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HM Treasury
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Financial Reporting Advisory Board

TCFD-aligned disclosure and Sustainability Reporting
Update (FRAB-SSC 10)

Issue: The paper sets out the FRAB Sustainability Subcommittee’s (FRAB-
SSC's) recommendations from the November 2024 meeting and asks
for the Board'’s approval to publish the Task Force on Climate-related
Financial Disclosure (TCFD) -aligned disclosure Application Guidance
(the AG) for Phase 3'.

Impact on guidance: The AG will be published on GOV.UK and will impact the FReM.
Relevant signposting is included in FReM 2025-26.

IAS/IFRS adaptation? No IAS/IFRS adaptations are proposed in this paper.

Impact on WGA? There is no immediate impact on WGA in the paper. Advice on
climate- and sustainability-related reporting may impact WGA's
performance reporting in the future.

IPSAS compliant? The TCFD recommendations and guidance align with the International
Sustainability Standards Board’s IFRS-S2 Climate-related Disclosures.
IFRS-S2 forms the foundation of IPSASB’s Climate Standard Exposure
Draft.

Interpretation for the ~ No IAS/IFRS interpretations/adaptations are proposed in this paper.
public sector context?  The AG interprets and adapts the TCFD framework in a UK public
sector context.

Impact on budgetary  N/A
and Estimates regimes?

Alignment with National N/A

Accounts

Recommendation: The Board are invited to comment on the paper, and are asked to
approve the AG.

Timing: Approval at this meeting — for publication on GOV.UK in winter 2024.

1. Sustainability reporting is increasingly important to foster transparency, accountability, and
resilience across the UK public sectors — ensuring preparedness for current and future climate
change, and the delivery of government’s statutory net zero goal.

2. The sector is advancing this goal by aligning with the Task Force on Climate-related Financial
Disclosures (TCFD), reinforcing its commitment to climate risk management and informed

! With the agreement of FRAB, HM Treasury set out a three-year phased implementation for TCFD-aligned
disclosure in central government — refer to Appendix 1 of FRAB 149 (13).


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1147996/FRAB_149__13__Sustainability_Reporting_Update_and_TCFD-alignment__1_.pdf
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decision-making. This guidance marks the final stage in a three-phase programme to embed
TCFD-aligned reporting.

3. We have built progressively on existing frameworks to create a unified yet flexible approach
that meets the specific needs of central government, other relevant authorities, and the wider
public sector. Collaboration with policy experts, report preparers, and departments has been
central to this process, and we welcome further feedback to continue strengthening
sustainability reporting practices in the public sector.

Background

4. This paper follows the last FRAB meeting and accompanying paper, FRAB 153 (03) in June
2024, where the Board approved the TCFD-aligned disclosure Exposure Draft for Phase 3 (the
ED). The ED consultation launched on 25 July 2024 and closed on 26 September.

5. At FRAB-SSC 10 on 4 November 2024, the Subcommittee discussed the ED consultation
feedback - refer to Annex 2. ED respondents generally supported the draft application
guidance. In regards to the specific Phase 3 guidance, respondents supported broader impact
considerations in scenario analysis, but many expressed that providing useful data would be
challenging, with one opposing this approach. There was also opposition to changing the
adaptation strategy disclosure from "2°C and below" to "2°C and 4°C," and a call for clearer
guidance on disclosures around transition risks, particularly for regions with more ambitious
net-zero targets of 2045.

6. Based on feedback and discussion at FRAB-SSC 10, the updates to the AG were as follows:

Overall

e \We have streamlined the AG, with more focused and concise guidance text, moving
supplementary information to annexes (specifically on ‘Risk Management’ and
‘Supporting Guidance from TCFD’).

Chapter 1: Introduction

e The Scope and Materiality sections and related disclosure requirements have been
simplified by categorising them as follows:

o mandatory requirements for all in-scope reporting entities - Governance
recommended disclosures, Risk Management recommended disclosure and
Metrics and Targets recommended disclosure b)

o mandatory requirements for reporting entities with principal climate risk - Strategy
recommended disclosures, Metrics and Targets recommended disclosures a) and
b)

o subject to a materiality assessment for all other in-scope reporting entities -
Strategy recommended disclosures, Metrics and Targets recommended
disclosures a) and b)

The related guidance in Chapter 1 and 3 has been updated accordingly.
Chapter 3: Strategy

Strategy recommended disclosure a) and b)

e Time horizons - Clarifying guidance to address specific real-life examples (including on
earlier net zero commitments, and organisations with limited funded/operating lives) and
flexibility on the use of ‘very-long-term’ time horizons.

e Impacts — Clarifying guidance on opportunities, broader considerations and boundaries.


https://assets.publishing.service.gov.uk/media/66c7506af86d967e61618228/FRAB_153__03__-_Sustainability_reporting_update_and_TCFD-alignment.pdf
https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-3
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Strategy recommended disclosure ¢)

e Reversed proposed adaption which considered scenarios of '2°C and 4°C’ to at least one
scenario of ‘2°C and below’. The reversal addresses consultation concerns around
government messaging on Net Zero commitments. However, the approach to using
Global Warming Levels (GWLs) based on the Climate Change Risk Assessment (CCRA) 4th
methodology remains unchanged. Guidance on transition risks is addressed later.

e Re-ordering guidance to initially focus on the government’s (and a reporting entity’s)
transition risks for delivering net zero (by mid-century). Supplementary guidance was
added on the characteristics for end-of-century scenario analysis to more clearly link with
significant physical (and adaption) risks.

e Further guidance was added on ranges for reference periods (up to 20 years); on climate
models and data sets (e.g., Met Office climate projects, IPCC models, ONS data sets);
and incorporating transition risks and when to use transition pathways (e.g., scenario
providers).

e Frequency — modified from ‘3 to 5 years’ (in the ED) to ‘at least every five years’ with
further guidance to support preparers in deciding the frequency (e.g., stress testing
financial exposure, changes to underlying assumptions on technology/geopolitics, value-
for-money considerations).

Annexes

e Anillustrative example was added to Annex 1 (of Appendix 1a/1b) detailing the
high-level considerations and requirements for a policy setting/regulatory in a group.

Recommendations

7. The Subcommittee agreed that the AG, once updated for their feedback, should be presented
to FRAB at the November meeting for review, comment, and approval. The Subcommittee’s
feedback has been incorporated into the AG — refer to Appendix 1 and 1b.

8. Following ministerial review and continued stakeholder engagement, there may be further
changes prior to publication. If these are significant, HMT will communicate these to the
Board. If the Board approves the AG, HMT plans to publish in winter 2024, ideally alongside
the 2025/26 FReM (pending ministerial clearance).

FRAB-55C recommends that the Board approve the updated TCFD-aligned disclosure Application
Guidance for Phase 3 with planned publication in winter 2024 (pending ministerial approval). Do
you agree? Yes/No

Is FRAB in agreement with HM Treasury’s proposed actions, supported by the Subcommittee, to:

e Present a sustainability thematic review to the Board— refer to paragraph. 14 and 16.

o Assess an appropriate approach, including governance structures and statutory remit,
to consider sustainability standards for the UK public sector (return to the Board once
considered)? — refer to para. 17 to 20.

SSC meeting summary

9. This section summarises the discussion at FRAB-SSC 10. For further detail — including a more
detailed update on sustainability reporting developments — please refer to the minutes, the
paper, and supporting annexes included in Annex 1a, 1b and 2.
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Implementation progress

10.

11.

12

13.

HMT reviewed a sample of 2023-24 Annual Reports and Accounts (ARAs) laid before the
summer Parliamentary recess, focusing on compliance with first-year TCFD-aligned disclosures
and sustainability reporting requirements.

Overall compliance with the Governance pillar was strong, with high-quality reports offering
climate context, plans for future disclosures, and clear information on the board and
management structures. However, a few preparers misunderstood the requirements, simply
replicating the TCFD Compliance Statement without detailed disclosures. Some ARAs included
immaterial opportunities or excessive explanations of new requirements. To support
improvement, HMT issued a Good Practice Guide (refer to Appendix 2), which is on One
Finance and will be updated for GOV.UK in early 2025 following further ARA reviews.

.On 29 October, ICAEW hosted a training session on TCFD Strategy requirements, in

collaboration with HMT and GAD, featuring insights from technical experts and TfL, who have
begun TCFD Strategy disclosures. HMT is working with GAD and other experts to develop
additional training and support for preparers ahead of the mandatory 2025-26 disclosures.

A department-led working group to support implementation has also been set up which HMT
is observing. This group should allow departments the opportunity to escalate issues to HMT
when it is felt that more central guidance may be needed (similar to the Technical Accounting
Centre of Excellence, and the Resource Accounts Special Interest Group). At the request of
the Subcommittee, HMT will consider whether there is anything more we can do to support
TCFD implementation from a standard-setter perspective (e.g., a central guidance page).

Sustainability thematic review

14.

15.

16.

Central government sustainability reporting requirements beyond the TCFD guidance are
outlined in the Sustainability Reporting Guidance (SRG), which aligns with Defra's Greening
Government Commitments (GGCs) for five-year environmental and climate targets. With the
conclusion of TCFD guidance development, and ahead of the next GGC period starting in
April 2025, HMT is proposing a thematic review of current sustainability reporting practices
and requirements. This review will address findings from the 2023-24 ARA assessment,
consider current GGC/SRG requirements, and developments in sustainability reporting by
standard setters and the private sector - including upcoming UK Sustainability Reporting
Standards (UK SRSs) and IPSASB’s Climate Exposure Draft.

The review will also consider the governance structure around setting sustainability reporting
requirements, recognising that FRAB’s terms of reference allow the Board to review climate
and sustainability frameworks, but that additional expertise and representation may be
required around the governance of any new UK public sector sustainability reporting
standards. However, the review will not make any final decisions in this area, as we will need
more certainty on the future direction for sustainability reporting generally before
fundamentally reconsidering the governance around setting these requirements.

HMT plans to present sustainability thematic review findings and recommendations and an
update on reporting developments at FRAB 155 in March 2024.

Future work, sustainability standards and governance

17.

18.

At FRAB-SSC 10, Subcommittee members discussed ongoing developments from standard
setters — refer to Annex 1. The Subcommittee asked HMT to consider the alignment of the AG
with IPSAS’s recently published Climate Exposure Draft (consultation closes 28 February
2025).

HMT plan to informally engage the Subcommittee when developing a response to the IPSASB
Sustainability Reporting Standards ED (SRS ED) and will submit this response if ministers
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agree. Assuming that HMT respond to the SRS ED, we will also bring our formal response to
FRAB in March, highlighting significant differences between the two.

19. An overview of the IPSAS ED is as follows:

e Framework alignment: Builds on TCFD and IFRS S2 while addressing public sector
specifics.

e Scope:

o Own operations - disclosures on climate risks and opportunities affecting an
entity's operations.

o Public policy programs - disclosures for programs aimed at climate impact
through regulatory or financial policies.

e Structure: Organised by governance, strategy, risk management, and metrics/targets.

20. In addition, the IPSAS SRS ED has narrowed its scope to focus on outcomes rather than
impacts. While earlier ED developments indicated that reporting on climate-related impacts
on the economy, environment and people would be required, the final ED has instead set a
narrower scope of outcomes, which as defined in IPSASB’s Recommended Practice Guideline
(RPG3) “occur as a direct result of, or reasonably attributable to, an entity’s outputs’. The TCFD
AG has included broader impacts on the economy, society and environment. This drew from
UK public sector literature, existing UK performance/narrative reporting requirements, and
aligns with the informational needs of primary users (refer to para. 1.37 in the TCFD AG
Appendix 1). Specifically, this is first introduced into the Broader Considerations/Sphere of
Influence section of the AG (Chapter 1), before being linked to an organisation’s strategy and
the impact of climate on that strategy (Chapter 3).

Next Steps

Over the next 6-12 months

21. Publication and stakeholder engagement: Pending FRAB approval and ministerial clearance,
the TCFD-aligned Application Guidance (AG) for Phase 3 is scheduled for publication in winter
2024. Stakeholder engagement will continue, focusing on refining the guidance and
addressing any challenges in its application.

22. Thematic review: HMT will conduct a review of current sustainability reporting practices,
considering recent findings, GGC/SRG requirements, and developments in public and private
sector reporting. The findings will be presented to FRAB in March 2025.

23. Training and support: HMT will work with GAD and others to offer further training for
preparers moving toward mandatory disclosures in 2025-26. The department-led working
group will continue providing feedback and identifying areas needing additional guidance.

Next inflection point:

24. FRAB 155 March 2025: This meeting will serve as a key review point, where HMT will present
the thematic review outcomes and sustainability reporting updates.

25. Later in 2025/26: the Subcommittee may be reconvened to consider new developments,
including the final IPSAS Climate Standard, DBT’s UK Sustainability Reporting Standards, and
provide views on advancing public sector sustainability reporting (noting the call from FRAB-
SSC for HMT to consider governance arrangements).
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The subsequent pages and annexes cover previous Subcommittee meetings. They are included

here as Annexes for reference and completeness only. Where sections of the subcommittee

papers have been incorporated into the covering paper - they have not been duplicated in these

annexes. Subsequent clarifications/updates to this paper, after the Subcommittee meeting have
been included in italics.

Annex 1 for FRAB-SSC 10 on 4 November 2024
Annex 1a — Agenda and minutes for FRAB-SSC 10

Time: 1.30pm to 3.30pm on Monday 4 November 2024 (virtual via MS Teams)

Attendees

Name Initials  Position FRAB Role

Sarah Geisman (Chair) SG HM Treasury (HMT) Relevant authority

lain Murray IM CIPFA Relevant authority
Karen Sanderson KS CIPFA Relevant authority

lan Webber W DESNZ Preparer representative
James Osbourne JO National Audit Office  Auditor representative
Max Greenwood (Secretariat) MG HMT -

Apologies

Lynn Pamment LP Jersey Audit Office FRAB Chair

Mike Sunderland MS DfE Preparer representative
Agenda

Consider the feedback from the TCFD-aligned disclosure Exposure Draft for Phase 3'
consultation.

. Review, discuss, and hopefully approve the updated draft of the TCFD-aligned disclosure
Application Guidance for Phase 3.

. Present our analysis of the 2023-24 annual reports and accounts laid so far, alongside
our Good Practice Guide.

. Discuss recent sustainability reporting developments and the next steps for the

Subcommittee.

Actions

[tem | Details | Progress
FRAB-SSC 04 on 1 March 2023

1| Sustainability HMT  to identify  potential | Open — engeing-work-te-identify-potential
Reporting Expert |candidates ~ with  sustainability | candidates,—although—externaladvicehas
reporting expertise and consider | beer—seught—from—GAB—whe—have
updates to update the FRAB-SSC |presented-atFRAB-SSCand-willpresent-at

Terms of Reference. FRAB: HMT to reconsider the Governance
arrangements for  sustainability-related
reporting and role of FRAB.

FRAB-SSC 07 on 7 March 2024
2 |Support for HMT to continue considering|Open — continue to monitor and develop
implementation |support and training on TCFD-|throughout TCFD implementation.

aligned disclosure implementation,
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including  supporting  relevant

working groups and developing

further directional guidance where
appropriate.

FRAB-SSC 10 on 4 November 2024

3 |HMT to update |HMT to update AG as follows: Closed — AG updated for FRAB-SSC

AG for FRAB-SSC Materiality section (introduce|comments

comments mandatory requirements, split
out Figure 1.3)

- Define transition risks and more
clearly explain climate scenario
analysis for 2045 net zero
goals.

4 |HMT to evaluate |HMT to evaluate alignment of AG|Open

alignment of AG [with IPSAS (and once published

with standards | DBT endorsed IFRS-Ss)

Publication procedures and details

A1. The summary minutes for the FRAB-SSC meeting have been circulated to the Subcommittee
for comment in advance of the FRAB meeting.

A2. These minutes should be read in conjunction with the supporting paper for FRAB-SSC 10 —
refer to Annex 1b. The summary minutes have been grouped by discussion category — rather
than the chronological order of discussion — to improve their readability.

Summary minutes

A3. Sarah Geisman as rotating Chair commenced the meeting, welcoming members and GAD
colleagues - noting apologies from Lynn Payment and Michael Sunderland.

TCFD-aligned disclosure exposure draft consultation (for Phase 3)

Consultation responses

A4. HMT provided an overview of the consultation feedback, noting that 14 formal responses
were received, supplemented by feedback at training sessions and working group
discussions. While there was general support for the guidance direction, key concerns
included:

e Transition risks — misunderstanding on how these were to be integrated into climate
scenario analysis, including global warming level (GWLs) and government’s net zero
commitments. Requests for incorporation and clearer guidance on analysing
transition risks.

e Strategy recommended disclosure c) adaptation - analysing a 2°C and 4°C GWLs
misaligns with national climate goals. Respondents were concerned about
government messaging for using these climate scenarios, relative to the Paris
Agreement.

A5. HMT explained that the AG had been streamlined (i.e., simplified introduction, with detailed
elements moved to annexes). In addition, illustrative examples and additional materiality
guidance had been added in response to consultation feedback. Other changes were made
to address specific points of feedback (e.g., on earlier net zero target years, organisations
with limited operational/funding lifetimes).



FRAB 154 (07)
FRAB-SSC 10
21 November 2024
Streamlining Chapter 1 and supporting guidance from TCFD, and materiality guidance

A6. The Chair asked members to discuss the Chapter 1 updates, as well as relocating the
‘supporting guidance from TCFD’ sections to annexes. The Chair also encouraged members
to suggest ways to make the guidance more concise and readable.

A7. One member agreed with the streamlining, however, asked whether this approach was
consistent with other published application guidance, and internally consistent. The member
also noted that certain materiality terms were unclear and the inconsistency between
materiality in financial statements and broader climate disclosures. They suggested avoiding
the term 'materiality’ for mandatory disclosures to improve understandability.

A8. Another member expressed support for streamlining and relocating content to annexes.
They also agreed that the approach to annexed information needs to be consistent and
necessary for clarity around materiality concepts. They referenced the Government Finance
Function course on Materiality in the Financial Statements.

A9. Another member also expressed concerns about the overlap between scoping, materiality,
and principal risk assessments. They noted that the new ‘climate as a material topic’ added
complexity. They supported clearer separation and differentiation of concepts, potentially
through revised decision trees.

A10. Another member noted the utility of the decision tree in Figure 1.3, however, suggested
breaking down the decision tree into three parts to simplify the understanding of scoping,
risk assessment, and materiality.

A11.There was consensus on simplifying the language with mandatory disclosures explicitly
stated as required without referencing materiality and clearer delineation between scoping
and risk assessments.

A12. HMT acknowledged the complexity and committed to refining the language to better
differentiate between thresholds, principal risk considerations, and material disclosures.
They agreed to incorporate feedback to simplify the guidance, improve the decision tree
structure, and clarify materiality language.

A13.The Chair confirmed with the Subcommittee members that there was no additional
feedback on Chapter 1, and they supported the restructuring. The Chair encouraged FRAB-
SSC members to provide additional suggestions offline.

Risk guidance

A14. The Chair moved the discussion on to Question 3 and 4. HMT updated FRAB-SSC on the
principal risks guidance which had been revised to differentiate between requirements for
general risk management which is risk agnostic (now in Annex A); and the specific climate
risk guidance and requirements which remain in the main body. Climate risk is systemic in
nature and has unique reporting needs.

Time horizons and transition risks for earlier net zero targets

A15. HMT provided an overview of the updates to Strategy recommended disclosures a) and b)
with adjustments made to clarify time horizons, and address specific feedback from
members (e.g., asset design life cycle contrasting with short-term funding cycles). Guidance
now clarifies reference periods, especially concerning end-of-century scenarios.

A16. The Chair opened the floor for feedback on these updates. One member raised a point of
clarification with reference to a 2045 net zero commitment and how this is to be included
within the guidance range. HMT confirmed that guidance has been broadened to cover
these transition risks more comprehensively in mid-century, to encompass
regional/jurisdictional commitments of 2045 net zero targets. The member suggested
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explicitly stating this in the annex for clarity. HMT agreed to consider adding a note to avoid
ambiguity.

Removal of Strategy recommended disclosure ¢) adaptation and climate scenarios to consider

Al7.

A18.

A19.

A20.

The Chair moved the discussion on to Question 5, concerning the proposed removal of the
specific 2°C and 4°C warming scenarios. HMT explained that consultation feedback
highlighted concerns that specifying 2°C and 4°C degree pathways could imply reduced
government commitment to Paris Agreement goals. HMT confirmed that this was not the
intention, noting that the previous adaptation aligns with the TCFD requirement to consider
at least one scenario of ‘2°C or lower’. Transition risks within scenarios should primarily be
driven by government’s Net Zero policy which is designed to meet the national statutory
target. The change aims to simplify communication without altering the overall guidance or
removing essential scenarios.

A member sought to understand whether this change was substantive or presentational.
HMT confirmed it was presentational only, not substantive. The member expressed comfort
with the adjustment, understanding it as a presentational refinement.

The Chair introduced Question 6, regarding updates on reference periods and pathways.
HMT explained revisions were made to address confusion over transition risks, emphasising
their presence in alignment with the government’s evolving net-zero strategy. Default
scenarios aligned with GWLs remain, however, the guidance highlights the flexibility
provided to organisations with specific needs or access to specific data (e.g., financial
institutions).

The Chair invited feedback. Members endorsed the added flexibility, noting potential shifts
like government restructuring that could impact risk analysis.

Scenario analysis frequency and illustrative example

A21.

A22.

A23.

The Chair introduced Question 7, which relates to the frequency of climate scenario analysis.
HMT noted a diverse range of views within consultation responses, however, there was
support for the frequency selected. The revised guidance specifies detailed analysis ‘at least
every five years’, with interim updates as necessary for transition risks. This approach
balances data availability constraints with the need to capture evolving risks.

A member noted appreciation for the flexibility in this area, citing the relevance with other
reporting policy developments (e.g., Machinery of Government).

The Chair moved on to the illustrative example added in Annex A and asked for comments.
Members confirmed they were content.

Alignment with developing sustainability standards

A24.

A member raised a broader point about the need to consider alignment with international
standards as they develop (e.g., IPSASB Sustainability Reporting Standard Exposure Draft
(SRS ED) on Climate). HMT discussed ongoing collaboration with IPSASB and efforts to
ensure consistency where appropriate. HMT plan to informally engage the subcommittee
when developing a response to the SRS ED and will submit this response if ministers agree.
Assuming that HMT respond to the SRS ED, we will also bring our formal response to FRAB
in March, highlighting significant differences between the two.

A25. The member raised the importance of clarity in scoping and noted the balance between

A26.

comprehensive and manageable guidance.

HMT confirmed that they attended the IPSAS SRS ED launch event on Friday 1 November,
and noted IPSASB’s relatively narrow focus on climate-related policies and acknowledged
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ongoing discussions on the optimal scope. HMT is considering consistency between the UK
government’s approach to sustainability reporting and international standards.

2023-24 ARA evaluation, Good Practice Guide and other support

A27. HMT has reviewed pre-summer recess ARAs and plans to review the remaining 23-24 ARAs

over the coming months. This will not be a formal evaluation process but will help refine
best practices and enhance future reporting. HMT intends to manage this through practical
guidance and by highlighting examples of effective disclosures.

A28. HMT summarised that while compliance for TCFD and sustainability reporting requirement

had been high, there were examples of low or non-compliance. An area of focus needed to
be connectivity between climate and sustainability and other ARA sections. The reviews
involved both a high-level review of departments and larger ALBs ARAs laid pre-recess, and
engaging with technical experts and preparers to identify examples of good practice, as well
as specific practices to avoid. A good practice guide is being prepared based on these
reviews and will be finalised after evaluating the ARAs laid after the summer recess.

A29. One member highlighted the value of identifying “star” reports as examples for other

preparers, suggesting that showcasing public sector examples would be helpful.

Other updates and approval for onward submission to FRAB

A30. A member explained that she would provide further input on the structure and presentation

A31.

of the application guidance by email. They suggested that the definition of climate transition
risk is expressly included in the main body of the guidance rather than solely in the annexe.
They also felt information in certain footnotes should be integrated into the annexe for
clarity. They also asked the GWLs be clearly set out as the default position earlier in the
document to avoid this being missed.

The Chair invited feedback from the Subcommittee on the proposed clarifications, with
members confirming their consent, that once the guidance had been updated for their
feedback, then it could be presented to FRAB.

Governance over sustainability reporting requirements and FRAB

A32.

A33.

A member asked about FRAB's authority over sustainability guidance, noting that this topic
does not fit neatly within FRAB's legislative remit. They questioned whether FRAB's current
membership was appropriate for sustainability reporting oversight, noting that the group’s
expertise may need to evolve to reflect the complexities of sustainability disclosures.

HMT acknowledged the governance questions and confirmed that future work on
sustainability reporting, including the thematic review discussed below, would consider
potential changes to FRAB'’s structure. HMT noted that aligning with international
sustainability standards may require reconsidering governance arrangements to include a
wider stakeholder base.

Sustainability thematic review and other sustainability reporting developments

A34. HMT outlined plans for a sustainability thematic review, focusing on central government’s

A35.

sustainability reporting. The findings will be presented at the March FRAB meeting. Defra is
renewing and expanding the GGCs for 2025-2030, and HMT is considering the most
appropriate way of updating the guidance in line with developing practices in the private
sector, standard setters and needs of preparers/users.

HMT provided key dates for upcoming developments, including the Q1 2025 endorsement
of IFRS-Ss by DBT and the ongoing work by DESNZ on a public sector emissions framework.
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Future subcommittee meetings

A36.

The application guidance will be submitted for FRAB’s approval in November, with no
further subcommittee meetings planned unless required.

Implementation support

A37.

A38.

A39.

A40.

A41.

Ad42.

A43.

Ad4.

A45.

A member emphasised the need for real-time support mechanisms for preparers, potentially
through a working group that addresses emerging issues and shares insights publicly when
appropriate.

HMT set out the existing support networks, including the Sustainable Finance Network and
the TCFD Implementation Working Group (recently launched by MOJ). Although these
groups support preparers, it will be important to make sure there are formal lines of
communication between these groups and HMT, so HMT can consider if any additional
guidance is needed from a standard-setting perspective.

A member raised the issue of support needed during the implementation phase after
guidance has been finalised. The focus was on establishing effective mechanisms to assist
preparers and gather feedback during implementation, particularly regarding key judgments
and decisions. There is a need for a real-time feedback loop rather than a post-event review,
given the complex and judgmental nature of the disclosures. The member acknowledged
that this support does not neatly fit within the existing remit of the FRAB.

