
CLIMATE CHANGE REPORTING 
PREPARING FOR A ZERO-CARBON FUTURE  

Matthew Townsend and Sara Feijao of Allen & Overy LLP explain how climate 
change has risen to be a key concern for large listed companies and the reporting 
regime with which companies need to comply in the UK.

There is no doubt that environmental, social 
and governance (ESG) issues have been 
steadily climbing up the boardroom agenda 
of large companies and the fi nancial sector 
in recent years. With direct action groups 
such as Extinction Rebellion and leading 
youth campaigners such as Greta Thunberg 
fi lling the headlines on an almost daily basis, 
climate change has fi rmly taken centre stage 
in 2019. 

Over the years, various climate change 
initiatives, groups and reporting bodies have 
multiplied and, along with them, a plethora of 
standards, targets and reporting requirements 
have emerged. While this means that a 
modern listed company must consider a huge 
variety of obligations and best practice in 
order to report its climate-related disclosures, 
companies are well-advised to tackle the 
issue as soon as possible. Many would now 
argue that companies which address climate-

related risks in their operations and disclose 
accurate, material data will perform better 
in the long term. 

This article examines:

• Why ESG, and climate change in 
particular, are riding so high on the 
global agenda at present.

• Why there is a lack of standardisation 
among reporting requirements and 
globally accepted standards. 

• What the current reporting obligations 
are for large listed companies in the UK 
and what this means in practice. 

DRIVERS FOR THE RISE OF ESG 

There have been signifi cant developments in 
recent years, both on an international level 

and domestically, towards setting fi rm targets 
for tackling global climate change. 

Paris Agreement and UK net zero target 

In 2015, the parties to the UN Framework 
Convention on Climate Change (UNFCCC) 
adopted the Paris Agreement in which many 
countries around the globe committed to 
keeping the global average temperature 
rise during the 21st century to well below 
2 degrees Celsius above pre-industrial 
levels and to strive to limit the increase 
to 1.5 degrees Celsius (https://unfccc.int/
process-and-meetings/the-paris-agreement/
the-paris-agreement). This target requires 
global emissions of greenhouse gases (GHGs) 
to reduce to net zero by 2050. 

In 2018, the Intergovernmental Panel on 
Climate Change (IPCC) found that even 
limiting global warming to an increase of 
just 1.5 degrees Celsius would require “rapid, 
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far-reaching and unprecedented” changes 
in all aspects of the global economy and 
society (www.ipcc.ch/2018/10/08/summary-
for-policymakers-of-ipcc-special-report-
on-global-warming-of-1-5c-approved-by-
governments/). In September 2019, the UN 
hosted a Climate Action Summit in New 
York to discuss progress towards meeting 
the Paris Agreement goals, which triggered 
a spate of announcements and the launch of 
several new initiatives from corporates and 
fi nancial institutions alike, all vying to show 
stronger leadership in the climate arena (see 
box “Climate change initiatives”). 

Closer to home, earlier in 2019, the Climate 
Change Act 2008 was amended so that the 
government is now under a legal duty to 
ensure that the UK is net zero carbon by 2050. 
However, the government has recently come 
under severe criticism from the Committee 
on Climate Change for falling behind on 
its previous, less stringent, targets (www.
theccc.org.uk/2019/07/10/uk-credibility-on-
climate-change-rests-on-government-action-

over-next-18-months/). The UK is hosting 
the next big UN climate change talks (COP 
26) in Glasgow in November 2020, so the 
government will be under considerable 
pressure to demonstrate real progress on 
its 2050 net zero carbon  target. 

The climate regulatory vacuum

However, despite all this, the overall 
consensus is that the current policy and 
regulatory response from governments 
and regulators across the world has, so 
far, been insuffi cient to meet the Paris 
Agreement commitments. At present, 
what exists is a piecemeal patchwork of 
legislation and policy that does not provide 
suffi cient impetus for the fi nancial sector 
and companies to fully embed climate 
change risks, and opportunities, in their 
decision-making processes and to disclose 
the necessary data in a comprehensive and 
easily digestible way. 

