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INTRODUCTION

California’s pioneering climate regulations are setting 
a new global standard for climate risk disclosure – 
demanding greater transparency and driving deeper 
insights for corporates and investors alike. These 
rules are designed not only to inform smarter 
decision-making, but also to help organisations 
mitigate risk, adapt to a changing climate, and 
accelerate meaningful emissions reductions.
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INTRODUCTION

Our global team of climate risk and reporting 
specialists is ready to help you strengthen your 
climate strategy and meet compliance requirements 
efficiently, cost-effectively and with confidence. 

Beyond regulatory alignment, we offer support to 
identify climate-related impacts, risks and 
opportunities; conducting scenario analyses; 
building a robust greenhouse gas (GHG) inventory 
and governance framework; and preparing 
high-quality disclosures aligned to International 
Financial Reporting Standards (IFRS) S2 or the Task 
Force on Climate-related Financial Disclosures 
(TCFD) – integrated with your reporting software. 

By embedding climate risk management into your 
core strategy, we’ll help you unlock long-term 
business value, enhance resilience and position your 
organization for competitive advantage in a rapidly 
evolving global market, including the growing wave 
of International Sustainability Standards Board 
(ISSB)-aligned regulations worldwide.

Sincerely,

Sami Parsons
Head of Reporting and Sustainability Advisory

Companies operating in the U.S., 
especially in California, are 
navigating a fast-changing 
regulatory landscape amid 
growing climate-related risks. 

As the world’s fourth-largest economy, California 
has long been a pioneer in environmental regulation. 
With businesses facing increasing exposure to 
physical- and transition-related climate risks 
alongside limited federal action, the California Air 
Resources Board (CARB) and state policymakers are 
taking bold steps. Their proactive stance reflects a 
clear truth: early action costs far less than the 
economic consequences of inaction, which the 
World Meteorological Organization estimates could 
reach up to $1,266 trillion globally.

This guide distils what you need to do to comply 
with California’s Climate Corporate Data 
Accountability Act (SB 253), Climate-Related 
Financial Risk Act (SB 261), and the Voluntary 
Carbon Market Disclosures Act (AB 1305). 



EXECUTIVE SUMMARY

Key regulations 

> SB 253 – Climate Corporate Data 
Accountability Act
Requires large companies doing business in 
California to disclose full Scope 1, 2 and 3 GHG 
emissions, verified by an independent third 
party.

> SB 261 – Climate-Related Financial 
Risk Disclosure
Mandates biennial reporting of climate-related 
financial risks and mitigation measures, aligned 
with TCFD/ISSB. 

> AB 1305 – Voluntary Carbon 
Market Disclosures Act
Imposes transparency rules on the use and 
marketing of carbon offsets and climate-related 
claims.

Latest CARB Workshop on the “200s”. 

CARB's SB261 Compliance Checklist.

Business value 
beyond compliance

> Transparent reporting on emissions and risks 
strengthens trust with shareholders and capital 
providers.

> Early alignment with California rules positions 
companies to meet global standards (ISSB, EU 
Corporate Sustainability Reporting Directive 
(CSRD)) efficiently, creating a more future-
proof reporting disclosure.

> Managing climate risks proactively protects 
supply chains, reduces costs and unlocks 
long-term competitive advantage.

As the world’s fourth-largest 
economy, California is a 
regulatory leader, setting national 
and global precedents in climate 
transparency. 

Corporate exposure is increasing, 
driven by physical risks such as 
wildfires, droughts and heatwaves, 
alongside transition risks from 
policy changes, litigation and 
growing investor expectations.

The landscape is moving swiftly 
from voluntary ESG reporting to 
mandatory, enforceable state-
level disclosure requirements.

https://ww2.arb.ca.gov/sites/default/files/2025-08/SB%20253%20261%20workshop%20slides%208-21.pdf
https://ww2.arb.ca.gov/sites/default/files/2025-09/Climate%20Related%20Financial%20Risk%20Report%20Checklist.pdf


AT A GLANCE: THE CALIFORNIA CORPORATE DATA ACCOUNTABILITY ACT (SB 253)

Key requirements and timings

Draft regulations, administered by the CARB, are 
expected by the end of 2025, with final rulemaking 

potentially extending into late 2026.

