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Meaningful reporting

by companies is not happening on
the scale or the pace the current
crisis requires.

EXECUTIVE
SUMMARY

There is a global consensus among
policymakers, scientists, financial institutions,
and market regulators that the physical
manifestations of climate change will devastate
communities, ecosystems, and economies. As
the global temperature increases, droughts,
storms, heat waves, and other extreme weather
phenomena will become more frequent and
severe, causing the associated costs — both
environmentally and financially — to continue to
rise and compound.

Fossil fuel production is the leading contributor
of greenhouse gas (GHG) emissions, which is
speeding up global warming. Countries around
the world must prioritize phasing out fossil fuel
production as we navigate the path towards
limiting global warming. The transition to a
low-carbon economy has begun and will have
sweeping impacts on nearly every corner of
the global economy as future regulations and
changes in consumer demand impact how
energy is sourced and used. It is essential that
action be taken now to steward an orderly and
well-managed energy transition.



Despite the urgent need to decarbonize,
critical information about how oil and gas
companies are planning for the energy
transition and making decisions about which
projects to develop is limited. This means
stakeholders like policymakers, citizens in
petroleum-rich countries, advocates and
investors are navigating the energy transition
without the necessary disclosures needed to
prepare effectively for a well-managed energy
transition that benefits everyone. This handbook
addresses this information gap and identifies
key categories of information oil and gas
companies must disclose that are essential
for understanding, assessing, and managing
climate risk specific to the oil and gas sector.

What is climate risk?

Climate-related financial risk, or climate risk,
refers to the potential negative impacts of
climate change on businesses, investments,
and financial markets. These include physical
risks, such as damage to assets from extreme
weather events; transition risks, such as policy
changes and shifts in market demand towards
low-carbon alternatives; and liability risks,

such as lawsuits and legal action related to
environmental damage. These risks can lead to

Climate risk is shared globally, leaving
the vast majority of companies across
all sectors vulnerable to varying
degrees of risk.
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reduced profitability, stranded assets (described
in Box 4), and reputational damage, among
other consequences. Climate risk impacts
every sector of the economy and demands a
coordinated and widespread response.

Effective climate-related financial risk
management involves identifying and assessing
climate risks, integrating them into business
strategies and decision-making processes, and
disclosing relevant information to stakeholders
about the anticipated financial impacts and
how the company plans to mitigate them. By
proactively managing climate risks, businesses
and investors can reduce their exposure to
potential financial losses and contribute to a
more sustainable and resilient global economy.
Climate risk is shared globally, leaving the

vast majority of companies across all sectors
vulnerable to varying degrees of risk. These
risks may manifest as physical disruptions such
as rising sea levels and severe weather that
damages infrastructure, increased operating
costs, and heightened compliance liabilities as
regulatory ecosystems evolve.

The transition to a low-carbon economy is
already underway in energy markets and will
result in lower demand for fossil fuels as
renewable energy sources become cheaper and
more readily accessible; however, this transition
is not happening quickly enough to lessen or
prevent significant climate-related damage.

T Based on the latest forecasting about the
impacts of global warming and the necessity

of decarbonizing, all companies, especially
those in the oil and gas sector, must prepare for
major market disruptions. This poses enormous
risks to all those financially entwined with oil
and gas companies, including shareholders,
communities impacted by extraction, and
governments heavily dependent on fossil fuel
revenues.
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The disclosures recommended by this
handbook will enable a broad spectrum of
stakeholders to examine how current practices
— even those marketed as environmental
initiatives — delay meaningful progress and
distract from ongoing reckless behavior.
Importantly, this handbook also opens the door
for dialogue on important new policy decisions.

Why focus on the oil and
gas industry?

The fossil fuel industry’s response to the
climate crisis has so far been characterized

by intransigence and deception.? Despite

the urgency of the climate crisis, and the

need to phase out heavily polluting oil and

gas production, the industry plans to expand
production over the next decades. These plans
are fundamentally incompatible with the energy
transition and greater disclosure is necessary
to allow stakeholders to scrutinize companies’
decision-making.

In response, regulators around the world have
started working on new laws and regulations to
require companies to disclose more information
relating to climate-related financial risk. In the
absence of such rules, global standard-setting
bodies, like the Task Force on Climate-Related
Financial Disclosures (TCFD), have developed
new guidance for companies on the types of
information they should voluntarily disclose.

But while these efforts are evidence of some
movement in the right direction, detailed,
meaningful reporting by companies is not
happening on the scale or pace the current crisis
requires. Further, regulators are not looking at ol
and gas climate-related risks specifically, yet the
oil and gas sector presents particular challenges
with respect to climate risk, so sector-specific
disclosure rules are needed to address these
challenges.