The UN Principles for Responsible Investment 
(PRI), which is touted as the foundation of 

the ESG investment movement, has recently 
published its assessment of what it thinks 
the policy response is likely to be from 
governments across the world in the coming 
years to keep the worst effects of climate 
change in check. The PRI’s Inevitable Policy 
Response predicts 2025 as a crunch point 
for regulatory action worldwide and claims 
that the regulatory response is likely to be 
“forceful, abrupt and disorderly” because of 
the delay so far (www.unpri.org/inevitable-
policy-response/what-is-the-inevitable-
policy-response/4787.article). Investors and 
companies would both do well to assess the 
implications of the PRI’s Inevitable Policy 
Response documents on their portfolios and 
assets. 

Central banks’ responses

A number of central banks, including the 
Bank of England, have been focusing for some 
time on three key themes:

• Climate change poses a systemic risk for 
the whole economy.

2

Climate change initiatives 

Science Based Targets initiative “Business 
Ambition for 1.5°C” pledge 
(https://sciencebasedtargets.org/2019/09/22/87-
major-companies-lead-the-way-towards-a-1-5c-
future-at-un-climate-action-summit/)

Net Zero Asset Owner Alliance (the Alliance) 
(www.unepfi.org/net-zero-alliance/)

Principles for Responsible Banking 
(www.unepfi.org/banking/bankingprinciples/)

Collective Commitment to Climate Change 
(the Collective) 
(www.unepfi.org/news/industries/banking/
collective-commitment-to-climate-action/)

Coalition for Climate Resilient Investment 
(www.iigcc.org/media/2019/09/The-Coalition-
for-Climate-Resilient-Investment-CCRI.pdf)

Business Avengers 
(www.wbcsd.org/Overview/News-Insights/General/
News/WBCSD-supports-new-coalition-of-17-
global-leaders-joining-forces-to-deliver-the-SDGs)

At the September 2019 UN Climate Action Summit, companies and financial institutions issued the following key pledges and initiatives: 

87 major companies, with a collective capitalisation of over $2.3 trillion, have 
committed to set independently verified science-based climate targets across their 
operations and supply chains, aligned with meeting the goals of the Paris 
Agreement and reaching net zero emissions by 2050. The latest companies to have 
signed the pledge, which was first launched in July 2019, include Nestlé, Danone, 
L’Oréal, Ikea, Orange, Saint Gobain, Salesforce, Pensions Denmark and Swiss Re.

Six of the world’s largest pension funds and insurance companies (including Allianz, 
Swiss Re, Pensions Denmark and La Caisse de dépôt et placement du Quebec) have 
committed to making their investment portfolios net zero carbon by 2050. The 
Alliance, which is convened by the UN Environment Programme Finance Initiative 
(UNEP FI) and the UN Principles for Responsible Investment, will collaborate with 
various other initiatives including Climate Action 100+. 

Under the auspices of the UNEP FI, 130 banks worldwide, holding $47 trillion in 
assets (one-third of the global banking sector) have committed to align their 
businesses strategy with the goals of the Paris Agreement and the UN’s Sustainable 
Development Goals (SDGs), including setting and publishing targets in areas where 
they can have the most significant impact (https://sustainabledevelopment.un.org/). 

31 of the 130 banks that signed up to the Principles for Responsible Banking have 
also made an additional commitment to align their lending strategies and portfolios 
with the goals of the Paris Agreement and take concrete action within one year of 
joining the Collective. 

Over 30 companies and organisations with more than $5 trillion in assets, chaired 
by the CEO of Willis Towers Watson, have come together to create new tools and 
standards and lead the development of new financial instruments to mobilise 
capital towards climate-resilient infrastructure. It aims to transform infrastructure 
investment by integrating climate risks into decision making and pricing. 

