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Introduction

This is a significant moment in climate-related reporting. Although already
widely used on a voluntary basis, the UK is the first major economy to
mandate climate-related disclosures in line with the Taskforce on
Climate-related Financial Disclosures (‘TCFD’) framework, which came
into effect for premium listed companies from 1 January 2021. Exposure
Drafts of the first standards on climate and sustainability reporting from
the International Sustainability Standards Board (ISSB) have also been
recently published, with the aim of establishing a more consistent and
formal overall framework for reporting in these areas. The rigour required
in companies’ disclosures is set to increase, making the new TCFD
reporting not only an important milestone, but also a test case for the
challenges that lie ahead.

Investors and other stakeholders are also making their rising expectations
clear. PwC'’s global investor survey showed that investors want
companies to:

e Focus on the ESG issues that are most important to their business — 79%
of investors agree that how a company manages ESG risks and
opportunities is an important factor in investment decision making.

e Show how ESG factors affect their business model (84%), how ESG is

embedded directly into their core strategy (82%) and show a link between
ESG risks and opportunities and financial performance (75%).

This report sets out PwC’s initial findings following a review of the first
50 disclosures by FTSE 350 companies under the new Listing Rules
requirement to report against the ‘TCFD’ framework.

2%

of investors believe that
companies should embed
ESG directly into their
corporate strategy

79%

of investors agree that how a
company manages ESG risks
and opportunities is an
important factor in investment
decision making
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Key highlights

ESG reporting was already a growing part of FTSE 350 reporting in the UK and, with the new TCFD disclosures,
our research shows that ESG information — including climate change disclosures — now constitutes around 30%
of the length of the average strategic report (up from 20% last year). 78% of companies we reviewed now
specifically mention ‘climate change’ in their financial statements — a significant increase on the 22% of the

FTSE 350 we observed last year.

Companies are responding in significant ways to the pressure that is being exerted by investors, regulators and
other stakeholders. But we found that many can do a better job of spelling out the key messages in critical
areas of the TCFD framework. In particular:

Risks and responses — Many
companies could be clearer about
their assessment of the most
important climate-related risks and
opportunities for their business, and
how they are responding to them.
Climate change affects companies
in different ways, over different time
periods and to different extents,
and the TCFD framework
recognises that one size does not fit
all when it comes to reporting. The
assessment of risks and
opportunities should drive climate-
related disclosures but too often the
connections are not being made.

8%0

of companies link their

metrics and targets with
climate-related risks and
opportunities

Financial impact — Most
companies could provide better
information about their estimates of
the actual or potential financial
impacts of climate change. There is
little or no quantification of the issue
in many reports, especially
considering that the financial
disclosures are so fundamental to
the TCFD framework. And when
financial information is given in the
financial statements it is often a
brief statement that climate change
is ‘not material’.

8%0

of companies quantify the
estimated financial impact
of climate risks in their
strategic report

Listing Rules requirements — We
also looked at how companies are
dealing with the new Listing Rules
requirement to report on the extent
to which disclosures are consistent
with the TCFD framework. We found
a range of approaches to this, with
some including a separate
‘consistency statement’ while others
integrate the information within the
TCFD disclosures themselves.
Whatever the approach, many
companies need to be clearer on the
areas where they are or are not yet
consistent with the framework, which
can involve considerable judgement.

0%

of companies acknowledge
in their reporting that they
have more work to do on
their TCFD disclosures in
future periods

The FCA Listing Rules to report against the TCFD framework, on a broadly ‘comply-or-explain’ basis, was always going
to be challenging, given that the TCFD framework was not designed as a set of compliance criteria and relies, for
instance, on significant judgement and supporting guidance. As market practice develops we hope that the
observations in this document will help companies to get more from the TCFD framework, and at the same time comply
with the technical requirements, while providing shareholders and other stakeholders with the information they need.
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Risks and responses — striking the

right balance

Climate change affects companies in
different ways and to different extents,
and the TCFD framework recognises
that one size does not fit all when it
comes to reporting.

Companies need to take a
proportionate approach to reporting,
depending on the impact climate
change will have on their business.

Investors, among other stakeholders, have
understandably focused on companies
in sectors identified by the TCFD as
‘high-impact’ for climate change. Such
businesses may be expected to be well
progressed in their approach to
managing climate change and therefore
would be expected to be in a relatively
strong position to report on it.

Climate change is more likely to be
seen as a strategic matter — a principal
risk or opportunity — and financially
material for these businesses. TCFD
disclosures are expected to reflect this.