HMT acknowledged the concerns about a lack of a designated structure for implementation
support and the limitations inherent in HM Treasury's role as a standard setter. Typically,
after guidance is issued, implementation responsibilities rest with individual departments,
often with support from the National Audit Office (NAO) for specific judgment areas.
However, due to the novel nature of the current disclosures, more structured support is
warranted. Training sessions, including one held with ICAEW last Tuesday, have been well-
received, and more support for preparers will be offered.

HMT provided more detail on ongoing initiatives, such as Defra’s and GAD's development
of additional training resources. She mentioned recent efforts like ICAEW training sessions
and emphasised the importance of establishing formal communication channels for
feedback and clarification.

HMT highlighted considerations being made for a cross-cutting bid in the context of the
Spending Review, aiming to secure funds to support implementation in collaboration with
GAD and Defra. However, they cautioned that a similar bid had been unsuccessful in a
previous review, so expectations should be managed. HMT invited further input from GAD
and other stakeholders.

HMT provided updates on DEFRA and GAD’s work to develop a scenario analysis training
module, expected early next year. He acknowledged that additional training would be
needed and that discussions were ongoing to address these needs.

HMT mentioned the potential establishment of a centralised digital repository on One
Finance to house guidance and implementation resources. Efforts are being made to ensure
stakeholders are aware of and use this platform effectively. HMT also referred to semi-
regular updates through existing networks to discuss challenges, though these are informal.
Publishing additional formal guidance may be necessary as implementation progresses and
issues emerge.

The GAD representative reinforced the discussion on cross-departmental support, noting
that they are exploring funding options in the Spending Review 2025. GAD stressed that
while a strong business case exists, securing funding and coordinating the various
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departments, are significant challenges. GAD is committed to working on these issues,
recognising the need for consistent technical support and guidance across departments.

AOB, acknowledgement and close

A46. The Chair asked members whether they had any other business.

A47. HMT expressed gratitude to GAD colleagues for their invaluable support in developing the
application guidance. The Chair thanked the Subcommittee members for their strategic
input and acknowledged the complex, often conflicting feedback that had to be navigated
- noting the Subcommittee would enter an indefinite hiatus, with future reconvening yet to
be determined. HMT was thanked for the guidance development. Meeting closed.
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Annex 1b — Meeting paper

Summary and updates
Background

B1. This paper is for the FRAB Sustainability Subcommittee (FRAB-SSC) meeting on 4 November
2024. This follows on from the last FRAB meeting and accompanying paper, FRAB 153 (03),
in June 2024 where the Board approved the Task Force on Climate-related Financial
Disclosure (TCFD) -aligned disclosure Exposure Draft for Phase 3 (‘the ED’). The ED set out
the recommended disclosures for the Strategy pillar, on time horizons, impacts, and climate
scenario analysis.

B2. This paper summarises the responses to the ED, and the proposed changes to the TCFD-
aligned Disclosure Application Guidance for Phase 1, 2 and 3 (refer to Appendix 1). The
paper also sets out HMT's plan for a sustainability thematic review and updates members
on developments to the sustainability reporting landscape,

TCFD-aligned disclosure Application Guidance - Phase 3

Consultation feedback

B3. Fourteen responses were received on the ED consultation — refer to Annex 2. Further
informal feedback was received through separate sessions with preparers and policy teams.
The main themes/views were as follows:

Support for broader considerations of impacts to be considered in scenario analysis,
however, multiple respondents thought providing useful data would be challenging.
One respondent was strongly opposed for this reason.

Multiple respondents opposed the adaptation to Strategy recommended disclosure c)
from 2°C and below’ to '2°C and above’, with most feeling this portrayed the wrong
message for government.

Multiple respondents reflected that there should be a stronger focus on transition
risks. Some respondents incorrectly understood from the AG that these were not
required under the scenario analysis using Global Warming Level (GWLs).

Representatives from Scotland and DHSC/NHS bodies (where more ambitious net zero
goals of 2045 have been set) noted that guidance was not clear on transition risks.

Further guidance was requested on climate scenarios with requests for an illustrative
example.

Updates to Application Guidance

B4. We have updated the AG accordingly explaining the updates and posing questions to FRAB-
SSC in this section. Alongside these more significant changes, we have streamlined the
guidance and added minor clarifications/supplementary guidance — refer to Appendix 1a
(draft) and 1b (tracked changes).

Q1. Does FRAB-SSC support the updates to Chapter 1 Introduction, including:

e Moving supplementary information (i.e., TCFD history, reason for UK public sector
adoption, etc.) into annexes, and streamlined chapter.

e Clarifying materiality guidance with respect to boundaries and wider considerations,
including explaining climate as a material topic and material climate-related
information.


https://assets.publishing.service.gov.uk/media/66c7506af86d967e61618228/FRAB_153__03__-_Sustainability_reporting_update_and_TCFD-alignment.pdf
https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-3
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e Moving the Industry and Sector-specific guidance (i.e., to strongly consider applying this
AG as well as TCFD's Supplementary Guidance) from the Scope section to the Materiality
section.

e Updating the Compliance Statement Example for Phase 3 with distinction on
requirements between when climate is and isnt a principal risk.

Q2. Does FRAB-SSC support moving ‘Supplementary Information from TCFD’ for each
recommended disclosure (in chapters 2 to 5) from the main body to an annexe (with UK
public sector interpretations and adaptations explained). The main body now only includes
summary detail and references to supporting tables.

Q3. Does FRAB-SSC support the updates to Chapter 3's Principal, New and Emerging Risks
section, including: moving general (non-climate specific) risk guidance to Annex A.

Q4. Does FRAB-SSC support the updates to Chapter 3’s Strategy recommended disclosure a)
Time horizons and b) Impacts, including:

Time horizons:

e Adding targeted guidance in a footnote for bodies with a limited operating/funding
lifetime, but responsible for longer life projects (e.g., High Speed 2 Ltd).

e Setting out optional approach to use very-long-term as an additional time horizon
category for bodies applying the end-of-century reference period for climate scenario
analysis. While this option was previously considered (as a mandatory requirement) and
rejected, this has been reintroduced based on feedback. This approach wasn’t pursued
(as mandatory) as it was felt this could complicate application.

Impacts

e Additional guidance added to the Materiality section addresses feedback on boundaries
and scope.

Q5. Does FRAB-SSC support removing the proposed adaption to Strategy recommended
disclosure ¢) of '2°C and 4°C’ (instead applying ‘2°C and below’ unchanged). This was to
address concerns around government messaging on Net Zero strategy. The proposed
approach - to align with GWLs and the Climate Change Risk Assessment (CCRA) 4th
methodology of 2°C and 4°C — remains unchanged (see Q6).

Q6. Does FRAB-SSC support the updates to climate scenario analysis on reference periods and
pathways, including:

Reference periods

e Consolidating, explaining and re-ordering guidance to focus on government’s (and a
reporting entity’s) transition risks for delivering net zero (by mid-century)

e Adding further guidance on the characteristics for end-of-century scenario analysis,
linking these to when significant physical (and adaption) risks crystalise.

e Adding guidance on ranges for reference periods (up to 20 years).

Pathways

e Adding a more robust explanation for the approach to use GWLs of 2°C and 4°C (i.e.,
UK is small part of global emission as drivers).
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e Adding further guidance on climate models and data sets (e.g., Met Office climate
projects, IPCC models, ONS data sets) in the Climate Scenario Analysis section, with
further detail in Annex A.

e Adding further guidance to support reporting entities incorporate transition risks into
their climate scenario analysis and providing additional guidance on setting transition-
pathways (although GWLs remains the default approach). The guidance covers:

o when they may be appropriate — for insight for policy/regulatory roles, common
practice in industrial group/sector, and for different geographies, where
information on potential material exposure to transition risks is useful to users.

o potential scenario providers (e.g., Network for Greening the Financial System
(NGFS) (World Bank) data sets - commonly used by financial institutions, and
International Energy Agency (IEA) in energy-related analysis)

o interlinkage with other pathways and data sets (e.g., Shared Socioeconomic
Pathways, projected carbon market prices)

Q7. Does FRAB support the updated guidance on frequency and quantification of scenario
analysis?

Frequency

e Updated from ‘3 to 5 years’ (in the ED) to ‘at least every five years” with further
guidance to support preparers on deciding the frequency (e.g., stress testing financial
exposure, changes to underlying assumptions on technology/geopolitics, value-for-
money considerations).

Quantification

¢ Noted the difficulty in quantifying impact on the economy, the environment, and the
public, where qualitative analysis may be more appropriate.

Q8. Does FRAB-SSC support the inclusion of an illustrative example in Annex A? This addresses
the risk considerations, and respective reporting for a public sector body within a group
structure with a policy setting/regulatory role.

Q9. Does FRAB support the updates to the application guidance? Is the Subcommittee content
for the AG to be taken to FRAB for their review and approval at FRAB 154 in November
20247

TCFD-aligned disclosure implementation

Initial evaluation of 23-24 TCFD-aligned disclosures

B5. HMT evaluated a sample of 23-24 ARAs laid before the summer Parliamentary recess,
assessing both the TCFD-aligned disclosures and existing sustainability reporting
requirements. This culminated in a Good Practice Guide — refer to Appendix 2.

B6. Compliance was generally high for the first-year requirements, which focused on the
Governance pillar. Better ARAs provided context on climate (and sustainability) for the
organisation, and provided plans for future disclosures. Most Corporate Governance Reports
sufficiently met Governance a) requirements (and were usually cross referenced), with group
entities detailing broader climate risk management successfully. When included,
organograms effectively clarified reporting structures, meeting for Governance b)
requirements.
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There were a very small number of preparers who failed to understand the new requirements

- simply copying the TCFD Compliance Statement, then failing to provide the required
recommended disclosures for Governance. One body that was in scope failed to report.

While some preparers who had tried to tackle later phase requirements did so effectively,
others had included opportunities which on the surface do not appear material. Some ARAs
had too much explanation on the new disclosure requirements, which felt unnecessary.

The Good Practice Guide highlights ‘practice to avoid’ more generally, to address these
issues going forward. We plan to continue monitoring how disclosures develop over the
implementation period, issuing further guidance, as necessary. The draft guide is currently
published on the Government Finance Function’s digital platform OneFinance, and HMT
presented these finding to the Sustainable Finance Network (in September). Once we've
sampled and reviewed the remaining 23-24 ARAs, we intend to publish an updated version
on GOV.UK in early 2025.

Training and support

B10. ICAEW hosted a training session on the TCFD Strategy requirements on 29 October in

collaboration with HMT and GAD, with presentations from technical experts and TfL who
have started to provide TCFD disclosures for Strategy. HMT is working with GAD and other
experts to develop further training and support for preparers in advance 2025-26 when
these are mandated.

Forward look

Sustainability Thematic Review

B11

B12.

. Central government sustainability reporting requirements are set in the Sustainability

Reporting Guidance (SRG). This aligns closely with the Defra’s Greening Government
Commitments (GGCs) which set central five-year environmental and climate targets. The
next GGC round begins in April 2025.

In advance of GGC25-30, we propose conducting a thematic review on current sustainability
reporting practice and requirements in central government, which also considers wider
developments in the sustainability reporting landscape — by standard setters and in the
private sector. While previous SRG updates have been shared with the Subcommittee?; a
thematic review will allow for a more comprehensive evaluation to address issues identified
in the 2023-24 ARA review discussed above and lay the groundwork to consider future
reporting approaches (noting upcoming UK Sustainability Reporting Standards (UK SRSs)
from the Department for Business and Trade (DBT) and IPSASB’s Exposure Draft — covered
later in this paper).

The Subcommittee

B13.

B14.

The FRAB-SSC Terms of Reference refer to Appendix 1 in FRAB 145 (16) state that FRAB may
consider these climate and sustainability frameworks. Our view, expressed by the
subcommittee at previous meetings and from others across the public sector and in policy
teams is that that a broader cross-government and public sector review and project (with a
wider stakeholder base) is needed to decide future sustainability reporting to ensure policy
teams from across government and views from relevant authorities are considered to
maximise strong alignment.

If FRAB-SSC supports the AG being taken to FRAB 154, we propose not arranging a further
FRAB-SSC at this point. HMT will provide the sustainability thematic review

2 Updates and developments to the SRG (and GGCs) were included in the FRAB-SSC workplan - refer

Annex 2 in FRAB 145 (16)


https://assets.publishing.service.gov.uk/media/621e07d9d3bf7f4f04b2b66a/FRAB_145__16__-_Sustainability_Subcommittee_Update__FRAB-SSC_01_.pdf
https://assets.publishing.service.gov.uk/media/621e07d9d3bf7f4f04b2b66a/FRAB_145__16__-_Sustainability_Subcommittee_Update__FRAB-SSC_01_.pdf
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recommendations alongside an update on sustainability reporting developments as a paper

at FRAB 155 in March 2024. Beyond that, HMT will bring a paper to the full FRAB board on

sustainability reporting more generally (and may reconvene the Subcommittee for a more
detailed discussion).

Updates to the Sustainability Reporting Landscape
UK Private Sector

DBT ISSB endorsement

B15. On 18 July 2024, the UK Sustainability Disclosure Technical Advisory Committee (TAC)
launched a call for evidence® to seek views on the ISSB’s IFRS-S1 and IFRS-S2 in the UK
private sector (closed on 11 October 2024). From a high-level analysis of the 41 published
responses, there was support for the endorsement of IFRS S1 and S2, however, many
respondents highlight the need for further guidance on implementation, particularly around
materiality, Scope 3 emissions, and ensuring that the standards are workable for
organisations of all sizes. DBT aims to make an endorsement decision by Quarter 1 2025%.

Climate Financial Disclosures

B16. As Task Force on Climate-Related Financial Disclosures (TCFD) -aligned disclosure has
become mandatory, companies are refining information, improving scenario analysis, and
expanding their focus on climate-related risk mitigation and adaptation strategies. The FRC
did not conduct a climate thematic review in 2024. However, their general review of annual
reports noted larger companies are in the process of developing their climate-related
disclosures (in line with statute 2022/31), with more of them providing additional
information on progress towards net zero. They did, however, identify examples of
greenwashing, with this issue remaining an area of concern for users.

UK Public Sector Policy

Emissions Measurement, Reporting and Target-Setting

B17. The Department for Energy Security and Net Zero (DESNZ) published a report® which reviews
the approaches to emissions measurement and reporting across the UK public sector,
exploring how reporting can support decarbonisation. It identifies mechanisms,
effectiveness factors, and challenges for emissions reporting, and makes five
recommendations to improve the process, including: clear and consistent guidance; clear
purpose of emissions reporting; emission database and tools; capacity building; and
governance and leadership. HMT is considering these developments, and working with
DESNZ to drive better emissions reporting. There are no immediate consequences to the AG.

3 www.frc.org.uk/library/external-groups/uk-sustainability-disclosure-tac/uk-sustainability-disclosure-tac-
projects/uk-endorsement-of-ifrs-s1-ifrs-s2-call-for-evidence/

4 www.gov.uk/quidance/uk-sustainability-reporting-standards

> www.gov.uk/government/publications/emissions-measurement-and-reporting-approaches-for-the-

public-sector



https://www.frc.org.uk/library/external-groups/uk-sustainability-disclosure-tac/uk-sustainability-disclosure-tac-projects/uk-endorsement-of-ifrs-s1-ifrs-s2-call-for-evidence/
https://www.frc.org.uk/library/external-groups/uk-sustainability-disclosure-tac/uk-sustainability-disclosure-tac-projects/uk-endorsement-of-ifrs-s1-ifrs-s2-call-for-evidence/
http://www.gov.uk/guidance/uk-sustainability-reporting-standards
http://www.gov.uk/government/publications/emissions-measurement-and-reporting-approaches-for-the-public-sector
http://www.gov.uk/government/publications/emissions-measurement-and-reporting-approaches-for-the-public-sector

FRAB 154 (07)
FRAB-SSC 10
21 November 2024

International Standard Setters and Regulation

International Public Sector Accounting Standards Board

B18. In September 2024, IPSASB approved their first Sustainability Reporting Standard Exposure
Draft (IPSASB SRS ED 1) on Climate-related Disclosures® with a launch event on 1 November
2024. The consultation is expected to close in late February 2025.

B19. While in the past FRAB (and FRAB-SSC) have not respond to IPSASB consultations, HMT
independently made the decision to respond to IPSASB’s initial consultation to develop a
public sector specific standard — refer to Appendix 2 in FRAB 148 (16). Once published, HMT
will decide whether to respond directly to IPSASB’s SRS ED 1.

B20. The ‘Developing International Public Sector Sustainability Reporting Standards Project’ is
being supported by the World Bank.

International Accounting Standards Board

B21. In July 2024, the IASB issued an Exposure Draft, Climate-related and Other Uncertainties in
the Financial Statements’, with feedback requested by 28 November 2024. The ED
introduces eight illustrative examples to guide companies on how to apply IFRS Accounting
Standards in reporting climate-related and other uncertainties. The examples do not alter
IFRS requirements, instead aiming to clarify application, particularly in response to
stakeholders’ concerns that climate-related information in financial statements often lacks
consistency with other corporate disclosures.

B22. The proposed examples span scenarios across various industries and reporting challenges
(i.e., materiality judgments, assumptions in impairment assessments, credit risk, and
decommissioning obligations). For instance, Example 1 illustrates when material climate-
related information is disclosed without quantitative impact, while Example 3 shows how
an entity might disclose key assumptions in determining asset recoverable amounts under
IAS 36. The IASB is seeking feedback on whether these examples will enhance the clarity of
climate-related reporting in financial statements, the suitability of including these as
illustrative examples in IFRS, and the technical content of the scenarios.

B23. Once these examples have been finalised, HMT will consider whether there are any specific
UK public sector considerations, with particular reference to the guidance brought to the
Subcommittee and Board — refer to Annex 4 in FRAB 150 (11).

International Sustainability Standards Board

B24. The ISSB is working alongside other regulators and standard setters, including the SEC and
European Sustainability Reporting Standards (ESRS), to promote alignment and reduce
reporting burden for multinational companies. Furthermore, the G20 and I0SCO have
endorsed these developments, supporting the global adoption of standardised reporting
frameworks.

6 www.ipsasb.org/consultations-projects/sustainability-climate-related-disclosures
7 www.ifrs.org/projects/work-plan/climate-related-risks-in-the-financial-statements/



https://assets.publishing.service.gov.uk/media/63a454a8d3bf7f376474f873/FRAB_148__16__-_Sustainability_Reporting_Update.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1183215/FRAB_150__11__-_Sustainability_reporting_update_and_TCFD-alignment__1_.pdf
http://www.ipsasb.org/consultations-projects/sustainability-climate-related-disclosures
http://www.ifrs.org/projects/work-plan/climate-related-risks-in-the-financial-statements/
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Annex 2
TCFD-aligned Disclosure Exposure Draft — Phase 3

Exposure Draft Consultation

c1.

C2.

3.

4.

The Phase 3 ED consultation closed on Monday 26 September 2024. In total, fourteen
responses were received from preparers and representatives from the following
organisations:

e Department for Health and Social Care (DHSC)

e Department for Science, Innovation and Technology (DSIT)

e Department for Environment Food and Rural Affairs (Defra)

e [ministerial department — identifiers removed on publication at request of
respondent. Labelled “Dep-X" herein]

e Sizewell C Ltd

e Competition and Markets Authority (CMA)

e [requlator — identifiers removed on publication at request of respondent. Labelled
“Reg-Y” herein]

e High Speed Two (HS2) Ltd

e Audit Scotland

e The Institute of Chartered Accountants in England and Wales (ICAEW)

e Association of Chartered Certified Accountants (ACCA)

e Institute of Chartered Accountants of Scotland (ICAS)

e Healthcare Financial Management Association (HFMA)

e PricewaterhouseCoopers (PwC)

Formal responses have been published. Some submissions represent individual views from
within organisations rather than official organisational positions. Where possible, relevant
details have been included; however, these responses have not been published
in full. Additionally, details of certain respondents have been withheld upon request to
protect their anonymity. This approach aims to encourage open and candid feedback
from affected parties while maintaining a level of transparency consistent with the
objectives of the original consultation.

Although response numbers were relatively low compared to similar consultations (e.g.,
implementing a new IFRS Standard), there was broad representation from across the
sector—including large ministerial and non-ministerial departments, arms-length bodies
(ALBs), other public sector organisations, partner bodies, and external experts from
professional and training institutions. The majority of respondents provided detailed
feedback on each question.

Many TCFD-Technical Working Group, other cross public sector preparers, and policy teams
participants provided detailed feedback on drafts circulated before the ED’s publication and,
therefore, did not formally respond to the consultation. Verbal feedback at training events
since the ED’s release has been positive.

Respondents were broadly supportive of our overall approach to the Strategy pillar,
including the individual interpretations and adaptions proposed for the Strategy
recommended disclosures. The consultation responses have been included in Annex 2,
alongside our views and resulting changes to the guidance. The following sections
summarise more detailed feedback received on the ED.
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Principal, new, and emerging risks

C5. Clarity and examples needed: Several respondents expressed the need for more detailed and
worked examples, as well as clearer guidance on identifying and managing new and
emerging risks.

C6. Consistency across departments: Several respondents highlighted the importance of
achieving consistency across departments in risk reporting and presentation.

C7. Risk categorisation: Requests for stronger alignment with the Orange Book taxonomy rather
than TCFD-specific by a small number of respondents.

Strategy and guidance on risk assessments

C8. Need for Harmonisation: Some mentioned the overlap with other programs (National
Adaptation Programme) and the need for harmonisation and clearer guidance.

C9. Time horizons: Multiple respondents requested clearer definitions of short-, medium-, and
long-term time horizons.

C10. Materiality guidance: Some called for additional guidance on applying materialitg? vy in
risk assessments and disclosures.

Climate scenario analysis

C11. Adaptation to Strategy o): Many respondents disagreed with changing scenarios from
considering different scenarios including a 2C and below to a 2C and 4C

C12. Frequency of analysis: Most respondents agreed on conducting scenario analysis every 3 to
5 years but suggested more guidance on when updates are required.

C13. Need for detailed examples: Several respondents emphasised the need for more detailed
and worked examples to support preparers.

C14. Alignment with CCC pathways: Most respondents supported aligning climate scenario
analysis with the Climate Change Committee's pathways but requested more guidance and
clarity. Some requested more focus on transition pathways (see next section).

Transition risks, transition-driven pathways and shadow carbon pricing

C15. Physical/transition risk balance: Respondents requested more focus on transition risks, with
guidance needed on how these will crystalise by 2050, while physical risks will emerge 2080-
2100. This included how government’s net zero target is incorporated into the approach
for climate scenario analysis.

C16. Detailed guidance needed: Respondents requested more detailed guidance and examples
on transition pathways and shadow carbon pricing.

C17. Sector-specific guidance: Several respondents highlighted the need for sector-specific
examples and guidance to ensure relevance and applicability.

Reference periods

C18. Common reference periods: Most respondents supported setting common reference periods
(e.g., mid-century and end of the century) but called for flexibility and clarity in their
application. This was particularly relevant for the 2050 anchor point where jurisdictions and
relevant authorities have set more ambitious net zero targets of 2045 (compared to the
national target of 2050).

C19. Challenges for long-term projections: Some pointed out the inherent uncertainties in long-
term projections and suggested more guidance on how to handle these.

20
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General feedback on the guidance as a whole

C20.

C21.

C22.

C23.

C24.

Ease of reading and accessibility: Multiple respondents suggested making the guidance
more accessible and easier to read, especially for non-financial professionals. There was
feedback that the ED was too long (and similar feedback was received from FRAB in June
2024).

Sustainability beyond climate: One respondent recommended expanding the guidance to
include broader sustainability issues and nature-based disclosures. Another raised concerns
that TCFD adoption could open the door to a multitude of other frameworks (e.g., Taskforce
on Nature-related Financial Disclosures) which may not be appropriate for the public sector
and could adversely impact the usability of annual reports and accounts.

Support for TCFD Framework: Some respondents expressed strong support for adopting the
TCFD framework, highlighting its benefits for consistency and comparability in climate risk
reporting.

Wider considerations: There was support for including wider considerations in the climate-
related disclosures - however, multiple respondents expected significant challenges with
guantification. One respondent noted their concerns on the wider

Tailored guidance for different entities: A respondent emphasised the need for tailored
guidance for entities with different operational lifetimes and broader considerations.
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Views/feedback Responses Question Suggested Improvements
More detailed and worked examples, CMA, Defra, Q1, Q11 Provide more detailed and worked examples. Include
recommended reporting layout and format DSIT, HS2 recommended reporting layout and format to achieve
needed for greater consistency. consistency across departments.
Support for not adapting Strategy recommended CMA, DSIT, Q2a, Q3a Continue with the current approach without adaptation but
disclosures and the Supporting Guidance from Sizewell C, provide additional guidance on materiality considerations.
TCFD. HS2, ACCA,

ICAEW
Concerns about the clarity and applicability of the Defra, DSIT, Q1, Q3c Provide clearer guidance on emerging risks, including
guidance for emerging risks and materiality. Audit Scotland examples and definitions. Further guidance on applying

materiality, particularly in the context of policy and
regulatory functions.

Support for a common reference period of mid- [Dep-X], Q5 Allow flexibility for entities to justify or explain their chosen
century (2050s) but with flexibility for entity- Sizewell C, reference periods. Consider the availability and reliability of
specific factors. HS2, ICAEW, data for longer-term periods.

ACCA
Support for setting a common reference period of [Dep-X], Q6a Ensure guidance acknowledges the inherent uncertainties
the end of the century (2080-2100) for entities Sizewell C, with long-term horizons and provide flexibility where
with long-term impact. HS2, ICAEW, appropriate.

ACCA
Agreement on the need for three reference [Dep-X], Q7 Provide more explicit guidance on selecting near-term
periods (near-term, mid-century, end-century) Sizewell C, reference periods and ensure alignment across government
with flexibility in near-term periods. HS2, ICAEW, institutions.

ACCA
Support for aligning climate scenario analysis with | CMA, Defra, Q8 Clarify the time periods these pathways refer to and provide
global warming level/temperature pathways set DSIT, Sizewell guidance on alternative physical and socio-economic
out by the CCC. C, [Dep-X], pathways.

HS2, ICAEW
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Need for more guidance on transition risks and DSIT, Sizewell Q9 Provide more examples and clear guidance on transition
transition pathways (including on shadow carbon C, [Dep-X], risks, transition-driven scenarios and shadow carbon
pricing. ICAEW, ACCA pricing. Regularly review and update this section to reflect
evolving standards and practices.
Support for conducting scenario analysis every 3 CMA, DSIT, Q10 Issue clear central assumptions and ensure alignment across
to 5 years but with considerations for more Sizewell C, departments. Consider frequent monitoring of new
frequent updates if assumptions change. [Dep-X], HS2, scenarios and developments.
ICAEW, ACCA

Challenges and concerns regarding the Defra, General Clarify the scope and avoid duplication of efforts.
duplication of efforts and overlap with other lidentifier Comments | Streamline reporting to reduce redundancy with other
programmes like the National Adaptation removed - Q3 programmes.
Programme. informal

response]
Need for central guidance and assumptions to DSIT, HS2 Q10, Q11 Issue clear central assumptions to ensure consistency and
ensure consistency across departments. alignment across departments.
Suggested removal of revenue size thresholds DSIT, Sizewell Q4 Remove revenue size thresholds and provide guidance on
consideration for robust scenario analysis. C, Audit applying qualitative/quantitative considerations for scenario

Scotland, analysis.

