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Executive Summary

Mergers and acquisitions have taken on new significance not just as a key element of business
strategy but as a potential source of climate risk. Research shows that, in aggregate, upstream oil and
gas assets are being transferred from companies with climate commitments and public disclosure
requirements to companies without those safeguards. This means that while such transactions may
help companies reach their own corporate emissions reduction targets, they do not contribute to
global greenhouse gas emissions reduction—and may even result in global emissions increasing.

While transactions in the oil and gas industry can increase reputational, climate, and transition risks,
they also present opportunities for industry players to lead on creating a new paradigm for oil and gas
transactions that is more compatible with global net zero goals.

This report outlines ways to take advantage of these opportunities by utilizing the Climate Principles
for Oil and Gas Mergers and Acquisitions, which are presented in the following four sections:

1. Pre-Deal Due Diligence: Diligence on acquirers should be performed prior to the initiation of
deals, including an assessment of both the climate standards and the financial strength of
potential buyers to manage environmental impacts. This assessment may allow for
screening out of acquirers that would increase the likelihood that transferred assets lead to
higher global emissions.

2. Disclosure: Public reporting of emissions and environmental impact should continue after
transaction, and parties should make clear what portion of emissions reduction is due to
transfers as opposed to other emissions reduction opportunities.

3. Emissions Reduction Targets and Strategy: Sellers should assist buyers in maintaining or
strengthening a transferred asset's reduction targets and strategy by sharing best
practices, and buyers should commit to continuity in standards when executing a purchase.

4. Decommissioning: Buyers should determine a plan for the decommissioning of transferred
assets including the expected cost and assigned liability.

These Principles offer paths for oil and gas companies to maintain progress toward individual and
collective climate goals after transfer. While they are not absolute, the Principles propose initial
steps for the oil and gas industry to take in global efforts to reduce emissions.



Introduction

This report presents the Climate Principles to the oil and gas industry for incorporation into
mergers and acquisitions (M&A; which should be understood as broadly covering mergers,
acquisitions, divestitures, equity transactions, asset transfers, and other energy transactions) and
also for further deliberation among all M&A stakeholders. These Principles will be necessary for
oil and gas companies, from upstream to downstream, as the industry strives to reach its broader
greenhouse gas (GHG) emissions reduction goals, which will likely introduce changes to the
industry’s existing way of doing business.

As oil and gas companies seek to reduce their GHG emissions to meet strengthening climate
standards (including improved disclosure, target setting, planning, execution and evaluation of work
to reduce emissions, and proper asset decommissioning), some have utilized divestiture as one
avenue for accomplishing these goals. However, in many cases, this practice is stalling global GHG
emissions reductions and increasing risk to the environment. M&A can raise money for investment
in new technologies that may lead to a reduction in emissions. However, these firm-level changes in
GHG emissions arising from portfolio modifications are clearly differentiated from more beneficial
methods of emissions reduction that lead to both firm- and industry-level emissions reductions.
Recognizing that acquisition and divestment are part of the corporate strategies of many oil and
gas companies, the Climate Principles are intended to inform improved transactions.

The Principles were drafted based on roundtable discussions that included individuals representing
players across the oil and gas industry, as well as other parties involved in transactions. Oil and gas
companies, banks, investors, policymakers, and advisors all have opportunities to lead by utilizing
and helping to further bolster and refine these Principles.

The Principles are presented in four distinct categories as follows: pre-deal due diligence,
disclosure, emissions reduction targets and strategy, and decommissioning.

M&A will continue to be critical to the existence and functioning of the oil and gas industry but
needs to adapt with the industry’s shifting goals. Integrating these Climate Principles into asset
transfers will benefit those willing to take on this challenging but critical work.



Part 1

The Transferred Emissions
Challenge




Risks of Transferred Emissions

The ability to buy and sell assets is an essential ingredient of a market economy. M&A in the oil
and gas industry is nothing new. Since the industry’s early days, companies have bought and sold
assets for a variety of reasons. In recent years, however, M&A has gained greater importance as
it's become not only central to corporate strategy but also of chief concern due to its tendency

to increase climate risk. Research has shown that, in aggregate, upstream oil and gas assets are
being transferred from companies with climate commitments and public disclosure requirements
to companies without." Only 10% of oil and gas deals in 2021 openly communicated their ESG
consideration in deals to stakeholders or cited ESG as a key deal rationale.? While transactions may
help companies reach their own emissions reduction targets, they do not contribute to global GHG
emissions reduction.

Still, these transactions are instrumental to how oil and gas companies operate, for various
reasons including the following:

« Financial engineering, including the sale of assets to raise funds for debt repayment, dividend
payouts, and share buybacks.

« Portfolio optimization, including the sale of assets with inadequate production, undesirable or
inefficient geographic location, or those that have matured outside of the production life cycle
preferred by a company.

« Consolidation across the industry, which has increased both the number and value of
transactions executed.

« GHG emissions reduction strategies and energy transition planning. In some cases, this means
that the capital collected from these divestments allows oil and gas companies to invest in
capital-intensive energy transition spaces, including renewables, transport electrification,
hydrogen, and carbon capture and storage.

To deliver a successful energy transition, M&A should take into account any associated climate
impacts and should not substitute for other emissions reduction opportunities in the company's
portfolio, including efficiency and operational improvements, the use of renewable power,
carbon capture, managed phaseout, and permanent asset retirement. This is critical to the oil
and gas industry’s ability to work toward a global net zero goal and will require consideration
and contribution from communities across the environment, finance, and energy sectors.