There’s also a large group of
businesses that do not fit within
high-impact sectors, and it can be
more challenging for them to take a
proportionate approach to disclosure.
On one hand, they want to show they’re
committed to playing their part in
tackling climate change, but on the
other, they don’t want to imply the risks
or opportunities are expected to be
strategically material.

As a result, we’ve seen these
businesses often develop lengthy
disclosures that look similar to those of
a ‘high impact’ business, without
explanation of how and why the issue is
important to them. This does not
necessarily mean that the disclosures
are greenwashing. The actions being
taken can be making a genuine
contribution - it’s just the reason for
making them is not sufficiently clear. It’s
important that the disclosures are clear,
because a company’s assessment of its
risks and opportunities determines its
approach to the rest of the TCFD
framework.

' Banking, Insurance, Energy, Materials and Buildings, Transportation, Agriculture, Food and Forest Products, Technology and Media, Consumer Goods
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Risks and opportunities: business assessment

What have we seen so far?

4%

State whether
climate change
is material in
their financial

statements risks

A lack of consistency across the
reporting

While only 4% report whether
climate change is material in their
financial statements, 86% list
climate change as a principal risk or
embed it into existing principal risks.
A number of companies also publish
substantial climate or sustainability
reports separately, which implies
that there are significant risks or
opportunities to be managed. We
encourage companies to be clear
about how their approach and the
related judgements are consistent
across the various disclosures.

86%

List climate change

as a principal risk
or embed it into
existing principal

32%

Provide a
detailed
disclosure of the
risk assessment
process

carried out

Little focus on the processes
used to assess and manage risks
(and opportunities)

Only 32% of companies provide a
detailed disclosure of the risk
assessment process carried out,
and few detail the outcomes.
Disclosures can therefore appear
unclear about the material risks and
opportunities to the company, the
related timeframes and how climate
change could impact the business
model, strategy and financial
planning.

28%

Clearly link

risks and
opportunities
with metrics and
targets

Disclosures not driven by the
assessment of risks and
opportunities

By structuring reporting under the
four pillars of the TCFD framework,
companies often miss the
opportunity to build a coherent story
across each pillar, with only 28%
clearly linking risks and
opportunities with metrics and
targets. The best disclosures start
with the assessment of risks and
opportunities and relate the rest
(including any scenario analysis and
metrics and targets) back to this.

Key takeaway: A proportionate approach to reporting — one that is based on a solid

understanding of the risks and opportunities climate change poses and the subsequent
judgements made — will enable companies to tell a clear and consistent story to stakeholders.
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Risks and opportunities: business response

What have we seen so far?

34%

Give a clear plan

and/or response
to physical and
transitional risks

38%

Set out specific
timings for their
transition plan

56%

Disclose
milestones/interim
targets for their
emission

identified

Risks and opportunities need to
be clear first

The lack of clarity around risks and
opportunities noted in the previous
section makes it difficult for
businesses to articulate their
responses to the climate-related
risks identified.

Lack of clarity on the nature of
the responses

6

Almost every report refers to a
‘transition plan’, which should
explain the strategy for reaching the
company’s climate goal. However
the majority focus instead on
outlining targets to reduce
emissions.

While some of these plans address
a strategic risk or opportunity,
others don’t. There’s a clear
opportunity here for companies to
demonstrate how the remaining
strategic risks and opportunities are
being addressed.

Many climate-related targets are for
the medium to long-term, yet only
56% of companies disclose interim
milestones.

The green shoots of TCFD reporting

commitments

Defaulting to emissions for
metrics and targets

Many companies express their
climate-related metrics and targets
in terms of emissions only. Where
there are other strategically
significant underlying drivers,
companies should consider
reporting on these too. For example,
the percentage of raw materials
sourced from water stressed regions
will be key to managing climate
change. This will also help to show
how the metrics and targets address
any strategic risks and
opportunities.

Key takeaway: Once
companies have reported
on their relevant risks and
opportunities, they need to

articulate the nature and
purpose of their responses.
These should also reflect
the appropriate timescales.




Financial impact — the ‘F’ in TCFD

The financial impact of climate change
on businesses is at the core of the
TCFD framework, as emphasised by
the TCFD Guidance on linking climate
metrics to financial disclosures. While
recognising that these disclosures will
continue to evolve, for the companies
we reviewed, relatively few disclosures
include quantified financial information.

Where financial information is disclosed
in the front half of the annual report, it
is often in the context of scenario
testing, although there is often a lack of
clarity about the relevance to the
financial statements.