A coalition of 17 global companies, each representing one of the 17 UN’s SDGs and 
worth over $500 billion in revenues aim to highlight the significant role that 
businesses play in meeting the SDGs by 2030. It includes Google, Unilever, Nike, 
Mars, Coca-Cola, Diageo, Mastercard, Salesforce and SAP. 
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• There is a real risk of investors and 
companies being left with “stranded 
assets”, in particular those that are 
heavily reliant on fossil fuels, such as the 
oil and gas sector.

• There is a need to minimise the risk of 
economies suffering a “climate Minksy 
moment”; that is, a sudden, major 
collapse of asset values that generates 
a credit or business cycle, with some 
suggesting that losses could be as high 
as £15.3 trillion (www.bankofengland.
co.uk/news/2019/april/open-letter-on-
climate-related-fi nancial-risks).

The Bank of England’s position prompted 
the Prudential Regulation Authority (PRA) 
to publish in April 2019 a policy statement 
and a supervisory statement, setting out its 
expectations of how banks and insurers in 
the UK should incorporate fi nancial risks 
from climate change into their decision-
making processes and publicly disclose those 
risks (PS11/19, www.bankofengland.co.uk/
prudential-regulation/publication/2018/
enhancing-banks-and-insurers-approaches-
to-managing-the-financial-risks-from-
climate-change, www.bankofengland.co.uk/
prudential-regulation/publication/2019/
enhancing-banks-and-insurers-approaches-
to-managing-the-financial-risks-from-
climate-change-ss). 

By 15 October 2019, banks and insurers should 
have an initial plan in place to address the 
PRA’s expectations and identify who within 
the board and highest level of executive 
management is responsible for identifying 
and managing these risks in their institution 
(see box “PRA supervisory statement SS3/19”).

This, in turn, is expected to translate into 
banks and insurers engaging more closely 
with companies on whether they have 
suffi ciently robust climate change strategies 
in place and demanding more extensive 
disclosure of the necessary climate change 
data. This will hopefully speed up the fl ow of 
capital to companies that choose to embrace 
the low-carbon transition sooner rather than 
later; for example, through the provision of 
ESG-linked loans and sustainable supply 
chain fi nance mechanisms. 

The Governor of the Bank of England, 
Mark Carney, has warned repeatedly that 
companies not preparing for climate change 
will go bankrupt (www.thisismoney.co.uk/
wires/pa/article-7307129/Companies-fail-

adapt-climate-change-risk-bust-Carney-
warns.html). Following the September 2019 
UN Climate Action Summit, the Governor 
renewed his call for climate risk to be brought 
into the heart of fi nancial decision making 
and warned that this would require a step 
change in:

• Reporting: climate change corporate 
disclosure should be made mandatory.

• Risk management: lenders and 
regulators must improve their 
understanding and management of 
climate-related fi nancial risks. 

• Returns: for sustainable development to 
go truly mainstream, it needs to do more 
than just exclude “brown” industries 
and fi nance “green” technologies. 
Sustainable investing must support all 
companies that are working to transition 
from “brown to green” and it is essential 
for “tilt” investment strategies (which 
overweigh or tilt towards high ESG 
stocks) and “momentum” investment 
strategies (which focus on companies 
that have improved their ESG rating) 
to become mainstream (www.
bankofengland.co.uk/-/media/boe/fi les/
speech/2019/remarks-given-during-the-

un-secretary-generals-climate-actions-
summit-2019-mark-carney.pdf).

Investor-led activism

Unlike in the past, when environmental 
activism was most likely to take the shape 
of protests and legal challenges brought 
by environmental non-governmental 
organisations (NGOs), such as Greenpeace 
and Friends of the Earth, these days 
corporates are more likely to face challenges 
from investor-led initiatives such as Climate 
Action 100+.

