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Quick read

Overview

Societal understanding of climate change and the need to take action has increased
over recent years, leading to an increase in both public discourse and government
initiatives. The 2015 Paris Agreement’s central aim to restrict global temperature
rise to 2 degrees above pre-industrial levels, and to pursue efforts to limit the
increase to 1.5 degrees, set a new ambition for the world’s response to climate
change. The scope of this challenge is becoming more widely understood.

In this context, investors and the broader financial system are seeking better
information to make more informed decisions about capital allocation and to price
risk. While different companies will be affected by climate change in different
ways, many will need to respond to potential increases in cost and/or decreases
in revenue. The cost of water and energy, for example, may increase and assets
(for example stock, investments, loans or infrastructure) may become stranded in
specific locations. For some companies, climate-related issues are material now,
with impacts already disrupting supply chains and changing consumer behaviour.
For others, climate-related issues are key to longer-term strategic planning
decisions. Climate-related risks are foreseeable, and as the implications become
clearer, more are likely to adapt their behaviours and investments making the
potential impacts a shorter-term issue for all companies.

The UK Government has set a target to bring all greenhouse gas emissions to net
zero by 2050. Other governments are also realigning around such targets, with
investors beginning to follow, for example as part of the UN-convened Net-Zero
Asset Owner Alliance. This target provides a unique 30-year signal for the future
for which both companies and investors can aim. Given this direction, there is an
increasing demand for companies to respond, and report on what the business
model looks like in the future and how it intends to get there.

“There is a not inconsiderable risk that the climate scientists are right, therefore
it’s irresponsible for boards not to be considering and looking at issues around
climate change” — Investor

Investor views

Investors are increasingly calling for companies to report on challenges, targets and
activities to support the action they are taking on this issue. This project has received
an unprecedented amount of investor engagement, and this report focuses on
disclosures by companies that better meet investors’ needs.

The outcomes of climate change, including exact transitional and physical risks, and
pathways we will take, are uncertain. As both companies and investors increasingly
look to the future, there is a gap between the expectations of investors and
reporting practice, both in the quality and granularity of information provided.
Disclosure is developing, and as investor approaches become more sophisticated
and increasingly affect capital allocation decisions, further development will be
necessary. This report sets out how companies can fill this gap and move towards
more effective and comprehensive reporting.

Investors outlined that they would like companies to articulate:
e how boards consider and assess the topic of climate change;

e whether, and how, the business model may be affected by climate change,
whether it remains sustainable, and how the company may respond to the
challenge posed by climate change;

¢ what the opportunities and risks are, including the prioritisation of risks and their
likelihood and impact;

e what changes the company might need to make to strategy to capitalise on a
changing climate and related opportunities;

¢ what scenarios might affect the company’s sustainability and viability, and how;
and

¢ how the impact is measured and how the company measures the climate-related
challenges and the success of its strategy through strategically aligned, reliable,
transparent metrics and financially-relevant information.
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These areas reflect elements of a company’s operating approach, and areas of
assessment and consideration by investors. They are also consistent with the
principles set out in the Lab’s previous work on business models, risk and viability
and performance metrics, and the recommendations of the Task Force on Climate-
related Financial Disclosures (‘TCFD’) framework.

Task Force on Climate-related Financial Disclosures

The discussions that we had with project participants soon coalesced around the
TCFD framework. Many companies reported that the TCFD had helped them align
their thinking and discussions, which provided a clearer route to reporting. Investors
were also very supportive of TCFD reporting. As a consequence, rather than creating
a separate framework, this Lab report is structured around the TCFD framework.

The TCFD, established by the Financial Stability Board (FSB), was tasked with
reviewing how the financial sector could take account of climate-related issues.
In 2017, the TCFD published a report which set out four core elements of
recommended climate-related financial disclosures (‘'TCFD Core Elements'):

e Governance: The organisation’s governance around climate-related risks and
opportunities;

e Strategy: The actual and potential impacts of climate-related risks and
opportunities on the organisation’s businesses, strategy, and financial planning;

e Risk management: The processes used by the organisation to identify, assess,
and manage climate-related risks; and

e Metrics and targets: The metrics and targets used to assess and manage relevant
climate-related risks and opportunities.

These areas align closely with the questions about which investors seek information.

On 2 July 2019 the UK Government announced, in its Green Finance Strategy, the
expectation that listed companies and large asset owners should disclose in line
with the TCFD recommendations by 2022. Given the investor support for the TCFD,
and the Green Finance Strategy expectation, the Lab’s report recommends that
companies use the TCFD as a framework for thinking about and reporting on climate
change. For those not familiar with the TCFD, a short summary and main disclosure
recommendations can be found on page 9.

To help companies apply the principles of the TCFD framework, the Lab has

also developed a series of questions they should ask, to address the areas that
investors seek to understand. Consideration of these questions, by both companies
and investors, will lead to more informative reporting and better discussions.

Not surprisingly, some investors expressed a desire for more reporting by those
companies where their business models were more at risk, or which were higher
carbon emitters.

This report focuses on climate change, but many of the reporting recommendations
in this report could equally apply to other sustainability-related topics, including the
workforce (which will be the subject of a separate Lab report).

Role of Investors

While the focus of this project is on reporting by companies, it is clear that investors
are seen as part of the solution to managing climate change. Investors themselves
are also under pressure to report on climate issues under new regulations and
client requests, where mandates from asset owners are increasingly referring to
environmental, social and governance issues.

Indeed the TCFD framework and the UK Government’s expectation relate as much
to investor reporting as they do to company reporting. Information needs to flow
through the ecosystem in order to meet the need not only for decision-useful
information, but also to meet the needs of investors in carrying out their own
reporting.
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Regulatory requirements

A company's activities may impact the environment, as well as the effects of
climate change having an impact on the company. Companies should, therefore,
consider the likely consequence of climate change on their business decisions, in
addition to meeting their responsibility to consider the company’s impact on the
environment.

While in the UK there is no requirement to report on climate change specifically,
there are many reporting requirements that may require companies to address
climate-related issues. The Board has a role to consider the company's long-term
success. The Companies Act 2006 (‘the Companies Act') requires companies to
provide information about how the directors have performed their duty to promote
the success of the company, having regard to the matters set out in section

172, including environmental matters. The Strategic Report requires disclosure

of principal risks and uncertainties and relevant non-financial information. The

UK Corporate Governance Code 2018 (the Code) requires reporting on how
opportunities and risks to the future success of the business have been considered
and addressed, and there are specific requirements (including the Streamlined
Energy and Carbon Reporting requirements) that require information on the impact
of the company’s business on the environment.

The FRC has also highlighted that a company’s financial statements should,

where material, ‘reflect the current or future impacts of climate change on their
financial position, for example in the valuation of their assets, assumptions used
in impairment testing, depreciation rates, decommissioning, restoration and other
similar liabilities and financial risk disclosures’.

Conclusion

Climate-related challenges will affect companies differently, however, investors
consider the issues to be material to a wide range of businesses. There is inherent
uncertainty in this area, but those companies and investors that are addressing and
considering climate-related issues recognise the benefit that comes from a robust
consideration of the future challenges facing the company, and a connected benefit
to feeling more able to respond and reposition as necessary.

Reporting on climate-related matters requires companies to ask themselves
challenging questions, make reasonable assumptions on the information available,
and develop their strategic approach from there. Reporting then flows from this
assessment.

“At the end of the day | want comfort that the company is preparing for many
different outcomes, as no one knows” — Investor

How to read this report

This report is divided into five sections. Whilst those seeking a full understanding
are encouraged to read the report sequentially, given its breadth, we have outlined
below the contents of each section to enable readers to go directly to those of most
relevance:

e Section 1 contains investor and company views on the four TCFD core
elements — governance, business models and strategy, risk management and
metrics and targets. Each includes a set of questions companies should ask
themselves to help develop their reporting. The section also outlines areas of
developing reporting practice and links to examples in Section 3. There is much
interconnectivity between the four TCFD core elements. Some tips on how to
bring this information together in a coordinated way are provided on the next

page.

e Section 2 brings together the questions for companies and disclosure
recommendations across the TCFD core elements to allow for easier
consideration.

e Section 3 provides examples of developing reporting practice. These extracts
illustrate how companies are trying to meet the reporting challenge. As changes
in this area are dynamic, examples identified at this stage are likely to require
further development in the future in order to respond to investors’ needs. The
examples are organised around the same four TCFD core elements, allowing
readers to go directly to the examples most of interest to them.

e Section 4 provides a list of those companies and investors that participated in this
project.

e Section 5 covers the main regulatory and market initiatives relevant to
companies’ disclosure on climate change, and some broader input on investor
requirements and activity.
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Q

Tips for approaching climate considerations and disclosure

Many companies are considering how best to address climate-related issues. Throughout this project the Lab has seen companies take a range of approaches, many of
which appear to be working successfully. However, some of the key elements that appear to be helping companies most effectively to address the issue are outlined
below. A number of these are not climate-related, but may help companies to address challenges the company faces in a more coordinated way:

e A proper consideration of this topic starts with appropriate governance and
oversight. Senior management and board engagement is necessary to ensure
a coordinated approach, that a strategic view is taken, and that resources are
appropriately allocated.

e (Climate-related issues impact many areas of a business. It is important to be
strategic to ensure that these areas all coordinate to make the best decisions
and get the best outcomes. Different companies have taken different approaches
to this, with some having a more decentralised structure, others using cross-
firm working parties, and still others running a ‘nominated’ person approach
with input from other areas. Any of these can work depending on the company,
although most appear to need one point of contact/coordination, which can
work most effectively by naming a responsible person.

e Asso many operational areas of the business are coming together
to discuss the topic it is important to ensure that they are
discussing the same things. One approach to this is HSBC's
‘Sustainable Financing Data Dictionary’ (HSBC Holdings plc,
page 33).

Other organisations have highlighted that asking ‘how do we respond to climate
change?’ can be an overwhelming and alienating question. They have worked
hard to ask company-specific and operations-specific questions, which they have
found a more helpful approach.

Some companies have also reassessed their risks within this context — trying
to draw out whether, at a cross-organisation level, there is a different risk level
to that which they may identify in either a top-down or bottom-up risk format.
Understanding management reporting tools in this context can be important.

There is also a challenge, however, in not narrowing down the possible risks too
early. Companies suggested thinking as broadly as possible, including considering
whether the risk management process itself is capturing the interconnected
elements of the risks and opportunities.

Many reported that the main help had been a desire and/

or push to just get started. The topic is broad, but this

approach allowed them to begin to understand what they
knew and didn’t know, what more information was required,
and to begin to ask how that could be sourced. Some

reported finding a roadmap of planned disclosure a helpful
indication of where they aimed to be and what they were trying
to achieve. (Roadmaps are disclosed by Unilever PLC, Barclays
plc, SSE plc and DS Smith plc pages 34, 35 and 36).
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Introduction

This project sought to test whether the principles of our
previous reports on business models, risk and viability
reporting and performance metrics could be applied

in the context of climate-related reporting. Each of
these reports has proven relevant, as they highlighted
the importance of companies articulating how their
business model remains sustainable, what the risks and
opportunities are, what scenarios might affect their
viability and how they measure the success of their
strategy through reliable, transparent metrics.

However, as the project progressed it became apparent
that there was a significant level of support for the TCFD
framework. Therefore, this report has been developed to
assist companies and provide practical guidance on how
to meet investor expectations using the TCFD framework.
It is structured around the four TCFD core elements;
governance, strategy, risk management and metrics and
targets.

Current reporting practice on climate
change

Blacksun's latest corporate reporting trends research

on the FTSE 100 (The Ecosystem of Authenticity) found
that 61 per cent of companies make no mention of
TCFD and only 16 per cent mention climate change

in the Chair/CEO statements. The CDSB First Steps:
Corporate climate & environmental disclosure under
the EU Non-Financial Reporting Directive report found
that of the top 80 companies by market capitalisation in
Europe, 70 per cent made disclosures on environmental
policies in comparison to 20 per cent on climate policies.
These statistics do not mean that companies are not
considering the issue of climate change internally, but it
shows the scale of the challenge in ensuring investors get
information on climate change that better meets their
needs.

What this report seeks to achieve

At this stage, there are examples of developing reporting
practice, but expectations are high, and further
development of reporting to meet investor needs

will be necessary. To assist, this report sets out how
companies can make their reporting more effective

and comprehensive by providing a set of questions

that they should ask to help develop their reporting.
These questions are framed around the four TCFD core
elements.

During the project, both companies and investors
stressed to us the inherent uncertainty in addressing
and reporting on climate-related issues. Investors
acknowledge the challenges, but also stress that they
expect companies to be making reasonable assumptions
on the information available and then developing the
company’s approach and reporting.

For companies that have not considered TCFD previously,
the questions may be difficult to achieve in the short
term, but they can be used as a starting point to support
changes in reporting to address investor expectations
and bridge the gap towards more effective reporting.

Investor reporting

Investors themselves are also under pressure to report
on climate issues under new regulations and client
requests, where the mandates they receive from asset
owners are increasingly referring to environmental, social
and governance issues. The TCFD framework relates

as much to investor reporting as it does to company
reporting.

Information needs to flow through the ecosystem

in order to meet this information need. Investors,

therefore, may also find this report helpful in their
engagement with companies on climate change.

The challenge of climate change

The central aim of the Paris Agreement, signed in 2015,
is to restrict global temperature rise to 2 degrees Celsius
above pre-industrial levels and to pursue efforts to limit
the rise to 1.5 degrees. The Agreement operationalises
this by asking nations to disclose Nationally Determined
Contributions (‘NDCs’), which outline how they aim to
keep their emissions outlooks within the Agreement’s
thresholds. Where NDCs offer a granular view of the
policy landscape, these documents can provide a
potentially valuable input to strategic planning and
analysis.

The UK Government has set a target of being net zero
by 2050. In this context, companies need to think

about how their business models, strategy and financial
planning will be affected by this, and other changes
governments may wish to enact, and then report on the
effects.

Whilst the risks of a changing climate may, in some
circumstances, only crystallise fully over the longer-
term, they are having an impact now, and many other
risks are now foreseeable. The full consequences of a
changing climate are uncertain, but have been broadly
categorised into physical risks and transition risks.
Physical risks, which require adaptation, include rising
sea levels, global temperature rise and more frequent
and intense weather events. Transitional risks, which
may be mitigated, refer to risks relating to the movement
towards a greener economy. Such transitions could relate
to, for example, changes to product mixes, regulatory
challenges, reputational issues or higher costs of doing
business. Social and political upheaval related to these
changes may also be widespread.
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Regulatory and market
overview

Expectations around the reporting of climate-related
issues have grown over recent years, especially the
expectations of investors and other stakeholders.

Whilst there is no specific requirement to report

on ‘climate change’, companies should be providing
information on their impact on the environment, their
principal risks, how directors have considered the long-
term success of the company and, where material, the
impacts on their financial statements.

FRC statement on the Government’s Green
Finance Strategy

To coincide with the Government’s release of the Green
Finance Strategy on 2 July, the FRC published a statement
saying that the effect of climate change on society and
business is one of the defining issues of our time:

"The Boards of UK companies... should therefore
address, and where relevant report on, the effects of
climate change (both direct and indirect). Reporting
should set out how the company has taken into
account the resilience of the company’s business
model and its risks, uncertainties and viability in both
the immediate and longer-term in light of climate
change. Companies should also reflect the current or
future impacts of climate change on their financial
position, for example in the valuation of their assets,
assumptions used in impairment testing, depreciation
rates, decommissioning, restoration and other similar
liabilities and financial risk disclosures."

Alongside the Green Finance Strategy, the FRC also
joined the Pensions Regulator, the Prudential Regulation
Authority and the Financial Conduct Authority to publish
a joint-regulatory statement on this topic.

Companies Act 2006 Requirements
Section 414C of the Companies Act provides that:

"The strategic report must contain... (2)(b) a description
of the principal risks and uncertainties facing the
company... [and]... The review must, to the extent
necessary for an understanding of the development,
performance or position of the company’s business,
include... (b) where appropriate, analysis using other
key performance indicators, including information
relating to environmental matters and employee

matters.

Sections 414C (7) requires disclosures, to the extent
necessary for an understanding of the development,
performance or position of the company’s business,
on the impact of the company’s business on the
environment.

Disclosures regarding principal risks and uncertainties
may also be required under the Companies Act where
climate-related issues are material, and will likely form
part of the newer section 414CB requirement to consider
the principal risks that the company poses to the outside
world more generally.

In their Strategic Report, companies are now also
required to make a Section 172(1) statement describing
how directors have had regard to the matters set out

in section 172(1)(a) to (f) of the Companies Act when
performing their duties under section 172, which in
subsection (1)(d) relates to the impact of the company's
operations on the community and the environment.

UK Corporate Governance Code 2018

The Code also requires Boards to discuss how the
matters (including impact on the environment) set out
in section 172 of the Companies Act 2006. Provision 1 of
the Code states that:

"The board should assess the basis on which the
company generates and preserves value over the
long-term. It should describe in the annual report how
opportunities and risks to the future success of the
business have been considered and addressed, the
sustainability of the company’s business model and
how its governance contributes to the delivery of its
strategy."

The Code also expects boards to be considering and
responding to emerging risks.

IFRS requirements

Although the financial statements contain limited
forward-looking information, climate-related risk could
have a significant affect on the carrying value of the assets
and liabilities reporting in the financial statements in
certain industries. There is an expectation that, if material,
information about how climate-related risks have been
factored into impairment calculations, for example, should
be disclosed.

The starting point is for companies to consider materiality.
The definition as set out in IAS 1 is that “items are
material if they could individually or collectively, influence
the economic decisions that users make on the basis of
the financial statements”. As investors increasingly factor
in climate-change considerations into capital allocation
decisions, this information in the financial statements is
likely to become increasingly material.

Other market initiatives and reporting
requirements

There are a number of other initiatives and reporting
requirements relevant to climate-related issues, and these
can be found in Section 5: Appendix D — regulatory and
market initiatives.

Quick read Introduction

overview

Regulatory and market

1 Investor expectations
and company views

2 Appendix A — questions
and recommended
disclosures

3 Appendix B —examples
of developing practice

4 Appendix C — participants
and process

5 Appendix D - regulatory
and market initiatives


https://www.frc.org.uk/news/july-2019/frc-statement-on-the-government%E2%80%99s-green-finance-st
https://www.frc.org.uk/news/july-2019/regulators-welcome-government-s-green-finance-stra
http://www.legislation.gov.uk/ukpga/2006/46/contents

Climate-related corporate reporting

The Task Force on Climate-related Financial
Disclosures

The TCFD, established in December 2015 by the Financial
Stability Board (FSB), was tasked with reviewing how the
financial sector could take account of climate-related
issues. The TCFD was asked to develop recommendations
for more effective climate-related disclosures that:

¢ could promote more informed investment, credit, and
insurance underwriting decisions and,

e inturn, would enable stakeholders to understand
better the concentrations of carbon-related assets
in the financial sector and the financial system’s
exposures to climate-related risks.

In 2017, the TCFD published a report which set out four
core elements of recommended climate-related financial
disclosures that apply to organisations across sectors and
jurisdictions:

e Governance: The organisation’s governance around
climate-related risks and opportunities.

e Strategy: The actual and potential impacts of climate-
related risks and opportunities on the organisation’s
businesses, strategy, and financial planning.

¢ Risk Management: The processes used by the
organisation to identify, assess, and manage climate-
related risks.

e Metrics and Targets: The metrics and targets used to
assess and manage relevant climate-related risks and
opportunities.

The TCFD also put together sector-specific reporting
guidance for the financial industry (insurers, banks, asset
managers and asset owners) and other non-financial
sectors including energy; transportation; materials and
buildings; and agricultural, food and forest products.

The recommended disclosures on the TCFD, across the
four core elements of disclosure, are outlined below in
Figure 1.

In June 2019 the TCFD released its second status report
on the uptake of its recommendations. The report noted
that nearly 800 organizations have expressed their
support for the TCFD recommendations. “The review of
reports from over 1,100 large companies across multiple
sectors in 142 countries found that the average number
of recommended disclosures per company has increased

Figure 1: TCFD recommended disclosures

Disclose the organization's
governance around climate-
related risks and opportunities.

Disclose the actual and potential
impacts of climate-related risks
and opportunities on the
organization’s businesses,
strategy, and financial planning
where such information is
material.

Recommended Disclosures Recommended Disclosures

by 29 per cent from 2.8 in 2016 to 3.6 in 2018. At the
same time, the percentage of companies that disclosed
information aligned with at least one of the Task Force’s
recommendations grew from 70 per cent in 2016 to

78 per cent in 2018”. In a survey conducted with users
and companies, 76 percent of users stated that they

are already using climate-related financial disclosures in
their decision making process. The report also highlights
examples of how companies are reporting against the
TCFD framework.

Risk Management Metrics and Targets

Disclose how the organization
identifies, assesses, and manages
climate-related risks.

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

Recommended Disclosures Recommended Disclosures

a) Describe the board's oversight
of climate-related risks and
opportunities.

a) Describe the climate-related
risks and opportunities the
organization has identified over
the short, medium, and long
term.

a) Describe the organization’s
processes for identifying and
assessing climate-related risks.

a) Disclose the metrics used by
the organization to assess
climate-related risks and
opportunities in line with its
strategy and risk management
process.

b) Describe management's role in b) Describe the impact of climate-
assessing and managing related risks and opportunities
climate-related risks and on the organization’s
opportunities. businesses, strategy, and

financial planning.

b) Describe the organization’s b
processes for managing
climate-related risks.

Disclose Scope 1, Scope 2, and,
if appropriate, Scope 3
greenhouse gas (GHG)
emissions, and the related
risks.

Describe the resilience of the
organization’s strategy, taking
into consideration different
climate-related scenarios,
including a 2°C or lower
scenario.

C

c) Describe how processes for C
identifying, assessing, and
managing climate-related risks
are integrated into the
organization’s overall risk
management.

Describe the targets used by
the organization to manage
climate-related risks and
opportunities and performance
against targets.
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Climate-related corporate reporting

Governance and ma nagement

Investor participants are seeking a better understanding of:

how boards consider and assess climate-related issues

Overview

Throughout this project, both companies and investors reinforced the importance of
the board’s role. Investors stressed the importance of understanding the way in which
a board considers and assesses climate-related issues. This allows them to get comfort
over procedures and the board’s consideration of how the company’s business model
and strategy are affected. In the reporting, investors want more information about how
boards consider and assess a range of sustainability-related topics, including climate-
related issues and the workforce (which is subject to a separate Lab report) relevant to
the company’s business model and strategy.

Investor view

The role of the board

Investors seek more information on how boards consider and assess climate-related
issues. Examples of such disclosure could include who has responsibility for climate-
related matters and the frequency with which the item is discussed. However, process-
specific disclosures should not substitute for insights into the quality of the discussion
and the way in which relevant information has been incorporated into strategic planning
and key decision-making.

This desire for an understanding of the board’s involvement is not necessarily limited to
climate change; investors are looking for more information on how boards consider and
assess a range of sustainability-related issues. The views on governance that are set out
in this section, the questions investors are asking and disclosures they are looking for, as
outlined on page 12, could equally apply to other aspects of board consideration.

“It’s not necessarily all about the numbers — | want to know they’re thinking about
the issue of climate change, as it is what | would be worried about if | was running
the business” — Investor
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One approach is to disclose what information the board sees (Royal Dutch Shell
plc page 38), the governance arrangements in place (Unilever PLC page 39), who
has responsibility, and a consideration of the necessary competence (National
Grid plc page 40)

Setting the strategy

The areas in which climate-related issues might be relevant are extremely
interconnected, and therefore feedback between each of the areas, and incorporation
into strategic planning, is essential. Board involvement in setting the company’s
strategy is considered key, as climate-related issues pose a challenge to strategy now
and in the future.

A changing climate does not only pose risks, but also opportunities. The most relevant
issues will differ by company, but the board is in a position to take a longer-term

view and bring the challenges and opportunities together. In this context, the board’s
role in assessing and considering materiality is key. In measuring these aspects,

where possible, the use of standardised metrics, or standardised or industry-based
methodologies are welcomed by investors.

The importance of the board should not, however, downplay the importance of
management. The achievement of targets are key to achievement of a wider strategy,
and the TCFD also expects disclosures around the involvement and interaction of
management in assessing and managing climate-related risks and opportunities.

Company view

The role of the board

Many companies agreed with investors that the role of the board should be central to
considerations of climate-related issues and the connected challenges.

Some companies reported that they had to work quite actively to link activities at an
operational level with the board’s oversight. However, many felt that the focus of the
TCFD on governance had allowed for more internal momentum regarding the topic.
Some also reported that it had helped with wider integration of climate-related issues
into strategic considerations.

Disclosures regarding the board’s consideration of these issues, including relevant risks,
are often qualitative. The company is in the best position to provide its own view of the
challenges it faces, but also to support this with the data that is most relevant to the
company, and that is being monitored and managed by the board.
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Climate-related corporate reporting
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Governance and management

In order to help investors understand how boards consider and assess climate-related
issues, companies should ask themselves...

e What arrangements does the board have in place for assessing and considering climate-related issues? What is the
board’s view of the climate change challenge, and what assumptions is it making? +

e Who has responsibility for climate-related issues? How are the board and/or committees involved and how often
are climate-related issues considered?+

e What insight does the information give the company and how is it being integrated into strategic planning?+
e What information helps the board understand the company’s risk profile?

e  What information and metrics do the board monitor in relation to climate-related issues? How does the board,
establish, monitor and oversee, including modifying, climate-related goals and targets? +

e Is the board preparing for different outcomes where there is uncertainty?
e How does the board get comfort over the metrics being used to monitor and manage the relevant issues?

e What arrangements does the Executive Committee, or other divisional levels, have in place for assessing and
considering climate-related issues, and who has responsibility for them? +

e Does the board consider the climate-related reporting to be fair, balanced and understandable?

e What competence and expertise does the board feel it needs, or needs access to, in order to consider and address
the challenges climate-related issues pose?

e Has the board reviewed its public policy approach to climate-related issues for consistency?

e Is the organisation planning to report against the TCFD? If so, what can be shared about the progress made and
what are the plans for disclosure?

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’

TCFD expects companies to:

Disclose the organisation’s governance around climate-
related risks and opportunities

e Describe the board’s oversight of climate-related risks
and opportunities

Describe management’s role in assessing and managing
climate-related risks and opportunities

“Every organisation has some kind of risk, we need them to
sit down and look at what’s relevant to them” — Investor

“It’s fundamentally whether or not the company has
envisioned a 20 year world that matches our view, whether
their choices and strategy and competitive advantage are
consistent with that 20 year view and how they will use
their strengths to get there” — Investor
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Climate-related corporate reporting

Business model and strategy

Investor participants are seeking a better understanding of:
how the business model may be affected by climate-related issues, whether it

remains sustainable, and how the company may respond to the challenge posed
by climate change, including what changes the company might need to make to
strategy

Overview

The expectations outlined in our report and implementation study on business model
reporting remain relevant in the context of reporting about climate-related challenges.
Whilst business model disclosures generally focus on what is in place now, investors
seek insight into the sustainability and resilience of the business model into the future.
This includes information about which strategy gets a company from the current
position to that future state.

Many investors are still developing their approaches to climate analysis. Others are
more advanced, focusing on climate-related issues in their stewardship activities,
developing models of weather patterns, building models of winners and losers

in a world affected by climate change, or including management positioning and
adaptability in discount factors.

Companies are also on a spectrum in responding to this issue. For many, consideration
of this topic is in its infancy, and the questions it poses can be overwhelming. Taking
action on this issue involves a consideration of the strategic issues facing the business
in a low-carbon world. The opportunities offered by a changing climate and the issue of
horizons were also raised.

Investor view

Materiality

Climate-related issues will impact different companies in different ways, but it is

clear that investors seek a clear understanding of how companies have considered

its materiality to business models, strategies and other areas that may be affected.
The definition of materiality in IAS 1 (referenced on page 8) is helpful as it considers
whether an item disclosed in the financial statements would influence the economic
decisions that users make. As investors increasingly make capital allocation decisions
that take into account climate-related factors, there is an increasing expectation that it
is material to many businesses.
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One approach is to disclose the resilience of the business model and
opportunities, including a quantification of these risks and opportunities
(SSE plc page 42-45) or where specific aspects of their business model may
be affected and their capacity to respond (Stora Enso Oyj page 46)

As a minimum, companies should make an assessment of whether climate-related
issues are relevant to their business model by looking at the possible effects that it
might have in the future. Investors want to see companies explain how they have
assessed materiality, even if the outcome of that assessment is that it is considered not
to be material.

Investors acknowledge that for some companies it can be difficult to see the short term
impact, as it may not yet be having a financial impact. However, there are expectations
that companies will be considering possible short, medium and longer-term impacts.
Given the likely impact to the future business model, investors may consider it to be

a material issue. For example if a business segment is only partly at risk from physical
risks now, but is a growing part of the business, this can have a large impact and may,
therefore, be considered material.

A number of companies use science-based targets, which involves adopting targets to
reduce GHG emissions in line with what the climate science says is necessary to meet
the goals of the Paris Agreement. Investors are particularly interested in what that
means for the company and how they are intending to reach those targets. With action
from governments, including the UK Government legislating for net zero emissions by
2050, investors want to understand how companies are going to react to those types of
challenges over a longer-term horizon, what strategy will help the company get there
and how this is being monitored.