Where climate-related financial
information is given in the financial
statements, it is often a brief statement
that climate change is ‘not material’

The materiality challenge

with little commentary to explain how
this conclusion has been reached.
Where climate change is mentioned in
the financial statements, it is typically
included in the accounting policy
notes and impairment reviews.

Our observations and recommendations
below tackle this key component of
reporting against the TCFD framework
in more detail.

We've found that while many companies
provide extensive climate-related
disclosures in the front half, their
conclusions as to why the issue is ‘not
material’ for the financial statements
could be made clearer.

It is important that companies make
these judgements on a consistent
basis as they develop cash flow

EE Information is material if omitting, misstating or
obscuring it could reasonably be expected to

influence the decisions that the primary users of
general purpose financial statements make on the

basis of those financial statements...
IAS 1 — Presentation of Financial Statements

forecasts, whether for TCFD reporting
or the financial statements. For
instance, a company may conclude
that climate change is not expected
to cause a material impairment
charge even if the cash flow forecasts
that were used for the impairment test
included capital expenditures and
operating costs related to addressing
climate risk. This information might
itself be useful to users of the
accounts but would rarely be
disclosed because it did not result in
an impairment charge. Equally,
climate change might be expected to
be quantitatively material and affect
the financial statements in the future,
but because of the time horizon or
severity it may not have an effect on
the current period’s balance sheet.
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Reporting the ‘F’ in TCFD

10%

26%

/8%

Mention ‘climate

8%

Quantify physical
and transitional
risks in their
strategic report

Of companies that
quantify physical and
transitional risk in their
CDP submissions
reflect them fully in their
annual report.

Of the companies
who mention ‘climate
change’ in their
financial statements
have provided
detailed disclosures.

change’ in their
financial
statements

What have we seen so far?

Brief, high-level disclosures

While 78% of companies refer to
climate change in their financial
statements, the disclosures are often
brief and high level. This information
can often be found in the accounting
policies note, with brief references in
other notes. Climate change is
particularly relevant to impairment
reviews, particularly in some sectors,
although little information is provided

about the assumptions used related to

climate risk.

A lack of quantified financial
impact disclosures

Only 8% of companies, usually in
high risk sectors, quantify the
financial impact of physical and
transitional risks. It is possible to
provide ‘financial’ information on a
qualitative basis, but it will typically
be substantially less meaningful
than quantified disclosures.

Quantified information
provided elsewhere

63% of companies with CDP
submissions provide quantified
financial information on their
climate-related risks and
opportunities. This, however, is not
usually reflected in the financial
statements — with only 10%
explaining how the two relate.

Interpretation of material
financial impact

Where there are financial disclosures
in the TCFD reporting, they tend to
focus on the materiality of climate
change to the current balance sheet.
However, the TCFD framework is
clear that companies should also
consider the potential impact of
climate-related issues on future
financial performance and position,
but there is little disclosure of this.

The relationship between the front
half and the financial statements

The front half of the annual report
often includes significant content on
climate change with little or no
mention of this in the financial
statements. There can be valid
reasons for this but they are often
not provided.

Key takeaway: Where it is necessary, based on the assessment of risks and opportunities,
companies will often need to provide more quantified financial information on the impacts of

climate change in the front half narrative of future reports to meet the expectations of the TCFD
framework in full. Careful consideration will therefore need to be given to the consistency, or
otherwise, between the front half and back half.
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Listing Rules reporting — statement of
consistency with the TCFD framework

In this section, we focus on how the
Listing Rules requirements have been
addressed from the point of view of
technical compliance.

For periods beginning on or after

1 January 2021, premium listed
companies have been required under
the FCA Listing Rules to report climate-
related disclosures in line with the
TCFD framework, on a broadly ‘comply-
or-explain’ basis. This was always going
to be challenging, given that the TCFD
framework was not designed as a set of
compliance criteria and relies, for
instance, on significant judgement and
supporting guidance.

This has resulted in a range of
approaches to the reporting
requirements. For instance, some have
included a separate ‘consistency
statement’, while others have integrated
information on their status against the
framework within the TCFD disclosures
themselves.

Equally, judgement has had to be
applied to decide whether a company is
or is not sufficiently progressed in its
processes and disclosures to claim
‘consistency’ with the TCFD framework.
Dealing with climate change will be an
ongoing process, meaning that
processes and disclosures will often
develop and flex going forward. At what
point does this mean that the current
position is or is not fully consistent with
the framework?

The Listing Rules also permit
information to be provided outside the
annual report (subject to explaining why
this has been done) but the Companies
Act requires all material information
connected with climate change to be
included in the annual report itself. This
has given rise to discussions within
companies in a number of cases about
what does and does not need to be in
the annual report where a company has
a substantial separate climate or
sustainability report.

