures a description 
of gaps, limitations, and assumptions made as part of their assessment of climate-related issues.  

5. GHG Emissions Associated with Investments 
In its supplemental guidance for asset owners and asset managers issued on December 14, 2016, 
the Task Force asked such organizations to provide GHG emissions associated with each fund, 
product, or investment strategy normalized for every million of the reporting currency invested. 
As part of the Task Force’s public consultation as well as in discussions with preparers, some asset 
owners and asset managers expressed concern about reporting on GHG emissions related to 
their own or their clients’ investments given the current data challenges and existing accounting 
guidance on how to measure and report GHG emissions associated with investments. In 
particular, they voiced concerns about the accuracy and completeness of the reported data and 
limited application of the metric to asset classes beyond public equities. Organizations also 
highlighted that GHG emissions associated with investments cannot be used as a sole indicator 
for investment decisions (i.e., additional metrics are needed) and that the metric can fluctuate 
with share price movements since it uses investors’ proportional share of total equity.57 

In consideration of the feedback received, the Task Force has replaced the GHG emissions 
associated with investments metric in the supplemental guidance for asset owners and asset 
managers with a weighted average carbon intensity metric. The Task Force believes the weighted 

                                                                                 
55 Scope 3 emissions are all indirect emissions that occur in the value chain of the reporting company, including both upstream and 

downstream emissions. See Greenhouse Gas Protocol, “Calculation Tools, FAQ.”  
56 Product life cycle emissions are all the emissions associated with the production and use of a specific product, including emissions from raw 

materials, manufacture, transport, storage, sale, use, and disposal. See Greenhouse Gas Protocol, “Calculation Tools, FAQ.” 
57 Because the metric uses investors’ proportional share of total equity, increases in the underlying companies’ share prices, all else equal, will 

result in a decrease in the carbon footprinting number even though GHG emissions are unchanged. 
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average carbon intensity metric, which measures exposure to carbon-intensive companies, 
addresses many of the concerns raised. For example, the metric can be applied across asset 
classes, is fairly simple to calculate, and does not use investors’ proportional share of total equity 
and, therefore, is not sensitive to share price movements.  

The Task Force acknowledges the challenges and limitations of current carbon footprinting 
metrics, including that such metrics should not necessarily be interpreted as risk metrics. 
Nevertheless, the Task Force views the reporting of weighted average carbon intensity as a first 
step and expects disclosure of this information to prompt important advancements in the 
development of decision-useful, climate-related risk metrics. In this regard, the Task Force 
encourages asset owners and asset managers to provide other metrics they believe are useful for 
decision making along with a description of the methodology used. The Task Force recognizes 
that some asset owners and asset managers may be able to report the weighted average carbon 
intensity and other metrics on only a portion of their investments given data availability and 
methodological issues. Nonetheless, increasing the number of organizations reporting this type of 
information should help speed the development of better climate-related risk metrics. 

6. Remuneration 
In the supplemental guidance for the Energy Group, the Task Force asked such organizations to 
consider disclosing whether and how performance metrics, including links to remuneration 
policies, take into consideration climate-related risks and opportunities. As part of its second 
public consultation, the Task Force asked whether the guidance should extend to organizations 
beyond those in the Energy group and, if so, to which types of organizations. The majority of 
organizations that commented on this issue responded that the guidance should be extended to 
other organizations; and many suggested that the guidance should apply to organizations more 
likely to be affected by climate-related risks. In consideration of the feedback received, the Task 
Force revised its guidance to ask organizations, where climate-related risks are material, to 
consider describing whether and how related performance metrics are incorporated into 
remuneration policies. 

7. Accounting Considerations 
As part of its work, the Task Force considered the interconnectivity of its recommendations with 
existing financial statement and disclosure requirements. The Task Force determined that the two 
primary accounting standard setting bodies, the International Accounting Standards Board (IASB) 
and the Financial Accounting Standards Board (FASB), have issued standards to address risks and 
uncertainties affecting companies. Both International Accounting Standard (IAS) 37 “Provisions, 
Contingent Liabilities and Contingent Assets” and Accounting Standards Codification (ASC) 450 
“Contingencies” provide guidance on how to account for and disclose contingencies. Additionally, 
IAS 36 “Impairment of Assets” and ASC 360 “Long-lived Asset Impairment” provide guidance on 
assessing the impairment of long-lived assets. The disclosures of both contingencies and 
management’s assessment and evaluation of long-lived assets for potential impairment are 
critically important in assisting stakeholders in understanding an organization’s ability to meet 
future reported earnings and cash flow goals. 

In most G20 countries, financial executives will likely recognize that the Task Force’s disclosure 
recommendations should result in more quantitative financial disclosures, particularly disclosure 
of metrics, about the financial impact that climate-related risks have or could have on an 
organization. Specifically, asset impairments may result from assets adversely impacted by the 
effects of climate change and/or additional liabilities may need to be recorded to account for 
regulatory fines and penalties resulting from enhanced regulatory standards. Additionally, cash 
flows from operations, net income, and access to capital could all be impacted by the effects of 



Chapter 4—Climate Change: Addressing a Material Risk

 4–16641st Annual Northwest Securities Institute

 

Recommendations of the Task Force on Climate-related Financial Disclosures 38 

A 
Introduction 
 
B 
Climate-Related Risks, 
Opportunities, and 
Financial Impacts 
 
C 
Recommendations and 
Guidance 
 
D 
Scenario Analysis and 
Climate-Related Issues 
 
E 
Key Issues Considered 
and Areas for Further 
Work  
 
F 
Conclusion 
 
Appendices 

climate-related risks (and opportunities). Therefore, financial executives (e.g., chief financial 
officers, chief accounting officers, and controllers) should be involved in the organization’s 
evaluation of climate-related risks and opportunities and the efforts undertaken to manage the 
risks and maximize the opportunities. Finally, careful consideration should be given to the linkage 
between scenario analyses performed to assess the resilience of an organization’s strategy to 
climate-related risks and opportunities (as suggested in the Task Force’s recommendations) and 
assumptions underlying cash flow analyses used to assess asset (e.g., goodwill, intangibles, and 
fixed assets) impairments. 

8. Time Frames for Short, Medium, and Long Term 
As part of the Task Force’s second public consultation, some organizations asked the Task Force 
to define specific ranges for short, medium, and long term. Because the timing of climate-related 
impacts on organizations will vary, the Task Force believes specifying time frames across sectors 
for short, medium, and long term could hinder organizations’ consideration of climate-related 
risks and opportunities specific to their businesses. The Task Force is, therefore, not defining time 
frames and encourages preparers to decide how to define their own time frames according to the 
life of their assets, the profile of the climate-related risks they face, and the sectors and 
geographies in which they operate.  

In assessing climate-related issues, organizations should be sensitive to the time frames used to 
conduct their assessments. While many organizations conduct operational and financial planning 
over a 1-2 year time frame and strategic and capital planning over a 2-5 year time frame, climate-
related risks may have implications for an organization over a longer period. It is, therefore, 
important for organizations to consider the appropriate time frames when assessing climate-
related risks.  

9. Scope of Coverage 
To promote more informed investing, lending, and insurance underwriting decisions, the Task 
Force recommends all financial and non-financial organizations with public debt and/or equity 
adopt its recommendations.58 Because climate-related risks and opportunities are relevant for 
organizations across all sectors, the Task Force encourages all organizations to adopt these 
recommendations. In addition, the Task Force believes that asset managers and asset owners, 
including public- and private-sector pension plans, endowments, and foundations, should 
implement its recommendations. The Task Force believes climate-related financial information 
should be provided to asset managers’ clients and asset owners’ beneficiaries so that they may 
better understand the performance of their assets, consider the risks of their investments, and 
make more informed investment choices.  

Consistent with existing global stewardship frameworks, asset owners should engage with the 
organizations in which they invest to encourage adoption of these recommendations. They 
should also ask their asset managers to adopt these recommendations. Asset owners’ 
expectations in relation to climate-related risk reporting from organizations and asset managers 
are likely to evolve as data availability and quality improves, understanding of climate-related risk 
increases, and risk measurement methodologies are further developed. 

The Task Force recognizes that several asset owners expressed concern about being identified as 
the potential “policing body” charged with ensuring adoption of the Task Force’s 
recommendations by asset managers and underlying organizations. The Task Force appreciates 
that expectations must be reasonable and that asset owners have many competing priorities, but 

                                                                                 
58 Thresholds for climate-related financial disclosures should be aligned to the financial disclosure requirements more broadly in the 

jurisdictions where a preparer is incorporated and/or operates and is required to make financial disclosures. 
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encourages them to help drive adoption of the recommendations. Because asset owners and 
asset managers sit at the top of the investment chain, they have an important role to play in 
influencing the organizations in which they invest to provide better climate-related financial 
disclosures. 

