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SEC Adopts Long-Awaited Climate-Related Disclosure Rules

On March 6, 2024, the SEC adopted its long-awaited climate disclosure rules. Below are ten things about the final rules that

public companies should be aware of:

Relaxed Scope 1 and Scope 2 Greenhouse Gas (GHG)
Emissions Disclosure and Attestation Requirements —
The final rule requires larger companies with material
Scope 1 emissions (direct GHG emissions) and Scope 2
emissions (indirect GHG emissions resulting from
purchased energy) to provide certain information
regarding such emissions, including, among other
things, the methodology, significant inputs and
significant assumptions used to calculate such
emissions. Such companies will also be required to
include an attestation report covering such disclosures,
as well as certain information regarding the attestation
provider.

o Versus the proposed rules: Under the proposed
rules, all companies were required to provide
Scope 1 and Scope 2 disclosures, while the final
rule removes the mandatory reporting
requirement and limits disclosures to material
emissions.

o SRCs, EGCs and NAFs exempt: Smaller reporting
companies, emerging growth companies and
non-accelerated filers are exempt from the
emissions disclosure requirements.

o Incorporating by reference from future filing:
Where companies are required to provide
emissions disclosures in their Form 10-K, they
may instead incorporate such disclosures by
reference from their second quarter Form 10-Q
for the following fiscal year or in an amended
Form 10-K filed no later than the due date for
such Form 10-Q.

Scope 3 GHG Emissions Reporting Requirements
Eliminated — The SEC initially proposed that companies
would be required to disclose information regarding
their Scope 3 emissions (all other indirect GHG
emissions occurring in a company’s value chain, both
upstream and downstream) in certain instances.
However, after significant pushback from stakeholders,
who argued, among other things, that Scope 3
disclosure data would be difficult to produce and could
be subject to litigation risk, the SEC removed the

Scope 3 disclosure requirement from the final rule.

Climate-Related Risk Disclosures — Companies are
required to disclose climate-related risks that are
reasonably likely to have a material impact on them,
including their business strategy, results of operations,
or financial condition, including, among other things,
whether such risks are reasonably likely to occur in the
short-term (within the next 12 months) or long-term;
whether risks are physical or transition risks; the actual
and potential material impacts of such risks on their
strategy, business model and outlook; and how such
risks have materially impacted, or are reasonably likely
to materially impact, their business, results of
operations or financial condition. In addition, if a
company has undertaken activities to mitigate or adapt
to climate-related risks, it is required to provide a
guantitative and qualitative description of any material
expenditures incurred and any material impacts on
financial estimates and assumptions that directly
resulted from such mitigation or adaptation activities.
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Climate-Related Targets and Goals, Transition Plans,
and Scenario Analyses — Companies are required to
disclose any climate-related targets or goals that have
materially affected, or are reasonably likely to
materially affect, their business, results of operations
or financial condition, including, among other things,
the scope of activities included in the target or goal, the
unit of measurement, any baseline, and how they
intend to meet such targets or goals, as well as
progress made toward meeting such targets or goals.
Companies are also required to provide additional
information if any carbon offsets or renewable energy
credits (RECs) were used as a material component of
their plan to achieve such targets or goals. In addition,
companies are required to provide certain information
regarding transition plans, scenario analyses, or
internal carbon prices they have adopted or used.

Risk Governance and Management Disclosures —
Companies are required to describe:

o the board’s oversight of climate-related risks,
including, for companies required to disclose
climate-related targets or goals or transition
plans, whether and how the board oversees
progress against such targets, goals or plans;

o management’s role in assessing and managing
material climate-related risks, including
responsible management positions and their
relevant expertise (for example, prior work
experience in climate-related matters, any
relevant degrees or certifications, and any
knowledge, skills, or other background in
climate-related matters); and

o  their processes for identifying, assessing, and
managing material climate-related risks,
including whether and how such processes are
integrated into their overall risk management
system or processes.

The proposed requirement to disclose whether any

board members have expertise in climate-related risks

was not included in the final rule.