We look at these issues next. It is
likely that practice in this area will
continue to develop as the first round
of reporting is reviewed by the
regulators and other stakeholders,
and as reporting evolves in light of
technology and digitisation
opportunities.
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Listing Rules reporting

68%

38%

50%

46%

State full Include information

Provide an explicit

statement of
consistency with
the TCFD
framework

the TCFD
framework

What have we seen so far?

Lack of clarity on consistency
with TCFD framework

e |tis not always immediately clear
whether a company believes its
disclosures are — or are not —
consistent with the TCFD
framework. The most
straightforward way for a company
to do this is to include a separate
consistency statement that refers to
the TCFD’s eleven recommended
disclosures, explaining what has
been achieved in the year and where
further information will be provided
in the years to come. A separate
table or statement detailing this is
not a technical requirement, but
provides a clear overview for
the reader.

consistency with

Acknowledge in
their reporting that
they have more
work to do on their
TCFD disclosures in
future periods

Quality of explanations where
inconsistent with the TCFD °
framework

e With some exceptions, reports
generally do not explain in any detail
why the company is not yet
consistent with the framework or
what their future plans are. There
should be ‘full, clear and meaningful
explanations” as to why certain
disclosures have not been included.
Companies should of course also
avoid giving the impression they
have done more than they actually
have. Importantly, where a company
has made a judgement based on its
risk assessment that an element of
the TCFD framework is not
appropriate to them (for instance
quantitative scenario testing) this is
consistent with the framework if it is
explained.

outside the annual
report

Use of other reporting channels

The majority of TCFD reporting is
included within the annual report,
almost always in a specific section
of the strategic report. However, a
significant number of companies
cross-refer to a separate report and
a small number include most of the
relevant disclosures in a separate
TCFD or sustainability report.
Companies should note that under
the Listing Rules a reason needs to
be given for taking this approach,
and this is rarely explained clearly.
As a reminder, all material
information must be included in the
annual report to comply with the
Companies Act. This could be as
part of principal risk or other related
reporting if the TCFD disclosures
are outside the annual report.

Key takeaway: The Listing Rule requirements call for the exercise of considerable judgement in

many cases and companies should seek feedback on their TCFD reporting from regulators and
other stakeholders on the approaches taken in year one of the new reporting.

1 FCA Primary Market Technical Note 802.1
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Looking ahead

Our recommendations on how to enhance reporting

As identified in our analysis, there are a number of areas where reporting will
need to evolve to come closer to the original intentions behind the TCFD, build
greater trust in companies’ climate disclosures and help prepare companies for
future regulatory reporting requirements. These include:

e Greater clarity on the strategic risks and opportunities connected with climate
change for the business and how they are being responded to.

e Enhanced disclosure around the financial impact of strategic risks and
opportunities, ensuring proportionality and consistency with the financial
statements.

e Better information on transition plans, with clear milestones, outlining the
actual and potential impacts on the company’s strategy, business model and
financial planning.

e Explanations of why information that is not considered to represent a strategic
risk or opportunity, is disclosed.

¢ Inclusion of a broader range of underlying metrics and targets, not just
emissions data.

e More detail on the status of the company’s consistency with the TCFD
framework.

e All material information in separate TCFD and sustainability reports also to be
included in the annual report.

Appropriate assurance over metrics, especially emissions data, will also be
important. PwC has identified this as one of the key pillars to building trust in
climate reporting.

TCFD marks a step change in ESG reporting and paves the way for enhanced
reporting in the future. Companies should take a proportionate approach to
regulation — focused on quality of insight, rather than quantity — to ensure they
give stakeholders the information they need.

The green shoots of TCFD reporting

1


https://www.pwc.co.uk/who-we-are/purpose/business-briefing-climate-data.pdf

Contacts

Mark O’Sullivan Ollie Law Rachel Price

Head of Corporate Corporate Reporting Corporate Reporting
Reporting, PwC Specialist, PwC specialist, PwC
E: mark.j.osullivan@pwc.com E: oliver.law@pwc.com E: rachel.e.price@pwc.com

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members,
employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in
reliance on the information contained in this publication or for any decision based on it.

© 2022 PricewaterhouseCoopers LLP. All rights reserved. ‘PwC’ refers to the UK member firm, and may sometimes refer to the PwC network. Each member firm is
a separate legal entity. Please see www.pwc.com/structure for further details.

2022-04-05_RITM7998879