10. Organizational Ownership 
Some organizations have not formalized responsibility for climate-related risk assessment and 
management. Even for organizations with clearly assigned responsibilities for climate-related 
issues, the relationship between those responsible for climate-related risk (e.g., “environmental, 
social and governance” experts, chief investment officers) and those in the finance function can 
range from regularly scheduled interactions and exchanges of information to minimal or no 
interaction. According to some preparers, lack of clarity around responsibility for climate-related 
risk assessments and management, compounded by a lack of integration into organizations’ 
financial reporting processes, could adversely affect implementation of the recommendations.  

The Task Force believes that by encouraging disclosure of climate-related financial information in 
public financial filings, coordination between organizations’ climate-related risk experts and the 
finance function will improve. Similar to the way organizations are evolving to include cyber 
security issues in their strategic and financial planning efforts, so too should they evolve for 
climate-related issues.
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F  Conclusion 

The Task Force’s recommendations are a 
foundation for improved reporting of 
climate-related issues in mainstream 
financial filings with several resulting 
benefits (outlined in Figure 11). The 
recommendations aim to be ambitious, 
but also practical for near-term adoption. 
The Task Force expects that reporting of 
climate-related risks and opportunities will 
evolve over time as organizations, 
investors, and others contribute to the 
quality and consistency of the information 
disclosed. 

1. Evolution of Climate-Related Financial Disclosures  
The Task Force recognizes that challenges exist, but all types of organizations can develop 
disclosures consistent with its recommendations. The recommendations provide a foundation for 
immediate adoption and are flexible enough to accommodate evolving practices. As 
understanding, data analytics, and modeling of climate-related issues become more widespread, 
disclosures can mature accordingly.  

Organizations already reporting climate-related financial information under other frameworks 
may be well positioned to disclose under this framework immediately and are encouraged to do 
so. For such organizations, significant effort has gone into developing processes and collecting 
information needed for disclosing under these regimes. The Task Force expects these 
organizations will be able to use existing processes when providing disclosures in annual financial 
filings based on the Task Force’s recommendations.59,60 Those with less experience can begin by 
considering and disclosing how climate-related issues may be relevant in their current 
governance, strategy, and risk management practices. This initial level of disclosure will allow 
investors to review, recognize, and understand how organizations consider climate-related issues 
and their potential financial impact. 

Importantly, the Task Force recognizes organizations need to make financial disclosures in 
accordance with their national disclosure requirements. To the extent certain elements of the 
recommendations are incompatible with national disclosure requirements for financial filings, the 
Task Force encourages organizations to disclose those elements through other reports. Such 
other reports should be official company reports that are issued at least annually, widely 
distributed and available to investors and others, and subject to internal governance processes 
that are the same or substantially similar to those used for financial reporting. 

2. Widespread Adoption Critical 
In the Task Force’s view, the success of its recommendations depends on near-term, widespread 
adoption by organizations in the financial and non-financial sectors. Through widespread 
adoption, financial risks and opportunities related to climate change will become a natural part of 

                                                                                 
59 The Task Force recognizes the structure and content of financial filings differs across jurisdictions and, therefore, believes organizations are 

in the best position to determine where and how the recommended disclosures should be incorporated in financial filings. 
60 The Task Force encourages organizations where climate-related issues could be material in the future to begin disclosing climate-related 

financial information outside financial filings to facilitate the incorporation of such information into financial filings once climate-related 
issues are determined to be material. 

 Figure 11 

Benefits of Recommendations 
 Foundation for immediate adoption and flexible 

enough to accommodate evolving practices 

 Promote board and senior management 
engagement on climate-related issues 

 Bring the “future” nature of issues into the 
present through scenario analysis 

 Support understanding of financial sector’s 
exposure to climate-related risks  

 Designed to solicit decision-useful, forward-
looking information on financial impacts 
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Figure 12 

Implementation Path (Illustrative)  
 

organizations’ risk management and strategic planning processes. As this occurs, organizations’ 
and investors’ understanding of the potential financial implications associated with transitioning 
to a lower-carbon economy and physical risks will grow, information will become more decision-
useful, and risks and opportunities will be more accurately priced, allowing for the more efficient 
allocation of capital. Figure 12 outlines a possible path for implementation. 

Widespread adoption of the recommendations will require ongoing leadership by the G20 and its 
member countries. Such leadership is essential to continue to make the link between these 
recommendations and the achievements of global climate objectives. Leadership from the FSB is 
also critical to underscore the importance of better climate-related financial disclosures for the 
functioning of the financial system. 

  
 

 

The Task Force is not alone in its work. A variety of stakeholders, including stock exchanges, 
investment consultants, credit rating agencies, and others can provide valuable contributions 
toward adoption of the recommendations. The Task Force believes that advocacy for these 
standards will be necessary for widespread adoption, including educating organizations that will 
disclose climate-related financial information and those that will use those disclosures to make 
financial decisions. To this end, the Task Force notes that strong support by the FSB and G20 
authorities would have a positive impact on implementation. With the FSB’s extension of the Task 
Force through September 2018, the Task Force will work to encourage adoption of the 
recommendations and support the FSB and G20 authorities in promoting the advancement of 
climate-related financial disclosures. 
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Appendix 2: Task Force Objectives and Approach 

1. Objectives 
The Task Force engaged with key stakeholders throughout the development of its 
recommendations to ensure that its work would (1) promote alignment across existing disclosure 
regimes, (2) consider the perspectives of users and the concerns of preparers of climate-related 
financial disclosures, and (3) be efficiently implemented by organizations in their financial 
reporting.  

2. Approach 
In addition to the expertise of its members, a broad range of external resources informed the 
Task Force’s recommendations, including existing voluntary and mandatory climate-related 
reporting frameworks, governance and risk management standards, government reports and 
research, expert resources, and various other stakeholders such as industry participants, trade 
associations, and non-governmental organizations (NGOs).  

a. Leveraging Expertise 
Task Force members come from a range of companies, including large financial companies, large 
non-financial companies, accounting and consulting firms, and credit rating agencies, and 
brought a range of practical experience, expertise, and global perspectives on preparing and 
using climate-related financial disclosures. Through eight plenary meetings, Task Force members 
contributed significantly to developing a consensus-based, industry-led approach to climate-
related financial disclosure.  

Due to the technically challenging and broad focus of its work, the Task Force also sought input 
from experts in the field of climate change, particularly in relation to scenario analysis. The Task 
Force engaged Environmental Resources Management (ERM) to inform its work by developing a 
technical paper on scenario analysis—The Use of Scenario Analysis in Disclosure of Climate-
Related Risks and Opportunities. Several members of the Task Force, joined by representatives 
from 2° Investing Initiative (2°ii), Bloomberg New Energy Finance (BNEF), Bloomberg Quantitative 
Risk Experts, Carbon Tracker, CDP, and the London School of Economics and Political Science led 
a working group to oversee ERM’s technical considerations. A workshop was also held with 
experts from Oxford Martin School. Additionally, the International Energy Agency (IEA) provided 
input regarding how scenario analysis can be conducted and used.  

b. Research and Information Gathering 
The Task Force’s work drew on publications and research conducted by governments, NGOs, 
industry participants, as well as disclosure regimes with a focus on climate-related issues. The 
Task Force reviewed existing mandatory and voluntary reporting regimes for climate-related 
disclosure to identify commonalities and gaps across existing regimes and to determine areas 
meriting further research and analysis by the Task Force. The work of organizations regarded as 
standard setters, as well as several organizations active in developing reporting mechanisms for 
climate-related issues, served as the primary references for the Task Force in developing its 
recommendations and supporting guidance. The Task Force also considered resources related to 
sector-specific climate issues in the development of the supplemental guidance.  
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c. Outreach and Engagement 
Engagement with users, preparers, and other stakeholders in relevant industries and sectors 
across G20 countries and other countries was important in developing the Task Force’s 
recommendations. The Task Force conducted five types of engagement to support this effort: 
public consultation, industry interviews, focus groups, outreach events, and webinars. 

Such engagement served two primary purposes: (1) to raise the level of awareness and educate 
stakeholders on the Task Force’s work and (2) to solicit feedback from stakeholders on the Task 
Force’s proposed recommended disclosures and supplemental guidance for specific sectors. In 
total, more than 2,700 individuals in 43 countries were included in the Task Force’s outreach and 
engagement (Figure A2.1).  

