


Table of Contents

Tackling Deforestation and
Protecting Investors: Material
Financial Risks from Tropical
Commodities

SECTION 1: OVERVIEW OF TROPICAL COMMODITIES 1
AND THE US ECONOMY

SECTION2: UNDERSTANDING KEY IMPACT 6
PATHWAYS OF CLIMATE RELATED FOREST, FOOD,
AND LAND RISKS

SECTION 3: BENEFITS OF EXPANDING CLIMATE- 8
RELATED FOREST, FOOD, AND LAND RISK
REPORTING FOR COMPANIES AND INVESTORS

SECTION 4: RECOMMENDATIONS FOR US 9
LEADERSHIP ON CLIMATE-RELATED FOREST, FOOD,
AND LAND RISK THROUGH MANDATORY SEC
DISCLOSURES




Tackling Deforestation and Protecting Investors: Material Financial Risks from Tropical
Commodities | 1

The US imported $618 billion in tropical commodities in 2020, including $76 billion in
tropical agricultural commodities. Here’s why that matters as the Securities and Exchange
Commission deliberates on climate-related financial disclosures.

Tropical commodities and the US economy

The Securities and Exchange Commission (SEC) is currently considering mandating climate-related
financial disclosures in alignment with President Biden’s May 20" Executive Order on Climate-
Related Financial Risk. After considering submissions from a public comment period in June
2021, the SEC plans to release draft disclosures early this year. While domestic fossil
fuels, transportation, and manufacturing sectors have been heavily discussed with regard to
these disclosures, supply chains emissions in the forest, food, and land sectors are often
overlooked.

Continuing to overlook this vital leaves a major gap in US climate ambitions as domestic
companies imported $618 billion in tropical commodities in 2020, of which $76 billion was from
agricultural commodities, as shown below.

Agricultural Commodity Imports as a Percentage of Tropical
Commodity Imports

2020 US tropical commodity imports

Other Tropical Commodity Imports 87.69%

Tropical Agricultural Commodity Imports 12.31%/

Tropical Commodity Imports

Data sourced from the UN Comtrade Database

Tropical Commodity Imports as a Percentage of Total Commodity
Imports

2020 US total commodity imports

Other Commodity Imports 74.29%

Tropical Commodity Imports 25.71%.

Combined Commodity Imports

Data sourced from the UN Comtrade Database
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Tropical agricultural commodity imports are particularly significant because tropical commodities
compete for land with the world’s largest rainforests. These imports are at high risk of being linked
to deforestation, which requires additional risk mitigation measures to protect investors.

The sourcing and financing of agricultural commodities produced in tropical regions, such as soy,
palm, cocoa, pulp & paper, and cattle is the largest single cause of deforestation and forest
degradation, whose emissions are roughly on par with the global transportation sector. These
commodities contribute to significant revenue flows across a variety of sectors, including food and
beverage processing and production, automobile manufacturing, textiles, chemicals,
pharmaceuticals, retail, food service, personal care products, print publishing, forestry,
construction, energy and biofuels, and finance. In fact, in an analysis of 187 downstream
companies, CDP found that nearly a quarter of company revenues depended on just four
deforestation-linked commodities: cattle, palm oil, soy, and timber. These commodities are
included in US 2020 agricultural imports from tropical countries below.



https://www.globalforestwatch.org/dashboards/global/?category=summary&dashboardPrompts=&location=WyJnbG9iYWwiXQ%3D%3D&map=%3D%3D&showMap=true&treeLossTsc=eyJoaWdobGlnaHRlZCI6ZmFsc2V9
https://www.ipcc.ch/report/sixth-assessment-report-working-group-i/
https://ecologi.com/articles/blog/industries-and-sectors-driving-deforestation-what-you-need-to-know
https://www.cdp.net/en/articles/media/press-release-revenues-in-jeopardy-as-companies-reliant-on-commodities-linked-to-deforestation-underestimate-risk
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Tropical Agricultural Commodity Imports by Country

