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Executive Summary

Background to this review

Our 2022 thematic review, carried out in collaboration with the Financial
Conduct Authority (FCA), covered the first year of mandatory Task Force
on Climate-Related Financial Disclosures (TCFD) reporting by premium
listed companies. It highlighted that, whilst UK premium listed companies
had made a significant effort, there was room for improvement in their
TCFD disclosures, especially in relation to metrics and targets and the
disclosure of the effect of climate change on their financial statements.

Climate-related metrics and targets, including ‘net zero’ plans, are seen as
increasingly important by investors and other stakeholders, who expect
comparable, clear information explaining company targets, the metrics to
track climate risks and the plan for transitioning to a lower carbon
economy.

The availability and quality of climate-related data is still evolving, and all
companies are on a journey, both in assessing climate impacts on their
business, and in determining how best to effectively communicate their
plans to adapt and transition to a lower carbon economy. We expect this
journey to continue apace as companies increase their ability to report
against the TCFD framework, commence reporting under the UK
Climate-Related Financial Disclosures requirements, and prepare for the
FCA and UK government's plans regarding the recently published IFRS
Sustainability Disclosure Standards, also known as ISSB standards, issued
by the International Sustainability Standards Board (ISSB), IFRS S1 and
IFRS S2. Companies with significant EU operations will also need to
consider the requirements of the EU Corporate Sustainability Reporting
Directive.

This review considers the TCFD metrics and targets disclosures of twenty
UK premium and standard listed companies operating in four sectors
covered by TCFD sector-specific supplemental guidance included in the
TCFD Implementing the Recommendations of the Task Force on Climate-
Related Financial Disclosures document (the ‘'TCFD Annex’). Four of the
companies reported against the TCFD recommendations for the first time,
with the others providing a second year of mandated TCFD reporting.

We considered four overarching questions:

* Has companies’ climate-related metrics and targets reporting
improved since last year?

* Are companies adequately disclosing their plans for transition to a
lower carbon economy, including interim milestones and progress?

 Are companies using consistent and comparable metrics?

 Are companies explaining how their targets have affected the
financial statements?

We set out cross-sector and sector-specific observations and our
expectations of companies’ future reporting. Better practice disclosures
are provided throughout this report to act as a reference point to help
companies continue to develop their climate-related disclosures.
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Executive Summary (continued)

Overall observations and expectations Pages

Has companies’ Companies’ reporting of climate-related metrics and targets has improved incrementally, with overall greater Pages
climate-related consideration of cross-sector and sector-specific metrics. However, there was a broad range of maturity inthe 17 to 18
metrics and companies we reviewed across four sectors. Due to the large volume of information to be presented, many

EI R il companies are struggling to present a clear message to investors about which metrics and targets are

improved since materially important for managing climate-related risks and opportunities and their transition plans. It was not

last year? always easy to locate the most relevant disclosures from additional information presented, or to understand

how companies had decided which information to present within the annual report and which to include

elsewhere. We remind companies of the '4Cs’ of effective corporate communication’: company specific; clear,

concise and understandable; clutter free and relevant; and comparable.

Following the expectations we set last year, we were pleased to see increased transparency in companies’ Pages
statements of the extent of consistency with the TCFD framework, including clearer statements about data that 19, 20, 28
is not yet available. For example, more companies have now assessed which Scope 3 categories are relevant to

them, and explained how and when they expect to be able to measure Scope 3 emissions and include them in

net zero targets. This gives investors better insight into what they can expect to see reported in the future, and

the level of ambition of the company’s transition plan.

The main areas where we see room for further improvement overall are:

* the definition and reporting of company-specific metrics and targets, beyond headline Page 23
‘net zero' statements;

* better linkage between companies’ climate-related metrics and targets and the risks and opportunities to Pages 26
which they relate; to 27

* the explanation of year-on-year movements in metrics and performance against targets; Page 29

* transparency about internal carbon prices, where used by companies to incentivise Page 31
emission reduction; and

* better linkage between climate-related targets reported in TCFD disclosures and ESG targets disclosed in Page 33

the Directors’ Remuneration Report.

1 The '4C's are outlined in our What Makes a Good Annual Report and Accounts publication.
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Executive Summary (continued)

Overall observations and expectations Pages

Are companies Most companies have set net zero or other climate-related targets, but the metrics used to track progress Pages
adequately were sometimes unclear and explanations of performance were not always provided. 21to 23
disclosing their

plans for Similarly, most have set interim emissions targets, but it was not always clear whether these targets cover all

transition to a business activities or how the company plans to meet them.
lower carbon

economy,
including interim
milestones and
progress?

Better practice examples included in this report outline expected steps to meet their targets, highlighting areas
of judgement and uncertainties such as reliance on technological advances, or the commercialisation of early-
stage technology.

Few companies currently publish and refer to separate transition plans, although many mention aspects of a
transition plan; for example, forward-looking emissions projections. We encourage companies to review the
Transition Plan Taskforce (TPT) guidance and consider how best to articulate their targets and plans for
transition, pending further developments from the TPT, government, and the FCA2.

Are companies Our sector-based approach assessed the extent of comparability between companies in the same sector. Pages 26
VENT RGO HEERIEE Whilst we did identify some commonality, methodological differences due to company-specific adjustments

LR ElC ] BB made direct comparisons challenging.

metrics?

We encourage the use of TCFD cross-sector and industry-specific metrics to aid comparability. Some
companies helpfully provided details of the methodology applied when calculating non-standard metrics to
help interested parties make inter-company comparisons.

2 https://www.fca.org.uk/publications/newsletters/primary-market-bulletin-42
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Executive Summary (continued)

Overall observations and expectations Pages

Are companies It was often difficult to determine the extent to which the impact of targets on the financial statements had Pages
explaining how been considered, due to lack of company-specific disclosures. Most companies provided some explanation of 34 to 35
targets have how they considered climate in the financial statements, but fewer included disclosures explaining how the

affected the impact of announced climate-related targets and transition plans had been considered. Better practice

financial examples cited the assumptions made in respect of useful economic lives and the potential impact on key

statements? asset balances.

When there is a reasonable expectation that companies’ climate-related targets and transition plans could
impact the financial statements, we expect companies to explain the assessments undertaken and any impacts
on the financial statements.
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Materials and Buildings (see section 3)

All companies disclosed net zero targets, primarily covering Scope 1
and 2 emissions. Companies have made progress in assessing
Scope 3 emissions, but only one company reported this data whilst
the other companies disclosed plans to report in the future.

Most companies reported a range of metrics, and increased
consideration of industry-specific metrics was evident compared to
last year. However, the linkage with risks and opportunities and
granularity of information could be improved.
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Many of the explanations of the consideration of net zero targets
and transition plans in the financial statements seemed boilerplate.

o
Banks (see section 5)
All banks disclosed 2050 net zero targets, with interim targets for
their own emissions. Financed emissions were the largest
contributor to overall emissions and were reported by larger banks
for some activities, but data was a significant challenge.

Banks presented data across several reports; some were better at
explaining the purpose of the information, their climate strategy
and summarising the key information in the annual report.

Financial Sector

No bank quantified a financial effect of climate change on the
financial statements, and four banks explicitly stated that they did
not consider the quantitative impact to be material at this time.

Comparability was difficult due to company-specific methodologies.

Energy (see section 4)

Most companies disclosed net zero targets. All companies reported
some Scope 3 emissions, but it was not always clear what these
related to and whether they were included in the net zero targets.

Most companies reported some relevant sector-specific and cross-
sector metrics, but could improve the linkage with risks and
opportunities. One of the smaller companies in the sample was still
in the process of determining appropriate metrics and targets to
report.

The larger companies in the sample provided helpful explanations
of the assessment of climate on the financial statements.

@ Asset Managers (see section 6)
Most asset managers disclosed 2050 net zero targets, with the
majority having some interim emissions targets in place.

The largest contributor to overall emissions was financed emissions;
all asset managers presented some financed emissions from their
investment portfolios, or intended to do so in the future. Most also
reported a temperature alignment metric, but comparability was
difficult due to the lack of a common methodology.

Only one company provided data regarding the potential impact of
climate change on the group’s assets and income.
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FRC expectations and regulatory approach for TCFD reporting and climate in the financial statements

TCFD reporting

Our initial supervisory approach for mandatory TCFD reporting,
developed in collaboration with the FCA, was focused on raising
awareness of the new rules and guidance and improving the quality of
disclosure in this fast-evolving area. In the first year of TCFD reporting by
premium listed companies, we wrote to 75 companies in respect of their
TCFD disclosures3. We highlighted specific areas where companies could
improve their disclosures, and signposted relevant sections of our 2022
TCFD and climate change thematic report for consideration when
producing future annual reports and accounts. In a small number of
cases, we sought specific undertakings from companies to improve the
clarity of their statement of consistency with the TCFD framework.

In the second year of listed companies’ reporting against the

TCFD framework, we are more likely to enter into substantive
correspondence with companies who do not meet the expectations set
in both our 2022 and 2023 thematic reports, especially when climate
change is significant for the company, and it does not provide the TCFD
recommended disclosures that are ‘particularly expected’ by the Listing
Rules. We will continue to work closely with the FCA in this respect. We
will also develop our regulatory approach in respect of the new
Companies Act TCFD requirements (see page 18).

Climate in the financial statements

As set out on page 7 of this report, we see considerable variation in the
quality of companies’ disclosures of how climate change targets have
been taken into account in the preparation of their financial statements
disclosures. We also continue to see mixed practice in our routine
correspondence with companies in respect of connectivity between
climate-related information included in narrative reporting and
financial statements disclosures. We have written to 16 companies
during 2022-23, either to seek more information about how climate
change has been considered in their financial statements, or to
highlight areas where we believe that disclosures could be improved.
We will continue with this regulatory approach.

3 For more details of our routine correspondence with companies on TCFD and climate in the financial statements, please see our forthcoming Annual Review of Corporate Reporting.
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Greenwashing

Greenwashing continues to be an area of concern to investors, regulators
and other stakeholders. Scrutiny of ‘green claims' is likely to intensify as
regulatory bodies such as the FCA, the Advertising Standards Agency, and
the Competition and Markets Authority consider appropriate actions to
identify and address greenwashing.

We are committed to enforcing transparent disclosures of companies’
plans to address climate-related risks and opportunities®. In support of
this, through our reviews of company reporting, we have identified some
areas that companies should consider, or avoid, when reporting on metrics
and targets:

Consider the overall clarity and balance of reporting, for example
between climate-related risks and opportunities and ensuring that
key messages are not obscured by the volume of reporting.

Avoid placing undue focus on immaterial areas of their business
which are considered more ‘green’ at the expense of more material
business activities that may be more carbon intensive.

Consider whether terminology used could imply a greater level of
environmental benefit than has actually been achieved. For
example, saying that carbon has been ‘removed’ rather than
‘reduced’, or that something is ‘sustainable’ or carbon "positive’
without explaining what that means and how it is measured.

Avoid using misleading presentation or making inappropriate
metric comparisons to imply a greater level of performance than
actually achieved.

4 https://www.frc.org.uk/news/march-2023/frc-welcomes-green-finance-strategy

Ensure the scope and boundaries of any metrics or targets are
clear, highlighting where significant areas of the business or
activities are excluded, particularly if these are the higher
emitting parts of the business.

Explain the methodology, purpose and scope of any ‘avoided
emissions’, ‘Scope 4 emissions’, or similar metrics, ensuring
that comparisons are on an appropriate basis and the
relationship to the company's emissions is explained.

Explain significant areas of uncertainty that could impact the
ability to meet targets, for example explaining where future
plans are dependent on technological advances that have not
yet been developed.

Companies may find it helpful to consider the principles of effective
disclosure in our What Makes a Good Annual Report and Accounts
publication, which are reflected in the above considerations, when
preparing their disclosures.

We will challenge companies where we consider reporting of climate-
related metrics or targets to be unclear or potentially misleading.

Under the FCA’s PMB 36, we will refer matters to the FCA which are
identified as containing potentially false or misleading information,
including the omission of material facts, likely to cause investor harm
or which may breach other relevant FCA rules for environmental,
social and governance (ESG) matters.
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How to use this thematic review

Each section contains our observations on the disclosures of the companies in our sample, in the following format:

@ Represents good practice Dark green boxes contain other information relevant to our
thematic report.

Represents an opportunity for improvement or enhancement Our expectations of companies are included in dark blue
boxes in each section, and also summarised in Appendix 2 to
this report.

Represents an omission of required disclosure or other issue
Where we use specific terminology for the first time we have

We have provided several examples of better practice in our report, provided definitions.
highlighted in grey boxes, and encourage companies to use these as
reference points when preparing their own disclosures. The examples
have been identified through both this thematic review and as part
of our routine supervisory activities.

We have not provided definitions for Scope 1, 2 and 3 GHG
emissions; we expect most users to be familiar with these terms
as they are referred to within the TCFD metrics and targets
recommended disclosures and are established areas of

Highlighting aspects of reporting by a particular company should not reporting.

be considered an evaluation of that company'’s reporting as a whole.
The examples included in this report illustrate better practice in a
particular area, and should not be taken as an indication of the
accuracy of the underlying information, which has not been verified
by our review, the validity of the targets reported, or the quality of
the company’s reporting more generally.

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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1. Introduction

Why did we carry out this review?

In our 2022 thematic review of TCFD reporting and the disclosure of
climate in the financial statements by a sample of premium listed
companies we set out our expectations and identified broad themes for
companies to consider in order to improve the quality of climate-related
disclosures.

As explained in the FCA's PMB 36, both we and the FCA monitor
companies’ climate-related disclosures as part of our regular supervisory
activities, and regularly correspond with companies in relation to TCFD
disclosures and the impact of climate in the financial statements in order
to improve the quality of reporting.

Our correspondence in the first year of TCFD reporting was intended to
improve the quality of corporate reporting in this fast-evolving area. This
meant that the majority of the FRC's correspondence with companies in
respect of TCFD disclosures was in the form of points for the company to
consider when preparing its next annual report and accounts and
suggestions to consider the expectations set out in our 2022 TCFD
thematic report. Under this approach, we wrote to 75 companies about
TCFD and climate-related disclosures.

In our correspondence we identified more areas of improvement in
relation to the TCFD Metrics and Targets recommended disclosures than
for any of the other three recommended disclosures (see chart). The points
raised covered areas such as missing disclosures, unclear targets and
metrics, a lack of explanations for significant movements in performance
and unclear disclosure of progress against targets.

5 Green Finance Strategy March 2023

TCFD - related points raised in CRR
correspondence with companies 2022-23
Compliance

statement
25%

Metrics and
targets
30%

Governance
3%

Risk

Management

13% Strategy
29%

* Points raised in relation to the statement of consistency required by the Listing Rules

The reporting of companies’ net zero targets, climate-related metrics and
the impacts on the financial statements continues to be an area of focus
for investors and other stakeholders. For example, the Carbon Tracker
report Still Flying Blind published in October 2022 highlighted that there
was still a lack of disclosure of the impact of companies’ net zero targets
on their financial statements.

The UK government has indicated that it will consult on the introduction
of requirements for the UK's largest companies to disclose their
transition plans, including related metrics and targets, if they have
them?>. In addition, the Transition Plan Taskforce is preparing sector-
based disclosure recommendations to respond to investor concerns
about the lack of comparability between companies in the same sector.
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1. Introduction (continued)

Given the importance of climate-related metrics and targets, net zero
transition plans, and the associated impact on companies’ financial
statements, we focused our thematic review on assessing the extent of
improvement in companies’ reporting since our previous thematic
review, and on identifying better practice and areas for further
improvement in four key sectors.

Our thematic review sets out our expectations of companies reporting
their consistency with TCFD as required by the Listing Rules, many of
which are relevant to non-listed companies that are due to report
climate-related financial disclosures under the Companies Act
requirements. Our expectations are summarised in Appendix 2.

What did this review cover?

We considered the extent to which the companies reported against the
TCFD metrics and targets recommended disclosures and relevant
supplemental guidance.

We also reviewed the same companies’ financial statements to identify
the extent to which the impact of any disclosed climate-related targets
or transition plans on the financial statements had been considered
and whether any impacts appeared to be adequately reflected. Our
review of the financial statements was focused specifically on the
impact of climate-related targets, and did not consider broader
potential climate impacts which were covered in our last thematic
review.

ESG Statement of Intent

Climate, along with wider ESG matters, continues to be an area

of focus for the FRC. In 2021 we published our Statement of

Intent which identified six areas of challenges in ESG reporting

and outlined the actions we were planning to take across our
regulatory activities. In January this year we published an update in
our ESG Statement of Intent: What's Next. The report sets out areas
where there are ongoing challenges with ESG reporting, actions to
address them, and our planned activities. It summarises the
initiatives undertaken by the FRC in the last 18 months to assist and
support our wide range of stakeholders and to drive best practice
as well as signposting future publications.

The publications highlighted in the updated statement of intent are
all available on our ESG website.

Corporate Governance Code Consultation

In May 2023 we launched a public consultation on our proposed
revision to the Code. This limited revision aims to enhance the
Code's effectiveness in promoting good corporate governance and
increasing transparency across several areas. This includes reporting

and evidencing the effectiveness of the risk management and
internal controls framework and making revisions to reflect the
responsibilities of the board and audit committee for sustainability
and ESG reporting, and associated assurance in accordance with a
company's audit and assurance policy.
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Sample selection and sector-based approach

We reviewed twenty companies across four sectors in order to consider
the extent of comparability within sectors, as well as to identify wider
themes and areas of better practice applicable to all companies. Findings
applicable to all companies are presented in a cross-sector section
(section 2), with sector-specific findings presented in the relevant sector
section. We include better practice examples throughout the report and
encourage companies to review these, even if they do not operate in the
same sector as the example disclosure.

Overall, our sample was 25% FTSE 100, 35% FTSE 250 and 40% other
listed companies. The companies were predominantly premium listed
companies reporting against TCFD for the second year of mandatory
reporting, but the review also includes two standard listed companies
and two premium listed companies reporting for the first time.