How to comply

Information should be reported directly to CARB, 
not via public reports.

Verification of data must be conducted by a registry 
or third-party auditor with carbon accounting 
expertise.

Companies that fail to comply could be subject to 
civil penalties from the state’s attorney general.

No penalties will be imposed in 2026 if companies 
demonstrate a “good faith effort” in preparing their 
disclosures – acknowledging the complexity of 
gathering robust GHG data. This should include the 
most recent financial year data available, so if 2024 
is the most recent and best available it would meet 
the requirements to report by June 30, 2026.

Companies will need to pay an estimated fee of 
$3,106 annually per subsidiary covered. 

CARB Factsheet here.

SB 253 requires public and 
private companies doing 
business in California with over 
$1 billion in annual revenue to 
disclose GHG emissions in line 
with the GHG Protocol. 

The aim of this regulation is to 
support informed decision-
making by investors, regulators 
and the public through greater 
visibility on how companies are 
preparing for climate impacts.

Requirement Timing

Scope 1 and 2 emissions 
disclosure

Annually from 
2026

Scope 3 emissions 
disclosure

From 2027, 
within 180 days 
of Scope 1 
and 2

Assurance for Scope 1 
and 2

Required by 
2026

Enhanced assurance:
> Reasonable assurance 

for Scope 1 and 2
> Limited assurance for 

Scope 3

By 2030

https://legiscan.com/CA/text/SB253/2023
https://legiscan.com/CA/text/SB253/2023
https://legiscan.com/CA/text/SB253/2023
https://legiscan.com/CA/text/SB253/2023
https://legiscan.com/CA/text/SB253/2023
https://legiscan.com/CA/text/SB253/2023
https://ww2.arb.ca.gov/sites/default/files/2025-07/FAQs%20Regarding%20California%20Climate%20Disclosure%20Requirements_ver1.pdf


AT A GLANCE: THE CALIFORNIA CLIMATE-RELATED FINANCIAL RISK ACT (SB 261)

Key requirements and timings

In-scope companies will be required to report 
biennially from 2026 based on 2025 (financial or 
calendar year data), followed by their second report 
in 2028 based on 2027 data.

Reports must follow the TCFD framework’s four 
key pillars. Alternatively, companies may use IFRS 
S2, which meets all TCFD requirements and 
supports global alignment for international firms.

How to comply

Reports must be published on company websites 
(or disclosed publicly) and the link to the report 
must be submitted to CARB through their public 
docket opening December 2025 with reports 
officially due January 1st. The docket will remain 
open until July 2026. 

Report will be reviewed by the Climate-Related Risk 
Disclosure Advisory Group to identify inadequate 
reports and propose additional policy changes and 
best practices for disclosure.

Penalties for noncompliance are up to $50,000 per 
year, with enforcement by CARB.

Companies will need to pay an annual fee of $1,403 
per covered subsidiary.

Scenario analysis will not be part of the minimum 
requirements of the first report for those that have 
not yet done a scenario analysis.

 

SB 261 requires public and private 
companies doing business in 
California with over $500 million 
in annual revenue to publish a 
biennial climate-related financial 
risk report aligned to the TCFD or 
equivalent standard such as IFRS 
S2. 

The aim of this regulation is to 
protect consumers and investors 
from climate-related disruptions.

Governance Oversight roles of board and 
management

Strategy Impact of climate risks on 
business model and planning

Risk 
management

Identification and control of 
physical and transition risks

Metrics and 
targets

Quantitative measures such 
as GHG emissions and 
mitigation progress

https://opr.ca.gov/news/2021/04-05.html
https://opr.ca.gov/news/2021/04-05.html
https://opr.ca.gov/news/2021/04-05.html
https://opr.ca.gov/news/2021/04-05.html


AT A GLANCE: THE VOLUNTARY CARBON MARKET DISCLOSURES ACT (AB 1305)

Key requirements and timings

Regulations took effect on January 1, 2024, with 
disclosure requirements beginning on January 1, 2025.

