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Dear Madam 

Consultation on greenhouse gas emissions reporting draft regulations for quoted companies 

We welcome the opportunity to comment on the draft of the Greenhouse Gas Emissions (Directors’ 
Reports) Regulations 2013. We see the announcement by the UK Government at the Rio+20 Summit that 
it would introduce a regulation requiring reporting of greenhouse gas emissions by UK quoted companies 
as part of a wider effort to ensure that UK corporate reporting remains responsive to demands for 
information about the environmental impact of a company’s activities.  In addition, we support the stated 
intention to review the first two years of reporting by quoted companies in 2015 to determine whether to 
extend the reporting requirement to all large companies. 

We offer the following comments on the draft regulations. 

Reporting boundary 

It is unclear how the interplay works between s415(2) of the Companies Act 2006 (CA 2006), which 
seems to require alignment with the boundary used in the consolidated financial statements (‘the financial 
control approach’), and the wording of the introduction to draft regulation 3(1) which suggests the 
reporting boundary is “activities undertaken by the company.”  This is because the regulations are made 
under s416 of CA 2006, which will in turn be subject to s415(2) which states that: 

“(2) For a financial year in which— 

(a) the company is a parent company, and 

(b) the directors of the company prepare group accounts,  

the directors' report must be a consolidated report (a “group directors' report”) relating to 
the undertakings included in the consolidation.” 
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Draft paragraph 3(1)(a) of the regulation specifies that such activities would, amongst others, encompass 
the combustion of fuel “in any premises, machinery or equipment operated, owned or controlled by the 
company.”  This could include premises, machinery or equipment not recognised in the consolidated 
financial statements.  Whichever approach is adopted regarding the reporting boundary, we believe that 
the government needs to make clear what is and is not required. 

We believe that the proposed approach, which appears to be the financial control approach, would have 
the following consequences: 

• Real estate companies consolidate subsidiaries that own properties but have little control over 
the emissions from those properties, which are the responsibility of the tenants who will, amongst 
other things, decide what they do in the property, how much they heat or cool it, etc.  Conversely, 
companies that lease their premises and pay the energy bills but do not recognise an asset for 
those premises for financial reporting purposes, will not be required to disclose their emissions.  
As such, we believe many preparers will simply not be able to obtain the data needed to report 
using the financial control approach, or certainly not without a transitional period within which to 
do so.  In the real estate example above, leases currently will not typically give the landlord the 
right to demand carbon emission data from tenants. You could argue, from the perspective of a 
user of the financial statements that, where a lessor leases a building under an operating lease, 
emissions data regarding that building is meaningful, i.e. that the lessor has a practical 
responsibility for the emissions efficiency of the building.  You could also argue that the tenant 
using the building, and currently not required to recognise an asset for their right to use the 
building under existing financial reporting standards, is also partially responsible for emissions of 
the building.  In sum, the emissions are not necessarily under the unilateral control of one party 
and if both parties were required to disclose emissions information, there could be a potential for 
double-counting of emissions were that data to be used for any statistical purposes.  However, 
the counter-argument is that such emissions data in respect of a building could be relevant for 
users of the financial statements both of the lessor and of the lessee. 
 

• Mining and oil and gas companies often operate through joint ventures.  If joint ventures are 
accounted for using the equity method, their carbon emissions would not be captured if the 
boundary is drawn as set out in s415(2) CA 2006 as it is only parent and subsidiary undertakings 
that are included in the consolidation for financial reporting purposes. 
 

• Draft paragraph 5, the purpose of which is to allow companies already reporting under other 
obligations (for example submitting emissions information as part of the UK’s Carbon Reduction 
Commitment Scheme) to re-use the data collected for that purpose to comply with the 
greenhouse gas emissions regulation, is not particularly helpful since the data used for other 
purposes would not be sufficient in order to satisfy reporting requirements under the proposed 
regulation. This is because the reporting boundary of information used for these other obligations 
is different from that required by the financial control approach.  For example, the CRC scheme 
only includes UK emissions.  The CRC also collects data based on who pays the electricity bill, 
rather than who controls the usage (where a tenant leasing premises under an operating lease 
pays the electricity bill, again, as noted, the landlord will not typically have this electricity usage 
data).   
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One approach to resolve some of the above challenges would be to encourage entities to adopt the 
financial control method without mandating it.  This could be achieved by amending draft regulation 4 as 
follows: 

 “4 A directors’ report must state include: 

(a) an explanation of the methodology, including the approach used to establish the 
organisational boundary, used to calculate the tonnes of carbon dioxide emissions included in 
the report under regulation 3; and 

(b) if the financial control method is not used to establish the organisational boundary, an 
explanation of the reasons why that method was not used.”  

Alternatively, as stated above, if the government does not wish to allow such flexibility in the long term but 
wishes to mandate the financial control approach, we believe that a significant transitional period should 
be offered to preparers.  This could be achieved by amending regulation 4 as above and reviewing the 
approach as part of the five-year review required by regulation 8 (perhaps adding to regulation 8 an 
explicit requirement to consider the organisational boundary) or adding an explicit transitional provision 
allowing continued use of other reporting boundaries for a period of time. In view of the need to 
renegotiate agreements to enable collection of data in situations such as the landlord and tenant 
example, this would need to be for a minimum of three years. 

Materiality 

The draft regulations do not explicitly apply any principle of materiality in reporting emissions. We suggest 
that the concept of materiality be explicitly embedded into the regulations, for example by adding a 
regulation 3(5): “The techniques used to measure a company’s emissions should be designed to report a 
materially correct figure.”  Draft regulation 4 could also include a requirement to include “where relevant, 
an explanation of the degree of estimation uncertainty in measuring emissions.” Accompanying guidance 
from Defra could make it clear that this is not a carte blanche for companies simply to estimate emissions 
without any real attempt to collect accurate data, but would recognise that (for example) even the best 
scientific measurement equipment often has a relatively wide margin of error. 