Market composition Maturity of reporting

Other listed
10%

FTSE 100

259, 1st year of

FTSE Small 20%

Cap
30%

2nd year of
mandatory TCFD
80%

FTSE 250
35%

We selected a mix of financial and non-financial sectors in order to
consider companies across the economy which will have different
exposures to, and impacts on, climate change, and for which the TCFD
has issued sector-specific supplemental guidance.

mandatory TCFD

The Materials and Buildings TCFD supplemental guidance covers
companies operating in several sectors, including chemicals, metals
and mining and construction materials. These companies are
typically capital intensive with long life assets. The products can be
energy intensive with hard to abate emissions but many will be
required for the transition to a lower carbon economy. Our sample
included companies involved in the manufacture and supply of
materials including metals, ceramics and concrete. See section 3.

Energy is fundamental to all economies and energy companies
typically have significant exposure to both physical risk, such as the
impact of extreme weather on power generation or transmission
infrastructure, and transition risk, such as new policy requirements.
The TCFD supplemental guidance for the Energy sector covers oil
and gas, coal and electrical utilities companies. Our sample
considered companies across the electricity value chain, from power
generation, through transmission to end-usage. See section 4.

Banks are exposed to significant climate-related risks and
opportunities through their lending and other financial services, for
example, through the potential impact of physical climate risk on a
debt portfolio and through their key role in financing the energy
transition. The climate-related risk related to their own operations is
much less significant. See section 5.

@ Asset managers invest assets on behalf of their clients according to

instructions, and need to be able to articulate how climate-related
risks and opportunities are managed within their portfolios. Listed
asset managers also need to explain their climate-related risks and
opportunities to shareholders. Like the banks, they are significant
users of their investees’ emissions reporting. See section 6.

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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2. Cross-sector findings

Structure of findings

Our review identified several findings that were applicable across all the
sectors in our review; these are outlined in this section of the report.

To minimise duplication, and aid navigation, where there is either
additional detail or better practice examples provided in a sector-specific
section we have highlighted this using the relevant sector icon.

Materials and Buildings

=9 Energy

@ Asset Managers

We recommend users consider the examples and expectations in the
cross-sector detail and then refer to the additional detail and examples
in the sector-specific sections where relevant.

FRC | CRR Thematic Review of Metrics and Targets | July 2023 16



2. Cross-sector findings (continued)

Materiality

As climate-related reporting is still maturing, companies can find it
challenging to ensure that climate-related disclosures provide an
appropriate level of detail for their own business circumstances.

The TCFD guidance states that Scope 1 and 2 GHG emissions should be
reported, irrespective of materiality. All other metrics are subject to
materiality assessments.

Companies need to ensure that the relevant requirements of the
Companies Act are met, such as the Streamlined Energy and Carbon
Reporting (SECR) requirements, but should consider the appropriate
level of detail to be included in the annual report.

Our Guidance on the Strategic Report states ‘Information is material if
its omission or misrepresentation could reasonably be expected to
influence the economic decisions shareholders take on the basis of the
annual report as a whole. Only information that is material in the
context of the strategic report should be included within it.

Conversely, the inclusion of immaterial information can obscure key
messages and impair the understandability of information provided in
the strategic report. Immaterial information should be excluded from
the strategic report.’

The Listing Rules (LR 9.8.6D G, LR14.3.30 G) require companies to
consider whether their disclosures provide sufficient detail to enable
users to assess the company’s exposure and approach to addressing
climate-related issues. Companies should carry out an assessment to
ascertain the appropriate level of detail to be included in their climate-
related financial disclosures, taking into account factors such as:

(1) The level of its exposure to climate-related risks and
opportunities; and

(2) The scope and objectives of its climate-related strategy,

noting that these factors may relate to the nature, size and
complexity of the company’s business.

In our 2022 TCFED thematic review we discussed materiality and
encouraged companies to disclose the basis on which they
assessed the materiality of climate-related disclosures.

The most useful disclosures clearly stated the company's
climate-related metrics and targets, explained which metrics
are used to measure and manage climate-related risks and
opportunities, and explained which are used to assess
progress against targets.

FRC Lab report on Materiality

As reporting becomes more complex, materiality can be a powerful
tool to provide better, rather than more, information for investors.
But determining what is or is not material is highly subjective and
can present challenges for companies, especially on sustainability
and ESG topics.

The Lab is currently undertaking a project to identify tips and best
practice to help companies make effective materiality judgements.
The project outputs are expected to be published in autumn 2023.
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2. Cross-sector findings (continued)

Location of disclosures L @ We expect companies to consider how to ensure reporting is clear
o i ) and concise, using the '4Cs’ of effective communication when

All companies in our sample presented their metrics and targets determining the location and format of disclosures, to ensure key

within the strategic report. Several also provided disclosures across messages are not obscured, and use specific cross references

other reports designed to meet the needs of stakeholders, but there to relevant information reported elsewhere.

were opportunities to make reporting clearer and more concise.

Some companies used infographics to communicate complex UK Climate-Related Financial Disclosure (CFD)

information and provided links to other reporting. Requirements
The UK government introduced mandatory CFD requirements for
@ Most companies presented metrics both in tables and in text. certain AIM-listed and private companies and LLPs for accounting

However, in some cases the presentation used made it periods beginning on or after 6 April 2022.
difficult to understand the relative importance of the metrics,

or indeed whether some of the metrics were relevant at all. DI e @it VAR, el s UL goseiiimsi; emslissrs Gt

companies complying with all TCFD recommended disclosures are
‘normally likely to meet the requirements’ of CFD. However, there

@ A few companies reported climate-related information ) y . )
are some differences so companies need to consider the detailed

elsewhere in the strategic report but did not refer to these in

their TCED disclosures. requirements when preparing disclosures. In addition, there are
differences between the Companies Act and Listing Rules
@ We encourage companies to consider the principles outlined requirements:

in our What Makes a Good Annual Report and Accounts
publication when preparing their disclosures.

Materiality

Corporate reporting principles 4Cs of ‘communication

* Accurate

* The Listing Rules require companies to provide a statement of
consistency in the annual report but has flexibility in where TCFD
disclosures are provided. Under CFD the mandated disclosures
must be included within the Non-Financial and Sustainability
Information Statement in the Strategic Report.

Under the Listing Rules, if a TCFD recommended disclosure is not
provided then companies must state that, and outline any actions
being taken to enable future disclosure. CFD is mandatory but
allows a company to omit certain disclosures where the directors
‘reasonably believe’ that they are not relevant and a ‘clear and
reasoned explanation’ is provided.

* Connected and consistent

* Complete
* On-time

* Unbiased
* Navigable

* Transparent

Good ARAs take ACCOUNT of corporate reporting principles and the 4Cs of effective communication

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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2. Cross-sector findings (continued)
Statement of the extent of consistency with TCFD

Listing Rules 9.8.6R and 14.3.27R require companies to include in their
annual financial report a statement setting out whether the company has
included disclosures consistent with the TCFD Recommendations and
Recommended Disclosures.

When disclosures are provided, but outside the annual report, companies
must explain why, and identify precisely, where they are reported. Where
recommended disclosures have not been provided, the Listing Rules
require companies to explain why not, and to outline any steps it is taking,
or planning to take, to facilitate disclosure within a specified timeframe.

In our review, ten of the twenty companies reviewed stated full compliance
with the TCFD metrics and targets recommended disclosures and nine
stated partial compliance. The main reason provided for partial compliance
was in relation to data integrity and availability, primarily in respect of
Scope 3 GHG emissions.

Our sample included companies reporting against the TCFD framework
for the first time; as expected, the level of consistency with TCFD was
lower than for other companies in the sample. In most cases the
disclosures outlined the actions they were taking to enhance their
consistency with the TCFD framework.

Better practice examples set out clearly the process
undertaken to determine what information to include.

A Some companies did not provide all the information required
by the Listing Rules, for example, the actions being taken and
the expected timeline to be able to provide the disclosures.

It was unclear in some cases whether the company had
considered the impact of any areas of non-disclosure,
including relevant supplemental guidance, in their
assessment of consistency with TCFD.

Company stated level of compliance

Not stated
5%

Fully compliant
Partially compliant 50%

45%

We expect companies to provide a clear statement of the extent of

consistency with TCFD in the annual report, including all
information required by the Listing Rules.

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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2. Cross-sector findings (continued)

Data challenges @

Companies in all sectors noted challenges in data collection, especially
difficulties in relation to the identification, collection and reporting of
Scope 3 GHG emissions (see page 28). There can also be challenges
when data is collected from sources outside of the finance team which
may be subject to different internal controls or which had not been

We expect companies to provide clear explanations of metrics and
targets reported, including where relevant, areas of data limitations,
methodologies, reporting boundaries and any changes to data.

FRC Lab reports on ESG data

collected previously for external reporting purposes.

O

O

We encourage companies to be transparent in their disclosures
and explain the actions they are taking to develop the extent
and reliability of the data collected for climate-related reporting,
including that outside of their direct control.

We also encourage companies to be transparent about data
limitations, including explanations of estimations and areas
where it is not feasible to collect data.

Some companies provided clear explanations of their reporting
boundaries and data limitations, with information on intended
actions to improve data completeness and quality where
relevant.

Some companies provided methodologies which included
definitions and data assumptions. Some also included
thresholds for when they would restate metrics reported in the
prior period due to changes in estimates or identified errors.

We encourage companies to explain when there have been
changes to previously reported metrics, for example as a result of
updated definitions or the correction of an identified error.

The first phase of the Lab project focused on the production of ESG

data from a company's perspective. The report set out the three key
elements of ESG data production: motivation, method and meaning
and outlined some suggested positive actions to address challenges
in ESG data production and how Boards can optimise how ESG data
is collected and used.

The second phase of the project was published in July 2023; this
examined how investors access and collect ESG data and how they
use it. The findings of the report highlighted the need for
companies to understand who the audiences for their information
are and target accordingly. For investors, who primarily rely on third
party data providers to source data in an aggregated manner and
then use company reporting for context, the report suggests to:

Focus on ESG issues relevant to the company within the annual

report.

Use datasheets to provide additional detail.

Ensure the data is backed up by an interconnected narrative,

which is also consistent with the financial statements.

The report also provides recommendations on the clarity of location
and presentation of information.

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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2. Cross-sector findings (continued)

Targets and plans for transition

Transition plans @

There is no current requirement to publish a separate transition plan;
however, the TCFD recommended disclosures include forward-looking
information and the Listing Rules include the supplemental guidance on
Metrics, Targets and Transition plans in the list of relevant documents.
This supplemental guidance outlines some characteristics of effective
disclosures of transition plans and provides elements to consider across
each of the four TCFD pillars. In our sample, half of the companies
provided at least some of the elements suggested across each of the
four TCFD pillars.

Companies have started to report interim targets, but in many cases the
overall plan and any detailed steps to meet interim and longer term
targets are still unclear, making it hard for users to assess the potential
impacts on business strategy and the financial statements.

@ Some companies have provided transition plans to explain
how they are planning to meet targets and transition to a
lower carbon economy.

@ We encourage companies to consider the Transition Plan
Taskforce guidance when preparing disclosures explaining
their targets and transition plans.

We expect companies to consider the TCFD guidance, including

relevant supplemental guidance, when reporting on targets and the
plans to meet them.

o Appendices

Specifies which scope of emissions the net zero
target relates to and the high-level steps
planned to reach the target, with further detail
on uncertainties provided elsewhere in the
annual report

!

What will we achieve?

In 2023 we will submit emission reduction targets for Scopes 1, 2 and 3 to SBTi. In 2021 we
committed to achieve net zero for our Scope 1 and 2 emissions by 2040. The high-level steps we
will take to deliver on this commitment are outlined below.

Net Zero scope 1 and 2 emissions by 2040
80

@ Scope2

- |
- Other

40

CO, emissions (000s of tonnes)

@ Scope
- Natural Gas
20
Zero
0 l . [
2020 2021 2022 2025 2030 2035 2040
2020-2025 2026-2030 2031-2035 2036-2040

Implementation of
galvanizing energy

10 galvanizing plants
to alternative burner

5 galvanizing plants
to alternative burner

Remaining galvanizing
plants to alternative

efficiency measures. Trial technology technology burner technology
alternative galvanizing
burner technologies.

US moved to Remaining businesses

UK to renewable electricity.
US start to move to
renewable electricity

moved to renewable
electricity

renewable electricity

Hill & Smith PLC, Annual Report and Accounts,
31 December 2022, p38
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2. Cross-sector findings (continued)

We have clear targets including a reduction in our carbon emissions of 32% (from a
2019 baseline) by the end of the decade. In the longer term we are committed to

Distinguishes between the 2050 net zero
commitment and the emission reduction plans to
2030, highlighting that longer term decarbonisation

. . . .. . . o— =
reaching net zero and having identified the measures required to meet our medium- plans have not yet been clearly defined

term targets, we have also developed an implementation roadmap to ensure that we
deliver on our commitments — The Forterra Carbon Management Plan...

...It is important to appreciate that at this stage, our decarbonisation plans beyond
2030 are not yet clearly defined and that not every initiative we pursue will ultimately

be successful.

Forterra plc, Annual Report and Accounts, 31 December 2022, p8

Includes interim and longer term targets with
planned actions by business area. The disclosure
states that it is a preliminary, high level outline and
that more work is needed to further define the
plan, but it provides users with a clear summary of
the current maturity of the transition plan

GROUP

- Aiming to have proposed science-

based targets validated

- Targeting net zero GHG emissions from - Targeting all new products compatible
operations and facilities (excluding product with net zero operation by 2030

MEDIUM TERM LONG TERM

test emissions) by 2030 - Targeting 55% reduction in emissions
from sold products, normalised by OE
revenues, from 2019 baseline

Targeting all products are compatible
with net zero operation by 2050

CIVIL AEROSPACE & DEFENCE

Targeting proven compatibility of in-service Civil
Aerospace and in-production Defence aerospace with
100% SAF by end of 2023

Continuous engine efficiency improvements
Product compatibility with Sustainable Aviation Fuels
Develop third generation technologies such as hydrogen

Explore novel nuclear solutions such as microreactors

80% of Power Systems
standard engine portfolio is
released for sustainable fuels

Continuous product efficiency improvements

Engine compatibility with sustainable fuels

Targeting 35% reduction in emissions from
sold products by 2030, from 2019 baseline

Rolls-Royce Holdings plc, Climate Review, 31 December 2022, p63

(Note that this extract has been cropped and does not provide all business areas presented)
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2. Cross-sector findings (continued)

Climate-related targets @

Companies reported various targets, covering both GHG and other
climate-related impacts. All but two of the companies in the sample had
GHG emission reduction targets in place; however, the clarity of the
target was variable. For example, in one case the interim targets covered
Scope 1 and 2 emissions, but the longer term targets included Scope 3
emissions, without providing an explanation of the actions to meet the
Scope 3 target. In another example it was unclear whether all businesses
were included in the target.

Better practice examples provided clear explanations of the
meaning of terms such as carbon neutral or net zero and the
scope of any targets.

Companies also reported other relevant climate-related metrics, for
example, in relation to water usage, the number of customers with SBTi-
aligned targets, or the proportion of sustainable products.

In some cases the boundaries and definitions of the targets
reported were unclear.

Most company targets were on an absolute basis, with fewer intensity-
based targets.

Several companies referred to the Science Based Targets initiative (SBTi)
in respect of their own and their customers’ or suppliers’ targets.
However it was sometimes unclear whether the company had already
submitted their targets for validation, or whether they were intending to
do so.

o Appendices

Climate-related targets reported

Net zero

Other GHG-related
Energy-related

Waste and resources
Portfolio and investments
Water

Other intensities
Vehicles

Engagement activities
Other business-specific
Product and customers
Financing activities

Intensity

Absolute

o
v

10 15 20
Number of companies

We expect companies to:

Explain what 'net zero’ or ‘carbon neutrality’ terms mean, in the
context of the company, ensuring that disclosures about such
commitments are not misleading.

Provide explanations of targets, including relevant information such

as the time period, reporting boundaries, the emissions scopes
covered and any metrics used to measure them.

Explain areas of significant challenges or uncertainties, such as new
technology, required to meet targets.

Ensure that linkages between targets are explained if a number of
targets need to be met in order to achieve an overall objective.

FRC | CRR Thematic Review of Metrics and Targets | July 2023
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2. Cross-sector findings (continued)

Use of carbon offsets

The TCFD supplemental Guidance on Metrics, Targets and Transition
Plans suggests that explaining the use of offsets helps to make targets
understandable and contextualised. It also includes offsets under the
suggested Metrics and Targets elements of a transition plan.

More than half of the companies in our sample referred to the potential
use of carbon offsets or carbon credits to meet targets. We noted mixed
practice in the type and level of disclosure provided:

* Several companies outlined their approach to targets and explained
the categories and quality of offsets that would be used as part of
meeting those targets.

* A few companies noted that they will continue to evaluate the
benefits of offsets and may use them in the future but will focus on
emissions reduction first.

* One company quantified, in percentage of emissions, the expected
usage.

Providing information on the type and level of offsetting
undertaken or the expected approach to offsetting, provides
users with more information about a company’s transition plan.

We expect companies to explain whether carbon offsetting represents

a significant part of a company'’s strategy to reach net zero.

Whilst our primary focus remains on reducing
the carbon emissions associated with our
operations and investment, we recognise the
important, yet complex role offsetting will play
in the global transition to net zero. Therefore,
we continue to support carbon offsetting
projects. In 2022, we purchased 2,600 credits,
and retired over 3,200, offsetting our scope 1,
2 and scope 3 (category 2-8) emissions. More
details on our approach to offsetting can be
found in our responsible business update.