Opportunities to the business model

Whilst many investors are considering climate-related issues predominantly through a risk
lens, they also want to understand opportunities. This may include operating and capital
expenditure in particular areas, a discussion of resilience of the organisational strategy, or
a greater focus on green revenues. This all helps investors understand the sustainability of
the business model, and what changes may need to be made in the future.

One approach is to disclose the opportunities a changing climate pose to the
business (Halma plc page 47)
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Climate-related corporate reporting

An approach is to outline strategic plans for reaching net zero by 2050 (General
Mills Inc page 48), including reference to the IPCC recommended 1.5 degree
pathway, and an indication of strategic decisions being made in light of this
(@rsted A/S page 49)

Data

Whilst investors want to understand board oversight and functions, they are also
increasingly calling for more data on an asset-by-asset basis. Companies will be affected
differently by climate-related issues, so information on the key challenges the company
faces, whether in relation to supply chains, manufacturing locations or other issues, will
differ. Investors want to understand where and how the business is operating and what
physical and regulatory change may be most relevant in those jurisdictions.

One approach is to explain the challenges a company faces at each asset
location (Fresnillo plc page 50)

Investors acknowledge the challenges of gathering timely, robust and reliable data, as
they are facing similar challenges when developing their own modelling and disclosure.
Quialitative disclosures are useful, particularly in relation to governance and a view of
the future, but in the absence of data, such disclosures may be less decision-useful.
One example of a data point that is used by a number of investors to understand the
company and its planning is whether or not a projected carbon price is being used for
internal planning purposes, including project planning and assessment. The strategic
planning purpose should align with the company’s wider purpose as expected by the
UK Corporate Governance Code, which allows for coherent consideration of this issue
across the company.

One approach is to disclose an internal carbon price used for strategic
planning purposes (Oil Search Ltd page 51)
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“On scenarios, what are the drivers that change what is going on in the scenario —
I really want to understand where it is impacting the business model. It’s not about a
number, not about the output, the journey is as important as the destination”
— Investor

“Reporting has been an iterative process. It doesn’t need to be perfect” — Company

Investors draw on a number of sources when considering climate-related issues,
including using proxy information where specific disclosure is not provided. However,
disclosure from the company allows investors to understand its position and make their
own assessment of whether they agree.

Investors expect strategically important information to be included within an annual
report alongside financial statements implications, where material. This aligns with the
TCFD, which expects climate-related financial disclosures to be made in mainstream
filings. This approach allows for more thorough stewardship and investment decision-
making. Additional reporting may be provided elsewhere, for example in a sustainability
report, to supplement this.

“We need to consider it asset-by-asset. We are currently in part assuming the whole
company is one asset, even though we know it’s wrong. One high and one low risk
does not level out to a medium risk” — Investor

In understanding challenges, and required changes, to the business model, investors
also welcome the work of a number of organisations, such as the CDP, Climate
Disclosure Standards Board and Sustainability Accounting Standards Board, which
provide guidance on reporting, and are increasingly displaying how their frameworks
align with the TCFD. These frameworks and initiatives are covered in more detail

in Appendix D. For investors it’s not about companies providing TCFD reporting
exclusively, but instead the integration of information from other frameworks where
this assists in reporting, which makes the guidance on alignment to TCFD welcome.

“It’s all about the context, so put together a three year reporting plan and update
every year regarding the context. It’s not just about the company’s plans, it’s also
about resilience to how wider society is responding” — Company

“We understand the importance, but find it hard to reconcile to the here and now”
— Company
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Climate-related corporate reporting

Financial statement impact

If material to the business, investors
also expect companies to consider
and report on the impact on the
financial statements, particularly on
those aspects of financial statement
reporting that involve estimates of
the future. These might include, for
example:

e pricing and demand assumptions
used in impairment testing
models that involve carbon
products;

e depreciation rates of assets
whose useful economic life may
be affected by climate-related
issues, and any decommissioning
obligations that may follow;

e recognition of an onerous
contract provision due to loss of
revenues due to climate risk; and

e other information, not presented
elsewhere in the financial
statements, that would influence
investors’ decisions.

Some investors particularly
emphasise the importance of
companies considering the financial
statement impacts of climate
change as this information is subject
to audit. It is also fundamental
information that they need to value
companies and make decisions on
capital allocation.

In its July 2019 statement, the FRC
stated that it would monitor how
companies and their auditors fulfil
their responsibilities, including in
relation to the disclosures in the
financial statements. It is clear that
investor expectations in this area, on
both companies and auditors, are
increasing.

Better reporting includes outlining
financially relevant information,
but also explaining the impacts, the
balance sheet effects and where
there are assets and liabilities that,
looking to the future, are already
being impacted now. As outlined

in the FRC's recent publication
‘Thematic Review: Impairment of
non-financial assets', companies
for whom climate change and
environmental impact are significant
will explain how such factors,
specific to the company’s industry
and value chain, have been taken
into account in assessing medium
and long term growth potential,
costs and licence to operate.

“Is climate change a material risk?
You can only tell that once you’ve
looked at the materiality. Even
low emitters may have exposure
to vulnerable regions, so | expect
companies to be thinking about it
and at least doing a process
of identification” — Investor
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AASB/AAASB Guidance on financial statement impact of climate-related and other
emerging risks

In April 2019, the Australian Accounting Standards Board and the Australian Auditing and
Assurance Standards Board issued joint guidance on assessing when climate-related and other
emerging risks are material in relation to the assumptions made in preparing the financial
statements, and therefore require separate disclosure regardless of their numerical impact.

Climate-related and other emerging risks disclosures: assessing financial statement materiality
using AASB/IASB Practice Statement 2 briefly outlines how climate-related risks may affect
the financial statements and which accounting standards, such as impairment of assets,

may be relevant. The guidance notes that while these issues are most commonly discussed
outside the financial statements, “qualitative external factors such as the industry in which
the entity operates, and
investor expectations may
make such risks ‘material’
and warrant disclosures
when preparing financial
statements, regardless of
their numerical impact”.

Figure 2: Considerations in assessing materiality

Investor Expectations

Could investors reasonably expect that climate-related risks or other
emerging risks have a significant impact on the entity and would that risk
qualitatively influence investors’ decisions, regardless of the quantitative
impact on the financial statements?

The guidance includes

an overview flow chart

of this process providing
more detailed guidance
on specific areas of the
financial statements that
may be affected by climate
change.

Entity Assessment

Have these risks affected any
of the amounts recognised

Entity Assessment
Are climate-related risks or other
emerging risks likely to have a
material impact in the entity’s
specific circumstances?

or disclosed in the financial
statements?

Figure 2: Climate-related
and other emerging risks
disclosures: assessing
financial statement
materiality using AASB/IASB
Practice Statement 2

Consider the risks
when determining
amounts
recognised and
make relevant
disclosures

[\[¢]
disclosures
necessary

Determine
relevant
disclosures
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Climate-related corporate reporting

Company view
Horizons

For companies, reporting on climate-related issues can be challenging as it requires a
view of an uncertain future, including the many different pathways that may be taken
even where a target state is clear. With the level of assurance and governance over the
annual report, it can make the inherent uncertainty difficult to report on.

Companies also do not always know over which horizons they should be considering
the issue. Some reported that they use their business planning cycle as a first step,
but many are increasingly looking further, most often to 2030. A few are also looking
beyond that, but recognise that this brings with it more uncertainty over the long
term outlook, particularly in relation to the metrics used. Some of this uncertainty is
highlighted in reporting, and it is important for companies to be clear on the horizon
that they are assessing climate risk. Using the UK government’s target of net zero

emissions by 2050 can be helpful. However, the most important part of the challenge is

reporting on how the insights gained from this horizon are changing, and will change,
behaviour and plans in the future.

An approach is to discuss the horizons over which different issues have been
considered, and what those timeframes are (Land Securities Group PLC, Aviva
plc, Bloomberg L.P pages 52, 58-59, 75-77)
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“It’s about having a view of the future, then about considering the climate impacts
on that view — je the climate delta. Probably both are wrong, but it’s insightful
internally and then externally” — Company

Changes to the business model

Some companies are disclosing opportunities from climate-related issues, but some
are also sensitive about disclosing information that might give away their competitive
advantage. Scenario analysis can help, as it provides an indication of possible future
impacts without committing a company to a long term direction. In this regard it is
helpful for a company to identify key decisions points for future strategic direction.

“This topic has integrated company planning into more of a coordinated strategy
assessment, offering additional value” — Company

Internal functions

Some companies are trying to consider not only short term risk, but also wider
business resilience. This involves a fulsome assessment of the future and the
company’s key drivers in different contexts, including different climate scenarios. Such
an analysis requires a great deal of coordination across many areas, including strategy,
finance, risk, reporting, company secretarial, sustainability, investor relations, plus the
management and board.

Coordinating these areas, and working across functions, is an important step in
assessing the impacts of climate-related issues across the business. Not surprisingly,
this level of coordination can be time-consuming and difficult to put in place.
Companies taking part in this project have addressed this challenge in a number of
ways. The Lab has developed some tips to help companies based on what the Lab has
heard from companies involved in the project. These can be found on page 6.
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Climate-related corporate reporting 17

Business model and strategy

TCFD expects
companies to:

Disclose the actual and potential impacts

In order to help investors understand how the business model may be affected by climate-related issues,
whether it remains sustainable, and how the company may respond to the challenge posed by climate
change, including what changes the company might need to make to strategy, companies should ask
themselves...

What does the company look like in the future and how will it continue to generate value? What strategy does the company have for
responding to the challenges?

How was the decision about the materiality of climate-related issues made? +

What opportunities and risks concerning climate-related issues are most relevant to the company’s business model and strategy?
Which, if any, of these are financially material? What process has been followed in order to assess the impact of climate-related
issues?+

Where do the biggest risks and opportunities sit? +

Has the company considered the impact of low-carbon transition as well as physical risk?

What are the relevant short, medium and long-term horizons? How do these different horizons affect key divisions, markets,
products and/or revenue/profit drivers? +

How resilient is the business model to climate change? How does the company respond to a 1.5 degree, 2 degree or more world? +

What strategy has been put in place to reach that aim, and what operational or capital expenditures are needed to address
any necessary business model changes? How are long-term projects structured to ensure flexibility, including options for de-
emphasising and emphasising if circumstances should dictate?+

of climate-related risks and opportunities
on the organisation’s businesses, strategy,
and financial planning where such
information is material

Describe the climate-related risks and
opportunities the organisation has
identified over the short, medium and

long term

Describe the impact of climate-
related risks and opportunities on the
organisation’s businesses, strategy
and financial planning

Describe the resilience of the
organisation’s strategy, taking into
consideration different climate-
related scenarios, including a 2 degree
or lower scenario

e What are the possible effects on the company’s revenues, expenditures, assets, liabilities, products, customers, suppliers etc of
different climate scenarios?

e How does the information gathered factor into strategic planning? What triggers would require a change of direction? “We really need to be looking out 15 years”

e Are there opportunities better to explain exposure to particular product lines or 'green' revenues? — Company

e How are the risks and opportunities reflected in the financial statements, for example the effect of assumptions used in impairment
testing, depreciation rates, decommissioning, restoration and other similar liabilities and financial risk disclosures?

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
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Climate-related corporate reporting

Risk Management

Investor participants are seeking a better understanding of:
the risks and opportunities presented by climate change including the

prioritisation, likelihood and impact, what scenarios might affect the company’s
sustainability and viability, and how the company is responding

Overview

The insights from the Lab’s report and implementation study on risk and viability
reporting continue to hold true. Investors seek company-specific disclosures that
provide information about prioritisation of risk and their likelihood and impact.

For companies, challenges could be numerous, including disrupted supply chains,
regulatory changes, land use amendments, water scarcity, or weather-specific changes
at main production sites, amongst a number of other challenges. The insight about
what each may mean for the business is important, as this helps connect to strategic
planning. This implies a level of asset-specific data. Investors would like to see more
reference to climate-related issues across the risk and viability sections. A key aspect
of this is gaining an understanding of the related governance and risk management
process regardless of the assessment of materiality.

Whilst under the TCFD framework, scenario analysis sits more alongside strategy, we
have instead included it in the risk management section. Many of the insights about

what investors seek relate to the conclusions of the Lab’s risk and viability report, which

can therefore be helpful in identifying areas to focus on. Obviously, results of scenario
analysis need to be incorporated into strategic planning, and potentially impairment
testing in the financial statements and this illustrates one of the ways in which TCFD
expects an interconnected picture to form.

Investor view
Process and oversight

Investors seek to understand the process that has been undertaken to identify risks,
which risks have been identified, how important the risks are and what the company is
going to do about them. They are using the risk disclosures to understand a company’s
resilience to risk, and how well-positioned the company is to respond.

“How do we get a meaningful outcome? A number of different scenarios and
impacts need to be considered” — Investor
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Disclosure around the risk management process is necessarily qualitative. The question
posed is, are systems or processes in place to protect the company and its assets?
Much of the expectation around risk management assumes that companies will be
including climate risk in current risk management considerations, rather than as a
separate process or consideration.

Materiality and principal risks

In general, investors believe that more companies should be assessing climate change as
a risk, or at least as an uncertainty, in their reporting of principal risks and uncertainties.
However, investors are also interested in which risks companies have themselves
identified. There is an expectation that how a company assessed the materiality of
climate risk should be reported even where it has not been considered a principal risk. If
reported as a risk it should explain the impacts that raise that specific concern.

An approach is to outline the risk management process in place
(Swiss Reinsurance Company Limited page 54), or provide information on the
oversight of the Audit Committee (National Grid plc page 55)

Granularity of information

Risks depend on the business, its business model, the location and vulnerability of
assets and liabilities and the magnitude and rate of temperature increase. Investors are
not only interested in the risks posed by climate change at a high level, they are also
interested in asset-level data, for example where sites may be located, and what this
means for specific transitional or physical risks faced.

An approach is to outline the risks in relation to key specific assets (Diageo plc
page 56) or benchmarked results and changes made (Johnson Matthey plc page
57)

“The most difficult thing is the scenario — and the most interesting thing is obviously

the scenario” — Company

“l want a company to do their own [scenario analysis], but if the analyst can’t

understand what they have done there is no point” — Investor
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Climate-related corporate reporting

Scenario analysis

Given the uncertainty inherent to climate change, scenario analysis is considered
important and is one of the key elements of the TCFD. Whilst implementation is
developing, investors are supportive of companies evolving their approach. Investors
acknowledge that it can be complicated to connect climate scenarios to financial and
business operations, and they face similar challenges in their own modelling.

Investors seek information on which scenarios have been assessed, and what
assumptions have been made. In addition, understanding the discussion around

how these assumptions have been arrived at is helpful. These are key elements in
understanding the credibility of the activity and as such, the question asked in the Lab’s
risk report applies — are the stress and scenario analyses disclosed in sufficient detail

to provide investors with an understanding of the nature of those scenarios, and the
extent and likelihood of mitigating activities?

Investors are interested in how a company will be affected under different scenarios,
and what strategy they will then put in place to address the related challenges.
Investors appreciate specific insight into the scenarios and key assumptions, although
they don’t expect ‘one answer’. Although they would like an indication of possible
effects on financial results under different scenarios, investors are more interested in
the underlying information that allows them to make their own assessment.

Scenario analysis is about an openness to a range of possibilities and uncertainties and
the development of an understanding of the important inflection points, signals and
how decision-making may need to change in the future. Therefore, one of the crucial
guestions is how the results are specifically used in planning.

An approach is to refer to signposts being monitored, with indicators and
reference to future strategic decisions (Bloomberg L.P. pages 58 and 59)

Many investors want modelling against a 1.5 degree scenario, as envisaged by the Paris
Agreement. The TCFD framework recommends a ‘2 degree, or lower’ scenario, but
investor expectation is also beginning to coalesce around an expectation of modelling
towards a 1.5 degree world.
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Many also wanted to see modelling against a higher, ‘stressful’ scenario, such as a 3
or 4 degree world, to understand company resilience. Companies are expected to use
more than one scenario and/or pathway, and ensure that appropriate and credible
assumptions around physical and transition risks are reported.

These scenarios should then tie not only into wider risk management considerations,
but also strategic planning and viability assessments.

An approach is to outline asset-based outcomes referring to specific scenarios,
including NPV-related results under which the scenarios may make certain
investments less attractive, and modelling to a 1.5 degree scenario (Oil Search
Ltd pages 60 and 61), or a description of the scenarios and impacts on key
areas (in this circumstance related to commodity impacts) - (Rio Tinto plc
pages 62 and 63)

“It’s not about one scenario, but which range of scenarios and what did they tell you,
how aggressive was it — it’s all about assumptions and process — and what were the
indicative effects?” — Investor

Viability statements

Most investors expect companies to assess their prospects over a longer time frame
than is currently the practice, with many then expecting climate-related issues to be a
factor included in viability statements.

The Lab’s report on risk and viability suggested a two-stage process for a consideration
of viability. This involves an assessment of prospects over a longer time horizon, taking
into account current position, a robust assessment of principal risks and the business
model. It was clear during this project that investors consider this assessment should
be carried out over longer than a three year timeframe. For many companies this
assessment should encompass risks and opportunities arising from climate change.

The second stage, which may be over a shorter period whilst taking into account
insights from the first step, is an assessment of viability considering stress and
sensitivity analysis, linkage to principal risks, qualifications and assumptions and the
level of reasonable expectation.
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Climate-related corporate reporting
“It’s about asking the people involved in the business to think about, and help ensure,

the company is around in 10 years. About critical elements of the business’ survival
and encouraging and reporting on those” — Company

Q

Company view

One approach is to refer to climate-related impacts in the viability statement
disclosure (Royal Dutch Shell plc page 64)

Relevance

For many companies, climate change is not currently considered a principal, or even
material, risk. For some this is reflective of horizons, whereas others do not see it
having a material impact. Overall, it appears that some companies take a different view
to investors on the issue of materiality.

Risk management processes

Companies reinforced the importance of the process of considering climate-related
issues as a risk, and ensuring that multiple time horizons are considered. Some
reported that time horizons can be difficult, as investors are often requesting disclosure
over a time horizon which extends beyond a company’s normal planning process. Some
companies do not see climate-related issues affecting them in the shorter-term, and
are concerned about setting a precedent on longer horizons. Companies can, at the
very least, report over which horizons risks have been considered. Another approach
may be more clearly to delineate between principal risks and uncertainties, rather than
amalgamating the two.

Some companies are just starting to consider climate-related issues, and appropriate
consideration can require a significant investment of time from people across an
organisation. However, investors, and the TCFD itself, reinforce that much of the
consideration of this challenge should build on existing considerations and processes.
Many companies have also noted that they have gathered and utilised external
expertise in order to assist their consideration of the relevant issues. We also include
on page 6 some tips for how companies may be able to approach a consideration of
climate-related issues.

Q

One approach is to refer to what type of expertise has been gathered when
specific external expertise has been sought (Royal Dutch Shell plc page 38)
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“Scenario analysis has enabled us to say we know to the best of our capability what
the physical risks are posed by climate change” — Company

Scenario analysis

There are real challenges in translating climate change scenarios into business and
operational impacts. This has been a complex process for a number of companies. Such
challenges include, for example, translating weather and other physical impact scenarios
into the financial modelling and forward-looking planning process. However, where
companies have done this they report having a much greater insight into the resilience
of their business model, and where changes may need to be made to the business
model or strategy.

Still, scenario analysis remains a complicated, and often expensive, exercise. As most
companies are only at the beginning of this process reporting is expected to evolve over time.

Concerns remain that scenario analysis, and related financial disclosures, constitute a
‘forecast” and are therefore not allowed within the regulatory framework. However,
as companies have adopted scenario analysis and understand the use of a range of
scenarios this concern appears to be decreasing.

Most companies using scenario analysis refer to the International Energy Agency

(IEA) scenarios or the Intergovernmental Panel on Climate Change (IPCC). The IEA
scenarios set out a long-term view of energy system trends and technologies. The IPCC
scenarios detail a number of different scenarios and, in the 2018 Special Report on
Global Warming of 1.5 degrees Celsius, the IPCC describes four pathways as illustrative
examples of the different ways in which a below 2 degree outcome may be reached. A
few companies are also using the Greenpeace Advanced Energy [R]evolution scenario
(1.5 degree). Given different transition pathways, companies acknowledge that it is
important to explain the assumptions used in the scenarios. The TCFD also provides a
technical supplement on the use of scenario analysis.

Q

Looking at the disclosure in this area, it is clear that not all companies are currently
carrying out scenario analysis. There is much for both companies and investors to
learn in this area. However, the strong investor view is that just because results cannot
be quantified with a high degree of certainty, does not mean that disclosure is not
warranted and helpful.

One approach is to refer to assumptions made and the impact of different
scenarios (Unilever PLC page 39)
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Climate-related corporate reporting 2 1

Risk management

In order to help investors understand the risks and opportunities presented by climate change including TCFD expects
the prioritisation, likelihood and impact, what scenarios might affect the company’s sustainability and
viability, and how the company is responding, companies should ask themselves...

companies to:

Disclose how the organisation identifies,

e What oversight does the board have of climate-related opportunities and risks? + assesses, and manages climate-related

. . . . . . . risks
e What systems and processes are in place for identifying, assessing and managing climate-related risks? To what extent can current

processes be developed to assist? + e Describe the organisation’s processes
for identifying and assessing climate-

e Ho ill transitional and physical risks affect the company? +
wwi : physt : pany related risks

e How is a consideration of climate-related issues integrated into the risk management process and connected to other related risks?

Describe the organisation’s processes
for managing climate-related risks

e Over what horizons have the risks been considered and risk assessments carried out?

e How are the risks from climate change being monitored, including decisions around mitigation, transfer, acceptance and control? + .
Describe how processes for

e How is the assessment of the company’s viability over the longer-term taking into account climate-related issues? identifying, assessing, and managing
e |s the company’s business and business model viable? What signals or leading indicators might encourage a reconsideration of this climate-related risks are integrated

assessment and the related strategy, or an understanding of whether the risk mitigation activities are being achieved? into the organisation’s overall risk

management
e If the company is undertaking scenario analysis, how did the company decide on which scenarios to use and what assumptions have €

been made? How do these relate to the outcomes advocated in the Paris Agreement?

e Are the scenarios sufficiently diverse and challenging?
“Environmental risk... accounted for three of

the top five risks by likelihood and four by
impact. Extreme weather was the risk of
greatest concern, but our survey respondents
are increasingly worried about environmental
policy failure: having fallen in the rankings
after Paris, ‘failure of climate-change
mitigation and adaptation’ jumped back

to number two in terms of impact this year.
The results of climate inaction are becoming
increasingly clear” —\World Economic Forum,
The Global Risks Report 2019 — 14th edition,

e How did the company translate scenarios to operational/financial models?
e How is the scenario analysis used in strategic planning?

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’

Insights Report
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Climate-related corporate reporting

Metrics and targets

Investor participants are seeking a better understanding of:

how climate-related issues, and their impact, are measured, including metrics,
data and financially-relevant information

Overview

One of the biggest challenges when reporting on climate-related issues is the need to
be forward-looking in an uncertain world. Setting targets and measuring against these
help to assess achievement and build management credibility, but some aspects of
performance will be less relevant because they are backwards-looking.

Participants reiterated the importance of the five elements of disclosure identified
in the Lab’s performance metrics report. Metrics should be: aligned to strategy;
transparent; in context; reliable; and consistent.

Investors are calling for quantitative information on how companies are affected at an
asset-by-asset level where possible. In assessing possible impacts on future cash flows,
financial data is important, and companies also need to consider the impact on their
financial statements. Investors recognise the challenges of data, including quality and
timeliness, but encourage companies to provide more relevant data.

Investor view

Investors are calling for metrics that are clearly aligned to strategy. This helps them
understand which companies are leaders in their sectors — both for investment now,
and assessing which companies are more likely to survive in, and adapt to, a low carbon
future. To make a proper assessment, they seek to understand the performance,
ambitions and targets of the company to give insight into the company’s competitive
advantage.

In building their understanding of what is relevant to the company, investors want
information that gives insight into how the company sees its ambitions and plans. A
clear link to the financial performance in the financial statements is also important.

An approach is to refer to competitive advantage with reference to the business
model (Diageo plc page 66), or produce metrics seen as key to this with
reference to climate change, such as ‘Climate-Value-at-risk’ (AXA page 67) or
carbon footprints and how these are assessed and used (Aviva plc page 68)
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Link to remuneration

Some investors feel that a quantitative link to remuneration can be difficult, although
others would like a clear link between climate-related targets and remuneration in
order to drive change. Generally, investors feel that remuneration can be an important
signal to supplement other information, for example, capital allocation decisions, to
enable them to understand whether the company is taking climate-related issues
seriously. Typical remuneration structures have relatively short time horizons, although
the UK Corporate Governance Code expects that remuneration policies and practices
should be designed to support strategy and promote long-term sustainable success.

One approach is to state that remuneration will be linked to climate-related
metrics (Royal Dutch Shell plc and SSE plc pages 38 and 45)

“Pm interested in the information so | can take my own view. I'm not asking
companies to value their business, but | need to understand the workings. It’s about
creating transparency” — Investor

Investors want the boundaries and scope of the metrics to be transparent, as well as
being robust and reliable.

In understanding the scope and boundary of metrics, investors can make a better
assessment of what the metric addresses. Investors feel that what is reported is often
not sufficiently explained, and they cannot interrogate and interpret the disclosure as
they would wish to. Understanding how the metrics had been overseen or assured,
would also provide more confidence about their reliability.

One approach is to refer to where a committee has been involved in the
consideration of climate-related issues or the related disclosure (National Grid
plc page 55)

Quick read Introduction Regulatory and market

overview

1 Investor expectations
and company views

2 Appendix A — questions
and recommended
disclosures

3 Appendix B — examples
of developing practice

4 Appendix C — participants
and process

5 Appendix D - regulatory
and market initiatives


https://www.frc.org.uk/getattachment/cd978ef7-72ad-4785-81ee-e08bb7b7f152/LAB-Performance-metrics-FINAL.pdf

Climate-related corporate reporting

“In terms of comfort about the reliability of information, views will evolve. We
have a certain level now, but as reporting evolves expectation of comfort will
evolve with it” — Investor

Many disclosures are also, by their nature, based on best estimates, in particular, Scope
3 emissions. The GHG Protocol Corporate Standard considers Scope 3 emissions to

be all indirect emissions (not previously covered) that occur in the value chain of the
reporting company, including both upstream and downstream emissions.

Investors are positive about more companies disclosing data on their Scope 3
emissions, but some noted that, where they had assessed this information across a
market or geography, the current disclosures did not make sense in the aggregate.
Reporting this metric is challenging, but both asset managers and asset owners are
increasingly being asked to disclose portfolio carbon footprints and therefore need the
information to enable them to do so.

One approach is to refer to scope 1, 2 and 3 emissions and related intensity
(Fresnillo plc page 69)

Ambitions and targets are important in placing the metrics in context, especially
in relation to a world affected by a changed climate, and what level of emissions
reduction a company is aiming to achieve.

Some investors feel that a better understanding of whether or not the information
is calculated consistently or on a comparable basis would go some way towards
addressing concerns around reliability and transparency.

“We end up using none of the metrics because they are not comparable” — Investor

Investors acknowledged that disclosure is evolving, and that they want to understand
the effects on the specific business model and strategy, including on an asset-by-asset
basis. However, investors also felt that more comparability of methodology could be
achieved. Investors are comparing what is relevant to one company with others in the
sector, and the impact of climate across more than just that sector and geography. As
such, where industry-specific approaches, or standard methodologies are available,
these are welcomed.
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An approach is to present performance in a user-friendly manner. Such
attributes include clarity of information, presentation of performance across
time, descriptions of the metrics being measured and target-setting (UBS Group
AG page 70, DS Smith plc page 71 and National Grid plc page 72)

Company view

Aligning metrics to strategy can be challenging as the uncertainties inherent in the
required changes mean that it is often difficult to measure how climate-related issues
impact a business. Other companies are considering this topic as a core challenge to
their business model and have done in-depth assessments of how climate change
may affect it.

Where internal systems are already in place, companies are generally more
comfortable with providing reliable information. However, where new information

is needed this is more challenging and involves more estimation based on evidence
and samples. Scope 3 emissions data was one example of this, and companies expect
disclosure to evolve as they address the challenge.

An approach is to present different scopes of greenhouse gas emissions,
including Scope 3, across time, with methodologies noted (Go-Ahead Group plc
page 73), or to explain changes in calculations, changes from the previous year
and scope and boundary (Associated British Foods plc page 74)

Many are using specialists to help them. When using these sources they are usually
more comfortable with the reliability of the information and many view this as a way
to overcome questions of reliability. Others have had external assurance or validation.

Companies also discussed comparability and consistency. Some said that
comparability was difficult beyond protocols already in the market. They felt that
their consideration was often less mature on this topic than others, so in many areas
development was just beginning.

“The uncertainty makes it more important that the information be in the context of
the business” — Investor
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Climate-related corporate reporting 24

Metrics and targets

TCFD expects
companies to:

Disclose the metrics and targets used

to assess and manage relevant climate-
related risks and opportunities where such
information is material

In order to help investors understand how climate-related issues, and their impact, are measured,
including metrics, data and financially-relevant information, companies should ask themselves...

e What information is most relevant to monitoring and managing the impacts of climate-related issues? How were these identified and
how do they link to the strategy and business model? +

e Has a strategy been defined, with related metrics to measure progress, setting the company on a course to net-zero carbon by 2050,
and for interim stages in between now and then? What metrics are monitored in relation to mitigation and adaptation? If metrics
are not related, what metrics are being used, and what timelines has it set? e Disclose the metrics used by the

organisation to assess climate-related

risks and opportunities in line with its

strategy and risk management process

e What signals or specific climate scenarios are monitored?

e Has the company considered whether issues regarding water, energy, land use and waste management may be material, and if so,

how these should be measured? +
Disclose Scope 1, Scope 2 and, if

e What do the metrics being monitored and managed indicate about the future direction of the company? How is this information appropriate, Scope 3 greenhouse gas

used? How are they being integrated into day-to-day business management and reporting?
What is the scope and boundary of the information presented? Is this the same across all information presented?
To what level of oversight or assurance have the metrics been subjected?