2020 US imports by country in millions of US dollars

Singapore
3,293

Colombia Costa Rica Philippines | Nicaragua
3,086 1,872

Ecuador
2531

Honduras
1128

Guatemala

2473 .
Malaysia

250

Data sourced from the UN Comtrade Database
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Tropical Agricultural Commodity Imports

2020 US imports by commaodity in millions of US dollars
Fruit and nuts, edible; peel of citrus fruit or melons
Vegetables and certain roots and tubers; edible
Beverages, spirits and vinegar
Fish and crustaceans, molluscs and other aquatic invertebrates
Coffee, tea, mate and spices
Miscellaneous edible preparations
Preparations of vegetables, fruit, nuts or other parts of plants
Meat, fish or crustaceans, molluscs or other aquatic invertebrates; preparations thereof
Sugars and sugar confectionery
Animal or vegetable fats and oils and their cleavage products; prepared animal fats; anima...
Preparations of cereals, flour, starch or milk; pastrycooks' products
Meat and edible meat offal
Trees and other plants, live; bulbs, roots and the like; cut flowers and ornamental foliage
Cocoa and cocoa preparations
Cereals
Animals; live
Food industries, residues and wastes thereof; prepared animal fodder
Tobacco and manufactured tobacco substitutes
Oil seeds and oleaginous fruits; miscellaneous grains, seeds and fruit, industrial or medicin...
Lac; gums, resins and other vegetable saps and extracts
Dairy produce; birds' eggs; natural honey; edible products of animal origin, not elsewhere...
Products of the milling industry; malt, starches, inulin, wheat gluten
Animal originated products; not elsewhere specified or included
Cotton [ 198
Vegetable plaiting materials; vegetable products not elsewhere specified or included [§j103
Vegetable textile fibres; paper yarn and woven fabrics of paper yarn %
Wool, fine or coarse animal hair; horsehair yarn and woven fabric |56
Silk |12
0 2,000 4,000 6,000 8,000 10,000 12,000 14,000 16,000

Data sourced from the UN Comtrade Database

climateadvisers.org
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Sourcing commodities linked to material climate change risks without transparent reporting is
likely to adversely impact both companies and investors in the long run. Virtually all the scientific
models for meeting the Paris goals require achieving zero net deforestation by 2030, and 85
percent of land-based emissions must be abated by 2050 compared to the Business-as-Usual
scenario. As governments work toward these goals, climate transition risks, along with physical
risks to agricultural yields, are likely to disrupt upstream agricultural producers and have a ripple
effect along diverse supply chains.

Companies that fail to address these material financial risks will increasingly be exposed to
potential regulatory action, loss of market access, and a decline in customers in the short term,
along with supply chain disruptions and higher production costs in the long term. For example,
economic modeling conducted by Orbitas _suggests that Colombian cattle ranchers may face a
sixfold increase in production costs related to emissions. The combination of land use restrictions
and consumer demand changes pose significant risks to downstream companies across a broad
variety of sectors in the US, and companies most prepared to respond are likely to maximize future
cash flows.

In recent months, the US has displayed global leadership on climate action through its integrated
framework on climate-related financial regulations and US government commitment to ending
deforestation by 2030, which it made in collaboration with more than 100 other countries at the
Glasgow Climate Conference COP26. These actions signal the important linkage between the
Administration’s commitments to address climate-related financial risk and to promote the
protection of the Amazon rainforest and other critical ecosystems that serve as global carbon
sinks.

Perhaps the most important lever the US has in both tackling tropical deforestation and protecting
US investors from material financial risks is to require mandatory, transparent disclosures on
tropical commodity imports. Doing so would not only provide investors with standardized,
actionable information to enable responsible decision-making, but it would also arm the US with
the data required to track and mitigate its deforestation footprint in tropical regions. Given the
multitude of economic, social, and governance risks directly connected to forest, food, and land
sectors, financial regulations that do not explicitly cover them would be incomplete and ineffective
in both tackling climate change and protecting US investors.

