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Understanding the SEC climate 
disclosure proposals 



Proposed mandatory climate disclosures in the US 

Adoption of more thorough reporting requirements will add further weight to the pressure being brought to bear 
on companies by shareholders, investors and lenders.  Now the commercial and reputational probity of acceding to 
stakeholder demands will be backed up by regulatory obligations to demonstrate appropriate governance, climate 
risk assessment and management and transition strategy commitments.

Listed companies will now be required to disclose the impacts of both physical and transition risks on all aspects of their businesses, as well as how the 
board supervises and manages them. Not only will the new regulations require a signi�cant increase in the level of detailed analysis, climate risk reporting 
will also become a mandatory part of a company’s Annual Report and other �nancial statements. 

The Taskforce for Climate Related Financial Disclosures (TCFD) set the groundwork for the adoption of climate related disclosures globally and many 
countries are beginning to formalise their incorporation into their own regulatory frameworks.  The latest country to do so is the US.

The US Securities and Exchanges Commission (SEC), which �rst issued interpretative guidance on climate risk reporting in 2010, has announced proposals 
for the Enhancement and Standardisation of Climate-Related Disclosures. These recommendations represent a major move towards more granular and 
quantitative climate disclosures. 



Key elements of the SEC enhancement and standardisation of 
climate-related disclosures:
The proposals, which are currently under consultation until at least 20th May, will introduce the following material changes:

The new proposal sets out the following key developments:

Climate information must be reported as a core component of the Annual report and can no longer be reported only in a separate ESG, 
sustainability or TCFD report.

Climate-related information must be disclosed as part of the �nancial statements and be subjected to audit.  The disclosure of the impacts of                   
physical and transition risks on the line items of its consolidated �nancial statements is to be mandatory. This fundamental change elevates climate risk    
to the same level as other business risks and obliges companies to  account for the expenditure and costs associated with meeting GHG emissions and 
other transition targets. 

Speci�c disclosures on governance structure and risk management strategy implementation. Building upon the TCFD recommendations, the new        
regulations will require more detailed disclosures of physical risks and the inclusion of transition plans as part of the risk management system. 

Disclosure of the impact of climate risk into the organisations’ strategy, business model and outlook. Under the new regulations, disclosures will 
need to provide signi�cantly greater detail on how physical and transition risks will impact business operations, products and services, and suppliers. 
Companies will also be required to detail the actions undertaken to mitigate climate-related risks.

For transition risks, detailed costing of achieving GHG targets and use of o�sets will be required, as well as impact on business strategy.

Companies will also have to evaluate the resilience of the business model to future changes in climate and describe the analytical approach used. 

Clear improvements in GHG emissions accounting
   Disclosure of Scope 1 and 2 Emissions in absolute and intensity terms
   Disclosures of Scope 3 Emissions, if material or included in company targets

The �nancial sector must disclose the emissions from the companies it �nances. 
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Governance: 
Supervision and governance of climate 
risks at the board and management level

Climate Risk Assessment: 
Description of short-, medium- and 
long-term material climate risks which may 
impacts its business and �nancial statements 

Climate Risk Integration: 
Description of the processes to identify climate 
risks and their integration into the risk 
management system  

o Identi�cation of Board Member responsible for climate risk

o Detail level of board and management expertise

o Declaration of board and management approach to climate risk 

o Role of management in assessing and managing climate risks and   responsibilities
 
o Description of the role of the board in setting climate strategy 

o Speci�c requirement to distinguish between physical and transition risks

o For physical risks
    i.   Classify risks as acute or chronic
    ii.  Identify speci�c business operations a�ected and their exact geographical locations
    iii. In the case of �ooding or water stress, detailed information on the exact extent and impact of the risks 

o For transition risks
    i.   Categorise risks as regulatory, technological, market, liability, reputational or otherwise

o Inclusion of Climate Risk as a core component on the risk management strategy

o Presentation of a Transition plan to address:
    i.   Upcoming regulations that restrict GHG emissions and the protection of land or natural assets 
    ii.  Carbon prices
    iii. Changing demand and preferences of consumer, investors, employees and business counterparties
 
o Annual report of the actions taken to meet climate risk and transition plan objectives

At a glance...



Limitations of the SEC proposals
The SEC proposals will set requirements for a considerably higher degree of disclosure of the �nancial impacts of climate risks than previously. 
However, the proposals could have gone further, notably in the following areas. 

Reporting of Scope 3 Emissions is conditional on 
materiality and excluded from mandatory attestation. 
This is a missed opportunity as Scope 3 emissions 
constitute an important source of emissions for many 
corporates and �nancial institutions, though it 
acknowledges the limited scope companies may have for 
in�uencing supply chain companies.

No requirement of mandatory scenario analysis. 
While scenario analysis is cited as a possible approach for 
testing business resilience to climate change, it is not 
mandatory.  This is understandable when a generally 
accepted methodology is still to be established. 

Transition plans such as Net Zero planning are not 
compulsory. 
Target planning on GHG emissions, typically relating to 
net-Zero targets, is increasingly being used by companies 
to satisfy stakeholder demand, and it is surprising that the 
proposals have not included reporting such planning as 
mandatory. 

No requirement on compensation-related disclosure.
According to the proposal, existing rules requiring a 
compensation discussion and analysis are already 
provided in the framework. Clear articulation of the 
elements of compensation associated with climate targets 
is fundamental to ensure their achievement, especially as 
current compensation is being paid years ahead of target 
dates. 
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Implementation
Assuming that the e�ective date of the proposal is in December 2022, the rules will apply as follows: 

All proposed disclosures, 
including GHG emissions 
metrics: Scope 1, Scope 2.

Fiscal year 2023 (�led in 2024)

Fiscal year 2024 (�led in 2025)

Fiscal year 2025 (�led in 2026)

GHG emissions metrics: Scope 3 

Fiscal year 2024 (�led in 2025)

Exempted

As well as monitoring the SEC proposals, companies outside the US 
should be paying attention to the IFRS Climate Disclosure proposition.  
Eight jurisdictions including the UK and the EU have already mandated 
the incorporation of TCFD into their national reporting regimes. 
Furthermore, companies need to respond to the continuing pressure 
from all stakeholder groups to “up their game” to the new standards, 
whether obligated by regulations or not. 

What is happening beyond the US? 

Fiscal year 2025 (�led in 2026)

Type Disclosure Compliance Data Financial Statement 
Metrics Audit Compliance Date

Large Accelerated Filer

Accelerated Filer & Non- 
Accelerated Filer

SRC



Conclusions
This proposal clearly demonstrates a regulatory determination to put climate risk awareness and risk management 
centre stage.  By elevating climate risk disclosures to a mandatory part of audited �nancial reporting, regulators are 
forcing companies to put climate risk at the top of their priority lists.  Boards must now be prepared with a quantitative 
and e�ective response to climate risks or face increasing challenges from shareholders, banks and the wider society. 
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