Rathbones Group plc, TCFD Report,
31 December 2022, p40

*>—

Brief
overview of
offsetting
activities
during the
year, with a
signpost to
further
information
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2. Cross-sector findings (continued)

Updating of targets

The TCFD Guidance on Metrics, Targets, and Transition Plans states
that organisations should have a clear process for reviewing climate-
related targets and updating if necessary. Companies may choose to
update their climate-targets for various reasons such as changes to
business structure, increased data availability or updates to
methodologies.

Better practice examples explained the process to periodically
refresh and update targets, as well as explaining any updates
or changes to date.

We expect companies to provide comparative information for all
metrics alongside current reporting to enable performance against

the target to be assessed. If any updates are made to targets, such
as restatements or updates to baselines, these should be disclosed
and explained.

Summarises the process in place for
reviewing GHG emissions and targets

l

Emissions recalculation process

SBTi requires that science-based targets are recalculated to reflect
material changes in climate science and business context to ensure
their continued relevance. SBTi stipulate that targets shall be
reviewed, and if necessary, recalculated and revalidated every five
years at a minimum. Our emissions recalculation process documents
how and when we will restate or recalculate our data and targets.
We review our GHG inventory on an annual basis and will restate
our data and/or recalculate our science-based targets when
required, to reflect significant changes to our company structure,
methodology changes or errors. We define a significant change as
one that has driven a cumulative increase or decrease in emissions
in a particular Scope of greater than 10% of previously reported
numbers. Where a restatement or recalculation is performed, it will
be clearly described in our annual reporting.

Schroders plc, Climate Report, 31 December 2022, p60
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2. Cross-sector findings (continued)

Climate-related metrics m @

Most companies reported Scope 1 and 2 GHG emissions, an intensity
metric and energy usage, which are statutory requirements for UK-listed
companies. There was a range of other climate-related metrics reported
by the companies in our sample.

Metrics reported and comparability

Sector comparability beyond Scope 1 and 2 reporting was difficult
in most cases due to entity-specific metric definitions and reporting
boundaries.

The TCFD guidance outlines cross-sector, and some sector-specific,
climate-related metrics that should be reported where material.

We encourage companies to consider peer reporting and
relevant industry standard metrics in order to enhance sector
comparability.

Some companies report emissions that they estimate can be avoided
through the use of their products, sometimes referred to as ‘Scope 4’ or
‘avoided' emissions. Whilst information about products' environmental
context can be useful for investors and other stakeholders, the TCFD
framework does not include a definition for avoided emissions.

When companies consider avoided emissions metrics to be
useful information for investors, they should clearly explain the
definition and methodology applied, set out any limitations, and
ensure that the relationship with the company’s emissions is
clear.

0 Appendices

Climate-related metrics reported*

GHG emissions
Energy

Intensities

Sector or business-specific
Waste

Water

Renewables

Internal carbon price
Other air emissions
Engagement
Transition risk
Physical risk

Other

Vehicle fleet related

Financing the transition

o
(O]

10
Number of companies

—_
U

20

* Metrics identified in, or directly cross referenced from, the TCFD disclosures in the annual

report.
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2. Cross-sector findings (continued)

Connectivity across reporting

For many companies, the link between the climate-related risks
and opportunities identified and the metrics and targets reported
was unclear.

@ Better practice examples clearly linked the identified risks and
opportunities with the metrics used to measure them.

We expect companies to:

Report material cross-sector climate-related metrics and keep relevant
standard industry metrics and peer reporting under review.

Ensure that the linkage between identified risks and opportunities and
any metrics used to measure and manage these is clear, and also explain
which metrics are used to track progress on net zero plans.

Consider whether additional disaggregation of metrics and targets by
business line or geography would aid understandability.

Provide definitions and methodologies for company-specific metrics.

State and explain the reporting period for the metric if different to the
financial statements.

Climate-related risks outlined in the TCFD section
specifies which climate-related metrics are relevant
and also links to strategic priorities

l

Actual physical risks to our supply chain

(5 5-10 10-50
(short-term]  [medium-term]  (long-term]
Scenarios
Likelihood Impact

‘Well below’ 2°c o
‘Hothouse world” ° o

How it impacts Bakkavor
Disruption and higher costs due to decline in agricultural yield,
increased heat stress and drought [chronic climate impacts).

Bottlenecks, shortages and sourcing disruption from
increased exposure to acute climate risks such as floods
and storm events.

Related metrics and targets
Zero net deforestation, including 100% deforestation and
conversion-free soy by 2025 (progress not yet quantified].

% of suppliers that are compliant with our Supplier Code
of Conduct (100% in 2022, 100% in 2021).

Link to our strategy

Bakkavor Group plc, Annual Report & Accounts,
31 December 2022, p61
(Note only an extract of the disclosure is presented)
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2. Cross-sector findings (continued)

Scope 3 GHG emissions reporting i @

Collecting data on Scope 3 emission can be particularly challenging for
companies because they have rely on information outside of their direct
control. Additional challenges may arise from obtaining information
from third parties with less mature data collection processes, or from
third parties that do not report such information routinely, for example
those operating in territories where GHG reporting is not required. In

particular:

» financial services companies require information from their investees

and/or customers on their Scope 1, 2 and 3 emissions for their

reporting of Scope 3 emissions from Investments (Category 15); and

* non-financial companies are more likely to be reporting on supply

chain emissions and emissions from the use of sold products.

Some companies provided information on the level of

assessments that they have undertaken in respect of Scope 3

and highlighting areas of uncertainty.

We encourage companies to continue to be transparent in
their reporting of Scope 3 emissions so that users can

understand the maturity of reporting and any intended future

actions.

@ Better practice examples were clear on which categories of

emissions were reported and any areas of uncertainty or
data gaps.

Under TCFD, Scope 3 GHG emissions are required to be
reported when appropriate®. In some cases it was unclear
whether all material categories had been reported.

Scope 3 emissions categories reported

1. Purchased goods and services I
2. Capital goods I
3. Fuel and energy related activities N
4. Upstream transportation and distribution I
5. Waste generated in operations N
6. Business trave| I
7. Employee commuting I
8. Upstream leased assets I
9. Downstream transportation and distribution I
10. Processing of sold products
11. Use of sold products
12. End-of-life treatment of sold products m
13. Downstream leased assets
14. Franchises m
15. Investments
Unclear

0 5 10 15

Number of companies

We expect companies to report Scope 3 GHG emissions where
appropriate, explaining reporting boundaries and categories

20

reported, and consider the impact on the statement of consistency
with TCFD when material categories are not reported.

6 The TCFD Annex states companies should consider whether emissions are a significant part of
their overall emissions and refers to the 40% threshold in the SBTi's paper SBTi Criteria and

Recommendations, Version 4.2, April 2021, Section V, p. 10.
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2. Cross-sector findings (continued)

Explanation of metric movements and performance
against targets

TCFD refers to the need to provide data to allow for trend analysis. In
the principles of effective disclosure, it notes that changes in disclosures,
for example due to evolution of methodologies, can be expected due to
the relative immaturity of climate-related disclosures; but that they
should be explained.

The quality of companies’ explanations of movements in climate-related
metrics compared to prior period was variable, from providing metrics
without comment to providing detailed and granular explanations.

Some metrics that are not of strategic significance may be
presented for the interest of particular users of the reporting, or
to meet statutory reporting requirements. In some cases it may
be appropriate to present such metrics without comment.
However, any material movements in metrics, such as those
relating to key targets or elements of strategy, should be
explained.

Companies included some level of explanation of performance against
targets. However, the level of commentary provided on progress
against targets was variable and in some cases the quantitative
information provided was insufficient to fully understand current
performance of all targets.

One company summarised the targets and progress against
these into a table, giving each a status which indicated
whether the targets were on track or behind. However, the
status did not all seem to correlate to the commentary.

Better practice examples showed the metrics used to
measure progress against the targets, provided commentary
on performance and explained any changes in metrics from
the prior year.

One company explained that it may no longer be able to
meet its previously stated net zero commitment, and
explained the reasons for this and the planned next steps.

We expect companies to provide comparative data to enable trend

analysis and explain material movements, particularly where
performance has not met, or has exceeded, targets.
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2. Cross-sector findings (continued)

Explanations provided
We have restated the figures in these tables for 2021 and included WACI for 2019 to reflect our aimtouse ¢ 0, restating previously
the highest quality data available. This has resulted in substantial changes relative to those reported

reported figures

previously. These updates are also reflected in the ‘Carbon footprint sector breakdown’ and ‘Asset class
data quality breakdown’ tables on the following page. Changes in our data vendor’'s methodology for
estimating emissions have had a significant impact on our calculations of financed emissions. Our vendor
provides data for the Scope 1, 2 and 3 emissions of our portfolio companies. Although a sizeable
proportion of global companies now disclose Scope 1 and 2 emissions, few report Scope 3 emissions.
Despite improving transparency and availability of emissions data, the majority of the total carbon
emissions of portfolio companies still rely on estimates. Where available, we use the estimates provided by
our data vendor, and we use our own methodology, which is based on PCAF principles, where not. The
objective of estimation is to provide as complete and representative a picture of portfolio emissions as we
believe is possible, but alongside methodology updates and data revisions, this complicates comparisons
and can require historical estimates to be restated.

Schroders plc, Climate Report, 31 December 2022, p63

Explanations provided

UNDERSTANDING THE CHANGES IN OUR UNDERSTANDING THE CHANGES IN OUR — for the movements
EQUITY EMISSIONS SOVEREIGN BOND EMISSIONS . . iod b
The decrease in company emissions for scope 1 and 2 Overall, absolute carbon emissions (ACE) in sovereign since prior perl? . y
(tCO.e), has been mainly driven by a decrease of company ~ bonds have increased due to greater investment levels category of emissions
emissions exhibited for high emitting sectors such as (40%). This is particularly driven by increased investment reported

mining and mineral products and downstream and in UK and Australian bonds, the latter which has a high

midstream energy, while FUMA remaining on similar emissions intensity. The change in WCE and WACI has

levels drove a decrease for all three indicatars. An increase also seen a minor increase due to the greater inclusion of

in outstanding amount covered resulted in a decrease for Australian bonds in the portfolio composition.

WCE and WACI Company revenues and enterprise value
remained on similar levels for the majority of sectors,
however large increases were seen in the software

and consulting sector which led to lower ACE and

WACI values.

Rathbones Group plc, TCFD Report, 31 December 2022, p42
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2. Cross-sector findings (continued)

Internal carbon price
Impact analysis

The TCFD framework states that Companies should disclose internal Under both scenarios, operating costs, particularly relating to carbon pricing, could increase if
. they are not proactively mitigated. We have therefore assessed the potential financial impact of
carbon prices, where relevant. carbon pricing relating to our current Scope 1 and Scope 2 emissions.

Carbon Pricing* Gross Risk Impact (Scope 1 & 2)

Several companies referred to internal carbon pricing, but fewer
Annual Impact by 2025 | 1.5°C | 2.0°C

disclosed the internal carbon price used, or how it was used. One . ,

. ] ) . ] verage annual operating cost increase £4.7m £4.3m
company disclosed the price on its website; however, this was not cross- assuming no proactive carbon reduction (£6.1m) (£5.6m)
L. plans are undertaken based on 2022 exit Based on $130 per tonne  Based on $120 per tonne

referenced or referred to within the annual report. run rate emissions. Figure as at end of

2027 in brackets.

It was not always clear how, or whether, companies had Annual Impact by 2030 Lo 2UC
f d b 0 o . . . Average annual operating cost increase £7.4m £6.1m
actored carbon pricing assumptions into investment assuming no preactive carbon reduction (£9.6m) (E8.0m)
decisions, or into the preparation of the financial statements. plans are undertaken based on 2022 exit g\ 1 sr05 perforne  Based on $170 per tonne

run rate emissions. Figure as at end of
20217 in brackets.

* Carbon pricing assumptions based on PwC's estimates for advanced economies in 1.5°C and 2°C scenarios

We expect companies to provide internal carbon prices where

relevant and explain how they are used by the company. Where this Hill & Smith PLC, Annual Report and Accounts,
information is presented outside of the annual report and accounts, 31 December 2022, p51

this should be cross-referenced. I

Clear quantification of the
potential financial impact of
carbon pricing
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2. Cross-sector findings (continued)

Voluntary assurance of climate-related metrics and targets

Over half the companies in our sample obtained some form of voluntary
external assurance, or verification, of some of their climate-related metrics.
There was variation in the type and level of assurance obtained, with many
companies obtaining assurance from firms other than their financial
auditors. Some companies opted for more than one type of assurance
covering different aspects of their reporting.

In one case it was difficult to ascertain the assurance provider and exactly
what aspects of reporting were covered.

Standard

Provider

Unclear

9% Unclear
(o]

Statutory
auditor
27%

ISAE

3000 or ISO 14064
ISAE or 14016
3410

Other
firm
64%

AA1000AS

We expect companies to explain the level and scope of any external
assurance given, ensuring the terminology used to describe the

assurance does not imply a higher level of assurance than has actually
been obtained.

Assurance of ESG data in the UK

ESG information is typically presented in the Strategic Report,
Corporate Governance Report or in other reporting (such as
Sustainability Reports). It is therefore not subject to statutory
audit, although the auditor is required to read all financial and
non-financial information included in the ‘front half’ of the
annual report (other information) and to identify whether the
other information is materially inconsistent with the financial
statements or the auditor’s knowledge obtained in the audit or
otherwise appears to be materially misstated.

In the UK there is currently no requirement for ESG data to be
assured, but entities are often keen to enhance the credibility of
their reporting by voluntarily commissioning independent

assurance.

In the UK, the FRC has adopted (ISAE (UK)) 3000 Assurance
Engagements Other Than Audits or Reviews of Historical
Financial Information which is a principles-based standard
providing requirements and guidance covering both reasonable
assurance and limited assurance attestation engagements. For
those entities that choose to, or are required to, publish a
Greenhouse Gas Statement, assurance practitioners undertake
their engagement in accordance with ISAE 3410 Assurance

Engagements on Greenhouse Gas Statements.

The FRC continues to work closely with the International
Auditing and Assurance Standards Board (IAASB) who are
currently developing global sustainability assurance standards.
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2. Cross-sector findings (continued)

Directors’ remuneration

Investors have expressed particular interest in the incorporation of
ESG-related factors into directors’ remuneration. Around half the
companies in our sample clearly outlined the ESG-related constituent
of directors' remuneration in the TCFD disclosures and Directors’
Remuneration Report.

One company stated that it was intending to put in place
ESG-related remuneration factors, but that these were
confidential. We encourage companies to be more
transparent about the structure of their future bonuses and
awards. This allows a better understanding of the link to the
company'’s strategy and future priorities.

@ Better practice examples provided an explanation of how
climate-related metrics were incorporated into remuneration
structures, providing clear links to relevant disclosures within
the annual report and summarising whether or not the
scorecard metrics were met.

We expect companies to clearly describe climate-related targets and
actual achievements against them as part of the Directors'’

Remuneration Report, in a manner consistent with the TCFD
disclosures.

The Remuneration Committee has agreed two strategic
sustainability measures and targets each with a 12.5% weighting.
Both are linked to Pod Point's ESG strategy and our belief that travel
should not damage the earth. The sustainability targets are both
concerned with reducing carbon intensity per KW hour and
reducing the carbon intensity of our infrastructure. They are:

1) The successful design, development and negotiation of an
Energy Tariff consumer market offering — Full attainment of the
goals will be the successful launch of an energy tariff which is
integrated with Pod Point’s products and services and the provision
of direct benefit to consumers to reduce cost, consumption and
carbon intensity.

2) The signing of a ‘grid load” management contract — Full
attainment will be obtaining of a signed contract with a grid load
manager to provide load management services to maximise energy
use efficiency.

Pod Point Group Holdings plc, Annual report and Accounts,
31 December 2022, p95

Disclosure of how climate-related
metrics are incorporated into
remuneration structures
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2. Cross-sector findings (continued)

Financial statements impact of climate-related targets
©000e

In our 2022 TCFD thematic, we noted that investor groups were calling
for greater connectivity between narrative reporting and climate-related
assumptions and estimates in financial statements. We set an
expectation that companies should consider the connectivity between
TCFD disclosures and the financial statements, and to provide
explanations where necessary, including addressing whether emissions
reduction targets and strategies described in the narrative reporting
have been appropriately reflected in the financial statements.

Since then, investors have continued to call for greater transparency
about how companies’ net zero plans have been taken into account
when preparing their financial statements. The IASB also re-issued in
June 2023 its educational material in respect of the effects of climate-
related matters on financial statements’.

In this thematic report, we considered how well the companies reviewed
had explained the link between their net zero targets and transition
plans and their financial statements when there was a reasonable
expectation that there could be a material impact on the financial
statements.

Most companies mentioned the effects of climate change in their
financial statements, but the disclosures were often high-level, simply
noting that the company had considered climate in preparing the
financial statements and that there was no impact. We have also
identified this as a common issue in our routine reviews.

As set out in the sector-specific sections of this report, the financial
impact of reaching net zero emissions varies from sector to sector, and
the level of disclosure is also dependent on the maturity of the individual
company'’s transition plan.

Better practice examples linked financial statements
assumptions to climate-related targets and explained the
assessments that the company had undertaken and any
impacts on the financial statements.

Most companies provided some information about how
climate had been considered in the financial statements.
However, fewer outlined the judgements and estimates
applied when considering the financial statements impact of
climate-related targets and transition plans, despite
considerable investor interest in this. This was especially
noticeable in the materials and buildings and energy sectors,
where a larger impact might be expected.

In some cases it was not clear whether the impact had been
considered at all, although this may have been because the
companies’ transition plans were at an early stage of maturity.

We saw some apparent inconsistencies between narrative and
financial statements disclosures. For example, where there
were targets announced in the narrative reporting, which
could be reasonably expected to have a material impact on
the financial statements, and no discussion in the financial
statements.

7 https://www.ifrs.org/content/dam/ifrs/supporting-implementation/documents/effects-of-climate-related-matters-on-financial-statements.pdf
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2. Cross-sector findings (continued)

We expect companies to:

Consider the impact of climate-related targets and transition plans
on the financial statements, taking into account the IASB’s
educational material.

