Office of the Secretary
PCAOB

1666 K Street NW,
Washington, DC 20006-2803

January 12, 2024
Dear Chair Williams,

We write to you today from 27 climate, environment, and consumer protection organizations
representing millions of members and supporters to urge the PCAOB to update attestation
standards to meet the needs of auditors, companies, and investors as they adapt to growing
market demands and new regulatory requirements for third-party verified greenhouse gas (GHG)
emissions and climate-related disclosures in 10-K filings. Given California’s new climate-related
disclosure laws, the pending finalization of the SEC’s climate-related disclosure proposal for
public companies, and the widespread demand for high-quality environmental, social, and
governance (ESG) information more generally, we urge the PCAOB to provide specific guidance
and oversight of firms issuing attestation reports on GHG emissions and climate-related
disclosures in 10-K filings. The PCAOB is scheduled to update its attestation standards in 2024,
and it is crucial that this revision incorporates GHG emissions and climate-related disclosures.

Investors rely on assurance providers to verify a wide range of climate and ESG information,
particularly those associated with climate change, environmental impacts, and the clean energy
transition. Climate risk factors profoundly impact long-term value' and have implications for
systemic financial risk,” so investors are rightly seeking reliable, verified disclosures to inform
their decision-making.’ Due to this demand, around 80 percent of S&P 100 companies are
currently using third-party assurance or verification for climate-related disclosures, including
GHG emissions and ESG metrics in 10-K filings.* The prevalent use of third-party attestation
providers for limited and reasonable assurance engagements of climate-related disclosures has
created the need for greater oversight and guidance on ethics, independence standards, and
quality control procedures. Updated attestation standards will provide needed market standards
on climate-related assurance engagements for PCAOB-registered auditing firms and other
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assurance providers deemed eligible by the SEC and California Air Resources Board under their
rules.

This update is vital due to various new laws and regulations, including new laws in California
that will require limited assurance of Scopes 1, 2 and 3 emissions by 2027, and reasonable
assurance by 2030 for most major U.S. companies.’ In addition, the SEC is expected to require
limited assurance for direct emissions (Scope 1) and indirect emissions linked to electricity
generation (Scope 2), which will escalate to a requirement for reasonable assurance in the near
future, in its forthcoming climate-related disclosure rule for public companies.® These regulators
will likely first require limited assurance, which is a lighter touch process, as a transitional step
toward achieving more rigorous reasonable assurance.

Currently, there is a lack of standardization around limited and reasonable assurance
engagements of sustainability disclosures’ which has resulted in market confusion about the
quality and reliability of the resulting disclosures. Further, the widespread use of limited
assurance among companies—especially in combination with the lack of clarity about what
limited assurance means—raises concerns of potential greenwashing.® Clearly defined
procedures for limited and reasonable assurance engagements are needed to minimize
expectation gaps between what assurance providers are actually doing—especially when
providing limited assurance, which is very little—and what market participants understand to be
happening, expect and need.’

PCAOB should establish minimum procedures for "limited assurance" engagements to promote
standardization and ensure investors are not misled regarding the modest extent of assurance
provided. These should include standards for (1) organizational and operational boundaries for
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sustainability-related disclosures that are reasonably set, justified, and disclosed; (2) credible
data sources to be utilized when primary measured data is lacking, with full disclosure of data
inputs and assumptions; (3) procedures for testing of calculations to ensure accuracy, and (4)
clarity around the limits of the limited assurance engagement.

PCAORB is in a unique position to develop attestation standards that align third-party assurance
engagements of climate-related disclosures with financial statement audits to improve alignment
between the two. To improve consistency between climate-related disclosures and financial
statements in 10-K filings, PCAOB standards should encourage communication between
assurance providers of sustainability information and financial auditors, especially regarding
sustainability matters closely linked to the climate-related estimates and assumptions underlying
the financial statements, factors which will likely need to be disclosed in notes to the financial
statements pursuant to the forthcoming SEC climate-related disclosure rule for public
companies.'® Reliable climate-related disclosures and GHG emissions figures can assist financial
auditors in recognizing material climate-related risks and climate-related estimates and
assumptions that require significant auditor judgment, potentially warranting discussion as a
critical audit matter where unreasonable assumptions, omissions, or inconsistencies exist.

In response to the growing demand for assurance of climate-related disclosures and GHG
emissions in 10-K filings, PCAOB has a responsibility to update attestation standards to meet
market needs. Unfortunately, the PCAOB is failing to keep pace with financial regulators in the
U.S." and audit regulators abroad on incorporating climate-related disclosures into its rules and
standards. The International Auditing and Assurance Standards Board has already proposed
assurance standards for sustainability-related disclosure.'? Failing to update attestation standards
in line with current market demand, norms, and regulatory requirements could diminish the
credibility of PCAOB in global financial markets. Attestation of GHG emissions data and other
climate-related disclosures will soon be a general requirement for most major companies in the
U.S. and around the world. We strongly urge the PCAOB to take prompt action in updating its
attestation standards to include climate-related disclosure and GHG emissions engagements.
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Sincerely,

Public Citizen
Americans for Financial Reform Education Fund

350.org

Better Markets

Carrizo/Comecrudo Nation of Texas

Cedar Lane Environmental Justice Ministry
Center for International Environmental Law (CIEL)
Chesapeake Climate Action Network
Climate Reality Greater Maryland

Divest Washington

E3G

Earth Action, Inc.

Elders Climate Action Maryland
FreshWater Accountability Project

Friends of the Earth U.S.

Green America

Greenpeace USA

Institute for Agriculture and Trade Policy
Interfaith Center on Corporate Responsibility (ICCR)
The People’s Justice Council

The Phoenix Group

Private Equity Stakeholder Project
Revolving Door Project

Sierra Club

Stand.earth

The Sunrise Project

Zevin Asset Management

cc: Board Member Christina Ho
Board Member Kara Stein
Board Member Anthony Thompson
Board Member George Botic