Public Consultations 
The Task Force conducted two public consultations. The first followed the April 1, 2016 publication 
of the Task Force’s Phase I Report, which set out the scope and high-level objectives for the Task 
Force’s work. The Task Force solicited input to guide the development of its recommendations for 
voluntary climate-related financial disclosures. In total, 203 participants from 24 countries 
responded to the first public consultation. Respondents represented the financial sector, non-
financial sectors, NGOs, and other organizations. Public consultation comments indicated support 
for disclosures on scenario analysis as well as disclosures tailored for specific sectors. Key themes 
from the first public consultation, which informed the Task Force’s recommendations and 
guidance, are included in Table A2.1 (p. 48). 

 

 

Figure A2.1 

Outreach and Engagement  
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Table A2.1 

Key Themes of First Public Consultation (Scope of Work) 
Key Themes Survey Response 

Components 
of Disclosures  

The majority of respondents were in agreement that disclosures should: 

‒ be forward-looking,  

‒ address the ability to achieve targets, with strategies for achievement, and 

‒ align with material risks. 

Sector-Specific 
Disclosures 

Respondents were in favor of 
disclosures for specific sectors 

 

Scenario 
Analysis 

Respondents see scenario analysis  
as a key component of disclosure 

 

 

A second public consultation followed the release of the Task Force’s report in December 2016. 
The Task Force conducted the second consultation through an online questionnaire designed to 
gather feedback on the recommendations, guidance, and key issues identified by the Task Force. 
The Task Force received 306 responses to its online questionnaire and 59 comment letters on the 
recommendations and guidance from a variety of organizations in 30 countries.61 The majority of 
responses came from Europe (57 percent), followed by North America (20 percent), Asia Pacific 
(19 percent), South America (four percent), and the Middle East/Africa (less than one percent). 
Fourty-five percent of respondents provided perspective as users of disclosure, 44 percent as 
preparers of disclosure, and 11 percent as “other.” Respondents came from the financial sector 
(43 percent), non-financial sectors (18 percent), or other types of organizations (39 percent).62  

Table A2.2 

Responses to Second Public Consultation Questions 
Questions Respondent Percent Responding “Useful” 

How useful are the recommendations and 
guidance for all sectors in preparing 
disclosures? 

Preparers  

How useful is the supplemental guidance in 
preparing disclosures? 

Preparers  

If organizations disclose the recommended 
information, how useful would it be for 
decision making? 

Users  

How useful is a description of potential 
performance across a range of scenarios to 
understanding climate-related impacts on an 
organization’s businesses, strategy, and 
financial planning? 

Financial  

Non-Financial  

Other  
How useful are the illustrative examples of 
metrics and targets? 

Financial  

Non-Financial  

Other  
How useful would the disclosure of GHG 
emissions associated with investments be 
for economic decision-making? 

Financial  

Other  
  

                                                                                 
61  Of the 59 respondents that submitted comment letters, 45 also completed the online questionnaire, resulting in a total of 320 unique 

responses. 
62 The other types of organizations included research and advocacy NGOs; standard setting NGOs; data analytics, consulting, and research 

organizations; academia; and accounting associations. 
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Overall, respondents were generally supportive of the Task Force’s recommendations as shown in 
Table A2.2 (p. 48); however, several provided specific and constructive feedback on the report. 
The key themes from this feedback are included in Table A2.3. For additional information 
regarding the results of the second public consultation, please view the TCFD Public Consultation 
Summary 2017 on the Task Force’s website. 

 
Table A2.3 

Key Themes of Second Public Consultation (Recommendations) 
Key Themes  
Materiality and Location of 
Disclosures 

Clarifying which recommended disclosures depend on materiality 
assessment and providing flexibility for organizations to provide 
some or all disclosures in reports other than financial filings. 

Scenario Analysis Improving ease of implementation, and comparability of scenario 
analysis by specifying standard scenario(s) and providing additional 
guidance and tools. 

Metrics for the Financial Sector Encouraging further development and standardization of metrics 
for the financial sector. 

Metrics for Non-Financial 
Sectors 

Improving comparability and consistency of the illustrative metrics 
for non-financial sectors, clarifying the links to financial impact and 
climate-related risks and opportunities. 

Implementation Providing disclosure examples to support preparers in developing 
relevant climate-related financial disclosures. 

Industry Interviews and Focus Groups 
Prior to the December 2016 release of the Task Force’s report for public consultation, the Task 
Force conducted 128 industry interviews with users and preparers of financial statements to 
gather feedback regarding the Task Force’s draft recommendations, supplemental guidance for 
certain sectors, and other considerations. Industry interview participants included chief financial 
officers, investment officers, other finance and accounting officers, risk officers, sustainability 
officers, and others. Forty-three percent of the participants held finance, legal, or risk positions 
and 39 percent held environmental or sustainability roles.  

Task Force representatives conducted two rounds of industry interviews. The initial round of 
interviews focused on the recommendations and guidance; the second round emphasized 
specific recommendations and sector-specific guidance. Organizations invited to participate in the 
interviews met two primary criteria: (1) represented industry and sector leaders likely to be 
impacted by climate-related risks and opportunities and (2) provided geographic diversity to 
ensure coverage from each G20 and Financial Stability Board (FSB) represented country.  

The interviews provided valuable information that informed the Task Force’s recommendations 
and guidance as reflected in the report issued for public consultation in December 2016. Industry 
interview themes were consistent with those identified in the second public consultation.  
Preparers raised concerns about the relationship of the Task Force’s recommendations to other 
reporting initiatives and the accuracy and reliability of information requested. Users commented 
that establishing consistency in metrics would be beneficial, acknowledged data quality 
challenges, and provided thoughts on scenario analysis (e.g., would like preparers to use of a 
range of scenarios, interested in knowing how scenario analysis is used in the organization). 

Subsequent to the December 2016 release of the Task Force’s report for public consultation, the 
Task Force conducted five focus groups with 32 individuals from six countries representing 
organizations in specific sectors and industries to solicit feedback on scenario analysis and carbon 
footprinting metrics. In the two focus groups for the financial sector, participants expressed 
support for the Task Force’s work, noting current challenges related to quality and consistency in 
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reported climate-related information. Asset owners and asset managers also provided feedback 
on the benefits and limitations of different carbon footprinting metrics. In the three focus groups 
for non-financial sectors, participants in oil and gas and utilities industries provided specific 
feedback on their use of scenario analysis and challenges related to disclosing certain information 
in financial filings. 

Outreach Events  
The Task Force sponsored 18 public outreach events in 13 countries, and Task Force members 
presented the recommendations at 91 other events including conferences, forums, and meetings 
sponsored by industry associations, NGOs, government agencies, corporations, and other 
organizations. The 18 Task Force-sponsored events informed stakeholders of the Task Force’s 
work and recommendations and included panel discussions and keynote speeches by prominent 
climate-risk and financial experts. Attendees included representatives of financial and non-
financial organizations who spanned a variety of corporate functions, including strategy, risk, 
accounting, portfolio and investment management, corporate sustainability, as well as 
representatives from industry associations, NGOs, government agencies, research providers, 
academia, accounting and consulting firms, and media.  

Webinars 
Prior to the release of the report in December 2016 for public consultation, the Task Force offered 
seven webinars to educate and increase awareness of the Task Force’s efforts as well as to collect 
additional feedback. Of the seven webinars, the Task Force hosted four webinars and participated 
in three additional webinars by partnering with the following organizations: Business for Social 
Responsibility, Global Financial Markets Association, and the National Association of Corporate 
Directors. These webinars served to supplement the in-person outreach events and offered 
global stakeholders, regardless of location, an opportunity to engage with the Task Force. The 
webinars included 538 attendees representing 365 organizations across 23 countries. After the 
release of the report, the Task Force held three webinars to present its recommendations and to 
solicit additional feedback. The three webinars included 255 attendees representing 209 
organizations across 25 countries. In total, the Task Force offered ten webinars, reaching 793 
attendees across 30 countries.  
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Appendix 3: Fundamental Principles for Effective Disclosure 

To underpin its recommendations and help guide current and future developments in climate-
related financial reporting, the Task Force developed a set of principles for effective 
disclosure.63 As understanding of, and approaches to, climate-related issues evolve over time, 
so too will climate-related financial reporting. These principles can help achieve high-quality 
and decision-useful disclosures that enable users to understand the impact of climate change 
on organizations. The Task Force encourages organizations adopting its recommendations to 
consider these principles as they develop climate-related financial disclosures. 