This fundamental information gap must be
addressed. Without meaningful, comprehensive,
and standardized reporting available to
scrutinize oil and gas companies’ planning and
decision-making, a wide variety of stakeholders
face significant challenges in being able to

play their role in supporting a well-managed
energy transition. Beyond the need for greater
disclosure, the information that is disclosed
must be appropriately disaggregated to enable
citizens and policymakers to better assess

risk at a national or local level, and to better
understand the potential impacts and benefits
of new projects that are being developed. At
the moment, climate-related risk information

is typically disclosed on a globally aggregated
level, or at a company-wide level, which is not
useful to all stakeholders.

Citizens in resource-rich areas, civil society,
policymakers, and shareholders are currently
unable to determine the risks they face from

the information that oil and gas companies
currently publish, and more detail is needed to
adequately prepare for an energy future that
does not repeat the same governance mistakes
that have plagued extractive industry operations
for decades.

The industry’s response has largely
focused on aspirational marketing rather
than good-faith efforts to prepare for a
managed decline of fossil fuel production.




The industry’s response has largely focused on
aspirational marketing rather than good-faith
efforts to prepare for a managed decline of
fossil fuel production.® Though net zero pledges
and other climate-related commitments are on
the rise, “most companies still do not appear

to be including the financial impacts of such
commitments, or indeed climate change risks,
in their financial statements,” according to an
analysis by Carbon Tracker.*
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Given the role of emissions from the oil and

gas sector in driving global warming, there is
no question that the energy transition will mean
a wholesale transformation of the sector. For
oil and gas companies, the reality is that “their
business model fundamentally depends on
[future] emissions being released.” The ability
of market participants, regulators, and the
public to effectively measure and manage these
unprecedented risks, however, is hindered by
the lack of information from corporations about
climate-related financial risk and their plans to
address these risks.




CRITICAL
INFORMATION THE
OIL AND GAS SECTOR
MUST BE REQUIRED
TO DISCLOSE

To address this information asymmetry, the
Publish Your Plans handbook describes specific
disclosures that the oil and gas sector® should
be required to disclose about its climate-

related financial risks’ to adequately inform a
well-managed energy transition. Our analysis
concludes that the following are the disclosures
that provide the most meaningful transparency
and should therefore be the biggest priorities for
disclosure requirements.

Publish What You Pay-United States (PWYP-
US) and its allies urge oil and gas companies
to disclose this information and urge investors
and other stakeholders to demand greater
transparency from them. We also encourage
regulators and standard-setters around

the world to integrate these sector-specific
disclosures into their requirements and to
facilitate the emergence of harmonized

and comprehensive oil and gas climate risk
disclosures.

These recommendations represent the kinds

of information that are essential for oil and gas
companies to disclose to publicly demonstrate
— and to generate public confidence in — their
ability to effectively assess and manage climate-
related financial risk.



Publish What You Pay - United States June 2023

RECOMMENDATION 1 RECOMMENDATION 2
TRANSITION PLANS OIL AND GAS RESERVES
INFORMATION
An effective transition plan should describe Oil and gas reserves are known resources that
how a company is planning to update its may be extracted in the future if found to be
business model and operations in the context economically viable. Broadly, information about
of the energy transition and ‘[is] of particular oil and gas reserves allows stakeholders to
interest to a wide-range of users, especially assess the value of production decisions in
when they are seeking to verify the credibility of the context of the carbon budget and related
organizations’ commitments related to climate  ¢jimate policies. Information about oil and gas
change.” The TCFD recommends that transition  reserves, including emissions embedded in
plans “articulate specific initiatives and actions reserves (see Recommendation 3) can also be
the organization will undertake to effectively used to discern the carbon emissions footprint
execute the transition plan, including regular of planned or future projects.
milestones.” Effective transition plans should
also explain the governance structures in place Oil and gas reserves information provides
to oversee the plans, which should also be important insight into a company’s future
regularly reviewed and updated. Lastly, transition  production plans and a country’s potential
plans should be aligned with the company’s oil and gas supply. In particular, companies
overall business strategy to ensure integration should be disclosing information about
with other elements of the company’s probable and possible reserves as well as the
operations. Ultimately, effective transition plans methodology and underlying reasoning used
should be sufficiently detailed to “enable users to value reserves. This helps stakeholders to
to assess its credibility""° more effectively compare reserve assets and

estimate the cost of exploring, developing,

and extracting specific volumes of oil or gas.
Reserve reports should also provide information
about the anticipated pre-tax net cash flows
that could be produced from different types of
reserves. To provide the necessary information
for stakeholders to assess the profitability of
specific projects, companies should also be
disclosing information about project break-
even prices (see Recommendation 6) and price
sensitivity analyses (see Recommendation 7),
which are described below.