(GHG) emissions, and the related risks

Describe the targets used by the
organisation to manage climate-

related risks and opportunities and
performance against targets

e What external data, or external expertise, has the company relied upon?
e Are the metrics disclosed calculated consistently? Is trend data provided?

e  Which methodology has been used for constructing the metrics? Is this comparable to other companies in the sector?
e Have estimates been used in compiling measures or targets? Can you describe the calculation of these? +

e What are the company’s Scope 1, Scope 2 and, where relevant, Scope 3 greenhouse gas emissions? Is the GHG Protocol and/or
another industry-specific methodology used for this calculation? +

e Isaninternal carbon price used? If so, what is it and for which purposes is it used? +

e What is the company trying to achieve in relation to climate resilience and what targets has it set? Have the targets been achieved,
and what comes next? +

e How are metrics being integrated into the remuneration policies? Is this the most effective linkage possible? +

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
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Bringing disclosures together

Recent Lab projects on business models, risk and viability and performance metrics,
have all raised the importance of linkage of company information. The conclusions from
these previous reports have held true in the context of the reporting of climate-related
issues.

Particular insights are in each of the sections of the report, but companies should
generally consider the picture their reporting casts, and how they can fit elements of
climate-related reporting into their suite of disclosures in order most effectively to
assist investors to understand their company.

On page 6 we include tips from companies that are approaching climate-related issues
in a more coordinated way across their reporting. These tips aim to help companies
attempting to make their reporting more effective, and outline some internal functions
that may assist in ensuring the linkage investors see as so important.

A series of extracts (Land Securities Group PLC pages 75 - 77 and SSE plc pages
42 - 45) show linkage of information across the report, and time, including
between metrics and qualitative disclosures, thereby putting the disclosures in
context

The suite of disclosures that allow investors to understand a company:

Business model

Explains how the company generates
and preserves value over the
longer-term

Strategy and objectives

Provides insight into the company’s

future development, performance,
position and future prospects

€ss environment
les information about the main

s and factors, including both
ial and wider matters

The disclosure of
a company’s purpose,
strategy, objectives and
business model should together
explain what the company does and
how and why it does it.

A description of a company’s
values, desired behaviours and
culture will help to explain and

put its purpose in context.

Purpose
Explains how the company generate benefits

for its members through economic success
whilst contributing to inclusive and
sustainable growth

Principal risks and viability
Explains those material to the

company, or where the impact of its
activity poses a significant risk

Performance me

Are used in assessing progress a

objectives or strategy, monitoring pri

risks, or generally the develop
performance or position of the co
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Governance and management

In order to help investors understand how boards consider and assess climate-related issues, companies TCFD expects

should ask themselves... companies to:

e What arrangements does the board have in place for assessing and considering climate-related issues? What is the board’s view of the Disclose the organisation’s governance
climate change challenge, and what assumptions is it making? + around climate-related risks and

AT . . . . . opportunities
e Who has responsibility for climate-related issues? How are the board and/or committees involved and how often are climate-related PP

issues considered?+ ¢ Describe the board’s oversight of

climate-related risks and opportunities
e What insight does the information give the company and how is it being integrated into strategic planning? + PP

e Describe management’s role in assessing
and managing climate-related risks and
e What information and metrics do the board monitor in relation to climate-related issues? How does the board, establish, monitor and opportunities

oversee, including modifying, climate-related goals and targets? +

e What information helps the board understand the company’s risk profile?

e |s the board preparing for different outcomes where there is uncertainty?
e How does the board get comfort over the metrics being used to monitor and manage the relevant issues?

e What arrangements does the Executive Committee, or other divisional levels, have in place for assessing and considering climate-
related issues, and who has responsibility for them? +

e Does the board consider the climate-related reporting to be fair, balanced and understandable?

e What competence and expertise does the board feel it needs, or needs access to, in order to consider and address the challenges
climate-related issues pose?

e Has the board reviewed its public policy approach to climate-related issues for consistency?

e Is the organisation planning to report against the TCFD? If so, what can be shared about the progress made and what are the plans for
disclosure?

An approach is to disclose what information the board sees, the governance arrangements ~ Royal Dutch Shell plc, Unilever

. - . . . . 38,39,40
in place, who has responsibility, and a consideration of the necessary competence. PLC, National Grid plc i)
+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
Quick read Introduction Regulatory and market 1 Investor expectations 2 Appendix A — questions | 3 Appendix B —examples 4 Appendix C— participants | § Appendix D - regulatory
overview and company views and recommended of developing practice and process and market initiatives

disclosures



Climate-related corporate reporting 2 8

Business model and strategy Eamples

One approach is to disclose the resilience of the business model SSE plc and Stora p42-45,
and opportunities, including a quantification of these risks and Enso Oyj 46
opportunities or where specific aspects of the business model may

be affected and the capacity to respond

In order to help investors understand how the business model

may be affected by climate-related issues, whether it remains
sustainable, and how the company may respond to the challenge
posed by climate change, including what changes the company
might need to make to strategy, companies should ask themselves...

One approach is to disclose the opportunities a changing climate Halma plc pa7
poses to the business

e What does the company look like in the future and how will it continue to generate An approach is to outline strategic plans for reaching net zero by General MillsIncand  p48, 49
2050, including reference to the IPCC recommended 1.5 degree @rsted A/S

value? What strategy does the company have for responding to the challenges? =1ETElE : o - ‘
o . X ) pathway, and an indication of strategic decisions being made in

e How was the decision about the materiality of climate-related issues made? + light of this

e What opportunities and risks concerning climate-related issues are most relevant to the
company’s business model and strategy? Which, if any, of these are financially material?
What process has been followed in order to assess the impact of climate-related
issues?+

e Where do the biggest risks and opportunities sit? +

e Has the company considered the impact of low-carbon transition as well as physical
risk?

e What are the relevant short, medium and long-term horizons? How do these different
horizons affect key divisions, markets, products and/or revenue/profit drivers? +

e How resilient is the business model to climate change? How does the company respond
to a 1.5 degree, 2 degree or more world? +

e What strategy has been put in place to reach that aim, and what operational or
capital expenditures are needed to address any necessary business model changes?
How are long-term projects structured to ensure flexibility, including options for de-
emphasising and emphasising if circumstances should dictate? +

e What are the possible effects on the company’s revenues, expenditures, assets,
liabilities, products, customers, suppliers etc of different climate scenarios?

One approach is to explain the challenges a company faces at each  Fresnillo plc p50
asset location

One approach is to disclose an internal carbon price used for Qil Search Ltd p51
strategic planning purposes

An approach is to discuss the horizons over which different issues Aviva plc, Land p52,
have been considered, and what those timeframes are Securities Group PLC,  58-59
Bloomberg L.P. and
75-77

TCFD expects companies to:

Disclose the actual and potential impacts of climate-related risks and opportunities on the
organisation’s businesses, strategy, and financial planning where such information is material

e How does the information gathered factor into strategic planning? What triggers

would require a change of direction?

Are there opportunities better to explain exposure to particular product lines or 'green’
revenues?

How are the risks and opportunities reflected in the financial statements, for
example the effect of assumptions used in impairment testing, depreciation

Describe the climate-related risks and opportunities the organisation has identified over the
short, medium and long term

Describe the impact of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning

Describe the resilience of the organisation’s strategy, taking into consideration difference
climate-related scenarios, including a 2 degree or lower scenario

rates, decommissioning, restoration and other similar liabilities and financial risk
disclosures?

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for
all sectors’
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An approach is to outline the risk management process in place, or provide Swiss Reinsurance p54
o . g information on the oversight of the Audit Committee Company Limited and and
In order to help investors understand the risks and opportunities 8 Naﬁfna,yGrid e 55
presented by climate change including the prioritisation, - - — - — -
likelihood di t hat o ight affect th An approach is to outline the risks in relation to key specific assets or Diageo plc and p56
Ikelihood and Impact, what scenarios might atrec e benchmarked results and changes made Johnson Matthey plc and
company'’s sustainability and viability, and how the company is 57
resPondmg' companies should ask themselves... An approach is to refer to signposts being monitored, with indicators and Bloomberg L.P. p58
reference to future strategic decisions
e What oversight does the board have of climate-related opportunities and risks? +
° V\{hat systems an.d processes are in place for identifying, assessing and managing An approach is to outline asset-based outcomes referring to specific Oil Search Ltd and Rio  p60-
climate-related risks? To what extent can current processes be developed to scenarios, including NPV-related results under which the scenarios may Tinto plc 61 and
assist? + make certain investments less attractive, and modelling to a 1.5 degree 62-63
. . . . 5 scenario, or a description of the scenarios and impacts on key areas (in this
e How will transitional and physical risks affect the company? + AT e R i ceTes i e
e How is a consideration of climate-related issues integrated into the risk
management process and connected to other related risks? One approach is to refer to climate-related impacts in the viability Royal Dutch Shell plc p64
. . . . . statement disclosure
e Over what horizons have the risks been considered and risk assessments carried
out?
e How are the risks from climate change being monitored, including decisions One .a.pproach is to refe.r to what type of expertise has been gathered when Royal Dutch Shell plc p38
o specific external expertise has been sought
around mitigation, transfer, acceptance and control? +
e How is the assessment of the company’s viability over the longer-term taking into
account climate-related issues? One approach is to refer to assumptions made and the impact of different  Unilever PLC p39

e |s the company’s business and business model viable? What signals or leading
indicators might encourage a reconsideration of this assessment and the related
strategy, or an understanding of whether the risk mitigation activities are being
achieved?

e If the company is undertaking scenario analysis, how did the company decide on
which scenarios to use and what assumptions have been made? How do these
relate to the outcomes advocated in the Paris Agreement?

e Are the scenarios sufficiently diverse and challenging?
e How did the company translate scenarios to operational/financial models?

e How is the scenario analysis used in strategic planning?

scenarios

TCFD expects companies to:

Disclose how the organisation identifies, assesses, and manages climate-related risks

Describe the organisation’s processes for identifying and assessing climate-related risks

Describe the organisation’s processes for managing climate-related risks

Describe how processes for identifying, assessing, and managing climate-related risks are integrated

into the organisation’s overall risk management

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
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In order to help investors understand how climate-related issues, and their
impact, are measured, including metrics, data and financially-relevant
information, companies should ask themselves...

What information is most relevant to monitoring and managing the impacts of climate-related issues?
How were these identified and how do they link to the strategy and business model? +

Has a strategy been defined, with related metrics to measure progress, setting the company on a
course to net-zero carbon by 2050, and for interim stages in between now and then? What metrics are
monitored in relation to mitigation and adaptation? If metrics are not related, what metrics are being
used, and what timelines has it set?

What signals or specific climate scenarios are monitored?

Has the company considered whether issues regarding water, energy, land use and waste management
may be material, and if so, how these should be measured? +

What do the metrics being monitored and managed indicate about the future direction of the company?
How is this information used? How are they being integrated into day-to-day business management and
reporting?

What is the scope and boundary of the information presented? Is this the same across all information
presented?

To what level of oversight or assurance have the metrics been subjected?
What external data, or external expertise, has the company relied upon?
Are the metrics disclosed calculated consistently? Is trend data provided?

Which methodology has been used for constructing the metrics? Is this comparable to other companies
in the sector?

Have estimates been used in compiling measures or targets? Can you describe the calculation of these? +

What are the company’s Scope 1, Scope 2 and, where relevant, Scope 3 greenhouse gas emissions? Is
the GHG Protocol and/or another industry-specific methodology used for this calculation? +

Is an internal carbon price used? If so, what is it and for which purposes is it used? +

What is the company trying to achieve in relation to climate resilience and what targets has it set? Have
the targets been achieved, and what comes next? +

How are metrics being integrated into the remuneration policies? Is this the most effective linkage
possible? +

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’

An approach is to refer to competitive advantage with Diageo plc, AXA  p66-
reference to the business model, or produce metrics Group and Aviva 68
seen as key to this with reference to climate change, such plc

as ‘Climate-Value-at-risk’ or carbon footprints and how

these are assessed and used

One approach is to state that remuneration will be linked Royal Dutch p38
to climate-related metrics Shell plc and and

SSE plc 45
One approach is to refer to where a committee has been National Grid p55

involved in the consideration of climate-related issues or  p|c
the related disclosure

One approach is to refer to scope 1, 2 and 3 emissions Fresnillo plc P69
and related intensity

An approach is to present performance in a user-friendly UBS Group AG, p70-

manner. Such attributes include clarity of information, DS Smith plc 72
presentation of performance across time, descriptions of and National

the metrics being measured and target-setting Grid plc

An approach is to present different scopes of greenhouse Go-Ahead p73,
gas emissions, including Scope 3, across time, with Group plc, 74
methodologies noted, or to explain changes in Associated

calculations, changes from the previous year and scope  British Foods plc
and boundary

TCFD expects companies to:

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

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

Disclose Scope 1, Scope 2 and, if appropriate, Scope 3 greenhouse gas
(GHG) emissions, and the related risks

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

Area of reporting

Company

LIST OF EXAMPLES

Reporting on climate change is a developing area of LSRRGS At 2
practice. Investor and societal expectations, and the Unilever plc 34
regulatory momentum, are encouraging companies DS Smith plc 35
towards more disclosure on the challenges they face. Barclays plc 36
The company questions we have developed provide SSE pl 36
a gooc! start for companies to develop more effective ki e Royal Dutch Shell plc 38
reporting. Unilever plc 39
The following pages include examples of developing National Grid plc 40
practice. As this area is evolving so rapidly, it is likely that Business model and strategy SSE plc 4245
expectations and practice will also continue to develop. Store Enso 46
These examples highlight current practice which Halma ple hd
resonated with investors. Not all of the examples are e BTN o
relevant for all companies and all circumstances, but Prsted A/S 49
each provides an example of where the company Fresnillo plc 50
demonstrates how to enhance the value of their Oil Search Ltd 51
disclosures. Aviva plc 52
Highlighting aspects of good reporting by a particular Risk management Swiss Reinsurance Company Limited 4
entity should not be considered an evaluation of that National Grid plc 55
entity’s annual report as a whole. Diageo plc 56
. . . Johnson Matthey plc 57
Investors have contributed to this project at a conceptual
level. The examples used are selected by the Lab to HeaiAES >8ands9
illustrate the principles that investors have highlighted Oil Search Ltd 60and 61
and, in many cases, have been tested with investors. Rigjintolpic 52andes
However, they are not necessarily examples chosen by Royal Dutch Shell plc 64
investors and should also not be taken as confirmation Metrics and targets Diageo plc 66
of a holding or acceptance of the company’s reporting AXA Group 67
more generally. Aviva plc 68
The examples were grouped into the four TCFD core Fresnillo plc &
elements to illustrate how they address some of the LS e w
guestions investors are asking. DS Smith plc 7
National Grid plc 72
Go-Ahead Group plc 73
Associated British Foods plc 74
Land Securities Group PLC 75-77
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What is helpful?

This example defines common language to ensure understanding
between diverse elements of a large organisation.

4P HsBe

HSBC’s USD100bn Sustainable Financing and
Investment Commitment - Data Dictionary

We define sustainable finance as any form of financial service that integrates environmental, social
and governance (ESG) criteria into business or investment decisions. Sustainable finance covers the
financing and investment activities needed to support the United Nations Sustainable Development
Goals (SDGs), and the Paris Agreement. This therefore includes both positive climate change and
societal impact activities.

Unlike financial accounting standards, there are currently limited industry standards or globally
recognised established practices for measuring performance of this type. We expect standards and
definitions to be developed and evolve over time. We also expect innovation to lead to the creation of
new products and services, these will be added to our data dictionary and disclosed publically via our
website as they are identified. In particular this will focus on sustainable ESG activities required in the
real world economy.

A key objective for HSBC is to provide financing and to facilitate, in an advisory capacity, the flow of
capital to enable the transition to a low-carbon economy, whilst helping clients manage transition risk
and enabling activities needed to support the Paris Agreement and the UN SDGs. HSBC has primary
business governance forums that include; the Group Climate Business Council and the Green Bonds
& Loan Committee, the remit of these forums covers both green and societal impacts. For further
information please see the measuring our impact section of our website.

33

HSBC Holdings plc

stainable Financing Data Dictionary 2019

pl, 2

4P HsBe

1. Facilitation

[Products | Definition————————Scope |

Debt Capital
Markets
(DCM): Green,
Social &
Sustainability
Bonds

Structured
Green Bonds

Participation (bookrunner) in Green, Social
and Sustainable (GSS) Bond issuance as
defined by a green, social or sustainable
bond framework (ICMA Bond Principles,
Climate Bonds Initiative or HSBC Bond
Frameworks), or are classified as a GSS
Bond by Dealogic. This includes HSBC'’s
own bond issuances.

HSBC issued Green bonds that align to the
above definition, however, they are linked
to a well-defined ESG index and not
publically traded. Annual progress update
reports are available on the Green and
sustainability bonds section of our website.

Issuances from 15! January 2017 where
HSBC has acted as a bookrunner in the
transaction, or HSBC is the issuer. Amount
included is HSBC'’s apportioned value of the
bond’s proceeds, i.e. number of bookrunners
per transaction. This is the Dealogic
methodology which is recognised as the
industry standard.

The HSBC records are crossed checked /
validated against Dealogic (an independent
3rd party transactions reporting platform).

HSBC issuances from 1%t January 2017
where HSBC has issued a Green Bond
linked to an ESG index. Amount included is
full bond value as HSBC is the sole
bookrunner, these are private placements
and they are not recorded or reported by
Dealogic. The bond are covered by the
HSBC Green Bond Framework. These are
issued by Global Markets and are reviewed
by the HSBC Green Bond Committee
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We identified the material impacts on Unilever's business arising
from each of these scenarios based on existing internal and external
data. The impacts were assessed without considering any actions that
Unilever might take to mitigate or adapt to the adverse impacts or to
introduce new products which might offer new sources of revenue as
consumers adjust to the new circumstances.

The main impacts of the 2°C scenario were as follows:

e Carbon pricing is introduced in key countries and hence there are
increases in both manufacturing costs and the costs of raw materials
such as dairy ingredients and the metals used in packaging.

Zero net deforestation requirements are introduced and a shift to
sustainable agriculture puts pressure on agricultural production,
raising the price of certain raw materials.

The main impacts of the 4°C scenario were as follows:

e Chronic and acute water stress reduces agricultural productivity

in some regions, raising prices of raw materials.

Increased frequency of extreme weather (storms and floods)

causes increased incidence of disruption to our manufacturing

and distribution networks.

e Temperature increase and extreme weather events reduce
economic activity, GDP growth and hence sales levels fall.

Our analysis shows that, without action, both scenarios present
financial risks to Unilever by 2030, predominantly due to increased
costs. However, while there are financial risks which would need to
be managed, we would not have to materially change our business
model. The most significant impacts of both scenarios are on our
supply chain where costs of raw materials and packaging rise, due
to carbon pricing and rapid shift to sustainable agriculture in a 2°C
scenario and due to chronic water stress and extreme weather in
a 4°C scenario. The impacts on sales and our own manufacturing
operations are relatively small.

The results of this analysis confirm the importance of doing further
work to ensure that we understand the critical dependencies of
climate change on our business and to ensure we have action plans
in place to help mitigate these risks and thus prepare the business
for the future environment in which we will operate.

During 2018 we developed and piloted an approach to assess the impact
of climate change on our key commodities. We selected soy for this pilot
based on its importance to Unilever (large purchased volume), it being

a high-profile crop in the countries where it is grown and the availability
of good historical price data and suitable climate models.

We developed a methodology which combined forecasting future
yields and quantifying the impact on commodity prices of soybean oil.
Climate change was the only price factor accounted for in the model
used to calculate the impact. Other factors which impact price, such as
technology and acreage, were excluded. The model considered the direct
risks from climate change to the price of soybean oil, such as change
inyield and change in supply. Three modelling steps were performed:
e Yield estimation: We analysed multiple agriculture and climate
models to provide a forecast range of expected yields in key
growing regions.

Price relationship: An econometric model was developed, based

on an analysis of the soybean oil market and historical trends, to
estimate the impact of climate-induced yield changes on future
prices. This model considered the importance of co-products

eg soybean meal, substitution potential eg with sunflower oil and

industrial uses of soybean oil, as well as the impact of yield on price.

¢ Impact estimation: Future yields and price impacts were then
translated into an estimated financial exposure from climate
change for our business, using our forecast procurement volumes.

Our pilot analysis showed that soybean yields may increase over
the 2030 and 2050-time horizon and that subsequent lower prices
may then lead to small potential reductions in our procurement
spend on soy. While the results may indicate a low financial risk

to our business, we would need to consider a wider range of risk
factors when determining our strategic response. Indirect risks
from climate change, such as catastrophic events or external policy
response and adaptation could also have an impact but were not
included in our modelling. Furthermore, these pilot results are
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Unilever PLC

Annual Report and Accounts 2018
p34

What is helpful?

This is an example of a description of the scenarios tested, some
of the assumptions and effects, with a roadmap for further
disclosures.
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Governance

Describe the Board's oversight of climate-related risks

and opportunities.

Describe management's role in assessing and managing climate-related risks
and opportunities.

Strategy

Describe the climate-related risks and opportunities the organisation has
identified over the short, medium, and long-term.

Describe the impact of climate-related risks and opportunities on the
organisation’s businesses, strategy, and financial planning.

Describe the potential impact of different scenarios, including a 2°C scenario,
on the organisation’s businesses, strategy, and financial planning.

Risks and opportunities

Describe the organisation’s processes for identifying and assessing climate-
related risks.

Describe the organisation’s processes for managing climate-related risks.
Describe how processes for identifying, assessing, and managing climate-
related risks are integrated into the organisation’s overall risk management.
Metrics and targets

Disclose the metrics used by the organisation to assess climate-related risks
and opportunities in line with its strategy and risk management process.
Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG)
emissions, and the related risks

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

Disclosure Reference

Annual report and accounts 2019 p 34,54
Annual report and accounts 2019 p34
Website article on climate risks Website
CDP Climate Change Website
Website article on climate risks Website
CDP Climate Change Website
Website article on climate risks Website
Annual report and accounts 2019 p49

Sustainability Report Sustainability Report

CDP Climate Change Website
Sustainability Report Sustainability Report
Annual report and accounts 2019 p31

This year we have focused on establishing governance of climate risks and identifying and assessing their impact on our business.
Our key identified risks are projected increases in carbon emissions costs and customer behaviour. Next year we will publish
financial impact figures for climate risks, based on several climate change scenarios, and report on plans to mitigate these risks.

More details about our approach to TCFD and climate risk are available on our website and in our Sustainability Report 2019.

DS Smith plc

P35 and

p22

What is helpful?

This example includes a roadmap for what has been addressed
in the reporting and what will be reported in the future.

Beyond our targets

Climate-related Financial Disclosures

DS Smith supports the recommendations

published by the Financial Stability Board's Task
Force on Climate-related Financial Disclosures
(TCFD). These are a series of recommendations,
aimed at addressing the financial impact of climate
change on businesses worldwide. Our analysis (see
table below, or page 35 of DS Smith Annual report
and accounts 2019) confirms that we are delivering
against seven recommendations and expect to meet
more next year.

The principal climate-related risks we identified are

carbon pricing requlation and customer behaviour,
which are now integrated into our Group risk
practices and governance structure. We are now
working to quantify the financial impacts of these
risks, based on several climate change scenarios,
and will set plans to mitigate them.
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What is helpful?

The Barclays examples describes progress to date and further plans.

Focus areas (2019/2020)

GCovernance = Climate-related issues considered by Board RepCo = Align with and implement any requlatory guidelines on
= Accountable Executives identified climate risk governance
» Established TCFD Implementation Forum = Continue to embed within existing risk frameworks and
other governance forums
= TCFD Implementation Forum to continue to drive
firm-wide coordination
Strategy = Enhanced Green Banking platform and green product = Incorporate qualitative transition risk analysis by sector
suite to include mortgages and trade finance into top down climate risk assessment processes and risk
= Publizshed Energy and Climate Change Statement appetite setting
= Participated in UNEF F1 Phase 1 Pilot, and applied climate  ® Incorporate analysis of material climate-related opportunities
scenario based stress testing to three pilot portfolios in into Barclays’ strategy and financial planning processes.
Electric Litilities, Oil & Gas {subsector, Exploration and » Further enhiance capabilities in relation to climate risk scenario
Production), and UK Residential Real Estate. analysis, through extending into qualitative analyses on
transition risks for relevant sectors. These reports will provide a
top-down view of climate risks when setting risk appetite, as
well as helping to shape our scenario analysis capabilities.
Risk = Embedded climate risk into Credit Risk processes and = Determine short, medium and long term dlimate-related risks,
standards, including into the Client Assessment outfining what risks i.e. transition or physical are expected to
Managem ent Standard and Ervironmental Risk Standard arise in which time horizon; and by sector and geography
= Climate-related risk update provided to over 240 Credit = Explore how dimate-related risk should be integrated into
Sanctioners. relevant Principal Risks within the frameworks, policies and
= Initiated an internal TCFD Phase 1 Risk Working Croup. standards.
Metrics & = MNew carbon emissions target of 80% reduction by 2025 = As consensus grows and financial sector guidance
and committed to RE100 becomes more available and standardised, develop and
Ta I'QEtS test relevant climate-related metrics

Barclays plc

= Started engaging with industry forums on developing
consistent climate related metrics, particularly as related
to risk management

Consider the development of potential internal and
external targets

Barclays PLC Environmental Social Governance Report 2018

p 28

SSE plc

Annual Report 2019
p5, 9, 13, 16, 28, 29, 116, 117

What is helpful?

The SSE ple disclosure outlines a roadmap for further
disclosures.

Towards full TCFD disclosure

In Novermnber 2017, S5E committed to meeting
the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations in full
by March 2021 These recommendations
encourage businesses to increase disclosure
of climate-related information, with an
emphasis on financial disclosure.

S5E has made progress towards meeting
these recommendations by improving the
quality of climate-related information in this
Strategic Report and by responding to CDP's
annual Climate Change Programme, which
for the first time in 2018 addressed the TCFD
recommendations.
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Governance and management

TCFD expects
companies to:

In order to help investors understand how boards consider and assess climate-related issues, companies
should ask themselves...

e What arrangements does the board have in place for assessing and considering climate-related issues? What is the board’s view of the
climate change challenge, and what assumptions is it making? +

e Who has responsibility for climate-related issues? How are the board and/or committees involved and how often are climate-related
issues considered?+

e What insight does the information give the company and how is it being integrated into strategic planning? +
e What information helps the board understand the company’s risk profile?

e What information and metrics do the board monitor in relation to climate-related issues? How does the board, establish, monitor and
oversee, including modifying, climate-related goals and targets? +

e |s the board preparing for different outcomes where there is uncertainty?
e How does the board get comfort over the metrics being used to monitor and manage the relevant issues?

e What arrangements does the Executive Committee, or other divisional levels, have in place for assessing and considering climate-
related issues, and who has responsibility for them? +

e Does the board consider the climate-related reporting to be fair, balanced and understandable?

e What competence and expertise does the board feel it needs, or needs access to, in order to consider and address the challenges
climate-related issues pose?

e Has the board reviewed its public policy approach to climate-related issues for consistency?

e Is the organisation planning to report against the TCFD? If so, what can be shared about the progress made and what are the plans for
disclosure?

An approach is to disclose what information the board sees, the governance arrangements ~ Royal Dutch Shell plc, Unilever

Disclose the organisation’s governance
around climate-related risks and
opportunities

e Describe the board’s oversight of
climate-related risks and opportunities

e Describe management’s role in assessing
and managing climate-related risks and
opportunities

. - . . . . 38,39,40
in place, who has responsibility, and a consideration of the necessary competence. PLC, National Grid plc i)
+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
Quick read Introduction Regulatory and market 1 Investor expectations 2 Appendix A — questions 3 Appendix B —examples | 4 Appendix C - participants | § Appendix D - regulatory
overview and company views and recommended of developing practice and process and market initiatives
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Building public trust this year also involved strengthening our public Royal Dutch Shell plc
commitment to the Paris Agreement on climate change. In our joint statement

Annual Report and Form 20F 2018
with institutional investors on behalf of Climate Action 100+, we have p95

committed to operationalise our ambition of around 50% Net Carbon
Footprint reduction by 2050, through the setting of shortterm targets which
will be linked to executive remuneration. Further, as part of our transparency What is helpful?
efforts within remuneration, we have published our CEO Pay Ratio, in line with
new legislation. Although this is not required until 2020, we were keen to

This example outlines some of the information seen by the
board. It also states that the company has committed to setting

publish this information early. For full details, please see our Directors’ short-term targets linked to executive remuneration in the
Remuneration Report on page 138 pursuit of around 50 per cent Net Carbon Footprint reduction
' by 2050.