Climate Action 100+ launched in 2017 and 
represents over 360 investors worldwide 
with over $35 trillion in assets, including 
Aviva Investors, Legal & General Investment 
Management and UBS Asset Management. 
It aims to ensure that the world’s largest 
corporate GHG emitters curb their emissions 
and improve their climate-related disclosures. 
A tactic that has proven to be successful in 
2019 is to lodge shareholder resolutions at 
AGMs calling on the relevant company to set 
climate change targets and commit to better 
climate disclosure. This tactic has been used 
at the AGMs of both BP and Shell. Although 
the initial focus of Climate Action 100+ was 
on large oil and gas companies, it also plans 
to direct its attention to companies in other 

PRA supervisory statement SS3/19

Governance

Risk management

Scenario analysis

Disclosure

In April 2019, the Prudential Regulatory Authority published a supervisory statement 
SS3/19 "Enhancing banks’ and insurers’ approaches to managing the financial risks from 
climate change", in which it sets out its expectations of how banks and insurers should 
embed climate change in four areas:

Firm boards are expected to assess the financial risks from climate 
change and to have clear roles and responsibilities for this at board 
level, including allocating responsibility to the relevant senior 
management functions and updating the statements of 
responsibility accordingly.

Firms should identify, measure, monitor, manage and report on 
their exposure to climate change risks and evidence this in their 
written risk management policies, management information and 
board risk reports.

Firms should conduct scenario analyses to inform their strategic 
planning and determine the impact of the financial risks from 
climate change on their overall risk profile and business strategy.

Firms have existing requirements to disclose information on 
material risks within their Pillar 3 disclosures (as required under 
the Capital Requirements Regulation (575/2013/EU) and Solvency 
II Directive (2009/138/EC)) and on principal risks and uncertainties 
in their strategic report (as required under the Companies Act 
2006). Firms should consider whether further disclosures on 
climate change risks are necessary, including considering 
disclosing how climate-related financial risks are integrated into 
their governance and risk management processes.
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carbon-intensive sectors, such as the cement 
sector. This demonstrates the power that the 
investment community has, and in particular 
large institutional investors, when it decides 
to fl ex its considerable investment muscle.

This is also emblematic of another important 
trend in the ESG arena. Namely, there has 
been a shift away from a values or ethics-
based approach to sustainable investment 
to one which recognises that, irrespective 
of personal values, there is a correlation 
between how a company addresses ESG 
issues and its fi nancial returns and long-
term resilience. 

As a result, there is a trend towards a twin-
track approach as investors apply strict 
exclusion policies, such as refusing to invest 
in coal and oil and gas companies from the 
outset, and engage actively with companies 
in carbon-intensive sectors to incentivise 
them to align their business strategies with 
the Paris Agreement goals. It is likely that a 
growing number of investors will shy away 
from investing in certain sectors over time 
for a number of reasons. 

Alternatively, investors can also follow Legal & 
General Investment Management’s approach 
of “engagement with consequences”; that is, 
it aims to engage with companies to positively 
infl uence their governance, strategy and 
transparency and where that is not successful 
and the company does not respond, it may 
ultimately consider divesting its interests 
(www.lgim.com/uk/en/press/2018/legal--
-general-investment-management-takes-
action-on-climate-change-risks.html).

Pension schemes and asset management

From October 2019, trustees of certain 
pension schemes must ensure that the 
scheme’s Statement of Investment Principles 
(SIP) explains their policies on how they take 
account of fi nancially material considerations, 
including ESG factors such as climate change. 
From October 2020, defi ned contribution 
scheme trustees will also be required to 
publish an implementation statement 
setting out how they have acted in relation 
to the matters in the SIP (www.practicallaw.
com/w-017-1447). 

Perhaps two of the most signifi cant ESG 
changes for the asset management sector 
in the UK are:

• The revised Stewardship Code, which 
the Financial Reporting Council intends 

to publish by the end of 2019 and which 
will require institutional investors, such 
as asset owners and asset managers 
with equity holdings in UK listed 
companies, to take material ESG factors 
including climate change into account 
when fulfi lling their stewardship duties 
(see News brief “Investor stewardship: 
new focus and rules”, www.practicallaw.
com/w-019-1427).

