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Climate risk disclosure




Investor demand for climate disclosure
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Investor demand for climate disclosure
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SEC climate disclosure guidance

Home | Previous Page

U.S. Securities and Exchange Commission

SEC Issues Interpretive Guidance on Discosure Related to
Business or Legal Developments Regarding Climate
Change

FOR IMMEDIATE RELEASE
2010-15

Washington, D.C., Jan. 27, 2010 — The
Securities and Exchange Commission today

voted to provide public companies with DiSClOSG On C“mate Cha nge Where

interpretive guidance on existing SEC
disclosure requirements as they apply to

Pirsinass of lonal develonmenta rolatina 1o considered material:
e Costs of compliance
 (Costs of legal actions;
 |nvestment risks;
 |Impact on operations;
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SEC climate disclosure guidance
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* Acknowledging potentially
devastating systemic weakness - un-
recorded in corporate accounts &
not in mainstream valuation models;

e promise of improved transparency
and reduced investment risk;

e a step along the route to rule
making in this area;

Corporate baby-steps
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CDP data and taxonomy
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Future outlook
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CDP data and taxonomy

r‘ + XBRL




CDP data and taxonomy

drever mpact e of mpact

International Air pollukion limits Zarbon taxes Zap and trade Zhange in mean
agreements [member] [member] schemes [member] (average)
[rnember ] temperature .
() Disdosure of risks driven by changes in regulation, physical dimate pa... [member]
Disclosure of risks driven by changes in requlation, physical dimate parameters 3 (Abstract) (Abstract) (Abstract) (Abstract) (Abstract)
[nformation about dimate change risks [line items] (Abstract) (Abstract) (Abstract) (Abstract) (Abstract)
Risk description by risk driver [abstract] [led disdosure] (Abstract) (Abstract) (Abstract) (Abstract) (Abstract)

Description of driver [text block]
Potential impact [enumeration]
Timeframe [enumeration]

Direct or indirect [enumeration]
Likelihood [enumeration]
Magnitude of impact [enumeration]
Finandial implication, cost and method for risk management activities by (Abstract) (Abstract) (Abstract) (Abstract) (Abstract)
Financial implication of risk before action has been taken [text block]
Methods used to manage risk [text block]

iCosts associated with actions to manage risk [text block]
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Analysis of SEC climate disclosures




Methodology

Steps followed:

N Sample definition
N SEC text extraction
N Analysis Protocol
N Data tabulation




Methodology — Sample definition

Selection criteria:

N most recent disclosure (2012,
on 2011 data for CDP & SEC)

Nsector with significant impact
on/of climate change:

N Oil&Gas: SIC 1311 & 2911
Npublic responses to CDP

N responded to risk & opp.
section (CDP)

N end year check




Methodology — SEC text extraction

SEC disclosure are analysed using:

N available html 10-K’s (USA) and 20-F/40-F forms in SEC
website [risk disclosure not in XBRL];

N automated method to identify & analyze climate disclosures
key term search & text density analysis;

N human validation of disclosures founds (false negatives);
human scanning to validate false negatives;

N text mining/checking of key climate risk terms: specific
legislation or agreements; weather events; eftc;




Methodology — Analysis protocol

Both disclosures analyzed for:

N Volumes of information: word count («wordiness»);
N Location and «spread» of information;
N Content description:
N type of risk (regulatory, physical; other)
N regulatory risk: regulations refered to;
N Quality description [characterization of key aspects of risk]:
N Likelihood
N Impact
N Inherent/Residual
N Economic conseqguences: of risk; of mitigating risk;




Results — Volumes of information
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Results — Volumes of information
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Results — Volumes of information
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Results — Location and spread
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Results — Content description (SEC)
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Results — Content description (CDP)
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Results — Content description (CDP) — Material risks
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Results - Content description (SEC) — Regulatory risks

weather conditions
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Results - Content description (SEC) — Regulatory risks

"] "]

Climate change

General threat of regulation; increase in operational costs; already considering in evaluation of projects

rovhiro Fhode £ ommdccinnc

~ Litigation; not material

oil sands operations
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emission reduction
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Results - Content description (CDP) — Regulatory risks

Magnitud

Likelih
ood

Direct/ e of

Indirect

Timefr

Potential impact ame impact

Other: additional

General costs in delayed
environmental Rising climate change concerns could lead to additional projects or reduced About
regulations, regulatory measures that may result in project delays and production in certain  6-10 as likely
&G EROEL I8 higher costs. projects years  Direct asnot  High
Allowance purchasing: Phase Il of the Emissions Trading
System (ETS) which will run from 2013-2020 will see facilities
having to buy at auction an increasing percentage of
allowances for compliance within the scheme. This is a shift
away from the current approach which sees most allowances Virtuall
Cap and trade given to participants at no cost. Poorer performing facilities Increased operational 1-5 y Low-
schemes will have to buy more allowances than competitors. cost years  Direct certain  medium
Low Carbon Fuel Standards and Renewable Fuel mandates in
the European Union and USA. Various national, regional and
state based low carbon fuel directives and targets mean that  Other: Change the
new fuels must be developed and brought to market in order cost structure of the
L ad=iild S (47A0 to comply with a variety of programmes. This may change the business against Indirect Virtuall
regulations and cost structure of the business against uncertainty in fuel uncertainty in fuel 1-5 (Supply y Low-
standards prices. prices. years  chain) certain  medium
Carbon costs: EU, USA, Japan, Australia and Canada. These
countries are in the process of developing (additional) climate
legislation which may include the use of emissions trading
systems, carbon taxes and emissions performance standards.
Such developments may introduce new carbon costs to our Increased operational 6-10 Indirect Very Low-
Carbon taxes businesses which might impact our financial performance. cost years  (Client) likely medium
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Results - Content description (CDP) — Regulatory risks

R1.i) Potential financial implications of risk before taking action:

I +hA fiikiira Tn ArdAr +A hAlh maAaAat FhA A IA’e ArnAvrcevs AlAarmaAanA A AvinAact ALy nrAaAdLIAFI AR FA ricAa AnA mmAra AF ALr nrAALIARF AR FA

Appache on carbon taxes (CDP): The company’s present biggest financial exposure to increased GHG costs would be in
Australia, where the carbon tax is expected to add more than $20 Million per year to the region's operating costs.

using a cost of S40 per tonne of CO2. This figure was disclosed on page 2 of the 2011 Sustainability Report.

ii) The methods used to manage this risk:
Shell uses internal analysis and management processes to estimate the exposure of existing assets and planned projects to
future constraints on greenhouse gas emissions and also to quantify and optimise the risks from regulatory constraints.

iii) Costs associated with action:
We consider the potential cost of a project’s CO2 emissions in all major investment decisions, using a cost of $40 per tonne of
CO2. This figure was disclosed on page 2 of the 2011 Sustainability Report.
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Concluding remarks

N No presentation standard,;

N No designated places in fillings;

N Open interpretation of “materiality”;
N No clear information requirements;

l

Diminished value for investors and analysts

(even aggregators are not able to save it!)

NTagging of text blocks could help finding information

NRisks need to be fully charaterized by: driver; impact;
frequency; time horizont




Concluding remarks

N Soft disclosure
N No discussion of stranded assets

N State of denial > \N[\NC_E

Overall systemic risk

A climate and financial crisis

Act now! }}‘ CDP
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Results — Volumes of information
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Results — Volumes of information
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