The following sections further explain the nature of climate related forest, food, and land risks in
US supply chains, discuss the benefits of mandatory, standardized disclosures for both companies
and investors, and make recommendations for SEC action around climate-related financial
disclosures.


https://www.nature.com/articles/s43016-021-00341-6
https://www.nature.com/articles/s43016-021-00341-6
https://orbitas.finance/2020/12/03/ag-climate-transitions-risk-opportunities/
https://www.bbc.com/news/science-environment-59088498
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Understanding key impact pathways of climate
related forest, food, and land risks

Physical risk: Deforestation exacerbates the physical risk from climate change by reducing the
capacity of carbon sinks, eroding fertile soil, changing local precipitation patterns, and increasing
the likelihood of more extreme weather events. These changes are, in turn, likely to lead to lower
agricultural yields and stranded assets.

Transition risk:

Policy and legal risks result from government policy changes, litigation, or law enforcement.
Domestically, government restrictions on forest conversions and new concessions could_lead
to asset impairments, while carbon pricing schemes could reduce margins for high emitters.
In Indonesia, as much as 76 percent of unplanted concessions_may be stranded by 2040 due
to conservation efforts based on the country’s Nationally Determined Contribution.
Internationally, there has been an increase in supply chain due diligence obligations that will
require businesses to prove their products and services are deforestation-free (UK, EU, UK
and Germany). Similarly, carbon border adjustments and restrictions on counting biofuels
towards renewable targets have ripple effects across supply chains. Legal actions are
increasingly being taken against high emitting companies that may be responsible for
escalating climate-related damages. Finally, producers also_face potential exposure to
litigation for violations of other nations’ extraterritorial laws, such as the Lacey Act, the
Foreign Corrupt Practices Act, the Travel Act, and the Global Magnitsky Act in the United
States.

Technology risks originate from disruptive innovations or the rise of substitute products.
Tropical commodity producers in the beef industry, for example, face significant technology
risks from the development of lower forest risk alternatives, such as plant-based meat. A lack
of investment into new agroforestry techniques and technologies may also lead to lower
yields than competitors or reduced resilience to climate change.

Market risks arise from quickly changing market dynamics. Consumer demand for low
carbon and deforestation-free sourcing has increased No Deforestation, No peat, No
Exploitation (NDPE) requirements in consumer goods companies, manufacturers, and
retailers. For example, NDPE policies now_cover around 83 percent of palm oil refineries.
Climate laggards also risk lower credit ratings, while potentially facing rising input costs
due to upstream physical and operational risks.

Reputational risks are driven by actions that damage a company'’s public image. These risks
are on the rise as investors and consumers alike are demanding that companies align
products and services with global emissions-reduction goals. Companies also face
increased scrutiny if deforestation risk is not disclosed.



https://onlinelibrary.wiley.com/journal/20457758
https://orbitas.finance/
https://orbitas.finance/
https://chainreactionresearch.com/the-chain-eu-proposal-on-deforestation-linked-products-poses-risks-for-companies-investors/
https://granthaminstitute.com/
https://climateadvisers.org/deforestation-risks-and-german-financial-institutions/
https://forestlegality.org/policy/us-lacey-act
https://www.justice.gov/criminal-fraud/foreign-corrupt-practices-act
https://www.law.cornell.edu/uscode/text/18/1952
https://www.congress.gov/bill/114th-congress/senate-bill/284/text?utm_source=rss&utm_medium=rss
https://www.ndpe-irf.net/
https://www.ndpe-irf.net/
https://chainreactionresearch.com/report/ndpe-policies-cover-83-of-palm-oil-refineries-implementation-at-75/
https://chainreactionresearch.com/report/deforestation-driven-reputation-risk-could-become-material-for-fmcgs/
https://chainreactionresearch.com/report/fmcgs-lagging-efforts-in-ndpe-execution-lead-to-deforestation-usd-16-82b-reputation-risk/
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Below are some examples of financial risks that arise in tropical commodity supply chains:

Examples of Tropical Commodity Risk by TCFD Category

Category Event Example or Potential Source in Palm Oil and/or Beef
Government restrictions on ‘ . . .