• A package of proposed EU legislation on 
sustainable fi nance, in particular:

- a new taxonomy regulation that will 
establish a framework, or taxonomy, to 
facilitate environmentally sustainable 
investment and attempt to combat so-
called “greenwashing”;

- a new disclosure regulation that will 
impose disclosure and transparency 
requirements on how institutional 
investors and asset managers integrate 
ESG factors into their risk processes; and 

- a new benchmarks regulation that will 
establish a new category of benchmarks 
to assist investors in comparing the 
carbon footprint of their investments 
(www.practicallaw.com/w-015-4085). 

This package of legislation forms part of the 
European Commission’s (the Commission) 
wider Action Plan on Sustainable Finance, 
which aims to encourage the integration 
of ESG factors into investment decision 
making and facilitate the mobilisation of 
private capital (up to €290 billion per year) to 
meet the EU’s commitments under the Paris 
Agreement and fi nance sustainable activities 
(https://ec.europa.eu/info/business-economy-
euro/banking-and-finance/sustainable-
fi nance_en). 

OBSTACLES TO BETTER 

CLIMATE-RELATED DISCLOSURE 

Investors globally, not just in the UK, are 
struggling to use the data currently disclosed 
by companies on climate change and other 
ESG factors to inform their investment 
decisions. There are diffi culties both with 
the quantity of data available as well as 
the quality of the data (www.mckinsey.
com/business-functions/sustainability/our-
insights/more-than-values-the-value-based-
sustainability-reporting-that-investors-want; 
https://cib.bnpparibas.com/sustain/esg-
global-survey-2019-investing-with-purpose-

for-performance_a-3-2900.html). One of the 
key messages from investors is that they want 
information that is relevant and reliable. 

A key obstacle at present is the sheer number 
of different reporting frameworks, standards 
and benchmarks on climate change and 
sustainability, which makes it very hard for 
both investors and ESG data aggregators 
to compare like with like. The reporting 
framework entities include:

• Task Force on Climate-related Financial 
Disclosures (TCFD).

• CDP (formerly the Carbon Disclosure 
Project).

• Climate Disclosure Standards Board 
(CDSB). 

• Global Reporting Initiative (GRI). 

• International Integrated Reporting 
Council (IIRC).

• Sustainability Accounting Standards 
Board (SASB). 

There are also a number of initiatives under 
way, such as the Corporate Reporting 
Dialogue, to help develop greater 
consistency and comparability between 
the different reporting frameworks, but this 
is still some way off. The proliferation of 
different ESG indices and rating tools, such 
as those provided by third parties such as 
Sustainalytics, MSCI, FTSE Russell, S&P and 
Moody’s, is also adding to the confusion. 
For example, the same company could have 
signifi cant variations in its ESG ratings and 
scores depending on which index or external 
data provider is used. As a result, some 
investors have decided to develop their own 
in-house bespoke ESG analytical and scoring 
tools. 

All of this is leading to an erosion of trust on 
the part of investors, and indeed consumers, 
in the credibility of the climate-related 
and other ESG data publicly disclosed by 
companies, especially as most of this non-
fi nancial data is not audited or assured by 
a third party in the same way as fi nancial 
data. It is also slowing down the amounts of 
capital being diverted by the fi nancial sector 
towards sustainable investment.  

Companies are also struggling to decide 
which reporting frameworks, standards and 
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benchmarks to use and whether to disclose 
more than what is currently legally required 
to satisfy investors’ demands for more data 
(see “Listed company reporting requirements” 
below). There is also a concern that greater 
disclosure could expose the company to 
the type of climate change litigation that 
is currently under way in the US and in a 
handful of other countries (www.lse.ac.uk/
GranthamInstitute/publication/global-trends-
in-climate-change-litigation-2019-snapshot/). 

LISTED COMPANY REPORTING 

REQUIREMENTS 

There are already a number of obligations on 
UK listed companies to report information 
around climate change and other ESG 
matters. 

Companies Act 2006 and Non-Financial 

Reporting Directive 

In order to understand the development, 
performance and position of the company’s 
business, the Companies Act 2006 (2006 
Act) requires quoted companies to include 
information in their strategic reports on 
environmental matters, including the impact 
of a company’s business on the environment, 
and any company policies on those matters 
and the effectiveness of those policies. Where 
relevant, large companies should also include 
analysis using non-fi nancial key performance 
indicators (KPIs), such as environmental KPIs. 

