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1
There has been a step change in the level of climate-
related disclosures — both in the front and back 
halves of annual reports, but the journey towards 
Task Force on Climate-related Financial Disclosures 
(TCFD) compliance is far from over — both in respect 
of the quality of the disclosures but also their 
integration into the broader strategic narrative. 
There is no room for companies to stand still. 

Highlights

2
With changes to TCFD guidance, and new standards 
and regulations being debated and implemented 
both in the UK and internationally, the bar for TCFD 
disclosures and reflecting climate in the financial 
statements continues to rise. 

3
 Even premium listed companies which have 
published their first disclosures in their annual 
reports as required by Listing Rule (LR) 9.8.6R(8) 
and associated LR Guidance as issued in December 
2020, will need to do more in their next annual 
report(s) to take account of changes issued in 
December 2021 to the Listing Rule Guidance and 
if applicable, the Department for Business, Energy 
& Industrial Strategy (BEIS) Regulations and non-
binding guidance that apply for financial years 
commencing on or after 6 April 2022. 
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As many as 78% of companies 
now refer to impacts of 
climate change in their 
financial statements, with 
over half stating that the 
impact is immaterial.

Only 37% of audit committees 
explicitly reference having 
considered those impacts. 

4
Compared to 33% last year, 70% of companies  
this year indicate that they have disclosed against  
all 11 disclosures recommended by the TCFD. 
However, companies very seldom acknowledged 
having taken into account all the guidance  
stipulated for consideration by the Listing  
Rule and many of the statements discuss the  
need for further work to be undertaken.

5 6

2021 2022

Just 62% of annual 
reports provide clarity on 
who had oversight of the 
TCFD disclosures.

Around 13% of companies 
have not yet conducted  
a scenario analysis. 

Only 5% included reference 
to TCFD in the board’s 
assessment of the annual 
report being fair, balanced 
and understandable (FBU).

Of those that had, 64% 
discussed outcomes in a 
qualitative manner only.

62%

13%

5%

64%

78%

37%

This is surprising given both the spotlight on these 
disclosures by investors and regulators, and the fact 
that they are new. This can also cast doubt over the 
high levels of stated compliance with the Listing Rule.

33% 36%

13%

17%

Full compliance 
indicated

Reference to 
Listing Rule

Disclosed 
against the 
11 disclosures 
recommended 
by TCFD

Partial compliance and no 
reference to Listing Rule

70%33%

Standalone sustainability 
or TCFD report produced

0% 50% 100%

Reference to a climate 
transition plan

Climate considerations  
in viability statement

Climate mentioned  
in audit opinion

35%

95%

48%

32%
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It is clear that the UK Government’s ambition as 
announced in November 2020 for the UK to become 
the first country in the world to make TCFD aligned 
disclosures fully mandatory across the economy 
by 2025, going beyond the ‘comply or explain’ 
approach is now a reality. 

In December 2020, the Financial Conduct Authority 
(FCA) announced Listing Rule 9.8.6R(8)1 requiring 
that for accounting periods beginning on or after 
1 January 2021 commercial companies with a UK 
premium listing include a statement in their annual 
report which sets out whether they have made 
disclosures consistent with the recommendations  
of the TCFD and explain if they have not done so.

The objective of this publication is  
to share emerging observations on  
how, based on a sample of over 100  
annual reports and accounts (ARAs)  
of 31 December 2021 FTSE 100 and  
FTSE 250 reporters, premium listed 

companies have complied with  
LR 9.8.6R(8). We also discuss how 
disclosures of companies outside of 
financial services (FS) are likely to need  
to evolve reporting going forward, in  
light of the developments set out on  
the following page. 

A publication focussing on FS TCFD reporting  
trends will be issued separately. Later this year,  
EY will also publish the 2022 EY Global Climate 
Risk Disclosure Barometer, assessing the coverage 
and quality of climate risk reporting across a global 
company data set. 

Our publication ‘Towards TCFD compliance’, issued  
in May 2021, included hallmarks of leading practice 
and disclosure, as well as noteworthy examples, 
aimed at helping companies respond to the new 
requirements2. Much of what we highlighted as  
leading practice remains so.