ICAEW

Support for the inclusion of impacts of policies ICAEW, Defra, General Expand the guidance on how to determine which policies
and regulations on climate-related disclosures. [identifier Comments | to include and their scope. Clarify the materiality

removed - Q2b, Q3b considerations for policy and regulatory impacts.

informal

response]
Concerns about the complexity and resource HS2, DSIT, Q3c, Q10 Provide prioritisation guidance for initial reporting years and
intensity of implementing the guidance. ICAEW consider the resource implications for reporting entities.
Support for the TCFD framework and the use of ICAEW, ACCA General Continue with the TCFD framework and 'comply or explain'
'‘comply or explain' approach. Comments | approach to ensure relevant and useful disclosures.

Q2a
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Not all respondents utilised the consultation template or answered the questions, instead providing free form analysis or going through the ED to
address specific paragraphs and sections.

Question CMA DSIT Sizewell | [Dep-X] | ICAEW HS2 Audit ACCA DHSC
C Scotland

1 | Is the principal, new and emerging risk section No Yes Yes N/A Yes, Yes, N/A Yes, Yes
sufficiently clear? Does the guidance on risk with with with
assessments, risk reporting and risk prioritisation changes | changes changes
adequately set out the expectation and
disclosure requirements, and support preparers?

2a | Do you support our approach to not adapt Yes Yes Yes N/A Yes Yes N/A Yes Yes
Strategy recommended disclosure a) or the
Supporting Guidance from TCFD?

2b | Is the additional detail on time horizons, impacts N/A No Yes N/A Yes, Yes, Yes, Yes, Yes
with respect to broader public sector with with with with
considerations, and climate-related opportunities changes | changes | changes | changes
sufficiently clear? Do you support this public
sector interpretation?

3a | Do you support our approach to not adapt No Yes Yes N/A Yes Yes N/A Yes Yes
Strategy recommended disclosure b) or the
Supporting Guidance from TCFD?

3b | Is the additional clarification and guidance on N/A Yes, Yes, N/A No Yes N/A Yes Yes
impacts with respect to broader public sector with with
considerations sufficiently clear? If not, why not? changes | changes
Do you believe further guidance is required in
this sub-section?

3c | Are the disclosure requirements and guidance for | N/A No Yes N/A Yes, Yes, Yes, Yes Yes,
quantification sufficiently clear? Do they strike with with with with
the appropriate balance, considering the utility changes | changes | changes changes
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of the information for decision-makers and
annual report users, as well as the ability of
reporting entities to adequately make a
quantified assessment?

Are you supportive of the adaptation to Strategy
recommended disclosure ¢) to remove the
revenue size thresholds consideration for robust
scenario analysis; and instead apply this
guidance in deciding the level of detail for
climate scenario analysis? Do you believe further
guidance is needed in this section? If so, what?

N/A

Yes

Yes

N/A

Yes

Yes

Yes,
with
changes

Yes

Yes

Are you supportive of the application guidance
setting a common reference period of mid-
century (2050s)? If not, why not? Which
alternative reference period (or anchor point)
would you suggest, if any?

Yes

Yes,
with
changes

Yes,
with
changes

Yes

Yes

Yes

Yes,
with
changes

Yes

Yes

6a

Are you supportive of the application guidance
setting a common reference period of the end of
the century (2080-2100)?

Yes

No

Yes

No

Yes

Yes

Yes

Yes

Yes,
with
changes

6b

Are you supportive of this reference period, only
being required where reporting entities: 1. own,
manage or regulate significant long-life assets or
infrastructure; or, 2. deliver essential public
goods and services which are likely to be
significantly impacted by climate change; or, 3.
set longer term policy which is, or regulate
industries/sectors that are, likely to be
significantly impacted by climate change.

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes,
with
changes

Are you supportive of mandating a total of three
reference periods (or points)? Are you supportive

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes
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of near-term reference periods (or points) being
selected by the organisation?

Are you supportive of aligning climate scenario
analysis with the global warming
level/temperature pathways set out by the
Climate Change Committee? If not, why not? Do
you believe further guidance is needed in this
section - including on alternative physical and
socio-economic pathways? If so, what?

Yes

Yes

Yes

Yes

Yes,
with
changes

Yes

Yes

Yes,
with
changes

Yes

Is the guidance on transition pathways and
shadow carbon pricing sufficiently clear? Does
this support preparers with this type of analysis
and disclosure? If not, what further detail should
be added? Are there any other potential or
perceived risks which have not been addressed in
this guidance?

N/A

Yes,
with
changes

Yes,
with
changes

Yes,
with
changes

Yes

Yes

N/A

Yes,
with
changes

Yes,
with
changes

10

Do you support the approach that scenario
analysis is conducted every 3 to 5 years, or more
frequently where the assumptions used no
longer apply? Is the associated guidance
sufficiently clear? If not, why not? Do you believe
further guidance is needed in this section? If so,
what?

Yes

Yes,
with
changes

Yes

Yes,
with
changes

Yes

Yes

Yes

Yes

Yes,
with
changes

"

Is the Climate Scenario Analysis section
sufficiently clear? Does the guidance on
transition driven pathways, and support
preparers with this type of disclosure? If not,
what further detail should be added? Do you
believe further guidance is needed in this
section?

No

Yes,
with
changes

Yes

Yes

Yes

Yes,
with
changes

Yes

Yes

Yes,
with
changes
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Foreword

This document sets out the principles and standards underpinning the
application of the Task Force on Climate-related Financial Disclosure
(TCFD) recommendations in central government, and, where relevant,
the wider public sector. This disclosure framework is a key part of the
UK central government performance reporting framework, previdirg

Aaprevedenhancing transparency and public accountability.

Year of applicability

This application guidance for TCFD-aligned disclosure applies to
reporting periods from 2025-26. A three-year phased implementation
approach to TCFD recommendations has been used for central
government, of which this is the third and final stagephase - refer to
Annex C for more details.

Scope

This guidance applies to all departments (ministerial and non-
ministerial), central government and wider public sector bodies that
meet specific criteria or where they have been directed/instructed to
follow the guidance by their respective relevant authority 1. Other
central government and public sector bodies may voluntarily choose to
follow this guidance in full or in part. Refer to Chapter 1 for more details
on the scope of this guidance.

Summary requirements

Phase 1set out the disclosure requirements for the first year of
implementation. In-scope reporting entities were required to include
the following:

e o TCFD Compliance Statement — summarising the extent to
which this guidance has been complied with, the reasons for
non-compliance, and providing an overview of plans for future
reporting.

e the TCFD Governance recommended disclosures:

(a) describe the board'’s oversight of climate-related issues.

1 Each relevant authority sets the requirements for entities in their jurisdiction, including HM Treasury for central
government bodies, other national governments for their Arms-Length Bodies (ALBs) in the devolved
administrations (Scotland, Wales and Northern Ireland), the Department for Health and Social Care (DHSC) for
National Health Service (NHS) bodies, the Chartered Institute of Public Finance and Accountancy (CIPFA) and
Local Authority (Scotland) Accounts Advisory Committee (LASAAC) for local government.

8



(b) describe management’s role in assessing and managing climate-
related issues.

e the TCFD Metrics and Targets recommended disclosure:

(b) disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse
gas (GHG) emissions, and the related risks -aligning with existing
GHG emissions reporting methodologies where appropriate.

Phase 2 set out the disclosure requirements for the second year of
implementation. In addition to Phase 1 disclosure requirements, Phase
2 included:

e the TCFD Risk Management recommended disclosures:

(a) describe the organisation’s processes for identifying and
assessing climate-related risks.

(b) describe the organisation’s processes for managing climate-
related risks.

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

e the TCFD Metrics and Targets recommended disclosures:

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

(c) describe the targets used by the organisation to manage
climate-related risks and opportunities and performance against

targets.

Phase 3 of this application guidance sets out the disclosure
requirements for the third year of implementation. In addition to Phase
1and Phase 2 disclosure requirements, Phase 3 includes:

e the TCFD Strategy recommended disclosures:

(@) describe the climate-related risks and opportunities the
organisation has identified over the short, medium, and long
term.

(b) describe the impact of climate-related risks and opportunities on
the organisation’s operationst, strategy, and financial planning.

(c) describe the resilience of the organisation’s strategy, taking into
consideration different climate-related scenarios, including a 2°C
or 42C-seenartetlower scenario.




tCertatrDenotes UK public sector interpretation and adaptations Aeve-beer

meadeapplied to the—FFEFPTCED's recommended disclosures €5and supporting
quidance set out in subsequent chapters.
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Chapter 1
Introduction

1. Climate change is a significant crisis facing the global
community, and one the UK will need to continue to confront head-on
amid the greater chance of warmer, wetter winters and hotter, dryer
summers, plus more variable rainfall and more severe storms. Sea levels
are rising by approximately 4 millimetres per year year, 2 around the UK
coastling, increasing the risk to buildings and infrastructure close to the
shoreline. Extreme weather - flooding, storms, heatwaves — already
cause significant disruption in the UK every year, so we should not
underestimate the challenges that a more extreme climate will have on
our lives, the economy and our environment.

1.2 This chapter provides an overview of the Task Force on Climate-
related Financial Disclosures recommendations and explains how
public sector bodies should use this guidance, as well as why TCFD-
aligned disclosure is being pursued in UK public sector annual reports
and accounts (herein referred to collectively as ‘annual reports’). An
overview of the TCFD framework has been included in Figure 1.1 at the
end of this section, and further information on TCFD in Annex A-.

2 State of the UK Climate 2021 - Kendon - 2022 - International Journal of Climatology - Wiley Online Library: and
The Third Climate Change Risk Assessment (CCRA) Technical Report

n



(https:/rmets.onlinelibrary.wiley.com/doi/10.1002/JOC.7787

Background
to—n2015theFSBestablished-the FCFbto-developThe Task Force's

recommendations for mere-effective-climate-related financial

disclosures te-prermmetermerethformed-decistonsin annual reports and;
. ; ‘

carbon—relatedassets -and-exposures-to<chmate—relatedrisks:
1713 FheTFaskFeree accounts, published thelrrecommendations-in
2017 4-whteh20175, proposed:

e four widely adoptable recommendations across four thematic
areas (Governance, Strategy, Risk Management, and Metrics
and Targets) — please refer to Figure A5 in Annex A};

e eleven recommended disclosures structured around the
thematic areas, representing the core elements of the
organisation’s operations. The disclosures are intended to
interlink and inform each other—refer to Figure A5 in Annex
A

e general and sector-specific guidance for applying the
framework;

e seven key principles for effective disclosure:

1) relevant

2) specific and complete

3) clear, balanced, and understandable

4) consistent over time

5) comparable across the sector, industry, or portfolio
6) reliable, verifiable, and objective

7) timely

S FSB's TCFD guidance: www.fsb-tcfd.org
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Thematic areas (core
elements, pillars)

Governance

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

Recommendations

\J

a) Describe the
board’s oversight of
climate-related risks

and opportunities

Recommended
disclosures

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

Strategy

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.

\J

a) Describe the climate-
related risks and
opportunities the
organisation has
identified over the

short, medium, and
long term

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

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

14

Risk
Management

l

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

\ ]

a) Describe the
organisation’s
processes for

identifying and

assessing climate-
related risks

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

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

Metrics and
Targets

l such information is
material.

\

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

[

b) Disclose Scope 1,
Scope 2, and, if
appropriate, Scope 3
CHG emissions, and the
related risks

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




orale o onti

1.4 -Since their inception, the TCFD recommendations have been
adopted by a broad range of organisations across countries, industries
and sectors. Fre-gutdanece-n-this-decurmentThe UK government
formally endorsed the TCED framework and has mandated TCFD-
aligned disclosure for large entities in the private sector 8.

HO15 This guidance has been introduced to improve the quality and

breadth of climate-related information in public sector annual reports
and align climate-related reporting with the private sector.

Rationale for public sector adoption

Incorporating climate-related disclosures into annual reports
enhances decision-making by providing critical insights into future
risks and opportunities via horizon scanning. This helps organisations
strateqgically plan and build resilience, ensuring long-term value and
transparency for stakeholders, improving climate risk management
and enhancing response efforts.

Application

+H1.6  This guidance should be read in conjunction with the {F+cFbB's
gutdanee:TCFD’'s Guidance: Implementing the Recommendations of
the Task Force on Climate-related Financial Disclosures. Reporting
entities should familiarise themselves with the TCFD recommendations
and the relevant supporting guidance.

H21.7 Fherearehowever-Necessary interpretations and adaptations
for applying the TCFD framework in a public sector contextwhick have
been addressed in the subsequent chapters. These have been

surarmarisedalongsidefurthergutdanee;explained in Annex A._In

8 BEIS's Climate-related financial disclosures for companies and limited liability partnerships and The Companies

Act (Strategic Report) (Climate-related Disclosure) Regulation 2022:

https://www.legislation.gov.uk/uksi/2022/31/contents/made
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http://www.gov.uk/government/publications/climate-related-financial-disclosures-for-companies-and-limited-liability-partnerships-llps

addition, Figure A5 (in Annex A) sets out the TCFD framework's
structure and recommended disclosures.

Implementation approach

+3——Reporting entities will likely benefit from adopting TCFD-aligned
dlsclosure ina phased approach Annex Cilims—apphea%fe&gwelaﬂee—rs

provides details on phased implementation, including when the

application guidance was published . Phasel{issued-Iuiy-2023})

Feeemﬁcreﬁela%reﬂs—s—esseﬂﬂa—Hewe&eF Organisations should engage
with the framework early, scaling up based on priorities, materiality,
and available resources.

Scope

11619 Reporting entities must verify whether they are ‘in-scope’ of this
guidance - refer to :Figure 1.2 Flowchart for applying this guidance.
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Central government

H71.10HM Treasury sets the requirements for central government
annual reports and accounts in consultation with the Financial
Reporting Advisory Board (FRAB). FRAB advise on annual reporting
requirements for all relevant authorities across the public sector. This
guidance has been reviewed and approved by FRAB.

H8L11 All central government departments (ministerial and non-
ministerial) rArgstare required to apply this guidance.

HS1.12 Arm’s-length bodies (ALBs) are required to follow this guidance
where they have:

e more than 500 employees 12; or,

e total operating income and funding received (including grant-
in-aid) exceeding £500m; or,

e been instructed by their sponsoring department to follow this
guidance.

1201.13 This guidance is not mandatory for:
e ALBs not explicitly brought into scope in paragraph (para.) :1.12;

e Other central government bodies where existing TCFD-related
regulatory or legislative requirements override this guidance -
refer to para.:1.18;

e Wider public sector bodies (unless specifically directed by their
respective relevant authority or relevant regulation/ and
legislation - refer to para. }1.14).

Wider public sector

12114 This guidance does not automatically apply to local government,
NHS bodies (Trusts, Foundations, Integrated Care Boards), public
corporations, and entities in the devolved administrations.

+221.15Relevant authorities may direct reporting entities in their
jurisdiction to follow this guidance or choose to adapt this guidance to

meet their needs—Ertittest-the-widerpublie secterrmay-wishto

eonsuttwith-thelrrelevanrtautherityon (e.9., Department for Health and
Social Care (DHSC) sets out their TCFD-aligned disclosure:

requirements in the Group Accounting Manual (DHSC GAM).

Voluntary adoption

12 Full Time Equivalent (FTE) staff averaged across the reporting period.

17



116 Furthermeresueh-entitiesApplying the TCFD recommendations
is useful for decision makers and supports accountability and
transparency to report users. As a result, public sector bodies may
choose to voluntarily apply this guidance —in full or in part.

26117 Where a reporting entity.is impacted by climate issues,

they should strenghr-consider applying-the—identifiesthe benefit of
TCED mformat|on even where thev do not meet the speC|f|c ﬁdﬂs%ﬂes

ndustries-and-Groups & B} & B & & B & & b
Banks 3 3 = =
tRsuranee-Companies == % & = == =

zﬁeset-@wmﬁs % & ® & &
AssetManagers E == = T &
{ Ererey == = E

il:;ﬁaﬁspeﬁa-'ﬂeﬁ = = il
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Entittessubjeetto-Other climate-related disetosure

disclosures resulting from legislation or regulation

27118 Where an entity is subject to legislation or regulation
relating to climate-related disclosures or similar, they must follow the
related requirements in full. This can be summarised as follows:

e Publicly quoted companies, large private companies, and Limited
Liability Partnerships (LLPs) should check the BEIS-mandatory
climate-related financial giselesuredisclosure® and UK
Sustainability Reporting Standards (UK SRSs) (expected earhy
2025),

e Premiume-listed and standard-listed companies should check the
Financial Conduct Authority (FCA) Listing Rulesi4

e FCA-regulated companies should check the FCA Climate-related
Disclosure Rules. Relevant types of entities include:

o asset managers

o life insurers, including pure insurers}

o hon-insurer~cA—+eguiated pension providers, including
platform firms and Self-Invested Personal Pension (SIPP)
operators

o FCA-regulated pension providers

Yelaptaryadoption

13 The government is a strong supporter of the ISSB, and is working to endorse the first two sustainability
standards in the UK private sector: www.gov.uk/guidance/uk-sustainability-disclosure-standards

14 www.fca.org.uk/firms
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Figure 1.2 Flowchart for scoping and applying

this guidance
Yes Yes
No
Q4
Yes

Start
es
- >

No
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Mandatory requirements
29— The Task Force reguires disclosures related disclosuresin-the

arrgatreportandrmustdetatk

Ha—ForexampleforPhase 2 acentralgovernment departrmentmust
state-which-of therecommended-disclosuresforto the Governance; and
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. ’ : I o I .
144119  Ferecentralgeveramentrecommended disclosure (b) —

Scope 118 and Scope 2 GHG em|SS|ons onlv to be included in annual

fermationta-thetranpualrepertsandaccounts, without being

subject to a materiality assessment. This information is fundamental to
understanding an organisation’s ability to identify, assess and manage
climate-related risks.

1.20 Other recommended disclosures — Strategy (a) to (c) and Metrics
and Targets (a) and (c) — are subject to a materiality assessment — refer

to para. 1.23.

@ () (@ () () (@ (b () (@ (b ()

Mandatory -

not subject to ]
materiality 8 Scope 1and 2 GHG
assessment emissions only

Subject to

materiality
assessment

Materiality

1461.21 Information is material if its omission or misrepresentation
could reasonably be expected to influence the decisions primary users
take based on the annual report and accounts as a whole. As a general
principle, reporting entities should disclose material financial and non-
financial information ia-theannuat-repertthat is necessary for the
understanding of the performance and accountability of the entity
overall®,

18 The GHG Protocol defines emission scopes. An Overview of GHG Protocol scopes and emissions across the

value chain has been included in Annex A.

19 Guidance in this section is in line with our existing approach to government financial reporting and the FReM

—refer to the section on Principles for Government Financial Reporting.
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Materiality assessments

+471.22 Materiality assessments of climate-related information
should be consistent with the materiality assessment of other topics
and information included in theiran entity's annual report {fand
accountst.

1521.23 Materiality assessments require ar-assessmentanalysis to
establish an organisation’s exposure and vulnerability to climate-related
issues, and/or whether these constitute a principal risk (or significant
component of a principal risk) for the organisation. Please refer to
Chapter 33 for further guidance on principal risks.
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Primary users

1.24  In making materiality assessments, reporting entities must
consider the informational needs of the primary users of their annual
reports and accounts.

1.25 For central government, Parliament is the primary user, with
growing interest on climate change through committees, Commons
debates, and parliamentary guestions. Central government bodies
should take this into account when considering whether climate-
related information is material.

53— Similarly, there has been an increased interest from the public
and other stakeholders. Otherrecommended-disclosures—Strategy-{a}
| I : i =

1.26  Relevant authorities across the public sector require material
information in annual reports; however, the determination of who
constitutes a primary user may vary.

1.27  Different reporting channels are used across the UK public sector
for different reporting purposes. This can also impact judgements on
what information is included in the annual report, and in what level of
detail.

1.28 Where an entity's operations, financial planning or strateqgy are
significantly impacted by climate change or the transition to net zero
(collectively referred to as ‘climate’), and/or climate represents a
principal risk (or significant component of a principal risk) for the
organisation, climate information will be material for primary users.
Similarly, where an entity’'s policy, regulatory or legislative remit is
heavily influenced by or has a significant influence on climate, then
climate impacts the organisation’s wider strategy (and thus is likely to
represent material information).

Material climate-related information

+551.29 Reporting entities should avoid applying a checklist
approach to materiality and shoeuldmust consider the needs of users
when judging what is material 2. Irrelevant or superfluous information
which is either common knowledge or fails to add value to the primary
user's understanding of the organisation reduces the annual report’s

21 The Government Financial Reporting Review (April 2019-GeverarmentFinancial-Reporting-Review:):
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effectiveness. Pleasereferto-Please refer to Figure 1.3 Minimum
requirements for in-scope reporting entities and Figure 1.4 Principal risk
reporting requirements and materiality assessments.

Significantly impacted sectors and industrial groups

1.30 TCFD identified certain industries and groups, considered to
potentially be most affected by climate change and the transition to a
lower carbon economy. The Task Force published TCFD Supplementary
Guidance for these industries and groups for recommended disclosures
related to Strategy, Risk Management and Metrics and Targets — refer to
Table 1.1.

Table 1.1 TCFD’s Supplementary Guidance for Financial
Sector and Non-Financial Groups

Industries and Groups a) b) b) <
Banks

(S3
<3
o3
o
(S3
o
lo

Insurance Comganies

Financial

Asset Owners

Asset Managers

Energy

Transportation
Materials and Buildings

Ag. Food and Forest
Products

Source : www.fsb-tcfd.org/publications/

Non-Financial
[ [
[ [ |

1.31 Where climate is likely to impact public sector bodies operating,
regulating or setting policy in these industries and groups, they should
strongly consider making TCFD-aligned disclosure, and applying
TCFD's Supplementary Guidance. For example, a regulator in the
energy sector should strongly consider applying the TCFD
Supplementary Guidance and alongside this guidance. Conversely, if a
reporting entity who is not operating in these industries or groups, and
whose only interaction with these industries or groups is via arm'’s
length commercial transactions would not need to consider the
Supplementary Guidance.

132  Where these activities are not the primary or sole function of the
body but still apply to certain operations, regulation or policy setting
functions; the organisation should assess the overall materiality of the
related information. This assessment should consider:

e  The relative importance of the associated climate-related
risks, opportunities (and impacts) from these operations,
compared to other risks, opportunities (and impacts) faced by
the organisation.
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The relative size and magnitude of these activities to the

entity overall.

The responsibility and influence of the entity (e.g., policy

setting or regulatory role)
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Figure 1.3 Minimum requirements for in-scope
reporting entities

Start . .
- In-scope reporting entity

v

Assess whether climate is a
principal risk (or opportunity)
Refer to Figure 1.4
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Figure 1.4 Principal risk reporting
requirements and materiality assessments

Start

In-scope reporting entity

v

Articulate rationale for climate
not being designated a principal risk
or part of a principal risk

} Yes

Describe risk in line with existing

v

performance reporting requirements Apply ?XlStmq performance
(e.g., resulting uncertainties, impact on reporting requirements for
service delivery, etc.) - refer to Strategy new and emerging risks
l refer to relevant guidance on
Performance and Narrative Reporting
Disclosures which are subject to a ¢
materiality assessment

Strategy recommended
disclosures (a) to (c)

No

Strongly consider sector specific

reporting refer to Table 1.1 No further mandatory risk

Yes reporting requirements
however may provide further
voluntary reporting

" Reporting entities adhering to the Department for Health

and Social Care (DHSC) Group Accounting Manual (GAM)

are not required to include a TCFD Compliance Statement

2 Relevant authorities may direct preparers to report in
separate publications
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Broader considerations

1561.33 The government and wieler-public sector bodies act in the
public interest—Publicsecterbeodies, and have wide-reaching
responsibilities with respect to the UK population, the environment,
and the economy. These duties may be implicit or laid out in policy,
regulation, or statute.

1571.34 Organisations should consider the wider impact of
climate-related+isks on their broader responsibilities, as well as their
elireetstrategic objectives and priority outcomes.

Sphere of influence

1581.35 GCovernment and public sector bodies may have powers
(e.qa., fiscal, legislative, erregulatory-pewers, etc.) to influence the wider
ecosystem in which they operate. Primary users of public sector annual
reports aretkeby-towill be interested in the-broader risk-ervirerrment;

whiteh-rmay-extenrdinformation, extending to the impact of the

organisation on the UK economy, the publlc and the environment

1591.36 When-considerirg-how-te-tmplementConsequently, while
the TCFD recommendations+eperting-entities are entity-level

disclosures, organisations must_consider external climate impacts to
their wider organisational strategy, and apply judgement in setting
relevant boundaries. Their breadth will depend on the specific
circumstances (e.g., their activities, relationships, stakeholders, etc.). Fre
Disclosure is likely to develop over successive iterations, as the
organisation’s understanding on this topic deepens.

+601.37 For performance reporting, the Chartered Institute of
Public Finance and Accountancy (CIPFA) 22 set out an example
approach for considering the components of ‘materiality’ for public
sector organisations, which may be useful:

¢ Impact — information on the positive and negative impacts of the
organisation on the global achievement of the UN Sustainable
Development Goals (SDG).

¢ State of the environment/outcomes of policies — information on
the state of the economy, society and the environment under the
organisation’s jurisdiction and other information on policy
outcomes.

e Outcomes/effectiveness — of programmes and policies.

22 CIPFA's Public Sector Reporting: time to step up: www.cipfa.org/protecting-place-and-planet/sustainability-

reporting
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e Value creation — information concerning the creation of long-term
value for the organisation, economy, society and the environment.

e Financial accountability/value for money - information concerning
spend on social, economic and environmental activities.

Concepts and Principles

Comply or explain

138 The TCFD framework is principles-based. In-scope reporting
entities must apply a ‘comply or explain’ basis for disclosure; complying
with each of the required TCFED's recommended disclosures; or
explaining non-compliance against each of the requirements.

1.39  Where an entity chooses to report voluntarily against this
guidance, they are not required to explain non-compliance against

disclosure requirements.

140 Public sector bodies may face challenges to implementation and
disclosure (e.g., resourcing constraints, availability of expertise, capacity
limitations, data availability, etc.). These need to be balanced with the

principles in Managing Public Money (MPM) 23 concerning the use of
public funds.