In addition, as a result of the implementation 
of the Non-Financial Reporting Directive 
(2014/95/EU) (the Directive), since 2017, 
companies that qualify as large public 
interest entities (PIEs) must include a non-
fi nancial information statement as part of 
their strategic reports (see box “Defi nition of 
large public interest entity”). 

The environmental information required to 
be included in a non-fi nancial information 
statement (under sections 414CA to 414CB of 
the 2006 Act) goes beyond what is required 
(under section 414C) from quoted companies 
that are not large PIEs. The non-fi nancial 
information statement also needs to include 
a description of the due diligence processes 
implemented by the company in respect of 
environmental matters, a description of the 
principal environmental risks and how the 
company manages those risks. 

In June 2019, the Commission published 
guidelines on reporting climate-related 
information (the 2019 guidelines), which 

are supplemental to the 2017 guidelines on 
non-fi nancial reporting and, although they 
are not legally binding, the 2019 guidelines 
are intended to demonstrate good practice 
when complying with the Directive (www.
practicallaw.com/w-021-3660; https://
eur-lex.europa.eu/legal-content/EN/TXT/
PDF/?uri=CELEX:52017XC0705(01)&from=
EN). 

Given the pervasive effects of climate change, 
the Commission expects that most companies 
covered by the Directive will conclude that 
climate change is a material issue. The 2019 
guidelines apply to reports covering fi nancial 
year 2019 and beyond, and include an annex 
explaining how the reporting requirements 
in the Directive can be combined with the 
TCFD’s recommendations (www.fsb-tcfd.org/
publications/fi nal-recommendations-report/) 
(see box “TCFD recommendations”).

Streamlined energy and carbon reporting 

Since 2013, quoted companies have had 
to report on their GHG emissions from 
operations in the UK and overseas in their 
directors’ report. This requirement was 
introduced by the Companies Act 2006 
(Strategic Report and Directors’ Report) 
Regulations 2013 (SI 2013/1970) (2013 
Regulations), which amended the Large 
and Medium-sized Companies and Groups 
(Accounts and Reports) Regulations 2008 
(SI 2008/410) (2008 Regulations) (www.
practicallaw.com/6-534-9327). 

Separately, the CRC Energy Effi ciency Scheme 
will be abolished by the end of 2019 and 
will be replaced, at least in part, by the 
Streamlined Energy and Carbon Reporting 
(SECR) regime. 

The SECR, which was introduced by the 
Companies (Directors’ Report) and Limited 

Liability Partnerships (Energy and Carbon 
Report) Regulations 2018 (SI 2018/1155) 
(2018 Regulations), applies to fi nancial years 
commencing on or after 1 April 2019. The 2018 
Regulations amended the 2008 Regulations 
to require additional information from quoted 
companies, as well as impose a new duty 
on large unquoted companies, and also 
amended the Limited Liability Partnerships 
(Accounts and Audit) (Application of 
Companies Act 2006) Regulations 2008 
(SI 2008/1911) to impose a similar new duty 
on large limited liability partnerships (LLPs). 

The SECR applies to:

• Quoted companies, which will have to 
continue reporting on the same things 
as before under the 2013 Regulations 
along with some additional matters, 
in particular, the underlying global 
energy use that is used to calculate GHG 
emissions and any energy effi ciency 
actions taken.

• Large unquoted companies, including 
large private companies. These have a 
new reporting duty that is very similar to 
the duty imposed on quoted companies 
under the amended 2008 Regulations.

• Large LLPs, which will have a new reporting 
duty that is very similar to the duty 
imposed on large unquoted companies, 
except that, as LLPs are not required to 
produce a directors’ report, they will have 
to produce a separate “energy and carbon 
report” in order to comply with the SECR.