Introduction

1  Please refer to the appendix for an extract of the Listing Rule and associated Listing Rule Guidance.
2  Further examples of good disclosures are included in the October 2021 FRC Lab report “Taskforce on Climate-related 

Financial Disclosures (TCFD): ahead of mandatory reporting”
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•  In October 2021, TCFD released its fourth 
status report and two new guidance documents 
— updates to the implementation guidance 
(Annex) initially published in 2017 with the TCFD 
Recommendations Report and new guidance  
to disclose plans for a net zero transition and 
seven categories of cross-industry metrics.

•  Later that same month, the BEIS published 
the response to its consultation on Mandatory 
climate-related financial disclosures by publicly 
quoted companies, large private companies  
and LLPs. The ensuing regulations made  
by Parliament in January 2022 largely  
reflect the proposals and apply for financial 
years starting on or after 6 April 2022.  
In February 2022, BEIS published non-binding 
guidance (to accompany these regulations),  
which provides answers to commonly asked 
questions about application and sets out  
the expectations in respect of each element  
of the disclosure requirements. 

•  In November 2021, at COP26 in Glasgow,  
the International Financial Reporting Standards 
(IFRS) Foundation announced the creation  
of the International Sustainability Standards 
Board (ISSB)3, with the objective of developing 
IFRS Sustainability Disclosure Standards  
for the financial markets. Two prototype 
standards were published: the general 
requirements for disclosure of sustainability-

related financial information prototype and  
the climate-related prototype, along with  
the supplementary technical protocols for 
disclosure requirements. On 31 March 2022, 
the ISSB issued the Exposure Draft IFRS 
S1 General Requirements for Disclosure of 
Sustainability-related Financial Information 
and the Exposure Draft IFRS Sustainability 
Disclosure Standard 2 (IFRS S2 / Climate ED) 
which supersede the prototypes4. 

•  At the same time, the Chancellor, Rishi 
Sunak announced that by 2023 UK financial 
institutions and public listed companies will 
be obliged to publish “net zero transition 
plans” detailing how they will reduce the 
emissions they respectively finance or are 
responsible for in order to align their businesses 
with the UK Government’s commitment 
on decarbonisation and the economy-wide 
transition to net zero by 2050. 

•  In December 2021, the FCA announced  
a new Listing Rule (LR 14.3.27R) applicable 
to standard listed companies for periods 
beginning on or after 1 January 2022, which 
not only mirrors the requirements introduced 
for premium listed companies introduced 
by LR 9.8.6R(8), but also references the 
aforementioned updated TCFD guidance 
materials and introduces additional guidance  
on transition plans.

Since we issued this publication, investor, societal pressures and scrutiny continue at strength, 
and there have been many notable developments in respect of climate reporting, such as: 

3  The ISSB was formed from the consolidation of: The Value Reporting Foundation (VRF), home to SASB Standards and 
Integrated Reporting Framework and the Climate Disclosure Standards Board (CDSB)

4  For EY’s analysis of the EDs refer to: ISSB publishes first two EDs on sustainability disclosure requirements | EY — Global
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1.1  Compliance with Listing 
Rule 9.8.6R(8) and 
disclosure oversight 

Of the companies in 
our sample, 46% did not 
explicitly reference Listing 
Rule 9.8.6R(8). In such 
cases, it was often not  
clear whether the LR 
Guidance (i.e., LR 9.8.6BG 
and LR 9.8.6DG) had been 
taken into account when 
making the statement 
required by sub-paragraph 
(a) of the LR and whether 

the disclosure requirements set out in sub-
paragraphs (b) and (c) of the LR had been met. 

As set out in the FCA’s Primary Market Technical 
Note TN / 802.1, sub-paragraph (a) of the Listing 
Rule 9.8.6R(8) requires companies to make a 
statement setting out whether they had included 
climate-related financial disclosures consistent with 
the TCFD Recommendations and Recommended 

Disclosures in their annual financial report. As the 
wording of the 11 Recommended Disclosures is in 
fact quite high level, providing a brief qualitative 
narrative against each could be achieved without 
great effort. This could suggest that a simple 
statement confirming that a company has provided 
such a narrative, regardless of its quality, should 
suffice to comply with the LR. 