Policy & Legal deforestation and peat land conversion Ing:!onesnan government moratorium on new concessions that clear primary forest or peatland
f , within a 66 million hectare area.
or agricultural uses.
Introduction of greenhouse gas (GHG)

Policy & Legal taxes or pricing systems that cover Peru, Colombia, and Indonesia have all committed to significant GHG emissions reductions.
agricultural producers.
Importing countries restrict or ban non-

Policy & Legal certified products, or those associated The E.U. plans to phase out palm-oil derived biodiesel.
with deforestation

Technolo New planting technologies enable higher Emerging agroforestry techniques open opportunities to boost yields, diversify income, and

9y yields reduce emissions in both palm oil and beef.

Market Shifts in consumer demand away from Transition scenarios project rises in global and regional palm oil demand but shifts away from
emissions intensive products. emissions-intensive ruminant meats.

Market Purchasers require new environmental At least 16 major Indonesian palm oil producers and refiners have committed to “No Peat, No
standards from their suppliers. Deforestation, No Exploitation” (NDPE) policies.

Reputation E]erpe:rs"’;: fé:;dsﬁgr:i::;el; ?ﬂ:‘:ﬂgs Preliminary studies show that Colombians are willing to pay significant premiums for
and/or substitutes. sustainable beef even while overall beef demand is slowing.
Capital providers link financing to

Reputation improvements in greenhouse gas Rabobank and others arranged a sustainability-linked credit facility for Olam International.
emissions
Shareholders or capital providers divest N Bank M NBIM)-the N ian s ign Wealth Fund—di d

Reputation or express concerns about ’ crgeAsll an Invest_njlzenl Management ( )-the Norwegian Sovereign Wealth Fund-diveste
environmental commitments. rom Alicorp over civil society concerns.
Increased NGO and stakeholder concern

Reputation about issues such as deforestation or NGOs play a highly active role in monitoring palm driven deforestation, including initiatives like

climate change increase scrutiny of
tropical commodity supply chains.

MAAP and through the Roundtable on Sustainable Palm Oil.

The type and materiality of financial risks that companies face depend on their supply chain role.
While upstream companies are highly exposed to physical climate change risks and policy, legal,
and market transition risks, downstream consumer-facing companies face material reputational
risk due to highly valuable brands and name recognition.

Deforestation Risks by Supply Chain Role

Upstream Companies

|

low high
Category Risk
Physical Risks Acute
Physical Risks Chronic

Transition Risks

Transition Risks

Transition Risks

Transition Risks

Policy and Legal

Market

Reputational
Technology

Average Risk

Midstream Companies Downstream Companies
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Benefits of expanding climate-related forest, food,
and land risk reporting for companies and investors

Benefits for companies: Currently, quantitative metrics, reporting frameworks, topics, and formats
vary widely, which increases the reporting burden for companies as they navigate the balance
between satisfying investor demands and greenwashing claims. Requiring standardized climate-
related disclosures, including forest, food, and land sectors, would:

Provide a more complete picture of long-term company risk

Level the playing field for industry leaders

Prevent duplication in climate reporting by providing clear guidance

Expand internal risk management processes

Reduce compliance risks related to illegality in the forest, food, and land sector

Most companies have historically
underreported climate-related risks from the forest and land use sector,
focusing narrowly instead on fossil fuels, when climate disclosures have
been made. A CDP survey of 1,500 companies with high forestry impacts

found that 70 percent did not disclose data on such impacts, and even the
companies that did disclose showed no or limited action to mitigate
impacts. Furthermore, in a recent Orbitas survey, 33 percent of
institutions do not consider or actively manage forest and land-related
climate transition risks in tropical commodity production today.