If this is not possible, then we suggest that, at the very least, regulations 3(1) and 3(3) be amended to 
refer to “...thousands of tonnes...”. 

Use of emissions data from other reporting obligations 

We note the government’s intention that companies can use the data it prepares to meet its reporting 
requirements under the Climate Change Agreements, EU Emissions Trading Scheme and CRC Energy 
Efficiency Scheme. However, as drafted, regulation 5 does not necessarily achieve this – a company 
must first comply with regulations 3 and 4 and, if the data it uses for this purpose is derived from another 
reporting obligation, it must state that fact.  We suggest that the introduction to regulation 5 be redrafted 
as “(1) A directors’ report must state if will be taken to be compliant with regulation 3 if the relevant 
information included in the report was obtained...” with a new paragraph added “(2) If a company takes 
advantage of paragraph (1), that fact must be stated in the directors’ report.” 

As commented above, the data gathered for other regulatory purposes would not be capable of being 
used without adjustment to enable compliance with the requirements of this regulation. 
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Recalculation of the ‘first reporting year’ 

Regulation 7(3) requires the directors to state if, in subsequent years, they have recalculated the data 
reported for the first reporting year.  Paragraph 13 of the consultation paper points companies to the 
reasons why they may be “required” to recalculate base year emissions, for example, to allow for 
changes to the reporting group. However, the regulation does not contain a similar requirement.  We 
suggest that regulation 7(3) be amended to say “Every subsequent directors’ report must state if the 
relevant information in the first reporting year has been recalculated on the grounds that the company’s 
structure has changed, or if the relevant information has not been recalculated despite a change in the 
company’s structure, the reasons why it is not practical to do so.” 

Mechanism for legislation 

We are not sure of the rationale for keeping these regulations separate from Schedule 7 of the Large and 
Medium-Sized Companies and Groups (Accounts and Reports) Regulations 2008. Part 6 of that 
Schedule already contains obligations that only apply to quoted companies.  We suggest that the carbon 
reporting obligations established in these regulations should instead be included in that schedule.  This 
would provide quoted companies with a single place to identify all of their directors’ report obligations. 

Effective date 

In our view, the effective date of these regulations should be no earlier than those for the proposed BIS 
changes to narrative reporting.  We understand that those will apply to financial years ending on or after 1 
October 2013.  However, we note that the wider BIS narrative reporting regulations will largely be about 
reporting what companies already do in a different way; whereas these draft carbon reporting regulations 
will impose a new duty and companies will need time to implement systems to collect the necessary data.  
For a company with a year ending 31 October, the first carbon reporting year will have commenced 
several months before the final regulations are made. This contradicts the general principle that 
legislation should not have retrospective effect. Furthermore, we genuinely believe that, for the majority of 
smaller listed companies that do not yet collect emissions data, it will be impractical.  For example, in our 
2010 survey of carbon reporting ‘Carbon Reporting to Date - Seeing the Wood for the Trees’ which was 
based on a review of carbon reporting by a sample of one hundred UK listed companies, only four 
companies clearly defined the boundary of their reported carbon footprint, indicating whether carbon 
reported related to business activities over which the company had financial control or over which the 
company had operational control. 

We would suggest a later effective date of the regulation, with the government encouraging early 
adoption. 

Additional guidance 

We believe that companies will require guidance in applying the regulations, over and above the KPI 
guidance that the Department is also consulting on.  We have set out in an appendix some areas where 
we believe additional material would be helpful. 
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If you have any questions regarding our comments, please contact Veronica Poole on 020 7007 6069 or 
Guy Battle on 020 7007 7537. 

Yours faithfully, 

       

Veronica Poole      Guy Battle  
National Head      Partner, UK Head 
Accounting and Corporate Reporting   Sustainability Services  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

6 

 

 

APPENDIX: Areas in which additional non-statutory D efra guidance may be helpful 

We anticipate that Defra will issue updated guidance to companies to support this legislation.  Areas that 
we consider would benefit from such guidance are: 

The decision whether or not to report scope 3 emissions 

We appreciate that, for the purposes of legislation, it likely makes most sense to only mandate disclosure 
of scope 1 and 2 emissions, which are largely factual. However, whilst the extent and boundary of scope 
3 emissions is often more subjective and subject to a greater degree of estimation uncertainty, they can 
often be the most material source for many organisations. Companies that already measure their 
environmental impact are often already disclosing their significant scope 3 emissions.   

We would suggest that supporting guidance to the legislation emphasises that, whilst disclosure of scope 
1 and 2 emissions is mandatory, disclosure of scope 3 emissions will continue to be recommended 
(accompanied by a clear basis of reporting) and should be considered by directors as part of their 
decision as to what they need to report under s417(5)(b)(i) of the Companies Act 2006. 

On-going disclosure of ‘first reporting year’ 

The draft statutory instrument (‘SI’) requires continuous disclosure of the first reporting year to enable a 
trend to be seen of performance compared to this.  Some companies have already set a baseline and 
may wish to continue to report their performance against that baseline each year.  The purpose of the 
legislation, however, is to support comparability.  As such, companies may continue to supplement the 
‘first reporting year’ information required by the SI with their own previously determined baseline 
information; they will need to disclose what is required by law with sufficient prominence for it to be clear 
which information that is.  We suggest that the government clarifies this point and, if the implementation 
date of the SI is deferred with early adoption encouraged, whether the first reporting year can therefore 
differ for organisations that early adopt. 

 

 

 

 