The LR Guidance is, however, more prescriptive 
in setting out how companies should determine 
whether the disclosures are in fact consistent  
with the TCFD Recommendations and 
Recommended Disclosures. The LR Guidance  
lists out the specific TCFD guidance, documents  
and technical supplements that should be taken  
into account in making the assessment. It also  
states that “a listed company should consider 
whether those disclosures provide sufficient detail  
to enable users to assess the listed company’s 
exposure to and approach to addressing climate-
related issues,” taking into account, amongst other 
things, levels of its exposure to climate-related 
risks and opportunities as well as the scope and 
objectives of its climate-related strategy in the 
context of its overall nature, size and complexity.

did not explicitly 
reference Listing 
Rule 9.8.6R(8)

46%

1Emerging 
observations
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required by sub-paragraphs (b) and (c) in LR 9.8.6R 
(b) (ii). Reckitt (Figure 3: 2021 ARA, p66), whilst 
complying with 11 Recommended Disclosures,  
sets out at a disclosure level the actions required  
to apply the October 2021 Annex.

 
Statements made by around 
70% of the companies in 
our sample indicated full 
compliance with TCFD 
Recommended Disclosures

 
Our prior year analysis indicated that only 33% of 
companies had reported on a voluntary basis against 
all 11 TCFD Recommended Disclosures. This year, 
despite the more stringent expectations about the 
quality of the disclosures introduced through the LR 
Guidance, 70% of companies indicated that they had.

The manner of disclosing partial compliance varies. 
Grafton (2021 ARA, pp82-85) includes a table to 
illustrate the timeline for full compliance; HSBC 
(2021 ARA, pp19, 63 and 402) provides a narrative 
summarising certain areas where climate-related 
disclosures were not included; Meggitt (Figure 4: 
2021 ARA, p58) provides both an overview of its 
compliance status, and further detail in a table 
that includes status and future priorities for each 
recommended disclosure.

However, a number of companies within our 
sample that disclosed partial compliance did not 
provide (as required by LR 9.8.6(8)R (b) (ii) (C)) 
the steps needed to reach full compliance, the 
related timeframe, and in some cases neither. When 
companies made reference to recognising the need 
for further improvements and enhancements, it 
was sometimes not clear whether they considered 

Compliance statements that only state that 
disclosures consistent with the 11 TCFD 
Recommended Disclosures have been made,  
but make no reference to compliance with the 
broader requirements of the LR, provide readers 
with less useful information and do not indicate 
whether the LR Guidance had been properly 
considered in making the statement. 

GSK (Figure 2: 2021 ARA, p49) states both 
that its disclosures are consistent with the TCFD 
Recommendations and TCFD Recommended 
Disclosures, and in compliance with the 
requirements of LR 9.8.6R. Direct Line (2021 ARA, 
p76) goes a step further and explicitly states that 
its disclosures are consistent with the supplemental 
guidance for all sectors and insurance companies, 
similar to Melrose (2021 ARA, p60) which states 
that in assessing the coverage of TCFD disclosures 
it took into consideration the guidance documents 
referred to in the guidance notes to the LR. Evraz 
(2021 ARA, pp284-287) makes clear reference to 
the LR in its compliance statement, and the cross-
reference table provides transparency about the 
areas of partial compliance and future steps, as 

progress to date to be nonetheless sufficient to 
assert full compliance. We also identified vague 
statements that could question the company’s 
compliance assertion.  

Only 62% of companies within 
our sample were explicit about 
who had oversight of the TCFD 
narrative; only five companies 
directly referred to TCFD 
disclosures being considered as 
part of the FBU assessment.

