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TCFD Recommendations




Background

« |In 2015 Financial Stability Board established the industry led Task Force to develop
climate-related disclosures able to promote more informed investment, enabling
stakeholders to understand concentrations of carbon-related assets and exposures to

climate-related risks

« The Task Force developed a framework published in 201t that detailed;

« 4 widely adoptable recommendations applicable across sectors and industries — see
next slide

« 11 recommended disclosures — see next slide
 General and sector-specific guidance for applying the framework
« Key principles for effective disclosure

 The UK government formally endorsed the TCFD framework for large entities in the
private sector
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Core elements

pillars

Recommendations

Recommended
disclosures

Governance

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

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

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

Strategy

and potential
impacts of climate-
related risks and
opportunities on the
organisation’s
businesses, strategy,
and financial
planning where
such information is
\8 material

a) 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 businesses,
strategy, and financial
planning

) Describe the resilience of;
he organisation’s strategy,
‘taking into consideration
different climate-related
iscenarios, including a 2°C
or lower scenario

Risk

Management

Disclose how the
~organisation
identifies, assesses

and manages
climate-related risks

N\

' a) Describe the
i organisation’s processes
for identifying and
assessing climate-related
risks

l b} Describe the
| organisation’s processes
for managing climate-
related risks

) Describe how processes
tfor identifying, assessing,

! and managing climate-
felated risks are integrated
into the organisation's
overall risk management

Metrics and
Targets

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

N\

a) Disclose the metrics
bsed by the organisation to
assess climate-related risks

and opportunities in line
with its strategy and risk
management process

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

c) Describe the targets
bsed by the organisation to
! manage climate-related
fisks and oppeortunities and

performance against
targets
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Why adopt TCFD In the public sector

The TCFD framework was designed predominantly for the private sector to provide sustainability-related
information to investors and asset managers for financial decision making. The public sector similarly
requires climate-related information for decision making and accountability to the users of annual reports.

The benefits of TCFD disclosure are centered around reporting quality and management information.

Upholding ‘best practice' and maintaining pace
Aligns with developments by standard setters
Comparability to the private sector and internationally

Consistency across the public sector (i.e. Public
Corporations, voluntary adopters)
Provides clarity and direction to preparers
= Decision useful information for departments
= Prompts better stewardship and governance
Potential consolidation into WG A
= lmproved processes for managing climate-related risks
= lmproved asset management

Management
Information

= Signals support for the TCFD framework

Public perception signalling to the public the government
is managing public sector climate-related risks

= Potential benefit for sovereign bond markets

Wider
benefits

Adoption of TCFD aligns with the
UK government strategy:

» Droviding insights to improve

decision-making in support
delivery of the government’s Net
Zero priority.

Adoption of best practice in
governance and risk

management to deliver greater
value for money.

Improving accountability and
focus on long-term cutcomes to
strengthen public trust.
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What is HM Treasury’'s approach to
implementation of TCFD in the FReM

-




Approach to implementation

« HM Treasury have developed a 3 phased approach to incorporating the recommended
disclosures in the Financial Reporting Manual

« Phase 1 developed for 23-24 includes details around scoping, threshold and
compliance, governance pillar recommendations and continued disclosures relating
emissions reporting connected to Greening Government Commitment reporting.

« Phase 2 being implemented for 24-25 covers requirements regarding metric and target
pillar recommendations and risk management recommendations

« Phase 3 delivering full implementation of TCFD by 25-26 in addressing the strategy
pillar recommendations
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Oct-22 Jan-23 Apr-23 Jul-23 Oct-23 Jan-24 Apr-24 Jul-24 Oct-24 Jan-25 Apr-26
Q322/23 | Q422723 | Q12324 | Q22324 | Q32324 | Q423724 | Q124725 | Q224725 | Q324725 | Q424/25 Q1 26/27
Initiate

Phase
1

Overview
and
governance

disclosures

Phase
2

Qualitative
Iscaosures ‘

Phase inform fixed deadline

3 | reviews |

Technical
disciosures

approve
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« Entities must adopt requirements on a comply or explain basis as a part of performance
reporting requirements and audited accordingly

« Guidance is applicable to all central government departments and ALBs that have more
than 500 employees or operating income exceeding £500m

« No direct impact where TCFD requirements already components of reporting
requirements and where relevant authorities determine reporting requirements

application guidance requests preparers to consider the wider TCFD quidance

« As well as asking preparers to apply the HM Treasury application quidance the
iImplementing the recommendations of the Task Force

Scope of application in the FReM \
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https://www.gov.uk/government/publications/tcfd-aligned-disclosure-application-guidance
https://assets.bbhub.io/company/sites/60/2021/07/2021-TCFD-Implementing_Guidance.pdf
https://assets.bbhub.io/company/sites/60/2021/07/2021-TCFD-Implementing_Guidance.pdf

How does the FReM impact the approach of the \
GAM In respect of TCFD aligned disclosure

 The GAM follows the FReM bar specific divergences, though greater flexibility and
determination exists around annual reporting requirements.