Provide an appropriate level of disclosure, including any significant
judgements or assumptions that have been made in reaching their
assessment, when there is a reasonable expectation that the climate-
related targets and transition plans could impact the financial
statements.

h 0 Appendices

Connectivity Cross references to where
with TCFD targets have been considered
disclosures in the financial statements

Impairment note states capital expenditure to meet emission reduction targets
is incorporated in cash flows, explained which businesses are most impacted
by carbon costs and states cash flows included in VIU assessments reflected
carbon costs that are reasonably estimated to be incurred over the assessment
period

PP&E note explains climate-related considerations including assessing useful
lives in the context of the decarbonisation strategy of transport and mobile
equipment, and the impact of required capital expenditure on useful lives of
existing PP&E

Provisions note states climate change and policy risks have been considered,
including the impact of the carbon emissions reductions targets

Impact of Climate Change and Carbon Emissions Reduction
Targets

Climate change risks including the impact of achieving the Group's carbon
emissions reduction targets and the risks identified in the TCFD disclosures on
pages 56 to 59 have been considered and assessed in the preparation of the
Consolidated Financial Statements for the year ended 31 December 2022, There
has been no material impact identified on the estimates and underlying
assumptions made in the preparation of the Group’s Consolidated Financial
Statements as a result of climate change risks. In line with the application of our
accounting policies, estimates and underlying assumpticns are reviewed on an
ongoing basis as we continue to develop and implement our strategy to meet our
carbon emissions reduction targets. The table below provides details of where
further information has been provided in these Consoclidated Financial
Statements.

Climate Change and Carbon Emissions Reduction Targets Pages
References

—_—e Impairment testing of goodwill and property, plant and equipment 182, 211

Useful lives of assets 186, 209
Provisions for liabilities 183
Inventories 187
Retirement Benefit Obligations 234

The Directors are aware of the ever-changing risks attached to climate change
and regularly assess these risks against judgements and estimates made in the
preparation of the Group’s Consalidated Financial Statements.

In early 2023, the Science Based Targets initiative (SBTI) validated the alignment
of our existing Scope 1 and Scope 2 carbon emissions reduction target to a
1.5°C warming scenario. The target previously aligned to a well below 2.0°C
scenario. The Group’s assessment is that the impact of the adoption of this
updated target will not have a material impact on the estimates, judgements and
assumptions set out in the relevant disclosures referenced above. The overall
absolute Scope 1 and Scope 2 carbon emissions reduction target by 2030 is
consistent with the previous target.

CRH plc, Annual Report and Form 20-F,
31 December 2022, p181
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3. Materials and Buildings

Sector overview

The TCFD annex contains supplemental guidance for the materials and
buildings non-financial group. We focused our review on the
‘construction materials’ and ‘metals and mining’ industries within this
group, reviewing five companies involved in the manufacture and supply
of construction and other materials including metals, cement, and
ceramics.

Materials and buildings companies can have limited flexibility to adapt
to the risks of climate change in the short to medium term — due to
often being capital intensive, requiring high investment in fixed assets
and being dependent on sources of raw and refined materials.

The production and manufacturing of these products is energy-intensive
and companies within this sector often have significant emissions.
Therefore, their climate-related data is fundamental in enabling their
customers to report on and manage their indirect emissions.

Materials
and Buildings

Key findings

All companies disclosed net zero targets. These primarily covered
Scope 1 and 2 emissions, with most companies intending to set
Scope 3 emission reduction targets soon.

Most companies reported a range of metrics, including cross-industry
climate-related metrics and additional industry-specific metrics, with
better practice considering those most relevant to their net zero
plans. There was also evidence of increased engagement with the
TCFD sector-specific guidance this year, with all sampled companies
indicating they had considered this.

Only one company reported Scope 3 data against all the categories it
considered relevant; the other companies have determined Scope 3
emissions to be material and disclosed plans to collate and report the
data. The impact of not reporting material Scope 3 emissions was not
always reflected in the statement of consistency with TCFD.

Most companies could improve the linkage between their risks and
metrics reported. We also identified instances where additional
granularity of metrics may have been helpful.

Explanations of the consideration of net zero targets and transition
plans in the financial statements were mostly boilerplate. Whilst we
identified some better practice, we also noted apparent
inconsistencies.
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and Buildings

3. Materials and Buildings (continued)

Clarity and understandability of reporting

All companies presented metrics and targets within their strategic report,
with two also presenting information in separate sustainability reports.

A There was not always a clear link between metrics reported
and the climate-related risks and opportunities outlined.
Metrics were often reported in a separate section to risks and
opportunities, with little or no cross-referencing.

We identified instances where the risks and opportunities
seemed to vary across the different products supplied by the
company. However, there was no disclosure of the current
product mix or anticipated future product mix, which made it
difficult to understand the potential impact of these8.

@ One company clearly explained how emissions are generated
during the manufacturing process, and how this varies for
different products. It clarified why the emissions from one
segment are classified as Scope 1, and another as Scope 3.

We saw varying levels of linkage between the TCFD disclosures and
other narrative disclosures in the annual report.

One company reported its climate-related metrics alongside
other KPIs, showing an integration of climate into its strategy.

Two companies discussed climate-related risks and
opportunities in their sustainability report or elsewhere in the
strategic report but did not refer to these in their TCFD
disclosures.

Disaggregated emissions
target by product category

Target Target year

27.5% Group CO, 2030
emissions reduction vs,
2019 baseline (tonnes)

Progress  Status

-7.5% .

Linkage with loan
and remuneration

l

I S| target”
PSP target**

Narrative

Absolute emissions 7.5%
below 2019 benchmark

32% Group emissions 2030
intensity reduction vs. 2019
baseline (kg CO,/tonne

0.9% .

Short-term increase in
intensity driven by expected
change in clay vs. concrete
production mix

33% Clay products b 2030
intensity reduction vs. 2019
baseline (kg CO,/tonne)

-4.2% .

Progress is on track with
near-term reductions
linked to commissioning
of new Desford

* Three of our targets have been incorporated into the Sustainability Linked Loan (SLL)
following the refinancing completed in January 2023.
** Two of our targets will be applied to the 2023 Performance Share Plan (PSP) award.

Forterra plc, Annual Report and Accounts,

31 December 2022, p49

We expect companies to:

Consider the link between the climate-related metrics, and the risks

and opportunities disclosed.

Consider whether additional disaggregation of metrics and targets
would aid the understandability of risks and opportunities for
different business lines.

8 TCFD guidance for non-financial companies states companies should consider disclosing their metrics by relevant jurisdiction, business line, or asset type.
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and Buildings

3. Materials and Buildings (continued)

Net zero targets We expect companies to explain any challenges or uncertainties,

including in technology, as part of their climate-related targets and
transition plans.

All companies disclosed targets to reach net zero in relation to Scope
1 and 2 emissions, between 2030 and 2050. One company also
disclosed a target to reduce a limited portion of its Scope 3
emissions, with most companies stating an intention to set Scope 3 Climate-related metrics
emission reduction targets soon.

All companies reported at least one cross-industry climate-related

@ All five companies clearly specified the time frames over which metric beyond those required by SECR. One company explained that
their emission reduction targets apply and the base year from it intends to broaden its reporting in relation to these metric
which progress is measured. categories. The variety of metrics reported meant that it was often not

possible to make comparisons between companies.

@ One company explained that whilst it is committed to net zero
by 2050, its plans beyond 2030 are not yet defined (see better
practice example included on page 22).

The sector-specific guidance notes that materials and buildings
companies should:
* focus their disclosures on their research and development activity

0 d anifi i<ition during th hich and potential impacts of carbon pricing, physical risks and
.rllle company mal ela >1gn! ]Lgant ackc)qumtlgn dring the year, whic opportunities. We have assessed these areas in more detail (see
will require a recalculation of its carbon reduction targets next year. pages 31, 40 and 41); and

+ consider providing additional industry-specific metrics® and
Other climate-related targets refers to the SASB 'Climate Risk Technical Bulletin’, April 12, 2021.
Two companies in our sample stated that they had reported

Companies also set targets in a number of other areas, including: SASB metrics, and one company intends to align its reporting

* renewable energy;

. . . . next year.

* investment in greener manufacturing capacity;

* revenue generated from sustainable products;

* suppliers setting SBTis; and We noted examples of additional industry-specific metrics,

* reducing waste (generated and amount sent to landfill). where relevant. One company disclosed both the energy

intensity and wastewater per tonne of product packed, and

One company was unable to set interim targets as it was targets to reduce these. Another company specified the
dependent on external progress in the development of novel number of sites in areas of water stress.

tEChnOIOgy' This level of SEREItEngy helps users understand 9 Examples of potential metrics include building energy intensity by area, building water intensity,

uncertainties associated with targets. percent of fresh water withdrawn in regions with high or extremely high baseline water stress, and
area of buildings, plants, or properties located in designated flood hazard areas.

FRC | CRR Thematic Review of Metrics and Targets | July 2023 39



Materials
and Buildings

3. Materials and Buildings (continued)

We expect companies to:

Consider the risks and opportunities to which they are exposed and
the information that is most relevant to their measurement and
monitoring when determining which metrics to report.

Report material cross-sector climate-related metrics.

Metrics related to physical risks

The TCFD guidance notes that construction materials companies should
assess risks related to the increasing frequency and severity of acute
weather events. We had the following observations for the five
companies reviewed:

* Three companies indicated the amount and extent of assets or
business activities vulnerable to physical risks, which includes acute
weather events. This is one of the cross-industry climate-related
metric categories.

+ All companies outlined the different physical risks to which they were
exposed. Three companies explained that they deemed physical risk
to be low, with the remaining two companies indicating it was low but
not stating this.

The TCFD guidance also notes that construction materials companies
should assess risks related to increasing water scarcity that impact their
operating environment. One company clearly explained that it is heavily
reliant on water in its manufacturing processes, and another disclosed
the number of sites in water stress. All but one company indicated their
water consumption.

Metrics related to capital deployment and research and development

The TCFD guidance notes that materials and buildings companies are
often capital intensive, with long-life manufacturing facilities. Disclosures
related to the research and development plan and progress are therefore
important for understanding the current and future situation and risks of
the company.

Most companies in our sample quantified the investment deployed
towards climate-related risks and opportunities. Note that this is one of
the cross-industry climate-related metric categories.

Better practice discussed the research and development plan
and investment deployed in relation to the company'’s transition
plan targets.

Discussion of investment needed in order to meet
the targets set as part of its net zero commitment

!

Whilst the total cost of novating the fleet on renewal of the lease is
material to the Group, the incremental cost of choosing to renew with
lower carbon vehicles instead of traditional vehicles is not material. In
the UK (which has 40% of our emissions), the incremental cost of
novating this fleet is c£0.8m in 2023, 2024 and 2025. Similarly, the
cost of building the infrastructure to support the move to HVO fuel in
the UK in some of our trucks is less than £100k per annum. HVO fuel
is not expected to have any significant incremental cost impact over
the diesel which is currently purchased.

SIG plc, Annual Report and Accounts, 31 December 2022, p49
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3. Materials and Buildings (continued)

Metrics related to opportunities

The TCFD guidance states that disclosures should focus on the potential
impacts of opportunities for products that improve efficiency, reduce
energy use, and support closed-loop product solutions. The proportion
of revenue, assets, or other business activities aligned with climate-
related opportunities is also a cross-industry climate-related metric.

Consistent with our findings in last year's thematic review, the reporting

of metrics related to opportunities was generally not as developed as

for risks. We did, however, see some examples of metrics reported in the

companies reviewed, including:

* one company set a target for a certain percentage of revenue to be
generated from new and sustainable products; and

+ one company quantified the potential annual impact of opportunities
on trading profit in the short, medium and long term.

One company explained that due to technological uncertainties,
it was not possible to quantify the financial impact of climate-
related opportunities. This was helpful clarification that the
reason for non-disclosure was not on the grounds of materiality.

Intensity ratios

The TCFD all-sector guidance states that organisations should consider
providing relevant, generally accepted industry-specific GHG efficiency
ratios.

All companies disclosed an intensity ratio metric:

» Two companies expressed emissions in units of production. The all-
sector guidance notes this is widely used for high-energy
consumption industries.

* Two companies chose revenue as their emissions factor, which is
commonly used across many different industries.

* One company expressed emissions in both units of production and
revenue, which aided comparability with other companies.

Better practice showed a clear linkage of emissions ratios
disclosed and the targets used as part of their emission
reduction plans.

We were not always able to recalculate the intensity ratio
from the information disclosed. One company disclosed
different reporting periods for emissions and the financial
statements, which may have been the reason for the
recalculation difference.

We expect companies to clearly explain the reporting period used

in calculating intensity ratios, if this is different to the reporting
period of the financial statements.
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3. Materials and Buildings (continued)

Scope 3 GHG emissions

Materials and buildings companies often have very material Scope 3
emissions, for example, from the purchase of raw materials, investment
in manufacturing machinery, the transportation of products and
customers’ use of products. The extent and nature of Scope 3
emissions varies greatly depending on the company'’s position within
its supply chain.

Companies have made progress in assessing which Scope 3 categories
are relevant to their business; however, only one company reported
against all Scope 3 emission categories that it considered relevant. Other
companies explained that their Scope 3 emissions are material and
disclosed their plans to disclose these in the future, with the next steps
being to gather or analyse the data.

Two companies reported a small portion, or estimated
amount, of material Scope 3 emissions. Both companies
reported compliance with all three of the metrics and targets
recommended disclosures, and did not seem to have
considered the impact of not reporting all relevant categories
of Scope 3 emissions on their statement of consistency.

Out of the four companies who did not disclose their complete
Scope 3 emissions, only one disclosed the timeframe in which
it expects to be able to make those disclosures. This is required
under paragraph 8(b) of Listing Rule 9.8.6R.

We expect companies to:

Undertake an assessment to determine the materiality of Scope 3
emissions and report Scope 3 where appropriate, clearly identifying

which categories are included.

Consider the impact on the company's statement of consistency
with TCFD when Scope 3 emissions are appropriate but not
reported.
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3. Materials and Buildings (continued)

Financial statements impact

All companies stated that they had considered their TCFD disclosures
when preparing their financial statements. The extent to which this
disclosure considered companies’ net zero targets and transition plans
varied, with most explanations being fairly high level and boilerplate.

@ Better practice clearly explained how the actions planned to
meet targets disclosed impacted the financial statements.

We identified apparent inconsistencies between the TCFD
disclosures and the financial statements:

* One company discussed transition risks extensively in the
front half, but then stated that only physical risks had been
considered in the financial statements.

» Two companies referred to carbon offsets or carbon pricing
in the front half, but the extent to which these were
considered in, or relevant to, their impairment assessments
was unclear.

We expect companies to:

Avoid boilerplate statements such as ‘climate has been incorporated
into our impairment review assumptions’ which provide limited

insight without describing the relevant assumptions, uncertainties
and the position taken.

Consider explaining why certain targets do not have a material
impact where investors may reasonably expect them to do so.

Impact on financial planning and financial statements

The largest financial impact from our carbon-related risks is the
cost involved with removing fossil fuels from our fleet. The
strategy for transitioning the fleet to a lower carbon basis is to
replace aged vehicles with lower carbon alternatives as and when
the leases naturally renew and to focus on a short to medium-
term transition to lower carbon fuels which can be used in our
existing fleet. There are currently no plans to accelerate the
transition of the fleet to lower carbon alternatives over and above
the natural lease cycle...

...The costs of pursuing this strategy over the short term have
been factored into our 2023 budget and medium-term plans by
each operating company. Over this period, these costs largely
relate to the transition of our car and forklift fleet to lower-carbon
alternatives and the gradual transition to fuels such as HVO in our
large trucks...

...The financial impact of climate-related matters is further
discussed on pages 66 to 67 as part of our viability and going
concern statements as well as in Note 11 of the financial
statements which details our considerations in respect of
impairment reviews. These statements conclude that there is not
considered to be a significant risk of climate change causing a
significant downturn in cash flows across the Group.

SIG plc, Annual Report and Accounts, 31 December 2022, p49

!

Discussion of potential impact of key transition target. Refers to
other relevant sections of the annual report and the note in the
financial statements.
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4. Energy

Sector overview

The TCFD annex contains guidance for companies operating in the
energy sector, including those operating in the Oil and Gas, Coal and
Electric Utilities industries. The energy sector is critical for most
economic activity, and other industries whose transition plans depend
upon increased electrification of their activities will rely on the
decarbonisation of the electric utilities sector. The sector must balance
enabling overall decarbonisation in support of countries’ climate
ambitions with the need to provide a reliable supply of energy.

Electric utility companies typically have long planning horizons. They are
often exposed to physical risks, for example, severe weather events
impacting power generation and transmission assets. They are also often
exposed to transition risks, for example, through changing government
policies, which can vary significantly across different jurisdictions.

We reviewed the disclosures of five companies across the electricity
value chain, including companies involved in the generation and
transmission of energy and the provision of energy end-use
infrastructure. Our sample was split between companies reporting
against TCFD for the first time and companies for whom it was the
second year of mandatory reporting.

Key findings

Three companies disclosed net zero targets, but it was not always
clear whether these included Scope 3 emissions. Two of the smaller
companies explained they were not yet in a position to set net zero
targets.

Four companies reported a range of metrics, with some disclosures
implying consideration of the sector-specific energy guidance. The
remaining company explained that it will develop a metric and target
framework as it matures and grows.

All companies reported some Scope 3 emissions. However, the
reporting boundaries were not always clearly explained, and it was
sometimes unclear which categories had been reported.

Most companies could improve the linkage between their climate-
related risks and reported metrics, including cross-referencing to
relevant metrics included outside the TCFD reporting.