Given this was the first cycle of mandatory TCFD 
reporting, and the regulatory and investor focus 
on the disclosures, it is surprising that so many 
companies remained silent on who had oversight 
over them. Where this was clearly stated, in the 
majority of cases this responsibility fell to the audit 
committee (AC). The AC of CRH (Figure 5: 2021 
ARA, pp5, 66) oversaw the significant expansion of 
disclosures in the ARA in line with the expectations 
of the TCFD, the emerging EU Taxonomy and 
further disclosures in respect of relevant accounting 
estimates and judgements. In its assessment of 
whether the ARA was FBU, the AC of IHG (2021 
ARA, pp96, 99) oversaw “the proportionate and 
consistent consideration of climate matters across 
the Annual Report, including the TCFD statement, 
and in particular the potential impact on forward-
looking assumptions supporting impairment testing, 
deferred tax assets, going concern and viability 
assessments.” As part of FBU considerations, the  
AC of BP (2021 ARA, p108) reviewed the assurance 
process in place for non-financial reporting 
(incorporating TCFD disclosures).

70%

Sub-paragraph (b) of LR 9.8.6R(8) sets out 
further disclosures that are not governed  
by the TCFD recommendations:

•  It requires that companies provide  
reasons for including TCFD disclosures  
in a document other than the annual 
financial report.

•  Where companies have not included all 
TCFD Recommendations and/or TCFD 
Recommended Disclosures, they need  
to explain the steps they are taking to 
make those disclosures in the future,  
and the related timeframe.

62%
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On the other hand, it is the Sustainability Committee 
at AstraZeneca (2021 ARA, p89) that reviewed its 
Sustainability Report and TCFD disclosures. In the 
case of Aviva (2021 ARA, pp2.21 and 2.28) the  
AC recommended the 2021 climate-related financial 
disclosures including TCFD to the Board and the 
Customer, Conduct and Reputation Committee 
reviewed the content of the TCFD disclosures in 
preparation for the climate disclosures being voted 
on (on an advisory basis) at the 2021 Annual 
General Meeting.

Regulators in the UK are likely to take a more 
stringent approach once TCFD reporting becomes 
more embedded, and this will reinforce the need  
for more robust oversight over the disclosures. 

If a listed company’s disclosures do not 
appear to meet the requirements of the 
Listing Rules, the Financial Reporting 
Council (FRC) is likely, in the first instance, 
as part of its routine reviews of annual 
financial reports, to contact the company 
setting out the issues and asking for further 
information. Based on this information, the 
FRC may ask the company to take corrective 
or clarifying action, such as undertaking 
to enhance their disclosures in subsequent 
reports and accounts. We would expect 
matters to be satisfactorily addressed 
through this type of engagement without 
the need for further action regarding the 
published disclosures. If the FRC is unable 
to reach a satisfactory conclusion through 
engagement, the matter will be referred to 
the FCA to take appropriate action. 

In addition, the FRC will refer matters to 
the FCA which are identified as containing 
potentially false or misleading information, 
including the omission of material facts, 
likely to cause investor harm or which 
may breach other relevant FCA rules for 
environmental, social and governance (ESG) 
matters (see Technical Note TN 801.1).

Financial Conduct Authority,  
Primary Market Bulletin 36

“
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There are limited references to internal or  
external assurance over TCFD reporting, with  
only one company within our sample obtaining  
a limited assurance opinion over this disclosure.

Within our sample, one company — Polymetal 
International (2021 ARA, pp261-263) — included 
the limited assurance opinion it obtained over its 
description of activities undertaken in respect of 
the TCFD Recommendations included in the TCFD 
disclosure. Smith+Nephew (2021 ARA, p96) 
disclosed that its Sustainability Report, which 
contains a section about the impact on climate 
change and cross-references to the TCFD narrative in 
the ARA, was included in the FBU review undertaken 
by the internal audit function. ITV (2021 ARA, p88) 
notes that its TCFD report has been subject to review 
by external advisers. The AC of LGIM (2021 ARA, 
p87) spent time during 2021 considering the scope, 
focus and quality of the various sources of assurance 
from which it is able to gain comfort. This included  
a decision to obtain independent limited assurance 
over certain elements of the group’s climate report.