In March 2019, the government published 
revised environmental reporting guidelines, 
which cover environmental KPIs and the new 
SECR regime (www.gov.uk/government/
publications/environmental-reporting-

Defi nition of large public interest entity 

The defi nition of large public interest entity in the Non-Financial Reporting Directive 
(2014/95/EU) and the Companies Act 2006 includes the following types of companies, 
if they have more than 500 employees:

• Traded companies.

• Banking companies.

• Authorised insurance companies. 

• Companies carrying on insurance market activity.
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guidelines-including-mandatory-greenhouse-
gas-emissions-reporting-guidance). These 
guidelines do not stipulate a specifi c climate 
change reporting framework but state that 
companies should consider reporting in line 
with the TCFD recommendations.

Green Finance Strategy

In recognition of the fact that the G20’s 
Financial Stability Board’s (FSB) TCFD 
recommendations have become the leading 
global climate reporting framework, the 
government announced in the Green Finance 
Strategy, published in July 2019, that it 
expects all listed companies and large asset 
owners to disclose in line with the TCFD’s 
recommendations by 2022 (www.gov.uk/
government/publications/green-finance-
strategy). 

The government is setting up a taskforce to 
examine the most effective way to approach 

these disclosures, including exploring the 
appropriateness of mandatory reporting. 

The Governor of the Bank of England, at 
the inaugural TCFD summit on 8 October 
2019, highlighted that support for the 
TCFD recommendations has increased 
dramatically within just two years of 
the fi nal recommendations having been 
published and that current supporters of the 
recommendations control balance sheets 
totalling $120 trillion and include the world’s 
top banks, asset managers, pension funds, 
insurers, credit rating agencies, accounting 
fi rms and shareholder advisory services (www.
bis.org/review/r191008a.pdf). 

The Governor, who is also chair of the FSB 
under which the TCFD was set up, stated that 
more needs to be done to improve disclosures 
of climate change risks and that companies, 
their banks, insurers and investors must:

• Increase the quantity and quality of 
disclosures.

• Refi ne disclosure metrics to determine 
which ones are most useful to decision 
making.

• Spread knowledge on how to assess 
strategic resilience.

• Consider how to disclose the extent 
to which portfolios are ready for the 
transition to net zero carbon.

To help organisations achieve this, the 
Governor recommends that the TCFD:

• Shares best practice to increase the 
quantity and quality of climate-related 
disclosures; for example, the TCFD is 
working on templates to help businesses 
carry out climate scenario analysis.

TCFD recommendations 

The Task Force on Climate-related Financial Disclosures 
(TCFD) was set up in 2015 by the G20’s Financial Stability 
Board to develop recommendations to help companies and 
other organisations disclose clear, comparable and consistent 
information about the risks and opportunities presented by 
climate change. In particular, the TCFD recommendations 
are intended to help investors, lenders and insurers make 
more informed decisions. Although the recommendations are 
voluntary, they have gained considerable support both in the 
UK and internationally. 

The TCFD’s fi nal recommendations, published in 2017, consist of 
four overarching recommendations based around four key areas 
that represent core elements of how organisations operate:

• Governance: Disclose the organisation’s governance around 
climate-related risks and opportunities.

• Strategy: Disclose the actual and potential effects of climate-
related risks and opportunities on the organisation’s business, 
strategy and fi nancial planning where this information is 
material.

• Risk management: Disclose the processes used by the 
organisation to identify, assess and manage climate-related risks.

• Metrics and targets: Disclose the metrics and targets 
used to assess and manage relevant climate-related 
risks and opportunities (www.fsb-tcfd.org/wp-content/
uploads/2017/06/FINAL-2017-TCFD-Report-11052018.pdf). 

The four overarching recommendations, which apply to 
organisations across all sectors and jurisdictions, are supported 
by 11 recommended disclosures and are accompanied by: 

• An annex that includes supplemental guidance for 
the fi nancial sector and certain non-fi nancial sectors 
potentially most affected by climate change; that is, energy, 
transportation, materials and buildings, and agriculture, 
food and forest products (www.fsb-tcfd.org/wp-content/
uploads/2017/12/FINAL-TCFD-Annex-Amended-121517.pdf). 
It also includes seven principles for effective disclosures, 
namely that disclosures should:

- present relevant information;

- be specifi c and complete;

- be clear, balanced and understandable;

- be consistent over time;

- be comparable among organisation within a sector, industry 
or portfolio;

- be reliable, verifi able and objective; and

- be provided on a timely basis.  