1.41 In rare circumstances, if cost is the reason given for not providing

disclosure, the explanation should include enough detail to allow a user
to understand why compliance, in that instance, would not deliver

value for money. When assessing value for money, this must be applied
to each reguirement, not on adopting the framework in its entirety.

1.42 _ Moreover, it may not be possible for certain public sector bodies
to provide sufficient information to meet the reguirements of each of

the recommended disclosures (e.g., because of legislative or regulator
constraints, commercial or political sensitivity, significant uncertainty).

143 In each case, the reporting entity must explain in enough detail
for the user to understand the non-compliance.

Compliance Statement or Compliance Summary

1.44 Reporting entities 24 must prepare an overall summary or
statement of the extent of consistency with the TCFD's recommended
disclosures. The compliance information must be presented at the start
of the TCFD-related disclosure section in the annual report and must
detail:

e which recommendations and recommended disclosures have
been complied with and which have not;

23 MPM

24 Reporting entities adhering to the DHSC Group Accounting Manual (GAM) are not required to include a TCFD
Compliance Statement - refer to DHSC GAM for further details.
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e for those which have not, a short summary of the reason for
non-compliance, and any plans for future disclosure.

Example: TCFD Compliance Statement

[Entity] has reported on climate-related financial disclosures
consistent with HM Treasury's TCFD-aligned disclosure application
guidance, which interprets and adapts the framework for the UK
public sector. [Entity] [considers/does not consider] climate to be a
principal risk, and has therefore complied with the TCFD
recommendations and recommendations disclosures around [sic]:

- Governance - recommended disclosures (a) and (b)

- Risk Management - recommended disclosures (a) to (c)

- Metrics and Targets - recommended disclosures (b)

[further recommended disclosure are only mandatory (subject to
comply or explain) where climate is deemed a principal risk]

- Metrics and Targets - recommended disclosures (a) and (c)

- Strateqgy — recommended disclosure (a) and (b — partial)

[Entity] has [detail progress on Strategy recommended disclosure (b)].
[Entity] plans to provide recommended disclosures for Strateqgy
recommended disclosure (c) in future reporting periods in line with
the central government implementation timetable.

1.45 In addition, organisations may use the Compliance Statement to
provide a broader context on their climate-related disclosures, for
example, uncertainty in their assumyptions, connectivity with other
sections of their annual report, differentiating between qualitative and
guantitative responses, etc.

Information location

Publication

16146 The TCFD recommends that material climate-related
information is included in an organisation’'s main financial fillings (or
published financial statements for public sector bodies) to improve the
linkage and consistency between the information included in the
narrative/performance reports and the financial statements. For
example, where there are material financial impacts driven by climate
change or the transition to net zero2s, these may link to narrative

25The ‘net zero target’ refers to a government commitment to ensure the UK reduces its GHG emissions by 100%
from 1990 levels by 2050. If met, this would mean the amount of GHG emissions produced by the UK would be
equal to or less than the emissions removed by the UK from the environment.
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information on management’'s management of related risks in the
future. Integrated annual reports, which include both performance and
financial information, encourage better financial management 26,

Position

1631.47 Repertingentitiest-Central government bodies must

include the TCFD section in the performance report within their annual
reports and accounts - either within the performance overview/analysis
section, incorporated into the sustainability reporting section, or as a
new section. Please refer to Chapter 5 of the Government Financial
Reporting Manual (FReM) for further details.

1641.48 Reporting entities may also choose to include information
related to the TCFD section elsewhere - either by making use of cross-
referencing or signposting, in line with para. 1.52 to 1.7858.

Interactions with other reporting frameworks

165149  Avariety of different reporting frameworks exist
geveramentand-across the widerUK public sector. This guidance has
been designed to complement and enable alignment with existing
cllmate and sustamablllty related reportmg frameworks A|s~|94y+ﬁg—‘ehﬁs

+661.50 Fherermay-be-separateannuat-Applying this guidance
does not override existing climate-related reporting requirements;
whieh-rmandate-enttytevelsustatnabiity—relatednfermation imposed
by statute, requlation or other authority - either as part of an integrated
report (e.g., within the performance report) or a separately published
report.

1671.51Where an entity utilises existing information to fulfil TCFD-
aligned disclosure requirements—, care should be taken over the scope,
boundaries and time period of the information used—, ensuring the
disclosures are useful and any differences (e.g., on frequency,
boundaries) are appropriately explained. Reporting entities are
encouraged to align with existing frameworks for comparability and
consistency everywhere that is possible, relevant and useful to users.

Cross-referencing within integrated entity-level reports

+681.52 Where existing disclosure requirements (in annual reports)
align closely with the TCFD’'s recommended disclosures, reporting

26 Review of Financial Management in Government_(December 2013:-Review-eof Hranciat-Manragermentin
Governrrent-)
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entities should apply judgement in deciding whether the TCFD

requirements have already been met—inetuding-eross—references
whereappleable.

1691.53 Where-Prepares should cross-reference to existing
elements of the annual report-centributeto-thecontentof-the FCFB

. | . - S L
reference-to-contentelsewhererthereport, rather than duplicate
content for the basis of the TCFD recommended disclosures: For
example, content in the Corporate Governance Report may support
disclosures under the Governance pillar . Concise-arruat reports, which
focus on the needs of the primary user and avoid unnecessary or
duplicative information, improve overall effectiveness.

+7061.54 Where cross-referencing is used, the entity may wish to
explain the nature of the relationship or interdependency, rather than
just highlighting the existence of the relationship or interdependency 27.

Signposting to external reports and publications

EA1L.55Where separate reporting channels=¢ for sustainability +etated

fermationand-data exist, these are-often used-by-the-organisationte

assessand-managesupport climate-related issges—Fhisassessment and
management. Material information_from these channels should be

included in the annual report-where-ttisdeermed-material-to-the

primary-gser—, unless arespecetive-directed otherwise by a relevant
authority Ras-directed-otherwise-(e.g., DHSC's GAM).

+721.56 The performance report should be-consideredact as the
top layer of information for prirmary-users. Some users may, however,
want a greater level of detail.

Y2157 Whereexternatrepertseontatnlf relevant infermationfer
therecormmended-disclosures are covered in external reports, entities

areneed not regutred-to-duplicate this information—Enrtities but may

ehoose-toinstead signpost te-the-contentofexternalreportsfor-the

basis-ofcompiting-the-it for TCFD-aligned disclosures. This may-be
gsefatapproach is beneficial where ir-scopereporting-entities prepare

additional arruat-reports for specific purposes (e.g., er-officer
responsibilities, en-funds—etetHoewever-thereporting-entity-rmust
ensure-coverage-of-the), provided all relevant material information {e-e=
bespoke-internal-processes-balancesfortherelatedpurpoese-is

addressed.

+741.58 Slgnpostlng ’ee—ea&ema—Fepe%ts—eﬂa-bJresallows users to ‘et

Pﬁa%‘eer—mna—pameu-ka%access supplementarv mformatlon W|thout

overloading the report. However, it should be clear that such

27 FRCJuhy-2018; Guidance on the Strategic Report: (July 2018): www.frc.org.uk/library/standards-codes-

policy/accounting-and-reporting/annual-corporate-reporting/guidance-on-the-strategic-report/
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signposted content is separate from the main report component, but

stgnpostedNote-however-thatand excessive signposting eaArmay
reduce the-clarity-efthereport.

Reporting boundaries

Risk reporting and more qualitative requirements

+751.59 While TCFD is an entity-level framework, users of annual
reports need to understand the wider context for climate-related risks
and opportunities. Consequently, reporting entities should consider the
risks and opportunities which it can be significantly impacted by or
have a significant impact on. Nonetheless, reporting boundaries for
performance reporting are often less well defined, compared to IFRS
Accounting Standards.

+#61.60 Climate-related information should provide a holistic view
across a group, considering the principal climate-related risks from the
point of view of the reporting entity. For example, central government
departments should apply their own risk appetite and risk
management procedures to determine the relative significance of
climate-related risks to the group.

+771.61 Where in-scope reporting entities are unable to report for
their group, they should provide an explanation.

Metrics, targets, financial information and other quantitative
requirements

1781.62 Where disclosure requirements are quantitative in nature
(e.g., metrics and targets, impacts of climate on financial planning,

performance and posmon etc) the Feeeﬁrﬁg—leeu-ﬂelalay—ehewrel—be—se%

{e-gForfuture-fundingrdefault position is for the reporting boundary to

be set at an entity level - aligning with the operational boundaries used
in financial reporting.

1.63  FerHowever, where climate policies and targets are set and
managed at a group level, the associated Metrics and Targets
recoramended-diselesuresthereportingboundarymay (and often
should) also be setatreported at a group level. Furthermore,
guantitative information on the wider group may be appropriate, where
thereisa S|qu|cant |mpact on the reportlng entity tevel-(e. 9 for eentrat

GGGS—)—HewewLer—wlere%e—future funding).

1.64  Where existing reporting frameworks consolidate information,
this-entity-level reporting may not be possible. For example, NHS
England provide emissions estimates for the NHS in England—

consegaently.
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1.65 Disaggregating information, where appropriate/possible, and
signposting to the-external reports (refer to para. 1.52 to 1.58repertis
rere-approprate-) supports users to understand performance.

+791.66 A clear explanation of the reporting boundary should be
provided for both quantitative and qualitative information, where this is
not at an individual entity level.

Assurance

18061.67 As the TCFD-aligned disclosures are within the annual
report, it is within the scope of the auditor’'s opinion on ‘other
information’. Under auditing standards 29, the auditor reads other
financial and non-financial information and considers whether it is
materially inconsistent with the financial statements, the knowledge
they acquired through the audit, or otherwise appears to be materially
misstated.

1811.68 However, the TCFD-aligned disclosures, in their own right,
are not subject to an assurance opinion from the auditor. The auditor
will not perform audit procedures on the underlying TCFD information.

1821.69 Across the public sector, the accountable officer (e.g.,
Accounting Officer or Chief Financial Officer) takes ultimate
responsibility for what is included in annual reports. Appropriate
internal review processes and assurance should be in place to ensure
the accuracy of the information included - including for TCFD-related
disclosures.

29 ynder ISA 720, the auditor provides a negative opinion on the other information.
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Chapter 2
Governance

2.1 Good governance is fundamental to any effective and well-
managed organisation — be it private or public sector —and is the
hallmark of any entity that is run accountably and with long-term
interests clearly in mind.

Recommendation for Governance

Disclose the organisation’s governance around climate-related issues.

Overview

2.2 This chapter addresses the-disetosure-ofTCED's recommendation
for an organisation’s governance arrangements for climate-related
issues. These principally qualitative, disclosures are designed to assist
report users in assessing the adequacy and effectiveness of an
organisation’s board to oversee, evaluate and manage climate-related
issues.

242.3 The management structures for making decisions and holding
responsibility in the UK public sector are not always aligned with the
private sector. While the Code of Good Practice 30 has embedded the
‘department board model’ into central government departments:;,
other public sector bodies may have governance structures which vary
significantly from private corporations. In such instances, the principles
for the Governance recormmended disclosures should be applied — even
if the terminology, composition and structures themselves are different.

Materiality

2.4 All in-scope bodies should provide the recommended disclosures
for Governance —refer to para. 119 and Figure 1.3. The level of detail

30 UK Government’s Corporate governance code for central government departments_(April 2017
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provided remains at the discretion of preparers but should meet the
needs of the primary users of annual reports.

Recommended disclosures

25 Areportirg-beodyInformation disclosed should disetose
fermation-whichallewsauseroefitsallow annual repertsreport users
to understand how risks and opportunities relating to climate change
are identified, considered, and managed within itsthe organisation’s
governance structure.

2.6 This section outlines the TCFD recommended disclosures (in red
boxes) for Governance,-with-the-Supperting-guidanee-fromFCHDB . For
each recommended disclosure, TCFD's Guidance for All Sectors
provides supplementary information to support preparers — refer to
Table B.2 (in Annex Bredy—FhesuppertingFcFB-guidanceineludes
rAtAer). Minor UK public sector interpretations and adaptations i~
ttahesrand-s-explatred-have been incorporated to support
application.

2.7 Further public sector considerations and furtherguidance-en
eaehrecormmended-diselosure, has been included to support preparers
with disclosure{egpublicesector-specifie considerations—Thisalse.
This draws from common findings and identified good practice from
the FeFbreview-on-private eermpantessector conducted by the FCA 31
and Financial Reporting Council (FRC) 32,

Recommended disclosure for Governance (a) Board’s
Oversight

Describe the board’s oversight of climate-related issues.

t-desertbing-the-board'seversightof-Organisations should outline how

the board oversees climate-related issues, erganisationssheould
eonsiderincluding a-diseusstorn-ofthe following:

»—processes and frequency by-whichof updates provided to the board
andfor beardits committees (e.g., audit;risk; or etherrisk
committees}aretrfermed-abeout). Organisations should describe

how the board monitors progress against climate-related issues:

2.8 goals and targets. They should also explain whether the-board
andlorboard-committeesconsiderclimate-related issues are
considered when reviewing-arnd-guiding:

31 www.fca.org.uk/publications/multi-firm-reviews/tcfd-aligned-disclosures-premium-listed-commercial-

companies

32 www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-
in-the-financial-statements_July-2022.pdf
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e strategy,

* majorplansefacton; risk management-poticiesannuat,
e budgets,
N . . . H B 1

performance objectives, moenitering-tmplementationand
perforrmaneeand-and

e overseeing major capital expenditures rvestrmentorgrant
deeistonsand-or restructures{e-g;Machirerrof-Government
ehanges)ane.

2:82.9 Disclosure may include information on whether the
organisation’s climate policies and strategies are addressed by the
same governance processes, disclosure controls and procedures used
for financial management or alongside other risk management
processes (e.g., strategic, stakeholder management, safety, etc.).

Z9——WWhere an authofity outsiae o E’es ganisation hassetcerta
- ;Ele POTICIES ancr SPECHiic Strategies, the aise sﬁsues.%.e SrHees

Public sector considerations

210 The Orange Book sets out principles for effective risk
management and applies to all central government departments and
their ALBs. The guidance is likely to be helpful to other public sector
bodies, as the same principles generally apply, with adjustments for
context. Section A: Governance and Leadership in the ‘Orange Book:
Management of Risk — Principles and Concepts' is pertinent to this
chapter.
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Climate policies and strategies set across a group, industry or sector

2122.11In some cases, a reporting entity's overall climate-related policies
and strategies may be determined by another public sector entity, such
as departments using their policy setting or regulatory powers. In some
cases, organisations may have a governing body within their own
structure, or it may be shared with or may be a matrix structure with
other public sector bodies. The entity should provide disclosure for a
user to understand the structure and level of oversight the governing
body provides for the entity specifically and may signpost to external
sources. The annual report may signpost to external information — refer
to para. 152 t0 1.58. These same considerations for disclosure apply to
Governance b) management's role (below).

Recommended disclosure for Governance (b)
Management’s role

Describe management’s role in assessing and managing climate-
related issues.

RepeFtingentitieszz%sz Organisations should disclose the key

reporting channels and processes for climate-
related issues, and how these are integrated into the organisation’s
overall governance. The information disclosed may include the
responsibilities of relevant committees or individual management
positions (e.g., job titles, individuals accountable), as well as identify
specific reviews being undertaken.

234213 For example, reperting-entitiesthe organisation may want
to disclose if a member of their Executive Committee is responsible for
internal climate change policy, or how climate change issues are
considered in investment committees and decisions. Similarly, if no
directors have oversight of climate-related risks and opportunities
and/or no individual within the organisation has responsibility for
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assessing or managing climate-related issues, then this should be
stated and explained.

Public sector considerations

214 Management refers to executive or senior management
positions and that are generally separate from the board. For central
government, this would include the structures described in the
Corporate Governance Report — please refer to the FReM.

215 The disclosures interact with other requirements in annual
reports, and reporting entities should appropriately cross-reference to
enable users to understand the governance of climate change and the
actions by the board in an overall context (e.g., to the Governance
Statement).

216  The level of detail and/or cross-referencing to elsewhere in the
aceeuntsannual report may depend on the extent to which climate
policies and their risks and opportunities are addressed by the same
governance processes, controls and procedures detailed elsewhere in
the accounts as well as the extent to which specific climate policies and
strategies have been established.

217 Where climate change has been identified as a principal risk,
entities should indicate how climate change has been addressed as a
principal matter for the organisation — refer to -:Chapter 3.
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Chapter 3
Strategy

3.1 An organisation’s strategy establishes a foundation against which
it can monitor and measure its progress in reaching a desired future
state. Strategy formulation generally involves establishing the purpose
and scope of the organisation’s activities and the nature of its
bustressesundertakings, taking into account the risks and
opportunities it faces and the environment in which it operates. A
strategy is a plan or approach which is intended to help the entity
achieve an objective.

3.2 StakeholdersPrimary users need to understand how significant
climate-related issuesrisks (and opportunities) may affect an
organisation’s operation, strategy, and financial planning over the short,
medium, and long term.

33 A description of the strategy for achieving an entity’'s objectives
provides insight into its development, performance, position and future
outlook. This, alongside existing performance and narrative3s reporting
requirements on objectives putsoffers context for strategic information
tocontext, allowing stakeholders to make an assessment of its
appropriateness.

Recommendation for Strategy

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

Overview

3.4  This chapter focuses on the qualitative and quantitative
disclosures concerning an organisation’s identified climate-related
tssuesrisks, opportunities climate-related and their impacts. This
chapter also tackles climate scenario analysis, identifying common
anchor points and scenario pathways to be used.

Materiality

35  The reporting requirements for the strategy recommended
disclosures remain subject to materiality — except where they are

33 For simplicity, this guidance refers to narrative and performance reports collectively as performance reports
throughout this guidance.
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specifically mandated by other reporting requirements (i.e., in
regulation or legislation, or by relevant authorities).

3.6  Organisations may utitse financial materiality applied to the
accounts in considering whether financial information is material.
Organisations must, however, consider the importance of the narrative
information to primary users when assessing whether to include
climate-related information.

3.7 Primary users of annual reports and accounts are interested how

and why public money is spent. Reporting entities should consider the
broader considerations section in Chapter 1 when considering what
material climate-related information to report.

Principal, new and emerging risks

3.8 Understanding climate-related risks is essential for
understanding the resilience of an organisation’s strategy to climate
change and the transition to net zero.

Risk reporting

3.83.9 Reporting entities should refer to Annex AFhissectier which
draws from existing risk reporting for UK public sector annual reports -
on principal, new and emerging risks. tafermationGuidance on
thereporting on an organisation’s processes for identifying, assessing,
and managing climate-related risks is covered in ~Chapter 4.

Climate as a principal risk

s : T
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335310 If climate change {or the transition to net zero} is identified
as a principal risk for the organisation, then the reporting entity must
describe the risk, including related uncertainties facing the
organisation.

3.11 Wherea<chmate—retatedClimate risk may be a standalone risk
category or considered within other existing risk categories. Where
climate is a significant component of another principal risk, climate
information will be material to primary users — refer to para. 1.24 to 1.29.
An illustrative example of a public sector body facing climate-related
issues and the related reporting has been included in Annex A,

Climate as a significant component of another principal risk

3183.12 Where climate-ehange{orthetransittonteonetzere) forms

a significant component of another principal risk, then the reporting
entity must describe its impact on the other principal risk, using cross-
referencing in annual report where appropriate. The related disclosure
requirements are set out in Figure 3.1.

Climate as a new or emerging risk

3193.13 While climate risk is well established, climate-related risks
on individual organisations will continue to emerge over time.
Reporting entities must apply new and emerging risk reporting
requirements for climate, where relevant. Centralgevernamentbodies

A aVa) aliha~ A N~
VAT
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3.14 Organisations are responsible for their own risk management -
including the categorising and grouping of risks. Approaches for
categorising risks are explored in Annex A —refer to Table Al and Figure
A.3.

320315 The impacts of climate change are broad and wide
reaching. They may be cross cutting in nature, impacting other risks or
areas. Reporting entities should provide relevant information to primary
users to understand the impact of climate change on other risks.

Climate principal risk : 1
riskassessment and related reporting

Climate as a principal risk

Where climate change (or the transition to net zero) is a principal risk,
the reporting entity must describe the risk in line with existing
performance reporting requirements (e.g., impact on objectives and
outcomes, resulting uncertainties, impact on service delivery, etc.).

Climate as a significant component of a principal risk

Where climate change (or the transition to net zero) is as a significant
component of another principal risk, appropriate information must
be included for primary users to understand the impact of climate
risk- with cross-referencing, where appropriate.

Climate not as a principal risk or significant component of a principal
risk

Where climate is not designated a principal risk (or part of a principal
risk) reporting entities must articulate their rationale for this
judgement and comply with other relevant risk reporting
requirements (i.e., on new or emerging risks).

Risk prioritisation

322316 Reporting entities should clearly set out the relative
importance of principal, new or emerging climate-related risks,
compared both with each other and other non-climate risks. They
should also set out their assumptions for assessing and prioritising the
risks, including judgements on what is material - refer to Strategy
recommended disclosure a).
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Figure 3.1 Required disclosures where climate is a principal risk or
significant component of a principal risk

Risk identification/assessment Risk reporting Required disclosures

@crateqv a) to ¢) including
‘c\limate scenario analysis

Recommended disclosures

%22%This section sets out the TCFD's recommended disclosures for

Strategy (in red boxes}-with-Supperting-guidancefromFCFB{inred):

224317 ). UK public sector interpretations or adaptations have
been made to the-Strategy recommended disclosures ¢) ard-the

‘SuppertirggutdancefromFCHDB'as well as to TCED's ‘Guidance for All
Sectors’ for Strategy recommended disclosures (a}teb) and (ck

Ypdatedreferences{denotediritatiesH-have-beenrmade) — refer to
able B.2 (m Annex BFee6~HcrPPre~Frele~eI—eI+seLesu—Fes—T—lcre—PJd-IsHesee\“ﬂc

Recommended disclosure for Strategy (a)
Risks, opportunities, and time horizons

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

325 Reporting entities that have identified climate as a principal risk
(or part of a principal risk), must outline potential climate-related risks
and opportunities for each horizon that could materially affect finances
and their strateqgy, as well as the processes used to assess relevant risks
and opportunities. Reporting by sector or geography may also be
included, with reference to Tables Al.l and Al.2 (in Annex ASuppertirg
gutdareefromTCHFD

L I e the fol eing on:
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318 adeseriptionofwhattheyconsidertobetherelevant) for further
detail.

»—Reporting entities should describe their short-, medium-, and long-
term time horlzons—takH%g—rﬂ%&e@q&ée%aﬂeﬁ—the N |dent|fv|nq
these time horizons, reporting entities should consider the useful life
of the-erganisation’s-assets erand infrastructure-and-the-factthat

. . ‘ £ I .
aheh, as vveII as the Ionger—te%ms—

- : e -
%%aeh—‘em%ﬁ%eﬂ%eﬂ—éaqeﬁ—meel-ﬂd-m—aﬁd—teﬁg term)—tha{—eequel

1
I ' 9 . . .
aeserptiohortR et eesstes) HSEErtoraeterRE W FISKSane

2.263.19 Organisationsshouldconsiderprevicinga-desertptionof

thei nature of climate risks and opportunities-by-sectorandfor

Public sector eensiderationsand-furtherguidaneeapplication

%:293.20 Strategy recommended disclosures a) —and b) (covered in
the next subsection—) should draw from and link to the existing risk
reporting on principal, new and emerging risks addressed earlier in this
chapter - refer to para. -enwards3.8 to 3.16.

Climate-related opportunities

%:303.21 Assessing climate-related opportunities enables the
development of proactive strategies that enhance the resilience of the
organisation. Reporting entities must provide information on climate-
related opportunities and how they are managed, ensuring information
is fair, balanced, and understandable.

3313.22 Balanced disclosure should focus on climate-related
opportunities that are material — considering their likelihood, timing
and potential impact on the organisation, its operations, its finances
and strategy. The relative significance of the climate-related
opportunity should also be clear to annual report users.

Time horizons
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3333.23 The time horizons applied to Strategy recommended
disclosure a) should align with the organisation’s existing strategic and
business planning time horizons, enabling improved integration into
existing risk management processes and strategy, and consistency
across the annual report. Organisations tailor business and strategic
planning time horizons based on entity-specific factors3e.

3.24  Reporting entities should explain the time horizons adopted in

the context of legislative requirements and public sector outcomes and
targets (e.g., Net Zero) set by their relevant authority.

Longer-term time horizons for climate

3353.25 Physical risks from long-term climate changes (e.q.,
precipitation, temperature, and weather patterns) often evolve over
extended periods. Government and public sector operations also span
long time horizons, so reporting should account for how these risks
may intensify. Climate scenarios analysed for Strategy recommended
disclosure c) supports longer-term horizon scanning for climate-related
risks - refer to para. 3.52 to 3.56..

3.26  Where reporting entities are analysing much longer-term time
horizons - which stretch well beyond their business and strategic
planning horizons - they may choose to differentiate between longer-
term time horizons. For example, using long-term and very-long-term
horizons may provide for better analysis (and management) of longer-
term climate-related risks and opportunities within existing risk
Mmanagement and strategic planning frameworks (which typically have
shorter time horizons in comyparison).

3.27 While longer time horizons apply to gradual climate change,
shorter-term horizons will likely be more appropriate for extreme
weather events or transition risks. Transition risks are the climate risks
associated with transitioning to a lower-carbon (mitigation), and more
climate-resilient (adaptation), economy.

36 public sector bodies that are responsible for delivering a major longer-term project (e.g.. design of long-life

infrastructure), but have a limited operating, funding lifetime, and associated business planning time horizon —

should consider the time horizons for the associated project.
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Recommended disclosure for Strategy (b)
Impacts

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

eHseHssOrqamsatlons that have |dent|ﬂed climate as a principal risk (or
significant component of a principal risk) must explain how identified
climate-related issues have impaffected their eperations’
busiressesoperations/core undertakings, strategy, and financial
planning:

336328  Organisatienssheuwld-eonsider, covering areas such as

products, services, supply chains, research and development (R&D),
investments, operations, acquisitions, and access to capital. They should
describe how climate risks and opportunities influence financial
planning, including timeframes and prioritisation, and outline the
impact on thetroperattons’-busthessesstrategyand-francialplarrirg
-thefolowingareasfinancial performance and position.

»Productsand-services
+—Supply-chainandfor-Disclosures should reflect interdependencies

for long-term value ehatr

+ Adaptationand-mitigationactivities

«—|nvestment and grants’ in research and development

« Operattons{irchadingtypesofoeperationscreation andtecattornof
faethites)

o+ Acecesstocapital

., Where relevant, include transition plans to a low-carbon economy.