Our analysis did not indicate that ACs sought comfort 
over TCFD disclosures as part of the external audit. 
We identified just a few companies whose auditor 
stated that, with the involvement of its climate 
specialists, it had assessed the TCFD disclosures 
for compliance against the Recommendations of 
the TCFD framework. In most other cases, audit 
opinions were either silent; noted that the auditor 
had considered the consistency of the disclosures 
in relation to climate change made in the other 
information within the ARA with the financial 
statements and its knowledge from the audit; and/
or explicitly stated the external auditor had not been 
engaged to provide assurance over these disclosures.

It will be interesting to observe how this area evolves 
in the near future in light of increasing demand for 
assurance over sustainability disclosures. Recent 
international developments could also influence 
what happens in the UK with regards to assurance. 
The new rules proposed by the Securities and 
Exchange Commission (SEC) in the United States 
(which, amongst other matters, require domestic 
and foreign registrants to disclose their greenhouse 
gas (GHG) emissions in a separately captioned 
section of their registration statements and annual 
reports) require that disclosures by accelerated  
and large accelerated filers on Scope 1 and Scope 2 
GHG emissions are subject to third-party assurance. 

In March 2022, the Legal Affairs (JURI) Committee 
of the European Parliament (EP) adopted its report 
on the Corporate Sustainability Reporting Directive 
(CSRD) proposal of the European Commission (EC). 
Whilst not yet final7, the CSRD will introduce a 
requirement for limited assurance on sustainability 
information. Reasonable assurance provisions  
might come into effect at a later stage. 

International Organization of Securities 
Commissions (IOSCO) will also push 
forward work to develop assurance 
standards. IOSCO has identified 
independent assurance of the quality 
of corporate reporting of sustainability 
information as a key element of building 
trust in sustainability reporting. 

IOSCO 2022 work plan to develop  
sustainable finance

“

What we are seeing 

Rising demand for assurance over  
TCFD disclosures and GHG emissions
More audit committees and heads of finance 
have been asking for external assurance over 
their climate-related financial disclosures. 

Although this is predominantly limited 
assurance under the International Standard  
on Assurance Engagements (ISAE) 3000, 
it still provides a degree of comfort that 
processes to identify climate-related risks  
and opportunities, governance over these  
and the approach to scenario analysis are 
robust and consistent with the relevant  
TCFD implementation guidance.

There has also been a notable increase in 
the number of companies seeking assurance 
over their GHG emissions reporting, including 
Scope 3 emissions. As performance against 
net zero targets comes under increased 
scrutiny, having to adjust for errors in either 
baselines or more recent data could prove 
embarrassing and expensive. 

This may explain why companies are  
also asking how they can prepare to  
obtain reasonable — rather than limited — 
assurance over their emissions reporting.

Rebecca Farmer, Partner,  
Climate Change and Sustainability Services, EY 

7  The Council, the EP and EC started negotiations on CSRD 
under trilogues at the end of March 2022 and could reach 
an agreement on the text before the summer (end of the 
French EU presidency).
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1.2  Location of TCFD 
disclosures

Around three-quarters of companies provided 
TCFD disclosures in a discrete section of their 
ARA — a TCFD insert. Those that integrated TCFD 
disclosures throughout the annual report seldom 
did this in respect of all of the Recommendations. 

A common theme across the various reporting 
publications issued by the FRC in the last two years 
has been a call for better integration of climate 
reporting across the ARA, especially in respect  
of strategy, progress against commitments, and  
the financial statements.

Furthermore, in its response supporting the ISSB’s 
prototypes, one of the suggestions raised by the 
FRC related to better integration of sustainability 
considerations into the business model narrative. 

However, 76% of companies in our sample chose 
to group the 11 TCFD Recommended Disclosures 
within the Strategic Report in the form of a TCFD 
‘insert.’ Half of these companies did this within a 
broader ESG/Sustainability section, and others 
created a dedicated TCFD section. AstraZeneca 
(2021 ARA, pp217-222) included its TCFD  
overview within an ‘Additional Information’  
section, following the financial statements. 