How to comply

Required disclosures must be published on 
company websites or made publicly accessible 
and updated at least annually. 

Requirements are especially relevant to:

> marketing and sustainability teams making 
public climate claims

> legal and compliance teams reviewing 
offset strategies

> reporting teams preparing ESG 
disclosures, especially those aligned 
with GRI 305, ISSB or TCFD.

Noncompliance may result in fines of up to $5,000 
per day per violation, capped at $500,000 
annually.

AB 1305 does not apply to offsets used for legal 
compliance, such as those under California’s cap-
and-trade program.

AB 1305 requires companies that 
sell or purchase voluntary carbon 
offsets or make public climate-
related claims (e.g., net zero, 
carbon neutral) in California to 
publicly disclose detailed 
information about those claims 
and offset projects. 

The purpose of the legislation is 
to combat greenwashing and 
increase transparency.

Applicable to Disclosure requirement

Entities making 
climate claims 
(e.g., net zero, 
carbon neutral, 
reducing 
emissions
through offsets)

> The offset registry or 
program used

> The project 
type and protocol

> How the claim was 
calculated and verified

> Whether offsets are used 
for past emissions, future 
goals or both

Entities selling 
voluntary carbon 
offsets

> The project location, 
type and standard

> Permanence,
additionality and failure 
contingencies

> How credits are 
calculated and verified



CALIFORNIA CLIMATE 
REGULATIONS: THE CURRENT 
STATE OF PLAY

Flag has undertaken a review of 
some of the largest companies in 
California based on market cap 
to identify key trends in 
regulatory preparedness for 
SB 253 and SB 261.

Key findings

>Tech and clean energy lead all categories, and finance and 
health/life sciences are close behind, with manufacturing and 
retail companies needing to improve.

>Even among the best, major work is required on (a) full Scope 3 
inventory, (b) advanced assurance and (c) transition plan 
detail/roadmaps.

>Board integration, scenario analysis and actionable financial 
linkages are the most persistent weaknesses.

>The state’s largest companies are better prepared for SB 253 
and SB 261 than their smaller peers, especially if also subject to 
EU/UK requirements. However, broad alignment across all 
disclosure dimensions is not yet universal.



CALIFORNIA CLIMATE 
REGULATIONS: THE CURRENT 
STATE OF PLAY (CONT.)

Top impacts, risks and 
opportunities (IROs) disclosed

> Most report material physical and 
transition risks in line with TCFD 
(e.g., supply chain disruption, 
regulatory transition, energy costs, 
reputational risks).

> As California is home to some of the 
world’s leading tech companies, it is no 
surprise that new green products/ 
markets are disclosed as opportunities 
by tech and clean energy companies.

Corporate governance structures 
for climate risk

> The largest California businesses have 
clear climate governance in place with 
dedicated committees overseeing 
climate risk; however, integration with 
financial oversight and explicit board-
level expertise is less consistent. 

Scope 1, 2 and 3 emissions data

> The largest companies are all reporting 
Scope 1 and 2 emissions data using the 
GHG Protocol.

> Scope 3 data is much less consistent: 
Many disclose it partially or in aggregate 
only; boundary and category 
completeness as mandated by SB 253 is 
rare outside a handful of leaders (Apple, 
Google, Meta).

> Most companies have limited assurance 
over Scope 1 and 2 data, while Scope 3 
is typically neither assured to limited 
level nor reasonable assurance provided 
to any of the data.

California’s top companies are 
responding to climate-related 
risks and opportunities with 
varying levels of governance, 
emissions reporting and 
assurance practices.



CALIFORNIA CLIMATE 
REGULATIONS: THE CURRENT 
STATE OF PLAY (CONT.)

Targets

> Most top companies have net-zero or 
science-based targets (Apple, Alphabet, 
Meta, Tesla), usually for Scope 1 and 2.

> Far fewer set Science Based Targets 
initiative (SBTi)-approved goals for 
Scope 3; several remain silent on supply 
chain goals.