There were some better practice examples of the consideration of
climate change in the financial statements; however, we also
identified examples of apparent inconsistencies.
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4. Energy (continued)

Clarity and understandability of reporting

All companies in our sample included their TCFD disclosures within their
strategic reports.

Better practice clearly presented the metrics and targets in
tables or with graphics summarising performance, with
additional detail in narrative disclosures.

One company reported metrics alongside identified risks and
opportunities, but it was not always clear how these related to
one another. Additional information that helped to explain this
was presented within large blocks of text in a separate location.

We identified instances where seemingly relevant metrics were
reported elsewhere in the annual report, including the Directors’
Remuneration Report and key performance indicators, but were
not referred to within the TCFD disclosures.

Some companies provided more detailed data on their
websites. However, for one company we noted unexplained
differences between the base year emissions underpinning its
net zero target in the annual report and on its website.

We expect companies to:

Ensure that any linkage between risks and opportunities and
metrics used to measure, monitor or manage them is clear.

Consider the connectivity across disclosures to ensure coherent
messaging.

Ensure that where metrics are reported in more than one place, any
inconsistencies are explained.

We consider the disclosures to be partially consistent with the
recommendations for cross-industry metrics and targets
(recommended disclosures “Metrics and targets a) and c)”). We
believe our cross-industry metrics currently lack the level of
specificity required to meet the threshold for full consistency. Over
the coming year, we intend to evaluate appropriate targets and
evolve our business methods, and our approach to metric
reporting. This should enable us to increase the level of specificity
we are able to provide on these disclosure requirements. Our
objective is to confirm that the 2023 Annual Report and Accounts is
consistent with the current TCFD recommendations.

Drax Group plc, Annual report and accounts,
31 December 2022, p52

!

Clear consideration of the impact of not
reporting cross-industry climate-related
metrics on the statement of consistency

FRC | CRR Thematic Review of Metrics and Targets | July 2023

46



(R

4. Energy (continued)

Net zero targets

The companies within our sample were at varying levels of maturity in
setting net zero targets and determining their transition plans. Two
smaller companies explained they were not yet in a position to set net
zero targets.

©

Two companies disclosed clear net zero targets, which
covered Scope 1, 2 and 3 emissions.

One company set a carbon reduction goal, but it was not clear
whether this included the Scope 3 emissions that had been
disclosed, or whether the target related to only Scope 1 and 2.

Some companies specified that their targets are SBTi-aligned.
However, they did not always explain where they were in the
SBTi target process.

Other climate-related targets

Companies disclosed targets in a number of other areas, including:
* transition of fleet to electric vehicles;
* installation of electric vehicle charging points;
* production of biomass pellets; and
* reduction in the use of SF, (used in electricity transmission and
distribution).

One company disclosed a target but did not disclose the
corresponding metric for the current period. This made it
difficult to understand the extent of progress needed in order
to reach the target.

10 The TCFD all sector guidance requires companies with medium-term or long-term targets to also disclose associated interim targets in aggregate or by business line, where available.

Discloses interim targets'? for
the longer-term commitments

Transition dashboard clearly
sets out targets and progress
towards achieving targets

Our Climate Transition Dashboard™
Includes our net zero targets, supported by our Climate Transition ambitions

Target date

Customer GHG emissions — 28% intensity reduction®

(net zero by 2050) 2030

Hive Active Heating — 2.5 milion customers

(units sold to date} 2025

Smart meters - 6 million additionalinstalled

{from 2020) 20z

EV charging points — 100,000 in year

(annual units installed) 2025

Heat pumps — 20,000 in year

{annual units installed) EUZS

Centrica GHG emissions — 40% reduction®®

(net zero by 2045) 2034

Low carbon and transition assets — 800MW installed®

{from 2020) B

Fleet — 100% EV roll-out - Vans {total EVs) 2025

—100% EV roll-out — Cars (total EVs)

Property — 50% reduction in UK emissions®

{from 2019) 20D

Progress against goals: @ Ontrack Q) Behind

2022

6% reduction o

20m @

23m @

74« O

200 Q

6% reduction® .
01w @

23% Q

43% @

63% @

2021

17% reduction® .

1.6m @

15m @

24k @

500 O

53% reduction® @
101w @

12% @

9% @

322 @

Centrica plc, Annual report and Accounts, 31 December 2022, p53

We expect companies to clearly explain whether net zero targets or

commitments include Scope 3 emissions.
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4. Energy (continued)

Climate-related metrics
Choice of metrics

Most companies disclosed at least one metric beyond the GHG
emissions, energy use and intensity ratio required by SECR, with two
companies disclosing most of the cross-industry climate-related metrics.
One company explained that it will develop a metric and target
framework as it matures and grows.

The sector-specific guidance notes that energy companies should
consider providing additional industry-specific metrics'' and refers to the
SASB ‘Climate Risk Technical Bulletin’, April 12, 2021. One company in
our sample stated that it had reported SASB metrics.

We saw some examples of company-specific metrics including:

* % of emissions from hydrocarbon production, transport and
storage; and

* an electricity transmission company reported SF; gas
discharges.

We have considered the metrics reported in more detail throughout
the subsequent sections within this report — specifically in relation to
physical risks, transition risks, Scope 3 emissions and intensity ratios.

We expect companies to report material cross-sector climate-

related metrics and keep industry-standard metrics and peer
reporting under review.

Metrics relating to physical risks

The energy sector guidance states that companies should consider
providing disclosures related to the financial implications of potential
physical impacts, such as severe storms and flood mitigations.

Three of the five companies sampled outlined the different physical
risks to which they were exposed. Two of these indicated the amount
and extent of assets or business activities vulnerable to physical risks??,
which includes acute weather events:

* One company determined the risk of extreme weather, flooding and
sea levels rising to be significant, and quantified the potential impact
on profit in a given year.

* One company quantified the impact of rising mean temperatures on
the gross margin in the short, medium and long-term.

One company included brief details of its risk assessment of
physical risks but did not disclose the output of this.

The energy sector guidance notes that many companies are
dependent on the availability of water, and that all energy companies
should consider disclosing their reliance on water in areas of high
water stress. We did not identify any disclosure of this. However, two
companies did disclose their water use and one specified how much
water was abstracted and returned for hydrogeneration, and
abstracted for pumped storage.

11 Examples of potential metrics include percent of water withdrawn in regions with high baseline water stress and amount of gross global Scope 1 emissions from (1) combustion, (2) flared

hydrocarbons, (3) process emissions, (4) directly vented releases, and (5) fugitive emissions/leak.
12 This is a cross-industry climate-related metric category.
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4. Energy (continued)

Metrics relating to transition risks

Our sample mostly focused on utility companies. The TCFD sector-
specific guidance notes that electric utility companies often face
significant transition risk from the potentially disruptive impact of the
policy, technology, and portfolio changes likely to occur over the next
two to three decades as part of a shift to a low-carbon energy system.

Three companies in our sample disclosed their transition risks, which in
each case included policy, technology and market risks. Two of these
companies clearly disclosed metrics associated to the transition risks, as
well as indicating the amount and extent of assets or business activities
vulnerable to transition risks'3.

One company quantified the impact of its transition risks and
opportunities on its gross margin in the short, medium and
long-term, under two different climate scenarios.

One company gave high level descriptions of the metrics, which

made it difficult to understand what the metrics were measuring.

One company disclosed metrics which seemed to be relevant to
its transition risks elsewhere in its strategic report, but did not
refer to these in its TCFD reporting.

One company disclosed only physical risks in relation to
climate change and did not explain whether it considers
transition risks to be relevant.

13 This is a cross-industry climate-related metric category.

The sector-specific guidance notes that energy companies should focus
their disclosures on potential impacts of:
* changes in compliance and operating costs, risks or opportunities,
(e.g. for older, less-efficient facilities);
* exposure to regulatory changes or changing consumer and investor
expectations (e.g. expansion of renewable power); and
* changes in investment strategies (e.g. increased investment in
carbon-capture technology).

We identified disclosures suggesting that some companies
had considered these disclosures from the sector-specific
guidance. Examples of metrics disclosed include the following:
 current fuel mix;

* pumped storage and hydro capacity;

* MW of low carbon and transition assets installed; and

* number of EV charging points installed.

The energy sector guidance notes that the regulatory and competitive
landscape surrounding electric utilities differs significantly between
jurisdictions, which can make assessment of climate-related risks very
challenging. The companies who did not disclose either their transition
risks or associated metrics all predominantly operate in the UK,
suggesting this was not the primary reason for not disclosing metrics.
The lack of disclosure seemed to be due to the maturity of the
reporting, with the companies all reporting TCFD disclosures for the first
year, due to either being standard listed, or premium listed but having
made limited disclosures last year.
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4. Energy (continued)

Scope 3 GHG emissions

All companies reported some Scope 3 emissions. Scope 3 emissions are
often significant for energy companies; however, the nature of these will
vary depending on the company's business model.

Scope 3 reporting categories were not always disclosed and it
was sometimes unclear whether the categories not reported
were immaterial, or if there was not yet readily available data
to determine the extent of these emissions.

One company disclosed Scope 3 emissions, but did not
provide any details of what these related to.

Scope 3 Scope 1 Scope 2 Scope 3
o %&1\ ) e
s [ = M OB 9 4O
Upstream Direct emissions Indirect emissions from Downstream
electricity
« Coal supply chain : « Coal and natural gas power ¢« Hydro electricity : « Recycling, processing
« Natural gas supply chain i generation I consumption i and disposal of waste
« Biomass supply chain + Methane and nitrogen oxides + Cruachan electricity imports + Reuse and reprocessing
« Supply chainforotherfuels :  emissions from biomass : « Generation electricity : ofashand by-products
« Supply of sludge to Daldowie :  generation : consumption o Transmission and distribution
+ Biomass transport from i+ Pellet plant operations : + Pellet Production business : + Emissions from use of sold
Drax Biomass to Drax * « Pellet port operations ¢ electricity consumption * electricity
« Utilities as part of lease : « Large plant vehicles i« Office sites electricity  « Emissions from use of sold
contracts « Flue gas desulphurisation consumption natural gas
- Emissions from operational  :  systems : : « Emissions from transport
and capital purchases * « Company vehicles i - and use of sold pellets
. Business travel i+ Flucrinated gases from : :
« Hotel stays : heating, ventilation and air
« Employee commuting ¢ conditioning systems

Drax Group plc, Annual report and accounts, 31 December 2022, p61

Better practice disclosures presented data in tables and
provided explanations of the emission scopes and categories
included. This was particularly helpful for understanding the
extent of Scope 3 emissions, which can be wide-ranging and
include upstream and downstream emissions.

We expect companies to report Scope 3 GHG emissions where

appropriate and to clearly explain the different categories of Scope
3 emissions disclosed.

Explanation of current level of assessment of
Scope 3 and planned actions

l

In monitoring our supply chain sustainability
risk, our Scope 3 emissions data highlighted the
top suppliers by emissions, enabling us to
engage with the top two during 2022 on their
sustainability goals and metrics. We will extend
this out to the remainder of our top ten
suppliers during 2023.

Pod Point Group Holdings plc, Annual report
and accounts, 31 December 2022, p52

Summary of the business activities
and classification as Scope 1, 2 or 3

FRC | CRR Thematic Review of Metrics and Targets | July 2023

50



(R

4. Energy (continued)

Intensity ratio

The TCFD sector-specific guidance refers to the WBCSD, “TCFD Electric
Utilities Preparer Forum,” July 16, 2019. The forum notes that it can be
useful for utility companies to disclose both intensity and absolute
metrics, due to emissions often being volatile due to weather
variability™.

All companies disclosed an intensity ratio metric’>. We saw a range of
emission factors, including tonnes of CO, equivalent per:

+ currency unit of sales revenue;

» kWh of electricity generated or energy transferred;

* units of production shipped; and

+ km of area covered by electricity licence.

The range of emission factors disclosed is reflective of how companies
within the energy sector often have diverse operations, both within the
company and compared with other companies. This can make
comparisons between companies difficult.

Most companies within our sample disclosed targets on an absolute
basis; however, one company'’s targets included reducing Scope 3
downstream emissions in relation to £m of sales revenue.

We expect companies to consider the relevant metrics for their

sector and business and provide clear explanations of the choice of
metric where they are not standard for the industry.

Financial statements impacts

As noted previously, two companies in our sample were at an early
stage of defining their transition plans and had not yet set net zero
targets.

We saw examples of additional disclosure to explain the
linkage between the metrics and targets, and the financial
statements. For example:

* one company explained why the assumptions used in
impairment testing were not consistent with net zero
scenarios, and disclosed additional sensitivity analysis to
show the impact on the carrying value of using net zero-
aligned assumptions; and

 another company explained how the emerging technology
necessary to meet its net zero targets would impact the
useful economic lives of existing assets, disclosing an
associated key source of estimation uncertainty.

We identified an instance where the financial statements did
not seem to consider the announced targets, and it was
unclear whether this was appropriate due to a lack of detail
regarding the target.

We expect companies to explain how they considered their
announced targets when preparing their financial statements, when

there is a reasonable expectation that the targets could have a
material impact.

14 Emissions may increase due to drought or inadequate wind resources, or changing demand due to more heating or cooling needs.

15 This is also required by SECR.
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4. Energy (continued)

Executive
Summary

Asset
L ELET T

@ Appendices

3. Critical accounting judgements and key sources of estimation uncertainty

Accordingly, the Group is mindful of these dynamics when it considers which areas of the balance sheet are exposed to key estimation
uncertainty from climate-related issues. The Group considers which assets are most exposed to impairment frem climate risks and
similarly whether there are any liabilities that are either currently unrecognised or might increase as a result of those risks.

The Group's assets/liabilities have been segmented into three tranches, grading each balance’s exposure to climate risks/cpportunities:

(i) Higher risk — As the consumption of gas and power is intrinsically linked to carbon emissions, their pricing is consequently exposed to
climate and legislative risk. Accordingly, where assets or contract values have a key dependency on commodity price assumptions,

those assets (or contracts) are deemed higher risk.

(i) Medium risk — Gross margin energy transition considerations and their potential impact on forward-lcoking balances {e.g. Supply and
Services and Energy Trading goodwill) and decommissioning balances in E&P.

(i) Lower risk — No significant risk identified on the basis that positions are short-term in nature or are specifically linked to the energy

transition or are immaterial.

The key non-current asset (and decommissioning provision) balance sheet items have been presented in more granular detail below,
together with the groupings into the above risks and with rationale set out below the table:

As at 31 December 2022 related to (Em):

Goodwill

Intangibles es L 1t

Classifies the balance sheet assets according to

Deferred tax Decommissioning

Investment in Property, plant &
i equi assets provision

Gas Assets (E&P and Storage)
E&P fields (Spirit)

E&P tax losses (Spirit)

Gas storage facility (Rough)

level of climate risk, and then explains why
those classified as higher risk have not been

Power Generation

Nuclear investrment

Gas-fired power stations/engines
Combined heat and power (CHP)/fuel cell
Solar

1,124 (256) 1,178) | . .
214 considered to be key judgements or sources of
a = B24) estimation uncertainty
1,560
95 (15)
45
14

Higher
Medium

Lower

Centrica plc, Annual report and
Accounts, 31 December 2022, p135

(Note that this extract has been cropped

and does not include all assets)

3. Critical accounting judgements and key sources of estimation uncertainty

All items noted above may be impacted by climate-related risks but are not currently considered to be key areas of judgement or sources
of estimation uncertainty in the current financial year.

Higher risk

E&P field valuations are dependent on forecast commodity prices. Climate change risk means that there is uncertainty over gas demand
and forecast prices. This is not currently a key source of estimation uncertainty because current liquid commodity prices mean that there
is significant impairment headroom over current carrying values. Nonetheless, valuation sensitivity information based on a net zero price
forecast has been provided in note 7(c) to show field values can move significantly. (Note that the Group’s intention is to run-off remaining
fields with most production forecast in the next five years. Decommissioning obligations will be substantively met by the early 2030s, whilst
further investment in exploring for new gas fields has ceased.) Recoverability of E&P deferred tax assets associated with historic losses is
dependent on future field profitability and so is subject to climate change risk.

The valuation of the investment in Nuclear is also highly dependent on forecast commodity prices. Climate change risks and opportunities
means there is uncertainty over electricity demand and forecast prices. The underlying Nuclear stations, which produce electricity with no
carbon emissions, have different useful economic lives, with the last station forecast to cease operating in 2055. Valuation sensitivity
information based on a net zero price forecast has been provided in note 7(c).

Centrica plc, Annual report and Accounts, 31 December 2022, p136
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5. Banks

Sector overview

One of the challenges that the Financial Stability Board sought

to address with TCFD was the need to provide financial markets with
accurate and timely disclosures to support informed, efficient capital-
allocation decisions in the transition to a net zero economy. As providers
of capital, banks are key consumers of TCFD data. However, they also
report on the climate-related impact of their own operations, including
their investing and lending decisions.

Banks have a systemically important role in the economy and society as
a whole and therefore have a diverse range of stakeholders. They are
custodians of wealth which they use to provide finance to others. Their
actions in seeking to reduce their carbon footprint have the potential to
have wide ranging impacts.

Each bank is unique. The size and complexity of their operations varies,
and their disclosures relating to climate reflect this. To see the progress
banks are making in disclosing meaningful metrics and targets, we
reviewed the reporting of five banks, including two from the FTSE 100
and one from the FTSE 250.

Key findings

All five banks disclosed targets to reach net zero by 2050, including
financed emissions. They also set interim targets for their own direct
emissions.

Three banks reported financed emissions for the most heavy-
emitting of their lending activities and continue to develop emissions
disclosure for their remaining significant loan portfolios. The other
two are developing their capabilities to be able to report in the
coming years. The financed emissions calculations were based on
the Partnership for Carbon Accounting Financials (PCAF)

industry standard.

The banks that disclosed financed emissions had to make estimates
and assumptions in their calculations. Banks need to be clear about
the limitations of the reliability of any data.