There is benefit in including all TCFD-related 
disclosures in one place within the ARA, as this 
approach provides readers with a more holistic 
view and potentially makes it easier to assimilate 
than information that is spread out across the 
ARA. However, when companies also publish a 
standalone climate or sustainability report (separate 
from the ARA) with fuller disclosure, we feel there 
is limited benefit in also having a dedicated TCFD 

section/insert in the ARA. In such cases, we would 
advocate that the TCFD narrative in the ARA is 
better integrated throughout (with a signpost/cross 
reference to the standalone climate/sustainability 
report for further information). This would allow a 
reader to understand how climate considerations are 
truly embedded in the business and financial models 
of the company. Of companies within our sample, 
34% published such a report, but very few of these 
integrated the TCFD information across the annual 
report. Rio Tinto (Figure 6: 2021 ARA, p81) did 
this fully (whilst, in view of space constraints within 
the ARA, also referring to other standalone reports), 
but it was more common for just the governance and 
risk pillar disclosures to be integrated. 

The Recommended Disclosures required under 
the Strategy Recommendation were integrated 
least often. Shell (2021 ARA, pp79-85) discusses 
climate-related risks and opportunities identified 
over the short, medium and long term, taking into 
consideration different climate-related scenarios. 
In this context, Shell explains the resilience of its 
strategy and the ongoing shift from an asset-based 
to a customer-based business model inherent in its 
energy transition. CRH (2021 ARA, p30) states  
that based on its initial assessment of the transition 
and physical risks and opportunities that need to  
be managed, it does not believe that its business 
model would need to materially change. 

But for the most part, companies do not articulate 
whether adaptation and transition will require a 
fundamental shift to the way they do business — 
which in turn makes it more difficult to ascertain 
the magnitude of climate change related impacts 
on the financial statements. As the date for certain 
companies to publish transition plans approaches 
(see section 2.2.2), it will become imperative that 
those plans are explicitly reflected within business 

Our thematic review of climate 
reporting found that many 
large companies have already 
started to implement the TCFD 
recommendations. It is important to 
ensure that the information presented 
does not appear to be an ‘add-on’ 
containing boilerplate messages. We 
found that reporting under the TCFD 
recommendations was improved 
where it was better integrated with 
|the company’s strategy with the use  
of cross-referencing. 

FRC: Key matters for 2021/22  
reports and accounts

“
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I have always been in favour of good 
roadmap disclosures that provide 
impactful summaries and direct readers 
to where they can find more detailed 
information within the ever-expanding 
annual report. But I am growing 
increasingly concerned that the story-
telling that, in my mind, is the core 
strength of the front half in UK annual 
reports, may be lost. I am not convinced 
that a multitude of inserts can ever be 
fair, balanced and understandable. 

Maria Kępa, Director,  
Governance and Public Policy, EY  

model disclosures, as highlighted by the FRC in its 
ISSB response (noted earlier). Companies also often 
stay silent on how major divestments, acquisitions 
or other significant capital allocation decisions take 
climate considerations into account. Croda (2021 
ARA, p71) explains how one of the board’s major 
decisions — the divestment of the majority of  
Croda’s Performance Technologies and Industrial 
Chemicals business operations — impacts the 
progress of implementing Croda’s sustainability 
strategy. This is noted as a question that was  
being commonly asked by investors. 

Furthermore, as new standards are 
developed based on the same four pillars 
of TCFD — for example, the Taskforce 
on Nature-related Financial Disclosures 
(TNFD), the beta version of which was 
released in March 2022 — companies that 
continue providing the information in a 
separate section will risk having multiple, 
repetitive ‘inserts’ in their annual reports. 

The initial step for a company 
contemplating the requirements 
of TCFD for the first time is to ask 
why it matters. In particular, what 
it means for the company and its 
business model.

