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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…
• 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? +
• 	Who has responsibility for climate-related issues? How are the board and/or committees involved and how often are climate-related
issues considered?+
• 	What insight does the information give the company and how is it being integrated into strategic planning? +
• 	What information helps the board understand the company’s risk profile?
• 	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? +
• 	Is the board preparing for different outcomes where there is uncertainty?
• 	How does the board get comfort over the metrics being used to monitor and manage the relevant issues?
• 	What arrangements does the Executive Committee, or other divisional levels, have in place for assessing and considering climaterelated issues, and who has responsibility for them? +
• 	Does the board consider the climate-related reporting to be fair, balanced and understandable?
• 	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?
• 	Has the board reviewed its public policy approach to climate-related issues for consistency?
• 	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?

Examples		
An approach is to disclose what information the board sees, the governance arrangements
in place, who has responsibility, and a consideration of the necessary competence.

Royal Dutch Shell plc, Unilever
PLC, National Grid plc

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

p38,39,40

Business model

TCFD expects
companies to:
Disclose the organisation’s governance
around climate-related risks and
opportunities
• Describe
	
the board’s oversight of
climate-related risks and opportunities
	
management’s role in assessing
• Describe
and managing climate-related risks and
opportunities

Page numbers refer to examples in
the full report which is available at
www.frc.org.uk/lab
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Business model and strategy
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 deemphasising and emphasising if circumstances should dictate? +
• 	What are the possible effects on the company’s revenues, expenditures, assets,
liabilities, products, customers, suppliers etc of different climate scenarios?
• 	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
rates, decommissioning, restoration and other similar liabilities and financial risk
disclosures?

Examples		
One approach is to disclose the resilience of the business model
and opportunities, including a quantification of these risks and
opportunities or where specific aspects of the business model may
be affected and the capacity to respond

SSE plc and
Stora Enso Oyj

p42-45,
46

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

Halma plc

p47

An approach is to outline strategic plans for reaching net zero by
2050, including reference to the IPCC recommended 1.5 degree
pathway, and an indication of strategic decisions being made in
light of this

General Mills Inc
and Ørsted A/S

p48, 49

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

p50

One approach is to disclose an internal carbon price used for
strategic planning purposes

p51

An approach is to discuss the horizons over which different issues
have been considered, and what those timeframes are

Aviva plc, Land
Securities Group
PLC, Bloomberg L.P.

p52,
75-77
and
58-59

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
• 	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

+ notes where the questions align with expectations for reporting in the TCFD’s ‘Guidance for
all sectors’
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Risk management		
In order to help investors understand 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, companies should ask themselves…
• What
	
oversight does the board have of climate-related opportunities and risks? +
• 	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? +
• 	How will transitional and physical risks affect the company? +
• 	How is a consideration of climate-related issues integrated into the risk
management process and connected to other related risks?
• 	Over what horizons have the risks been considered and risk assessments carried
out?
• 	How are the risks from climate change being monitored, including decisions
around mitigation, transfer, acceptance and control? +
• 	How is the assessment of the company’s viability over the longer-term taking into
account climate-related issues?
• 	Is 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?
• 	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?
• 	Are the scenarios sufficiently diverse and challenging?
• 	How did the company translate scenarios to operational/financial models?
• 	How is the scenario analysis used in strategic planning?

Examples		
An approach is to outline the risk management process in place, or provide
information on the oversight of the Audit Committee

Swiss Reinsurance
Company Limited
and National Grid plc

p54
and
55

An approach is to outline the risks in relation to key specific assets or
benchmarked results and changes made

Diageo plc and
Johnson Matthey
plc

p56
and
57

An approach is to refer to signposts being monitored, with indicators and
reference to future strategic decisions

Bloomberg L.P.

p58

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, or a description of the scenarios and impacts on key areas (in this
circumstance related to commodity impacts)

Oil Search Ltd and Rio
Tinto plc

p6061 and
62-63

One approach is to refer to climate-related impacts in the viability
statement disclosure

Royal Dutch Shell plc

p64

One approach is to refer to what type of expertise has been gathered when
specific external expertise has been sought

Royal Dutch Shell plc

p38

One approach is to refer to assumptions made and the impact of different
scenarios

Unilever PLC

p39

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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Metrics and targets
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’

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

p6668

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

p38
and
45

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

p55

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

Fresnillo plc

P69

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,
DS Smith plc
and National
Grid plc

p7072

An approach is to present different scopes of greenhouse
gas emissions, including Scope 3, across time, with
methodologies noted, or to explain changes in
calculations, changes from the previous year and scope
and boundary

Go-Ahead
Group plc,
Associated
British Foods plc

p73,
74

TCFD expects companies to:
Disclose the metrics and targets used to assess and manage relevant climaterelated 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

5
The Lab has published reports covering a wide range of reporting topics.

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.