During the year, the Board spent time on a number of key matters related to
transitioning to a lowercarbon energy system, such as our Sky scenario report
and the Shell Energy Transition report. In addition, the Board discussed Shell’s
Net Carbon Footprint ambition and some of our Non-executive Directors
received dedicated updates from management and extemnal experts on

New Energies, the various business models, advantages and disadvantages
of having positions in various value chains and the opportunities for Shell in this
area. Furthermore, the Board held its annual two-day, strategyfocused
meeting in ltaly. External developments - including the energy transition -
and their potentially uncertain impact set the background for this meeting, and
for the critical but exciting decisions Shell will take as we navigate our course.
The decisions this Board will take will be essential in shaping a resilient future
for Shell. Given that and the importance of robust relationships in the
boardroom as we consider and deliberate these matters, we invested time to
strengthen the relationships both among Directors, particularly given new
joiners over the last year, and between the Board and the Executive
Committee. In addition, given the developments in our strategy over the last
few years, this meeting provided an opportunity to take stock of the strategy
and to reflect on and deepen the understanding of that strategy. More
information on this can be found on page 8.
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DESCRIPTION OF RISK

CLIMATE CHANGE

Climate changes and governmental actions to reduce such changes
may disrupt our operations and/or reduce consumer demand for
our products.

Climate changes are occurring around the globe which may impact
our business in various ways. They could lead to water shortages
which would reduce demand for those of our products that require

a significant amount of water during consumer use. They could also
lead to an increase in raw material and packaging prices or reduced
availability. Governments may take action to reduce climate change
such as the introduction of a carbon tax or zero net deforestation
requirements which could impact our business through higher costs
or reduced flexibility of operations.

Increased frequency of extreme weather (storms and floods] could
cause increased incidence of disruption to our manufacturing and
distribution network. Climate change could result therefore in
making products less affordable or less available for our consumers
resulting in reduced growth and profitability.

WHAT WE ARE DOING TO MANAGE THE RISK

As part of our Unilever Sustainable Living Plan we monitor climate
change and are responding by developing operations and products
with reduced environmental impact.

We seek to develop products that will require less water during
consumer use.

We aim to minimise our impact on climate change through
committing to emission reduction targets and have developed
a roadmap to be carbon positive by 2030.

We monitor trends in raw material availability and pricing, and
proactively reformulate our products where appropriate.

We monitor governmental developments around actions to combat
climate change and act to minimise the impact on our operations.

Unilever PLC

p30, 33

What is helpful?

This example shows a description of risk and governance
arrangements, and a description of climate-related
opportunities.

IN FOCUS: CLIMATE CHANGE RISKS
AND OPPORTUNITIES

UNILEVER HAS PUBLICLY COMMITTED TO IMPLEMENTING
THE RECOMMENDATIONS OF THE TASK FORCE ON
CLIMATE-RELATED FINANCIAL DISCLOSURES.

Unilever recognises the importance of disclosing climate-related
risks and opportunities. Adopting the Taskforce on Climate-Related
Financial Disclosures [TCFD) recommendations is an important step
forward in enabling market forces to drive efficient allocation of
capital and support a smooth transition to a low-carbon economy.

In this Annual Report and Accounts, we continue to integrate climate-related
disclosures throughout the Strategic Report narrative. However, in
recognition of the growing significance of the impacts of climate change
on our business, we have also summarised the risks and opportunities
arising from climate change, and our response below.

The Boards take overall accountability for the management of climate
change risks and opportunities with support from the ULE and the
USLP Steering Team (see page 46). Chaired by Keith Weed in 2018, the
USLP Steering Team includes nine members of the ULE and meets
five times a year. During 2018, there were numerous agenda items on
topics related to climate change including our overall climate strategy
and our renewable electricity target.

For management employees (including the ULE], incentives include
fixed pay, a bonus as a percentage of fixed pay and a long-term
management co-investment plan (MCIP] linked to financial and USLP
performance. The USLP component accounts for 25% of total MCIP
award. The sustainability component of MCIP includes consideration

of our progress against climate change, water and palm oil targets,
which among others, underpin our climate strategy. See pages 52 to
54 for more on MCIP.

UNDERSTANDING IMPACT

Climate change has been identified as a principal risk to Unilever
which has the potential to impact our business in the short, medium
and long-term. Further details on the nature of climate risks and
opportunities for Unilever can be found in our 2018 CDP Climate
submission (see further climate change disclosures on pages 7 and 14).

To further understand the impact that climate change could have
on Unilever's business we performed a high-level assessment of
the impact of 2°C and 4°C global warming scenarios. The 2°C and
4°C scenarios are constructed on the basis that average global
temperatures will have increased by 2°C and 4°C in the year 2100.

Between today and 2100 there will be gradual changes towards

these endpoints and we have looked at the impact on our business

in 2030 assuming we have the same business activities as we do today.
We also made the following simplifying assumptions:

In the 2°C scenario, we assumed that in the period to 2030 society
acts rapidly to limit greenhouse gas emissions and puts in place
measures to restrain deforestation and discourage emissions (for
example implementing carbon pricing at $75-$100 per tonne, taken
from the International Energy Agency’s 450 scenario). We have
assumed that there will be no significant impact to our business
from the physical ramifications of climate change by 2030 — ie from
greater scarcity of water or increased impact of severe weather
events. The scenario assesses the impact on our business from
regulatory changes.

In the 4°C scenario, we assumed climate policy is less ambitious
and emissions remain high so the physical manifestations of climate
change are increasingly apparent by 2030. Given this we have not
included impacts from regulatory restrictions but focus on those
resulting from the physical impacts.
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What is helpful? National Grid plc
This example sets out the governance arrangements in place, who has responsibility, integration into the Annual Report and Accounts 2018/19
risk management process and a view to the future, including a consideration of the necessary skillset. p210

National Grid has committed to implementing the recommendations
of the Financial Stability Board’s Task Force on Climate-related
Financial Disclosures in full, and below we include our second set
of disclosures following on from our initial disclosure in 2017/18.

In February 2019, the Executive Committee considered the current
status of compliance with TCFD and three key areas where further
work is planned in the next 12 months:

a) ensuring senior leadership has an appropriate understanding
of the risks and opportunities associated with climate change;

b) the use of climate-related scenarios to inform our strategy (and
disclosure of the possible outcomes under those scenarios); and

c) the development of metrics and targets to assess performance,
and influence decision-making and remuneration.

The Audit Committee also considered our progress to date in
March 2019. We continue to engage with investors, peers and
other stakeholders and welcome feedback on these disclosures.

How do we approach the governance of climate-related risks
and opportunities?

The Board of Directors is responsible for the oversight of climate-
related risks and opportunities impacting the Group. Our Group risk
register contains a strategic risk around disruptive forces, which
includes climate change.

Examples of relevant Board discussions in the last 12 months include:

i) understanding impact on electricity networks of decarbonisation
of transport and National Grid’s role in advancing the build-out of
electric vehicle charging infrastructure;

ii) strategic intent to enter large-scale renewables, directing capital
towards build-out of low carbon energy systems, and we have
recently announced our first acquisition (Geronimo Energy) due
to close later this year;

iii) continual challenge and review of investment into UK
interconnectors and US competitive transmission, which help
provide the flexibility critical to managing a high-renewables
electricity system; and

iv) discussions on future of heat and National Grid’s role in advancing
heat decarbonisation pathways, with a focus on the consumer.

How does the Board delegate responsibility for day-to-day
operational activity?

Responsibility for asset investment and maintenance planning is
delegated to the Executive Committee and onto the core regulated
businesses, each of which operate robust investment appraisal and
review processes.

In the case of National Grid Ventures, responsibility for new
investments up to £250 million has been delegated to the Group
Investment Committee, chaired by the Group CEO. This Committee
also oversees investments made by National Grid Partners, which
over the last 12 months have included a number of early stage
innovative businesses working at the forefront of climate change
impacts as they concern utilities.

What is the oversight process for climate change related
risks and opportunities?

The Safety, Environment and Health Committee (SEH Committee)
is responsible for assessing how the Company adapts its business
in light of climate change.

The SEH Committee does not have a remit to consider the financial
implications of climate change. The Audit Committee remains
responsible for reviewing and approving the content of our TCFD
disclosures and will take an increasingly active role in overseeing
disclosures around metrics and targets. A paper summarising

our progress in our journey towards full compliance with the
recommendations was considered at the March 2019 Audit
Committee meeting.

Future intent

In view of the centrality of decarbonisation of electricity and heat

to our day-to-day operations, we believe we have a good base level
of experience and knowledge within senior management (including
at Board and Executive levels). However, we are not complacent
and the Executive Committee will review and consider our position
and any plans for enhancement, later in 2019.
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Business model and strategy Eamples

One approach is to disclose the resilience of the business model SSE plc and Stora p42-45,
and opportunities, including a quantification of these risks and Enso Oyj 46
opportunities or where specific aspects of the business model may

be affected and the capacity to respond

In order to help investors understand how the business model

may be affected by climate-related issues, whether it remains
sustainable, and how the company may respond to the challenge
posed by climate change, including what changes the company
might need to make to strategy, companies should ask themselves...

One approach is to disclose the opportunities a changing climate Halma plc pa7
poses to the business

e What does the company look like in the future and how will it continue to generate An approach is to outline strategic plans for reaching net zero by General MillsIncand  p48, 49
2050, including reference to the IPCC recommended 1.5 degree @rsted A/S

value? What strategy does the company have for responding to the challenges? =1ETElE : o - ‘
o . X ) pathway, and an indication of strategic decisions being made in

e How was the decision about the materiality of climate-related issues made? + light of this

e What opportunities and risks concerning climate-related issues are most relevant to the
company’s business model and strategy? Which, if any, of these are financially material?
What process has been followed in order to assess the impact of climate-related
issues?+

e Where do the biggest risks and opportunities sit? +

One approach is to explain the challenges a company faces at each  Fresnillo plc p50
asset location

One approach is to disclose an internal carbon price used for Qil Search Limited p51
e Has the company considered the impact of low-carbon transition as well as physical strategic planning purposes
risk?
e What are the relevant short, medium and long-term horizons? How do these different
horizons affect key divisions, markets, products and/or revenue/profit drivers? + An approach is to discuss the horizons over which different issues  Aviva plc, Land p52,

have been considered, and what those timeframes are Securities Group PLC,  75-77

e How resilient is the business model to climate change? How does the company respond
Bloomberg L.P. and

to a 1.5 degree, 2 degree or more world? + 58-59

e What strategy has been put in place to reach that aim, and what operational or
capital expenditures are needed to address any necessary business model changes?
How are long-term projects structured to ensure flexibility, including options for de-
emphasising and emphasising if circumstances should dictate? +

e What are the possible effects on the company’s revenues, expenditures, assets,
liabilities, products, customers, suppliers etc of different climate scenarios?

TCFD expects companies to:

Disclose the actual and potential impacts of climate-related risks and opportunities on the
organisation’s businesses, strategy, and financial planning where such information is material

e How does the information gathered factor into strategic planning? What triggers

would require a change of direction?

Are there opportunities better to explain exposure to particular product lines or 'green’
revenues?

How are the risks and opportunities reflected in the financial statements, for
example the effect of assumptions used in impairment testing, depreciation

Describe the climate-related risks and opportunities the organisation has identified over the
short, medium and long term

Describe the impact of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning

Describe the resilience of the organisation’s strategy, taking into consideration difference
climate-related scenarios, including a 2 degree or lower scenario

rates, decommissioning, restoration and other similar liabilities and financial risk
disclosures?

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for
all sectors’
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What is helpful?

SSE plc articulates its climate-related opportunities, including actions to realise the
opportunity, the scale of its capital investments in these opportunities, and the potential
effect it may have. These disclosures are structured around the TCFD framework.

Climate-related OPPORTUNITIES

Development and expansion of SSE's off- and
on-shore wind pipeline to support a low-carbon
electricity system.

In a low-carbon world, new off- and on-shore wind has an
important role to play. The UK Government's sector deal has
committed to an additional 30GW of installed offshore wind
capacity by end of 2030. The combination of strong carbon
price, high energy price and continued access to Contracts
for Difference (CfD) or other price stabilisation mechanism
would continue to support an investment case for SSE in
off- and on-shore wind projects.

\TED
ORTUNITIES

SSE has an off- and on-shore wind development pipeline at varying stages of
development of over 8GW. The portfolio has the potential to generate significant
additional earnings for SSE. However, SSE is not yet in a position to quantify the
scale of this opportunity given the imminent competitive CfD auction being

run by the UK Government. The 2019 CfD auction is designed to enable the
development of up to 6GW of new renewable energy projects in the UK.

The potential financial impact of this climate-related opportunity represents
one of the most significant available to SSE both in the short- and long-term.
Given the highly competitive — and current — nature of the CfD process, it is
not appropriate to give estimates of the scale of opportunity at this time. SSE
expects to give TCFD-style disclosure of the renewables pipeline opportunity
in the future.

SSE plc

Sustainability Report 2019
p24,25

tionss to realise the opportunity:

Potential financial impact

SSE has a pipeline of over 8GW of potential new wind development opportunities. With over 1GW of
potential new onshore wind projects and a further 7GW of potential offshore wind projects. SSE will
develop these projects in partnership and will recycle some capital to support further development.
SSE has interests in three UK wind projects which are expected to be eligible for the CfD in 2019: 50%
of Dogger Bank (up to 3.6GW); Seagreen (Phase One up to 1,050MW) and Viking onshore wind farm
on Shetland (around 450MW). SSE has further offshore wind project interests in Seagreen Phases 2 and
3, Greater Gabbard Extension and Arklow Bank Wind Park in Ireland.

SSE engages with UK and Irish Governments, European Commission, Members of European
Parliament and others on low-carbon policies.

Highly significant
opportunity for additional
growth.

Investment in transmission infrastructure in the north
of Scotland to support the delivery of an accelerated
low-carbon electricity system.

The UK Government's Climate Change Act 2008, its

Clean Growth Strategy (published 2017), and its Industrial
Strategy, describe the mechanisms for the UK to transition
to a low-carbon economy. These policies have led to an
increase in renewable generation contributing to the GB
electricity network. With the Committee on Climate Change
report on Net Zero, an accelerated path towards further
decarbonisation is plausible. SSEN's transmission network
plays a key role connecting the sources of renewable
generation to the areas of high demand.

SSEN Transmission has a current pipeline of transmission projects with a total
planned investment of over £600m up to 2021 as part of RIIO-T1. For the next
price control period from 2021 to 2023 SSEN has drafted its Emerging Thinking
2019 paper that forms the basis of the RIIO-T2 business plan. This plan identifies
potential investment in the transmission network in the range of £300 to

£700 million per annum to support the potential connection of 7.5GW of new
renewables in this period. In addition, there is potential for investment in three
island links of around £1.5bn for SSEN over the next 10 years.

Additional earnings of up to £100m per year over the period 2022 to 2030 as
a result of capital investment*.

* this is reflective our Emerging Thinking 2019 paper and investment up to
2026 with steady state investment for the remaining period to 2030.

SSEN operates the transmission network in the north of Scotland, where the vast majority of electricity
transmitted is from renewable sources. This network enables the renewable energy generated in the
north of Scotland to be transmitted down south to areas of higher demand.

In 2018/19 SSEN increased the renewables capacity supported by its network by over 1GW, installed
renewable electricity generation capacity connected to SSEN's transmission network grew from
3.3GW in April 2013 to over 6GW in April 2019.

SSEN has a pipeline of transmission projects, with a total planned investment of over £600m up to
2021

Additional earnings of up
to £100m per year over
the period 2022 to 2030.

Decarbonisation of the electricity system provides the
opportunity to increase output and earnings
from flexible and renewable hydro assets.

As the energy system decarbonises, an increasing volume
of wind energy is coming onto the GB system. Flexible
generation and storage are required to provide electricity
when wind output is low. SSE's hydro generation assets (inc.
pumped storage) are in a good position to take advantage
of an increase in value of flexible output.

SSE has 1,450 MW of existing hydro capacity (inc. pumped storage) and has
planning consent for an additional 6500MW of pumped storage. SSE has invested
in its hydro generation assets to increase flexibility to the UK grid. It is assumed
that by providing more flexible hydro output from existing assets SSE could
generate an additional £15m per annum through generating additional volumes
and/or capturing high prices during system stress periods. Further, balancing
market revenue could generate an additional income of up to around £8m a
year. These values will vary depending on power prices which are uncertain.

Furthermore, the successful development of the consented Coire Glas Pumped

SSE is investing in a diversified generation portfolio of renewable and flexible generation assets
(including hydro generation assets).

SSE has 400MW of run-of-river hydro, 750MW of flexible hydro alongside 300MW of pumped storage.
In 2017/18 and 2018/19, and despite challenging weather conditions SSE's hydro fleet delivered
increased value from their increased flexibility, enabled by enhancements to SSE's commercial
management of these assets.

Up to £400m potential
additional revenue
cumulatively over 10
years.
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3.22020-2030

In 2009, in light of the UK's Climate Change Act 2008, SSE set itself a clear and simple target to halve the carbon
intensity of its electricity generation from 2006 data by 2020. This target could be set with reasonable confidence
because the framework for remunerating renewable energy, particularly through the ROC regime, was clear. The
increase in renewable generation output and capacity are clearly demonstrated in Graphs 1 and 2. In addition,
the importance of reliable, flexible gas-fired generation, partly due to varying weather conditions leading to lower
renewable output, can be seen in SSE generation output in 2016/17

The level of policy certainty is not as clear through the 2020s. Nevertheless, SSE strongly believes the country
requires the continued expansion of its lower carbon energy generation capability and SSE has a pipeline of potential
projects it could deliver in order to support any UK wide ambition. All projects are subject to varying degrees of
further development and final investment decisions and would require the right economic conditions to progress.
For example, the offshore projects will require some sort of incentive such as a Contract for Difference (CfD) which
is vet to be agreed. SSE's pipeline of potential GB generation developments includes the projects outlined in Table 3.

This pipeline is a deliberate mix of renewable projects of varying scale: from the strategically significant offshore
wind projects like Dogger Bank to the incremental development of existing onshore wind sites.

There is also the opportunity to extend the life of existing onshore and hydro sites or repower them completely with
new turbines which could increase their capacity and output.

Based on the premise that as GB's reliance on intermittent wind energy grows, the requirement for highly efficient
and flexible generation also grows. Therefore this pipeline is balanced, including both new gas-fired generation and
a potential new, large scale, pumped storage asset in the north of Scotland

Table 3: Pipeline of potential SSE Generation projects in GB

SSE plc
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Post-Paris: Understanding SSE’s long term resilience

against different carbon reduction scenarios following
the Paris Agreement 2017
P9

6.0 Conclusion: SSE’s business model is resilient and can respond
to opportunities

The objective of this report is to assess the resilience of SSE's existing business model to three core scenarios: a

Project Technology Total Status SSE scenario where GB contributes its share of carbon reduction to global temperature rises of 2°C; a scenario where it
Expected ownership (%) contributes to a 1.5°C scenario; a business as usual scenario where emissions would be in line with a 3-4°C warming
Capacity scenario; and for each scenario a further sensitivity test of a low nuclear alternative. The report shows the likely
(MW) events that could take place if each scenario plays out and how SSE could respond to these scenarios.
Dogger Bank Offshore wind Up to 4,800 Consents for 2 phases gained with a 375
total of 4 x 1,200MW projects. The sensitivity analysis finds that SSE's current mix of economically regulated and market based businesses are
- - - important to ensure that GB transitions to a low carbon electricity system. It is also shown that in circumstances
Firth of Forth/ Offshore wind | Phase 1upto | In appeal for two projects up to 525MW | 50 whereby the transition does not follow the path detailed by UNFCCC or the Climate Change Act then SSE is also in
Seagreen 1050 each. a strong position to respond
Abernedd Gas-fired power | 870 870MW CCGT consented, with 100
station application being processed to enable SSE's existing business model stands up well to each of these core scenarios as the combination and balanced mix
either a 870MW CCGT or a 299MW of distribution, transmission and generation assets are vital to the GB electricity system over the long term in each
OCGT to be deployed at Abernedd. of the scenarios. In short, SSE's business model is resilient.
Keadby Power Gas-fired power | 820 Consented 100 ) ) . o o
station (2) station In addition, the optionality SSE has within its development pipeline puts it in an advantageous place to respond to
- new opportunities climate change mitigation might bring. There could be evolving and new opportunities to invest
Coire Glas Pumped storage | Up to 600 Consented. 100 in renewable sources of energy, in the provision of flexibility for the electricity system, the electrification of transport,
the decarbonisation of heat — and in the role of the transmission network in supporting this.
Viking Onshore wind Up to 370 Consented. 50
The analysis identifies that SSE's business model should be well placed to respond to these and other opportunities
Strathy South Onshorewind  [Up to 133 Awaiting consent decision from Scottish {100 in a low carbon economy; nevertheless, challenges do exist. For instance, it would be significantly more challenging
Government following public enquiry in to build out the pipeline of new renewable assets in a No Progress scenario if the combination of policy framework
2015 and economic conditions do not support it. It is therefore important that SSE continues to monitor these issues,
Hadyard Hill Onshore wind Up to 88 Currently in planning regime 100 stays agile, maintains resilience and is a progressive contributor to public policy development — all in pursuit of
Extension maintaining and building value for the future, in the interests of energy customers and investors alike.
gordo_nbush Onshore wind Upt0 56 Awalting consent decision from Scottisn | 100 SSE has long argued that the existence of a carbon price that properly and accurately reflects the true cost of carbon
xtension Government - ; : h
should be at the heart of frameworks to deliver a secure, low carbon electricity system. SSE will therefore continue
Tangy Il Onshore wind Up to 34.5 Consented. 100 to work with investors and other stakeholders to make the case for enhanced policy and market signals that will
Slough Multifuel | Multifuel 50 Consented. 100 érgate an economic environment for the most cost effective transition to a secure, low carbon electricity system in
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What is helpful?

The extracts over the next two pages explain sustainability as being one of 35E plc’s strategic pillars, and link these
business aims to the Sustzinable Development Goal Framework.

Additionally, 55E plc includes a performance summary on climate-related metrics, the public policy positions on
climate-related issues and the Remuneration Committee’s engagement with climate-related issues within the
executive compensation system, and aligned with the Sustainable Development-aligned corporate goals.

SSE plc

p5, 9, 13, 16,

28, 29, 116, 117

Statement by the Chair of the Board
A singular purpose

In formulating our response to a complex
and fast-roving energy sector, we are
playing our part in tackling the global
problem of climate change. We strongly
believe that decarbonisation presents
opportunities for a leading developer,
operator and owner of low- carbon energy
technologies like S5E. We have the assets,
the skills and the experience reguired to
seize the opportunities on offer, and the
work done by people right across the
Company is contributing to our purpose
of providing the energy needed today
while building a better world of energy
for tomarrow.

As 55E's core low- carbon and
complementary businesses go about
delivering on Group strategy and fulfilling
that purpose. they are being held 1o account
by specific. far-reaching goals. In March
2018 the Group set itself ambitions for

2030 that are directly inked to the United
Mations' Sustainable Development Goals.
More is said about these ambitions on

page 24 8, but in essence they aim to cut
carbon intensity of electricity generated

by S5E by 50% (following on from cutting
2006 carbon intensity levels in half by 2018)
help accommodate 10m electric vehicles

in the energy system, develop and build by
2030 enough renewable energy 1o treble
renewable output to 30TWh a year, and
champion payrment of Fair Tax and the

real Living Wage.

Being
sustainable

A sustainable company is

B

one that offers profitable

solutions to the world's problems. In support of its vision,
purpose and strategy. 55E has adopted four fundamental

business goals for 2030 which are directly aligned to the

United Nations' Sustainable Development Goals.

Through its geals. the UN

iy
has created a blueprint for a &

sustainable world — and it is one that S5E is putting at the
forefront of its business, with a strategy that is geared to

delivering decarbonisatic

realise its vision of being a leading energy company ina

low-carbon world.

n and to enabling the Group to

Climate action: Reduce the carbon intensity of
electricity generated by 50% by 2030, compared
to 2018 levels, to around 150g/kWh.

Affordable and clean energy: Develop and build
by 2030 enough renewakble energy to treble
renewable output to J0TWh ayear.

Industry, innovation and infrastructure: Build
electricity network flexibility and infrastructure
that helps accommodate 10m electric wehicles
inGB by 2030.

Decent work and economic growth: Be
the leading company in the UK and Ireland
championing Fair Tax and a real Living Wage.

Performance summary

unr 2018015 201m18

Total carbon emissions ' Million tonnes 18.85™ 2170 Erwironment and Climate Change
COe Babicy g

Intensity ratio: electricity generation o0, per kKWh ZB4m 305 GHG, carbon intensity and water

emissions relative to output? assurance statement

Total renewable generation output GWh 79 9428 ey . = T d

{inc. pumped storage) CDP Climate Ct Po——

Total generation output GWh I0E35 330598 wmm

Total water consumed Million m? 560 TE™ e ity Hepert

1 GHGemissions from SCN's activities are mocluded [SGN neports these sepamtely). GHG emizsions
froem other JointVentures are also seciuded. For mone detail see 55E's GHG Reporting Criteia at

2 55Es 2030 ::rbunim‘:rutytarg:tis Lazed on generaticn emissions only. To track progress agairst this tanget,
Provicus yoard mensity ratics have Leen restated to only cover clectricity generation emissons rather than

total scope 1 amizsions.

] P has prowided Bmited asmurance against ISAE 3000 [Revised] and ISAE 2410 standards for sefecied key datain 2018715 Whens you see the (&) Assurance symbal”
in thiz saction, it indicates that the data point has been qulsact to extemal assurance by Pw(C. For the limited assurance opnicn and 55Es reparting criteria, see

This enhanced disclosure refiects the
additional steps taken in 201819 to assess
and report on 558 material climate-related
risks and opportunities, along with the
fimancial guantification of the impacts for
anumber of these.

In 2018, 55E was awarded an "A-" for its
response o the CDP Climate Change
Programme. S5E will continue to respond
to the COP Climate Change Programme
and aims to further improve its disclosure.

Carbon intensity of electricity generated
(g0 & per kW)

2018

I cE4
201

[ m5
2067

A 302

Strateglc relevance: Az a significam generator
of electridty, S5E has a responsibilley to reducea
Itz carbon Intensity In Bne with climate sclence
Performance: The carbon intensicy of the
alectricity generatad reduced by 7% last year,
contributing 1o the Company's target to halve
Its caroon Intensiey by 2030.

Renewable output {inc. pumped storage)
{GWh)

2015

I o7

2018
[ 9428

20F

7555

Strategic relevance: Renswables are Core to
S5ES DUsiness strategy winich Is centred around
N low-Carnon transitlon.

Performance: 201815 was 3 recond yaar

for SSE Renewables, with output Increasing

o 2. 770GWhH. This was mainly driven by an
Increaze in average generation capacity as
Stronalalrg and Beatrice began 1o operate
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Members and meetings

Independent
non-

Remuneration Committee Chair’'s Statement

Dear Shareholder,

The objective of the Directors’ Remuneration
Report for 2018/19 is to set out in a simple
and transparent way how SSE pays its
Directors (both Executive and non-Executive);
the decisions made on their pay and how
much they received in relation to 2018/19.

The report also describes how remuneration
links to the Company's purpose and strategy;
how the Remuneration Committee works,
and how it has considered the perspectives
of SSE's stakeholders. After three years our
Directors’ Remuneration Policy is due for

Aligning UN SDGs to

the Annual Incentive Plan

We have made changes to the non-financial
measures of the AIP to create a balanced
approach to the performance measures of
the most senior leaders, designed with a
variety of stakeholders in mind. With four
new business goals for 2030 designed to
tackle climate change and support global
goals for sustainable development, the
Remuneration Committee agreed that
20% of the AIP would be focused on the
performance against meeting these long-

Mermbere E;f;ﬂ\(’j Me;”:’cee' A(‘;i”(ﬁi?é renewal this year and thus we have set out term goals. The goals are: cutting the carbon
in detail the Directors’ Remuneration Policy intensity of electricity generated; trebling
Sue Bruce which will be subject to a binding vote at the renewable output; accommodating 10m
(Committee 2019 AGM. electric vehicles; and, championing fair
Chair) Yes 2018 3/3 tax and the real Living Wage. These goals
Jerem In the course of engagement throughout represent the most material contribution SSE
Yy . . .
Beeton' Yes 2014 n 2018/19, we have received clear feedback can make to the UN SDGs and chime with
from shareholders and other stakeholders feedback given by both SSE's shareholders
Crawford that they would welcome incentives that are and stakeholders. This new approach to
Gillies Yes 2015 3/3 linked to climate change and sustainability the non-financial element of the AIP will
Richard for senior leaders. Within the context be implemented in fullin 2019/20.
Gillingwater N/A 2007 3/3 of the existing remuneration policy, the
3 Remuneration Committee agreed in March Delivery of SSE's strategy is dependent upon
Peter Lynas Yes 2018 2/2 2019 to align an element of the Annual the shared talent, skills and values of people
Incentive Plan to the achievement of four throughout SSE and remuneration policy
1 Jeremy Beeton stepped down from the fundamental business goals for 2030. Those must reflect that. It must also support SSE's
Remuneration Committee and Board on four goals are themselves aligned to the desire to be a company for which people
19 July 2018. ) Sustainable Development Goals (SDGs) want to work, in which people want to invest,
2 Peter Lynas joined the Remuneration . . .
Committee on 19 July 2018, of the UN, setting a framework for how from which people want to buy and with
sustainability should be regarded by SSE's which people want to partner.
leadership team.
| would welcome any feedback or comments
Linking Executive Directors’ on this Report. We will continue to endeavour
remuneration with SSE's to report remuneration matters with clarity
purpose and strategy and transparency and would welcome any
Our remuneration policy is designed to suggestions on how we can add to those
be sustainable and simple and to facilitate qualities in the future.
diligent and effective stewardship that is
vital to the delivery of SSE's core purpose %}_QJ, .
of providing the energy needed today
and building a better world of energy for Dame Sue Bruce DBE
tomorrow, and our strategy of creating
value for shareholders and society.
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What is helpful?