The Task Force’s disclosure principles are largely consistent with other mainstream, 
internationally accepted frameworks for financial reporting and are generally applicable to 
most providers of financial disclosures. They are informed by the qualitative and quantitative 
characteristics of financial information and further the overall goals of producing disclosures 
that are consistent, comparable, reliable, clear, and efficient, as highlighted by the FSB in 
establishing the Task Force. The principles, taken together, are designed to assist 
organizations in making clear the linkages and connections between climate-related issues 
and their governance, strategy, risk management, and metrics and targets.  

Principle 1: Disclosures should present relevant information 

The organization should provide information specific to the potential impact of climate-related 
risks and opportunities on its markets, businesses, corporate or investment strategy, financial 
statements, and future cash flows.  

 Disclosures should be eliminated if they are immaterial or redundant to avoid obscuring 
relevant information. However, when a particular risk or issue attracts investor and 
market interest or attention, it may be helpful for the organization to include a 
statement that the risk or issue is not significant. This shows that the risk or issue has 
been considered and has not been overlooked. 

 Disclosures should be presented in sufficient detail to enable users to assess the 
organization’s exposure and approach to addressing climate-related issues, while 
understanding that the type of information, the way in which it is presented, and the 
accompanying notes will differ between organizations and will be subject to change over 
time.  

 Climate-related impacts can occur over the short, medium, and long term. Organizations 
can experience chronic, gradual impacts (such as impacts due to shifting temperature 
patterns), as well as acute, abrupt disruptive impacts (such as impacts from flooding, 
drought, or sudden regulatory actions). An organization should provide information 
from the perspective of the potential impact of climate-related issues on value creation, 
taking into account and addressing the different time frames and types of impacts.  

 Organizations should avoid generic or boilerplate disclosures that do not add value to 
users’ understanding of issues. Furthermore, any proposed metrics should adequately 
describe or serve as a proxy for risk or performance and reflect how an organization 
manages the risk and opportunities.  

  

                                                                                 
63 These principles are adapted from those included in the Enhanced Disclosure Task Force’s “Enhancing the Risk Disclosures of Banks.”  
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Principle 2: Disclosures should be specific and complete 

 An organization’s reporting should provide a thorough overview of its exposure to 
potential climate-related impacts; the potential nature and size of such impacts; the 
organization’s governance, strategy, processes for managing climate-related risks, and 
performance with respect to managing climate-related risks and opportunities. 

 To be sufficiently comprehensive, disclosures should contain historical and future-
oriented information in order to allow users to evaluate their previous expectations 
relative to actual performance and assess possible future financial implications. 

 For quantitative information, the disclosure should include an explanation of the 
definition and scope applied. For future-oriented data, this includes clarification of the 
key assumptions used. Forward-looking quantitative disclosure should align with data 
used by the organization for investment decision making and risk management.  

 Any scenario analyses should be based on data or other information used by the 
organization for investment decision making and risk management. Where appropriate, 
the organization should also demonstrate the effect on selected risk metrics or 
exposures to changes in the key underlying methodologies and assumptions, both in 
qualitative and quantitative terms. 

Principle 3: Disclosures should be clear, balanced, and understandable 

 Disclosures should be written with the objective of communicating financial information 
that serves the needs of a range of financial sector users (e.g., investors, lenders, 
insurers, and others). This requires reporting at a level beyond compliance with 
minimum requirements. The disclosures should be sufficiently granular to inform 
sophisticated users, but should also provide concise information for those who are less 
specialized. Clear communication will allow users to identify key information efficiently. 

 Disclosures should show an appropriate balance between qualitative and quantitative 
information and use text, numbers, and graphical presentations as appropriate. 

 Fair and balanced narrative explanations should provide insight into the meaning of 
quantitative disclosures, including the changes or developments they portray over time. 
Furthermore, balanced narrative explanations require that risks as well as opportunities 
be portrayed in a manner that is free from bias. 

 Disclosures should provide straightforward explanations of issues. Terms used in the 
disclosures should be explained or defined for a proper understanding by the users. 

Principle 4: Disclosures should be consistent over time 

 Disclosures should be consistent over time to enable users to understand the 
development and/or evolution of the impact of climate-related issues on the 
organization’s business. Disclosures should be presented using consistent formats, 
language, and metrics from period to period to allow for inter-period comparisons. 
Presenting comparative information is preferred; however, in some situations it may be 
preferable to include a new disclosure even if comparative information cannot be 
prepared or restated. 

 Changes in disclosures and related approaches or formats (e.g., due to shifting climate-
related issues and evolution of risk practices, governance, measurement methodologies, 
or accounting practices) can be expected due to the relative immaturity of climate-
related disclosures. Any such changes should be explained. 
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Principle 5: Disclosures should be comparable among organizations within a sector, 
industry, or portfolio 

 Disclosures should allow for meaningful comparisons of strategy, business activities, 
risks, and performance across organizations and within sectors and jurisdictions. 

 The level of detail provided in disclosures should enable comparison and benchmarking 
of risks across sectors and at the portfolio level, where appropriate.  

 The placement of reporting would ideally be consistent across organizations—i.e., in 
financial filings—in order to facilitate easy access to the relevant information. 

Principle 6: Disclosures should be reliable, verifiable, and objective 

 Disclosures should provide high-quality reliable information. They should be accurate 
and neutral—i.e., free from bias.  

 Future-oriented disclosures will inherently involve the organization’s judgment (which 
should be adequately explained). To the extent possible, disclosures should be based on 
objective data and use best-in-class measurement methodologies, which would include 
common industry practice as it evolves. 

 Disclosures should be defined, collected, recorded, and analyzed in such a way that the 
information reported is verifiable to ensure it is high quality. For future-oriented 
information, this means assumptions used can be traced back to their sources. This 
does not imply a requirement for independent external assurance; however, disclosures 
should be subject to internal governance processes that are the same or substantially 
similar to those used for financial reporting. 

Principle 7: Disclosures should be provided on a timely basis 

 Information should be delivered to users or updated in a timely manner using 
appropriate media on, at least, an annual basis within the mainstream financial report. 

 Climate-related risks can result in disruptive events. In case of such events with a 
material financial impact, the organization should provide a timely update of climate-
related disclosures as appropriate. 

Reporters may encounter tension in the application of the fundamental principles set out above. 
For example, an organization may update a methodology to meet the comparability principle, 
which could then result in a conflict with the principle of consistency. Tension can also arise within 
a single principle. For example, Principle 6 states that disclosures should be verifiable, but 
assumptions made about future-oriented disclosures often require significant judgment by 
management that is difficult to verify. Such tensions are inevitable given the wide-ranging and 
sometimes competing needs of users and preparers of disclosures. Organizations should aim to 
find an appropriate balance of disclosures that reasonably satisfy the recommendations and 
principles while avoiding overwhelming users with unnecessary information. 
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Appendix 4: Select Disclosure Frameworks 

To the extent there is corporate reporting of climate-related issues, it happens through a 
multitude of mandatory and voluntary schemes. Although a complete and comprehensive survey 
of existing schemes is beyond the scope of this report, the Task Force on Climate-related Financial 
Disclosures (TCFD or Task Force) considered a broad range of existing frameworks, both voluntary 
and mandatory. The tables in Appendix 4 outline select disclosure frameworks considered by the 
Task Force and describe a few key characteristics of each framework, including whether 
disclosures are mandatory or voluntary, what type of information is reported, who the target 
reporters and target audiences are, where the disclosed information is placed, and whether there 
are specified materiality standards.64 These disclosure frameworks were chosen to illustrate the 
broad range of disclosure regimes around the world; the tables are broken out into disclosure 
frameworks sponsored by governments, stock exchanges, and non-governmental organizations 
(NGOs).  

The information presented in the tables below (A4.1, A4.2, and A4.3) is based on information 
released by governments, stock exchanges, and standard setters and is supplemented by the 
United Nations Environment Programme (UNEP), “The Financial System We Need: Aligning the 
Financial System with Sustainable Development,” October 2015, and the Organization for 
Economic Co-operation and Development (OECD), “Report to G20 Finance Ministers and Central 
Bank Governors,” September 2015.