The banks’ TCFD disclosures were among the lengthiest of the
companies reviewed, and were often supplemented by information
outside the annual report. Without careful consideration of how this
information is presented, there is a risk that decision-useful
information is obscured. There are opportunities to improve the
clarity and conciseness of the banks' TCFD reporting.

No bank quantified a financial effect of climate change on the
financial statements, and four banks explicitly stated that they did not
consider the quantitative impact to be material at this time.
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5. Banks (continued)

Clear and concise disclosures
TCFD reporting for the larger banks extended to over 100 pages.

Banks need to consider how best to present information in a clear and
concise manner, whilst ensuring that all the statutory information
required to be in a strategic report is given in that report (either directly
in the report or clearly cross-referenced to other parts of the annual
report and accounts).

It was clear that the banks had given thought to aiding stakeholders in
navigating their way through the voluminous information, but there was
often repetition of the same data in different sections of the annual
report.

Presenting extensive information without explanation of which
audience it is intended for can make it harder to identify the key
messages.

As reporting becomes more developed and embedded,
companies need to think carefully about how to present the
required information in a clear, concise and understandable
manner.

Companies should ensure that additional information does not
obscure material TCFD disclosures. The reporting of risks and
opportunities arising from climate change should be clearly
identified from more general business opportunities.

Sets out the TCFD Uses colour coded
recommended labels to help
disclosure navigate

Governance

Risk Metrics and
Management [Nt 20}

The metrics and targets used to assess and manage relevant climate-related risks and opportunities
where such information is material

Metrics and Targets

OO0

0The metrics used to assess climate-related risks and opportunities in line with our strategy and risk management process

2022 progress

Metrics used to assess climate-related risks:

+ Exposures to heightened climate-related risk sectors;

+  Energy efficiency and flood risk assessment for UK residential mortgage portfolio;

+ NatWest Group's own operational footprint;

+  Estimates of financed emissions based on absclute emissions and emissions intensities, including progress against sectoral
decart:onisation pathways:

+  Estimates of facilitated emissions from corporate bond underwriting.

Wetrics used to assess climate-related opportunities:
+ Climate and sustainable funding and financing;
«  NatWest Group Own Green Bond issuance.

Refer to the Directors’ Remuneration Report in the NatWest Group p\a- 2022 Annual Report and Accounts for further details on integration of climate
considerctions into remuneration.

Future priorities
+  Continue to develop metrics and measurement capabilities to monitor dnd maonage climate-related risks and opportunities.
- Continue to develop measurement, monitoring and reporting capabilitiefs for Asset management.

- Continue to monitor evolving carben measurement standards and enhdnce capabilities including centinuing engegement with PCAF on finalisation of the
financed emissions standard.

NatWest Group plc 2022 Climate-related Disclosures Repprt sections 3.2, 5.1, 5.2, SL, 54,55,5.6,57

NatWest Group plc,
Annual Report and Accounts,
31 December 2022, p61

Provides an Details Signposts where
overview of work still further information
progress to be done || can be found
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5. Banks (continued)

Infographics can be a good way of communicating complex information Companies should consider how best to present the
in an easily understandable way. key messages in a clear and understandable way.

Our transition to net zero

NatWest Group has been a signatory to the United Nations Environment Programme Finance Initiative (UNEP FI)
since 1997 and the Equator Principles since 2003. We have come a long way since activists protested against our
financing of oil, gas and coal in 2010. In 2011, we launched our Envirenmental, Social & Ethical (ESE) Risk Framework,
which required enhanced due diligence for certain lending and loan underwriting customer relationships, transactions,
activities and prajects. We recognise that through our financing activity NetWest Group may contribute to climate
change. As the initial iteration of our Climate transition plan illustrates, we are committed to playing our part in
addressing the climate challenge, but we cannat transform the real y on our own. Ui ly, success will be
determined by society’s willingness to adapt, supported by consistent, long-term government policy and continuing
technical innovation.

‘Net zero is the growth
opportunity of the 21+ century’

Mission Zero, Independent Review of Net
Zero Report by Rt Hon Chris Skidmore
MP, published in January 2023

Founding members of Glasgow Financiol Alliance for Net Zero

(GFANZ), Net Zero Banking Aliance (NZBA) and memrber . . . .
Target to provide E100 bilion dlimate and sustainable funding

of Powering Post Coal Alionce. Joined Net Zero Asset -
Managcrs (NZAM) irititive and firarcing between 1 July 2021 and the cad of 2025, As part
of this we oim to provide of leost €10 bilian in lending for EPC A

Principal portner for COP26 and B rated residentil properties betwaan 1 Jonuary 2023 end °
the end of 2025 Ambitien to achieve net PrOVIdeS a

zerp across our financed

Bank of Englenc publishes S53/19, Target to reduce emissions from direct own operations by 50% issions. Au
) d f
el ol summalr y (o) the

outlining hew bonks should manage by 2025, against o 2019 baselne operational value ¢hin
climate-related fnancial Hsks
key targets and
.
the timelines to

e eyt

o o 0 RN b h
orgtenm = 18 veat
Shor: tarm®t

Task Force on Anmounced our purpose-led Annual General Meeting: Say an Climate resolution Ambition to at least halve the climate impact of our financing activity, against a

Lhrgzt:h—):elltfd(fg;[%cml climate ambition. Selence-besed torgets velidoted by STE for 2019 baseline, and align with the 2015 Paris Agreement
- T i SBTi issues finoncial services sector 79% of our lending book and own Armrbition for 50% of our UK maertgage boak has on EPC roting of C or abowve by 2030 Q 2
creqted by the Financial i - i 1 ts some
selence-based targets guidance operational emissions _ " -
Stability Board Plan 1o reduce emissions for our operational value chain by 50%, ogainst @ 2019 baseline
First major UK bcnk to join Partnership Initial iterction of Climate transition plan developed Pion to reducs the Gorbon intansity of our in-scops AuM by 50% aginst a 2019 bassine of the actions

tor Carbon A itirg Fi Is [PCAF] N
T (e i ) el ) and align 70% of in-scope AUM to a net-zero trojectory

Launchec Carben Flanner to support

customer transition
P — expected to
| be taken to
Financed em Assets Management Own operational footprint meet ta rg ets

Install

Key opportunities

to support the transition . Pro

.
Signposts
Refer to the 2022 NatWest Group plc Climate-related Refer to the 2022 NatWest Group plc Climate-related Refer to the 2022 NatWest Group plc Climate-related Where fu rther

Disclosurss Raport saction 3.2, 3.4 for details Disclosuras Raport, saction 3.7 and 5.4 for details. o—
information can

NatWest Group plc, Annual Report and Accounts, 31 December 2022, pp56-57 be found

Disclosnres Raport, saction 3.4, 3.5, 5.3, 5.5 for datails
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5. Banks (continued)

Climate-related targets
Emissions targets

All of the banks stated an ambition to be net zero by 2050 and set
interim targets for Scope 1 and 2 emissions and those Scope 3
emissions that were in their control. Banks refer to these emissions as
‘direct’ emissions or emissions ‘from operations’.

All banks reported progress against interim targets and explained the
actions taken to meet these targets. However, the interim targets
excluded bank’s 'financed emissions’ — the emissions that result from a
bank’s lending and investing — although all acknowledged that
financed emissions would be the most significant element of their total
emissions.

Science-based targets

One bank disclosed SBTi-approved targets and three others stated that
they were developing science-based targets. One bank set a target for
the proportion of its suppliers that have science based targets.

We expect companies to present their targets in a way that allows

them to be easily understood, especially when a number of targets
need to be met in order to achieve an overall objective.

o Appendices

Sets out when
they expect the
target to be met

|

Qur net zero operations approach

Provides the
performance
to date

Separates out
targets between
different scopes

Delivery year Scopeland 2

2022 Performance Scope 3

2022 Performance

100% renewable electricity sourcing for al our ot
X 100%
global recl #stote porzfolio
0% of aur suppliers, by addressable spand, to have
oA reduction for our Seope 1 and 2 GHG "3 :(J.n()f’“ ' Hprher: by addressab S,DF YJ m}j Ve .
2025 : o . -01% science nased CHE emissions reductiontargetsin AT
envssions (market basec” against 2 20714 haselne)
: nace
00% cleckric vohicles (W) Lransidon [z
100% clectric vehicles [EV ransidon for UK 55%
£OMDANY CErS
Waintand to work Towards the mestone of 90% of
ectricvehicles [PV or Jt-a-low emissiors Ey o dle spend, 1o nave p 47003
Ll P faral cormpany cars * s o eduction Targets i i
2030
Weintend to work Towards “he mesione of 50%
50% reduction for our Scope L and 2 GHG a Weiniend l work sowards ihe milesions of 50% .
ermissions flocston-based  agensta 2018 basel e} -43% GG supply chain eissions reduction laganst a 8%
T | - B 2018 box
We intend to work towards the milestone of 115 265 Kihi~yeor
year overage energy use ntensity across [-18% agoirst 2018
G our corporate offices® baseline} Divart 30% o waste fram the landfill, ~cinerazion .
i Towancls the milastone of 10 MW and the emvranment acress key carpuzes D"
e D.26MW (<% total
wahle & ectricity capecity mataled !
: ectricity uss)
crass cur portfolo
ds e o one ol 90%
2050 rs reduclion lagarsla 8%

018 bascline)

Barclays PLC, Annual Report, 31 December 2022, p79

States intention for suppliers to have their
own science based reduction targets
(these targets increase as time goes on)
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5. Banks (continued)

Targets for financed emissions

The banks' ambitions to be net zero by 2050 imply a commitment to net
zero financed emissions by that date.

The reporting of financed emissions is still at an early stage, especially
for the smaller banks; however, it is clear on the basis of the available
reporting that meeting this target would involve significant changes in
banks’ portfolios and to their investees’ and customers’ supply chains,
especially in heavy-emitting sectors. The banks' transition plans to
achieve this are still under development, but some reported on early
steps being taken, for example, to influence customers to set net zero
targets.

Three of the five banks have started to disclose financed emissions. The
two larger banks have made the most progress and now report financed
emissions for the most highly emitting sectors of their portfolios, and
have started to set targets to reduce the associated emissions.

The other banks are developing their capabilities to be able to report in
the coming years, but did not commit to a definitive date.

As the reporting of financed emissions is a work in progress, it
would be helpful to stakeholders if companies explain when
they expect to be able to report outstanding information. This
is also a requirement of the Listing Rules.

Highlights the number of sectors for which financed
emissions have currently been calculated, and which
of those have had targets set

Next sectors in our portfolio
alignment

Using BlueTrack™, we have assessed our
financed emissions in six high emitting sectors
and have set targets in five of those.

We will continue to assess the financed
emissions across our portfolio and measure the
baseline emissions that we finance across
sectors. In particular, we aim to assess our
baseline financed emissions across the
Agriculture, Commercial Real Estate, Aviation
and Shipping sectors during 2023.

Barclays PLC, Annual Report, 31 December 2022, p95

Sets expectations for
when metrics for other
sectors will be disclosed
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5. Banks (continued)

Banks

The larger banks are more advanced in their reporting and have . I
started to set sector-specific targets. The targets set, and the metrics IS |s? ntle]wy S‘?td
used to measure performance against them, are based on metrics B
that are common to that sector, for example, reductions based on
absolute emissions for the energy sector or reductions in intensity Detail is given on the
ratios in construction sectors. They are extending targets to more scopes of emissions
target range comprises,
Explanations of targets should, at the very least, detail what as well as the boundary
scope of emissions are included in the target, the boundary of the target
of the target, what the reference point is as well as the metric
to measure progress.
@ As reporting develops, identifying what has changed or is new
in the current period allows users to more easily see progress
being made.
Strategic pillar Previously announced target/policy Progress New announcement
2.Reducing our By the end of 2030 Cumulative change By the end of 2030
financed emissions FEnergy * £0% recuction inabsolute COye emissions ageinst a 2020 -52% NFA
Portfolia reduction baseline of 757" MICO,e (Scopes 1, 2 & 3}
targets/convergence Power « 50-69% red ction in COye emissions intensity against a 2020 -5% N7
point baseline of 331" kgCO,e/MWh (Scape 1)
Cement . ?O—?B‘H.redxc‘,io: in COze ermissianinlensily against o 2021 =2% NFA
bazeline of 0.6257tCOe/ (Scopes 18 2)
Steel ¢ 20-40%reduction in COse emissions intensity against 2021 -11% NFA
hazelineof 1 -"sd)}“T(?()/efT (Scopes 182)
Automotive manufacturing  NFA N/A + 40-64% reductionin CO,e emissions intensity against a 2022

baseline of 167 ZAQCO)Gme [Seopes 1.2 & 3)

Residential real estate N/A N/ A + Convergence point: 40% reduction 'n CO.e emissions intensity
againsta 2022 beseline of 32.9%kgCOse/m’ (Scopes 18 2)

Barclays PLC, Annual Report, 31 December 2022, p71

Highlights targets for portfolios that were reported for the first
time in the year, and any changes to previously announced targets

Our automotive emission intensity target

To support this shift toward BEVs, we have set a
target to reduce the financed emissions intensity
of our automotive manufacturing portfolio by
40%-64% by 2030 against a 2022 baseline,
calculated using cur BlueTrack™ methodology.

Consistent with our target ranges for other sectors:

+ the lower emissions reductionin the range
reflects an estimated emissions reduction
trajectory based on our current view of sector
and client pathways and commitments

+ the higher emissions reductioninthe range is
aligned to the IEA NZE2050 pathway
consistent with limiting global warming to
1.5°C. This pathway incorporates an
assumption that public policy interventions,
shifts in demand and new technelogies will
transpire and enable our clients and the
industry as a whole, to accelerate their
transition plans beyond current commitments
or expectations.

The scope of this portfolio target is limited to new
light duty vehicle (LDV) manufacturers, including
Scope 1, 2 and 3 downstream emissions (use of
sold products)i.e. the combustion of fuel or ‘tank
towheel' metrics

Heavier vehicles may be dependent on future
technology developments including green
hydrogen to decarbonise and are not currently in
scope of this target. We will keep this under
review, as the transition of heavier vehicles will be
required for the automotive sector as a whole to
reachnet zero.

Barclays PLC, Annual Report,
31 December 2022, p91
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5. Banks (continued)

Clear explanations of how financed emissions have been
calculated, including any significant assumptions and
limitations of the data, can help users to understand the
metric better.

The Financed emissions analysis for all vehicles financed follows the formula prescribed in the PCAF standard.

31 Decerﬁi:::

q 2022
Provides the formula used o

Financed Vehicle Finance loan book (fm)

to calculate the Scope 3 . Erniesions | = 2 Attribution Factor x Vehicle Emissions  (excluding Stock Funcing) 351.8

emissions' and the inputs l l Average COse tonnes per annum per vehicle'? 1.99

into the calculation Outstanding loan value Annual Km x Total annual CO.e tonnes’ 101,000

Original vehicle value CO:Kg/Km Total annual Scope 3: Financed emissions CO-e tonnes 64,600

Internal combustion engine (Scope 1: direct emissions from fuel combustion in vehicles), EVs (Scope 2: indirect emissions from electricity consumed) and Plug-in hybrid EVs (Scope 1 and 2)

Provides the assumptions estimates based on the annual mileage provided in the contract, or where not available based on an estimate from the Department of Transport data (2019). Internal combustion engine and
—0 plug-in hybrid EVs tailpipe emissions use recognised manufacturer data for all vehicles. EV emission data uses Government averages for COu/km.

The official figures for grammes of COs/km are from the regulatory testing either older New Eurapean Driving Cycle ({NEDC) or phased in from c2017 'Warldwide harmenised Light-Vehicle

Testing Pracedure ('WLTP'). An uplift is applied to the emission figure on vehicles on the earlier test ta more reflect 'real world” CO; emissions.

]

underlying the numbers

Secure Trust Bank PLC, Annual Report & Accounts, 31 December 2022, p59

Estimates of financed emissions continued

.
Pages 82 to B7 include details an methodologies used ta estimate financed emissions for sectors analysed. Also included are graphs for each sector which show the [i) external scenario pathwery Summarlses some of the
(ii) estimated convergence points for 2020, 2021, 2030 and 2050 based on a 2019 ine; (iii) Group esti physical emissi il ity for 2019, 2020 and 2021 and (iv) an assessment
of NatWest Group 2021 estimates and the 2021 converge points, reasons for movements

Residential mortgages

Resicentiol mortgages comgrise 46% of the NatWest Group loans and ndvances ot 31 December 2021 (31 Decermber from When emiSSionS

2019 44%). Since 2019. chsolute emissicns have increased by 2% while physical emissions intensity decreased slightly

Residential mortgages
gag! over the same period, reflecting the continued focus on customer tronsition and improvement in EPC ratings since 2019,

.
- cnd improverment in the availability of EPC cata. were Iast estl mated
k.-d. To estimate financed emissions, we used both EFC ratings and original Loan to Yalue (LTV) in line with
Q 3% el the PCAF Standard
0
2 . EPC data s an estimate of the underlying dimate impact. EPC data is sourced from publicly avalable information. As
- EPC ratings only need to be updated every 10 years or after significant retrofits, at the poirt of sole or if leased, rot
i al properties have current ERC ratings. Refer to section 5.2 for details on EPC data sourcing and fimitations. Where
b EPC data is not availoble, a scdling foctor is opplied to estimote absolute emissions and floor spoce. We have assumed I Q h h d I
-, that the population for which EPC cata has not been cbtained is reflective of the popuation whare such dota was o—_ Exp ains the methodo Ogy
L4 availuble.
. .
ERC data has not been adjusted for any assurmed anergy efficiency changes to the property since the date of ppl d d h p f.
inspection. For Scape 2 absolute errissions estimates, EPC data has been adjusted only far the decarborisation of the a ied an t e specitic
= w UK power grid between the year of inspection ond date of estimation of financed emissions. ° 5
5 Qriging LTVs have been colculated based on outstanding loan balance ot the caleuletion dote. civided by original assumptlons made In
property values ar the tme of mortgage origination. .
% sue 2021 208 2000 25 2010 pren 2050 We have used the [EA ETP B2DS World pathway to estimate the physical emissions intensity reduiction of 49% required Calcu Iatlng the ﬁnanCEd

by 2030, gs velideted by the SBTi os science-based,
Greun esimolzs @ 2030 SBTi voldzled lorgel s 04 CTP 0208 = ww Corsergerce SR
o estimat: ) 2050 conwergenes aoint [arld) Pathway sty emISSIOnS

@ 2019 - 2020 No
@ 2021 Moz

NatWest Group plc, 2022 Climate-related Disclosures Report, p82
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5. Banks (continued)

Financed emissions - sources and reliability of data

Banks require data from their customers so that they can report on the
impact of their lending. This data can be limited in availability, of variable

quality and often subject to a delay.