Stora Enso Oyj discusses how climate change may impact specific
aspects of the business model in the future, including the effect on
its supply chain. It also includes at a high level policies and mitigation
activities, such as diversification in sourcing. In addition, it includes a
materiality matrix with key risks, including an indication of the time
period over which it may impact the business.

Strategic risks

Global warming

Changes in precipitation patterns, drought, typhoons and severe frost
periods in the subtropics could cause damage to operations and tree
plantations. Increases in average temperatures could lead to changes
in the tree species composition of forests. Milder winters could impact
harvesting and transport of wood in northern regions and the related
costs. Additional demand for biomass fuels and agricultural land may
limit the availability of land for fibre production, affecting the price of
biomass. The increasing global demand for water may in the long-
term impact the Group’s operations through our supply chains.

Policy principles and mitigation measures
Stora Enso is committed to contributing and mitigating the effects

Risk map
5 10
Very high
4 8
High
- 3 6
8 Medium
<
g
5 2 4
Low
1 2
Very low
Incidental Minor

Moderate
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Stora Enso Oyj

Annual Report 2018,
= — Financials — Report of the Board of
Directors
12 15 p11' 12
Major Extreme

Impact - annualised Group EBITDA impact / share price impact / reputational impact

Key risks in 2018

Risk* Risk

Time

classification span

Change Level of possible
vs 2017 management influence

Major impact - high likelihood

Global warming E/S
Macroeconomy, geopolitics and currency rates E/S/F
Sourcing 1/S/0

Moderate impact - high likelihood

LT
STAT
STAT

Regulatory changes E/S/C ST/T
of climate change by actively seeking opportunities to reduce Information technology and securty o st
the Group’s carbon footprint. Risks related to climate change are Maijor impact - medium likelihood
managed via activities related to finding clean, affordable and safe Ethics and compliance W ST
energy sources for production and transportation, and reducing People and capabilfties Vo STAT
energy consumption. Additional measures include energy efficiency Strategic investments miC STAT
initiatives, the use of carbon-neutral biomass fuels, maximising Moderate impact - medium likelihood
the utilisation of combined heat and power, and sequestration of Community relations and social responsibility 1o/ sT
carbon dioxide in forests and products. Diligent plantation planning Competition and market demand ) STAT
is ensured to avoid frost sensitive areas and non-controversial tree Product safety M/o/C ST
breeding and R&D programmes are applied to increase tolerance of Minor impact - high likelihood
extreme temperatures. Stora Enso maintains a diversity of forest types Occupational health and safety vo sT
and structures and enforces diversification in wood sourcing. Wood Physical assets vo STAT
harvesting in soft soils involves the implementation of best practices Maijor impact - low likelihood
guidelines. Agroforestry concepts have been introduced to integrate Digitalisation vs ST
the different land use forms and to mitigate the competition for land Forest and land use vore STAT
and the eﬁeCtS Of increasing fOOd priCeS. Mergers, acquisitions and divestitures M/I/0/C ST

* Residual risk = risk remaining after risk treatment
Related opportunities Symbols Change vs 2017
e With regards to global warming, we believe that the opportunities M = Mandatory obligations Increased
outweigh risks in near term. E ,Enf‘efﬁ‘::;;‘;’jnes Srcreased
e Products based on reneyvable materials with a low car_bo_n footprint S: ?,iii‘éﬁlfna. Lovelof possible
help customers and society at large to reduce CO: emissions by C = Compliance management influence
.. . . . F = Financial market and reporting
providing an alternative to solutions based on fossil fuels or other ST = Short-term
non-renewable materials. 1T = Long-term Low  High
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https://annual-report.storaenso.com/-/media/Documents/Download-center/Documents/Annual-reports/2018/STORAENSO_Annual_Report_2018_print.pdf

Climate-related corporate reporting

Protecting our environment
Environmental issues, including climate
change, are a challenge affecting all
businesses globally and an issue everyone
must address collectively to preserve

our planet for future generations. Halma
recognises that, in common with other
businesses, all of our activities have an
environmental impact. Our approach is to
not have capital-intensive manufacturing
processes and also aim to limit our impact
by operating geographically close to our end
markets. Operating in this way helps ensure
that our environmental impact is relatively
low when compared to other manufacturers.
As a global group of life-saving companies,
we also have an excellent long-term record
for addressing environmental issues that
affect our businesses and for developing
products that monitor and protect

the environment.

Products promoting a cleaner tomorrow
Our businesses have a range of innovative
products which play a very positive role in
monitoring and improving the environment.
Halma brands are world leaders in a number
of technologies which help to minimise
environmental damage. Our principal
environmental technologies are water
leakage detection and wireless monitoring,
gas emissions monitoring, water and effluent
analysis, UV water treatment and optical
sensing. We promote the use of UV water
sterilisation which eliminates the need

to use dangerous chemicals, as well as
making products that minimise the waste

of clean water.

We are committed to the development of
equipment for measuring and monitoring
environmental changes and controlling
the impact of industrial activities over

the long term.

Environmental Management System

We are committed to developing

and implementing an Environmental
Management System (EMS) throughout the
Group to measure, control and reduce our
environmental impact. We have developed
performance indicators that assist local
management in implementing the policy
and ultimately developing an EMS. All
Group companies are encouraged to
undertake ISO 14001 accreditation, where
warranted, and more than 22% of the Group’s
revenue is derived from companies with

an 1SO 14001 accreditation.

Group companies are encouraged to

improve energy efficiency, reduce waste and
emissions and reduce their use, or make more
efficient use, of materials.

Key environmental impacts in the Group have
been identified as emissions to air and water,
water and energy consumption, and waste
production. In addition to the information set
out in this section of the Report, we publish
data annually on our website on energy
consumption, waste and transportation.

Our carbon footprint

The Group has a clear policy on carbon
which is published on our website. The
Carbon Policy has been set by the Board
and our Finance Director, Kevin Thompson,
has principal responsibility for co-ordinating
and monitoring the Policy. In line with our
autonomous structure, a senior executive

in each of our higher impact businesses

has been allocated with responsibility for
implementing the Carbon Policy at local level.

Our car policy, which is subject to regular
review, directly supports the Group’s
commitment to sustainability by setting a
general cap on permissible CO, emissions
for all company-owned vehicles and vehicles
used by employees who have taken a

cash allowance in lieu of a company car.

We are committed to reducing our carbon
footprint. The Board recognises that a
growing international business such as
Halma cannot continue to reduce energy
consumption and absolute CO, emissions
year-on-year as it acquires and grows its
portfolio of companies. Therefore we have
set a target of reducing our total carbon
emissions relative to revenues by 10% over the
three years from March 2016 to March 2019.
The same intensity target was set in 2010
and 2013, and was achieved in 2013 and 2016
respectively. Our CO, emissions reduced
between 2017 and 2018 on an intensity basis
by 10%. We have been consistent in reducing
our CO, on an intensity basis over recent
years, as illustrated in the chart below. We
will report on our performance against the
three-year intensity target to 2019 next year
and consider setting a new target for the
period thereafter.

Halma recognises that sound carbon
management is vital to the continued success
of our business and that of our customers

and stakeholders. As such, it must be fully
integrated into our business so that it is

an everyday part of what we all do.
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What is helpful?

These extracts explain Halma’s overall approach to climate-
change issues and how it may impact their business model.
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What is helpful?

General Mills Inc includes a description of strategic plans, with reference to a 2050 target
and scientific consensus. The example also includes reference to external sources used.

General Mills Inc

p19

20
2025 goal™: Reduce absolute

GHG emissions across our full
value chain by 28 percent

28

Million metric tons CO_e

2010 2016 2017

2025

The path to 2050*

17.3
e 16.4
. 15.4
15
10 \
; e
0

2050 goal: Reduce absolute
GHG emissions across our full
value chain to sustainable levels
in line with scientific consensus

e ) - - Consuming
Tl - Bl seline
- Shipping
- Producing
- Packaging supply chain
- Agriculture and transformation
2050

* General Mills worked with Quantis, a sustainability and life-cycle assessment (LCA) consulting firm, to calculate our company’s GHG emissions footprint. The calculation methodologies align with the Greenhouse Gas Protocol,
developed by World Resources Institute (WRI) and World Business Council for Sustainable Development (WBCSD). Relative size of value chain segments for 2025 and 2050 are based on 2010 data. Differences compared to the data

reported last year are due to updates to the underlying ecoinvent database and enhancements to calculation methodologies and accuracy.
** Compared to 2010.

(>
GENERAL MILLS GLOBAL RESPONSIBILITY @
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Strategic direction and growth

Our strategic shift from black to green energy
is reflected in our capital base. In 2007, only
16% of our total capital employed was
invested in renewables. In 2018, the share of
renewables had increased to 87%.

In addition, our strategic transformation to
become a green energy company has posi-
tioned Jrsted as one of the largest commercial
renewable energy companies in the world,
measured by the capacity of renewable energy
that is installed and under construction. By the
end of 2018, we had 12GW of renewable energy
capacity installed, under construction, or where
a FID has been taken, with the vast majority
being in offshore wind. In addition, we have
been awarded or contracted projects with a
capacity of 4.8GW where investment decisions
are yet to be taken. Furthermore, we have a
strong pipeline of projects under development.

Towards 2030, we expect that the global
market for renewable energy will more than
triple to 3,600GW. As one of the leading com-
panies in renewable energy, Drsted is strongly
positioned to take part in this growth.

We have increased our ambition for offshore
wind from a capacity of 11-12GW to a capaci-
ty of 15GW by 2025. By 2030, our strategic
ambition is to achieve an installed renewa-
ble capacity of more than 30GW, provided
that the development creates value for our
shareholders.

Green leadership

Green energy share Carbon intensity of power and heat generation

100 - % .-® Orsted 600 | .9CO#/KWN
(4
80 —| ) 500 7
400 —
60 —
300 —
40 —
200 —
07 100
Orsted
1 1 1 I I I I J 1 L Ceeeey 1 1 I I J
2010 2015 2020 2025 2030 2035 2040 2045 2050 2010 2015 2020 2025 2030 2035 2040 2045 2050
® Orsted’s targets for green energy share Drsted's carbon intensity of energy generation

IPCC's recommended targets for a 1.5°C pathway The International Energy Agency's 2°C scenario for greenhouse gas reductions

* IPCC concludes that a rapid build-out of renewable energy before 2030

makes it possible to limit global warming to 1.5°C without any reliance on
carbon capture and storage (CCS). In this scenario, nuclear energy continues
to constitute a significant part of the global energy mix towards 2050.

® Invest to grow

Renewables generation Storage T&D Consumption

Wholesale

Offshore wind

Corporate customers

Electricity
transmission
and
distribution

(S L TN Residential customers

Explore potential ® Exit No presence

@rsted A/S

p9 and
PAOKES
p18 and 22

What is helpful?

@rsted A/S includes a description of
strategic plans, including reference
to the IPCC recommended 1.5
degree pathway, and an indication
of strategic decisions being made in
light of this.
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WATER STEWARDSHIP

EXPLORATION
Relevance and risk in the
lifecycle of mining

Risk: I High Medium B Low

Although we operate in a number of arid
regions, the mining and processing of
ore requires large volumes of water -
and this is often a relevant issue for local
communities. We recognise that water
is a human right and cooperate with
communities to increase water access.

DEVELOPMENT

OPERATION CLOSURE

OUR GOAL

To increase access to safe water by minimising
our water footprint and cooperating with our
stakeholders, notably communities, authorities

and NGOs.

Securing access and being responsible
water stewards are critical success
factors, and the prevention of
environmental impacts on water
resources and related ecosystems

is fundamental to our social and
environmental licences to operate.
Before we commence any project,

WATER RISK ASSESSMENT UNDER CURRENT CONDITIONS

we carry out EIAs to gain knowledge
of water resources and their
vulnerability on a local and regional
scale. Responding to the expectations
of our stakeholders, we conduct our
evaluation of water risk using the
Aqueduct tool from the World
Resources Institute (WRI).

Regulatory &

Overall water risk

Physical risk quality Physical risk quantity

reputational risk

Fresnillo Medium to high risk No data High risk  Low to medium risk
Saucito Medium to high risk No data High risk  Low to medium risk
Penmont Medium to high risk Low to medium risk High risk  Low to medium risk
Ciénega Medium to high risk Low to medium risk Medium to high risk  Low to medium risk
San Julian Medium to high risk Medium to high risk  Medium to high risk  Low to medium risk

threatened amphibians.

WATER STRESS CONSIDERING CLIMATE CHANGE SCENARIOS (2020 AND 2030)

Business as usual 2020 Business as usual 2030

Physical risk quality considers return flow ratio and upstream protected land. Physical risk quantity considers baseline water stress, inter-annual variability, seasonal
variability, flood occurrence, drought severity, upstream storage and groundwater stress. Regulatory and reputational risk considers media coverage, access to water and

Pessimistic 2020 Pessimistic 2030

Fresnillo Near normal 1.4x increase Near normal 1.4x increase
Saucito Near normal 1.4x increase Near normal 1.4x increase
Penmont 1.4x increase 1.4x increase 1.4x increase 1.4x increase
Ciénega Near normal 1.4x increase Near normal 1.4x increase
San Julian Near normal Near normal Near normal 1.4x increase

HOW WE WILL WIN
Enabler - Operational excellence to
reduce our water footprint.

Key activities:

¢ Implement closed water circuits,
eliminating the need to discharge
processed water into water streams.

¢ Reuse wastewater from
municipalities and our own
operations and camps.

Enabler - Environmental compliance
and cooperation with local
stakeholders.

Key activities:

¢ Secure water rights from authorities

before using any water in mining
and mineral processing.

¢ Send unused water from dewatering

to settlement ponds to control

Water stress measures the ratio of total annual water withdrawal to average annual available blue water. This is a commonly used indicator also known as relative water demand.

¢ Respect our water quotas,
monitoring our discharges and
taking action to ensure that they

adhere to water quality regulations.

¢ Cooperate with water authorities
and other stakeholders, including
communities, to increase water

access. See the community relations

section (pages 96-103).

suspended solids, before discharging

the cleaned water downstream.

Fresnillo plc

p90

What is helpful?

In this extract, Fresnillo highlights the water risk issues on a
location-by-location basis.
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Use of internal carbon price
and introduction of carbon
price-linked STI

QOil Search’s internal carbon price is
country-specific and applied to the
base case of project economics.

For projects in PNG, the Company
applies a US$25 price and for projects
in the USA, a US$40 price is applied.

The price is risk-related and will be
reviewed and updated annually.
When testing project economics
sensitivities, the Company also uses
a low and high carbon price.

An internal carbon price embeds
awareness and consideration of
climate risks in decision-making by:

% Enabling Oil Search decision-
makers to consider the future risk
of carbon costs (direct or implicit
prices) when making capital
investment decisions.

K/

¢ Ensuring carbon price risks are
assessed and managed in the same
way as any other financial risk.

% Enabling Oil Search'’s project
teams to optimise project design
decisions and reduce exposure to
future carbon costs.

From 2018, a component of the
short-term incentive (STI) scheme will
be linked to the use of Oil Search's
internal carbon price. This reflects the
Company's commitment to managing
climate-related risks and is designed
to support implementation across

the Company.

Please refer to QOil Search’s Climate
Change Resilience Report for more
information on climate change
management and analysis.
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Qil Search Ltd

Annual Report
p45-49

What is helpful?

Oil Search outlines the carbon price it uses in different regions.
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Aviva plc
Climate scenarios considered
Aviva is developing a Climate VaR measure that enables the potential business impacts of future climate-related risks and opportunities to Aviva plc’s Climate-Related Financial Disclosure
be assessed in each of the IPCC scenarios and in aggregate. The IPCC scenarios aim to measure the effect on the energy balance of the global 2018
climate system due to changes in the composition of the atmosphere from sources like Greenhouse gas emissions, other air pollutantst® p17

and changes in land use. The four IPCC scenarios represent different Representative Concentration Pathways (RCPs) which describe the
composition of the atmosphere at the end of the 21st century. Table 2 summarises the link between the RCPs, potential temperature rises by
2100 and the level of mitigation required, which we will use to describe the scenarios in this report. What is helpful-,

Table 2: Mapping for RCP i i f mitigations. : TCFD. . . N
able apping for RCPs, potential temperature rises and levels of mitigations. Source: TCFD. Aviva plc describes the approach to their climate value at

risk measure, the scenarios they are considering, and the

RCP Temperature rise Description Notes . -
time horizons employed.
RCP2.6  1.5°C Aggressive mitigation emissions halved by 2050
RCP45  2°C Strong mitigation emissions stabilise at half today’s levels by 2080
RCP6.0  3°C Some mitigation emissions rise to 2080 then fail
RCP85  4°C Business as usual (BAU) emissions continue rising at current rates

Figure 12 also sets out implications for Greenhouse gas emissions and potential temperature rise by 2100 for each scenario. Aggressive
mitigation is the only scenario where it is more likely than not that the temperature change in 2100 will be less than 2°C.

Aviva is developing this Climate VaR measure in conjunction with the UNEP Fl investor pilot project, which is developing models and scenario
analysis tools to assess the potential impact on corporate assets and real estate of the four IPCC scenarios in conjunction with Carbon Delta.

Time horizon considered for each scenario

In conjunction with the UNEP FI investor pilot project, it was agreed to use a single 15-year time horizon for the Climate VaR measure to
analyse the impact of the different scenarios on our business but with the capability to consider transition effects over shorter time horizons
depending on the business decision being considered. Consideration was given as to whether a longer time horizon was needed to capture
the worst physical impacts of climate change, as these are not likely to manifest themselves until the second half of the century (See Figure
15).

To address this point in a decision-useful way and ensure consistency with the 15-year time horizon for transition risk, it was agreed to look
ata higher, 95th percentile of physical risks as well as the expected outcome in the BAU scenario over the 15-year horizon. Figure 16 shows
large dispersion around the mean from the impact of climate change on Coastal flooding over the next 15 years.
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An approach is to outline the risk management process in place, or provide Swiss Reinsurance p54
. . o information on the oversight of the Audit Committee Company Limited and and
In order to help investors understand the risks and opportunities 8 Naﬁfna,yGrid e 55
presented by climate change including the prioritisation, - - — - — -
likelihood di t hat o ight affect th An approach is to outline the risks in relation to key specific assets or Diageo plc and p56
Ikelihood and Impact, what scenarios might atrec e benchmarked results and changes made Johnson Matthey plc and
company'’s sustainability and viability, and how the company is 57
resPondmg' companies should ask themselves... An approach is to refer to signposts being monitored, with indicators and Bloomberg L.P. p58
reference to future strategic decisions
e What oversight does the board have of climate-related opportunities and risks? +
° V\{hat systems an.d processes are in place for identifying, assessing and managing An approach is to outline asset-based outcomes referring to specific Oil Search Limited and  p60-
climate-related risks? To what extent can current processes be developed to scenarios, including NPV-related results under which the scenarios may Rio Tinto plc 61 and
assist? + make certain investments less attractive, and modelling to a 1.5 degree 62-63
. . . . 5 scenario, or a description of the scenarios and impacts on key areas (in this
e How will transitional and physical risks affect the company? + AT e R i ceTes i e
e How is a consideration of climate-related issues integrated into the risk
management process and connected to other related risks? One approach is to refer to climate-related impacts in the viability Royal Dutch Shell plc p64
. . . . . statement disclosure
e Over what horizons have the risks been considered and risk assessments carried
out?
e How are the risks from climate change being monitored, including decisions One .a.pproach is to refe.r to what type of expertise has been gathered when Royal Dutch Shell plc p38
o specific external expertise has been sought
around mitigation, transfer, acceptance and control? +
e How is the assessment of the company’s viability over the longer-term taking into
account climate-related issues? One approach is to refer to assumptions made and the impact of different  Unilever PLC p39

e |s the company’s business and business model viable? What signals or leading
indicators might encourage a reconsideration of this assessment and the related
strategy, or an understanding of whether the risk mitigation activities are being
achieved?

e |If the company is undertaking scenario analysis, how did the company decide on
which scenarios to use and what assumptions have been made? How do these
relate to the outcomes advocated in the Paris Agreement?

e Are the scenarios sufficiently diverse and challenging?
e How did the company translate scenarios to operational/financial models?

e How is the scenario analysis used in strategic planning?

scenarios

TCFD expects companies to:

Disclose how the organisation identifies, assesses, and manages climate-related risks

Describe the organisation’s processes for identifying and assessing climate-related risks

Describe the organisation’s processes for managing climate-related risks

Describe how processes for identifying, assessing, and managing climate-related risks are integrated

into the organisation’s overall risk management

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’
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Climate-related opportunitios
Climate change does not just creats
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Opportunities related to physical
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Climate risk
management

The processes we use to identify,
assess and manage climate-related risks
are integrated into our risk management,
underwriting and asset management.
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o

tored through Swiss Re's espective

Swiss Reinsurance Company
Limited

p178, 180 and 182

What is helpful?

Swiss Re outlines the risk management process, including the
identification of opportunities regarding climate change.

inn ns with acadamic
QNGITeaT nstiutions —, and to maks use of
advances in computing capabilities.
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Audit Committee

Changes to Committee composition:
* Amanda Mesler joined May 2018.

Key focus areas in 2018/19:

e Internal controls relating to
financial reporting, specifically IT related;

e Application of the Group’s exceptional
items framework; and

* Impact of new accounting standards.

Key focus areas in 2019/20:

e Internal controls relating to
financial reporting;

e Cyber security;

e Task Force on Climate-related
Financial Disclosure (TCFD); and

¢ New UK financial record system.

Climate-related financial disclosures

We have continued to make good progress
with the recommendations set out by the
Task Force on Climate-related Financial
Disclosure (TCFD). In the year, the Committee
was presented with a roadmap to progress
towards full compliance of TCFD and
discussed the current gap analysis. We
noted that focus in the next 12 months

would be on performing scenario analysis

as regards the continuing viability of our
various businesses under various future
environmental and regulatory scenarios,

the link to our risk registers, and ensuring

the right metrics and targets were developed.

Task Force on Climate-related
Financial Disclosures (TCFD)

The TCFD’s voluntary framework for
disclosure of climate-related information
in financial filings is structured around
four themes: governance, strategy, risk
management, and metrics and targets.

We have committed to implementing the
TCFD’s recommendations, demonstrating
how climate change risk and opportunities
form part of our business, with clear targets
to measure progress.

Our disclosure is set out on pages 210 — 211,
demonstrating how we are managing our
climate impact and how our business is
evolving in response to the risks and
opportunities we see arising. We aim to
publish a full disclosure in 2020 as our
understanding and strategy evolves.

National Grid plc

p41, 58, 59

What is helpful?

Annual Report and Accounts 2018/19

National Grid describes the audit committee’s involvement in
the topic of climate change, increasing reliability.

Area of focus

Matters considered

Financial reporting and financial results of
the business - including through the use of
non-IFRS measures

* Specific consideration of the financial review and the degree to which this appropriately reflects statutory
versus non-IFRS performance measures, with supporting definitions, explanations as to the relevance
and importance of these measures, and reconciliations to IFRS metrics as necessary;

e Updates on the impact of the adoption of IFRS 16 (leases) and consideration of the effectiveness of
changes to processes and controls following the implementation of IFRS 15 (revenue from contracts
with customers) and IFRS 9 (financial instruments);

* Monitored and reviewed the integrity of the Group’s financial information and other formal documents
relating to its financial performance, including the appropriateness of accounting policies and going
concern;

* Approved the key accounting judgements made by management;

* Considered the approval process for confirming and recommending to the Board that the 2018/19
Annual Report is fair, balanced and understandable;

* Reviewed and recommended to the Board the approval of the 2018/19 Annual Report and Accounts
and other reports filed with the SEC containing financial statements;

* Reviewed any significant issues and recommended approval of the preliminary results
announcements; and

 In addition, although there were no significant changes or developments in the year, the Committee also
concurred with management’s assessment that the valuation of the Group’s defined benefit scheme
pension liabilities and cash flows forecasts associated with environmental provisions continue to be
considered significant estimates in the context of the Group’s financial statements.

Task Force on Climate-related Financial
Disclosure (TCFD)

* Reviewed management’s paper commenting on the continued progress to date, the roadmap for the
next 12 months and key priorities as described on pages 210 — 211;
* Review of disclosures; and

* The Committee discussed the linkage between the work being undertaken on understanding the full
effects of the Company’s Total Societal Impact and how this related to other internal scenario planning
and external reporting.
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Climate risk continues to evolve, and we
will regularly assess and aim to mitigate
the impact where possible. We recognise
the importance of considering climate-
related risks and opportunities in business
decisions and acknowledge that
adopting the recommendations of the
Task Force on Climate-related Financial
Disclosures (TCFD) is an important step
in supporting a smooth transition to a
low-carbon economy.

This year we brought together a
cross-functional working group to fully
examine our priority areas and diagnose
issues related to climate risk. Through this
collaboration, we are assessing the range
of risks and opportunities that climate
change poses to Diageo and options for
managing these. Going forward, climate
risk will be managed holistically by this
group and regular updates will be
provided to the Executive and Board.

We have completed a number of
assessments in specific countries to
better understand the impact of climate
change including water scarcity, and the
possible impact on our supply chains.

In the coming year, we will progress
further with the implementation of the
TCFD recommendations, including
completing in-depth climate risk
assessments in a number of key markets

—and aligning our short-, medium- and
long-term outlook on climate risk with
the business's principal risk time
horizons.

This Annual Report contains additional
disclosures on our climate risks and
opportunities on page 56.

Climate change, water stress and a
responsible environmental strategy

Any business that relies on agricultural raw
materials and water has both a responsibility
to the environment around it and an
exposure to environmental risks. Our
environmental strategy, described in more
detail on pages 52-57, is critical to our
long-term success. Our programmes reduce
carbon emissions and water use throughout
our value chain. They also address waste
and packaging, including plastic, and the
use of more sustainable packaging
materials. The linked phenomena of climate
change and water stress are particularly
material to our business and to the
communities around us. With the oversight
of our Climate Change Working Group, we
are integrating the management of
climate-related issues into our business.

Our Water Blueprint defines our approach
to water stewardship and prioritises our actions
in areas we have defined as water-stressed, as
illustrated on page 53. Along with improving
water efficiency, we are replenishing the water
used in water-stressed areas, supporting
catchment area management to benefit all
water users, and helping farmers improve
water management in agriculture.
changes around us.

Emerging risks can be new risks, where we
have not been able to fully assess the impact
or known risks that continue to evolve as new Sites
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Diageo plc

Annual Report 2019
p21 and 53

What is helpful?

Diageo includes a description of water stress due to climate
change as a key risk. The extracts include some asset level
information on which sites are vulnerable to water stress.
Diageo also described the time horizons over which they
consider climate-related impacts.

7 Khangela Brewery,
South Africa

8 Isithebe, South Africa

9 Tlokwe, South Africa

10 Isipingo, South Africa

11 Moshi, Tanzania

12 Dar es Salaam, Tanzania

13 Mwanza, Tanzania

14 UBL, Kampala, Uganda

. . . . 1 KenyaBrewing,
information becomes available. We involve B
experts where necessary to understand how RO, o
our risk profile could change over a longer Pl B
time period. Our risk management approach

considers short term to be one year,

medium term to be three to five years and

long term to be more than five years.

IR

«

Phelindaba Brewery,
South Africa
Butterworth Brewery,
South Africa

o

15 IDU, Kampala, Uganda

16 Accra, Achimota, Ghana

17 Kumasi, Kaasi, Ghana

18 Ogba, Lagos, Nigeria

19 Paraipaba, Cears, Brazil

20 Agricultural lands,
Ceard, Brazil

21 Messejana, Brazil

22 Maracanad, Brazil

23 Meta Abo, Ethiopia
24 Marracuene, Mozambique

India

25 Alwar, Rajasthan

26 Aurangabad, Maharashtra
27 Baddi, Himachal Pradesh
28 Baramati, Maharashtra

29 Hospet, Karnataka

30 Kumbalgodu, Karnataka
31 Malkajgiri, Telangana
32 Meerut, Uttar Pradesh
33 Nacharam, Telangana
34 Pathankot, Punjab

35 Pioneer, Maharashtra
36 Rosa, Uttar Pradesh

37 Serampore, West Bengal

38 Sovereign, Karnataka
39 Tern, Andhra Pradesh
40 Udaipur, Rajasthan
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Climate change disclosures
and benchmarking

We disclose our environment, social and
governance (ESG) performance through
the Carbon Disclosure Project (CDP)
climate change programme, which looks
at risks and opportunities of climate from
the world's largest companies on behalf
of institutional investors.

matthey.com/cdp-investor

A changing global climate brings
with it a number of risks and opportunities
for JM, which we continually consider
and review annually as part of our CDP
disclosure. The most significant of these
continues to be tightening clean air
environmental legislation.

JM is also a signatory of LAppel
de Paris (the Paris Pledge for Action),
committing us to play our part in
delivering the agreement's ambition
to limit global temperature rise to 2°C.
Our sustainable business goal 3 supports
this and through our science and
technology we are enabling solutions to
reduce greenhouse gases (see page 44).

Water is an essential resource,
which is also impacted by climate
change. The World Resources Institute
reported in June 2016 that in the
industrialised world, fresh water is
becoming scarcer due to increased
demand and higher pollution levels.
Availability is often transient, dependent
on changing weather patterns.