Organisations should deseribe-how-chmate-relatedissuesserveasan

rputto-thetrfinanetalplarningpreocessthe timepertoe{siused;
andalso explain how these-risksand-eppertunitiesareprioritized:




spee SI activities intended to reduce S ISI SrISSIons ‘ thefroperations

. : : :

Organisatiensshould-considerdiseussing-how-chmate-related risks and
opportunities are integrated into thetr:

teurrentdecision-making-and

Z2-strategy-formulation, including planrpirgassurmptiensand-obiectives
areund-climate-eharge-mitigation, adaptation, er—eppe%u%es—sueh—a&

o—Resea%elcrand

»—Criticat-planning assurmptionsareoundfor legacy assets, ferexample;

. I , 1 / ) .
operations:

+—and address how GHG emissions;erergy; and waterand-other
physmal Heree*pesu-Fes—H‘—a-aeHea-ble—nsks are con5|dered in cap|tal

FIeX|b|I|tv In reallocating capital to addressmanage emerging cllmate—
related risks and-eppertunttiesshould also be discussed.

firanciatplanning-Simitarly-Materiality filter for climate-related

information

3393.20 Organisations with climate-related opportunities should
describe impacts, while applying an appropriate materiality filter,
considering likelihood, impact, and effeet-exposure. Materiality is
specific to reporting entity and is based on the nature and/or
magnitude of the items to which the information relates.




Climate-related impacts

3423 .3] The strategy of government or public sector bodies often
extends beyond their operations and assets. Reporting bodies that are
responsible for the provision of public goods and services, or the
management of infrastructure, must consider the associated climate-
related impacts.

34323.32 Reporting bodies in policy setting or regulatory roles can
have a significant influence on the economy, the environment, and
people - through legislation, regulation, guidance, grants, subsidies,
taxes and other levers. These interventions, and their effectiveness, may
be impacted by climate-related issues. Where deemed material,
thesethis information must be disclosed in the annual report, applying
appropriate cross-referencing.

Connectivity with existing performance reporting

3443.33 Climate change (and the transition to net zero) may
impact a policy setter or regulator’s strategy — including the
effectiveness and outcomes of the bodies’ policies and programmes.

3:463.34 Climate-related issues should be considered in the context
of existing performance reporting, and their impact on the

organisation’s wider goals and objectives—where-thetecross—cutting
trpactisdeermedmateriat-forprirmaryyusers.

Quantification

347335  Quantified-chmateseenartoanalysisQuantifying rlsks

enables better financial planning, improves the organisation’s’
understanding, and supports decision makers — for example, with policy
development and business cases. Nonetheless, there is considerable
uncertainty around what the future will look like in terms of future
global GHG emissions; the resulting level of global warming; and
changes to UK weather and climate.

3483.36 Organisations are encouraged to disclose quantified
financial information, where practicable and useful, alongside any
significant estimates and assumptions that have been used-—Bue-te-the
SVeTortncertainty Tof rore aistant time s‘zﬂsisz REETTEROrts E’S
HSE Fanges of quattative Seaies of severity (e-gtikely e Ey_'nfoftsmi




that longer term time horizons are likely to experience higher levels of
uncertainty.

349337 High-quality disclosure should be open with users on the
level of uncertainty behind any quantitative information and
assumptions included in estimates. The comply or explain basis for
disclosure may be used where appropriate (e.g., commercial sensitivity).
Reporting entities should use their own judgement in making these
assessments.

Recommended disclosure for Strategy (c)
Scenario analysis
Describe the resilience of the organisation’s strategy, taking into

consideration different climate-related scenarios, including a 2°C or
lower and-a-42C-scenariotscenario.

E . " 3 TCFE
Organisations should deseribe-how-restientassess the resilience of their
strategies are-to climate-related risks and opportunities, taking into
consideration a-relevant scenarios for increased physical risks and
transition to a low-carbon economy eensistert(aligned with a 2°C or
lower area42C-scenarioand-whererelevantte-theorganisation;
seenartesconsistentwith-hereasedphysical-climate—relatedrisks:

Organisations). They should eensiderdiseussing:

«—discuss areas Where they-behleve-their strategies may be affected-by
ehrmate—relatedimpacted, potential adaptations to address these

risks and opportunities:

SWEREITStRatey ;EE ghtehange to-adaress suchpotentiatfisks
3503.38 . and the petentiatrmpactofchimate—relatedissueseffects
on financial performance {e-gtreomeexpenditaretrevenues,costst
and-firanetal-and position{e-gassetsHabthiteskand,

«—Additionally, organisations should outline the climate-related
scenarios and assectated-time horizon{sthorizons considered-

351339  RefertoSectionbiathetaskiorce'sreportfor
fermation in their analyses. For further details on applying scenarios

to forward-looking analysis, refer to Section D in the Task Force's report.
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Organisations should eensiderdiseussingdiscuss the implications of
elifferentvarious policy assumptions, rracere-ecenemicmacroeconomic

trends, energy pathways, and technology assumptions used-in publicly
available climate-related scenarios to assess the resilience of their
strategies.

Fort] . . ’ L .

previdirg They should provide information on the-felowirg-factorsto
. :

e VESTOrST 53:;555 EEE.EEEEIZ.E:EEEE e

452340  critical input parameters, assumptions, and analytical

choices fertheclirmate-related-seenartosusedpartiedtlarlyasthey

relate-to-keyareassuehasrelated to policy-assumptions, energy
deploymentpathways, technology pathways, and retated-timing

assurmptiensfor the scenarios used.

58_&@// PR ra-uk/publication/proposed-methodoloay—forth . dvice/
i th -orgukfpublication/propesed-methodology-forth ra4-advice/




Climate as a principal risk

3:583.41 Where climate is identified as a principal risk (or a
significant component of another principal risk), the organisation must
apply climate scenario analysis to test the strategic resilience of the
organisation to different future plausible climate states - or explain non-
compliance.

Climate scenario analysis

3.593.42 The Task Force defines climate scenario analysis as the
process for identifying and assessing a potential range of outcomes of
future events under conditions of uncertainty. Scenarios allow an
organisation to explore and develop an understanding of how the
physical and transition risks of climate change may impact its
operationst, strategies, and financial performance over time.

3.43 Toenable comparability and simplify implementation of TCFD-

aligned disclosure across government and the public sector, this
guidance identifies commmon reference periods and pathways for
climate scenario analysis.

3.44 Reporting entities should adopt these reference periods and
pathways in their analysis, unless there is a suitably good reason to
deviate, — where they may apply the comply or explain basis for
disclosure.

Time horizons and reference periods

2:623.45 In TCFD's Guidance on Scenario Analysis, the Task Force
challenges organisations to consider longer term time horizons
compared to typical business and strategic planning. Government's
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responsibilities for stewardship and service provisions necessitate
longer-term strategic thinking.

In setting time horizons for its scenario analysis, an organisation should
consider:

e time horizons that are compatible with the organisation’s (1) capital
planning and investment horizons and (2) the useful life of major
organisation assets and

e time horizons that are harmonizsed or anchored with those of
national and international climate policy communities (e.g., 2030

and 2050). Hermenizinrg—eompenyHarmonising scenario time

horizons to key years and the cycle of the climate policy community
can provide an important anchor to, and context with, global
climate scenarios, as well as enhance comparability.

3.46 YsingeommonreferenceperiodsforReference periods need to

consider jurisdictional commitments and international agreements, as
well as capital planning, investment horizons and asset lifecycles.
Organisations must balance their need for decision useful information,
with the need for comparable disclosures for primary users which
underpins wider cross-government decision making.

Climate Scenario Analysis
Reference periods

Reporting entities conducting climate scenario analysis must use at
least three different reference periods3?, including:

e nearterm —mandatory for all reporting entities to select one or
two reference periods/points.

e  mid-century — mandatory for all reporting entities.

e end of century — mandatory for reporting entities that:

39 preparers may find it useful to understand their level of exposure to future climate hazards relative to that of

the current climate. A commonly used reference period for assessing present climate conditions is 1981 — 2010

but this may vary based on the underlying data sets.
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1. _own, manage, regulate or are responsible for significant
long-life assets or infrastructure which are significantly
affected by climate change4o; or,

2. deliver essential4 public goods and services which are likely
to be significantly impacted by climate change; or,

3. setlonger term policy which is, or regulate
industries/sectors that are, likely to be significantly
impacted by climate change+42.

3.47 Climate risks will crystalise at different points in time. In the near
term, variability dominates the analysis. Within a 5-year time horizon,
uncertainty around climate response to future emissions is significant.
Over a longer horizon—I10 to 15 years—the impact of emissions on
physical climate risks becomes clearer. For transition risks, which stem
from policy and economic shifts, differences between scenarios may be
noticeable much sooner.

Reference period ranges

3.48 Using ranges for reference periods allows the analysis to capture
a group of individual risks. Drawing data fromm multiple years enables

cllmate scenarlo analy5|s el+wes—eeﬁs+s'eeﬁey—a-ﬂd—eﬁa-b+es—eeﬁﬂeaﬁb1+&

eHma%e—medeFela%a—)—a-ﬁel—suﬁpeﬁse%gamsaﬂeﬁsto con5|der the ranqe

of variability in changed climate.

3.:653.49 Reporting entities have the flexibility to set their own rear
terrArange around reference periods- to support an analysis of the risks

they face. Typically, up to 20 vears43 would be considered appropriate.

40 The government and UK public sector own, manage and regulate significant assets and infrastructure with

lengthy useful economic lives which are likely to be impacted by climate change and the transition to net zero.

41 Essential public goods and services include those which are essential for the maintenance of societal or

economic activities, or that the UK public rely upon, on a daily or near daily basis.

42 The Task Force identified industries and sectors as being likely to be significantly impacted by climate- please
refer to para.1.30 to 1.32.

43 While this guidance does not set specific ranges for reference periods, a 20-30-year window centred around

the period of interest is often used in the analysis of climate data (e.g., 2050s may aggregate data between

2041 - 2060).
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Near term analysis

3:693.50 Reporting entities should set their own near term
reference periods (or points) for climate scenario analysis based on
entity-specific factors:, including financial planning or the specific
transition risks they face (e.q., from policy). These will likely overlap with
existing business and strategic planning time horizons—anrd-ether
FcFbrecommended-diselosures.

3703.51 Organisations that report under other climate risk
frameworks may choose to align their near-term analysis with common
reference periods. Fhe-€cE'sFor example, the 4" Climate Change Risk
Assessment (CCRA) methodology tdentifiesproposes 2030s as-a near-
term reference period, to repertagatnstrepresent the climate for which
the next round of national adaptation programmes (NAPs) will need to
fully prepare for and there are established emissions reduction targets
by 2030 under the Paris Agreement. Selecting 2030 as an intermediate

59



point aligns with commitments assumed by the UK48, the EU42 and
pledges in previous Conferences of the Partiesso.

Common reference period — mid-century-{26506s}

3.52 This application guidance recognises the mid-century period (i.e.,
2050s) as a common reference period for climate scenario analysis. This
is grounded in national and international climate policy communities
(i.e,, the Paris Agreements, the UN's Intergovernmental Panel on
Climate Change or ‘IPCC’'s2), the UK's national statutory net zero target
of 2050 (i.e., Climate Change Act 2008-).

3A3.53 The Climate Change Committee (CCC)s3 also identifies the
2050s in current and proposed CCRA methodologies. These are used in
climate risk assessment frameworks across the public and private
sector (e.g., CCRA, Adaptation Reporting Power).

3.54 Most transition risks are expected to manifest themselves on or
before 2050 - with government policy enacted to meet statutory net
zero commitments. Transition risks that are likely to materialise close to
but before 2050 should be considered within the mid-century reference
period (for example, reporting entities with net zero by 2045 targets).

Common reference period — end of the century-{2086-2166}

%72—Most significant physical climate risks are expected to materialise
towards the end of the century-

' . " . ‘ i e
(2080-2100). Organisations that are likely to be significantly impacted by
the physical and trfrastraeture—ordelivertingessential-public goeds
and-serviceswhich-are tikelyte-beaffected—rustalseanalyseand
report-onthetmpactofadaptation risks associated with climate

change must consider the impact on their organisation and its strategy
by conducting scenario analysis for the end of the century reference

period (2080-2100)54 refererncepotrt

355 —TFhereference period for end-efthe-centuryof 20805t 2100-has
beerdeftrelatively-openasdifferentsetsof datarmay-groupand
aggregate-overtorngera suitable scenario of future emissions and

climate change.

48 For example: gov.uk/government/news/pm-recommits-uk-to-net-zero-by-2050-and-pledges-a-fairer-path-to-

achieving-target-to-ease-the-financial-burden-on-british-families

49 www.consilium.europa.eu/en/policies/fit-for-
55/#:~text=Why%20%27Fit%20for%2055%27%3F line%20with%20the%202030%20goal

50 unfecc.int/news/cop28-agreement-signals-beginning-of-the-end-of-the-fossil-fuel-era

STwww.un.org/en/climatechange/paris-agreement
52 www.ipcc.ch/

53 www.theccc.org.uk/

54 The end of the century reference period (2080 to 2100) has a broader time period to allow for the grouping
and aggregation of longer-term data sets over these more distant time horizons.

60


https://www.gov.uk/government/news/pm-recommits-uk-to-net-zero-by-2050-and-pledges-a-fairer-path-to-achieving-target-to-ease-the-financial-burden-on-british-families
https://www.gov.uk/government/news/pm-recommits-uk-to-net-zero-by-2050-and-pledges-a-fairer-path-to-achieving-target-to-ease-the-financial-burden-on-british-families
http://www.consilium.europa.eu/en/policies/fit-for-55/#:~:text=Why%20%27Fit%20for%2055%27%3F,line%20with%20the%202030%20goal
http://www.consilium.europa.eu/en/policies/fit-for-55/#:~:text=Why%20%27Fit%20for%2055%27%3F,line%20with%20the%202030%20goal
https://unfccc.int/news/cop28-agreement-signals-beginning-of-the-end-of-the-fossil-fuel-era
https://www.un.org/en/climatechange/paris-agreement
https://www.ipcc.ch/
https://www.theccc.org.uk/

Forecast uncertainty does however increase with more

distant time horizons.Rathways

3.56 These uncertainties are discussed later in this section.

Pathways
3.57 -exploresehrmatescenariopathways:The |IPCC defines a scenario

as a plausible description of how the future may develop based on a
coherent and internally consistent set of assumptions about key
driving forces (e.q., rate of technological change, prices) and
relationships. Note that scenarios are neither predictions nor forecasts,
but are used to provide a view of the implications of developments and
actions.

3.58 Scenarios are not intended to represent a full description of the
future or to illustrate the full range of uncertainty, but rather to
highlight central elements of a possible future and to draw attention to
the key factors that will enable future developments.

359 Aclimate pathway is a projected trajectory of GHG emissions and
temperature changes over time, based on specific assumptions about
future policies, technologies, and behaviours. Pathways help illustrate
potential outcomes for global warming, typically aligned with targets
like limiting temperature rise to 1.5°C or 2°C.

Incorporating transition risks into scenario analysis

Z74—Transition risks, opportunities and impacts are predominantly
influenced by government policy and regulation, which is set by
different bodies across central government and the wider public sector.

Reporting entltles eeﬁel-ueﬁﬁg—eh%ai&e—seaﬁfe—aﬁayas—must use-the

37F73.60 Fherearemany seurcesofunreertatptyferinto climate
scenario analysistrctadinrgfoture-global GHGemissionand-the
resuting-globabwarminglevelsaswellas the specifie ehangeste bk
weatherand-ehmateata-, with particular attention paid to the mid-

century reference period, given teraperatare—Fhisisfurther
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%g%ﬁﬁeeﬂnternatmhal cllmate poI|C|es #Feq-ueht—ly—set agreements
and targets based on spec:|f|c warming thresholds to be av0|ded—€e—g—

evairuate—the—ﬁsks—asseerateel—m%—é—e The Parls Aqreemeht S
overarching goal is to hold “the increase in the global average
temperature to well below 2°C above pre-industrial levels and to
pursue efforts to limit the temperature increase to 1.5°C above pre-
industrial levels, recognising that this would significantly reduce the
risks and impacts of climate change”. The government is signed up to
the Paris Agreement and UK climate policy aims to achieve these
global temperatures, reflecting this approach.
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3903.62 When government policy, legislation and regulation is
enacted, reporting entities must consider their impact both on the
organisation and its strategy using scenario analysis.

Where reporting entities have committed (or been committed by an

external authority) to a more ambitious Fansttenpathways

3.63 Natiensaresettirg-net -zero targetsand-strategiesaspartof
thetrrespoense-target - compared to the issue-of-globalwarming:

FheUK's government's statutory net zero targets - the implications
should be considered as part of climate scenario analysis.

3.64 DESNZ has published Net Zero Strategy-aligned carbon values to
2050 which may be useful for modelling purposes. Where reporting
entities have exposure to carbon-pricing related transition risk, these
values may be useful for guantitative analysis. Please refer to para. 3102
for further details.

3.65 Climate policy changes can have both direct (e.g., new regulatory
requirements) and indirect (e.q., increased costs from additional
reporting, changing energy prices) effects.

Global Warming Levels
3.66 tenetzeroposes+isks-Global Warming Levels (GWLs) refer to

specific temperature thresholds of warming at a global level (e.g., 1.5°C
or 2°C above pre-industrial levels). GWLs represent targets that
pathways aim to meet (or avoid) by controlling GHG emissions. Each
pathway illustrates a different trajectory of emissions reductions,
energy transitions, and eemandssocietal changes that correspond to
various GWLs. Pathways reaching lower GW.Ls (i.e., 1.5°C) generally
require faster and more significant cuts in emissions, whereas higher
GWL pathways (i.e., 3°C or more) represent scenarios with less
aggressive climate actions or higher emissions trajectories.

3.67 GW.Ls facilitate the exploration of future climate projections with
a simple framing of what does the climate look like in a world where
global temperatures are ‘x’ degrees above the pre-industrial period
(typically 1850-1900)?

3.68 GW.Ls are affected by international action (not just action at a UK
level). The response globally will have a much more significant impact
on carbon concentrations (and warming levels).
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3.69 The use of warming levels holds substantial policy significance.
The CCC's 3rd CCRASs recommended that the government prepare for

2°C of global warming and evaluate the physical risks associated with
4°C. The government's response, via the NAP, considered these GW.Ls.

3.70  The proposed 4th CCRA methodology#é2 has been included in
Table A2 (in Annex A). Government is yet to prepare their response (via
the 4th NAP).

Climate Scenario Analysis
Pathways

When conducting climate scenario analysis, the default approach for
reporting entities is to use the GWLs set out in the CCC's CCRA
methodology. For CCRA3, 2°C and 4°C end of the century
temperature rises are appliedes. Furthermore, reporting entities must
explore scenarios which are consistent with government's Net Zero
policies and commitments.

Alternative or additional climate scenarios may be explored. Where a
reporting entity has used different scenario pathways (e.qg., transition
pathways) they must explain why.

3.71 __Aligning climate scenarios with the GW.Ls set out in CCRAs does
not signal a change in government position on Net Zero, nor is this
intended as an assessment of the UK's transition to net zero. Even if the
UK achieves GHG emissions compatible with the 1.5°C target, this
represents a small portion of annual global emissions. The possibility
remains that other countries may not meet their targets. There is also
uncertainty in climate sensitivity, meaning that global warming could
still exceed 1.5°C despite the UK's efforts.

3.72  Using GWLs which are CCRA aligned allows public sector bodies
to leverage from existing climate risk assessments and reporting.
Analysing scenarios which align with government’'s Net Zero policies or
commitment meets TCFD Strategy recommended disclosure c) - to
consider ‘different climate-related scenarios, including a 2°C or lower
scenario'.

3.73 _Climate pathways drive exploration of the different risks that
public sector bodies face (i.e., on service delivery, as insurer of last
resort). Reporting entities are encouraged to use the most recent CCRA
methodology published on the CCC website. Reporting entities must

61 www.ukclimaterisk.org/publications/type/technical-reports/

62 CCRA4 methodology includes the plausible future pathways for global GHG emissions, considering the global

warming levels consistent with current policy futures, and includes systemic sampling of the range of UK

climate changes for a given global warming level.

63 Defra's Adaptation Reporting Power also applies CCRA methodology.
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state the GWLs used in the analysis and/or signpost to the
methodology applied.

Climate models and uncertainty over global warming levels

3.74 Further climate changes are inevitable. While there is more
certainty over mid-century global warming levels, the second half of the
century has a wider range of possible outcomes — dependent on both

global emissions trajectories and uncertainty in climate response.

3. 75 Forecast uncertainty increases over time. Small differences or
inaccuracies in the initial conditions of a forecast can grow larger as the
forecast progresses - due to the sensitivity of complex systems (e.q.,
weather patterns). In addition, numerical models, which simplify the
real world through necessary approximations, introduce further
uncertainty. As forecasts project further into the future, these small
initial inaccuracies and model simplifications accumulate, making the
forecast less precise and increasing the range of possible outcomes.

376 Natural variations in climate happen year to year and due to
natural cycles, such as El Nino. trvestrmentsClimate trends interact with

natural variability to produce extremes.

3.77 Alongside uncertainty in future global GHG emission and the
resulting global warming levels, there is also uncertainty over the
specific changes to UK weather.

3.78 Large-scale climate tipping points could be triggered as global
temperatures rise, potentially causing substantial and lasting shifts in
the climate and extreme weather patterns. Currently, there is less
confidence in the data around tipping points compared to other
climate projections, and the probability of reaching these tipping points
within by 2100 is considered low. However, this likelihood increases with
the degree of global warming. Plausible worst-case scenarios include
tipping points.

3.79 The UK Meteorological Office (Met Office) aims to capture a
broad range of uncertainty across its modelling tools, allowing users to
explore both median and higher percentile (less likely but more
impactful) climate change outcomes. By modelling climate hazards
that reflect both median and extreme projections at specific global
warming levels, the Met Office ensures comprehensive coverage of
potential UK climate outcomes.

UK Climate Projections

3.80 The Met Office provides UK Climate Projections. The most recent
UKCP1864 which offers the most up-to date high resolution locality data
to assess how the climate of the UK may change. UKCP18 uses a mix of
both GWLs and Representative Concentration Pathways (RCP)
emissions pathways.

64 Met Office’'s UKCP18 Science Overview Report:
www.metoffice.gov.uk/research/approach/collaboration/ukcp/science/science-reports
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Met Office findings: www.metoffice.gov.uk/research/approach/
collaboration/ukcp/summaries/headline-findings

3.81 UKCPI18 used approaches that were subseguently used in IPCC
6th assessment, and combined them with additional data from the
wider research community - which was the most up to date at the time
UKCP18 was launched. UKCP18 may be updated further in the future.
Using UKCP18 data set may provide access to more open data sets;
however, there are also certain limitationses.

3.82 For certain hazards, which do not increase at the same rate as
global mean temperature, the Met Office uses a tailored approach to
climate scenarios modellingse. For example, the response time for sea
level rise is on the order of centuries, with some level of increase locked-
in for the next century and beyond — even if emissions rapidly reach net
zero. Whilst an increase in sea level is expected throughout the century
and beyond, the rates will be affected by the amount of GHG emissions.
Consequently, sea level rise is very time dependent as well as
temperature dependent.

3.83 As an alternative to the 2°C and 4°, UKCP18 products and related
tools may be applied in the context of scenario analysis, including
detailing the alignment of the preferred warming scenarios with RCP
scenarios for clarity. Please refer to Table 5.A, 5.B and 5.C (in Annex A) for
the model breakdown for CCRA4.

Other inputs and data sets

3.84 Reporting entities will require variety of data inputs for climate
scenario analysis (i.e., for models). Official sources should be used where
available — for example, Office for National Statistics (ONS) data sets — to
drive consistency and comparability.

3.85 The ONS provides critical demographic, economic, and societal
data for the UK, which is used to consider UK socioeconomic
development for national purposes, including by the CCC. Projections
like population growth, GDP forecasts, urbanisation, and energy
demand inform future UK socioeconomic trends. Shared
Socioeconomic Pathways are explored later - refer to para. 3.91 to 3.93.

Alternative pathways

3.86  This guidance sets GWLs as the default approach for climate
scenario analysis. However, where reporting entities face significant
climate risks which are better explored via alternative pathways, they
may use these approaches. Similarly, where an organisation operates in
an industry or sector which uses specific scenario pathways or
definitions, then these may be applied. Reporting entities should select
scenarios that sasmple a suitably wide range of uncertainty.

65 Met Office sets out limitations: www.metoffice.gov.uk/research/approach/collaboration/ukcp/data/caveats

66 Where hazard data directly in relation to global warming levels is not yet available, analysis should use aligned

Representative Concentration Pathways (RCP) emissions pathways.
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3.87 This section provides an overview of some alternative pathway
approaches. Where additional or alternative scenario pathways have
been applied, they should be stated and explained. Scenarios that are
more useful for users are generally those that consider probability of
occurrence and have large implications for strategy formulation.

3.88 ltis essential to incorporate both smooth climate change trends
and rapidly varying natural variability in chosen climate pathways, as
together they shape future extreme weather and climate. More
gualitative scenario approaches are suited to exploring very uncertain,
high impact events at certain levels of global warming — refer to para.
3103 to 3.105.

3.89 The Climate Financial Risk Forum (CFRF) has published guidance
on selecting climate scenarios to explore- refer to Section 3 of
Mobilising Adaption Finance to Build Resilience. While this guide was
produced predominantly for use by financial institutions, this and other
guidance may be useful for UK public sector bodies to consider. Further
details are included in Annex A.

Shared Socioeconomic Pathways

3.90 The IPCC defines climate scenarios in terms of pathways for
emissions and socioeconomic factors - with either RCPs or Shared
Socioeconomic Pathways (SSPs). SSPs set general global socio-

economic changes to mitigation and adaptation — rather than UK

specifice?.

391 |PCC SSP-RCP scenarios form the base for physical risk analysis,
roviding information relating to emissions (and associated

temperature rise) and socioeconomic development for different levels

of temperature rise.

392 alseeters—|IPCC SSP-RCP may be used to provide decision-useful
insights for government bodies. Providing an analysis on socio-
economic factors may be insightful for policy setting entities and those
with regulatory functions.

393 The SSPs have been downscaled and nationalised for the UK
under the UK Climate Resilience Programme - relevant data is
accessible via the Met Office Climate Data Portal.

Combining data sets

3.94 Specific use cases (e.q., different geographical, industry-specific
data) may drive the choice of pathways or data sources. This should be
explained in the annual report.