Until there is readily available data of sufficient quality of customers’

emissions, banks will have to estimate and make forward-looking

assumptions. For example, when calculating the emissions generated

from financing vehicles, assumptions need to be made about the

average emissions of a vehicle, or the average mileage in a year.

©

Banks

Four of the five banks made reference to an industry data
classification system such as the PCAF, and the better
examples explained where and why they had deviated from

using it.

Of the three banks who reported financed emissions data, two
obtained limited assurance over some of the data and the third is
planning to do so.

Current data limitations result in the use of judgements and assumptions in the estimation of financed emissions.

The PCAF Standard for financed ernissions recommends applying a data quality scoring methodolegy to help assess data quality challenges and recognise areas for improvement. PCAF's ratings assign directly collected custorner
ions, while a PCAF

emissions data a better score while estimated or extrapolated data achieves lower scoring. A PCAF score of 1 is typically considered to have a very low margin of error for
score of 5 is typically considered to have a much larger margin of error. Data limitations mean that sectors are generally foot-printed using @ mixture of customer-specific emissions and estimated data.

of financed

The table shows the percentage of exposures in each sector for which (a) externally published emissions and production data has been used; (b) revenue estimates have been used; or (c) extrapelation has been applied to estimate
emissions, and related data quality scores. Data quality scores vary across sectors based on source of data as well as level of estimation required.

/ Production data

Revenue estimatect

Sector estimated

Overall
data quality

Published emissions

Overall
data quality

Highlights the
limitations of the data

Shows how the
quality of data has
evolved from the last
assessment

System Sector (%) Data quality™ emissions(7) Date quality: emissions (%) Dcta guelity scare scare
Residential mortgages 56 3 - - 44 5 3.9% 4.1
Property Comrmercial real estate 16 3 - - 84 5 4.7 5.0
Construction 2 3 30 4 68 5 4.7 4.7
Automotive manufacturing Scope 3 94 2 2 4 4 9 22 8
Land transport and logistics 1 2 73 4 26 5 42 4.2

Mobility Airlines and cerospace
of which aviation 10 1 52 4 38 5 4.1 4.5
Shipping 25 1 64 4 11 5 34 B

(1) Dota quolity score of 1 represents the use of customers reports with emissions data verified by o third-party auditor. A score of 2 represents use of cata from customers reports without third-porty verification and o score of 3 represents use of production dato to estimate errissions.

(*] Within the scope of EY assurance. Refer to poge 10,

To estimate financed emissions by sector, we look at emissions on a customer basis. For the residential mortgages and commercial real estate sectors, we use EPC ratings to estimate emissions. For other sectors, the following

approcch is applied:

1. Where available, we use customers’ published financed emissions to estimate NatWest Group's financed emissions. These are sourced from third parties who have processes in place to gather and validate this data. We also use

published production capacity data where avaiable.

2. Where published financed emissions are not available, we use other externally published financial and non-financial data to estimate emissions e.g. customer revenue data to estimate production levels or emissions based on a

sectoral-average revenue intensity factor.

3. For customers for which externally published emissions or other data are not available, we estimate emissions based on the emissions for other customers in the sector, assuming that the emissions profile for custemers for which

published data is not available, is comparable to the rest of the customers within the same sector.

Purchased carbon offsets are not taken into consideration as part of our footprint modelling in order to provide a true reflection of emissions produced. Sequestration via our LULUCF sector is modelled in line with best practice.

NatWest Group plc, 2022 Climate-related Disclosures Report, p80 (example does not include all sectors reported)

Self assessment of the
quality of the data
against the PCAF
classification system

Explains approach to
estimating data for
each sector and the
hierarchical system
employed
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5. Banks (continued)

The availability of data was a limitation for companies operating in
locations and economies where there are currently no requirements to
collect or report emissions data.

Sets out some of the challenges encountered as a result of the
markets where the company operates, and why disclosures are not
fully consistent with the TCFD requirements

l

Due to the lack of data and calculation methodology for Georgian
environment, where the largest part of our activities are performed,
we are not able to report other relevant categories of Scope 3
emissions. For this reason, we consider ourselves to not be in fully
consistent with the TCFD requirements at this stage...

...It should be noted that the data we have used provide the best
available approach to reporting progress made, notwithstanding the
challenges that exist given the incompleteness and novelty of the
data sets and methodologies required for the Georgian environment,
which bears the largest part of our activities. We expect the
availability and reliability of required data to improve over time, and
we intend to integrate applicable improved data into our reporting
as it becomes available.

TBC Bank Group PLC, Annual Report and Accounts,
31 December 2022, p120

We expect companies to be clear about the assumptions applied, the

limitations of the reliability of any data, and the extent of any
assurance obtained.

16 https://www.unepfi.org/net-zero-banking/

Green finance targets

Three banks set targets in relation to writing green or sustainable loans,
and the others identified opportunities in this area. Progress on meeting
the lending targets was a specific factor in determining discretionary
executive remuneration.

As there is currently no definition of green or sustainable financing,
banks need to define their metrics clearly. All three banks provided a
definition of green or sustainable loans. Two banks had published
policies on their website and had sought limited assurance as to their
reporting of the amounts.

Other industry recommendations

Some banks are members of industry led alliances which seek to bring
together companies working to align their lending and investment
portfolios with net zero emissions.

Membership often involves commitments to publish dated targets in an
agreed timeframe, to regularly report on the progress against those
targets and to adhere to industry best practice in reporting.

An example is the Net-Zero Banking Alliance’. Membership requires
banks to commit to transition their GHG emissions from their lending
and investment portfolios to align to net zero by 2050 or sooner.
Signatories also commit to a number of steps to support this objective,
including setting interim targets for 2030 and disclosing progress made
against a board-level reviewed transition strategy.
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5. Banks (continued)

TCFD Supplemental Guidance for the Financial Sector Explaining changes to data

The TCFD Supplemental Guidance for Banks recommends that banks As climate reporting develops, there will continue to be changes
should provide the metrics used to assess the impact of transition and to previously reported data. The development and disclosure of clear
physical climate related risks on their lending and other financial policies on how companies will reflect such changes in their metrics
intermediary business activities in the short, medium, and long term. would aid users in understanding these evolutions.

It suggests that the metrics provided could include credit exposures,

Our approach to reporting financed emissions data

equity and debt holdings, or trading positions broken down by factors
such as industry, geography, credit quality and average tenure. Error identified n QUrINESMal  postatement + Fpancersis i s oot e s e etosanesr
+ Theupeeied methodology wil be aplicd from the start of the current reperling peried,
It also recommends that banks provide the amount and percentage of Changes o ourmethodology and/ _ T eovca o ol hanan e Tha il resre<omitency st ot —atoCey o a1
carbon related assets relative to total assets as well as the amount of financed emissions fe.g.ncluding """ e rospesach e ot l b estodes bt selne

additional GHGs)
= pragress for the current reporting terod {using the new ~etnodology]

Iending and other ﬁnandng Connected With Climate related ’ ;r'\-d::heprc-greu - he Bst reparting perizd (using the old methocolagy)

(0] (0] rt n it i es Updates to external counterparty o Theimoac o axlernaldalawl beinchadedinko e curenl sariod linancedermissions dalaand Lhe
p p u ‘ data driven by timing lags when Capturein- progross el o e cuner Lisoorling perad
dataisreported (e.g. counterparty year + Tatalags are nherent to the process anc Barc zys wil endeavour to use the latest avalable data . Historicall

valuations or emissions estimates) ranorted metrics wil not be Lpdatec for data lage.

The two largest banks in our sample provided some of this information
in their annual reports, with additional data provided in supplemental
reports on their website.

Barclays PLC, Annual Report, 31 December 2022, p87

Outlines approach to reporting financed emissions when
there are changes in data

Financial statements impact

No bank quantified the financial effect of climate change on the
financial statements, and four banks explicitly stated that they did not
consider the quantitative impact to be material at this time.
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6. Asset managers

Sector overview

The TCFD Supplemental Guidance for the Financial Sector identifies the
important role of asset managers as preparers of climate-related
financial disclosures to foster an early assessment of climate-related
risks, facilitate market discipline and provide a source of data that can be
analysed at a systemic level. This guidance also notes the unusual
situation of asset managers of being constrained to invest within the
guidelines specified by their clients who, as owners of the underlying
assets, bear the major portion of the potential transition and physical
risks to which their investments are exposed.

Asset managers vary considerably in their sophistication in the
management and reporting of climate risk. Some front-runners have
voluntarily been complying with TCFD requirements for several years,
and have sophisticated climate risk management and reporting in place,
while others are just starting out on this journey.

To assess the maturity and quality of the disclosure of climate-related
metrics and targets within this market, we reviewed the reporting of four
large asset managers (two from the FTSE 100 and two from the FTSE
250) together with one smaller company in an allied business that faces
many of the same challenges in managing and reporting climate risk.
For brevity, all five companies will be referred to as asset managers in
this report.

Key findings

Most asset managers have set a net zero target for 2050, and the
majority also have some interim emissions targets in place. In most
cases the net zero target includes Scope 1, 2 and 3 emissions.

All five asset managers either presented some financed emissions
from their investment portfolios or intend to do so next year; the
majority of these were calculated in line with the PCAF industry
standard.

Most also presented a temperature alignment metric, although there
is not yet a commonly accepted approach to temperature alignment
calculations.

Only one company provided data regarding the potential financial
impact of climate change on the group’s assets and income.
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6. Asset managers (continued)

Location and presentation of disclosures

Asset managers took a variety of approaches to presenting their TCFD
metrics and targets, with some including the information in the
strategic report, and others including some or all of the information in
a completely separate report.

If a large number of detailed metrics are included in the strategic
report, companies should make clear which are key metrics of
strategic importance and which are less significant and/or
included for other reasons.

©

Spreading disclosures between too many different reports
may make it difficult for users to locate information of
interest.

One effective approach is to include only information of
strategic importance in the strategic report, and clearly
reference to additional information contained in a separate
report.

Presenting metrics and targets in tables often makes them
easier to identify than including them within a body of
narrative text.

a) Disclose the metrics

-+ For our clients’ investments, we review greenhouse gas (GHG) emissions using

G

Metrics and
targets

Read more on
pages 59-69 of
our Climate Report.

used by the
organisation to assess
climate-related risks and
opportunities in line
with its strategy and risk
management process.

b) Disclose Scope 1, 2, and,

o}

if appropriate, Scope 3
greenhouse gas
emissions, and the
related risks. (All data is
at 31 December 2022
unless stated
otherwise.)

Describe the targets
used by the
organisation to manage
climate-related risks and
opportunities and
performance against
targets.

absolute and intensity measures, and track implied temperature scores.

+ For our own operatians, we review and measure GHG emissions in our offices,

company car fleet, business travel and supply chain.

- Asan investment manager, our Scope 3 category 15 (financed emissions) represents

our greatest exposure to climate-related risks.

* The combined Scope 1 and 2 carbon footprint for in-scope” AUM was 59.1 MtCO,e.

The temperature score for the combined Scope 1 and 2 GHG emissions at portfolio
level was 2.6°C.

+ Our Scope 1 GHG emissions were 789 tCO,e (29% reduction since 2019). Our Scope

2 location-based GHG emissions were 3,711 tCO,e (35% reduction since 2019). 95%
of our global electricity consumption was from renewable sources.

+ Our Scope 3 business travel GHG emissions were 8,675 tCO,e (60% reduction

since 2019). 25% of our suppliers in-scope? (by GHG emissions) have set a
science-based target.

+ For our clients’ investments our target is to align 100% of Scope 1,2 and 3

temperature score for in-scope’ listed equity, corporate bonds, real estate
investment trusts (REITs) and exchange-traded funds (ETFs) holdings from
3.2°Cin 2019 to 1.5°C by 2040.

+ For our own operations our targets are to reduce absolute Scope 1 and 2 emissions

by 46% by 2030 from a 2019 base year; increase sourcing of renewable electricity to
100% by 2025; reduce absolute business travel emissions by 50% by 2030 from a
2019 base vear; and work with our suppliers so that 67% of suppliers (by GHG
emissions) will have science-based targets by 2026.

Schroders plc,
Annual Report and
Accounts,

31 December 2022,
p47

Summary of
most strategic
metrics and
targets
included in
strategic report
with a clear
reference to
where more
detailed
information
can be found
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6. Asset managers (continued)

Net zero targets

All but one of the asset managers reviewed set a net zero target for
2050 covering all three scopes of greenhouse gas emissions. Three of
these also set interim emission reduction targets for Scope 1 and 2 and
at least some operational Scope 3 emissions by 2030; one also set an
interim target for financed emissions, and a further one set interim
temperature alignment targets for the investment portfolio. The one
company without an overall net zero target nevertheless set an interim
target for Scope 1 and 2 emissions for 2030. Some asset managers also
set earlier net zero targets for certain elements of their businesses.

Three of the asset managers reviewed are members of the Net Zero
Asset Managers' initiative (NZAMI)'7. Membership of this group requires
asset managers to support the goal of net zero greenhouse gas
emissions, and to support investing aligned with net zero emissions, by
2050 or sooner. Signatories also commit to a number of steps to
support these objectives, including setting interim targets for 2030 and
implementing a stewardship and engagement strategy.

The NZAMi recognises and endorses three target setting approaches:
* Paris Aligned Investment Initiative’s Net Zero Investment Framework
(NZIF);
» Science Based Targets initiative for Financial Institutions (SBTi); and
* Net Zero Asset Owner Alliance Target Setting Protocol (TSP).

The net zero targets of two of the asset managers reviewed had been
validated by the SBTi.

17 https://www.netzeroassetmanagers.org/commitment/

One requirement of the NZAMi group is to set an interim target for the
proportion of assets to be managed in line with the attainment of net
zero emissions by 2050 or sooner, with a view to ratcheting up the
proportion of assets under management covered until 100% of assets
are included. This led to some fairly complex targets addressing the
proportion of assets to be covered by a net zero target by certain dates.

Whilst these targets were reasonably well explained in the
detailed narrative, care needs to be taken if complex targets are
summarised into a brief headline, to ensure that the meaning is
not lost.
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6. Asset managers (continued)

Transition plans

Two asset managers published transition plans on their websites; a
third plans to do so within the next year.

Companies with published transition plans were generally
better able to describe the concrete actions being taken to
reach the targets set.

Net zero actions

Our transition implementation strategy focuses on four actions:

* Engaging with investees to ensure they have net zero targets,
ideally verified by SBTi.

* Engaging with clients to encourage a move towards Paris-
alignment of mandates and fund objectives.

* Increasing capital directed to climate solutions, companies and projects.

» Transitioning portfolios, or if unsuccessful, divesting.

These are supported by:

 Collective action to accelerate investee alignment with the Paris
Agreement climate goals.

» Collaboration with regulators and other organisations to improve
climate data reporting and standardise measurement
methodologies.

» Continual development of our own processes, data and reporting,
so we can deliver on our plans and commitments effectively with
clear accountability.

* Growing our range of sustainability and climate-focused
investment strategies.

» Continued implementation of the asset manager Thermal Coal
Investment Policy, especially with a just-transition focus in non-
OECD countries.

M&G plc, Annual Report and Accounts, 31 December 2022, p77

Other targets

Asset managers also set targets in a number of other areas, including
relating to:

« own renewable energy usage;

* engagement with suppliers;

* engagement with investee companies on climate-related matters;
* emissions intensity for investments in certain sectors; and

* investment in thermal coal.

Better practice examples gave a clear explanation of progress
against more qualitative targets, such as engagement targets,
that tracked progress against the transition plan.

o—

Over the course of 2022, nine new coal

Descr!ptlon engagements were initiated, in addition to the
of actions to 18 started in 2021, prior to the policy coming
be taken to into effect.

meet net

zero targets Of the nine engagements undertaken in 2022,

three were successful, resulting in those

companies being compliant with the coal policy
and eligible for investment. Two of the

Clear .
explanation engagements were unsuccessful, resulting in
those investees being added to the coal

of outcome ) : ; . .

of exclusions list and divested. The remainder will
— be followed up in 2023.

engagement

activities

M&G plc, Annual Report and Accounts,

31 December 2022, p80
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6. Asset managers (continued)

Choice of metrics

A number of metrics are specifically recommended by the TCFD
Supplemental Guidance for Asset Managers. These include, where
relevant:

* GHG emissions for assets under management and weighted average
carbon intensity for each product or investment strategy, calculated
in line with the PCAF Standard or a comparable methodology;

 other carbon footprinting metrics considered useful for decision-
making, such as carbon footprint (tCO,e/$m invested);

* metrics used to assess climate-related risks and opportunities in
each product or investment strategy; and

* exposure to carbon-related assets.

Most of the asset managers reviewed presented at least some
of the recommended carbon footprinting metrics, as
discussed in more detail in the following section.

@ Two of the companies reviewed disclosed the amount of
assets invested in ethical or ESG-focused funds, green bonds,
or assets aligned with the EU Taxonomy. In addition, one
disclosed its fossil fuel exposure, including revenue from
power generation, as well as the amount of assets exposed to

climate hazards.

A wide range of other metrics were also presented, including those
relating to waste generation, resource consumption and employee
training.