A reliable supply of fresh water is
required by all our manufacturing sites
and, often in considerably greater
quantities, by our strategic suppliers.

To examine our exposure, we periodically
undertake water stress surveys of our
business. We also report our principal
water risk publicly through the annual
CDP water survey.

matthey.com/cdp-water

In 2016 we conducted a survey
using the World Business Council for
Sustainable Development (WBCSD)
Global Water Tool™ (version 1.3). Of the
66 principal sites surveyed, 15 were
identified as being in regions of extreme
water stress. Our water usage in most of
these locations is very low. However,
there are four where we are close to using
the locally available freshwater supply
per capita: Taloja, India; Yantai, China;
New Mexico, USA; and Brimsdown, UK.
We are using the data from the survey to
prioritise water conservation projects for
the sites that are at the greatest risk of an
interruption to supply.

To this end, this year we have built
a new, above-ground freshwater ring
main at our Brimsdown facility in the UK
to replace ageing pipework buried deep
below the plant. It came into operation
early in 2019 and we have already seen a
significant decrease in water withdrawals
at the plant, indicating there was leakage
in the old pipework.

Our largest risk to water is in our
supply chain, where we are exposed to
industries that are significant water users,
such as mining and agriculture. The next
step is to gather the exact locations of
our strategic suppliers' facilities and
evaluate them with the WBCSD tool.

Johnson Matthey plc

p55

What is helpful?

Johnson Matthey includes a description of its benchmarking
approach undertaken against an external framework and an
indication of the actions taken to address the related risk.

The extract describes the climate-related risks the business
faces, including high level examples at an asset-by-asset level,
and future action it plans to take to understand the risks posed
throughout the supply chain.
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Qur scenario analysis follows guidelines developed by the
FSB Task Force on Climate-related Financial Disclosures
(TCFD). Bloomberg is a key supporter of the TCFD.

This is the second year that we have undertaken climate-
related scenario analysis. Our impact estimations and

potential results have not changed materially since last year.

In 2018, we also added signals tracking to our analysis
process. We established a set of signposts that will allow us to
more rigorously monitor different scenario pathways to see if
the world is moving closer to one potential scenario or
another. This is useful to us because the climate-related issues
that impact our business may not change significantly from
year to year. Our signposts allow us to track and understand
incremental market changes so we can adjust our business

strategies.

In 2018, we looked at the viability of Bloomberg's strategies
under a range of scenarios. We provide details on two

divergent climate scenarios here:

Read Bloomberg's 2018 scenario analysis

Notes
The two scenarios we're sharing discuss Bloomberg's

performance in the following potential futures:
Low-carbon future (1.5° Celsius)

* A rapid transition to a low-carbon economy, where
technological advances and policy changes limit the warming
of Earth's temperature to less than 1.5° Celsius (2.7°
Fahrenheit) above pre-industrial levels

* While likely less destabilizing to the planet than more gradual
transitions to a low-carbon future, this scenario is more
disruptive for the markets since industries must adjust quickly

Extreme global warming (4° Celsius)

A limited-mitigation scenario, where little or no concerted
mitigation action is taken and climate change continues on its
current projected path

Earth's temperatures warm significantly more than 1.5°
Celsius, with catastrophic consequences

While we shared our 2° Celsius scenario last year, this year we

are highlighting our 1.5° Celsius scenario. As rapid
decarbonization of the economy presents more policy and
market risks, we wanted to show how our business can
address these risks. Limiting the temperature increase to 1.5°C
above pre-industrial levels rather than 2°C would significantly
reduce the damaging effects of climate change on human
health and safety, and Bloomberg advocates pursuing this

more ambitious goal.

These scenarios are not forecasts or predictions of the future,
but a way for us to imagine plausible future worlds and plan
for resilience.

To help us determine when certain portions of our business
may be most impacted, we have analyzed the impact of
climate change over three time frames: short (1-3 years),
medium (4-7 years) and long (8-10 years). We indicate when
the scenario will most significantly impact each type of risk or
opportunity, but the impact quantification applies to the full
10-year period of analysis.

Bloomberg, as a private company, does not release segment
financial information due to confidentiality constraints. In lieu
of exact figures, a best practice recommended by the TCFD,

we have provided directional percentages.
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Bloomberg L.P.

Bloomberg Impact Report 2018 - Climate Scenario
Analysis

What is helpful?

Bloomberg discusses how it is using scenario analysis and the
insights gathered, such as the ‘signposts’ for different scenario
pathways and how this may inform its business strategy.
Bloomberg also discusses the different time horizons it is
considering.
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We monitor the following events and trends to alert us to potential climate-related impacts on our company. The financial impacts on
Bloomberg that could result from changes around these signposts are reported in our scenario analysis on the next page.

Type of change Select signposts Evolving areas of impact Bloomber l_m act Report 2018 - Evolving Strategies
for an Evolving World

Bloomberg L.P.

Policy and legal Tax policies and renewable energy Changing U.S. tax incentives will not impact our existing

incentives, especially in London renewable contracts; however, future contracts will

and New York where our energy need to be evaluated under new policies. In Europe,

use is concentrated the ESOS (Energy Savings Opportunity Scheme) is also What is helpful?
changing, leading to uncertainties around impact. We
have hired a consultant to help us take advantage of the In this extract, Bloomberg highlights the indicators they monitor
changes once the policies are updated. in relation to climate-related issues, and how those may impact

future strategic business decisions.

Finalization of the Nationally Determined Progress at the UN climate change conferences will

Contributions (NDCs) to fulfill the Paris determine the speed and stringency with which the NDCs

Agreement are finalized. Resulting future regional regulations may

impact potential clean energy/smart technology projects
and product strategies.

Resource efficiency Differences between regional prices Changes in prices between clean and traditional energy,

and energy source for renewable energy and natural such as the jump in U.S. natural gas futures in November
gas in markets where we have 2018, will help us determine the type and pace of
significant consumption renewable energy implementation going forward.
Penetration of renewable energy Innovation in procurement and pricing models, such as

the Corporate Renewable Energy Aggregation Group, a
purchasing cooperative Bloomberg recently helped form,
should make renewable energy sourcing more efficient
and accessible on a smaller scale, thus expanding access
in more markets.

Market Volatility of fossil fuel and renewable Increases in volatility may change the trading tools
energy markets our clients need and increase their reliance on
high-frequency data.

Changes in coal and crude oil prices Low prices for fossil fuels may limit the economic viability
of their production and accelerate a low-carbon transition.

Volume and scale of green debt and In 2018, significant growth in green-loan issuance allowed
carbon trading markets and securitization us to capture more green-debt data for client analysis.
of green bonds Further growth in sustainable-finance markets could lead

to new client demand for data, analysis and trading tools.
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SUMMARY OF POSSIBLE PORTFOLIO IMPA UNDER THE SCENARIOS TESTED

PROJECT

What is helpful?

Qil Search’s extracts on the
next two pages include a
description of outcomes and
NPV-related results for three
of its projects.

PNG LNG (including
Qil Search oil assets)

LNG Expansion

Project (Elk-Antelope,

P’nyang, and
foundation field gas)

SCENARIO

IEANPS

GREENPEACE
AER (1.5°C)

IEANPS

|IEA 450 (2°C)

NPV IMPACT"

*

COMMENTS

Economic life not negatively impacted compared to our
base case.

NPV impacted by short-term price drop inherent in scenario'?.

Economic life comparable to our low case.

NPV impacted by short-term prices inherent in scenario'?.

Value would be eroded under this scenario.
However, the project would remain NPV-positive.

NPV impacts are significantly more favourable than our base
economic assumptions.

Extends economic life of project by approximately two years.

onomic life impact falls be

Qil Search Ltd

p27

1.

2.

Compared with Qil Search’s internal economic
assumptions.

30% of PNG LNG’s value is realised over the five-
year period from 2018-2022. The scenarios show a
short term drop in prices to the USS30s and US$40s
starting in 2018, and this negatively impacts NPV
of PNG LNG. Actual oil prices in late 2017 and early
2018 have instead ranged between 60 and 70. PNG
LNG would have a much higher NPV if the climate
scenarios did not have a short-term drop in oil
prices and actuals were used. We have chosen to
preserve the integrity of the scenario and report
the impact using the embedded numbers for this
period, not substituting for actuals.

Qil Search acquired the Nanushuk assets in
November 2017.

%The climate NPV analysis is based on a
conservative acquisition case development
concept. The acquisition case is based on a
resource of 500 million barrels, compared to the
existing joint venture partners’ estimates of at
least 1.2 billion barrels. The NPV analysis does

not include the anticipated design efficiencies,
opportunities to realise synergies with the existing
infrastructure, or the value of our option to double
our interest in the asset by mid-2019. It does
include the lower USA corporate tax rate that
became law in December 2017.
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\{/
RESILIENT ASSETS

QOil Search’s high quality, globally competitive LNG assets will
continue to be resilient under the IEA scenarios tested.

The Company’s LNG expansion project’s performance is positively impacted
under an I[EA NP scenario and performs no worse than Qil Search’s current
low Corporate Economic Assumption (CEA®) in an IEA 450 (2°C) scenario.

The LNG expansion project sits on the lower quartile of the cost curve
compared to other proposed new projects needed to meet additional
LNG demand, making it one of the most resilient LNG projects in
a carbon-constrained 2°C world.

Ina 2°C scenario, PNG LNG and the Company’s LNG expansion
project will continue to have positive NPVs and will have economic
lives consistent with CEAs.

Under the IEA NP, the Nanushuk oil assets perform better than under
Oil Search’s base CEA.

Under the IEA 450 (2°C) scenario, an additional 20 million barrels of oil per
day is required to meet demand. Oil Search’s globally competitive Nanushuk
oil project is able to meet this additional demand and remains NPV-positive.

There is a low risk of Qil Search’s low-cost assets being
stranded in a carbon-constrained world.

Qil Search Ltd

Annual Report 2017

p45-49
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What is helpful?

These extracts include a description of the scenario modelled, a description of business resilience and an outline of commodity impacts

under the modelled scenario.

Rio Tinto plc

p18, 19

CLIMATE SCENARIOS

Our analysis indicates that Rio Tinto’s business is relatively
robust to scenarios mapping the policy and technology pathways
necessary to limit global temperature rises:

— Financial impact at a manageable level: Rio Tinto has the
financial and institutional capacity to manage the long-term
impacts of a scenario limiting a rise in global temperature to
below 2°C, while continuing to be profitable;

— Portfolio naturally hedged: diversification of our portfolio
across multiple commodities provides a natural hedge against
climate change policy; our aluminium and copper assets will
be needed in the transition to a low-carbon future and could
provide an offset in an environment where our iron ore assets
are less attractive from a climate change perspective;

— Many at t options available to us to reduce direct
emissions: the significant number of internal abatement
options available, coupled with a more gradual evolution of
downstream industries, will give us time to anticipate and
adapt to changes in policy.

Rio Tinto considers the impact of climate change over two time
horizons given the long-term nature of our business and the
potential for unpredictability in regulatory response.

1. Short to medium term (0-20 years): while there is limited
scope to react immediately to regulatory changes, we do have
the ability to mitigate (or potentially take advantage of) shifts
in technology and the policy environment. In this timeframe,
physical changes are largely pre-determined since they are
largely the result of carbon levels already accumulated in the
atmosphere over past decades.

N

. Long term (20-50 years): the physical impact of climate
change to the world could potentially become more severe,
depending on the success or failure of policy. Technology
development is highly uncertain.

Across these time horizons, the Group assesses three climate
change scenarios, which consider:

— The policy environment — for example, the level and
coordination of carbon pricing internationally; and

— The rate of technological develop t — for example, the
costs of low-carbon electricity generation and batteries.

Our approach recognises that there is an interplay between
these two factors: technology that leapfrogs what is available
today, for example, could succeed in dramatically reducing
climate change and its impacts even in an environment where
government mandates do not exist.

Pace of technological change

FAST
<2°C Tech-led

solutions

Global

conscience A

Climate change
scenarios

Rio Tinto
A Coordinated Action
A Limited Action

IEA
@ IEA New Policies

@ EASustainable
Development

[
Status A

quo

Global policy framework
COORDINATED

SLOW

Adaptation

Q3LNIWOVYS

>4°C

We have identified three
scenarios that attempt to
assess plausible
combinations of these
factors to better
understand the resilience
of the business across all
time periods.

1. Limited Action: currently forms the
baseline for our financial assessments
and assumes that carbon prices (or other
financial incentives to reduce carbon
emissions) remain similar to today’s
levels throughout the planning period.

It describes a conservative assumption
against which to measure more proactive
scenarios.

2. Coordinated Action: describes a central
case view of policy pathways to 2050,
taking into account both climate change
objectives and a view on the feasibility of
policies being adopted. We believe it is
likely that climate change ambition will
gradually increase over time, resulting in
an increase of nationally determined
contributions. However, we anticipate that
the pace and degree of ambition will be
insufficient to meet the Paris Agreement.
This scenario lies in-between the
International Energy Agency’s (IEA) New
Policies and Sustainable Development
scenarios, resulting in a climate change
outcome in the 2.5 -3.5°C warming range
by 2100.

. |EA Sustainable Development Scenario:
developed by the IEA to describe a
plausible path to meet the key global
goals of the Paris Agreement and hold the
rise in the global average temperature to
well below 2°C above pre-industrial levels.
This scenario assumes relatively high-
carbon prices (up to US$140/tCO.e by
2040 in developed countries) as well as a
widespread deployment of low-carbon
technologies such as carbon capture and
storage. Where possible we use [EA’s
assumptions directly, but it is also
necessary to make additional reasonable
assumptions regarding how these will pass
through to the mining and processing
industries.

w

The IEA Sustainable
Development Scenario
(SDS)

In the SDS, global CO, emissions peak before 2020 and decline
swiftly. By 2040, emissions are at the lower end of a range of
publicly available decarbonisation scenarios, all of which
estimate a temperature increase of around 1.7-1.8°C in 2100.

Developed world carbon prices reach US$140/tCO,e in 2040
(US$100/tCO,e in the developing world). This increases the cost
of carbon-intensive power used for m| , processing, and
transporting ores to customers. The total economic cost of
implementing low-carbon technology is not expected to be a
significant drag on economic growth, given the multiple co-
benefits, including higher productivity from lower levels of air
pollution. Thus, the main impact on commaodity prices is from the
cost side, and the dominant factor influencing our margins is our
carbon intensity (or that of using Rio Tinto’s products) relative to
that of our peers.

We have made commodity-specific assumptions to flesh out the
Scenario in a plausible fashion:

Iron ore and steel: we assume full pass-through of carbon costs
to mines and smelters even though a degree of transitional
assistance is possible. High carbon prices provide an incentive
to increase the use of high-grade ores, lump, and pellets. High
carbon prices are assumed to cause significant substitution
towards scrap, reducing demand for ore.

Copper and aluminium: we consider the impact on the cost of
acquiring raw materials, such as alumina, and assume that
transitional assistance for aluminium is phased out quickly. In
the short to medium term, carbon-related cost inflation is likely
to be lower for copper than aluminium, leading to limited
substitution towards copper.

Battery materials (incl. lithium): we use a high-case electric
vehicle penetration forecast, consistent with the IEA SDS, but
with additional detail on the types of vehicles, size of batteries
and implications of these for commodity demand.
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Commodity impacts

The table gives a high-level summary of the potential risks and opportunities for
Rio Tinto’s portfolio across different time horizons within the IEA SDS relative to the
Limited Action case. Coordinated Action, which lies between Limited Action and the
IEA SDS, would have directionally similar, albeit smaller, implications.

The methodology used to consider implications of the IEA SDS on the outlook of our key

commodities accounts for impacts of regulations and technologies on demand, the cost
structure of supply and the knock-on effect on price.

Commodity impacts of a 2°C scenario

Commodity Outlook Short to medium term

Rio Tinto plc

Our Approach to Climate
Change 2018
p22, 23

Long term

of increased use of scrap, however, the business
continues to be highly profitable. Demand for lump and
pellet is robust. There is scope to significantly
decarbonise our iron ore mining operations in order to
maintain cost-competitiveness (see Reducing our
footprint).

Pilbara iron ore 0 Pilbara iron ore becomes less attractive due to the effect

There is large uncertainty around how the steel production sector will decarbonise

in the long run, which could materially affect the value of Rio Tinto’s iron ore business.
In addition to an escalation of the severity of the medium-term impacts, there is a need
to plan for greater frequency and intensity of cyclones on the Pilbara coast.

Copper
(and battery
materials such

Increased demand for copper as well as other battery
materials due to greater focus on electrification. Supply
investment expected to lag demand due to long mine

Structural increase in demand due to faster electric vehicle take-up and investment
in power and the grid, requiring significant new supply, partially offset by an increase
in scrap collection rates.

as lithium) development lead times, resulting in extended periods of
high prices.
Aluminium Emission-reduction policies likely to increase aluminium Structurally steeper global aluminium cost curve and potential for
(including a prices, benefiting low-cost, low-carbon producers but decarbonising aluminium smelting direct emissions using inert anode technology.
bauxite mining putting greater pressure on coal-based smelters as well
and alumina as the refineries supporting them.
refining)

Portfolio resilience

The factors described above could have a material impact on our business, but on
balance we believe that Rio Tinto is likely to be resilient to these issues, given:

— Factors will affect different commodities in different ways and as a diversified miner
we will benefit from this. For example, climate change policies placing a carbon price
on emissions will result in downside impacts on lower-grade iron ore. However, these
same policies will benefit tier one copper and aluminium assets;

— The relative cost position of most of our assets is expected to remain robust within
their respective industry cost curves. Our hydro-based aluminium assets in Canada
will consolidate their position at the bottom of a steeper aluminium cost curve.

The overall cost position of our iron ore and copper businesses will be relatively
unchanged, with suppliers of low-grade iron ore expected to face much stronger
margin compression;

— Impacts are likely to materialise over the long term and we have a range of options,
and the financial and operational capacity to execute these, to (i) mitigate risks;

(i) reduce direct emissions through a range of abatement projects and (iii) to offset
remaining emissions where commercially justified.
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What is helpful?

This example shows a description of governance arrangements and a specific reference to climate
change in the viability statement assessment.

VIABILITY STATEMENT

The “Strategic Report” includes information about Shell's strategy, financial
condition, cash flows and liquidity, as well as the factors, including the
principal risks, likely to affect Shell’s future development. “Business overview”
on page 12 describes Shell’s business model, including competitive
advantages and key strengths. The Directors assess Shell's prospects both at
an operating and strategic level, each involving different time horizons. To this
end, the Directors assess Shell's portfolio and strategy against a wide range
of outlooks, including assessing the potential impacts of various possible
energy transition pathways and scenarios for changes in societal
expectations in relation to climate change. Shell recognises in its strategy
that the world is transitioning to a lower-carbon energy system (see
“Climate change and energy transition” on pages 71-78). The Risk Factors
section on pages 15-20 provides an overview of the principal risks Shell is
exposed to in its operations.

64

Royal Dutch Shell plc

Annual Report and Form 20F 2018
p63 and 74

Scenario link to principal
risks

A significant HSSE event [A]

A low oil and gas price environment with $40/b

Brent (2018 real terms) [B]

A significant HSSE event in a low oil and gas price

. [A] and [B]

envircnment

Sustained impact from politically adverse

developments, lower growth in developing [B] and [C]

countries, as well as lower growth in Europe

Unplanned shut down of a major cashgenerating
(A]

asset for a year

[A] The nature of our operations exposes us, and the communities in which we work, to a wide range of
health, safety, security and environment risks.

[B] We are exposed to fluctuating prices of crude oil, natural gas, oil products and chemicals.

[C] We are exposed to treasury and trading risks, including liquidity risk, interest rate risk, foreign
exchange risk, commodity price risk and credit risk. We are alffected by the global macroeconomic
environment as well as financial and commodity market conditions.
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In order to help investors understand how climate-related issues, and their
impact, are measured, including metrics, data and financially-relevant
information, companies should ask themselves...

What information is most relevant to monitoring and managing the impacts of climate-related issues?
How were these identified and how do they link to the strategy and business model? +

Has a strategy been defined, with related metrics to measure progress, setting the company on a
course to net-zero carbon by 2050, and for interim stages in between now and then? What metrics are
monitored in relation to mitigation and adaptation? If metrics are not related, what metrics are being
used, and what timelines has it set?

What signals or specific climate scenarios are monitored?

Has the company considered whether issues regarding water, energy, land use and waste management
may be material, and if so, how these should be measured? +

What do the metrics being monitored and managed indicate about the future direction of the company?
How is this information used? How are they being integrated into day-to-day business management and
reporting?

What is the scope and boundary of the information presented? Is this the same across all information
presented?

To what level of oversight or assurance have the metrics been subjected?
What external data, or external expertise, has the company relied upon?
Are the metrics disclosed calculated consistently? Is trend data provided?

Which methodology has been used for constructing the metrics? Is this comparable to other companies
in the sector?

Have estimates been used in compiling measures or targets? Can you describe the calculation of these? +

What are the company’s Scope 1, Scope 2 and, where relevant, Scope 3 greenhouse gas emissions? Is
the GHG Protocol and/or another industry-specific methodology used for this calculation? +

Is an internal carbon price used? If so, what is it and for which purposes is it used? +

What is the company trying to achieve in relation to climate resilience and what targets has it set? Have
the targets been achieved, and what comes next? +

How are metrics being integrated into the remuneration policies? Is this the most effective linkage
possible? +

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for all sectors’

An approach is to refer to competitive advantage with Diageo plc, AXA  p66-68
reference to the business model, or produce metrics Group and Aviva

seen as key to this with reference to climate change, plc

such as ‘Climate-Value-at-risk’ or carbon footprints and

how these are assessed and used

One approach is to state that remuneration will be SSE plc and p42-45

linked to climate-related metrics Royal Dutch and 64
Shell plc

One approach is to refer to where a committee has National Grid p55

been involved in the consideration of climate-related plc

issues or the related disclosure

One approach is to refer to scope 1, 2 and 3 emissions  Fresnillo plc P69
and related intensity

An approach is to present performance in a user-friendly UBS Group AG,  p70-72
manner. Such attributes include clarity of information, DS Smith plc
presentation of performance across time, descriptions  and National

of the metrics being measured and target-setting Grid plc

An approach is to present different scopes of Go-Ahead p73, 74
greenhouse gas emissions, including Scope 3, across Group plc,

time, with methodologies noted, or to explain changes  Associated

in calculations, changes from the previous year and British Foods plc

scope and boundary

TCFD expects companies to:

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

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

Disclose Scope 1, Scope 2 and, if appropriate, Scope 3 greenhouse gas
(GHG) emissions, and the related risks

Describe the targets used by the organisation to manage climate-related
risks and opportunities and performance against targets
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What is helpful?

Diageo presents metrics relevant to the business model,

outlining targets, progress and definitions.

Performance against 2020 targets®

Water stewardship
2020 target KPI Performance Progress
Reduce water use % improvement 6 O(y A We have made significant further progress this year at our sites, driven by
through a 50% in litres of water . 0 continuous improvement and innovation projects in brewing, maltings and
improvementinwater  used per litre A 87.6% B distilling operations worldwide.
use efficienc of packaged
4 prgductg 43.8(%-) This year, 16442m? of water were used for agricultural purposes on land under
lati our operational control. We report this separately from water used in our direct
cumuiative operations.
The volume of water we recycled or reused in our own production was
1,029,305m°, representing 5.2% of total water withdrawals.
Return 100% of % reduction in —I 3 60/ A While we met all regulatory requirements on wastewater at our sites and have
wastewater from our wastewater . 0 made good progress this year, we recognise we will not achieve our full target
operations to the polluting power 2019 36% B by 2020.
environment safel measured in BOD
4 (000 tonnes) 36.0% Over 80% of our sites have achieved the 2020 target. We are now concentrating
lati on our remaining cluster of sites. As part of a range of solutions, we are planning
cumulative further investment in wastewater treatment together with the use of new
technologies to create value from our by-products.
Replenish the amount % of water ‘I ‘I S(y This year we replenished 11.8% of the total water used in our final product, and
of water used in our replenished in . 0 cumulatively 60.5% of the water used in water-stressed locations is now
final productin water-stressed 2019 605% B replenished. Significant progress will be required in Nigeria, Ghana and Kenya
water-stressed areas areas (m?) 60 0 in 2020 to ensure we achieve our ambitious target.
5%
cumulative
Equip our suppliers with % of key suppliers 86(y We engaged 128 suppliers to disclose their water management practices
tools to protect water engaged in water 0 through CDP’s Supply Chain Water Programme, with an 86% response rate.
resources in our most management 86% We prioritised more than 100 third-party operators for more in-depth water risk
water-stressed locations practices assessment and support, and have begun mapping site water performance

and rolling out our water guidance for the most water stressed.

Diageo plc

nnual Report 2019

p54

Carbon
2020 target KPI Performance Progress
Reduce absolute % reduction in 5 90/ A We made important progress this year, achieving a 5.9% decrease in carbon
greenhouse gas absolute GHG . 0 emissions. In addition to continuous improvement at our operations and fuel
emissions fromdirect  (kt CO,e) s 89.4% H switching, we have purchased energy attribute certificates to support our
operations by 50% 44 70/ decarbonisation strategy.
I. ti Y As a signatory to RE100, we aim to source 100% of our electricity from renewable
cumulative sources by 2030. This year 45.4% of electricity at our production sites came from
renewable sources such as wind, hydro and solar (2018 - 18.5%). In the United
Kingdom, 100% of our electricity came from renewable sources.
We use the World Resources Institute/World Business Council for Sustainable
Development Greenhouse Gas Protocol as a basis for reporting our emissions,
and we include all facilities where we have operational control for the full
financial year.
Diageo’s total direct and indirect carbon emissions (location/gross) this year
were 785,545" tonnes (2018 - 782,294 tonnes), comprising direct emissions.
(Scope 1) of 620,573 tonnes (2018 - 620,608 tonnes), and indirect (Scope 2)
emissions of 164,971% tonnes (2018 — 164,971 tonnes). The intensity ratio for this
year was 185 grams per litre packaged (2018 - 186 grams per litre packaged).
Achieve a 30% reduction % reduction in 5 90/ Our total supply chain carbon footprint this year was 3.165 million tonnes, a 5.9%
in absolute greenhouse  absolute GHG . 0 003% improvement and important progress towards our target.
as emissions along the  (kt CO.e) )1 2
?otal supply chain 9 We engaged suppliers directly on measuring and managing their carbon
27 1 0/0 emissions and made further data analysis improvements. This year we received
.I . responses from 86% of the 224 suppliers we engaged through the CDP, and 50%
cumulative of these suppliers reported that they had emissions reduction targets.
Ensure all our new % of new 99 50/ Eliminating HFCs plays a role in reducing our overall carbon footprint. 99.5% of
refrigeration equipment s 0 the 48,000 new fridges we have purchased since July 2015 were HFCAree.

equipment in trade

is HFC-free, with a
reduction in associated
greenhouse gas
emissions from 2015

sourced HFCfree
from 1 July 2015

e 99.5%
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https://www.diageo.com/PR1346/aws/media/7946/b3801-000797_diageo_ar2019_strategic-report.pdf
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A forward-looking “Climate VaR”

Taken together, the “policy risk” model combined with the “technology opportunities” model assess the downside costs
of climate change policy as well as the additional green revenues that are attainable by the most innovative companies in
their field. Forward-looking quantitative results are used, in the form of company specific costs and revenues, to calculate
a “Climate Value-at-Risk” (Climate VaR) per security in AXA’s portfolios.

This Climate VaR per security is calculated for equities and corporate bonds to understand the impact that future costs
and/or revenues might have on the current pricing of these securities. A Dividend Discount Model (DDM) is also used to
compute the impact that new, climate policy costs and revenues will have on future profits, which justify the current
market value. The Climate VaR is the exact difference between the current market value of a security and the “new”
present value after future climate change costs and/or revenues have been included into the DDM. The Climate VaR
therefore represents the percentage of a company’s market value that is poised to decrease or increase given the
occurrence of climate change costs or revenues related to each scenario. This means that the Climate VaR can be negative
or positive, depending on risks and upsides.

i
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AXA Group

Climate-related investment & insurance report 2018
p9, 10

What is helpful?

This example includes a description of AXA’s forward-looking
indicators and the quantification of a ‘climate-value-at-risk’
metric outlining exposure.

CLIMATE VALUE AT RISK PORTFOLIO ANALYSIS FOR EQUITIES AND CORPORATE BONDS

Climate Value at Risk Portfolio Analysis for Equities

AXA Group - Equities Portfolio (total €16Bn)

Scenario Climate VaR Monetary Risk

Transition Risks potential costs and revenues (gross before tax and PB)

2°C Scenario -3.7% -$904M
Resulting in potential costs
Green Technology Opportunities +3.5% +$841M

Resulting in potential revenues
Weighted Risk Scenario

Aggregated Climate VaR -0.3% -$63M
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What is helpful?

Aviva describes how it assesses carbon-footprint of its investments, and how it uses this information.