London Stock Exchange:  
Your guide to climate reporting

“ “
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The FCA’s finalised handbook guidance relating 
to LR 14.3.27R published in December 2021 
incorporated the updated guidance materials 
issued by the TCFD in October 2021 when it 
published its fourth status report. As these new 
and updated materials have been referenced in 
the LR Guidance as relating to the disclosures 
required by both LR 9.8.6R(8) and LR 14.3.27R, 
they will need to be considered by premium listed 
companies for accounting periods beginning on  
or after 1 January 2022. Therefore, premium 
listed companies with years beginning on or  
after 1 January 2022 will need to consider  
the following additional items compared to  
earlier periods.

2.1  Implementation  
Guidance (Annex)  
updated in October 2021

Some companies have already started to consider the 
updates to the Annex. Barclays (2021 ARA, p101) 
refers to having considered the Implementation 
Guidance (Annex) updated in October 2021 (2021 
TCFD Annex) and applying it where possible. Barclays 
stated, “some recommendations in the 2021 TCFD 
Annex will require more time for us to fully consider. 
We will be working to implement the rest of the 2021 
TCFD Annex recommendations over the course of 
2022 and intend to apply these more fully in our 
next TCFD Report.” WPP (2021 ARA, p214) also 
notes that some of the recommendations published 
in October 2021 will take more time to fully consider. 
These relate to detailed time horizon, financial 
impacts and scenario analysis of climate-related risks 
and opportunities. WPP will be working to implement 
the rest of the 2021 TCFD Annex recommendations 
over the course of 2022 and intends to apply these 
more fully in the next TCFD Report.

2What does LR 14.3.27R 
mean for premium 
listed companies?
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The revised 2021 TCFD Annex updates specific elements of the implementing guidance within the 
Strategy and Metrics and Targets recommendations. The key revisions applicable to all sectors 
(excluding those specific to FS) include:

2.1.1  Strategy8

8  Adapted from: Summary of Changes to Guidance, October 2021
9  Here and in the tables that follow, we provide examples that to an extent already address the enhanced requirements. However, as these are areas of developing practice, examples will have both good 

attributes and areas for further refinement. 
10  We excluded from the sample those financial services companies that conducted a Bank Of England Climate Biennial Exploratory Scenario (CBES) analysis only, as individual results cannot be disclosed 

until the overall official findings have been made public.

Recommended disclosure Summary of change Reporting example9

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

•  Revised to more explicitly 
address disclosure of 
actual financial impacts 
on organisations as well 
as key information from 
organisations’ plans for 
transitioning to a low-carbon 
economy (transition plans)

•  These impacts may be 
described in qualitative, 
quantitative, or a combination 
of both qualitative and 
quantitative terms

•  The Task Force encourages 
organisations to include 
quantitative information, 
where data and  
methodologies allow

Refer to section 2.2.2  
for examples regarding  
transition plans. 

For an example of qualitative 
impacts of transition and physical 
risk impacts see Rotork (2021 
ARA, pp61-69). An extract is 
provided in Figure 7. 

For an example of quantified 
financial impacts of scenario 
analysis see Unilever (Figure 8: 
2021 ARA, pp60-62), Mondi 
(Figure 9: 2021 ARA, p63) and 
Antofagasta (Figure 10: 2021 
ARA, p57).

Refer to examples provided  
in sections 5.1 and 5.2 of  
financial impacts discussed  
in financial statements. 

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

Climate-related scenario 
analysis continues to be 
an area of challenge, with 
13% of companies within 
our sample not having 
yet conducted a scenario 
analysis. Of those that 
had10, 64% discussed 
outcomes in a qualitative 
manner only, with many 
noting that their analysis 
had not yet been quantified. 

Where companies had quantified impacts, 20% 
limited their disclosures to providing a range 
that did not disclose values (e.g. high, medium, 
low) and only 16% provided quantified ranges 
or more specific quantifications. Quantification 
was often included in the stand-alone report  
and not in the ARA.