• A technical supplement on the use of scenario analysis (www.
fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-TCFD-
Technical-Supplement-062917.pdf).  

The TCFD recommends that preparers of climate-related fi nancial 
disclosures provide these disclosures in their mainstream public 
annual fi nancial fi lings. The TCFD recommendations are intended 
to help organisations comply more effectively with their existing 
disclosure obligations, such as under the Companies Act 2006 
Act and Streamlined Energy and Carbon Reporting regime; they 
are not intended to supersede national disclosure requirements. 
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• Gives a defi nitive view on what is a high-
quality disclosure, which means that 
the next two reporting periods should 
balance the urgency of the need to 
disclose climate data with the imperative 
of getting it right.

• Raises awareness of how to measure and 
use information on strategic resilience 
more widely, as markets need to assess 
which companies are able to seize the 
opportunities in a low-carbon economy 
and which are strategically resilient 
to the physical and transition risks of 
climate change.

• Look at how asset owners should 
disclose how well their portfolios are 
placed for the transition to net zero.

The Governor also took the opportunity 
to reiterate the view of several central 
banks globally, that businesses which 
fail to adapt to the transition to a net 
zero carbon world will “cease to exist” 
and that those which align their business 
models will be “rewarded handsomely”. 
The Governor pointed to research by the 
Commonwealth Climate and Law Initiative 
which suggests that non-disclosure is a 
bigger liability risk than disclosure; for 
example, because companies that fail to 
disclose climate risk in line with the TCFD 
recommendations may be less attractive to 
investors and struggle to secure loans or 
insurance, or because silence may suggest 
that the company has something to hide in 
relation to its exposure (https://ccli.ouce.
ox.ac.uk/wp-content/uploads/2017/10/

CCLI-TCFD-Concerns-Misplaced-Report-
Final-Briefing.pdf). 

BEYOND TICK-BOX COMPLIANCE

One thing is certain, climate change and 
the wider ESG agenda are not passing fads. 
They are here to stay and, as is clear from 
the various drivers described, the direction 
of travel is likely to be one of increasing 
regulatory requirements in the UK and 
across the EU. It is worth remembering the 
government’s announcement in the Green 
Finance Strategy that it expects all listed 
companies and large asset owners to disclose 
climate-related data in line with the FSB’s 
 TCFD recommendations by 2022 and that it 
is considering making this mandatory. 

There is a growing need for both corporates 
and investors to better measure and manage 
ESG-related risks. There is also a greater 
recognition that companies which manage 
these risks effectively may, in the long term, 
perform better. This will inevitably drive a 
different approach to environmental and 
climate risk management, due diligence and 
disclosure for corporates to one that goes 
beyond mere tick-box compliance.

In the absence of greater standardisation in 
reporting requirements and globally accepted 
standards, corporates would do well to 
focus on the key principles of materiality, 
consistency and reliability in the information 
that they disclose, regardless of which climate 
or ESG framework, standard or benchmark 
they have opted to use. 

Of course, ESG is not just about climate 
change. Although the global gaze is currently 
focused on the latter, other important ESG 
issues are also regularly scrutinised by 
investors and other stakeholders. The raft 
of shareholder resolutions in 2019’s AGMs 
look at ESG matters across the board and, 
in particular, executive remuneration and 
pensions, board diversity and gender equality, 
human rights issues in supply chains and 
wider corporate governance issues. All of 
these issues are expected to receive much 
greater focus from investors and other 
stakeholders who will demand greater 
transparency and better quality data.  

Matthew Townsend is a partner, and Sara 
Feijao is a senior professional support lawyer, 
at Allen & Overy LLP. 
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