Aviva plc

pll

Carbon foot-printing ofinvestments

We use carbon foot-printing and weighted average carbon intensity Figure 5: Weighted average carbon intensity (tCOze/Sm sales) of corporate
credit and equities in Aviva’s shareholder and participating funds as at
31/12/2018. Source: Aviva/MSCI.

data (tCO.e"/Sm sales) to assess and manage the exposure of
our assets to a potential increase in carbon prices in both our

shareholder and participating funds"". Despite being backward e e &

looking, this measure provides a good proxy for assessing exposure shareholder funds shareholder funds

of our investments to a potential increase in carbon prices. Carbon 200 v 120

intensity measures how carbon efficient Aviva’s investment portfolio 180 oo £

is in terms of emissions. It also allows for comparison regardless of 160 &

portfolio size but is very sensitive to outliers. § 140 185 80 %
s

In line with the TCFD guidelines, we monitor the carbon footprint of % 120 60 g’

our credit and equity portfolio on a regular basis. We measure the § lzz 37% 0 ;@;

“weighted average carbon intensity” - i.e. the carbon intensity of - 0 ¢ g

our portfolio weighted by the size of our investments. The carbon i, 20 §

intensity metric provides a proxy assessment of a company’s . .

exposure to a potential increase in carbon prices and its exposure Credit Equities Credit + Equities

to changes in climate and energy policies and a shift to low-carbon B Weighted average carbon intensity > Carbon intensity data coverage (%)

technologies more generally.

We have the objective to reduce over time the carbon intensity

of our investment portfolio in order to reduce its sensitivity to an

increase in carbon prices. This could be achieved through reducing

our exposure to the most carbon intensive sectors such as utilities,

oil and gas, and building materials.
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https://www.aviva.com/content/dam/aviva-corporate/documents/socialpurpose/pdfs/climate-related-financial-disclosure-2018-report.pdf
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Fresnillo plc

PERFORMANCE

In spite of the increase in energy demand, we reduced our greenhouse gas emissions.
This reduction was driven by an increase of renewables in our energy mix, going from
9.09%in 201710 19.24% in 2018. This prevented the emission of 26,000 tonnes of CO e. 2018

ENERGY AND CLIMATE

Our goal is to improve energy efficiency and progressively integrate
renewables and clean technologies into our energy mix, in order to

mitigate the physical, regulatory and reputational risks of climate change.
GLOBAL GHG EMISSIONS FOR THE PERIOD 1 JANUARY 2018 TO 31 DECEMBER 2018

Relevance and risk in the lifecycle of mining

EXPLORATION | DEVELOPMENT OPERATION CLOSURE

GHG emissions (tonnes of CO_e) Energy (MWhe)

Risk: HEEE High Medium HEE Low Reporting  Comparison Reporting ~ Comparison .
year year year year What is helpful?
2018 2012 2018 2012

Mining is energy intensive. We use OPERATIONAL EXCELLENCE

energy at every stage of the value chain AND ENERGY EFFICIENCY

and this accounts for a significant portion KEY ACTIVITIES:

of our overall costs. We use fossil fuels in - Increase the energy efﬂdency of

the extraction and haulage of oreand our processimg p\ants and set targets
waste rock removal, while electricity is for our mines.

These Fresnillo extracts
display performance
categorised across
different areas, with
metrics presented with

Scope 1 (direct emissions): Combustion

of fuel (mobile and stationary sources). 530,377 375121 2,042,982 1,385,448

Scope 2 (indirect emissions): Electricity
purchased from the Mexican National Grid
(CFE), WindForce Pefioles (FEISA) and

used in our processing plants. As mining . Optimise truck fleet performance Thermoelectric Pefioles (TEP). 286,697 329,245 950,547 420,615 five years’ worth of data.
operations go deeper inresponse to and test diesel additives to improve Intensity measurement: Emissions and

decreasing ore grades, we expect our fuel combustion at our open pit energy reported above per tonne of

energy demand toincrease. operations, and locate waste dumps mineral processed. 0.016 0.013 0.059 0.034

to reduce haulage distances.

INTEGRATE RENEWABLES . Optimise ventw’lation, devvatering Methodology: We have reported on all of the emission sources required under the Companies Act 2006 (Strategic
AND CLEAN TECHNOLOGIES and ore dilution at our underground Report and Directors’ Reports) Regulations 2013. These sources fall within our operational control. We do not have
KEY ACTIVITIES: operations. responsibility for any emission sources that are not included in our Consolidated Statement. We have used The WRI/

WBCSD Greenhouse Gas Protocol: A Corporate Accounting and Reporting Standard (Revised Edition)
Scope 1: All direct GHG emissions
Scope 2: Indirect GHG emissions from consumption of purchased electricity.

Increase the use of renewables

in our electricity supply mix.
Monitor the development of clean
technologies such as ventilation CLIMATE CHANGE
systems and electric underground KEY ACTIVITIES: Ener — AR 670,45 e
vehicles. - Engage public policymakers and GHGgy —— — e s

PUBLIC POLICY AND PREPAREDNESS

FOR THE PHYSICAL IMPACT OF
° sic cro ENERGY - GHG PROFILE - 2018

% 22.06% 10.97% 24.11%

other stakeholders through the
Mexican Chapter of the World
Business Council for Sustainable
Development (CESPEDES).

I:Q See page 80 (water section) and our website

foramore detailed discussion.

Recognise that the most significant

B Combustion of fossil fuels

B Combustion of fossil fuels (contractors)

W Electricity from the National Grid
Electricity from TEP
Electricity from FEISA (wind)
Electricity from EDC (wind)

GHG INTENSITY (TONNES OF CO_E PER
TONNE OF MINERAL PROCESSED)

ENERGY INTENSITY (MWHE PER TONNE
OF MINERAL PROCESSED)

2 : 2018 I 0019 2018 I ©.059
physical impacts of climate change 2017 0017 2017 0.053
for our Company relate to water. 2016 0.019 2016 0.051

2015 0.016 2015 0.050

Learn more about our risk assessment and 2014 0.016 2014 0.050

governance in our report to the CDP climate
change programme.
9eprog GHG EMISSIONS ENERGY USE

2018 53038 IEXT R 2018 Porkl  951]
2017 496.80 462.98 2017 )kl  853]
2016 476.42 458.85 2016 1,761
2015 422.03 IS 2015 1,648
2014 412,54 IS FET 2014 1,586

Scope! M Scope?2

Scope! M Scope 2
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Climate-related metrics 2018

For the year ended

31.12.2018 31.12.2017
Protecting our own assets
Risks
Identified significant climate-related financial risk on balance sheet' None None
Carbon-related assets (USD bn)? 7 2.7 6.6
Proportion of total net credit exposure (%) 1.2 2.8
Protecting our clients’ assets and mobilizing private and institutional capital
Opportunities/products and services
Climate-related sustainable investments (VUSD bn)? - o 87.5 74
Proportion of UBS c'/ie'nis" total invesfed assets (%) o - 2.'8' 23
Total deal value ih équfy br debt capital harket services rélafed to climate o 31;67 44.3
change mitigation and adaptation (CCMA) (USD bn)
Total deal value of finéhcial advisory services related to CCMA (USD bn) 24.9 5.5
Number of strategic transactions in suppdrt of Switzerland’s Energy Strategy 2050 8 4
Number of climate-related shareholder reéolutions voted upon 43 34
Proportion of supported climate-related shareholder resolutions (%)* 88.0 82.0
Reducing our own climate change impact
Greenhouse gas emissions
GHG footprint (kilo'to'nsr CO,ep 7 132 148
Percentage change from baseline 2004 (Target: =75% by 2020) (%) (63.4) (59.0)
Weighted carbon intensity of the Climate Aware equities strategy (in tons CO,e 95.6 117.45
per million of USD revenue)®
Compared to benchmark (FTSE Developed World Index) (%) (55.7) (44.0)

1 Methodologies for climate-related financial risk are emerging and may change over time. In 2018, a group of 16 banks, including UBS, and UNEP Fl have
partnered to refine methodologies for climate-related risks and opportunities. 2 Total net credit exposure across Personal & Corporate Banking and the
Investment Bank, includes traded and banking products. Net of allowances, provisions, and hedges. As recommended by the TCFD, carbon-related assets
are defined as assets tied to the energy and utilities sectors (Global Industry Classification Standard). Non-carbon-related assets, such as renewables,
water utilities, and nuclear power excluded. For grid utilities, the national grid mix is applied. 2018 year-on-year drop attributed to planned reductions in
Energy and Utilities lending exposure within the Investment Bank. 3 Invested assets of products such as sustainably managed properties and infrastruc-
ture, and renewable energy. 4 On all proposals that we supported, we voted against the recommendation provided by the issuer. 5 GHG footprint
equals gross GHG emissions minus GHG reductions from renewable energy and GHG offsets (gross GHG emissions include: direct GHG emissions by UBS;
indirect GHG emissions associated with the generation of imported/purchased electricity (grid average emission factor), heat or steam and other indirect
GHG emissions associated with business travel, paper consumption and waste disposal). A breakdown of our GHG emissions (scope 1, 2, 3) is available in
the UBS GRI Document 2018. 6 Year-on-year decrease of carbon intensity is mainly driven by higher carbon targets of the investment strategy. Carbon
intensity is based on scope 1 and 2 CO, emissions of investee companies, which often rely on third-party estimates.
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UBS Group AG

Our Climate Strategy 2019
pa

What is helpful?

UBS Group AG presents its risks and opportunities, with
performance of the metrics presented across more than
one year.
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https://www.ubs.com/global/en/ubs-society/our-documents/_jcr_content/mainpar/toplevelgrid/col1/tabteaser/innergrid_1637709579/xcol2/teaser/linklist/link.0211888923.file/bGluay9wYXRoPS9jb250ZW50L2RhbS91YnMvZ2xvYmFsL3Vicy1zb2NpZXR5L3Vicy1jbGltYXRlLXN0cmF0ZWd5LW1hcmNoLTIwMTktZW4ucGRm/ubs-climate-strategy-march-2019-en.pdf
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Our sustainability KPIs

Aim

Reduce our CO.e per tonne of
production by 30% by 2030

Definition

Our total CO,e emissions including all direct (Scope 1) and
indirect emissions from energy consumption (Scope 2) divided
by our production volumes in tonnes.

Why thisis a KPI

As a manufacturing business, including a network of energy
intensive paper mills, we monitor, measure and manage our
carbon emissions to ensure that we meet relevant legal
requirements and reduce our emissions to limit the effects
of climate change.

2018 Performance?

Our performance in the past year is due to a continued
investment in energy efficiency improvements. This has
been supported by the ongoing roll out of the ISO 50001
energy management system certification across our
manufacturing sites.

2030 target: 146 CO,e/tonne

We do this by

Our performance

In 20181 we delivered:

In 20191 we will:

DS Smith plc

What is helpful?

DS Smith presents metrics relevant

to the business model, with targets,
progress, definitions and performance
across more than one year.

; 193

2018 —
: 206

2017 —
| 209

20715

(baseline)
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https://www.dssmith.com/contentassets/58c87729ff5f4798be0d780ef1cb73f5/2018-annual-report-and-accounts_180622.pdf
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Decarbonisation

Climate events during

2018 were widespread and
some, such as the wildfires
in California, impacted energy
networks significantly.
Understanding the social,
environmental and economic
impact to business

and measuring its

value is likely to become
more important as a result
of these events.

Carbon intensity of British electricity,
2013-2018 (gCO2/kWh)

529

2013 2014 2015 2016 2017 2018

Source: nationalgridESO

2018/19 developments

Our response

UK

During 2018, European carbon prices rose
above €20/tonne; three times the level seen in
2017. This increase was likely due to fossil fuels
burnt during abnormal weather conditions,

as well as the reduction in carbon permits
from 2019. Almost a third of electricity was
generated by renewables in 2018 Q3

(source: Gov.uk); however, gas remains

the primary fuel source for generation

and heating (source: Gov.uk).

us

State regulators continue to support renewable
energy. For example, a new Massachusetts
energy bill approved by the Senate in June
2018 doubles the state’s offshore wind
ambition to 3.2 GW by 2035, up from 1.6 GW
by 2027. In New York, Governor Cuomo
announced a commitment to 100% carbon-
free electricity by 2040, doubling a distributed
solar goal and more than tripling the state’s
offshore wind target.

Reducing greenhouse gas emissions forms
part of the Company’s KPIs (see page 18).

We have also committed to meeting Task
Force on Climate-related Financial Disclosure
recommendations in full (see pages 210 — 211).

‘Our Contribution” environmental strategy focuses
on the areas where we can make a difference. You
can read more about our approach and work on
page 41.

In November 2018, NGV confirmed £850 million
of investment in the Viking Link interconnector
with Denmark.

In both the UK and US, we are supporting the
adoption of electric vehicles through charge point
infrastructure, to support decarbonising transport
and improving air quality.

In March 2019, NGV signed an agreement to acquire
Geronimo Energy, a leading developer of wind and
solar generation assets based in Minneapolis,
Minnesota. This provides National Grid with a

solid foundation on which to develop and grow

a large-scale renewable business in the US.

Massachusetts, Rhode Island, and Connecticut
recently announced winners of their offshore wind
tenders totalling 1.4 GW, with @rsted, supported

by National Grid, winning in Rhode Island and
Connecticut. Pricing on the Massachusetts contract
demonstrates the potential for US costs to reflect
the downward trend in technology costs,

spurred on by the European market.

In June 2018, we published our Northeast US 80x50
Pathway: an integrated blueprint for New York and
New England to reduce greenhouse gas emissions
deeply below 1990 levels, while supporting
economic growth and maintaining affordability

and customer choice.

Our recently launched energy efficiency and solar
marketplaces allow our customers to shop online
and receive instant rebates for energy-efficient
products such as LED light bulbs and smart
thermostats, receive free quotes for solar

and compare financing options.

pl2

plans.

National Grid plc

Annual Report and
Accounts 2018/19

What is helpful?

National Grid is presenting
information across

time, including recent
developments and future
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2017/18 2016/17 2015/16 2014/15
Total passenger journeys (m) 1,244.88 1,334.09 1,297.23 1,239.89 Go-Ahead Group plC
Total bus & rail mileage (m) 713.9 684.6 675 617 Annual Report and Accounts 2018
CONSUMPTION TCO:e  CONSUMPTION TCO:e  CONSUMPTION TCOe  CONSUMPTION TCOze p32
Scope 1
Gas (buses) kwhs (m) 6.1 1,118 3.7 685 6 1,162 6.9 1,275
Gas premises (bus) (m) 22.1 4,062 19.1 3,518 17 3,141 18.8 3,472 What is helpful?
Gas premi;es (rail) (m) 313 5,759 34.3 6,316 34 6,243 34.9 6,437 Go-Ahead presents 4 years of GHG data, plus discloses the
Gas (premises) total kwhs (m) 53.4 53.4 51 53.7 level of assurance over the data.
Bus diesel’
(10% bio-diesel blend] ltrs (m) 137.4 360,875 138.9 361,064 130 340,218 127.6 329,788
Rail diesel ltrs (m) 11.7 34,750 18.5 54,567 19 55,081 18.4 53,013
Total 406,564 426,150 405,845 394,485
Scope 2
Traction electricity kwhs (m)? 1389.3 393,266 1,371.4 482,135 1,369 564,076 1,283.5 593,213
Elec premises (bus) (m) 18.4 5,382 17.7 6,232 15 6,034 14.7 6,806
Elec premises (Rail) (m) 83.5 23,634 90.6 31,852 90 37,183 85.4 39,460
Elec premises (Group) (m) 0.2 47 0.1 34 0 0.0
Site electricity kwhs (m) 102.0 108.3 105 100.1
Elec bus® 1.7 489 0.8 289 69,570 29 0 0
Total 422,818 520,542 607,322 639,479
Scope 3
Electricity - Transmission
and distribution (Total) 36,027 48,669 54,932 52,798
Out of scopes (Biogenic
content of bio-diesel) 7,858 9,373 7,894 11,040
Total 873,268 1,004,735 1,075,993 1,097,802
All Scopes kgsCO,e PPJ 0.70 0.75 0.82 0.88
All Scopes kgsCO,e/vehicle mile 1.22 1.47 1.59 1.78

1. Traction electricity consumption data relates to the period from 1 April 2017 to 31 March 2018. This provides the most accurate figure for consumption.
2. Electric bus electricity consumption includes an estimate for unbilled consumption during meter failure.
3. Local Singapore COye conversion factor used for electricity consumption UK CO,e conversion factor used for diesel consumption.

Energy consumption and CO,e figures have been verified by Bureau Veritas.
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Climate-related corporate reporting

How we report our
GHG emissions

We welcome the recommendations of the
Task Force on Climate-related Financial
Disclosure (TCFD) for corporate disclosure
on climate risk and will continue to monitor
developments so that our reporting is clear
and consistent.

In addition, this year we have altered
the way we report our GHG emissions
following the latest internationally
recognised reporting standards.

Our GHG emissions

In line with best practice in corporate
reporting, this year we are reporting
our GHG emissions following the latest
Greenhouse Gas (GHG) Protocol Corporate
Accounting and Reporting Standard.
However, we have adopted only the
location-based approach for reporting
our scope 2 emissions. \We previously
reported our GHG emissions using a
format which represented the sources
of emissions aligned with the nature of
our operations.

We now report our emissions into the
three scopes and out of scope which
enables us to analyse the emissions over
which we have direct control and those
generated in our wider value chain. Our
scope 1 and 2 emissions occur as a result
of activities we directly control on our sites.

Scope 1 emissions are from energy we
generate, owned transport, agriculture,
on-site waste water treatment and air
conditioning. Also included are the
emissions from our production processes
such as bread baking, fermentation

to make yeast and ethanol production.
Scope 1 emissions account for 65%

of our total emissions.

Scope 2 (location based method)
emissions, which account for 19% of

our total emissions, are from purchased
electricity, heat and steam which we use in
our factories, offices, stores, warehouses
and distribution centres.

Scope 3 emissions occur as a result of
indirect activities throughout our value
chain. For Associated British Foods, we
report the emissions from third party
transport within scope 3.

We also report the emissions classified as
‘out of scope’ which are CO, emissions
resulting from the use of renewable fuels.
As these are considered to be net zero,
they are reported separately.

Previously, we reported our total emissions
from the use of renewable fuels as a
separate amount which we would net off
the gross amount. Using the GHG Protocol
guidelines this year, the methane and
nitrous oxide from the burning of
renewable fuels is included in our scope 1
emissions while the carbon dioxide is
reported as out of scope. This is because
the carbon dioxide is removed from the
atmosphere, or sequestered, when itis
absorbed by the plants as part of the
biological carbon cycle. If we total our
in-scope and out of scope emissions,
emissions from renewable fuels

account for 43% of all our greenhouse

gas emissions.

Our Sugar division emitted 2.8 million
tonnes of scope 1, 2 and 3 CO,e this year,
contributing 56% to the group's total
in-scope emissions. Our Sugar division
contributes the majority of the group's out
of scope emissions at just over 99% of the
total. These out of scope emissions are
generated from the use of bagasse and
other renewable fuels. These emissions
are often considered to be carbon neutral.

Overall, our in-scope GHG emissions this
year are 4.97 million tonnes of CO,e which
is 2% less than the 5.06 million tonnes

of scopes 1, 2 and 3 generated last year.
This means that overall, we reduced the
amount of emissions from our direct and
indirect activities, particularly from
purchased electricity, steam and heat.

Our out of scope emissions remained
consistent at 3.7 million tonnes of CO,
comparing 2018 with last year. These are
the carbon neutral emissions from the
burning of renewable fuels to create
energy used by our sites, rather than
using fossil fuels.
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Associated British Foods plc

Corporate Responsibility Update 20
pl6, 17

What is helpful?

In this extract, ABF explains the change in the way they calculate their reported
GHG emissions, with the inclusion of information around which protocol is used,
changes from previous year, and scope and boundary.

Scope 1-combustion of fuel and operation of facilities 3,159 3,152

Scope 1 - generation and use of renewables 69 65

Scope 1 Total 3,228 3,217

Scope 2 - emissions from purchased electricity, heat

or steam (location method) 925 1,026

Scope 3 - indirect emissions from use of third party

transport 813 814

Total emissions

(Scopes 1,2 & 3) 4,966 5,057

Out of scope emissions 3,711 3,652
266 tonnes per 276 tonnes per

Emission intensity (Scope 1 and 2) £1m of revenue £1m of revenue
Emissions are calculated in alignment with the WRI/WBCSD GHG Protocol Corporate Accounting and Reporting
Standard Revised and have been calculated using carbon conversion factors published by BEIS in August 2018, other
internationally recognised sources and bespoke factors based on laboratory calculations at selected locations. This
includes all activities where we have operational control. Location based renewable energy has been calculated in
accordance with the March 2015 WRI/WBCSD GHG Scope 2 Guidance on procured renewable energy. ABF are
unable to report a market-based emission this year but will look to do so in the future. For 2017 and 2018, Scope 3
emissions are our third-party transport emissions only. See ‘Our CR Reporting Guidance 2018" for more detail.

Our greenhouse gas emissions by division

2018 emissions (000 tCO,e) 2017 emissions (000 tCO,e)

Sugar Other Sugar Other
Total emissions
(Scopes 1,2 &3) 2,785 2,181 2,869 2,188
Out of scope emissions 3,71 0.24 3,651 0.29
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Climate-related corporate reporting

What is helpful?

The extracts over the following pages show linkage of information to the business model and strategy, including linkage across
reports, and time, between metrics and qualitative disclosures putting the disclosures in context.

To assess these risks we have worked with
Willis Towers Watson, conducting research
using stochastic modelling to help determine
the likelihood of potential weather patterns
and natural hazards. The modelling looked
at how future weather patterns are likely to
impact our assets over two time horizons:

up to 2030 and beyond 2030.

The likelihood of future weather events was
modelled based on the four Representative
Concentration Pathways (RCPs) which are

used by the Intergovernmental Panel on Climate
Change (IPCC) to illustrate future concentrations
of greenhouse gases in the atmosphere. We
focused on a best-case scenario, where global
average temperature increases by two degrees,
and a worst-case scenario, with a temperature
increase of four degrees.

Our findings

In the period up to 2030, our analysis showed
risks of natural hazards are unlikely to increase
in a material way as a direct result of climate
change. Natural weather variability will continue,

which means storms and flooding could
continue to affect our assets. We also found
that an increase in average temperature is
likely to affect our operational costs of cooling
and heating, but not in a financially material
way. Our modelling shows the requirements
for more cooling, but less heating, will broadly
cancel each other out when it comes to costs.

The effects beyond 2030 are likely to be
different. The risk of inland flood, coastal flood
and windstorm will increase. The impact of
these hazards will become more relevant
towards 2050, resulting in an increased negative
impact on the current Landsec portfolio if our
control measures remain the same.

Our response

Because the lifetime of our assets can be
anything between five and 50 years, we need
to take action to address risks now. Through
our Responsible Property Investment Policy
we're continuing to assess energy efficiency and
climate risks when we buy new assets. Beyond
2030, we may need to consider selling assets
with high residual risk from natural hazards.
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Land Securities Group PLC

Annual Report 2018
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We usually design our developments to last

60 years. Using our Sustainability Brief for
developments and engineering specifications,
we will continue to create resilient assets
capable of withstanding extreme temperature
changes. And we'll continue to include warmer
temperatures in our design parameters to
ensure we don't create unnecessary heating
capacity. To manage our buildings effectively,
we will continue to invest in controls and
efficient energy systems in the period to 2030.
And we'll continue to assess our insurance
products to ensure we have adequate cover.

Our disclosure

Our existing processes give us confidence that
our business activities, strategy and financial
planning are resilient to climate-related risks
and we are currently well positioned to benefit
from the transition to a low carbon economy
through to 2030. These processes will also help
us to mitigate risk after 2030, as the effects of
climate change become more severe. We're
committed to the ongoing review of these risks
and will reassess if there are major changes to
our portfolio or unexpected changes to the
trajectory of climate change.
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TCFD: Data sources
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Projections Analysis 2017 analysis 2019 analysis Source
Energy Consumption Modelling Now out of date Updated UKCP18 previously CMIP5
Flood Risk Exposure & Scoring Now out of date Updated Swiss Re CatNet; Munich Re NATHAN

Probabilistic Modelling

Current

No update minimal impact

CCRA Report 2017; (Next update 2022 )

Sea Level Rise

Exposure & Scoring

Now out of date Updated

UKCP18 previously CCRA 2017 after UKCP09

Windstorm Probabilistic Modelling Current No update minimal impact ABI Report 2017
Temperature Review Now out of date Updated UKCP18 previously CMIP5
Precipitation Review Now out of date Updated UKCP18 previously CMIP5

TCFD Metrics and targets

Land Securities Group PLC

Financial category Climate related category Metric Unit of measure Landsec 2017/18 2018/19
R Risk A i Mitigati R /savings i i in low- I i £ 1 2. 1,91 9.31 R AR
evenues isk Adaptation & Mitigation (:;eng;;s:éggin;z:ﬁ ;)r;;zsjcr?senst:rl/rivc::;/ carbon alternatives ,538,662.58 ,918,389.3 Sustainability Performance and Data 2019
Revenues Risk Adaptation & Mitigation Avoided energy consumption costs benefitting customers in year, £ - £4.0m!’ p29,30
measured against 2013/14 baseline
Revenues Risk Adaptation & Mitigation Percentage of revenues derived from BREEAM certified assets £ 56% 57%
Expenditures Risk Adaptation & Mitigation Expenditures (OpEx) for low-carbon alternatives (e.g., R&D, technology, £ 1,716,526,526.10 1,457,997.84
products, services)
Energy/Fuel Total energy consumption kWh 265,723,992.15 265,571,273.86
Energy/Fuel Proportion of energy consumption from renewable sources % 64% 66%
Energy/Fuel Total electricity consumption kWh 167,507,064.49 167,590,019.79
Energy/Fuel Proportion of electricity consumption from renewable sources % 93% 96%
Energy/Fuel Total fuel consumption (i.e. gas) kWh 86,337,790.66  81,310,160.07
Energy/Fuel Proportion of fuel consumption from renewable sources (i.e. green gas) % 17% 16%
Energy/Fuel Total building energy intensity by floor area kWh/m? 144 142
Energy/Fuel Forecast change in energy cost by 2100, four-degree scenario £ - £0.9m?
Water Percent of fresh water withdrawn in regions with high or extremely high m?® 0 0
baseline water stress
Water Total building water intensity by floor area m3/m? 0.57 0.56
GHG Emissions Total GHG emissions intensity by floor area tCOe/m? 0.052° 0.043
Assets Location Percentage floor area of portfolio exposed a 10-20% risk of inland, coastal % floor area 0.4% 0.3%
and flash flooding in a ten-year period
Location Percentage value of portfolio exposed to a 10-20% risk of inland, coastal % Value 1.5% 1.4%
and flash flooding in a ten-year period*
Location Insured value of assets exposed to possible significant increase in river flood £ £5.7m £7.0m®
risk due to climate change
Location Insured value of assets exposed to possible significant increase in coastal £ £281m £257.3m*®
flood risk due to climate change
Risk Adaptation & Mitigation Percentage of portfolio which is BREEAM certified % floor area 40.1% 40.2%
Risk Adaptation & Mitigation Percentage of portfolio which is BREEAM certified % portfolio 61% 60%
value
Risk Adaptation & Mitigation Investment (CapEx) in low-carbon alternatives (e.g., capital equipment £ 4,402,019.00 2,377,136.00
or assets)
Risk Adaptation & Mitigation Costs of obtaining Energy Performance Certificates for assets which £ - £0.3m

are not currently certified’

1 Consumption costs measured in 2018/19, based on comparable floor area from 2013/14 portfolio.
2 Increase in cooling costs offset by decrease in gas costs.

3 This figure is based on absolute energy across scopes 1,2 and 3.
4 Based on a return period of 50-100 years meaning there is a 1-2% chance every year or 10-20% in the next 10 years that flooding would occur.
5 Acquired one new asset in river flood risk zone.

6
7

Divested two assets in coastal flood risk zone.
30% of our assets must obtain an EPC before 2023.
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Climate-related corporate reporting

Climate-Related Risks and Opportunities

We are committed to implementing the recommendations of the Task
Force on Climate-Related Financial Disclosures (TCFD). As an owner and

operator of property, our business is exposed to both risk and opportunity

from climate change. Here we provide data and insight about the

climate-related risks and opportunities which are relevant to our business.

The nature and level of climate-related risk is dependent on government,
business and society’s response in the short and long term. In the event
of a strong response to climate change in the short term up to 2030, our
business will be affected in positive and negative ways by the transition
period. With a limited response to climate change, our business will be
affected in the long term past 2030 by physical effects such as extreme
weather and higher temperatures.

Our exposure to climate risk is determined through analysis of our
property portfolio, using climate and natural hazard databases such
as SwissRe CatNet™ and MunichRe NATHAN™, and is further adjusted
based on expert judgement. Our research incorporates the Met Office
Climate Projections 2018 (UKCP18), which are widely accepted as the
most accurate forecasts for how climate change will affect the climate
and weather in the UK.

Based on our analysis, we are confident our strategy for investing in
high-quality assets in primary locations will continue to be resilient in
this scenario. However, to maintain an effective strategy we will need
to increase our prioritisation of climate change factors in investment,
development and divestment decisions.

Our approach to climate risk and opportunity is discussed further under
principal risks and uncertainties on page 59. Full disclosure of climate
change scenarios and how they may affect our business are included

in our Sustainability Performance and Data Report at landsec.com/
sustainability.

Efficient Use of Natural Resources

Commitment: Reduce carbon intensity (kgCO,e/m?) by 40% by 2030
compared with a 2013/14 baseline, for property under our management
for at least two years.

Landsec carbon emissions intensity pathway

90
80
70
60

50
40

Kg COe/m?

2014 2019 2024 2029 2034 2039 2044 2050

Landsec pathway - target Sector pathway

M Landsec pathway - actual Landsec pathway - projected

Performance: On track.