                                                                                 
64 These tables were originally included in the Task Force’s Phase I Report and have been updated where appropriate. 
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Table A4.1 

Select Disclosure Frameworks: Governments 
Region:  
Framework 

Target 
Reporter 

Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information  

Disclosure 
Location 

External Assurance 
Required 

Australia: 

National Greenhouse 
and Energy Reporting 
Act (2007) 

Financial and 
non-financial 
firms that meet 
emissions or 
energy 
production or 
consumption 
thresholds 

General public Mandatory if 
thresholds are 
met 

Based on emissions 
above a certain 
threshold 

GHG emissions, 
energy consumption, 
and energy production 

Report to 
government 

Regulator may, by written 
notice to corporation, 
require an audit of its 
disclosures 

European Union (EU): 

EU Directive 2014/95 
regarding disclosure of 
non-financial and 
diversity information 
(2014) 

Financial and 
non-financial 
firms that meet 
size criteria 
(i.e., have more 
than 500 
employees) 

Investors, 
consumers, 
and other 
stakeholders 

Mandatory; 
applicable for 
the financial  
year starting 
on Jan. 1, 2017 
or during the 
2017 calendar 
year 

None specified Land use, water use, GHG 
emissions, use of 
materials, and energy use 

Corporate financial 
report or separate 
report (published 
with financial report 
or on website six 
months after the 
balance sheet date 
and referenced in 
financial report) 

Member States must require 
that statutory auditor checks 
whether the non-financial 
statement has been 
provided 

Member States may require 
independent assurance for 
information in non-financial 
statement 

France: 

Article 173, Energy 
Transition Law (2015) 

Listed financial 
and non-
financial firms 
 
Additional 
requirements 
for institutional 
investors 

Investors, 
general public 

Mandatory None specified Risks related to climate 
change, consequences of 
climate change on the 
company's activities and 
use of goods and services 
it produces. Institutional 
investors: GHG emissions 
and contribution to goal 
of limiting global warming 

Annual report and 
website 

Mandatory review on the 
consistency of the disclosure 
by an independent third 
party, such as a statutory 
auditor 

India: 

National Voluntary 
Guidelines on Social, 
Environmental, and 
Economic 
Responsibilities of 
Business (2011) 

Financial and 
non-financial 
firms 

Investors, 
general public 

Voluntary None specified Significant risk, goals and 
targets for improving 
performance, materials, 
energy consumption, 
water, discharge of 
effluents, GHG emissions, 
and biodiversity 

Not specified; 
companies may 
furnish a report or 
letter from 
owner/chief 
executive officer 

Guidelines include third-
party assurance as a 
"leadership indicator" of 
company's progress in 
implementing the principles 
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Table A4.1 

Select Disclosure Frameworks: Governments (continued) 
Region:  
Framework 

Target 
Reporter 

Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information  

Disclosure 
Location 

External Assurance 
Required 

United Kingdom: 

Companies Act 2006 
(Strategic Report and 
Directors’ Report) 
Regulations 2013 

Financial and 
non-financial 
firms that are 
"Quoted 
Companies," as 
defined by the 
Companies Act 
2006 

Investors / 
shareholders 
(“members of 
the company”) 

Mandatory Information is material 
if its omission or 
misrepresentation 
could influence the 
economic decisions 
shareholders take on 
the basis of the annual 
report as a whole 
(section 5 of the UK 
FRC June 2014 
Guidance on the 
Strategic Report) 

The main trends and 
factors likely to affect the 
future development, 
performance, and 
position of the company’s 
business, environmental 
matters (including the 
impact of the company’s 
business on the 
environment), and GHG 
emissions 

Strategic Report and 
Directors’ Report 

Not required, but statutory 
auditor must state in report 
on the company’s annual 
accounts whether 
in the auditor’s opinion the 
information given in the 
Strategic Report and the 
Directors’ Report for the 
financial year for which the 
accounts are prepared is 
consistent with those 
accounts 

United States: 

NAICs, 2010 Insurer 
Climate Risk Disclosure 
Survey 

Insurers 
meeting certain 
premium 
thresholds - 
$100M in 2015 

Regulators Mandatory if 
thresholds are 
met 

None specified General disclosures 
about climate change-
related risk management 
and investment 
management 

Survey sent to state 
regulators 

Not specified 

United States: 

SEC Guidance 
Regarding Disclosure 
Related to Climate 
Change 

Financial and 
non-financial 
firms subject to 
Securities and 
Exchange 
Commission 
(SEC) reporting 
requirements 

Investors Mandatory US securities law 
definition 

Climate-related material 
risks and factors that can 
affect or have affected 
the company’s financial 
condition, such as 
regulations, treaties and 
agreements, business 
trends, and physical 
impacts 

Annual and other 
reports required to 
be filed with SEC 

Depends on assurance 
requirements for 
information disclosed 
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Table A4.2 

Select Disclosure Frameworks: Exchange Listing Requirements and Indices 
Region:  
Framework 

Target 
Reporter 

Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information  

Disclosure Location External Assurance 
Required 

Australia: 

Australia Securities 
Exchange  

Listing Requirement 
4.10.3; Corporate 
Governance Principles 
and Recommendations 
(2014) 
 
 

Listed 
financial and 
non-financial 
firms  
 
 

Investors Mandatory 
(comply or 
explain) 

A real possibility that the 
risk in question could 
substantively impact the 
listed entity’s ability to 
create or preserve value 
for security holders over 
the short, medium or 
long term 

General disclosure of 
material environmental 
risks 

Annual report must 
include either the 
corporate governance 
statement or company 
website link to the 
corporate governance 
statement on company's 
website 

Not specified, may depend 
on assurance requirements 
for annual report 

Brazil: 

Stock Exchange 
(BM&FBovespa) 

Recommendation of 
report or explain 
(2012) 

Listed 
financial and 
non-financial 
firms 

Investors, 
regulator 

Voluntary 
(comply or 
explain) 

Criteria explained in 
Reference Form (Annex 
24) of the Instruction 
CVM nº 480/09  

Social and environmental 
information including 
methodology used, if 
audited/reviewed by an 
independent entity, and 
link to information (i.e., 
webpage) 

Discretion of company Not specified 

China: 

Shenzhen Stock 
Exchange 

Social Responsibility 
Instructions to Listed 
Companies (2006) 

Listed 
financial and 
non-financial 
firms 

Investors Voluntary: 
social 
responsibilities 
Mandatory: 
pollutant 
discharge 

None specified Waste generation, 
resource consumption, 
and pollutants 

Not specified Not specified; companies 
shall allocate dedicated 
human resources for regular 
inspection of 
implementation of 
environmental protection 
policies  

Singapore: 

Singapore Exchange 

Listing Rules  711A & 
711B and Sustainability 
Reporting Guide (2016) 
(“Guide”) 

Listed 
financial and 
non-financial 
firms 

Investors Mandatory 
(comply or 
explain) 

Guidance provided in 
the Guide, paragraphs 
4.7-4.11 

Material environmental, 
social, and governance 
factors, performance, 
targets, and related 
information specified in 
the Guide 

Annual report or 
standalone report, 
disclosed through 
SGXNet reporting 
platform and company 
website 

Not required 
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Table A4.2 

Select Disclosure Frameworks: Exchange Listing Requirements and Indices (continued) 
Region:  
Framework 

Target 
Reporter 

Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information  

Disclosure Location External Assurance 
Required 

South Africa: 

Johannesburg Stock 
Exchange  

Listing Requirement 
Paragraph 8.63;  
King Code of 
Governance Principles 
(2009) 

Listed 
financial and 
non-financial 
firms 

Investors Mandatory; 
(comply or 
explain) 

None specified General disclosure 
regarding sustainability 
performance 

Annual report Required 

World, regional, and 
country-specific 
indices: 

S&P Dow Jones  Indices 

Sustainability Index, 
Sample Questionnaires 

Financial and 
non-financial 
firms 

Investors Voluntary None specified GHG emissions, SOx 
emissions, energy 
consumption, water, 
waste generation, 
environmental violations, 
electricity purchased, 
biodiversity, and mineral 
waste management 

Nonpublic 
 

Disclose whether external 
assurance was provided and 
whether it was pursuant to a 
recognized standard 
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Table A4.3 

Select Disclosure Frameworks: Non-Governmental Organizations 
Framework Target 

Reporter 
Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information 

Disclosure Location External Assurance 
Required 

Global: 

Asset Owners 
Disclosure Project 

2017 Global Climate 
Risk Survey 

Pension funds, 
insurers, 
sovereign 
wealth funds 
>$2bn AUM 

Asset 
managers, 
investment 
industry, 
government 

Voluntary None specified Information on whether 
climate change issues are 
integrated in investment 
policies, engagement 
efforts, portfolio 
emissions intensity for 
scope 1 emissions, 
climate change-related 
portfolio risk mitigation 
actions 

Survey responses; 
respondents are asked 
whether responses may 
be made public 

Disclose whether external 
assurance was provided 

Global: 

CDP 

Annual Questionnaire 
(2016) 