Benefits for investors: It is in the clear financial interests of investors - consistent with their
fiduciary duty - to effectively manage deforestation risks by engaging with companies and
governments on deforestation exposure. The financial sector would benefit from increased
transparency around the global forest, food, and land emissions footprint of its investments, along
with links to illegal deforestation, human rights abuses, and other criminal activity in the following
ways:

¢ Improve due diligence for investments with potential exposures to climate related forest,
food, and land risk

e Expand the ability to engage companies on improving risk mitigation measures through
access to standardized, comparable data

¢ Align long-term investments with a long-term risk profile that considers material climate
change risks (especially important for pension funds)

e Protect its reputation by reducing the likelihood of deforestation-linked investments

o Hedge against broader disruptive risks to the global economy posed by climate change.
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The
Forest 500 Annual Report 2021 concludes that financial institutions
currently provide over $5.5 trillion of finance to the 350 companies that

are most involved in producing and trading ‘forest risk commodities’:
these include agricultural commodities such as soy, palm oil and cocoa,
and other commaodities such as timber, paper and pulp, and rubber.

Recommendations for US leadership on climate-
related forest, food, and land risk through mandatory
SEC disclosures

In its upcoming draft of proposed climate-related financial disclosures, the SEC should:

1. Recognize publicly that climate-related financial regulations should apply with equal force
to financial risks associated with the global forest, food, and land sectors, as well as to fossil
fuels, transportation, and industrial emissions.

2. Direct the Financial Stability Oversight Council to work with the Task Force on Climate-
Related Financial Disclosures (TCFD) to strengthen guidance on the forest, food, and land
sector; engage with the work of the Taskforce on Nature-Related Financial Disclosures;
and work with members to identify datasets and methodologies that can support the
integration of nature-related financial risks, including deforestation, into financial decision-
making.

3. Adopt forest, food, and land specific metrics and standards to ensure companies report
adequately on this often-forgotten sector. While all industries should disclose scope 1, 2,
and 3 emissions using the Greenhouse Gas Protocol, specialized metrics should also apply
to all companies that source, own, or manage tropical commodities. Recommended
qualitative and quantitative metrics include disclosures on traceability, monitoring,
grievance processes, land disputes with Indigenous People and traditional communities,
and risk mitigation strategies.

4. Require the inclusion of forest, food, and land climate reporting in all company filings, not
just annual sustainability reports. For quarterly and annual filings, forest, food, and land
reporting should be required in the following sections:

a) Management discussion and analysis (MD&A): Science-based targets, transition plans,
and regular progress updates should be included. Material dependences on natural
capital in operations and supply chains should also be disclosed and considered.

b) Risk Factors: Climate change risks, including forest, food, and land risks, should be
included in a company’s risk disclosures based on TCFD recommendations.
Scenario analysis should also use standardized climate change assumptions and
methodologies.



https://home.treasury.gov/policy-issues/financial-markets-financial-institutions-and-fiscal-service/fsoc
https://www.fsb-tcfd.org/
https://www.fsb-tcfd.org/
https://tnfd.global/
https://ghgprotocol.org/
https://www.fsb-tcfd.org/recommendations/
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c) Financial statements and supplementary data: Greenhouse gas emissions reporting
should be mandatory for all companies, similar to a company’s financial statements.

d) High Deforestation Risk Commodity Disclosures: Quantitative sector-specific
disclosures should be standardized for companies with exposure to tropical
commodities linked to tropical deforestation, as defined by the CDP, following the
precedent of item 4 on “Mine Safety Disclosures.”

5. Expand assurance processes to incorporate forest, food, and land emissions. Collaborate
with the Public Company Accounting Oversight Board to ensure that audit functions
appropriately consider all forest, food, and land related metrics, that the assumptions are
standardized.

CLIMATE
ADVISERS

Climate Advisers works to strengthen climate action in the United States and around the world through
research, analysis, public policy advocacy and communications strategies. We partner with governments,

non-profits, philanthropies, international organizations, financial institutions and companies to help
deliver the clean economy. We develop and promote sensible, high-impact initiatives that improve lives,
enhance international security and strengthen communities. Climate Advisers currently consists of
several independent organizations collaborating to advance the same mission, including: Climate Advisers
Trust, a U.S. non-profit, Climate Advisers United Kingdom, a U.K. non-profit, and Climate Advisers
Incorporated, a global consultancy. Further information is available at climateadvisers.org



https://www.cdp.net/en/forests
https://pcaobus.org/
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