We've reduced carbon intensity by 39.8% compared to 2013/14 baseline,
significantly outperforming our target pathway. This is an improvement
compared to the 2017/18 reduction of 28.6%. These reductions have been
achieved through a combination of energy efficiency projects, changes
in our portfolio, and changes in emissions factors. In the year we've
successfully transitioned projects in our development pipeline away from

Land Securities Group PLC

Annual Report 2019
p129

Climate-Related Financial Metrics
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2018/19 2017/18 Change
£m £m £m

Value of BREEAM certified assets 8,283 8,631 (348)
Percentage of total portfolio value 60% 61% (1)%
Rental income derived from BREEAM 387 369 18
certified assets
Percentage of rental income 57% 56% 1%
Operational expenditure in low- 1 1 -
carbon equipment and products
Savings from investments in 1 1 -
low-carbon equipment and products
Capital expenditure in low-carbon 4 5 (1)
equipment and products
Avoided energy consumption costs 4 3 1
measured against 2013/14 baseline
Forecast increase in energy costs 1 1
resulting from climate change
by 2100
Insured value of assets exposed to 7 6 1
possible significant increase in river
flood risk due to climate change
by 2100
Insured value of assets exposed to 257 281 (24)

possible significant increase in
coastal flood risk due to climate
change by 2100
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Climate-related corporate reporting

Process

Participants join projects by responding to a public call
or being approached by the Lab. An iterative approach
is taken, with additional participants sought during the
project, though it is not intended that the participants
represent a statistical sample. References made to views
of ‘companies’ and ‘investors’ refer to the individuals
from companies and investment organisations that
participated in this project, but it may not necessarily
reflect the views, policies or commitments of the
individual companies. Views do not necessarily represent
those of the participants’ companies or organisations.

Views were received from a range of UK and
international institutional investors, analysts and retail
investors through a series of in-depth interviews and
roundtables. We also heard from a range of companies
through FRC-led roundtables, one-to-one interviews or
roundtables with other agencies.

Thank you to the design agency Superunion for holding a
roundtable at which we were able to gather a company
perspective. Thank you also to the Institute of Chartered
Secretaries and Administrators and the Joint Forum of
Actuarial Regulation for allowing us to attend meetings
to gain valuable insights from their perspectives.

Participants
Thank you to all of the participants for contributing
their time to this project.

The Lab received a great deal of support from a wide
range of organisations throughout this project,
particularly those organisations that have been working
on climate-related issues for a number of years. This
assistance has been invaluable, and we thank these
organisations for giving so generously of their time.

Companies

A range of companies have discussed their reporting
and views on the issues, but the following are those
organisations with which we have had more in-depth
discussions:

- Aviva plc

- DS Smith plc

- Fujitsu Laboratories of Europe
- Fresnillo plc

- Halma plc

- Howdens plc

- HSBC Holdings plc

- InterContinental Hotels Group plc
- Land Securities Group plc

- National Grid plc

- Nestle S.A.

- Oil Search Ltd

- Olam International Ltd

- SSE plc

- Thames Water Utilities Ltd

- Unilever plc

- Vodafone plc

Investors

- Aberdeen Standard Investments

- Artemis Investment Management

- Asset Management One

- Blackrock
- BMO GAM
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- British Columbia Investment Management

- Church Commissioners of England

- CCLA Investments
- Data User Workshop Group
- Evenlode Investments

- Glass Lewis

- Hermes Investment Management

- HSBC Global Asset Management
- IFM Investors
- Institutional Investor Group on Climate Change

- Invesco

- Japan Stewardship Forum

- Lazard Asset

Management

- Legal and General Investment Management
- Martin Currie Investment Management

- M&G

- Merian Global Investors

- Moodys Investor Services
- National Employment Savings Trust (NEST)
- Neuberger Berman
- Norges Bank Investment Management
- NYC Office of the Comptroller

- RBC Global Asset Management

- Royal London Asset Management

- RPMI Railpen

- Sarasin Investment Partners

- S&P Global

- Schroders Investment Management
- Sustainalytics
- Sustainabiliy Accounting Standards Board

- Trucost

- UK Sustainable Investment Forum

- Universities Superannuation Scheme

- Retail Investor Representatives (2)

- US Institutional Investors (5)

Quick read Introduction Regulatory and market 1 Investor expectations 2 Appendix A — questions 3 Appendix B — examples

overview

and company views and recommended
disclosures

of developing practice

4} Appendix C — participants
and process

5 Appendix D - regulatory
and market initiatives



Climate-related corporate reporting

Section 5

Appendix D — regulatory and

market initiatives

This section covers the main regulatory and market initiatives relevant to companies’ disclosure on climate change.
There has been a lot of recent change in the external environment and this is not intended to be a comprehensive

coverage of all initiatives, frameworks and legal and regulatory requirements which may be relevant.
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Climate-related corporate reporting

Regulatory and market initiatives

While in the UK there is no requirement to report on climate change specifically, there
are many reporting requirements that may require companies to address climate-
related issues.

Reporting requirements
Companies Act 2006

There are a number of sections of the Companies Act 2006 that may encourage, or
require disclosure of climate-related matters. For example, section 414C provides that:

“The strategic report must contain... (2)(b) a description of the principal risks and
uncertainties facing the company... [and] (4) The review must, to the extent necessary
for an understanding of the development, performance or position of the company’s
business, include... (b) where appropriate, analysis using other key performance
indicators, including information relating to environmental matters and employee
matters.”

Sections 414C (7) requires disclosures, to the extent necessary for an understanding of
the development, performance or position of the company’s business, on the impact of
the company’s business on the environment.

Disclosures regarding principal risks and uncertainties may also be required under the
Companies Act where climate-related issues are material, and will likely form part of
the newer section 414CB requirement to consider the principal risks that the company
poses to the outside world more generally.

Section 172 requires that:

“ A director of a company must act in the way he considers, in good faith, would be
most likely to promote the success of the company for the benefit of its members
as a whole, and in doing so have regard (amongst other matters) to— (a)the likely
consequences of any decision in the long term... (d)the impact of the company's
operations on the community and the environment”.

There may also be financial statements implications for some companies that will need
to be disclosed.

In their Strategic Reporting, companies are now also required to include a Section
172(1) statement describing how directors have had regard to the matters set

31

out in section 172(1)(a) to (f) of the Companies Act when performing their duties
under section 172, which in section (1)(d) relates to the impact of the company's
operations on the community and the environment.

Since 2013 UK quoted companies have been required to report their annual
greenhouse gas (GHG) emissions in the Director’s Report. Companies must disclose
their Scope 1 and Scope 2 emissions, and an intensity ratio.

Streamlined Energy and Carbon Reporting

As of April 2019, companies have had to report in accordance with the Streamlined
Energy and Carbon Reporting (SECR) scheme. The regulations introduced reporting
requirements for large unquoted companies and for limited liability partnerships

(LLP), and include additional disclosure requirements for quoted companies. The
Environmental Reporting Guidelines contain details of what is required by SECR over
and above previous requirements, including reporting to total global energy use,
energy efficiency action as well as the methodology used to calculate the disclosure
requirements. The FRC is developing an XBRL taxonomy for the tagging of SECR-related
information. This may include some TCFD-specific tags.

Disclosure and Transparency Rules

There are a number of areas of the FCA's rules that may also require disclosure of
climate-related issues. For example, under the FCA’s Disclosure and Transparency
Rules the annual financial report must contain a number of elements, including a
management report (DTR 4.1.5). Under DTR 4.1.8 R, “The management report must
contain... (2) a description of the principal risks and uncertainties facing the issuer”

FRC guidance

The 2018 Guidance on the Strategic Report provides further detail of where companies
may need to consider climate change, including within their disclosures on their
business environment, and principal risks and uncertainties.

In addition, in the 2016 vear end advice letter, the FRC encouraged companies to
consider a broad range of factors, including climate change, when determining the
principal risks and uncertainties facing the business.

The FRC's year end advice letter, and annual review of corporate reporting, will be
published shortly.
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https://www.frc.org.uk/getattachment/8b201a21-987e-47cb-aea6-62b2febcc782/Year-end-advice-letter-to-companies-letter.pdf

Climate-related corporate reporting

The FRC’s Corporate Reporting Review function has received a number of complaints
regarding a perceived lack of sufficient disclosure on climate change issues, particularly
in the principal risks and uncertainties section of the Strategic Report. An overview of
this activity is included in the FRC’s Annual Review of Corporate Reporting.

The updated UK Corporate Governance Code requires Boards to discuss how the
matters (including impact of the environment) set out in section 172 of the Companies
Act 2006 have been taken into account. Provision 1 of the 2018 Corporate Governance

Code states that “the board should assess the basis on which the company generates
and preserves value over the long-term. It should describe in the annual report how
opportunities and risks to the future success of the business have been considered and
addressed, the sustainability of the company’s business model and how its governance
contributes to the delivery of its strategy.”

The proposed UK Stewardship Code requires signatories to take into account material
environmental, social and governance factors, such as climate change, when fulfilling
their stewardship responsibilities.

Green Finance Strategy

The FRC published a joint regulatory statement on climate change alongside the PRA,
FCA and TPR on 2 July. The FRC also issued a separate statement.

These statements were released to coincide with the launch of the Government’s
Green Finance Strategy. The strategy set out the Government’s expectation that

all listed companies and large asset owners should disclose in line with TCFD
recommendations by 2022. It also launched a regulatory ‘taskforce’ to discuss the most
effective way to approach reporting, including exploring mandatory requirements.

Other regulatory activity

The PRA published a Supervisory Statement in April 2019 which sets out expectations
for banks” and insurers’” approaches to managing the financial risks from climate
change. It states that “while the financial risks from climate change may crystallise in
full over longer time horizons, they are also becoming apparent now. In terms of the
current approach, the Supervisory Statement notes that while firms are enhancing their
approaches to managing the financial risks from climate change, “few firms are taking a
strategic approach that considers how actions today affect future financial risks”.

The Network for Greening the Financial System, of which the Bank of England is a
member, made several recommendations from the perspective of Central Banks as to
what is needed for better disclosure of climate risks.
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In October 2018 the FCA released a discussion paper on climate change and green
finance, stating “climate change is likely to have a significant impact on the UK’s
economy and financial services market”, and the discussion paper explains how climate
change-related matters are relevant to their statutory objective. The FCA notes that,
not only that those they regulate must ensure they have adequate controls in place

for considering risks, including those from climate change, but also responding to
increasing demand for ‘green’ financial services products. On 16 October the FCA
published a Feedback Statement summarising the responses they received from
stakeholders and their intended actions and next steps.

In addition, the PRA and FCA have established the Climate Financial Risk Forum (CFRF)
to “build capacity and share best practice across financial regulators and industry to
advance financial sector responses to the financial risks from climate change”. The
Forum aims to address climate-related financial risks by developing practical tools and
approaches.

The Pensions Regulator’s Updated Guidance on DC Schemes provides guidance
to pensions trustees as they meet the extended disclosure requirements for their
Statement of Investment Principles to include material environmental, social and
governance matters.

European activity

In March 2018 the European Commission released its Sustainable Finance Action

Plan proposing changes to the policy framework better to integrate sustainability
considerations and mobilise sustainable growth. This Action Plan builds on the work of
the High-Level Expert Group on Sustainable Finance.

The EU’s Non-Financial Reporting Directive (NFRD) requires large companies to publish
regular reports on the social and environmental impacts of their activities. It requires,
for example, the disclosure of a non-financial information statement.

In June 2019, the Technical Expert Group on Sustainable Finance (TEG) released a
number of reports, including updated guidelines for the Non- Financial Reporting
Directive to include advice on how to align disclosures with the recommendations

of the TCFD; a Technical Report on its work on the development of a classification
system for environmentally sustainable economic activities (an EU classification system
for sustainable activities, i.e. an EU taxonomy, with separate sections for mitigation
and adaptation); and an Interim Report on climate benchmarks and benchmarks’
environmental, social and governance disclosures. The updated NFRD guidance
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https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
https://www.frc.org.uk/getattachment/bf27581f-c443-4365-ae0a-1487f1388a1b/Annex-A-Stewardship-Code-Jan-2019.pdf
https://www.frc.org.uk/news/july-2019/regulators-welcome-government-s-green-finance-stra
https://www.frc.org.uk/news/july-2019/frc-statement-on-the-government%e2%80%99s-green-finance-st
https://www.gov.uk/government/publications/green-finance-strategy
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319.pdf?la=en&hash=7BA9824BAC5FB313F42C00889D4E3A6104881C44
https://www.banque-france.fr/en/financial-stability/international-role/network-greening-financial-system
https://www.fca.org.uk/publication/discussion/dp18-08.pdf
https://www.fca.org.uk/publications/feedback-statements/fs19-6-climate-change-and-green-finance
https://www.bankofengland.co.uk/news/2019/march/first-meeting-of-the-pra-and-fca-joint-climate-financial-risk-forum
https://ec.europa.eu/info/publications/180308-action-plan-sustainable-growth_en
https://ec.europa.eu/info/publications/180308-action-plan-sustainable-growth_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32014L0095
https://ec.europa.eu/info/publications/non-financial-reporting-guidelines_en
https://ec.europa.eu/info/publications/non-financial-reporting-guidelines_en
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-report-taxonomy_en.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190618-sustainable-finance-teg-report-climate-benchmarks-and-disclosures_en.pdf
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provides that “Given the systemic and pervasive impacts of climate change, most
companies under the scope of the Directive are likely to conclude that climate is a
material issue... Companies that conclude that climate is not a material issue are
advised to consider making a statement to that effect, explaining how that conclusion
has been reached.” It also provides a range of other suggestions regarding disclosure
on climate-related issues.

The European Financial Reporting Advisory Group set up a European Corporate
Reporting Lab in 2018. Drawing members from across Europe, the first project of the

Lab is focusing on reporting on climate change issues and is likely to report later in 2019.

Asset managers and owners have also been the focus of regulatory activity in the EU.
For example, the Shareholder Rights Directive requires disclosures, some on a comply
or explain basis, by institutional investors about their investment strategies, and how
topics such as strategy, financial and non-financial performance and risk and social and
environmental impact are taken into account in their investment processes.

Reports on climate change - references

There are a range of reports on the topic of climate change, however, below are listed
reports from two organisations which are particularly relevant because of the scope
and timing of their reports.

The Committee on Climate Change (CCC) provides independent advice to government
on building a low-carbon economy and preparing for climate change. It provides
Progress Reports to Government on an annual basis, including, in 2019 Reducing UK
emissions — 2019 Progress Report to Parliament and Progress in preparing for climate

change — 2019 Progress Report to Parliament. The Progress Report includes a chapter
devoted to business, part of which focusses on reporting and disclosures. This chapter
highlights that in relation to progress in disclosure and investor action, the mitigation/
transition approach is more advanced that the adaptation/physical approach.

The CCC also published its assessment of the UK’s long-term emissions targets in Net
Zero — The UK’s contribution to stopping global warming.

The Intergovernmental Panel on Climate Change (IPCC) is the United Nations body for
assessing the science related to climate change. It provides policymakers with regular
scientific assessments on climate change, its implications and potential future risks, as
well as to put forward adaptation and mitigation options. In 2018 it published a special
report on the impacts of global warming of 1.5 °C above pre-industrial levels and
related global greenhouse gas emission pathways.
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IPCC, 2018: Global Warming of 1.5°C.An IPCC Special Report on the impacts of
global warming of 1.5°C above pre-industrial levels and related global greenhouse
gas emission pathways, in the context of strengthening the global response to the
threat of climate change, sustainable development, and efforts to eradicate poverty
looks at the impacts of global warming at the 1.5°C level. It shows how emissions can
be brought to zero by mid-century stay within the small remaining carbon budget
for limiting global warming to 1.5°C, why is it necessary and even vital to maintain
the global temperature increase below 1.5°C versus higher levels, the feasibility of
mitigation and adaptation options and the interaction of climate change issues with
sustainable development challenges.

The IPCC’s report is often quoted as a source of information by companies and
investors, as it offers four representative pathways for the ways in which a rise of 1.5°C
may be met. These are often referred to as the IPCC ‘scenarios’.

Wider market initiatives and action

There is a lot of activity in this area, and as such this appendix acts only as an overview
of some of the frameworks, programmes, organisations and tools discussed with
participants throughout this project.

The recommendations from the Task Force for Climate-related Disclosures (TCFD) have
been endorsed by many signatories and companies are beginning to publicly signal
their intention to, or have already begun to adopt the recommendations. The TCFD
recommendations are structured around four core elements: governance, strategy,
risk management, and metrics and targets. The TCFD also highlights that companies
should consider how both physical and adaptation/transition aspects of climate change
will affect their company. While they are voluntary recommendations, many other
frameworks and initiatives are moving towards alignments with the principles of TCFD,
such as the CDP questionnaire. Many governments (including the UK), investment
organisations, companies and other reporting frameworks have publicly supported the
TCFD.

The Climate Disclosure Standards Board (CDSB) provide a framework that sets

out an approach for reporting environmental information, natural capital and
associated business impacts. The framework has been updated to align with the TCFD
recommendations. The CDSB website also hosts a guide on scenario analysis, proposing
a two-stage process for creating key outputs - How can companies considering TCFD
recommended scenario analysis provide disclosures that help investors: a short guide.
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https://www.efrag.org/Activities/1807101446085163/European-Corporate-Reporting-Lab-at-EFRAG
https://www.efrag.org/Activities/1807101446085163/European-Corporate-Reporting-Lab-at-EFRAG
https://www.theccc.org.uk/publication/reducing-uk-emissions-2019-progress-report-to-parliament/
https://www.theccc.org.uk/publication/reducing-uk-emissions-2019-progress-report-to-parliament/
https://www.theccc.org.uk/publication/reducing-uk-emissions-2019-progress-report-to-parliament/
https://www.theccc.org.uk/publication/net-zero-the-uks-contribution-to-stopping-global-warming/
https://www.theccc.org.uk/publication/net-zero-the-uks-contribution-to-stopping-global-warming/
https://www.ipcc.ch/
https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_Low_Res.pdf
https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_Low_Res.pdf
https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_Low_Res.pdf
https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_Low_Res.pdf
https://www.cdsb.net/
https://www.cdsb.net/sites/default/files/how_to_make_tcfd_scenarios_useful_for_investors_a_short_guide.pdf
https://www.cdsb.net/sites/default/files/how_to_make_tcfd_scenarios_useful_for_investors_a_short_guide.pdf
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The CDSB also hosts the TCFD Knowledge Hub, which provides best practice examples
of reporting. The TCFD hub has also recently been updated with a series of online
courses designed to help organisations fill the knowledge gap and enhance their
disclosures of climate-related information. Current courses are as follows: Introduction
to climate-related disclosures — starting your climate journey; Understanding

the recommendations of the TCFD; and Embedding climate change into financial
management — climate-related reporting for accountants.

The Sustainability Accounting Standards Board’s (SASB) mission is to help businesses
identify, manage and report on the sustainability topics that matter most to their
investors. They offer standards that are specific for each industry, and a materiality
map for businesses in those industries to identify material topics. SASB describe five
materiality dimensions, and the ‘Physical Impacts of Climate Change’ falls under the
Business Model and Innovation dimension.

The CDSB and SASB also joined forces to launch a TCFD Implementation Guide,
addressing how the SASB Standards and CDSB framework can be used to enhance
climate-related reporting and align with TCFD. These two organisations have also
published the TCFD Good Practice Handbook — A companion Guide to the TCFD
Implementation Guide, which identifies good practices in implementing the TCFD
recommendations.

The Global Reporting Initiative (GRI) developed a standards framework to help
businesses understand and communicate their impact on critical sustainability issues
such as climate change, human rights, governance and social well-being. The GRI
Sustainability Reporting Standards (GRI Standards) are a set of universal standards,
which report on relevant contextual information and how material topics are managed,
with further topic-specific standards.

The CDP runs a system for organisations to report their greenhouse gas emissions,
water management and climate change strategies. The questions in newer iterations
of the CDP framework are now more explicitly linked to the TCFD. Many companies
and investors mentioned the CDP database as a useful resource, particularly in
understanding companies’ data trends.

The Corporate Reporting Dialogue’s ‘Better Alignment’ project is focused on driving
alignment in the corporate reporting landscape, to make it easier for companies to
prepare effective and coherent disclosures that meet the information needs of capital
markets and society. On 24 September 2019 Driving Alignment in Corporate Reporting

was published.
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Carbon Tracker is an independent financial think tank that carries out in-depth analysis
on the impact of the energy transition on capital markets and the potential investment
in high-cost, carbon-intensive fossil fuels. It has been working in this area for a number
of years, including developing in-depth research on stranded assets. Its most recent
report, Reporting for a Secure Climate, includes a model disclosure for the upstream
oil and gas sector which addresses current reporting requirements and fits within the
TCFD framework.

The Science Based Targets Initiative assists companies in setting, and assessing,
whether their targets for greenhouse gas emissions reduction are within scientific
boundaries. “Targets adopted by companies to reduce greenhouse gas emissions are
considered ‘science-based’ if they are in line with what the latest climate science says
is necessary to meet the goals of the Paris Agreement—to limit global warming to well-
below 2°C above pre- industrial levels and pursue efforts to limit warming to 1.5°C”.

In 2018, Ceres published Disclose What Matters: Bridging the Gap Between Investor
Needs and Company Disclosures on Sustainability, assessing sustainability disclosures
of the world's largest companies. This report found that, whilst many of these
companies disclose sustainability information, only a small percentage of companies
disclose the business relevance of these risks and opportunities.

The Global Association of Risk Professionals (GARP) published Climate Risk
Management at Financial Firms — Challenges and Opportunities, assessing activity on
climate-related issues within financial services firms. This document finds that climate
change is now seen by many firms as a financial risk that needs to be integrated into
existing risk management frameworks.

Investor groups and activities

The Principles for Responsible Investment (PRI) announced in early 2019 that TCFD-
based reporting will become mandatory for PRI signatories in 2020. This builds on the
PRI’s voluntary framework requirements, which have been in place over the past two
years. The TCFD-related requirements will be mandatory to report but voluntary to
publicly disclose in 2020.

The Inevitable Policy Response (IPR) initiative, which groups together the PRI, Energy
Transition Advisors, Vivid Economics, Carbon Tracker, the 2 Degrees Investing Initiative
and the Grantham Research Institute, publishes documents assessing when, and

in what form, a policy response is likely to be forthcoming on climate change. In
September at PRI in Person, policy forecasts throughout the 2020s were released, in
order to allow investors to assess how their portfolios could be impacted.
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https://www.tcfdhub.org/
https://www.tcfdhub.org/
https://www.tcfdhub.org/
https://materiality.sasb.org/
https://materiality.sasb.org/
https://www.cdsb.net/sites/default/files/sasb_cdsb-tcfd-implementation-guide-a4-size-cdsb.pdf
https://www.cdsb.net/sites/default/files/tcfd_good_practice_handbook_a4.pdf
https://www.cdsb.net/sites/default/files/tcfd_good_practice_handbook_a4.pdf
https://www.globalreporting.org/Pages/default.aspx
https://www.globalreporting.org/standards/gri-standards-download-center/
https://www.cdp.net/en
https://corporatereportingdialogue.com/
https://corporatereportingdialogue.com/publication/driving-alignment-in-climate-related-reporting/
https://www.carbontracker.org/
https://www.carbontracker.org/reporting-for-a-secure-climate-a-model-disclosure-for-upstream-oil-and-gas/
https://sciencebasedtargets.org/
https://www.ceres.org/resources/reports/disclose-what-matters-bridging-gap-between-investor-needs-and-company-disclosures
https://www.ceres.org/resources/reports/disclose-what-matters-bridging-gap-between-investor-needs-and-company-disclosures
https://www.garp.org/newmedia/gri/climate-risk-management-guide/Challenges_052919_PDF.pdf
https://www.garp.org/newmedia/gri/climate-risk-management-guide/Challenges_052919_PDF.pdf
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The 2018 Global Investor Statement to Governments on Climate Change was
published in December 2018 and supported by a range of investor groups, including
Ceres, The Institutional Investors Group on Climate Change (IIGCC) and the PRI. It
explicitly endorsed reporting under the TCFD.

The IIGCC has also published a guide for institutional investors regarding scenario
analysis, and has been supporting the work of the Climate Action 100+ Group. On 2
September, Climate Action 100+ launched its first initiative progress report. This report
highlights some specific areas of progress, but also ongoing challenges, including
around priority areas of engagement: lobbying reform: net zero goals or targets: and
TCFD implementation.

Investors are also under market, and regulatory, pressure to improve their reporting
on climate change issues. The UN Environment Programme Finance Initiative (UNEPFI)
created the Investor Pilot on TCFD Adoption. This included a group of large asset
owners and concluded that $10.7trn of assets under management could be wiped out
by a transition to a 1.5°C economy.

In September 2019, the Investor Leadership Network published TCFD Implementation,
Practical Insights and Perspectives from Behind the Scenes for Institutional Investors.
This document is intended to assist asset owners and fund managers in making better
choices to define their climate change strategies and disclosures. The ILN is aiming

to expand the adoption of uniform and comparable disclosures under the TCFD
framework.

Trucost, part of S&P Global, assesses risks relating to climate change, natural resource
constraints, and broader environmental, social, and governance factors. It provides
information for investors and, in reports such as TCFD Scenario Analysis: Integrating
Future Carbon Price Risk, it examines how investors can integrate future carbon price
risk into portfolio analysis.

The Transition Pathway Initiative (TPI) is a global initiative to assess companies’
preparedness for the transition to a low-carbon economy. Over 45 investors globally,
representing over £15 trillion of assets under management, support the TPI. The online
tool has analyses the performance of companies and acts as a corporate climate action
benchmark.

The 2 degrees Investing Initiative is a think tank on climate-related metrics and
policies in financial markets. It runs a Company Reports project, looking at TCFD- based
scenario analysis disclosures, targeting companies in the automotive and utility sectors
that form part of the IIGCC’s Climate Action 100+ activities.
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A number of organisations have been working to improve directors’ knowledge about
the challenges of climate change. These include Chapter Zero, a recently launched
initiative under the auspices of Hughes Hall, University of Cambridge, of a network of
non-executive directors of UK listed businesses, as part of the World Economic Forum
Climate Governance Initiative. This network is for chairs, committee chairs and non-
executive directors who are interested in accessing research and practical tools on
climate change.

The World Business Council on Sustainable Development has also been assisting
companies in ensuring they are up to speed on the climate challenge by, for example,
hosting sector specific preparer forums, and releasing its own reports on TCFD
implementation and disclosure.

Internationally, CPA Canada has also been developing educational resources for
companies, for example on the challenges of climate change and the assessment and
disclosure of materiality.

There has also been activity in the assurance and auditing arenas. Whilst not climate-
specific, the IAASB has been working on a project on assurance over emerging forms of
reporting.

A number of law firms have also been bringing to their clients” attention the evolving
nature of liability risks related to climate change. For example, Clyde and Co in their
report Resilience.
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https://theinvestoragenda.org/wp-content/uploads/2018/06/GISGCC-FINAL-for-G7-with-signatories_-update-4-June.pdf
https://www.iigcc.org/resource/navigating-climate-scenario-analysis-a-guide-for-institutional-investors/
https://www.iigcc.org/resource/navigating-climate-scenario-analysis-a-guide-for-institutional-investors/
https://www.iigcc.org/news/climate-action-100-investors-seek-net-zero-business-strategies-through-company-engagement/
https://www.unepfi.org/investment/tcfd/
https://www.investorleadershipnetwork.org/wp-content/uploads/2019/09/ILN_TCFD-Implementation_summary_final.pdf
https://www.investorleadershipnetwork.org/wp-content/uploads/2019/09/ILN_TCFD-Implementation_summary_final.pdf
https://www.trucost.com/publication/tcfd-scenario-analysis-integrating-future-carbon-price-risk/
https://www.trucost.com/publication/tcfd-scenario-analysis-integrating-future-carbon-price-risk/
http://www.lse.ac.uk/GranthamInstitute/tpi/
https://2degrees-investing.org/
https://www.chapterzero.org.uk/
https://www.wbcsd.org/Programs/Redefining-Value/External-Disclosure/TCFD
https://www.wbcsd.org/Programs/Redefining-Value/External-Disclosure/TCFD
https://www.cpacanada.ca/en/business-and-accounting-resources/financial-and-non-financial-reporting/sustainability-environmental-and-social-reporting/publications/assessing-materiality-of-climate-change
https://resilience.clydeco.com/articles/climate-change-liability-risks
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The Lab has published reports covering a wide range of reporting topics.

Reports include:

Financial Reporting

Reporting of performance metrics June 2018 @

Investors’ use of performance metrics 5

by
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Regulatory and market initiatives

Thelas few years s seen a number of regultory and
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January 2019
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Reports and information about the Lab can be found at:

https://www.frc.org.uk/Lab

Follow us on u Twitter @FRCnews or Linkedm

- Financial Reporting Council

The Financial Reporting Council (FRC) is the UK’s independent regulator
responsible for promoting transparency and integrity in business. The FRC
sets the UK Corporate Governance and Stewardship Codes and UK standards
for accounting and actuarial work; monitors and takes action to promote

the quality of corporate reporting; and operates independent enforcement
arrangements for accountants and actuaries. As the Competent Authority for
audit in the UK the FRC sets auditing and ethical standards and monitors and
enforces audit quality.

The FRC does not accept any liability for any loss, damage or costs howsoever
arising, whether directly or indirectly, whether in contract, tort or otherwise
from any action or decision taken (or not taken) as a result of any person relying
on or otherwise using this document or arising from any omission from it.
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