Reports include:

Reporting of performance metrics
The reporting of performance metrics continues to be of
significant interest to investors. Regardless of their position
in the investment chain, investors have strong views about
how companies should report their performance. It is clear
that this issue is central to questions about how companies
demonstrate the value they create and how investors
value companies. As a result of wide-ranging discussions,
the Financial Reporting Lab (‘the Lab’) has developed a
framework and set of questions for companies and their
boards to consider when reviewing their reporting of
performance metrics.
Investors often refer to the impact the reporting of
performance metrics has on their assessment of
management credibility. The metrics chosen, how they are
reported, and whether or not the information is reported
in a way that investors consider to be fair, balanced and
understandable are central to this assessment.
Investors want to see the metrics that management uses
internally to monitor and manage performance, as these
give insight into a company’s strategy and measure how
it is performing against that strategy. In this context,
investors find it important to be given insight into how
management links its metrics to its business model and
strategy, including why metrics ‘make sense’ for the
company and what it is trying to achieve.
A view of performance is important for a number of
reasons. However, investors most often seek to understand
how a company has performed in order to assess its future
prospects. Metrics act as a signal, and performance is
understood in the context of the targets set, the wider
environment, and where the company intends to go next.
Because of this, investors are also concerned about the
quality and sustainability of the reported performance,
which helps explain why wider metrics, beyond the
traditional financial metrics, are of increasing importance.

June 2018

Investors’ use of performance metrics
During the project we heard that investors use metrics for a
range of reasons:

performance, position and prospects. They rely on company
reporting as a base, but they also use a range of external
sources to triangulate that information, or where reporting
is not provided by the company.

• analysis and valuation (benchmarking, comparing across

Regulatory and market initiatives

• assessing management’s credibility;

The last few years has seen a number of regulatory and
market initiatives regarding the reporting of performance
metrics. The European Union’s Non-Financial Reporting
Directive, the Commission’s Action Plan on Sustainable
Finance, and initiatives such as the Task Force on ClimateRelated Financial Disclosures, are changing the way that
companies are thinking about reporting on wider metrics.

a sector and screening);

• assessing long-term value;
• stewardship;
• forecasting or assessing trends; and
• assessing whether management is appropriately

incentivised.

These various uses and approaches mean investors may
be seeking different metrics, or using them in different
ways, depending on their position in the investment chain
and the reason for assessment. For example, a sell-side
analyst may be more interested in standardised measures
for forecasting purposes, a governance specialist may be
more interested in wider metrics as leading indicators
of long-term value, and a buy-side analyst may be more
interested in first assessing the performance metrics
of an individual company at an in-depth level before
comparing these metrics to other companies. However,
these are only generalisations and all investors we spoke
to, regardless of their position in the investment chain,
mentioned using GAAP, non-GAAP and wider metrics
in different ways. The framework and questions for
companies consolidate an overall investor view, but there
will always be some difference depending on investment
style, position in the investment chain, place in the market
and personal approach.

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.

In relation to financial metrics, in October 2015, the
European Securities and Markets Association (ESMA)
published its Guidelines on Alternative Performance
Measures (APMs). Following its release, the Financial
Reporting Council’s Corporate Reporting Review team
conducted two reviews into the use of APMs, which
considered the extent to which companies were applying
the guidelines. The principles set out in this report are
consistent with ESMA’s guidelines but provide an investor
perspective on the reporting of all types of metrics
(including wider metrics that are not covered by ESMA’s
guidelines).
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Artificial Intelligence and corporate reporting

How does it measure up?

Investors use all information that might help them
build a picture about management and the company’s

January 2019
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https://www.frc.org.uk/Lab
Follow us on

Twitter @FRCnews or
Registered Office:
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