Financial and 
non-financial 
firms 

Investors Voluntary None specified Information on risk 
management procedures 
related to climate change 
risks and opportunities, 
energy use, and GHG 
emissions (Scope 1-3)  

CDP database Encouraged; information 
requested about verification 
and third party certification 

Global: 

CDSB 

CDSB Framework for 
Reporting 
Environmental 
Information & Natural 
Capital 

Financial and 
non-financial 
firms 

Investors Voluntary Environmental 
information is material if 
(1) the environmental
impacts or results it
describes are, due to
their size and nature,
expected to have
a significant positive or
negative effect on the
organization’s current,
past or future financial
condition and
operational results and
its ability to execute its
strategy or (2) omitting,
misstating, or mis-
interpreting it could
influence decisions that
users of mainstream
reports make about the
organization

Environmental policies, 
strategy, and targets, 
including the indicators, 
plans, and timelines used 
to assess performance; 
material environmental 
risks and opportunities 
affecting the organization; 
governance of 
environmental policies, 
strategy, and information; 
and quantitative and 
qualitative results on 
material sources of 
environmental impact 

Annual reporting 
packages in which 
organizations are 
required to deliver their 
audited financial results 
under the corporate, 
compliance or securities 
laws of the country in 
which they operate 

Not required, but disclose if 
assurance has been 
provided over whether 
reported environmental 
information is in 
conformance with the CDSB 
Framework 

Click for November 2018 Update
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Table A4.3 

Select Disclosure Frameworks: Non-Governmental Organizations (continued) 
Framework Target 

Reporter 
Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information 

Disclosure Location External Assurance 
Required 

Global: 

CDSB 

Climate Change 
Reporting Framework, 
Ed. 1.1 (2012) 

Financial and 
non-financial 
firms 

Investors Voluntary Allow “investors to see 
major trends and 
significant events 
related to climate 
change that affect or 
have the potential to 
affect the company’s 
financial condition 
and/or its ability to 
achieve its strategy" 

The extent to which 
performance is affected 
by climate-related risks 
and opportunities; 
governance processes for 
addressing those effects; 
exposure to significant 
climate-related issues; 
strategy or plan to 
address the issues; and 
GHG emissions  

Annual reporting 
packages in which 
organizations are 
required to deliver their 
audited financial results 
under the corporate, 
compliance or securities 
laws of the territory or 
territories in which they 
operate 

Not required unless 
International Standards on 
Auditing 720 requires the 
auditor of financial 
statements to read 
information accompanying 
them to identify material 
inconsistencies between the 
audited financial statements 
and accompanying 
information 

Global: 

GRESB 

Infrastructure Asset 
Assessment & Real 
Estate Assessment 

Real estate 
asset/portfolio 
owners 

Investors and 
industry 
stakeholders 

Voluntary None specified Real estate sector-specific 
requirements related to 
fuel, energy, and water 
consumption and 
efficiencies as well as low-
carbon products 

Data collected through 
the GRESB Real Estate 
Assessment disclosed to 
participants themselves 
and:  

• for non-listed property
funds and companies, to
those of that company
or fund’s investors that
are GRESB Investor
Members;

• for listed real estate
companies, to all GRESB
Investor Members that
invest in listed real
estate securities.

Not required, but disclose 
whether external assurance 
was provided 

Global: 

GRI 

Sustainability 
Reporting Standards 
(2016) 

Organizations 
of any size, 
type, sector, or 
geographic 
location 

All 
stakeholders 

Voluntary Topics that reflect the 
reporting organization’s 
significant economic, 
environmental, and 
social impacts or 
substantively influence 
the decisions of 
stakeholders 

Materials, energy, water,  
biodiversity, emissions,  
effluents and waste, 
environmental 
compliance, and supplier 
environmental 
assessment 

Stand-alone 
sustainability reports or 
annual reports or other 
published materials that 
include sustainability 
information 

Not required, but advised 

Click for November 2018 Update
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Table A4.3 

Select Disclosure Frameworks: Non-Governmental Organizations (continued) 
Framework Target 

Reporter 
Target 
Audience 

Mandatory 
or Voluntary 

Materiality 
Standard 

Types of Climate-
Related Information 

Disclosure Location External Assurance 
Required 

Global: 

IIGCC 

Oil & Gas (2010) 
Automotive (2009) 
Electric Utilities (2008) 

Oil and gas 
industries 

Automotive 
industry 

Electrical 
utilities 

Investors 

Investors 

Investors 

Voluntary 

Voluntary 

Voluntary 

None specified 

None specified 

None specified 

GHG emissions and clean 
technologies data 

GHG emissions and clean 
technologies data  

GHG emissions and 
electricity production 

Not specified 

Company’s discretion 

Company’s discretion 

Not specified 

Not specified 

Disclose how GHG emissions 
information was verified 

Global: 

IIRC 

International 
Integrated Reporting 
Framework (2013) 

Public 
companies 
traded on 
international 
exchanges 

Investors Voluntary Substantively affect the 
company’s ability to 
create value over the 
short, medium, and long 
term 

General challenges 
related to climate change, 
loss of ecosystems, and 
resource shortages 

Standalone 
sustainability or 
integrated report 

Not specified; discussion 
paper released on issues 
relating to assurance 

Global: 

IPIECA 

Oil and gas industry 
guidance on voluntary 
sustainability reporting 

Oil and gas 
industries 

All 
stakeholders 

Voluntary Material sustainability 
issues are those that, in 
the view of company 
management and its 
external stakeholders, 
affect the company’s 
performance or strategy 
and/or assessments or 
decisions about the 
company 

Energy consumption Sustainability reporting Not required, but 
encouraged 

Global: 

PRI 

Reporting Framework 
(2016) 

Investors Investors Voluntary None specified Investor practices Transparency report Not specified 

United States: 

SASB 

Conceptual Framework 
(2013) and SASB 
Standards (Various) 

Public 
companies 
traded on US 
exchanges 

Investors Voluntary A substantial likelihood 
that the disclosure of 
the omitted fact would 
have been viewed by the 
reasonable investor as 
having significantly 
altered the “total mix” of 
the information made 
available 

Information on 
sustainability topics that 
are deemed material, 
standardized metrics 
tailored by industry 

SEC filings Depends on assurance 
requirements for 
information disclosed 

Click for November 2018 Update
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Appendix 5: Glossary and Abbreviations 

Glossary 
BOARD OF DIRECTORS (or BOARD) refers to a body of elected or appointed members who 
jointly oversee the activities of a company or organization. Some countries use a two-tiered 
system where “board” refers to the “supervisory board” while “key executives” refers to the 
“management board.”65  

CLIMATE-RELATED OPPORTUNITY refers to the potential positive impacts related to climate 
change on an organization. Efforts to mitigate and adapt to climate change can produce 
opportunities for organizations, such as through resource efficiency and cost savings, the 
adoption and utilization of low-emission energy sources, the development of new products and 
services, and building resilience along the supply chain. Climate-related opportunities will vary 
depending on the region, market, and industry in which an organization operates. 

CLIMATE-RELATED RISK refers to the potential negative impacts of climate change on an 
organization. Physical risks emanating from climate change can be event-driven (acute) such as 
increased severity of extreme weather events (e.g., cyclones, droughts, floods, and fires). They can 
also relate to longer-term shifts (chronic) in precipitation and temperature and increased 
variability in weather patterns (e.g., sea level rise). Climate-related risks can also be associated 
with the transition to a lower-carbon global economy, the most common of which relate to policy 
and legal actions, technology changes, market responses, and reputational considerations.  

FINANCIAL FILINGS refer to the annual reporting packages in which organizations are required 
to deliver their audited financial results under the corporate, compliance, or securities laws of the 
jurisdictions in which they operate. While reporting requirements differ internationally, financial 
filings generally contain financial statements and other information such as governance 
statements and management commentary.66 

FINANCIAL PLANNING refers to an organization’s consideration of how it will achieve and fund 
its objectives and strategic goals. The process of financial planning allows organizations to assess 
future financial positions and determine how resources can be utilized in pursuit of short- and 
long-term objectives. As part of financial planning, organizations often create “financial plans” that 
outline the specific actions, assets, and resources (including capital) necessary to achieve these 
objectives over a 1-5 year period. However, financial planning is broader than the development of 
a financial plan as it includes long-term capital allocation and other considerations that may 
extend beyond the typical 3-5 year financial plan (e.g., investment, research and development, 
manufacturing, and markets). 