« The GAM is endorsed by the Financial Reporting Advisory Board (FRAB) who have
supported the process of adopting TCFED aligned disclosure across the public sector in
a recently published position statement

« The NHS has statutory obligations regarding net zero with green plans support delivery
of that ambition. Progress to delivery will be of interest to users of NHS accounts

« Clear rationale for adoption in the GAM which the FT ARM will also reflect.

-
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https://www.gff.civilservice.gov.uk/news/frab-issue-a-position-statement-on-climate-and-sustainability-related-reporting/
https://www.gff.civilservice.gov.uk/news/frab-issue-a-position-statement-on-climate-and-sustainability-related-reporting/

Approach to TCFD in the GAM
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Content of the 24-25 GAM consultation

* Introduces the similarities with HM Treasury’s TCFD aligned disclosure application
guidance will be implemented in the GAM, including;

 Maintaining the comply or explain basis of the disclosures

 Maintaining the scope thresholds for organisation (500 FTE or £500m income)
« Welcoming voluntary adoption for organisations below the scope thresholds
 Cross referencing to the TCFD implementation guidance

 Following the same phased approach to incorporating TCFD recommendations

* Introduces differences to the HM Treasury’s guidance including

« The GAM not requiring entities to disclose or develop processes to disclose scope 1,2
and 3 emissions.

» Allows for cross referencing to external reports than duplicating content
 Not requiring a compliance statement as is required per the FReM
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Chapter 3 Annex 5 of the GAM provides introductory detail confirming, scope,
application and location of the disclosures for the ARA.

Offers some suggested text for introducing the disclosures in the performance analysis

Details the disclosure requirements under the governance pillar which are to;
 Describe the board’s oversight of climate-related issues
 Describe management’s role in assessing and managing climate-related issues

Qualitative disclosures designed to assist users of accounts in assessing adequacy and
effectiveness of an organisation’s board to oversee and manage climate-related issues.

Clear linkage to aspects of the corporate governance report and level of cross-
\referencing dependent on the extent to which climate policies and risks are addressed

by the same governance processes

Phase 1 guidance in the GAM \
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« The GAM also provides suggested considerations for each disclosure that are
summarised from the TCFD implementation guidance, aimed to help preparers.

« The content of the GAM is considered the minimum necessary to compile the
disclosures and the HM Treasury guidance goes into more detail as to how the
disclosures should be contextualised for the public sector

* Phase 1 of the HM Treasury guidance was finalised Summer 2023 so barring input from
users, preparers or auditors as part of the GAM consultation the guidance is set for
phase 1 and will enter the 23-24 GAM as part of a Q4 FAQ

-

Phase 1 guidance in the GAM \
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Phase 1 on Governance for 2023-24

Good Practice Example — UK Export Finance 2022-23

Governance

QOur governance around climate-related risks and opportisnties

the department's
overall ApEreach
to chmate change
and sustanabity
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matiers
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Authorsed
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Includes a graphic concisely and
clearly showing how UKEF's
governance structures interlink,

helping the reader understand the

lines of responsibility.

Identifies
management
structure and
responsible
owners at
board for
climate
change

Assessing
materniality
and
significance of
climate
change risk

-

Addresses
Governance
recommended
disclosure a)

Y ¥

Linkage and
cross
references toc
other annual
report sections

Addresses
Governance
recommended
disclosure b)

HM Treasury

Source: UK Export Finance
Annual Report and Accounts 2022-23

UKEF embeads consideration of climate
change across our business, and climate s
integrated as a4 Managoement msue within
our governance. This facilitates the effective
development and oversght of our armmual
TCFD disclosures

The Executive Committes supports

UKEF's CEO and Accounting Officer in

the managoment of UKEF. The Executive
Committoe oversees UKEF 'S progross
against its Climate Change Strategy through
revvvow of chmate change management
informabion, which it uses to indorm related
decision-making. In 2022-23, the Executive
Committee consicderad 18 submessions

on chmato-related issues. ranging from
decisons on our Sustainabity Policy
Staterment to our engagement at COP27