Climate transition plans

> About half conduct high-level TCFD 
scenario analysis (1.5°C/2°C, often 
qualitative).

> Integration into company-wide decision 
making is variable, and public reporting 
of assumptions/methodology 
remains limited.

Decarbonization roadmap

> Most advanced companies, such as 
Apple and Alphabet, have concrete 
decarbonization strategies but 
comprehensive supply chain and 
multi-year roadmaps are rare.

> Many roadmaps lack interim and 
short-term targets showing pathways 
for how to get to longer-term goals.

California’s leading companies 
are making strong commitments 
on Scope 1 and 2 emissions but 
limited progress on Scope 3 
goals, scenario analysis and 
detailed decarbonization 
roadmaps.



WHAT DOES STRONG CLIMATE DISCLOSURE LOOK LIKE?

To align with the structure of the TCFD framework, which has been carried through to 
ISSB’s IFRS S1 and S2, robust climate disclosure should include these key components:

> Clear roles for board and management in overseeing 
climate risks and opportunities.

> Board and executive team have demonstrated 
expertise and climate related skills. 

> Links to policies on climate change and executive 
compensation linked to decarbonization progress.

> Assessment of actual and potential impacts of 
climate issues on business, strategy and planning 
and where the impact falls across the value chain.

> Clear infographic showcasing decarbonization 
strategy and transition plan.

> Strategy aligns to science and 1.5° degrees of 
warming and covers long, medium and short-term 
targets and actions.

> Quantitative scenario analysis undertaken with 
clear financial impacts understood. 

> Robust processes for identifying, assessing and 
managing climate-related risks.

> Climate risk integrated within enterprise risk 
management approach.

> Clear controls are in place for climate risks, and 
these are documented in the Form 10-k/Annual 
Report if financially material as well as in TCFD or 
IFRS S2 report.

> Transparent reporting of GHG emissions (all scopes), 
climate goals and progress.

> Disclosure of GHG goal baselines and up to 3 years’ 
worth of data where available.

> Clear short-term targets underpinning longer-term 
science-based goals.

> Limited assurance of Scope 1 and 2 data for now.

> Clear footnoting of estimations and data 
methodologies aligned to the GHG protocol. 

Governance Risk management

Strategy Metrics and targets

“Best practice means 
using consistent, 
decision-useful data, 
applying scenario 
analysis and 
integrating climate 
insights into business 
strategy and 
reporting cycles.”

Sami Parsons, Head of Reporting 
and Sustainability Advisory



CORE STANDARDS: TCFD, IFRS S2 AND GHG PROTOCOL

These frameworks overlap significantly; aligning with one sets you up for compliance with others.

> Four-pillar framework: governance, 
strategy, risk management, metrics 
and targets. 

> Focus on financial impact of climate 
risks and opportunities. 

> Sets global standard for calculating 
and reporting Scope 1, 2 and 3 
emissions.

> Requires data collection across the 
entire value chain.

> Builds on TCFD, now a global baseline for 
investor-focused climate disclosure.

> Requires climate-related scenario analysis, 
Scope 1–3 emissions and transition 
planning.

> Designed for interoperability with CSRD, 
Securities and Exchange Commission (SEC) 
and other standards.

> GHG Protocol is tightly linked with 
California’s SB 253, providing the 
methodology required for the 
mandated climate disclosures that 
must be “in accordance with” the 
GHG Protocol.

> SB 253 disclosure content will benefit from mapping to TCFD/IFRS frameworks for 
global consistency.

> SB 261 must be aligned to TCFD or equivalent standards such as IFRS S2.

> IFRS S2 is considered an advanced, globally harmonized version of TCFD; therefore, using it 
offers forward compatibility as more jurisdictions adopt ISSB rules.



BEYOND COMPLIANCE

One robust, streamlined 
approach to compliance 
unlocks efficiency and 
builds global confidence. 

A shared DNA

> California, ISSB and 
CSRD all require holistic 
coverage spanning 
governance, strategy, 
risk and metrics/targets. 