Some of these metrics clearly related to the targets set, but in
other cases it was not clear why the metrics were being
presented or how they were linked to the transition plan or to
the climate-related opportunities and risks identified.

We expect companies to consider the risks and opportunities to
which they are exposed and the information that is most relevant

to their measurement and monitoring when determining which
metrics to report.

Metrics showing the exposure to fossil
fuels and also to EU Taxonomy-aligned
assets and green bonds

—

Fossil fuel and EU Taxonomy-aligned/Green bond exposure (public assets)
The table below covers fossil fuel and green exposures of our public equities and corporate fixed income portfolics.

Fossil fuel exposure {excl. revenue from power generation - £m) 8,780 8,487
Fossil fuel exposure {excl. revenue from power generation - %) 5.0% 4.6%
Fossil fuel exposure {revenue from fossil fuel power generation - £m) 1,157 1,029
Fossil fuel exposure {revenue from fossil fuel power generation - %) 0.7% 0.8%
EU Taxonomy-aligned (£m) 6,585 5115
EU Taxonomy-aligned (%) 3.8% 2.9%
Green bonds - Corporate (Em) 2,795 1,865
Green bonds - Corporate (%) 1.6% 1.0%
Green bonds - Non-corporate (Em) 259 -

M&G plc, Annual Report and Accounts, 31 December 2022, p83
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6. Asset managers (continued)

Scope 3 GHG emissions

All of the asset managers disclosed at least some Scope 3 emissions,
except for one newly premium listed company that was awaiting
reliable data to enable disclosure of Scope 3 emissions the following
year.

Category 15 emissions from investments (otherwise known as ‘financed
emissions’ or ‘portfolio emissions’) are by far the most significant
element of most asset managers’ total emissions, but the management
and reporting of these is often quite separate from that of operational
emissions. Perhaps for this reason, all but the newly premium listed
company presented some operational Scope 3 emissions from
categories 1 to 8 in their SECR disclosures, but presented financed
emissions elsewhere in their TCFD reporting.

Better practice examples made the relative significance of
different classes of emissions clear in the reporting.

The board believes that the most significant
climate-related risk to our company is the

potential negative impact on the investment
performance of our clients’ portfolios... Whilst Makes clear that
the most material aspect of our impact is investments
through the investments we make on behalf of « L5ve a2 more
our clients, we continue to work to operate

. . , i material impact
more efficiently, reducing our direct footprint.

than operations

Rathbones Group Plc, TCFD Report,
31 December 2022, p15

Financed emissions

Four asset managers reported at least some financed emissions; for
two of these the metrics reported covered just over 60% of the total
portfolio, although for the other two companies the overall coverage
was unclear. Most of the companies disclosed an intention to increase
the reporting of financed emissions as data becomes more robust. The
types of security most commonly covered by the metrics were listed
equities and corporate bonds, although some reporters also included
other categories including Exchange-Traded Funds, real estate,
sovereign debt and infrastructure.

A TCFD requires Scope 3 greenhouse gas emissions to be
disclosed “if appropriate”. We would expect financed
emissions to be considered material for most asset managers.
If an asset manager is not yet able to report all of its financed
emissions, the company should consider the implications of
this for its statement of consistency with TCFD requirements.

Three companies stated that they calculated their emissions metrics in
line with the PCAF Standard. All of these companies disclosed metrics
for total carbon emissions (MtCO,e), carbon footprint (tCO,e/$m
invested) and Weighted Average Carbon Intensity (WACI) (tCO,e/$m
revenue), although these metrics were given varying titles. A fourth
company also disclosed some metrics for carbon footprint and WAC],
although it was not clear whether or not these were calculated in
accordance with the PCAF Standard.
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6. Asset managers (continued)

Companies should explain the basis of calculation of the metrics
used. It is helpful to note if this is in accordance with an industry
standard, and to explain if non-standard terminology is used.

We use the industry standard developed by the Partnership for
Carbon Accounting Financials (PCAF) to calculate total carbon
emissions (equivalent to financed emissions Scope 3 category 15
under PCAF), carbon footprint (equivalent to economic emissions
intensity under PCAF) and WACI.

Schroders plc, Climate Report, 31 December 2022, p61

Temperature alignment metrics

Three asset managers disclosed a temperature alignment metric,
although there was diversity in the metrics presented:
* One presented a portfolio temperature score calculated in
accordance with the CDP-WWF temperature rating methodology’@.
* One presented both portfolio warming potential and implied
temperature rise as calculated by MSCI™.
* A third also presented implied temperature rise; it was unclear
whether or not this was consistent with any industry standard, but
the methodology used and limitations were explained.

We encourage companies to be transparent in their reporting of
temperature alignment metrics, and to keep peer reporting under
review to aid comparability in the absence of standard metrics.

18 https://www.cdp.net/en/investor/temperature-ratings/cdp-wwf-temperature-ratings-methodology
19 https://www.msci.com

Clear statement
of equivalency
to PCAF metrics

Helpful summary
of methodology
and limitations

l

Implied temperature rise

ITRs are a fairly intuitive way to assess transition alignment, by
estimating an issuer’s relative share of the remaining global
carbon budget consistent with the Paris Agreement. In simple
terms, it shows what the global temperature rise would be if the
whole economy followed the same emissions pathway as the
company, or portfolio, analysed. Due to their simplicity, ITRs are
inherently limited and we recognise the following:

There is no commonly accepted approach to temperature
alignment calculations, which makes comparisons across
different model outputs problematic.

The methodology we have used allocates a carbon budget to
each company, and compares that company’s progress and
expected future emissions against that budget. The calculation
is sensitive to sector and geographical emission assumptions.
It is based on carbon intensity (emissions per unit of revenue
for each investee), and on projections of future GHG emissions
which are subject to significant uncertainties.

The portfolio ITR is calculated as the weighted average of
individual company ITRs.

We do not use ITR in isolation, due to the limitations
mentioned, but believe it provides useful indications of
alignment when viewed in conjunction with other information.

M&G plc, Annual Report and Accounts,
31 December 2022, p85
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Asset
Managers

6. Asset managers (continued)

Explanation of metrics used

Most asset managers provided good definitions and explanations of
the metrics used, including their limitations, data sources and any
assumptions made.

Investment metrics methodology

Metric Methodology Usage Limitations

Total carbon emissions Establishes the Limited in terms

Establishes the total GHG  MtCOe — Z(%W X Issuer's GHG em\s:\cﬂs) absolute volume of comparability
sslar's

emissions of a portfolio's of GHG emissions or benchmarking

investments. L . emitted by a portfalio,  duea toits link to
EYIE - Enter prise Value Including Casn portiolio size

Carbon footprint Current value of investment Intensity metric that Sensitive to

Measures a portfolio's tCOe/$m — Z(é X Issuer's GHG Emissioﬂz) enables comparison changes in

GHG emissians invested [ssuer's EVIC of different partfolio's  portfolia value.

normalised by its Current portfalio value ermissions, irrespective

market value of assers under

managerment (AL

Weighted Average

Enables easy Canonly be
Carbon Intensity (WACT) tCO.e/$m — Z(

@ L eofinvestmen Issuer's GHG emissions X 5
Current valu nvestment X S50 SHG ermissior ) comparison led with sted

Measures a portfolios revenue Current portfolio value ISSURFE TR between a portfolio equity and
exposure L carbon- and a benchmark, corporate bonds,
intensive companies. Scope 1 and 2 GHG emissions are allecated based on portfolio weights

{the current value of the investment relatve to the current partfolio value)
rather than the equity ownershio approach

We use the industry standard developed by the Partnership for Carbon Accounting Financials (PCAF) to calculate total carbon emissions fequivalent

m financed emissions Scope 3 categary 15 under PCAR), carbon footprint {eguivalent o economic emissions intensicy under PCAF) and WACI

Schroders plc, Climate Report, 31 December 2022, p61

!

Definition, calculation,

usage and limitations

described Explanation of

data limitations

Better practice examples provided a clear explanation of any
data limitations.

Data limitations of scenario analysis

There are three aspects of data limitations impacting our scenario
analysis, reflecting the current industrywide challenges of climate
modelling.

The first aspect is the input data since for most assets modelled, we
have used company-specific data sourced from third parties such as
Aladdin, Evora or Bloomberg. Many publicly listed companies are
measuring and reporting their emissions, which is a required data
point for the calculation of climate-related metrics. However, among
smaller and privately owned companies, this data is not commonly
reported. The second aspect of data limitation relates to lack of high-
quality, comprehensive and reliable data upon which the model
assumptions are based.

Examples are the lack of high-resolution physical hazard data (at a
5mX5m grid level) or the gaps in data relating to supply-chain
reliance, which prohibit models from building explicit intracompany
dependencies. Models are developed using proxies where data gaps
are present, to ensure conclusions are based on the widest coverage
possible.

The last aspect of data limitations relates to the lack of historical data
points to calibrate and validate the model outputs. In particular, the
lack of historical data on the relationship between climate risks and
financial outcomes makes it difficult to interpret modelled outcomes
far into the scenario horizon with confidence.

M&G plc, Annual Report and Accounts, 31 December 2022, p89
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6. Asset managers (continued)

Financial impact of climate risk

Climate adjusted value impact by sector {(current to 2050)*

Sector 2°C orderly 2°C disorderly 4*C hot house
Given the nature of the asset management business, we would not e o te
. . . u ! ! adjusted values
necessarily expect to see a material impact on the amounts currently Consumer staples N/A
. . . . . . . Ei > 0%
recognised in the financial statements due to climate risk. As modelling S (T —— o
and data limitations are resolved, it is, however, helpful for companies Healtn care 1% 5%
. . . . . . . . . Industrials
to provide an indication of the possible future financial impact in the Information technology % 0%
narrative disclosures Mterials .
: Real Estate
Utilities
0 0 o o . Sovereign debt
One company provided data regarding the estimated financial Debt  Equity Debt  Eqity Debt  Equity
impact Of identified climate risks on investment Valuations and *  The2°C orderly and disorderly scenarios presented in this heatmap reflect transition risk impacts only with a coverage of 70%, and the 4°C hot house

scenario reflects physical risk impacts only having a coverage of 86%. Further details on methodology and limitations can be found on pages 88 and 89.

income under different scenarios.

Relative impact on net income across scenarios
If users of the financial statements might reasonably expect a

. . . . . 2
material climate impact on the financial statements but there
is none, it may be helpful for companies to explain the g ©
judgements and assumptions on which this conclusion is g -2
based. Boilerplate statements that climate risk has been £ .
considered or incorporated into assumptions are not helpful. 5
e -6
(]
E
s -8
£
g 10
-12
2020 2025 2030 2035 2040 2045 2050
Year
Visual representations Of = 2 degrees orderly = 2 degrees disorderly = 4 degrees Hot house
the modelled impaCt of Source: Aladdin Climate
different scenarios on asset [ o
values and net income M&G plc, Annual Report and Accounts, 31 December 2022, p86
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Appendix 1. Regulatory landscape

Current TCFD reporting requirements

Under the FCA's Listing Rules, reporting against the TCFD framework is
required for UK premium listed companies for accounting periods
beginning on or after 1 January 2021 and for standard listed companies
for accounting periods beginning on or after 1 January 2022.

The Companies Act also requires publicly quoted companies, large
private companies and Limited Liability Partnerships that meet the
relevant thresholds to provide climate-related financial disclosures in the
strategic report for year-ends beginning on or after 6 April 2022%°. The
FRC Guidance on the Strategic Report highlights the requirements. We
would encourage companies reporting against TCFD or providing
Companies Act climate disclosures for the first time to review the
expectations in our 2022 TCFD thematic review covering the other TCFD
recommendations and climate in the financial statements.

There are also separate TCFD reporting requirements for asset
managers, life insurers and FCA-regulated pension providers, which are
outside the scope of this thematic review.

Wider legislative developments

The ESG legislative landscape remains complex, with different jurisdictional
approaches to reporting that may impact UK companies in the future.

In March 2023 the UK government published its Green Finance Strategy
setting out plans for the UK's transition to a net zero economy, outlining
actions it intends to take, including the development of a UK Green
Taxonomy and a future consultation on Scope 3 reporting.

In June 2023 the International Sustainability Standards Board (ISSB)
issued the final IFRS S1 and IFRS S2 standards. IFRS S1 covers General
Requirements for Disclosure of Sustainability-related Financial
Information, while IFRS S2 specifically addresses Climate-related
Disclosures. The adoption of these in the UK will be subject to
endorsement by the UK government, according to the mechanism
outlined in the Green Finance Strategy, which will consider how the
standards fit alongside existing reporting requirements for UK
companies in scope. The government’s aim is for an endorsement
decision to be made within 12 months of the final standards being
published.

The Transition Plan Taskforce, established in 2022, is expected to publish
its Disclosure Framework and Implementation Guidance for transition
plans in the autumn of 2023, which will then be subject to consultation.

UK companies may also be impacted by developments in other
jurisdictions and should keep developments under review where
relevant, for example:

* the EU Corporate Sustainability Reporting Directive (CSRD) came into
force in January 2023 and will require companies to report
sustainability information alongside their financial information in their
annual report. UK companies with an EU presence should review
legislation to determine whether they are in scope; and

* the US Securities and Exchange Commission proposed rules which
would require companies to disclose certain climate-related
information, ranging from greenhouse gas emissions, to expected
climate risks, to transition plans. These rules would impact both
domestic and foreign registrants.

20 https://www.gov.uk/government/publications/climate-related-financial-disclosures-for-companies-and-limited-liability-partnerships-llps
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Appendix 2. Summary of FRC expectations

We expect companies to consider the examples provided of better disclosure and opportunities for improvement and incorporate them in their
future reporting where relevant and material. Key expectations are summarised below with page references to relevant sections with more detail.

FRC expectations summarised by subject matter:

Clarity of Consider how to ensure reporting is clear and concise, using the '4Cs’ of effective communication?! when 18, 46, 57
reporting determining the location and format of disclosures, to ensure key messages are not obscured, and use specific
cross references to relevant information reported elsewhere.

Statement of Provide a clear statement of the extent of consistency with TCFD in the annual report, including all information 19
consistency required by the Listing Rules.
PETENE NS Provide clear explanations of metrics and targets reported, including, where relevant, any data limitations, 20, 62

methodologies, reporting boundaries and any changes to data.

IENSEGLRIELGES Consider the TCFD guidance, including relevant supplemental guidance, when reporting on targets and the 21
plans to meet them.

@ T EYCRGIETEL AN Clearly explain what ‘net zero' or ‘carbon neutrality’ terms mean, in the context of the company, ensuring that 23
targets disclosures about such commitments are not misleading.

Provide explanations of targets, including relevant information such as the time period, reporting boundaries, 23,47
the emissions scopes covered and any metrics used to measure them.

Explain areas of significant challenges or uncertainties, such as new technology, required to meet targets. 23,39

Ensure that linkages between targets are explained if a number of targets need to be met in order to achieve an 23,57
overall objective.

Explain whether carbon offsetting represents a significant part of a company’s strategy to reach net zero. 24

Provide comparative information alongside current reporting to enable performance against the target to be 25
assessed. If any updates are made to targets, such as restatements or updates to baselines, these should be
disclosed and explained.

@[T EYCRGIETEL BN Report material cross-sector climate-related metrics and keep relevant standard industry metrics and peer 27,40, 48,
metrics reporting under review. 51

Ensure that any linkage between risks and opportunities and metrics used to measure, monitor or manage 27, 38, 40,
them is clear, and also explain which metrics are used to track progress on net zero plans. 46, 69

FRC| CRR Thematic Review of Metrics and Targets | July 2023 21 The 4Cs are outlined in our What Makes a Good Annual Report and Accounts publication.
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Appendix 2. Summary of FRC expectations (continued)

FRC expectations summarised by subject matter:

(o [T EYCRGIETEL M Consider whether additional disaggregation of metrics and targets by business line or geography would aid 27,38

metrics understandability.

(EeitiniEe) Provide definitions and methodologies for company-specific metrics. 27,51
State and explain the reporting period for the metric if different to the financial statements. 27,41
Report Scope 3 GHG emissions where appropriate, explaining reporting boundaries and categories reported, 28,42, 50
and consider the impact on the statement of consistency with TCFD if material categories are not reported.
Provide comparative data to enable trend analysis and explain material movements, particularly where 29
performance has not met, or has exceeded targets.
Provide internal carbon prices where relevant and explain how they are used by the company. Where this 31
information is presented outside of the annual report and accounts, this should be cross referenced.
Explain the level and scope of any external assurance given, ensuring the terminology used to describe the 32,62
assurance does not imply a higher level of assurance than has actually been obtained.

Directors’ Clearly describe climate-related targets and actual achievements against them as part of the Directors’ 33

Remuneration Remuneration Report, in a manner consistent with the TCFD disclosures

Impact of Consider the impact of climate-related targets and transition plans on the financial statements, taking into

targets on the account the IASB’s educational material.

financial 35,43, 51

Provide an appropriate level of disclosure, including any significant judgements or assumptions that have been
made in reaching their assessment, when there is a reasonable expectation that the climate-related targets
and transition plans could impact the financial statements.

statements

Note: Our expectations above are focused on the Listing Rules requirements for TCFD reporting; when considering these for future reporting

periods, companies should also review the UK Climate-Related Financial Disclosures (CFD) requirements (see page 18), where relevant. In

particular, we note the following considerations for CFD disclosures:

* These disclosures must be presented in the Non-Financial and Sustainability Information Statement in the Strategic Report.

» CFD disclosures are mandatory, but the legislation allows a company to omit certain disclosures where the directors ‘reasonably believe’ that
they are not relevant and a ‘clear and reasoned explanation’ is provided.

 Targets should be linked to the climate-related risks and opportunities to which they relate and the KPIs to assess progress be disclosed.

+ CFD does not include emissions reporting as this is covered by SECR, but requires explanations of any changes to KPIs previously disclosed.
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