GOVERNANCE refers to “the system by which an organization is directed and controlled in the 
interests of shareholders and other stakeholders.”67 “Governance involves a set of relationships 
between an organization’s management, its board, its shareholders, and other stakeholders. 
Governance provides the structure and processes through which the objectives of the 
organization are set, progress against performance is monitored, and results are evaluated.”68  

  

                                                                                 
65 OECD, G20/OECD Principles of Corporate Governance, OECD Publishing, Paris, 2015. 
66 Based on Climate Disclosure Standards Board, “CDSB Framework for Reporting Environmental Information and Natural Capital,” June 2015. 
67 A. Cadbury, Report of the Committee on the Financial Aspects of Corporate Governance, London, 1992.  
68 OECD, G20/OECD Principles of Corporate Governance, OECD Publishing, Paris, 2015.  
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GREENHOUSE GAS (GHG) EMISSIONS SCOPE LEVELS69 

 Scope 1 refers to all direct GHG emissions. 

 Scope 2 refers to indirect GHG emissions from consumption of purchased electricity, heat, or 
steam. 

 Scope 3 refers to other indirect emissions not covered in Scope 2 that occur in the value 
chain of the reporting company, including both upstream and downstream emissions. Scope 
3 emissions could include: the extraction and production of purchased materials and fuels, 
transport-related activities in vehicles not owned or controlled by the reporting entity, 
electricity-related activities (e.g., transmission and distribution losses), outsourced activities, 
and waste disposal. 70 

INTERNAL CARBON PRICE is an internally developed estimated cost of carbon emissions. 
Internal carbon pricing can be used as a planning tool to help identify revenue opportunities and 
risks, as an incentive to drive energy efficiencies to reduce costs, and to guide capital investment 
decisions.  

MANAGEMENT refers to those positions an organization views as executive or senior 
management positions and that are generally separate from the board. 

NATIONALLY DETERMINED CONTRIBUTION (NDC) refers to the post-2020 actions that a 
country intends to take under the international climate agreement adopted in Paris. 

ORGANIZATION refers to the group, company, or companies, and other entities for which 
consolidated financial statements are prepared, including subsidiaries and jointly controlled 
entities.  

PUBLICLY AVAILABLE 2°C SCENARIO refers to a 2°C scenario that is (1) used/referenced and 
issued by an independent body; (2) wherever possible, supported by publicly available datasets; 
(3) updated on a regular basis; and (4) linked to functional tools (e.g., visualizers, calculators, and 
mapping tools) that can be applied by organizations. 2°C scenarios that presently meet these 
criteria include: IEA 2DS, IEA 450, Deep Decarbonization Pathways Project, and International 
Renewable Energy Agency. 

RISK MANAGEMENT refers to a set of processes that are carried out by an organization’s board 
and management to support the achievement of the organization’s objectives by addressing its 
risks and managing the combined potential impact of those risks. 

SCENARIO ANALYSIS is a process for identifying and assessing a potential range of outcomes of 
future events under conditions of uncertainty. In the case of climate change, for example, 
scenarios allow an organization to explore and develop an understanding of how the physical and 
transition risks of climate change may impact its businesses, strategies, and financial 
performance over time.  

SECTOR refers to a segment of organizations performing similar business activities in an 
economy. A sector generally refers to a large segment of the economy or grouping of business 
types, while “industry” is used to describe more specific groupings of organizations within a 
sector.  

STRATEGY refers to an organization’s desired future state. An organization’s strategy establishes 
a foundation against which it can monitor and measure its progress in reaching that desired 
state. Strategy formulation generally involves establishing the purpose and scope of the 

                                                                                 
69 World Resources Institute and World Business Council for Sustainable Development, The Greenhouse Gas Protocol: A Corporate Accounting and 

Reporting Standard (Revised Edition), March 2004.  
70 IPCC, Climate Change 2014 Mitigation of Climate Change, Cambridge University Press, 2014.  
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organization’s activities and the nature of its businesses, taking into account the risks and 
opportunities it faces and the environment in which it operates. 

SUSTAINABILITY REPORT is an organizational report that gives information about economic, 
environmental, social, and governance performance and impacts. For companies and 
organizations, sustainability —the ability to be long-lasting or permanent—is based on 
performance and impacts in these four key areas. 

VALUE CHAIN refers to the upstream and downstream life cycle of a product, process, or service, 
including material sourcing, production, consumption, and disposal/recycling. Upstream activities 
include operations that relate to the initial stages of producing a good or service (e.g., material 
sourcing, material processing, supplier activities). Downstream activities include operations that 
relate to processing the materials into a finished product and delivering it to the end user (e.g., 
transportation, distribution, and consumption). 

Abbreviations 
2°C —2° Celsius  IEA—International Energy Agency 

ASC—Accounting Standards Codification IIGCC—Institutional Investors Group on Climate Change 

BNEF—Bloomberg New Energy Finance IIRC—International Integrated Reporting Council 

CDSB—Climate Disclosure Standards Board IPCC—Intergovernmental Panel on Climate Change 

ERM—Environmental Resources Management NGO—Non-governmental organization 

EU—European Union OECD—Organization for Economic Co-operation and Development 

FASB—Financial Accounting Standards Board R&D—Research and development 

FSB—Financial Stability Board SASB—Sustainability Accounting Standards Board 

G20—Group of 20 TCFD—Task Force on Climate-related Financial Disclosures 

GHG—Greenhouse gas UN—United Nations 

GICS—Global Industry Classification Standard UNEP—United Nations Environment Programme 

GRI—Global Reporting Initiative USDE—U.S. Dollar Equivalent 

IAS—International Accounting Standard WRI—World Resources Institute 

IASB—International Accounting Standards Board  
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• Legislative Overview
– Securities law in Canada is principally governed by provincial/territorial law
– National and multilateral instruments, and rules of self-regulatory 

organizations (i.e. IIROC) and stock exchanges (i.e. the TSX and the CSE), 
will also apply

• Prospectus Requirements
– Issuers must file a prospectus to distribute securities
– Includes business and financial information about the issuer, its management, 

and the securities offered
– Misrepresentations may attract liability

Prospectus Exemptions for Cross-Border M&A 
Transactions (Canada)

2
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• Common Prospectus Exemptions

– Business Combination and Reorganization  
 Amalgamations, mergers, reorganizations or arrangements 
 Dissolution or winding-up

– Asset Acquisition 
 Distribution as consideration for acquisition of assets (more than 

$150,000)

– Take-Over Bid and Issuer Bid
 Distribution in connection with take-over or issuer bid in Canada 

Prospectus Exemptions for Cross-Border M&A 
Transactions (Canada) (cont’d)

3

– Securities to be issued in the United States, including securities to be 
issued in a tender offer, exchange offer, merger, or acquisition must be 
registered under the Securities Act of 1933, as amended, unless an 
exemption from such registration is available.  

– This is true whether the target is a US company or a non-US company with 
US shareholders who will receive securities of the acquirer.  

– Such issuances may also require compliance with state blue sky laws and 
securities exchanges rules. 

Registration Exemptions for Cross-Border M&A 
Transactions (US)

4
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• Foreign Private Issuer (FPI)
– Any foreign issuer, other than a foreign government, except an issuer meeting the 

following conditions as of the last business day of its mostly recently completed 
second fiscal quarter:
 More than 50% of the issuer's outstanding voting securities are directly or 

indirectly owned of record by residents of the United States, and
 Any of the following:

o the majority of the issuer's executive officers or directors are US citizens 
or residents;

o more than 50% of the issuer's assets are located in the United States; or
o the issuer's business is administered principally in the United States.

• Designed to exclude from the definition of FPI non-US companies with significant ties 
to the US. 

Registration Exemptions for Cross-Border M&A 
Transactions (US) (cont’d)

5

• Common Registration Exemptions

– Private Placement (Sect. 4(2) and Rule 506)  
 Issuances not involving a “public offering”
 Safe Harbor under Rule 506
 Securities issued to target shareholders will be “restricted securities”
 Rule 144 resale subject to holding periods, volume limitations, manner of sale 

conditions, and notice requirements
 Rule 904 of Regulation S allows holders of “restricted securities” to resell their 

securities to purchasers outside of the US or through an offshore securities market 
without any holding period 

Registration Exemptions for Cross-Border M&A 
Transactions (US) (cont’d)

6
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• Common Registration Exemptions

– Section 3(a)(10)
 Applies to securities issued in exchange for securities, claims, or property. 
 Requires a court or governmental authority (US or foreign) determination of the 

fairness of the transaction and compliance with other specified procedures.
 Exemption only applies to the issued securities; not to securities received on exercise 

or conversion of the issued securities (i.e., options, warrants, convertible securities).
 Issued securities will generally be unrestricted. 