> Demonstrating a 
readiness for California’s 
rules simplifies global 
compliance.

Planning ahead

> Map existing disclosures 
to TCFD/ISSB pillars. 

> Prioritize GHG emissions 
data quality and 
completeness 
(particularly Scope 3).

> Use integrated 
governance structures of 
cross-functional climate 
committees and board 
oversight to streamline 
compliance.

Acting now to unlock 
business value

> Early action avoids 
bottlenecks and 
enables system-level 
efficiencies.

> Board-level leadership 
signals credibility to 
investors, customers and 
worldwide regulators. 

> Cross-compatibility 
between TCFD, IFRS S2 
and the GHG Protocol 
reduces duplications and 
resource waste. 



REGULATION INTEROPERABILITY

This table highlights how California requirements, TCFD, IFRS S2 and CSRD align across key disclosure pillars, 
enabling companies to streamline compliance and leverage a unified approach to global climate reporting.

Requirement pillar California (SB 253/SB 261) TCFD ISSB (IFRS S1 & S2) CSRD

Governance
Required (SB 261: disclose 
board/management roles in risk 
oversight)

Board and management 
oversight of climate risk

Same as TCFD; explicit ISSB 
guidance

Required under ESRS 2: Board oversight of sustainability 
matters, explicit governance structure and processes for 
sustainability-related impacts, risks and opportunities

Strategy
Required (SB 261: describe 
climate risks/impacts on business, 
strategy and financials)

Business strategy impact, 
resilience and targets

Expands TCFD: scenario 
analysis required

Business strategy integration with sustainability impacts, 
resilience analysis through scenario analysis, and climate 
transition plans

Risk management
Required (SB 261: processes to 
identify, assess and manage 
climate risk)

Processes for managing climate 
risk

Same as TCFD; enhanced 
requirements

Required under ESRS 2: Processes for identifying, assessing 
and managing sustainability-related impacts, risks and 
opportunities

Metrics and targets
GHG emissions (all scopes, per 
GHG Protocol for SB 253)
Metrics and targets (SB 261)

Scope 1 and 2 emissions 
mandatory; Scope 3 
encouraged

Scope 1, 2 and 3 emissions 
mandatory; targets and progress 
reporting

Scope 1, 2 and 3 emissions are mandatory. Measurable, 
outcome-oriented and time-bound targets required for all 
material sustainability impacts

Scenario analysis
Recommended (via TCFD/IFRS S2 
for SB 261 compliance)

Strongly encouraged Explicit requirement
Mandatory under ESRS E1: Climate scenario analysis required 
including 2°C or lower scenario, assessment of physical and 
transition risks

Transition planning
Not explicit, but may be needed 
under SB 261 disclosures

Not explicit Explicit requirement
Explicit requirement under ESRS E1: Climate transition plans 
mandatory for companies with 1.5°C reduction targets

Assurance/verification
Emissions data must be 
independently assured (SB 253)

Not required
Encouraged/required under 
some jurisdictions

Mandatory limited assurance from 2025, progressing to 
reasonable assurance by 2028

Alignment with global 
standards

Encouraged; IFRS S2, TCFD, 
CSRD/SEC harmonization 
referenced

Designed as global baseline
Designed as global baseline, 
ISSB-led

Designed to be interoperable with TCFD, ISSB, GRI and other 
global frameworks



Apple’s 2025 Environmental Report outlines detailed progress against their robust 
decarbonization strategy and uses data visualization and an infographic to bring it to life.

LEADING EXAMPLES

https://www.apple.com/environment/pdf/Apple_Environmental_Progress_Report_2025.pdf


Google’s reporting on 
carbon removals and 
carbon claims is leading the 
way on AB 1305 with robust 
information on each 
removal project.

LEADING EXAMPLES

https://www.gstatic.com/gumdrop/sustainability/google-2024-environmental-report.pdf


Mars has published an AB 1305 
statement that references where 
more detail can be found on 
green claims.

Mars has published an AB 1305 
statement that references where 
more detail can be found on 
green claims.