1 Gabriel Malek, “Transferred Emissions: How Risks in Oil and Gas M&A Could Hamper the Energy Transition,” ed. Andrew Baxter, Dominic Watson, and Andrew Howell, EDF+Business (EDF,
May 2022), https://business.edf.org/insights/transferred-emissions-risks-in-oil-gas-ma-could-hamper-the-energy-transition/.

2 Deloitte, “2022 Oil and Gas M&A Outlook: Rewriting the Playbook on O&G Deal-Making,” Deloitte (Deloitte, January 10, 2022), https://www2.deloitte.com/content/dam/Deloitte/us/
Documents/mergers-acqisitions/2022-oil-and-gas-m-and-a-outlook.pdf.



https://business.edf.org/insights/transferred-emissions-risks-in-oil-gas-ma-could-hamper-the-energy-transition/
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/mergers-acqisitions/2022-oil-and-gas-m-and-a-outlook.pdf

Why Tackling Transferred Emissions Matters

Transferring assets without considering climate impact represents reputational, climate, and
transition risks for the oil and gas industry and financial institutions supporting the transactions.
Investors, governments, civil society, and the media are increasingly scrutinizing these transfers
and tend not to consider divestment of assets a valid decarbonization strategy, often holding the
previous owner responsible for negative climate outcomes post-transfer.?

In addition, climate change poses risks for companies and financial institutions, including physical
infrastructure damage, supply chain dislocations, reduced resource availability, lost productivity,
commodity price volatility, and increased cost of capital. As policymakers, consumers, and
companies move to tackle these issues with growing urgency, regulation of high-carbon products
will significantly increase as demand decreases, augmenting financial risks for companies that hold
high-emitting assets.

While transactions that consider climate impacts require additional cooperation from parties during
M&A processes (including the companies, their banks, investors, and advisors), they also represent
an opportunity to lead and drive innovation in transactions by including climate safeguards for
players across the oil and gas industry.

The oil and gas industry should consider the goal of lowering global GHG emissions, not only
corporate operational emissions, as a way of addressing reputational, climate, and transition risks.
Sellers should account for the future emissions of transferred assets to faithfully fulfill their climate
goals. Both sellers and buyers should demonstrate leadership on this issue to retain credibility with
investors who are concerned about reputational, climate, and transition risks at the company level,
as well as global emissions reductions. Additionally, those oil and gas companies adhering to
stronger climate standards can directly encourage competitors within the industry to rise to the
occasion as well, leading to a more level playing field.

For buyers and their public or private equity investors, the issue of transferred emissions presents
an opportunity to improve emissions practices, create value, gain a competitive advantage in
negotiations, and maintain access to capital. In the future, it will be prudent to ensure that these
assets perform well on emissions metrics to meet expectations of future public and private
shareholders. Value at exit will depend on whether the company is positioned to be profitable in

a net zero future, making it key to start focusing efforts during the acquisition and early holding
period.

As more banks and financial institutions adopt financed GHG emissions targets and make net
zero pledges, the sale of high-emitting assets to operators with fewer targets and less stringent
disclosures will be more challenging to finance and advise.

Policymakers and regulators should consider adopting directives and frameworks that prevent the
transfer of emissions through M&A activity. In jurisdictions where that is unlikely or slow to occur,
the oil and gas industry and financial institutions should adopt such practices and strategies to help
pave the way for more robust public policy and raise the standards of the industry.

3 Bill Barnes, “Big Oil's Sales Spree to Cut Emissions May Leave Fossil Fuel Assets in Weaker Hands,” Financial Times (Financial Times, July 22, 2021), https://www.ft.com/
content/3e8e9f18-7ab6-4621-9b8a-919aadbbalff; Hiroko Tabuchi, “Oil Giants Sell Dirty Wells to Buyers with Looser Climate Goals, Study Finds,” The New York Times (The New York Times, May 10,
2022), https://www.nytimes.com/2022/05/10/climate/oilfield-sales-pollution.html; Sam Meredith, “An Energy Transition Loophole Is Allowing Big Oil to Offload High-Polluting Assets to Private
Buyers,” CNBC (CNBC, May 19, 2022), https://www.cnbc.com/2022/05/19/climate-how-big-oil-sells-off-polluting-assets-in-a-bid-to-look-green.html.



https://www.ft.com/content/3e8e9f18-7ab6-4621-9b8a-919aa4bba1ff
https://www.nytimes.com/2022/05/10/climate/oilfield-sales-pollution.html
https://www.cnbc.com/2022/05/19/climate-how-big-oil-sells-off-polluting-assets-in-a-bid-to-look-green.html
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About the Principles









https://www.iigcc.org/resource/net-zero-standard-for-oil-and-gas-companies/
https://assets.bbhub.io/company/sites/63/2022/06/GFANZ_-Managed-Phaseout-of-High-emitting-Assets_June2022.pdf
https://assets.bbhub.io/company/sites/63/2022/06/GFANZ_-Managed-Phaseout-of-High-emitting-Assets_June2022.pdf





















https://www.epa.gov/system/files/documents/2022-04/us-ghg-inventory-2022-main-text.pdf






https://ghgprotocol.org/sites/default/files/standards/ghg-protocol-revised.pdf
https://www.ipieca.org/resources/good-practice/petroleum-industry-guidelines-for-reporting-greenhouse-gas-emissions-2nd-edition/
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