Climate-Related Disclosures in Financial Statements —
While the final rule added disclosure requirements
relating to expenses, costs and recoveries resulting
from severe weather events and other natural
conditions, which are required to be included in the
notes to the audited financial statements, the final
disclosure requirements are overall less burdensome
than those proposed and are focused on a “discrete set
of actual expenses that [companies] incur and can
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attribute to severe weather events and other natural
conditions.” Required disclosures include the following:

o  The aggregate amount of expenditures expensed
as incurred and losses, excluding recoveries,
incurred during the fiscal year as a result of
severe weather events and other natural
conditions, if the aggregate equals or exceeds
1% of the absolute value of income (loss) before
income taxes for the relevant fiscal year, unless
the aggregate is less than $100,000 for the
relevant fiscal year.

o  The aggregate amount of capitalized costs and
charges, excluding recoveries, incurred during
the fiscal year as a result of severe weather
events and other natural conditions, if the
aggregate equals or exceeds 1% of the absolute
value of stockholders’ equity (deficit) at the end
of the relevant fiscal year, unless the aggregate
is less than $500,000 for the relevant fiscal year.

o If companies are required to provide disclosures
under either of the bullets above, they are also
required to separately state the aggregate
amount of any recoveries recognized during the
fiscal year as a result of severe weather events
and other natural conditions for which
capitalized costs, expenditures expensed,
charges, or losses are disclosed.

o) Companies are also required to provide certain
information regarding carbon offsets or RECs
used as a material component of their plan to
achieve their disclosed climate-related targets or
goals.

Elaborate Internal Controls Required — Companies will
require elaborate internal controls in connection with
the new rules, which could be difficult and costly to
adopt and implement. In addition, companies that
determine they are not required to report certain
information under the rules, such as material climate
risks or expenditures, will still need to implement
controls and systems in order to make such
determination.

Expensive to Implement — Adopting the new rules will
likely be expensive, in terms of both hours and money
spent to prepare relevant SEC filings, with an estimated
increase in the external costs of being a public
company of around 21%. The SEC estimated an average
internal burden hour increase per affected respondent
of over 1,000 hours for all affected filers and an
average professional cost increase per affected
respondent of $167,250 for large accelerated filers,
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$165,389 for non-exempt accelerated filers and disclosure is included in other parts of the report, such
$150,028 for SRCs, EGCs and non-accelerated filers. as the risk factors or MD&A, companies may cross-
reference such disclosures in Item 6. In addition, the

e Where to Disclose — Part or all of the new climate new disclosures are required to be tagged in iXBRL.
disclosures are required in Form 10-K filings, under Part
I, Item 6. Climate-Related Disclosure; Form 10-Q filings e  Phased-In Compliance Periods — The final rule includes
under Part Il, Item 1B. Climate-Related Disclosure; and phased-in compliance dates based on filer status, with
in certain registration statements, including Forms S-1, the earliest filing requirements beginning in 2026*:

S-3, S-4, and S-11. For Form 10-K filings, if the relevant

Disclosure and Financial Statement Effects
Audit

All Reg. S-K and S-X Item 1502(d)(2), Item 1505 Item 1506 —| Item 1506 - | Item 1508 - Inline
disclosures, other than |Iltem 1502(e)(2), and| (Scopes 1 and 2 | Limited Reasonable | XBRL tagging for
as noted in this table Item 1504(c)(2) | GHG emissions) | Assurance | Assurance subpart 1500**
Large accelerated filers FYB 2025 FYB 2026 FYB 2026 FYB 2029 FYB 2033 FYB 2026
Accelerated filers (other
than SRCs and EGCs)
SRCs, EGCs and non-
accelerated filers

Registrant Type

GHG Emissions/Assurance iXBRL tagging

FYB 2026 FYB 2027 FYB 2028 FYB 2031 N/A FYB 2026

FYB 2027 FYB 2028 N/A N/A N/A FYB 2027

* As used in the chart, “FYB” refers to any fiscal year beginning in the calendar year listed.
** Financial statement disclosures under Article 14 will be required to be tagged in accordance with existing rules pertaining to
the tagging of financial statements. See Rule 405(b)(1)(i) of Regulation S-T.
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Jurgita Ashley Julia Miller

216.566.8928 216.566.5831
Jurgita.Ashley@ThompsonHine.com Julia.Miller@ThompsonHine.com

Heidi B. (Goldstein) Friedman Kellie R. Tomin

216.566.5559 216.566.5673
Heidi.Friedman@ThompsonHine.com Kellie.Tomin@ThompsonHine.com

Tanya C. Nesbitt or another member of our ESG Collaborative or our
404.407.3605 Securities, Capital Markets & Corporate Governance team.
Tanya.Nesbitt@ThompsonHine.com
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