The Chief Strategy and Impact Officer

s the Executive Commitieoe moember
responsibie 1or the depantment's approach
1o chrnate change. As climate change s a
materiad Issue across the department, othor
Exocutive Commttee mombors are also
rosponsibieo for ntegrating cimate change
IMO thelr areas of accountability. The Chieft
Risk Officer reports 1o the CEO and &
responaible for integrating chimate change
MO the department’'s risk management (see
the Chiaf Risk Officor's roport on page 58)

The Enterprise Risk and Credit Comemittee
(ERICC), chaired by the Chief Risk Officer
conmadors the financial and non-financial
impact of environmaental, socal and
governance (ESG) naks, mcluding chirmate
related neks, Portiolo level monitoning
which includes climate-related stroas

testing and scenarno analysis, is prosented
blannuaily to EFRCC and the UKEF Board's
Risk Commitioo. Entorprise riak reports
which include chimate change as a prmary
risk, are presonted to ERICC quarterty. these
reports nclude an ontorpriseo rsk dashboard,
o nsk governance report, an operationn nsk
report and a summary of assurance testing

Partormarce

performad. ERICCS ongoing oversight of
UKEF's ESG risks, at both a portfolio and
facility lavel, has also benefed from the
Introciuction of the chmate data dashboard,
which includges a dedicated ESG sk view

Othar committees also support the
management of clmate change within thoir
arcas of responaibility. The Change Board
authorised TCFD Project, through which

we dowverad many of the enhancemeonts

10 how we approach climate change, wil
conciude in financial year 2023-2024, The
TCFD Project's Senior Reasponsibie Owner
has been the Doputy Director of Clmate
Change and Sustmnability, who reported

to the Change Board on the project’s
progreas Dlannually. The Chair of the Audit
Committes has been the Board's nominated
non-axecutive director on the TCFD Project
Board. We will continue to deliver our TCFD
reporting annually, with the Deputy Director

Governance
recommended
disclosure D)

Identifies
reporting
channels,
responsible
owners in
management
for climate
change.

of Cimate Changeo and Sustainability
responsible for this on an oNgong basis )

The UKEF Board supports the CEO andg
Accounting Officer in the managemont

of UKEF, ncluding through advice on our
approach to climate change. The UKEF
Board andd its committees consedered 8
submissions Oon chmate-related ssuen

this year, including UKEF s Strtegic Risk
Register, which inchucas chmateo as a
peimary sk In this cane, the Booard provided
foodback on the maigations, controls and
contingency plans heid by UKEF aganst
oach stratogic risk, This year, the Board also
received presomations on chmate change
and sustanability, whach supponed its abdity
10 provida effective oversight of UKEF's
climate-related risks and opporiuntion

The Auctt Commttee supports the UKEF
Board in its supervision of the TCFD

Progoct, spocificalty on elements relating

10 reporting. The Rk Committee advises
on the implememation of TCFD from a rink
Managemant parspective

Interlinkage
with other
TCFD pillars -
including Risk
Management,
Strategy

10
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Phase 1 on Governance for 2023-24

Good Practice Example - Environment Agency 2021-22
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Source: Environment Agency
Annual Report and Accounts 2021-22

manage [« d up by joyee survey results)
e  Clarity around the diference betweon cutoomes (of the change that happens in the outside
workd), outpots (what we do and produce ) and how we deliver those culcomes and cutputs
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« Disclosures and associated guidance relating to the risk management and metric and
targets pillar built into the GAM to present phase 2 requirements

« As referenced earlier no requirement is detailed around providing disclosure regarding
scope 1, 2 and 3 emissions

« Otherwise the guidance and requirements reflect what is detailed in the HM Treasury
phase 2 exposure draft — for which the consultation closes 26" February.

with any revisions made in the final guidance HM Treasury publish for phase 2 but also

« Again the content that is currently in the GAM relating to phase 2 may be refined in line
In conjunction with any consultation responses received dealing with this area.

Phase 2 guidance in the GAM \
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https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-2
https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-2

Other sustainability developments

-




« A minor update to the sustainability requirements in the performance analysis section of
the GAM relating to provisions of a summary of progress on delivery of green plans.
Again this will be backdated into the 23-24 GAM.

« Going forward there will be consultation on the phase 3 guidance

« FRAB and its Sustainability Sub-committee monitor developments in sustainability
standards, those issued by the ISSB and those in development from IPSASB

at this point would be premature but in compiling TCFD disclosures it leaves public

 FRAB Position statement has announced that moving beyond TCFD recommendations
sector well placed to take further steps in due course.

S0 what's next... \
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