395 UK-specific projections from the ONS, for example on population,
can inform how different pathways account for urban expansion,
housing needs, or healthcare pressures under various climate futures.
Similarly, economic data can influence projections of how resilient or

67 While UK-SSPs have been developed from global SSPs. these may not consider updates to government policy.

Consequently, ONS data and projections may be more useful for climate scenario analysis.
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vulnerable the UK economy might be to climate impacts under
different SSP scenarios. Scenario modelling should be built on robust,
up-to-date data, drawing from global climate models and national risk
assessments.

Transition pathways

3913.96 Transition pathways offer a different type of analysis for
reporting entities to consider, focusing on the risks an entity faces with
the transition to net zero. Nations are setting net-zero targets and
strateqgies as part of their climate change response. The transition to net
zero poses risks and demands significant investments across all sectors.

3.933.97 Where entities have apotentially material exposure to
transition risk, they should consider whether exploring low and high
transition risk scenarios is m%useful for users (i.e., decision makers

395398 Furthermoere-Transition scenarios will likely be particularly

relevant for policy-setting and regulatory bodies rray-choose-te-tnctade
transtten-seenartosexplerirgwanting to explore the impact of different

net zero transition pathways on their strategy, and input from policy
and regulatory teams may be necessary. Further guidance on transition
plans is included in Annex A,

3963.99 Where different transition scenarios have-beenare

explored, reporting-entitiesan appropriate explanation must previdebe
provided - including appropriate caveats on the scenario assumptions -

to avoid the disclosures being taken as government net zero policy (or
pre-empting government policy).

3.100 Late transition scenarios assume Net Zero targets are met by
2050, driven by accelerated policy and technology shifts from 2040 to
2050. Given current progress on climate mitigation, late transition
scenarios may be relevant for consideration. These scenarios foresee
sharp changes in energy sources and a carbon price shock, which could
create significant differences in transition risks between 2045 and 2050.
In such scenarios, choices in nhear term reference periods will make a
significant difference to scenario analysis.
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3101 There are various different international data sets which can be
used for climate scenario analysis depending on the use case. The
Network for Greening the Financial System (NGFS) data sets are
commonly used by financial institutions, and International Energy
Agency (IEA) data is used in energy-related analysis, with alternative
sectoral datasets for organisations with international reach.

Future Carbon Values

3:983.102 The Department for Energy Security and Net Zero (DESNZ)
published Traded carbon values used for modelling purposes to 2050—,
separated into:

e Low Sensitivity — High fossil fuel prices and low economic growth
e Net Zero Strategy-alignedes
¢ High Sensitivity — Low fossil fuel prices and high economic growth

%1003.103  These values are based on a specific set of assumptions
with respect to the policy mix, cost of fuels, level of emissions etc. These
values should not be considered as ‘forecasts’ of future prices. Fre

ehselosure-sheuld-explatn-that theseareassumptions—and-retin
themselvesgovernmentpohey:

3.104 These carbon values may be used to inform transition scenarios -
aligning with government net zero strategy, and high and low
sensitivity to provide alternative scenarios for analysis purposes.

3105 Carbon prices are key drivers of technology adoption and climate
policy implementation across world regions. From an analytical
perspective, carbon prices in integrated assessment models also
influence proposed technological changes, economic indicators, and
demand trends, supporting scenario analysis and climate stress testing.

3106 Some institutions with international exposure may need to use
non-UK carbon price figures due to varying transition policies in other
countries. Scenario analysis may rely on carbon price figures provided
by the external scenario source.

3107 Where reporting entities use data from a specific provider for
non-UK regions, using these carbon prices for UK analysis as well may
support comparability. Using carbon prices from different sources or
models could result in non-comyparable outcomes. The choice on which
carbon price source to use for each respective analysis will depend on
the context (e.q., locational mix in a portfolio).

3.108 The disclosure should explain that these are assumptions, and
not in themselves government policy. Reporting entities may use

68 Follows government policies and proposals for decarbonising all sectors of the economy to meet Net Zero by

2050, assuming a level of decarbonisation is achieved through other policies. While not specific to the public

sector, this may be used as an acceptable proxy (until specific UK public sector guidance becomes available)
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alternative sources for carbon values, where these are identified and
explained. Further information on Internal Carbon Values is included in

Chapter 5.

Frequency of climate scenario analysis

3109 Scenario analysis should be updated at |least every 3te-5-yearses;
orrore-fregquenthythereareanys years70. More frequent updates may

be needed where significant changes occur that affect the underlying
assumptions.

Updates and factors impacting frequency

3110  Reporting entities may find it useful to re-assess physical and
transition risks on different timelines. Physical risks can generally be
reviewed every 5 years7, unless there are major changes to operations
or assets under control. Transition risks may require more frequent
updates, potentially every 1-2 years.

331013111 Given this, while 5 years may be appropriate for some
institutions or for extensive scenario analysis exercises, it is important
that reporting entities monitor new developments e+(e.g., transition
plans in other jurisdictions, impact of geopolitical events that-mean-the

- I I TN o . :
Geverpamentehangeson mitigation policies).

3112  For some institutions, particularly with more (financial) exposure
to climate risks and/or if they face risks which may be more affected by
geopolitical developments or changes in the global economy, more
frequent stress testing, such as on an annual basis, should be
considered.

3113 Assessing climate risks through scenario analysis is a developing
field. Reporting entities should monitor new scenarios that become
available from providers, in case they provide new and useful
information or suggest new approaches.

3114 Judgement should be applied in deciding the relative
significance of developments and events which require assumptions
underpinning their existing scenario analysis to be revisited. For
example, advances in appropriate technology, the susceptibility of the
mitigating activities to obsolescence and other risks arising may
constitute significant developments or events triggering the need to
revise the scenario analysis, but how and when to determine this is not
Mmade clear in the guidance.

70 selected based on CCRA cycles, typical timing for political and fiscal events (e.q., elections, spending reviews)

and considering the regularity of updates to relevant data sets in the past.

71 The frequency of updates to climate models and other risk assessment processes focused on physical risks

(e.g., CCRA, NAP) means significant changes are unlikely to occur frequently.

71



Public sector bodies must consider the appropriateness of the use of

resources needed to undertake climate scenario analysis (considering
the principles in Managing Public Money) given scenario analysis can

often be a resource and time intensive process — refer to para.

1.41Quantitative-vscualitative-analysis
375 C o . . lysis-drives,

Quantification

3116 Climate scenario analysis is an iterative process, whereby
reporting entities should strive to improve the level of analysis on an
ongoing basis. Starting with a gualitative narrative-based approach,
before moving to a more quantitative analysis may be appropriate, as
the organisation’s understanding, the models, data availability and
granularity all improve.

3117 Quantitative climate scenario analysis supports organisations to
properly analyse and understand the climate issues that they may face
under different scenarios. However, there is considerable uncertainty in
climate scenario models (e.g., around tipping points) which impacts the
likely accuracy of quantitative assessments.

3118 Due to the level of uncertainty for more distant time horizons,
annual reports may use ranges or gqualitative scales of severity72 (e.q.,
likely financial impact, its duration and the relative significance to the
organisation).

3-”9 e CcoSt -%-:-5-:-—-—6-—%-:-.-=-—-—.-—-7-:——--==-.-—:—-—:-3-.-—-%—.-3-.--7- —-———-—-—--%

f -When broader impacts on the economy, the
environment and the public are considered, a qualitative analysis may
be rArgeh-more appropriate. Please refer to paragraph. 1.33-ard to 1.37
for further details.

3120 Whichever method is used for climate scenario analysis, annual
reports must transparently describe the approach and its limitations. If
third-party providers are used, they should be requested to provide
clear explanations of their assumptions and method limitations.

21023.121 The cost-benefit of guantitative climate scenario analysis
should be considered.

72 An example of scales of severity could be: low, within normal manageable risks in year; medium, with

significant financial risks contained with a year or with significant financial impact; large, with significant

financial impacts over multiple years; very large, as existential for the organisation.
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Chapter 4
Risk Management

4.1 Risk is the possibility of an event occurring that will have an
impact on the achievement of objectives. Effective risk management
encompasses a series of coordinated activities strategically designed to
oversee and address these risks while upholding internal control within
an organisation.

4.2  The UK's public sector exhibits a considerable level of diversity,
necessitating a wide spectrum of risk management practices.
Overarching principles and concepts as set out in :The Orange Book.
Organisations must proactively cultivate tailored and efficient risk
management, which will naturally vary based on the unique
characteristics of the organisation and the dynamics of its operational
environment. Similarly, the terminology and categorisation of risk used
by reporting entities may also vary (although Annex 4 of The Orange
Book provides examples of risk categories which preparers may wish to

consider).

4.3 Climate-related risk is the potential negative impact of climate
change on an organisation. Climate-related risk management
processes and mitigation strategies should be tailored based on their
associated severity, likelihood, and timing. These processes are not
static and will need to evolve and mature over time, in tandem with
shifts in the risk landscape and as management's comprehension of
these risks deepens.

Recommendation for Risk Management

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

Overview

4.4 This chapter mainly addresses qualitative disclosures
surrounding an organisation’s processes for identifying, assessing, and
managing climate-related risks, and their integration within the
organisation’s overall risk management.

4.5 For central government, existing FReM requirements for the
performance analysis and the governance statement require disclosure
on the processes and structures used to identify, evaluate and manage
both principal, new and emerging risks. Similar requirements exist
across the UK public sector.
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Materiality

4.6  In-scope reporting entities must include Risk Management
recommended disclosures (a) to (c) in annual reports — on a comply or
explain basis - without further application of a materiality filter (para. 1.21
to 1.32).

47 This provides annual report users with the information they need
to understand the organisation’s overall climate-related risk
Mmanagement process; alongside the board and management's
judgement of whether climate is a principal, new or emerging risk (or
component of a principal risk) - or neither.

Recommended disclosures

494.8 This section sets out the TCFD's recommended disclosures for
Risk Management (in red boxes). UK public sector interpretations or
adaptations have been for Risk Management recommended

dlsclosures (@) to (c) - refer to Table B.2 (in Annex Bi-with—Supperting

Recommended disclosure for Risk Management (a)
Risk identification and assessment

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

Organisations should deseribeoutline their risk management processes

for identifying and assessing climate-related risks-An-mpertantaspect

efthis-desertption-s, highlighting how erganisations-they determine
the relative-significance of elimate—relatedthese risks

relattercompared to other risks.
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Organisations They should-deseribe-whetherthey consider existing and

emerging regulatory requirements related to climate change-{eg;
HrAattsen-, such as emissionsiaswet-as limits, along with other relevant
factors-eensideree:

. Additionally, organisations should alse-considerdiseclosing-the

44149 disclose their processes for assessing the petential-size and scope
of identified climate-related risks and_provide definitions of risk
terminology dsed-or references to existing risk classification
frameworks used.

Recommended disclosure for Risk Management (b)
Risk management

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

432410 Organisations should desertbedetall their processes for

managing climate-related risks, including how they make
deeistensdecide to mitigate, transfer, accept, or control theese risks. +~

additienerganisationsI hey should desertbealso explain their
prioritisation processes for prieritising-climate-related risks, including

how materiality determinationsare-made-withinthelrorganisationsis

determined.

_ . ‘ . . :
Organisations should address the relevant risks ﬁemdedoutlmed in

Tables Al.l and Al.2 (in Annex A;) as appropriate:

4323411 Fhepart of their risk management description. These
‘Examples of Climate-Related Risks/Opportunities and Potential
Financial Impacts’ {fable—and)may be less relevant for certain public
sector bodies and do not need to be considered if not relevant.

Public sector considerations and further guidance

ol . . el »

434402 As well as considering internal risk management
processes, reporting entities should also consider whether information
from external risk frameworks is relevant for their disclosures. The
government and the wider UK public sector report against various risk
frameworks: (e.g., National Risk Reqgister). These often include climate
change as a risk. Identifying, assessing, and leveraging existing risk
frameworks will likely aid and improve disclosure. Further guidance is
included in Annex A.
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Recommended disclosure for Risk Management (c)
Overall integration

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

mahagementprocess:Public sector considerations and further
guidance

435413 Climate risk may be managed alongside existing risk
Mmanagement procedures - without setting bespoke climate-related

procedures.

436414 Where climate is identified as a principal risk, then
bespoke climate-related risk management is more likely;whieh-wit
teracetwith-the-organisation'severattriskmanagerment. Where
climate is not deemed a principal risk but is instead a significant
component of another principal risk or a cross-cutting risk, the
organisation may manage climate-related risks in the same way as
other risks as part of their overall risk management.

437415 Where risk management processes are described in
sufficient detail elsewhere in the annual report (e.g., the Governance
Statement), the TCFD recommended disclosures should-atiise-this
fermation cross-referencing accordingly to avoid duplication.

Interaction with strategic and other principal risks

4184.16 Climate risk is often an exacerbation of existing strategic
risks (e.g., extreme weather, water shortages, etc.). Climate change may
make these risks more likely or the related impacts more serious.
Hence, climate change risks should not be considered in isolation and
should be clearly integrated into the strategy of an organisation.

4319417 Where an organisations existing risk types are impacted
by climate, these cross-cutting risk types are likely to require
integration into existingthe risk management practicesframework.

420418 Reporting entities must apply judgement in deciding
which risks should be addressed in the TCFD-aligned disclosures and
which are considered as other strategic or principal risks. Linkages

76



between related risk disclosures should be explained - making use of
cross-referencing where appropriate.

421419 While this application guidance sets minimum disclosure
requirements, the level of detail should be commensurate with the
significance of climate-related risks to the organisation. Care should be
taken to ensure the TCFD-aligned disclosures are proportional —
considering other risks disclosed in the annual report.
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Chapter 5
Metrics and Targets

51 Stakeholders require a clear understanding of an organisation's
methods for assessing and tracking climate-related risks and
opportunities. Access to the metrics and targets employed by the
organisation enables stakeholders to make informed evaluations of its
performance, level of vulnerability to climate-related issues, and the
progress made in effectively managing or adapting to those issues.

52 Metrics and targets are essential for monitoring performance and
tracking progress. The Climate Change Act 73 commits the UK
government by law to reduce GHG emissions — similar legislation has
been set by devolved administrations. Central government and wider
public sector bodies may have set their own net zero commitments.

53 Parliament, the public and other stakeholders need to
understand how an organisation measures and monitors its climate-
related risks and opportunities. This transparency enables them to track
an individual entity’'s performance.

Recommendation for Metrics and Targets

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

Overview

54  This chapter comprises primarily quantitative disclosures related
to metrics and targets, as well as qualitative information on how the
metrics and targets are used by the organisation.

Materiality

55 The Task Force requires organisations to provide Scope Tand
Scope 2 GHG emissions independent of a materiality assessment and, if
appropriate, Scope 3 GHG emissions and the related risks. The
disclosure of Scope 3 GHG emissions is subject to a materiality
assessment. Further reporting on Scope 3 emissions, beyond the
existing categories set out by relevant authorities, is considered
voluntary at this time. GHG emission scopes are defined in the GHG
Protocol - please refer Annex A for further information.

73 The Climate Change Act 2008: www.legislation.gov.uk/ukpga/2008/27/contents
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5.6  Other climate-related metric categories remain subject to
materiality — except where they are specifically mandated by other
reporting requirements (e.g., in legislation, from relevant authorities).

ol

Sfffation—The-Rterinkage and ove as.e.s ste-felatecane

Public sector considerations and further guidance

Commentary

5:85.7 Where climate-related targets have been set by an organisation
(or on them by an external authority), performance against them
should be reported. If performance information has already been
published elsewhere, signposting to external sources is acceptable. The
related commentary must be clear as to whether performance is
improving or worsening and not assume this is clear to the user.

Methodologies and reporting boundaries

595.8 Organisations should ensure they include definitions and
methodologies to explain their metrics and targets, particularly where
they are organisation-specific.

5185.9Where there are differences in the reporting boundaries for
metrics and targets disclosures, these should be explained clearly.

Prior period reporting

5H5.10 Organisations must provide prior year data to track
historical performance. Reporting entities should also provide historical
data for past years when doing so enhances the user’'s understanding
of performance.

Baselining

5425.11A base year serves as a reference point for comparing present
and past emissions. To keep data consistent, base year figures may be
recalculated following significant structural changes.

533512 When reporting against metrics and targets, it must be
clear as to which years have been set as the baseline. Where external
cross-sector frameworks (e.g., Greening Government Commitments
(GGCs) for central government) are being used, the same baseline year
should be applied for comparability.

534513 However, there may be instances where a reporting entity
sets a new baseline year — either in the absence of one set externally or
where significant structural changes (or other changes) have meant a
baseline set internally is needed for monitoring purposes. In such
instances, reporting entities should explain their choice.
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5355.14 Where a base year is used for performance monitoring,
the base year data must be updated and reported in line with changes
in accounting policies and boundaries. When material changes occur,
the prior-year figure reported for comparative purposes must also be
updated with an accompanying explanation.

5365.15 Prior period comparative information should not go
beyond the baseline year.

Broader considerations

537516 Examples of-certatr different sustainability measurement
types which public sector bodies may choose to use, include 74

e Operational impacts
e Policy effectiveness

e The state of economic, environmental, and social conditions in
areas under their jurisdiction.

e Strategies to create value (for the organisation, its
stakeholders, lenders, public-private partnerships, and society
more broadly)

518517 When determining what information to include in annual
reports, preparers must consider both financial materiality with respect
to their accounts and the significance of broader impacts on the
organisation’s current and future performance with respect to their
objectives and strategy.

5395.18 The public sector is a sector in its own right - with policy
effectiveness, stewardship and value creation forming part of the
organisation’s strategy, alongside operational impacts. Related
disclosures for broader impacts and outcomes should provide a
balanced view—, noting these are often more challenging to measure
and assess.

5205.19 The responsibility for setting policy, delivering outcomes,
and providing services is often shared by multiple organisations and the
boundaries of responsibility may be less clearly defined compared to
the private sector—, where formal agreements and ownership
structures are more common.

5215.20 Where information on broader policy and outcomes is
relevant, its significance and ability to meet the primary user’s needs;
must be considered. Summarising this information and signposting to
external reports may be more useful —refer to 1.66 to 1.71

522521 Disclosures related to broader considerations should be
clearly separated from disclosures on entity-level operational impacts.

74 CIPFA’s Public Sector Sustainability Reporting: time to step it up; Public Agency Sustainability Reporting, GRI

2004. Please refer to www.cipfa.org/protecting-place-and-planet/sustainability-reporting-CHPFAS—-GRE2004:,
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523522 Organisations are encouraged to consider climate
adaptation and resilience, as well as climate change avoidance, when
considering Metrics and Targets. This will form a significant component
of government’s response to climate change.

Recommended disclosures

524523 This section sets out the TCFD's recommended disclosures
for Metrics and Targets (in red boxes}-with—Suppertirg-gutdancefrom
FeFBHirred)). UK public sector interpretations or adaptations have
been made to thesuppertingFSFBTCED's Guidance for All Sectors for
Metrics and Targets recommended disclosures (a) to (c) - refer to Table
B.2 (in Annex B—explatredtaterinthissection{andtr—Fhe). ‘Public
sector considerations and further guidance’ sectienprovidesadditionat

elarity-te-guides annual report preparersyratergside through the UK
public sector-specific considerations_to disclosure.

Recommended disclosure for Metrics and Targets (a)
Metrics

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

. " c
5.24 Organisations should previde-thedisclose key metrics used to
measure and manage climate-related risks and opportunities, as
egesertbed-inreferencing Tables Al.l and Al.2 (in Annex A;), as well as
metrics eensistentwith-from the cross-industry fereross-secterf;
climate-related metric-categories desertbed-in Table B.3 (in Annex B-).

Organisations should eenstdertretadirg-include relevant metrics on
climate-related risks asseciated-withrelated to water, energy, land use,

and waste management-whererelevantand-appheable:

Where. For material climate-related issues-are+raterial, organisations

should eensiderdeseribing-whetheranddescribe how related
performance metrics are-theerpoeratedrteinfluence remuneration

policies.

525 WhererelevantAdditionally, organisations should previdereport
their internal carbon prices as-wel-asehmate-and metrics related

epportanity-retriessaeh-asto revenue from Jow-carbon economy
products and services-desighredforatow-carbon-econormy-.

526 Metrics should beprevided-forcover historical periods te-attew-for
trend analysis: and, where appropriate, erganisatieonssheuld-consider
provichrginclude forward-looking metrics ferthe-eross-industry-fend
eross-sectorf<hmate—relatedrmetric categoresdesertbedtrTable—
eonsistentaligned with thel-business eperationet-orstrategie-planning
trae-horizons. taddittenwhere-nrotapparent-Organisations should
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provide a-deseriptiondescriptions of the methodologies used to
calculate or estimate elirrate—relatedthese metrics.

" o ' . :

527 FerallTCFD's 'Examples of Climate-Related Risks/Opportunities
and Potential Financial Impacts’ (in Table Al.l and Al.2) may be less
relevant for certain public sector bodies - refer to Annex Ametries- for
further guidance.

5275.28 Organisations should eensiderprevidingprovide historical
trends and forward-looking projections {byfor relevant esuntry-andfor

foriseiettonbusinesstneorassettype-Organisatiensmetrics
disaggregated where appropriate. They should alse-consider
ehsetestrgdisclose metrics that support thet-scenario analysis and
strategic planning-precessand-thatare, as well as those used to
monitor the erganisatien’s-business environment from a strategic and
risk management perspective.

528529  Organisatiensshould-considerproviding-Key metrics
related to GHG emissions, energy, water-and-ether, physical risk

exposures, land use, and;+frelevant; investments in climate adaptation
and mitigation thataddressshould also be included, particularly those

addressing potential financial aspeetsimplications of shifting demand,
expenditures, asset valuation, and cost of financing.

Public sector considerations and further guidance

Industry and cross-sector comparatives

530 The TCFD framework emphasises the importance of cross-
industry-based metrics and targets for comparability. Where a public
sector body operates in a specialised industry, they should consider
reporting cross industry-based metrics — refer to para. 1.30 to 1.32- and
Table 1.1.

531 In addition to the cross-industry metrics, existing sustainability
reporting frameworks across the UK public sector, which already
require reporting on water, energy, land use, and waste management,
may be used to draw cross-sector comparatives (e.g., GGCs for central
government, NHS Greener metrics, climate and sustainability-related
reporting in the devolved administrations which are often collected
outside annual reports).

532 The Task Force has published additional Guidance on Metrics,
Targets and Transition Plans which provides further information and
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examples on metrics and targets. Guidance on transition plans is not,
however, being opined on in this guidance.

Climate-related performance-based remuneration policy

533  While the TCFD guidance makes specific reference to
incorporating performance measures into remuneration policies, UK
public sector bodies may have less flexibility in setting remuneration
policies and may be subject to additional controls and limitations.

534 Furthermore, public sector bodies may have a broader set of
levers to eriveimplement organisational change. Consequently,
guidance on climate-related performance-based remuneration policy
may be less relevant in a public sector context.

Internal and Shadow Carbon Pricing

535 Internal carbon price (similar to shadow carbon price7s) refers to
a monetary value on GHG emissions an organisation uses internally to
guide its decision-making process in relation to climate change
impacts, risks, and opportunities. This represents the external costs of
GHG emissions.

536 The government already uses internal carbon prices
(‘carbon/emissions values') to evaluate the impact of GHG emissions on
policy and programme appraisals—hisrepresents — via the
Supplementary Green Book Guidance on Valuing GHG emissions in
policy appraisal. This offers a monetary value that society places on one
tonne of carbon dioxide equivalent (£/tCO2e).

537 These differ from external carbon prices, which represent the
observed price of carbon in a relevant market (such as the UK
Emissions Trading Scheme}. — addressed in Chapter 3).

538 Reporting entities that use internal carbon pricing should
provide relevant disclosure in their annual reports - signposting to
external frameworks and sources where appropriate. This may include
information on how carbon values (or internal carbon prices) are used
to appraise and evaluate policies, programmes or projects, as well as
the absolute value.

Recommended disclosure for Metrics and Targets (b)

Emissions

Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 GHG emissions,
and the related risks.

75 Internal carbon pricing is when an organisation assigns a cost to its own carbon emissions to guide decision-

making and investment, while shadow carbon pricing is a hypothetical price applied to assess the financial

impact of future carbon costs without actual payment, typically used for long-term planning and risk

assessment.
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539 Organisations should previdedisclose their Scope 1and Scope 2
GHG emissions wdependentefwithout a materiality assessment, and—+f
apprepriate; consider Scope 3 GHG-emissions and the-related risks. All

organisations sheutdare encouraged to consider disetesirgtheir Scope
3 GHG-emissions: across their value chain.

540 GHG emissions should be calculated #tre-withaccording to the

GHG Protocol methodology to eHew-feraggregationandensure
comparability across organisations and jurisdictions. As-apprepriate;

erganisationsshouldconsiderprovidingrelated;

Organisations may provide generally accepted industry-specific GHG
efficiency ratios.

540541  GHG Emissions and associated metrics should be
providedreported for historical periods to altew-ferenable trend analysis:

tadditienwherenoetapparent, and organisations should previdea
deserptionefdescribe the methodologies used to calculate or estimate

these metrics where necessary.

o dorat el »

EXxisting emissions and climate-related reporting in central government

5415.42 Currently, the-GGEsreguirecertath-central government
bodies are required to report on emissions, including Scope 1, Scope 2,

and Scope 3 - business travel only. Central government bodies--scepe
ofthe-GGEs should align their reporting with the Sustainability
Reporting Guidance™ (SRG), ensuring the same underlying
methodology is applied.

542543 At present, further categories of Scope 3 GHG emissions (in
addition to business travel) are not required for GGC or SRG purposes.
However, central government bodies may choose to report on other
GHG emissions scopes or sources—which-are-out-of-scope-ofthe
eurrept GG Cframeweork.. Some of these emission sources are
considered in the SRG 76,

with-the-SRGthey-may-choosetotrelade-This information +H—H°re—sa-me
tocationasthe FCHFb-Comphance Statermentandrecomrmended
ehselosures-ercontinge-toreportmay be reported in the sustainability

report—Hewever-appropriate- or the TCFD-aligned disclosure section —
with cross-referencing sheuld-be-addedas appropriate.

Other public sector bodies

76 Refer to the SRG for further information on Scope 3 GHG emissions categories outside of the business travel.
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5.45 Emissions reporting requirements may necessitate new
reporting procedures, adapting/extending existing voluntary reporting,
or assessing alignment of their existing frameworks with the TCFD
guidance. Reporting entities will benefit from considering this early,
and relevant authorities should be consulted where appropriate.

Methodologies and reporting boundaries

546 The GHG Protocol is the most widely used methodology and
underpins most emissions reporting frameworks — including the TCFD's
framework.

5.47 Reporting entities should provide an explanation of the
methodology used to calculate emissions metrics, including whether it
is in accordance with the GHG Protocol methodology, the reporting
boundaries and highlighting any changes in the basis of reporting.
Where organisations align their emissions methodology or reporting
boundary with an existing reperting-framework (e.g., GGCs for central
government) then-siraply stating this alignment is sufficient.