– Rule 802
 Applies to issuance of securities to US shareholders of a target that is a FPI if US 

shareholders own less than 10% of the subject class of securities.  
 The securities issued to US stockholders will have the same character –restricted or 

unrestricted – for purposes of Rule 144 as the acquired securities.

Registration Exemptions for Cross-Border M&A 
Transactions (US) (cont’d)

7

• Common Registration Exemptions

– Regulation S  
 Exemption for issuance of securities to non-US security holders of a non-US target.
 Requirements:

o No directed selling efforts in the US
o Comply with offering restrictions
o Offer is not made to US persons or for the benefit of US persons

 Transfer restrictions may apply unless the acquirer/issuer is a FPI with no substantial 
US market interest

Registration Exemptions for Cross-Border M&A 
Transactions (US) (cont’d)

8
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• Arrangement is a court-sanctioned process to implement M&A transactions and reorganizations. As part 
of the court process, the court must determine that the transaction is fair and reasonable to security 
holder constituencies affected by the arrangement

• Process:
– Initial court appearance for interim order governing procedural matters
– Upon receipt of shareholder approval, second court appearance for order approving plan of 

arrangement
– Plan of arrangement and articles of arrangement are then filed under applicable statute
– Director grants certificate of arrangement which binds the shareholders 

• Grounds for Court approval:
– Application was made in good faith
– Arrangement is fair and reasonable
 Valid business purpose
 Objections resolved in fair and balanced way

Canadian Plans of Arrangement

9

• Dissent rights allow dissatisfied shareholders to compel a corporation to buy their shares at fair value in 
certain circumstances

• Triggering Event: 
– Significant transaction or change (e.g. amalgamations, arrangements, continuances, substantial asset 

divestitures, certain amendments to corporation’s articles)

• Shareholders Entitled to Dissent Rights:
– Voting rights on transaction or change
– Registered shareholder of target corporation

• Dissent process can be lengthy, costly, and speculative:
– Common where shareholder is fairly certain transaction undervalues the corporation, and
– There is no liquid market to sell shares

Canada Dissent Rights

10
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• Dissenting Process (Shareholder):
– Files objection to transaction or change
– Votes against resolution or abstains 
– Delivers share certificate to corporation
– Applies to court if corporation makes an unacceptable offer 

• Dissenting Process (Corporation):
– Confirms with dissenting shareholders that resolution was adopted
– Endorses share certificate received from dissenting shareholder
– Offers to purchase dissenting shareholder’s shares at fair value
– Applies to court to set fair value if dissenting shareholder refuses offer

Canada Dissent Rights (cont’d)

11

US Dissent Rights

12
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• The oppression remedy has been described as the broadest, most all-encompassing shareholder remedy 
in the common law world 

• Background
– Statutory equitable remedy available to rectify harmful conduct resulting from corporate governance
– Oppression encompasses (1) unfair prejudice, and (2) unfair disregard
 Conduct that is coercive, abusive, in bad faith or unduly burdensome on the shareholders

– Oppression claims generally brought by minority shareholders, but available to variety of stakeholders

• Test 
– Breach of stakeholders’ reasonable expectations
– Breach involved unfair conduct leading to prejudice

The Oppression Remedy

13

• Remedies
– Courts have very broad discretion to determine and enforce remedies
– Common remedies include:
 Restraining conduct complained of or corporation’s affairs
 Appointing new independent directors
 Compensating affected stakeholders  

• Public M&A Context
– Multilateral Instrument 61-101 - Protection Of Minority Security Holders In Special Transactions

provides additional protection to stakeholders 
– Establishes disclosure, valuation and approval processes for transaction where potential conflict exists

The Oppression Remedy (cont’d)

14
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• A reporting issuer is a “public company” that is subject to a number of regulatory requirements under
applicable securities laws in Canada.

• A reporting issuer includes a person or company who has outstanding securities, has issued securities, or 
proposes to issue a security and:
– Has filed a prospectus and received a receipt for a prospectus.
– Has securities that have been listed for trading on any stock exchange in Ontario recognized by the 

Ontario Securities Commission (OSC) (which includes the Toronto Stock Exchange, NEO Exchange, 
TSX Venture Exchange and Canadian Securities Exchange).

– Is incorporated or otherwise existing under the Canadian corporate statutes and is offering its securities 
to the public. 

– Is the successor following the completion of a statutory amalgamation or arrangement or merger 
involving a reporting issuer.

– Is designated a reporting issuer in an order made by the Canadian securities commissions.

Reporting Issuers (Canada)

15

• Reporting issuers are required to make public filings.

• System for Electronic Document Analysis and Retrieval (SEDAR) is a means of submitting information 
required by Canadian securities regulators and stock exchanges.

• All Canadian issuers that have issued securities under a prospectus or prospectus exemption are 
generally required to file with SEDAR.

• SEDAR’s main functions:
– Facilitates electronic filings required by securities regulators
– Allows for public dissemination of securities information 
– Provides electronic communication between filers, agents, and regulators 

SEDAR Disclosure Obligations

16
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• SEDAR requires filings from Investment Fund Issuers, Other Issuers, and Third Party Filers.

• Notable continuous disclosure filings include:
– Annual Reports
– Financial Statements
– Management’s Discussion & Analysis
– Prospectus and Prospectus Exemptions

SEDAR Disclosure Obligations (cont’d)

17

• A FPI can become a “reporting company” subject to reporting requirements under the federal securities 
laws by, among other ways:
– Conducting an IPO
– Voluntarily registering a class of securities
– Exceeding certain asset or security holder thresholds 

• Why would an FPI choose to become a “reporting company”?
– Access to US capital markets 
– To trade on a national securities exchange or OTC bullet board market 

EDGAR Disclosure Obligations for FPI

18
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• Annual report on Form 20-F or 40-F (comparable to Form 10-K)

• Periodic Reporting on Form 6-K (comparable to Form 8-K) for any information that the reporting company 
FPI:
– Makes or is required to make public according to its home country law
– Files or is required to file with a securities exchange on which its securities are traded and the 

documents have been made public by the exchange 
– Distributes or is required to distribute to its security holders 

• Exempt from Certain Reporting Obligations
– No quarterly reporting obligation (i.e., no Form 10-Q equivalent) 
– Not subject to proxy solicitation rules (except for tender offers and certain business combinations)
– Not subject to insider reporting under Section 16 of the Exchange Act
– Not subject to regulation FD (though many FPIs voluntarily report on Form 6-K)

EDGAR Disclosure Obligations for FPI (cont’d)

19

• System for Electronic Disclosure by Insiders (SEDI) is a means for insiders to publically disclose their 
ownership of securities

• Insiders include, among others, directors, officers and significant shareholders of a reporting issuer 
(public company) 

• SEDI’s main functions:
– Deters improper insider trading
– Increases market efficiency through transparency 
– Helps prevent improper activities involving stock options and similar equity-based instruments

SEDI Obligations

20
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• Insiders must file:
– Insider Profile, setting out insider’s relationship to reporting issuer
 File after insider registers as a SEDI user, but before any insider reports are due

– Insider Report, setting out insiders ownership/control over securities of the reporting issuer:
 E.g. stock options, warrants, convertible securities, and related financial instruments
 File within 10 days of becoming an insider or within 5 days of the transaction giving rise to insider 

status 

– Amendments to Insider Report, for every change to the initial Insider Report:
 File within 5 days of change. 

SEDI Obligations (Cont’d)

21

• Exemptions
– Many exemptions to insider reporting requirements, such as:
 Automatic securities purchase plans
 Issuer grants and events
 Normal course issuer bids
 Institutional investors 
 Exchangeable securities 
 SEC insiders 

SEDI Obligations (Cont’d)

22
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M&A Market Update

May 14, 2021
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U.S. DEAL VOLUME & VALUE
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 3,730 M&A deals closed in Q1 2021 with a collective value of $497 billion, suggesting strong 
momentum

 In the wake of Covid crisis, Q2 and Q3 2020 combined saw a 24.5% decline in deal volume 
and 17.0% drop in value

 Q4 2020 witnessed a strong rebound in M&A activity with 59.1% higher total deal value

Source: Pitchbook

4

PRIVATE COMPANY MULTIPLES

 Middle market valuation multiples are relatively stable, ranging 7x – 10x.
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5

TRANSACTIONS BY SECTOR
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6

BIG PICTURE: WHAT’S DRIVING THE VOLUME?

 Cheap debt

 Excess cash on corporate 
balance sheets

 COVID “Strategic Reset”

 Succession motivated sales

 Long‐term shift to private 
capital

 8,000 private equity firms 
globally

 Estimated $2.1 trillion of 
dry powder by end of 2021
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