Effective transition plans should also
explain the governance structures in place
to oversee the plans, which should also be
regularly reviewed and updated.
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RECOMMENDATION 3
EMISSIONS EMBEDDED IN
RESERVES

Emissions embedded in reserves refers to the
amount of GHG emissions that would result
from production and combustion of a particular
reserve. This information represents a subset
of information about oil and gas reserves

and can be calculated simply by multiplying
reserve quantities with their corresponding
IPCC Effective CO2 Emissions Factor." This
recommendation aligns with the TCFD's

Energy Group guidance which recommends
that relevant firms in the oil and gas, coal, and
electrical utilities sectors disclose a “breakdown
of reserves by type and an indication of
associated emissions factors to provide insight
into potential future emissions.""?

Emissions embedded in reserves data also
provides a straightforward shorthand for the oil
and gas sector's Scope 3 GHG emissions data,
which represents between 80 percent and 95
percent of total GHG emissions." Importantly,
emissions embedded in reserves data also
allows stakeholders to estimate the entire
future emissions potential from an oil and gas
company's portfolio of reserves, whereas Scope
3 emissions data represents emissionsin a
finite time-frame.

RECOMMENDATION 4

GHG EMISSIONS ON A
PROJECT-LEVEL BASIS

Companies’ GHG emissions are categorized
into three scopes, as discussed in Box 7. Scope
1,2 and 3 GHG emissions intensity varies
markedly across oil and gas production projects,
therefore GHG emissions disclosures on a
project-level basis would allow stakeholders

to evaluate the specific emissions intensity of
individual projects, as defined in Box 5. Oil and
gas companies should be reporting annually on
Scope 1, 2 and 3 GHG emissions on a project-
level basis, both in terms of emissions intensity
and emissions in absolute terms.

Data at this level of granularity is so useful that
companies such as ExxonMobil are already
sharing it with company decision-makers.' By
requiring companies to disclose emissions data
at the project level, stakeholders would be better
equipped to identify high-risk projects that are
more likely to become stranded assets as the
world transitions to a low-carbon economy.

Reporting on project-level GHG emissions
differs from reporting on emissions embedded
in reserves because the former captures actual
emissions data, whereas the latter relates to the
future emissions potential of specific oil and gas
reserves.

Comprehensive disclosures are needed

from the oil and gas industry in particular
to inform decision making, protect
investors, and facilitate transparent
communication between governments,
industry stakeholders, and fossil fuel-
dependent communities.




&‘L\ RECOMMENDATION 5

CRITICAL FINANCIAL
ASSUMPTIONS AND ASTIMATES

There are a number of different variables —
referred to as critical financial assumptions and
estimates — that are used in calculating key
financial indicators that make up a company’s
financial outlook. According to Carbon Tracker,
“‘climate-related matters such as declining
demand for oil and gas, the switch to renewable
energy for power, regulations to limit emissions,
and the phase out of internal combustion
engines can directly and significantly affect
financial statement results.” ' These variables
can greatly impact current financial reporting
because many of the figures in the financial
statements inherently include estimates and
assumptions about the future.

Key assumptions and estimates that are critical
for fossil-fuel companies to disclose include the
commodity prices used in financial accounting,
information about anticipated supply and
demand, estimates about the remaining

useful lives of assets used in forecasting
revenue, variables used in impairment testing
and the estimated costs used to calculate
asset retirement obligations (AROs). Without
this information, it is extremely difficult for
stakeholders to interpret and compare reporting

made by competitors or properly vet companies’

assumptions and estimates to ensure they are
in line with external indications.

IL' I=
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RECOMMENDATION 6
PROJECT BREAK-EVEN
PRICES

The disclosure of project break-even prices —
the price point at which a project is no longer
profitable — is critical to enable stakeholders

to fully and meaningfully evaluate project
profitability (including the risk of stranded
assets in a company’s asset portfolio) and
determine project compatibility with Paris-
aligned transition pathways and other scenarios.

L>
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:‘—J, RECOMMENDATION 7
PRICE SENSITIVITY
ANALYSIS

Price sensitivity is the degree to which

the price of a product affects consumers’
purchasing behaviors. Generally speaking, this

is how demand changes with the change in the
cost of products. To show how a company’s
reserve valuation would perform under different
price scenarios, companies should be required
to disclose a price sensitivity analysis. Assuming
the company also discloses price information
and the assumptions on which the reserve
estimates are based, a price sensitivity analysis
would help all stakeholders assess the feasibility
of developing specific reserves and would also
provide stakeholders with a better view of the
company’s analysis of future prices.

A majority of fossil fuel companies did not
disclose the basic quantitative estimates
and assumptions that were used to prepare
their financial statements.
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