548 Asthere is significant scope for judgement in determining
boundaries and which emissions are included, organisations should
explain these decisions clearly. This information is expected to be more
material where these metrics underpin a major policy or strategy.

Intensity metrics

549 Reporting entities should consider reporting intensity metrics
(emissions per chosen unit) and provide clear explanations of the
choice of metric.

Scope 3

550 Organisations may choose to undertake an assessment of Scope
3 emissions. If a reporting entity decides to report further emissions,
they must clearly identify which emissions categories are included and
ensure this is understandable with historical data. Further information
on emissions scopes is included in Annex A.

551 Where Scope 3 emissions are deemed to be material to primary
users; but not disclosed in the annual report—, the reporting entity
should update their TCFD Compliance Statement, detailing the reason
for the omission and setting out the expected timeframe for their
inclusion, where appropriate.

Recommended disclosure for Metrics and Targe (c)

Targets

Describe the targets used by the organisation to manage climate-
related risks and opportunities and performance against targets
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5 . " 3 :
552 Organisations should desertbeoutline their key climate-related
targets-suehas, including those related to GHG emissions, water usage,
and energy usagereteta-tHreconsumption, aligning with the cross-
mdustry fernd-eress—sectorf-climate-related metric categories in Table

3 (in Annex Brwhere) and relevantandiatine-withanticipated
regulatory regutrerments-or market eenstratnts-eroethergoals.

OtherAdditional goals may trebadleencomypass efficiency erfiranctiat
goealsfandf-targets, financial loss tolerances, avoided GHG emissions
throughout the entire-service delivery and product Hfe-eyetleerlifecycle,
and net revenue goals for low-carbon products and services-desigred

HWhen describing their targets, organisations should eenrsider

: ; . e

+—specify whether thetargetisthey are absolute or intensity-based:
+—, the applicable time frames-everwhich, the targetapphes:

»—base year frera-whichfor measuring progress-s+reasured:, and key
performance indicators used to assesstrack progress-agatasttargets:

Organisationsdiselesing. For medium-terr or long-term targets,

organisations should also disclose associated interim targets-#

aggregate-erby-businesstine, where available.

553  Wherelf not epparentclear, organisations should provide a
description of the methodologies used to calculate targets and
measures.

Public sector considerations and further guidance

5555.54 Organisations should provide fair, balanced, and
understandable commentary on climate and sustainability-related
performance, detailing organisational activities and other factors that
have led to significant movements.

5.565.55 Annual reports should clearly distinguish between
‘targets’, ‘commitments’, ‘pledges, ‘goals’, ‘aims’, and ‘ambitions’,
explaining which of these policies they have actively pursued and
included in organisational plans and budgets.

5.575.56 Organisations should clearly highlight which Key
Performance Indicators (KPIs) are used to monitor progress against
targets and provide sufficient information to assess performance.
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5L585.57 Reporting entities should explain which Scope 1,2 or 3
emissions are included in their targets and ensure that their
relationship with GHG reporting metrics is clearly explained.

5.595.58 Reporting entities should provide comparative
information for all metrics alongside current reporting to enable
performance against the target to be assessed. Any updates to targets,
such as restatements or updates to baselines, should be disclosed and
explained.

5:605.59 Organisations should identify any areas where
performance was not in accordance with the target and any actions
taken to address this.
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ArAexBANnnex A
Further guidance

FCEFD!s-Overview of the Task Force for Climate-
related Financial Disclosures (TCFD)
recommendations

Background

Al In 2015, the Financial Stability Board (FSB) established the TCFD
to develop recommendations for more effective climate-related
disclosures to promote more informed decisions and, in turn, enable
stakeholders to understand better the concentrations of carbon-related
assets 77 and exposures to climate-related risks.

A2 TCFD's aim is for these disclosures to promote the management
of climate-related financial risks and opportunities across the economy

and financial system.

A3  The government recognised the recommendations of the FSB's
TCED as one of the most effective frameworks for organisations to
analyse, understand, and ultimately disclose climate-related financial
information against.

A4  The TCFD recommendations are being adopted as the
foundation for new and developing international sustainability
standards, including the International Financial Reporting Standards
(IFRS) Foundation’'s International Sustainability Standards Board 78
(ISSB) and the International Public Sector Accounting Standards
Board 79 (IPSASB). Implementing TCFD's recommendations aligns the

UK public sector with global best practice.

A5  The responsibility for monitoring has been taken over by the
ISSB. While the TCFD material is no longer being updated or monitored,
this does not detract from the importance of the materials or how they
link in to longer term advancements of sustainability reporting through
the sustainability standards.

77 Carbon-related assets are generally considered to refer to assets with relatively high direct or indirect GHG

emissions.

78 |SSB's has issued IFRS-S1 General Sustainability-related Disclosures and IFRS-S2 Climate-related Disclosures

www.ifrs.org/groups/international-sustainability-standards-board/

79 |PSASB's consultation on Advancing Public Sector Sustainability Reporting:



http://www.ifrs.org/groups/international-sustainability-standards-board/
http://www.ipsasb.org/publications/consultation-paper-advancing-public-sector-sustainability-reporting

Recommendation and guidance

B1A.6 The TCFD framework structure for recommendations and
guidance is depicted in :Figure A.l. There is an array of existing material
and guidance published by TCFD, as well as other external bodies,
which may be useful to expand knowledge, build capacity and enhance
reporting._Figure A.5 sets out the TCFD framework’s structure and
recommended disclosures.

Figure A1 TCFD's Recommendations and Guidance

Recommendations

Guidance for
All Sectors

Recommended
Disclsoures

Guidance for
eI E el Cuicance highlighting important considerations for certain

Additional Supporting
Materials

Source: www.fsb-tcfd.org/publications/

Climate-related risks, opportunities and risk
management

TCFD's guidance on climate-related risks and
opportunities

B2A.7 Climate change can have far-reaching impacts, encompassing
not only physical effects on people and the environment but also the
consequences of transitioning to a changing climate, along with the
necessary tasks of adaptation and mitigation. The Task Force categorise
climate-related risks as follows:

¢ Physical risks — adverse impacts (e.g., disruption to
operations, destruction of property) either event-driven
(acute) such as increased severity of extreme weather events
(e.g., cyclones, droughts, floods, and fires) or longer-term shifts
(chronic) in precipitation and temperature and increased
variability in weather patterns (e.g., sea level rise); or,

¢ Transition risks - associated with the move to a lower-carbon
global economy, the most common of which relate to policy
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and legal actions, technology changes, market responses, and
reputational considerations.

B23A.8The TCFD identified certain climate-related risks, opportunities,
and financial impacts which may be relevant for disclosure — denoted in
:Figure A.2. The Task Force also set out examples of climate-related risks
and opportunities, as well as the potential financial impacts — included
in Table ALl and -Al.2. Further details are included in -:the TCFD
quidance.

B4A9Not all TCFD's guidance or examples are relevant to, or can be
applied by, public sector bodies. Discretion must be used to determine
which are relevant in their own context.

Figure A.2 Climate-related risks, opportunities and financial impact
identified by the Task Force

Climate-Related Risks, Opportunities, and Financial Impact

Transition Risks

Opportunities

Resource Efficiency

Opportunities

1
Strategic Planning
Risk Management

Physical Risks
Acute

Financial Impact

1
_________ -
1

Revenues Income Cash Flow Balance Assets & Liabilities

Statement Statement Sheet Capital & Financing

Source: www.fsb-tcfd.org/publications/
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Table Al.1 Examples of climate-related risks and potential financial
impacts

Transition Risks

Climate-related risks

Policy and Legal

Increased pricing of GHG

emissions

Enhanced emissions-
reporting obligations

Mandates on and
regulation of existing
products and services

Exposure to litigation

FeehnologyTec hnology

Substitution of existing
products and services
with lower emissions
options

Unsuccessful
investment in new
technologies

Costs to transition to
lower emissions
technology

Market

Changing customer
behaviour

Uncertainty in market
signals

Increased cost of raw
materials
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Potential financial impacts

Increased operating costs (e.g.,
higher compliance costs, increased
insurance premiums)

Write-offs, asset impairment, and
early retirement of existing assets
due to policy changes

Increased costs and/or reduced
demand for products and services
resulting from fines and judgments

Write-offs and early retirement of
existing assets

Reduced demand for products and
services

R&D expenditures in new and
alternative technologies

Capital investments in technology
development Costs to
adopt/deploy new practices and
processes

Reduced demand for goods and
services due to shift in consumer
preferences

Increased production costs due to
changing input prices (e.g., energy,
water) and output requirements
(e.g., waste treatment)Abrupt and
unexpected shifts in energy costs

Change in revenue mix and
sources, resulting in decreased
revenues

Re-pricing of assets (e.g., fossil fuel
reserves, land valuations, securities
valuations)



Reputation

- Shifts in consumer
preferences

- Stigmatisation of sector

- Increased stakeholder
concern or negative
stakeholder feedback

]
X
.2
(2 4

c
=
5=
(7]
c
©
L
=

Acute

- Increased severity of
extreme weather events
such as cyclones and
floods

Physical Risks

Chronic

- Changes in precipitation
patterns and extreme
variability in weather
patterns

- Rising mean
temperatures

- Rising sea levels

Reduced revenue from decreased
demand for goods/services

Reduced revenue from decreased
production capacity (e.g., delayed
planning approvals, supply chain
interruptions)

Reduced revenue from negative
impacts on workforce
management and planning (e.g.,
employee attraction and retention)

Reduction in capital availability

Reduced revenue from decreased
production capacity (e.g., transport
difficulties, supply chain
interruptions)

Reduced revenue and higher costs
from negative impacts on
workforce (e.g., health, safety,
absenteeism)

Write-offs and early retirement of
existing assets (e.g., damage to
property and assets in “high-risk”
locations)

Increased operating costs (e.g.,
inadequate water supply for
hydroelectric plants or to cool
nuclear and fossil fuel plants)

Source: www.fsb-tcfd.org/publications/www-fsb-tefetorglpublicationst
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Table Al.2 Examples of climate-related opportunities and potential
financial impacts

Resource Efficiency

Energy Source

Climate-related opportunity

- Use of more efficient -
modes of transport

- Use of more efficient
production and -
distribution processes

- Use of recycling -

-  Move to more efficient
buildings

- Reduced water usage and
consumption

- Use of lower-emission -
sources of energy

- Use of supportive policy
incentives -

- Use of new technologies

- Participation in carbon
market

- Shift toward
decentralised energy
generation
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Potential financial impacts

Reduced operating costs (e.g.,
through efficiency gains and cost
reductions)

Increased production capacity,
resulting in increased revenues

Increased value of fixed assets
(e.g., highly rated energy-
efficient buildings)

Benefits to workforce
management and planning (e.g.,
improved health and safety,
employee satisfaction) resulting
in lower costs

Reduced operational costs (e.g.,
through use of lowest cost
abatement)

Reduced exposure to future
fossil fuel price increases

Reduced exposure to GHG
emissions and therefore less
sensitivity to changes in cost of
carbon Returns on investment in
low-emission technology

Increased capital availability (e.g.,
as more investors favour lower-
emissions producers)

Reputational benefits resulting
in increased demand for
goods/services



Products and Services

[0
0
c

=
(0]
0
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Climate-related opportunity

Development and/or
expansion of low emission
goods and services

Development of climate
adaptation and insurance
risk solutions

Development of new
products or services
through R&D and
innovation

Ability to diversify
business activities

Shift in consumer
preferences

Access to new markets

Use of public-sector
incentives

Access to new assets and
locations needing
insurance coverage

Participation in
renewable energy
programmes and
adoption of energy-
efficiency measures

Resource
substitutes/diversification

Potential financial impacts

Increased revenue through
demand for lower emissions
products and services

Increased revenue through new
solutions to adaptation needs
(e.g., insurance risk transfer
products and services)

Better competitive position to
reflect shifting consumer
preferences, resulting in
increased revenues

Increased revenues through
access to new and emerging
markets (e.g., partnerships with
governments, development
banks)

Increased diversification of
financial assets (e.g., green bonds
and infrastructure)

Increased market valuation
through resilience planning (e.g.,
infrastructure, land, buildings)

Increased reliability of supply
chain and ability to operate
under various conditions

Increased revenue through new
products and services related to
ensuring resiliency

Source: www.fsb-tcfd.org/publications/wwfsb-tefd-orglpublications/

Climate-related risks particdatarhyacutely relevant to the
UK public sector

B5A.10 Public sector bodies face additional climate-related
related risks in connection with value for money, accountability, policy
leadership, and coordination and delivery. The NAO published Climate
change risk: A good practice guide for ARACs which offers further
reading in this area.
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B-eA.llExample of climate-related risk categories that organisations
may wish to consider are included in ;Figure A.3, with those specific to
the public sector summarised as follows:

Policy leadership risk refers to the danger of government failing
to effectively address climate change due to the lack of a clear,
coherent, and flexible strategy across departments. This risk
encompasses uncertainties in technological development,
changes in behaviour, and the need for transparent, realistic
plans to meet long-term objectives like net zero by 2050.

Value for money risk in the context of transitioning to net zero
refers to the financial dangers associated with either delayed
action or hasty decisions without adequate risk assessment,
potentially leading to increased long-term costs or expensive
future corrections. This risk highlights the importance of
integrating climate change risks in decision-making to balance
cost-effectiveness with swift progress towards net zero goals.

Accountability risk is the ambiguity and potential
ineffectiveness in achieving net zero goals driven by unclear roles
and responsibilities of public sector bodies outside central
government departments.

Coordination and delivery risk refers to the potential failure in
effectively addressing climate change due to inadequate
collaboration, communication, and sharing of knowledge among
different organisations. This risk arises from unclear roles,
fragmented funding, and diffuse accountabilities, particularly
between central and local governments and other bodies,
leading to social and economic costs and failure to meet targets.

Figure A3 UK public sector climate-related risks

J
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UK public sector risk management

A2 This section draws from existing risk reporting for UK public
sector annual reports — on principal, new and emerging risks. While
climate risk has certain unigue characteristics (i.e., long tail, systemic in
nature), organisation should identify, assess and manage climate-
related risks in the same way as other risks they face.

Al3  This section does not constitute new requirements - however, for
completeness existing risk management and reporting requirements
have been included in this application guidance. In addition, relevant
clarificatory FRC guidance on risk assessment and reporting has been
included.

Risks identification and assessment

A4  For risk assessments, organisations should consider the potential
impact and probability of the related events, and the timescale over
which they may occur (D4 of the Orange Book).

Principal risk

Al5 The Orange Book defines a principal risk as a risk or combination
of risks that can seriously affect the performance or reputation of an
organisation. This definition is based on the FRC guidanceso, which in
turn has been used to supplement this section.

Al6 _ In deciding which risks are principal risks, the board should focus
on those risks that, given the organisation’s current position, could
result in events or circumstances that might threaten the organisation’s
operational model, future performance, funding and reputation,
irrespective of how they are classified or from where they arise

(footnote 2 of the Orange Book).

Al7 The number of principal risks should generally be relatively small.
While risk registers may contain a comprehensive list of risks that may
affect the organisation, primary users want an overview of those
considered most important to the board.

New and emerging risk

Al18 Emerging risks include risks whose impact and probability are
difficult to assess and guantify at present, but which could affect the
organisation in the future.

80 Definitions and guidance on principal, new and emerging risks are based on the FRC's guidance on the

Strategic Report, The Code and other guidance. These are used across the UK public sector to develop

performance and narrative reporting.
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Al19 Emerging risks regularly change, can materialise quickly, and can
significantly affect the organisation and its operations. Procedures must
be in place for continuous monitoring of these risks to allow the
organisation to adapt or develop appropriate actions.

Risk reporting

A.20 Under existing performance reporting requirements, UK

government and public sector bodies are required to report on an

organisation’s principal risks, often with additional disclosure
reguirements on new and emerging riskss.

A21 Significant changes in these risks such as a change in likelihood,
probable timing, or possible effect - or the emergence of new risks -
should be highlighted and explained. This might include a description
of the likelihood of the risk, an indication of the circumstances under
which the risk might be most relevant to the entity, and its potential

impact.

A.22 Where a principal risk could significantly impact the delivery of

an organisation’s objectives and outcomes, disclosure should provide a

clear explanation of the risk and potential impact. Disclosures should
provide users with information which is specific to the organisation’s

circumstances.

A23 Central government bodies, specifically, are required to disclose
how principal risks have changed over the reporting period, their

impact on priority outcomes and delivery, and any mitigation strategies
applied, as well as disclosure of any emerging risks and their likely

impact on performance — refer to the FReM.

A24 An explanation of how the principal risks and uncertainties are
managed or mitigated should also be included to enable primary users
to assess the impact on the future performance of the organisation.

New or emerging risk

A.25 Central government bodies are reguired to provide information
on how the likelihood or possible impact of new and emerging risks has

changed.

Risk categories and other considerations

A.26 Organisations are responsible for their own risk management -
including the categorising and grouping of risks.

81 UK public sector reporting requirements have been driven by Section 414CB of the Companies Act 2006 which

requires a description of the principal risks relating to environmental matters, including how an entity

manages the principal risks.
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A27 The Orange Book recommends risks should be organised by
taxonomies or categories of risk. Grouping risks in this way supports the
development of an integrated and holistic view of risks. Annex 4 of the
Orange Book provides example risk categories and groupings that may

be useful for reporting entities to consider.

A28 -seureeConsidering the needs and preferences of management
and comparability with sector and industry peers is useful when
determining how risks should be organised.

Further reading and guidance sources for
managing climate-related risk

B+#A.29 The Orange Book sets out the principals, concepts and
approaches for risk management. Those charged with governance are
responsible for an organisation’s risk management. Other risk

management frameworks may be useful to consider, alongside the
Orange Book guidance, including:

managers, etc.

e :International Organisation for Standardisation (ISO),
specifically the following standards:

o 1SO 14090 Climate Change Adaptation - Guidelines for
Managing Climate Change Adaptation

o 1SO 14091 Adaptation to Climate Change - Guidelines on
Vulnerability, Impacts, and Risk Assessment

o 1SO 14080 Greenhouse Gas Management and Related
Activities - Framework and Principles for Evaluating Climate
Change-Related Investments and Financing Activities

o ISO 31000 Risk Management — Guidelines
o 14001 Environmental Management System

e Climate Change Risk Management Guidance

Other UK public sector climate risk frameworks

B8A.30 The government identifies climate change as a risk in the
National Risk Register &,

BSA.31 The CCC was established under the Climate Change Act
2008-ardproduces. Under the Act the government must have a
periodic UK-CCRA produced. The UK-CCRA identifies priority risk areas

82 The National Risk Register (2023): www.gov.uk/government/publications/national-risk-register-2023
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for the UK government to address (including on freshwater, soil health,
carbon stores, supply chains, etc).

BI6A.32 The Department for Environment, Food & Rural Affairs
(Defra) publish the National Adaptation Programme (NAP) to respond
to BKECRA'SUK-CCRA's risks facing the natural environment,
infrastructure, people and the built environment, business and industry,
local government, and adaptation reporting.

BHA.33 Each of the devolved administrations have their own
legislation with respect to climate change and are required to develop
adaptation plans to respond to the risks (and opportunities) posed by
climate change - as identified in the most recent UK CCRA.

BR2A34 The CCC independently assess progress toward reducing
emissions progress on climate change adaptation plans.

BA3A.35 UK public sector bodies that are considering the climate-
related risks and opportunities impacting them, or indirectly impacting
the economy, environment and people that they have a policy setting
responsibility over, may wish to consider the following source: UK-CERA;
NAP-CCRA4, NAP3,

A36 The CFRF has published various guides for finance professionals,
including on risk management, scenario analysis, disclosures and
metrics and targets. While these guides were predominantly produced
for financial institutions, they are useful when considering climate
scenario analysis.

Metrics and targets

Emission scopes

B14A.37 The GHG Protocol set out the emission scope levels as
depicted in:Figure A.4. This can be summarised as follows:

e Scope - all direct GHG emissions.

e Scope 2 - indirect GHG emissions from consumption of purchased
electricity, heat, or steam.

e Scope 3 - other indirect emissions not covered in Scope 2 that occur
in the value chain of the reporting company, including both
upstream and downstream emissions. Scope 3 emissions could
include the extraction and production of purchased materials and
fuels, transport-related activities in vehicles not owned or controlled
by the reporting entity, electricity-related activities (e.g.,
transmission and distribution losses), outsourced activities, and
waste disposal.
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Figure A.4 Overview of GHG Protocol scopes and emissions across the
value chain
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Global warming levels and temperature increases under
different model assumptions and pathways

A.38 This section explores the how different warming levels and
temperature increases evolve under different pathways and
assumptions.

A.39 The Climate Change Committee (CCC) Fourth Climate Change
Risk Assessment (CCRA) provides expected global warming levels in
Table A.2 under different conditions.

A.40 The IPCC's (and UKCP18's) model projections for the 5t and 6"
Assessment Reporting are depicted in Table A.3 and Table A.4.

100



Table A.2 Global Warming Level Pathways identified by CCC in CCRA4 methodology
... centralscenario __ Highclimate hazard sensitivity

Time period 2030s 2050s 2080s-2100 2030s 2050s 2080s-2100
Global warming level 1.5°C 2°C 2°C 2°C 2.5°C 4°C
above preindustrial
levels)
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IPCC's Assessment Report Models and UKCP18

Table A.3 IPCC Coupled Model Intercomparison Project Phase 5 (CMIP5) — used for the IPCC's 5th

assessment report and UKCP18 (Seneviratne et al., 2021):

RCP 2.6 1.7 (1.3-2.2) 1.7 (11-2.3)

RCP 4.5 2.0 (1.5-2.6) 2.5 (1.8-3.2)
RCP 6.0 1.9 (1.4-2.4) 2.8 (2.3-3.6)
RCP 8.5 2.5 (1.9-3.2) 4.4 (3.2-5.5)

Source: IPCC 5th assessment report
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The Met Office has published the full UKCP18 values which are available here:
www.metoffice.gov.uk/research/approach/collaboration/ukcp/summaries/headline-findings

Table A.4 IPCC Coupled Model Intercomparison Project Phase 6 (CMIP6) — used for the IPCC's 6th
assessment report (Lee et al., 2021):

SSP1-1.9 1.7 (1.1-2.4) 1.5 (1.0-2.2)

SSP1-2.6 1.9 (1.2-2.7) 2.0 (1.3-2.8)
SSP2 - 4.5 2.1 (1.5-3.0) 2.9 (2.1-4.0)
SSP3 -7.0 2.3 (1.6-3.2) 3.9 (2.8-5.5)
SSP5 -8.5 2.6 (1.8-3.4) 4.8 (3.6-6.5)

Source: |IPCC 6th assessment report
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Figure A.5 Overview of the TCFD framework
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opportunities

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.

\J

a) Describe the climate-

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

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

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

Risk
Management

l

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

\ ]

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

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

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

Metrics and
Targets

l such information is
material.

\

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

[

b) Disclose Scope 1,
Scope 2, and, if
appropriate, Scope 3
CHG emissions, and the
related risks

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




lllustrative example

A UK public sector organisation (‘Body A’) operates significant
national infrastructure, such as transport networks or public
utilities (e.q., energy distribution). They oversee several group
entities, including regional authorities and subsidiary
organisations responsible for service delivery and infrastructure
management. As a regulatory authority, Body A is responsible for
shaping and enforcing policies related to environmental
protection and climate change mitigation.

In their risk assessment, Body A considers climate-related risks
through three distinct lenses: their own operations, relationships
with group entities, and their policy/regulatory role. They deem
climate to be a significant risk to their operations and
policy/regulatory role.

Lens: Operations
Climate change poses a risk to Body A’s operations due to the

following:

e Physical risks - increased frequency and severity of
extreme weather events (e.g., floods, storms, heatwaves)
may disrupt transport or energy services, damage assets,
and increase repair and maintenance costs.

e Operational efficiency - rising temperatures could impact
energy demands (cooling needs) or stress public transport
systems (e.q., rail buckling, road surface damage), leading
to unplanned service outages or operational inefficiencies.

To manage this risk, Body A may need to invest in infrastructure
resilience, such as flood defences, robust transport routes, or
enhanced energy grid management systems. These risks are
within existing operational boundaries. When considering the
relative significance of these risks, Body A should assess this from
both a financial materiality perspective and from a risk
perspective which involves a quantitative assessment.

Lens: Group entities
Body A's group entities face climate-related financial and
reputational risks:

e Transition risks - new climate policies or carbon
regulations may increase costs related to emissions
reductions, enerqgy efficiency upgrades, and compliance
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measures. This could lead to stranded assets if existing
infrastructure becomes non-compliant with new
environmental standards.

e Financial exposure - climate change may lead to increased
insurance premiums for asset protection or decreased
availability of insurance for high-risk assets in flood-prone
areas, affecting the financial stability of group entities.

Body A must ensure that its group entities have effective climate
adaptation and transition strategies and report climate-related
financial risks across the group. The materiality lens must be from
the perspective of Body A (and its primary users), not the
individual bodies within the group. However, these risks should
be considered in aggregate.

Lens: Policy and Regulatory Role
Body A's assesses climate's impact on their policy/requlatory role.
They decide that climate is a principal risk based on:

¢ Regulatory gaps and stakeholder pressure - Body A may
face significant reputational risk if it fails to develop and
enforce regulations that adequately address the impacts of
climate change. This includes setting stringent emission
reduction targets, climate adaptation standards, and
ensuring compliance with national and international
climate frameworks (e.qg., Net Zero targets).

e Policy uncertainty - the evolving nature of climate policy,
both nationally and globally, could create uncertainty for
requlated entities, impacting investment decisions and
long-term planning. Body A may be exposed to risk if it
does not remain proactive in aligning its policies with
emerging climate science and regulations.

To mitigate these risks, Body A may need to update
policies/regulation in response to climate science and align
current frameworks with government-wide climate goals. When
considering what information to report to primary users, Body A
must consider the impact of climate on their strategy (including
on people, the environment and the economy)

Climate-related disclosures in the annual report

After analysing the risks associated with climate change and the
transition to net zero across each of these different lenses, Body
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A's governance team assess climate to be a principal risk for the
organisation.

Consequently, Body A must comply or explain against each of the
eleven recommended disclosures across the four pillars.
Nevertheless, the level of detail for climate information
depending on materiality across each of these disclosures, and
whether to include an assessment for each lens will vary.

Body A identifies significant infrastructure risk exposure. After
reviewing the TCFD metrics (Table B.3), it judges the data
material and includes both the percentage and absolute value of
assets exposed to physical and transitional climate risks. Although
the accounts use strict operational boundaries to record assets,
Body A should consider including information on other relevant
assets, whether across its group or sector, if this enhances
primary users' understanding of the organisation’s performance
and accountability.