LEADING EXAMPLES

https://www.mars.com/sites/g/files/dfsbuz106/files/2025-05/FOR%20PUBLICATION%20-%20California%20AB%201305%20Disclosure%20updates%20%285.2.25%29.pdf
https://www.mars.com/sites/g/files/dfsbuz106/files/2025-05/FOR%20PUBLICATION%20-%20California%20AB%201305%20Disclosure%20updates%20%285.2.25%29.pdf


Wells Fargo’s 65-page climate report provides robust risk identification and climate-risk 
scenario analysis, including physical and transition risks across short, medium and long term.

LEADING EXAMPLES

https://www.banktrack.org/download/climate_report_2024_2/240809_wells_fargo_climatedisclosure.pdf


Chevron’s 88-page 
climate resilience 
report provides robust 
climate risk 
governance, including 
identifying which board 
members have relevant 
risk management skills 
in place.

LEADING EXAMPLES

https://www.chevron.com/-/media/chevron/sustainability/documents/climate-change-resilience-report.pdf


Alaska Airlines has 
published an IFRS S2 
Index as part of its 
Corporate Impact Report, 
one of the first to do so.

LEADING EXAMPLES

https://news.alaskaair.com/investor-relations/events-presentations/wp-content/uploads/2025/06/AAG-Corporate-Impact-Report-2024.pdf


> Australia
> Bangladesh
> Brazil
> Chile
> Ghana
> Hong Kong SAR
> Jordan
> Kenya
> Malaysia
> Mexico

> Nigeria
> Pakistan
> Sri Lanka
> Taiwan
> Chinese Taipei
> Tanzania
> Turkey
> Zambia

BEYOND CALIFORNIA

For companies operating across multiple 
jurisdictions, Flag recommends adopting a global 
strategy by aligning with the ISSB IFRS S2 standards 
instead of relying solely on TCFD. 

This approach better positions organizations for 
compliance with the growing number of ISSB-focused 
regulations worldwide.

As of June 2025, 36 jurisdictions are at various stages 
in this process, with 17 having finalized mandatory or 
partly mandatory requirements.

Full adoption (target set):

Countries that have fully adopted IFRS S2

Canada, Japan, Singapore, and South Korea are in advanced 
consultation stages for adopting the standards.



HOW TO PREPARE FOR CALIFORNIA’S CLIMATE REGULATION 

Complying with California shouldn’t be treated as a tick 
box exercise. Instead, it’s about:

Utilizing an internal carbon 
price to drive business 
decision-making and 
capturing revenue from being 
part of a lower-carbon 
economy.

Enhancing your approach to 
physical and transition risks 
and protecting business 
value.

Ensuring your risk and 
climate teams are connected.

Building trust with the 
California regulator and your 
key stakeholders that you 
have a plan to address 
climate risk and impact.

Enhancing efficiency and 
reducing costs.

Upskilling your board to be 
able to balance short-term 
and longer-term risks.

Using financial modeling to 
build a bridge between 
sustainability and finance 
teams.

Meeting your fiduciary 
responsibility to investors 
and ensuring your business is 
resilient.

For multinational companies, 
preparing for California 
should not be viewed in 
isolation. Take a global 
approach to prepare for all 
ISSB regulations.

Our team of experts can help you not only tick the boxes but 
also use this opportunity to build a more resilient business. 



NEED A HAND?

California’s climate rules are a major step forward on 
climate risk, mitigation and transparency. 
Understanding the requirements, how they connect with 
global frameworks and planning early will help you 
create value and build resilience beyond compliance. 

Our expert team can help you interpret the 
requirements and integrate them into your strategy. 
Contact us for tailored support on info@flag.co.uk. 

London

New York

info@flag.co.uk 

LinkedIn/flag_3

www.flag.co.uk

We’re a global sustainability 

agency, providing strategy, 

communications and reporting 

support to the world's leading 

brands.

mailto:info@flag.co.uk
mailto:info@flag.co.uk
https://www.linkedin.com/company/flag_3
http://www.flag.co.uk/
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