Governance Likely to constitute Where a principal Where a principal
material climate risk stretches climate risk relates to
information across the group, or  policy or regulation
because its Body A identifies a role.
fundamental to principal risk within
understanding its group structure,
overall governance then include

disclosure.

Risk As above As above As above

Management

Metrics and Scope1and Scope 2 Where a principal Where a principal

Targets* GHG emissions climate risk stretches climate risk relates to

across the group, or policy or requlation,
Exposure (%, £) of Body A identifiesa  then identify and

assets with principal risk within disclose the related
physical/transitional its group structure, metrics and targets
risks then identify and to assess and

disclose metrics and manage the principal

Targets for targets to assess and risk.
emissions reduction Manage the principal

(interim and risk.
delivery)
Strategy* Disclose material Disclose material Disclose material

information on risks,information on risks, information on risks,
opportunities and opportunities and opportunities and
impacts of climate impacts of climate impacts of climate

on operations. on group. on policy and
regulation.
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Consider appropriate lens to consider the development of risks
(and opportunities) across different time horizons and
reference periods.

¥ - if Body A did not consider climate to be a principal risk, disclosure would
only be required against recommended disclosures associated with the
Governance and Risk Management pillars - not the Metrics and Targets or
Strateqy pillar.
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Annex B

UK public sector
interpretations and
adaptations

B16B.1The Task Force developed their recommendations for the private
sector. Consequently, certain key principles, concepts and terms used
in the TCFD guidance have to be interpreted and adapted for a public
sector context — as identified and explained in 3-Table B.1 Furthermore,
certain underlying disclosure requirements and supporting guidance
are less applicable for most UK public sector bodies. The guidance has
been adopted accordingly.

B1#B.2 These interpretations and adaptations are limited
specifically to this guidance (and the UK public sector) and should not
be applied more widely.

Terms and concepts

Table A:3B.1 Public sector interpretations and adaptations

Business or Organisation Encompasses a wider array of
company bodies, including those in the
public sector.

Business plan Organisation’s A plan sets out what an
Organisation’s Operations / organisation does, and what it
Business / Operational plan is trying to achieve. For the

private sector, this is focused on
making profit; whereas for the
public sector, this is focused on

delivery.
An An organisation’s Transforming inputs through its
organisation’s operations or activities into outputs and
business or operational model outcomes that aims to fulfil the
business entity's objectives, by providing
model goods and/or services.
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Private sector Public sector

Explanation

Acquisition Investment and

and divestures grant decisions, or
restructures (e.g.,
Machinery of
Government
changes)

While public sector bodies can
acquire and divest other
investments; these decisions tend
to encompass a broader array of
actions, including different types of
restructures (e.g., Machinery of
Government changes), grants, and
investments.

Investors Primary users

In the private sector, primary users
of annual reports are generally
accepted to be investors.

For UK government and public
sector annual reports, primary
users vary depending on the
relevant authority. For example,
primary users of central
government ARAs are Parliament

Sectors Services

Private sector entities are able to
define their own sectors for
categorisation. TCFD identifies
specific sectors, for which
‘government’ is a single category.
For the public sector,
standardising categorisations
improves comparability and
consistency.

Products and Public goods

The public sector delivers public

services and services goods and services, not products
and services.

Supply chain Supply chain The public sector is focused on the

and/or value chain delivery of public goods and
services - not profit. This is not
limited to monetisable value.

Investment in Funding Equity investment in the private

research and
development

research and
development

sector is common. Other forms of
funding (e.g., grant funding) are
also used in the public sector.
Consequently, funding has been
used to encompass the broader
funding streames.
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Access to capital Access to For the private sector, access to
parliamentary  capital predominantly refers to
supply, other cash raised from debt and equity.
funding, and For the public sector, funds are
resources predominantly raised via taxes (as

well as fees and levies), borrowing
and other sources (e.g., donations
or selling public assets).

Revenues, costs  Income, While the meanings are
expenditure equivalent, the terminology of
income and expenditure is more
common in the public sector

investment in investment and The public sector often funds R&D
research and grantsin through grants — rather than direct
development research and investment.

development

TCFD's supporting Guidance for All Sectors and Non-
Financial Groups

B.2 The Task Force included further guidance on the specific
recommended disclosures in TCFD's Guidance. This is split by sector
and industrial grouping. Interpretations and adaptations have been
Mmade to the ‘Guidance for All Sectors’ and ‘Non-Financial Groups'. These
UK public sector interpretations and adaptations have been explained
in Table B.2.

TCFD's guidance on metric categories

B.4 The Task Force published Guidance on Metrics and Targets
which includes seven metric categories (Table B.3). The Task Force

believes these are generally applicable to all organisations. The table
also includes certain public sector interpretations which are in line with

the proceeding chapters.
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Table B.2 TCFD's Guidance for All Sectors

Governance a) In describing the board's oversight of climate-related issues, Minor adaptations and

Board's Oversight organisations should consider including a discussion of the following: interpretations have been
made in respect of private
sector terms — refer to Table B.1.

e processes and frequency by which the board and/or board
committees (e.q., audit, risk, or other committees) are informed

about climate-related issues; Machinery of government

e whether the board and/or board committees consider climate- changes have been included as
related issues when reviewing and quiding strategy, major plans ofah example of government
action, risk management policies, annual budgets, and restructures.

organisation plans as well as setting the organisation'’s
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performance objectives, monitoring implementation and
performance, and overseeing major capital expenditures
investment or grant decisions, and restructures (e.qg., Machinery of
Government changes); andhow the board monitors and oversees
progress against goals and targets for addressing climate-related

issues.
Governance b) In describing management's role related to the assessment and Minor adaptations and
Management's Role management of climate-related issues, organisations should considerinterpretations have been
including the following information: made in respect of private

sector terms — refer to Table B.1.

e whether the organisation has assigned climate-related
responsibilities to management-level positions or committees;
and, if so, whether such management positions or committees
report to the board or a committee of the board and whether
those responsibilities include assessing and/or managing climate-
related issues;

e adescription of the associated organisational structure(s);

e processes by which management is informed about climate-
related issues; andhow management (through specific positions
and/or management committees) monitors climate-related issues.

Strateqy a) Organisations should provide the following information: Minor adaptations and
interpretations have been
made in respect of private
sector terms — refer to Table B.1.

e a description of what they consider to be the relevant short-,
medium-, and long-term time horizons, taking into consideration
the useful life of the organisation’s assets or infrastructure and the
fact that climate-related issues often manifest themselves over the
medium and longer terms;
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e adescription of the specific climate-related issues potentially
arising in each time horizon (short, medium, and long term) that
could have a material financial impact on the organisation; and

e adescription of the process(es) used to determine which risks and
opportunities could have a material financial impact on the

organisation.

Organisations should consider providing a description of their risks
and opportunities by sector and/or geography, as appropriate. In
describing climate-related issues, organisations should refer to Tables
Alland Al.2 (in Annex A).

Strategy b) Impacts

Building on recommended disclosure (a), organisations should
discuss how identified climate-related issues have affected their
operations' businesses, strateqgy, and financial planninag.

Organisations should consider including the impact on their
operations' businesses, strategy, and financial planning in the
following areas:

e Products and services

e Supply chain and/or value chain

e Adaptation and mitigation activities

e Investment and grantst in research and development

e  Operations (including types of operations and location of facilities)
e Acquisitions or divestments

e Access to funding and capital

Organisations should describe how climate-related issues serve as an
input to their financial planning process, the time period(s) used, and
how these risks and opportunities are prioritised. Organisations'’

Minor adaptations and
interpretations have been
Mmade in respect of private
sector terms — refer to Table B.1.

Government and public sector
bodies are responsible for
significant grant programme
where they make capital
allocation decisions. The impact
of these grant programmes
should be considered be
considered.
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disclosures should reflect a holistic picture of the interdependencies
among the factors that affect their ability to create value over time.

Organisations should describe the impact of climate-related issues on
their financial performance (e.g., income, expendituret reverues;
eosts) and financial position (e.9., assets, liabilities). If climate-related
scenarios were used to inform the organisation’s strategy and
financial planning, such scenarios should be described.

Organisations that have made GHG emissions reduction
commitments, operate in jurisdictions that have made such
commitments, or have agreed to meet primary users* investor
expectations regarding GHG emissions reductions should describe
their plans for transitioning to a low-carbon economy, which could
include GHG emissions targets and specific activities intended to
reduce GHG emissions in their operations and value chain or to
otherwise support the transition.

Non-financial grouping guidance

Organisations should consider discussing how climate-related risks
and opportunities are integrated into their:

1. current decision-making and

2. strateqgy formulation, including planning assumptions and
objectives around climate change mitigation, adaptation, or
opportunities such as:

e  Research and development (R&D) and adoption of new
technology.
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e Existing and committed future activities such as investments,
restructuring, write-downs, or impairment of assets (as well as
grant funding).

e Critical planning assumptions around legacy assets, for example,
strategies to lower carbon-, energy-, and/or water-intensive
operations.

e  How GHG emissions, energy, and water and other physical risk
exposures, if applicable, are considered in capital planning and
allocation; this could include a discussion of major acquisitions and
divestments, joint-ventures, and investments in technology,
innovation, and new business areas in light of changing climate-
related risks and opportunities.

The organisation’s flexibility in positioning/repositioning capital to
address emerging climate-related risks and opportunities.

Strategy c) Scenario

Analysis

Minor adaptations and
interpretations have been
made in respect of private
sector terms — refer to Table B.1.

Organisations should describe how resilient their strategies are to
climate-related risks and opportunities, taking into consideration a
transition to a low-carbon economy consistent with a 2°C or lower
scenario and, where relevant to the organisation, scenarios consistent
with increased physical climate-related risks. Revenue thresholds

Organisations should consider discussing:

The one billion U.S dollar

e where they believe their strategies may be affected by climate- equivalent (USDE) revenue
related risks and opportunities; threshold for conducting a

e how their strategies might change to address such potential risks more robust scenario analysis is
and opportunities; not appropriate for UK public

e the potential impact of climate-related issues on financial sector bodies. Size thresholds to
performance (e.q., income, expendituret revenges—eosts) and determine which central
financial position (e.q., assets, liabilities); and government bodies are
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e the climate-related scenarios and associated time horizon(s) required to adopt TCFD-aligned
considered. disclosure were introduced in
Chapter 1and align with the UK

private sector.

Refer to Section D in the Task Force's report for information on
applving scenarios to forward-looking analysis

The scenario analysis
requirements in Chapter 3 set
out the extent, level of detail
and guantification of climate
scenarios for UK public sector
bodies.

Non-financial groups guidance

Organisations should consider discussing the implications of different

policy assumptions, macro-economic trends, enerqgy pathways, and
technology assumptions used in publicly available climate-related
scenarios to assess the resilience of their strateqgies.

For the climate-related scenarios used, organisations should consider
providing information on the following factors to allow trvesters
primary userst and others to understand how conclusions were
drawn from scenario analysis:

e Critical input parameters, assumptions, and analytical choices for
the climate-related scenarios used, particularly as they relate to
key areas such as policy assumptions, energy deployment
pathways, technology pathways, and related timing assumptions.

e Potential qualitative or quantitative financial implications of the
climate-related scenarios, if any.
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Risk Management a)
Identification and
assessment

Organisations should describe their risk management processes for Minor adaptations and
identifying and assessing climate-related risks. An important aspect interpretations have been

of this description is how organisations determine the relative made in respect of private
significance of climate-related risks in relation to other risks. sector terms — refer to Table B.1.

Organisations should describe whether they consider existing and
emerging regulatory requirements related to climate change (e.qg.,
[imits on emissions) as well as other relevant factors considered.

Organisations should also consider disclosing the following:

e processes for assessing the potential size and scope of identified
climate-related risks and

e definitions of risk terminology used or references to existing risk
classification frameworks used.

Risk Management b)

Risk Management

Organisations should describe their processes for managing climate- Minor adaptations and

related risks, including how they make decisions to mitigate, transfer, interpretations have been
accept, or control those risks. In addition, organisations should made in respect of private
describe their processes for prioritising climate-related risks, includingsector terms — refer to Table B.1.

how materiality determinations are made within their organisations.

In describing their processes for managing climate-related risks,
organisations should address the risks included in Tables Al.1 and Al.2
(in Annex A), as appropriate.

Risk Management b)

Integration

Organisations should describe how their processes for identifying, Minor adaptations and
assessing, and managing climate-related risks are integrated into interpretations have been
their overall risk management. made in respect of private

sector terms — refer to Table B.1.
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Metrics and Targets

a) Metrics

Organisations should provide the key metrics used to measure and Minor adaptations and

manage climate-related risks and opportunities, as described in interpretations have been
Tables Al.land Al.2 (in Annex A), as well as metrics consistent with the made in respect of private
cross-industry [or cross-sector], climate-related metric categories sector terms — refer to Table B.1.
described in Table B.3 (in Annex B). Organisations should consider Removed reference to ‘revenue
including metrics on climate-related risks associated with water, goals from for products and
energy. land use, and waste management where relevant and services designed for a low
applicable. carbon economy’ which is
Where climate-related issues are material, organisations should irrelevant for the vast majority

consider describing whether and how related performance metrics of public sector bodies
are incorporated into remuneration policies.

Where relevant, organisations should provide their internal carbon

Metrics should be provided for historical periods to allow for trend
analysis. Where appropriate, organisations should consider providing
forward-looking metrics for the cross-industry [and cross-sector],
climate-related metric categories described in Table B.3 (in Annex B),
consistent with their business operational or strategic planning time
horizons. In addition, where not apparent, organisations should
provide a description of the methodologies used to calculate or
estimate climate-related metrics.

Additional guidance for non-financial groups

For all relevant metrics, organisations should consider providing
historical trends and forward-looking projections (by relevant country
and/or jurisdiction, business line, or asset type). Organisations should
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also consider disclosing metrics that support their scenario analysis
and strategic planning process and that are used to monitor the
organisation’s business environment from a strategic and risk
Mmanagement perspective.

Organisations should consider providing key metrics related to GHG
emissions, energy, water and other physical risk exposures, land use,

and, if relevant, investments in climate adaptation and mitigation that

address potential financial aspects of shifting demand, expenditures,

asset valuation, and cost of financing.

Metrics and Targets

b) Emissions

Organisations should provide their Scope 1 and Scope 2 GHG
emissions independent of a materiality assessment, and, if
appropriate, Scope 3 GHG emissions and the related risks. All
organisations should consider disclosing Scope 3 GHG emissions.

While only Scope 1 and Scope 2
GHG emissions are mandatory —
organisations should
incorporate Scope 3 emissions

GHG emissions should be calculated in line with the GHG Protocol
methodology to allow for aggregation and comparability across
organisations and jurisdictions. As appropriate, organisations should

consider providing related, generally accepted industry-specific GHG

efficiency ratios.

GHG emissions and associated metrics should be provided for
historical periods to allow for trend analysis. In addition, where not
apparent, organisations should provide a description of the
methodologies used to calculate or estimate the metrics.

where they are already
calculated and reported under
separate UK public sector
frameworks (e.q., GGCs for
central government).
Organisations should consider
Scope 1and Scope 2 emissions
which are not captured by the
GGC framework (e.q., oversees).
Organisations should consider
reporting Scope 3 emissions
where they assess the
information to be material to
primary users.
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Metrics and Targets

c) Targets

Organisations should describe their key climate-related targets such

as those related to GHG emissions, water usage, energy usage, etc., in

line with the cross-industry [and cross-sector] climate-related metric

categories in Table B.3 (in Annex B), where relevant, and in line with
anticipated regulatory requirements or market constraints or other
goals. Other goals may include efficiency or financial goals, [and]

financial loss tolerances, avoided GHG emissions through the entire
service delivery and product life cycle,

WAVl aVala'a
CARCAC L c O O O O V-

A’ e

In describing their targets, organisations should consider including
the following:

e whether the target is absolute or intensity-based;

e time frames over which the target applies;

e base year from which progress is measured; and

e key performance indicators used to assess progress against
targets.

Organisations disclosing medium-term or long-term targets should
also disclose associated interim targets in aggregate or by business
line, where available.

Where not apparent, organisations should provide a description of
the methodologies used to calculate targets and measures.

Adapted to introduce reference
to ‘service delivery' in lifecycle
emissions considerations
relevant for public sector
bodies.

Removed reference to ‘revenue
goals from for products and
services designed for a low
carbon economy’ which is
irrelevant for the vast majority

of public sector bodies.

Source: www.fsb-tcfd.org/
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Table B.3 Cross-industry, climate-related metric categories

Metric Category

Example
Unit of
Measure

Rationale for Inclusion

Public sector applicability

GHG Emissions MT of CO2e Disclosure of GHG emissions is crucial for users to Reporting on Scope 3 categories
Absolute Scope 1, understand an organisation’s exposure to climate- beyond those mandated in other
Scope 2, and related risks and opportunities. Disclosure of both existing public sector
Scope 3; absolute emissions across an organisation’s value frameworks is not required
emissions chain and relevant emissions intensity provides unless the reporting entity
intensity insight into how a given organisation may be deems this information material
affected by policy, regulatory, market, and for primary users.
technology responses to limit climate change.
Transition Risks Amountor Disclosure of the amount and extent of an The responsibilities and
Amount and percentage organisation’s assets or business activities vulnerable structures for asset ownership,
extent of assets to climate-related transition risks allows users to control and management may
or organisational better understand potential financial exposure differ from the private sector,
activities regarding such issues as possible impairment or extending beyond the direct
vulnerable to stranding of assets, effects on the value of assets and remit of financial reporting.
transition risks* liabilities, and changes in demand for products or Further guidance on asset
services. management is included in
Physical Risks Amount or  Disclosure of the amount or extent of an MPM. Reporting entities are
Amount and percentage organisation’s assets or business activities vulnerable encouraged to consider assets

extent of assets
or organisational
activities
vulnerable to
physical risks

to material climate-related physical risks allows users
to better understand potential financial exposure
regarding such issues as impairment or stranding of
assets, effects on the value of assets and liabilities,
and cost of business interruptions.

belonging to others which they
protect or influence. Where such
components do not form part of
the entity’s balance sheet, this
should be clearly stated.

Source: www.fsb-tcfd.org/publications/
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Public sector applicability

Climate-Related Amountor Disclosure of the proportion of revenue, assets, or Most public sector bodies are
Opportunities percentage business activities aligned with climate-related unlikely to generate significant
Proportion of opportunities provides insight into the position of revenue. Other opportunities
revenue, assets, organisations relative to their peers and allows users (e.g., technology innovation) may
or other business to understand likely transition pathways and exist but are likely to be more
activities aligned potential changes in revenue and profitability over qualitative in nature.

with climate- time.

related

opportunities

Capital Reporting Capital investment disclosure by non-financial

Deployment currency organisations and financing by financial

Amount of organisations gives an indication of the extent to

capital which long-term enterprise value might be affected.

expenditure,
financing, or
investment
deployed toward
climate-related
risks and
opportunities

Note: While some organisations already disclose metrics consistent with these categories, the Task Force recognises others—especially those in the early
stages of disclosing climate-related financial information—may need time to adjust internal processes before disclosing such information. In addition, some
of the metric categories may be less applicable to certain organisations. For example, data and methodologies for certain metrics for asset owners (e.g.,
impact of climate change on investment income) are in early stages of development. In such cases, the Task Force recognises organisations will need time
before such metrics are disclosed to their stakeholders.

Source: www.fsb-tcfd.org/publications/
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Public sector applicability

Internal Carbon Price in Internal carbon prices provide users with an Public sector bodies that use
Prices reporting understanding of the reasonableness of an internal carbon prices (or carbon
Price on each currency, organisation’s risk and opportunity assessment and values) to assess and evaluate
ton of GHG per MT of strateqy resilience. The disclosure of internal carbon policy and programmes should
emissions used CO2e prices can help users identify which organisations disclose the values and how they
internally by an have operational models that are vulnerable to are used. Refer to para. 5.35 to
organisation future policy responses to climate change and which 5.38 for further guidance.

are adapting their operational models to ensure

resilience to transition risks.
Remuneration Percentage, Remuneration policies are important incentives for Sustainable performance-based
Proportion of weighting, achieving an organisation’s goals and objectives and pay may be less relevant for
executive description, may provide insight on an organisation’s public sector bodies. Refer to
Mmanagement oramount governance, oversight, and accountability for para. 5.33 and 5.34 for further
remuneration in reporting managing climate-related issues. quidance.
linked to climate currency

considerations**

*Transition and Physical Risks: Due to challenges related to portfolio aggregation and sourcing data fromm companies or third-party fund managers,
financial organisations may find it more difficult to quantify exposure to climate-related risks. The Task Force suggests that financial organisations
provide qualitative and quantitative information, when available.
** Remuneration: While the Task Force encourages quantitative disclosure, organisations may include descriptive language on remuneration policies
and practices, such as how climate change issues are included in balanced scorecards for executive remuneration.

Source: www.fsb-tcfd.org/publications/
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Annex C

Phased implementation
approach

Cl The TCFD recommendations are intended to fundamentally
change how organisations address climate change and its impacts,
culminating in insightful disclosures. A phased approach - both in
scope and timing - provides reporting entities with solid building blocks
to-drivefor effective and efficient implementation.

C.2  Generally, organisations choose to address the high-level
qualitative recommendations for the Governance pillar first - to engage
senior leadership. Organisations often then make disclosures against
the Risk Management and Metrics and Targets pillar - before
attempting the more complex and quantitative disclosures for Strategy.
This has informed our implementation timetable for central
government - set out in-Table C.1.

C.3  Whiein-seepe-Central government bodies adopted the TCFD
recommendations in a phased approach, with aligning phased
application guidance released by HM Treasury, as follows:

Phase 1 (issued July 2023) addressed:

° eneral principles (including scoping);

e the Governance recommendation and recommended
disclosures (a) and (b);

e the Metrics and Targets recommended disclosure (b) — where
data is available; and

e the TCED Compliance Statement requirements.

Phase 2 (issued March 2024) addressed:

e the Metrics and Targets recommendation and recommended

disclosures (a) and (c); and,

e the Risk Management recommendation and recommended

disclosure (a) to (c).
st folow theirmplementatontimetan-esetout in—Phase 3 (issued

December 2024) addresses:

e the Strategy recommendation and recommended disclosures (a) to

(c).
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c3C.4Implementation was subject to the ‘comply or explain’ disclesure
basis apphlestasitdeesfor individuat-diselosuresi—Therefore-disclosure
and central government entities maywere able to choose to diverge
from the implementation timetable, on the condition that they-provide
an-explanationthis was explained in the TCFD Compliance Statement -
refer to para.-1.44.

&4C.5Reporting entities should assess progress and evaluate
performance throughout implementation. This includes an appropriate
level of oversight by those charged with governance in their review and
approval of each year's annual report.

&5C.6 Setting out a clear and realistic implementation timetable will
likely improve the quality and effectiveness of disclosure, and reduce
the burden. The phased approach for central government may be used
as a template, recognising the differences in users’ informational needs,
risks and capacity.

&6——Relevant authorities may choose to set their own
implementation timetables which entities must follow where relevant.

C.7  Strtarhy In-scope reporting entities would need to provide an
explanation for non-compliance with the timetable. Where such
information gaps are considered material, the reporting entity should
set out its future plans to address the gaps. The information needs of
users should be the driving factor in determining what to disclose.
Applying appropriate judgement to the level and breadth of disclosure
is key to producing effective and useful public sector annual reports.
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Table BC.1 Overview of TCFD-aligned implementation phases in central government

Target period 2023-24 (for annual reports 2024-25 (for annual reports ending 31 2025-26 (for annual reports ending 31 March
ending 31 March 2024) March 2025) 2026)
Focus High-level overview Qualitative disclosures with existing Quantitative disclosures with technical

quantitative disclosures

requirements. TCFD-aligned disclosure is fully
implemented.

Requirements Reporting entities shall provide Reporting entities shall provide a
a TCFD Compliance Statement TCFD Compliance Statement and the

and the recommended recommended disclosures for:
disclosures for: e Governance
e Governance ¢ Risk Management

e Metrics and Targets (b), only e Metrics and Targets
where available from existing

reporting processes. Comply or explain basis

Comply or explain basis

Reporting entities shall provide a TCFD
Compliance Statement and the recommended
disclosures for:

e Governance

¢ Risk Management

e Metrics and Targets, considering wider
reporting.

e Strategy

Comply or explain basis

Interaction withContinue to apply GGC21-25 Continue to apply GGC21-25

GGC framework emissions methodology for emissions methodology for Metrics
Metrics and Targets, in line with and Targets in line with SRG
SRG

Apply new GGC25-30 emissions methodology for
Metrics and Targets (GCGC21-25 runs until 31
March 2025 with next commitment period for
GGC25-30 starting on 1 April 2025). Consider
whether further additional supperten-emissions
methodelegyreporting is appropriate (e.g-., on

Scope 3, oversees emissions).
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Annex D
List of abbreviations

D.1 Please refer to -Table C.1 for a list of abbreviations used in this
document.

Table C.1 List of abbreviations

ALB Arm’s-length body

CCC Climate Change Committee

CCRA Climate Change Risk Assessment

CIPFA Chartered Institute of Public Finance and Accountancy

CFRE Climate Financial Risk Forum
CMIP Coupled Model Intercomparison Project
Defra Department for Environment, Food & Rural Affairs

DESNZ  Department for Energy Security and Net Zero
DHSC Department for Health and Social Care

FCA Financial Conduct Authority

FRAB Financial Reporting Advisory Board

FRC Financial Reporting Council

FReM Government Financial Reporting Manual

FSB Financial Stability Board

GAM Group Accounting Manual

GGCs Greening Government Commitments

GHG greenhouse gas

GWL Global Warming Level

IFRS International Financial Reporting Standards

IPCC UN'’s Intergovernmental Panel on Climate Change

IPSASB International Public Sector Accounting Standards Board

ISSB International Sustainability Standards Board
LLP Limited Liability Partnership

MPM Managing Public Money

NDC Nationally Determined Contributions

NAP National Adaptation Programme

NHS National Health Service

ONS Office for National Statistics

R&D Research and development




RCP Representative Concentration Pathways

SDGs UN Sustainable Development Goals

SRG Sustainability Reporting Guidance

SSP Shared Socioeconomic Pathways

TCFD Task Force on Climate-related Financial Disclosure

UN United Nations




HM Treasury contacts
This document can be downloaded from www.gov.uk

If you require this information in an alternative format or have general
enquiries about HM Treasury and its work, contact:

Correspondence Team
HM Treasury

1 Horse Guards Road
London

SWI1A 2HQ

Tel: 020 7270 5000

Email: public.enquiries@hmtreasury.gov.uk


http://www.gov.uk/
mailto:public.enquiries@hmtreasury.gov.uk
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