13%

64%
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2.1.2  Metrics and targets (to be considered in conjunction with section 2.2.1)11

11  Adapted from: Summary of Changes: 2017 to 2021 TCFD Annex, October 2021 

Recommended disclosure Summary of change Reporting example

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

•  Revised to more explicitly 
address disclosure of metrics 
consistent with cross-industry, 
climate-related metric categories 
for current, historical, and future 
periods, where appropriate

•  Organisations should consider 
including metrics on climate-
related risks associated with 
water, energy, land use, and 
waste management, where 
relevant and applicable

For an example of water 
withdrawal disclosure - one of 
the key metrics highlighted 
in the Summary of Changes - 
refer to example discussed in 
section 4: Capricorn Energy 
(Figure 12: Sustainability 
Report, p25).

More holistic examples  
of metrics are provided  
in section 2.2.1.

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

•  Revised disclosure of Scope 1 
and Scope 2 GHG emissions to 
be independent of a materiality 
assessment

•  Revised to encourage disclosure 
of Scope 3 GHG emissions, whilst 
acknowledging the disclosure is 
subject to materiality

AstraZeneca (Figure 11: 
Sustainability report, p21).

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

•  Added disclosure of targets 
consistent with cross-industry, 
climate-related metric categories, 
where relevant

•  Added disclosure of interim 
targets, where available, for 
organisations disclosing medium-
term or long-term targets

GSK (Figure 2: 2021 ARA,  
pp50-51) 

Refer to Rio Tinto’s Climate 
Change Report 2021 and 
Unilever’s Climate Transition 
Action Plan (pp47-51) 
discussed in section 2.2.2.
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What we are seeing 

Increasing the rigour in the reporting  
of climate-related metrics
As companies’ climate-related targets and 
metrics become central to business strategies 
and decision-making processes, there is 
heightened focus on the quality of the data 
underpinning these metrics. 

Reporting in line with the cross-industry and 
recommended industry metrics will require 
a broader range of non-financial data than 
just GHG emissions, and the processes and 
controls underpinning this data are far less 
mature than those for financial data. Metric 
definitions and boundaries are also more 
ambiguous. We see leading companies 
undertaking end-to-end analyses of their data 
processes to fully understand data sources 
and the potential for control weaknesses. 

Many companies do not yet have the systems 
to support timely and accurate reporting, 
so bolstering the first line of defence will be 
critical for improved reporting going forwards. 

Rebecca Farmer, Partner,  
Climate Change and Sustainability Services, EY 

2.2.1  Metrics and targets
The TCFD Guidance on Metrics, Targets and 
Transition Plans encourages all preparers to begin 
disclosing metrics across seven metric categories, 
applicable to all sectors. Examples of companies 
reporting against these metrics are listed below. 

Metric category Description Example
GHG emissions Absolute Scope 1, Scope 2, and Scope 3 emissions 

(Organisations should refer to the GHG Protocol’s 
the Corporate Value Chain (Scope 3) Accounting 
and Reporting Standard for guidance on reporting 
on Scope 3 emissions)

Emissions intensity

AstraZeneca  
(Figure 11: Sustainability 
report, p21)

Transition risks Amount and extent of assets or business  
activities vulnerable to transition risks

Antofagasta (Figure 10: 
2021 ARA, pp55-57)

Physical risks Amount and extent of assets or business  
activities vulnerable to physical risk

Segro (Figure 13:  
2021 ARA, p95)

Climate-related 
opportunities

Proportion of revenue, assets or other business 
activities aligned with climate-related opportunities

Segro (Figure 13:  
2021 ARA, p95)

Capital deployment Amount of capital expenditure, financing or 
investment deployed toward climate-related  
risks and opportunities

Segro (Figure 13:  
2021 ARA, p95)

Internal carbon prices Price on each ton of GHG emissions used  
internally by an organisation

Rio Tinto (Figure 6:  
2021 ARA, p80)

Remuneration Proportion of executive management  
remuneration linked to climate considerations

National Express (Figure 
14: 2021 ARA, pp98-99)

2.2  TCFD Guidance on Metrics, Targets and Transition Plans

Whilst the use of specific metrics is not mandated, 
the categories provide a useful framework to further 
assess the financial impacts of climate change on 
business performance and will drive convergence. 
For some categories, implementation may take time 
as data and methodologies evolve. We expect that 
in the next reporting cycle companies may need to 
state partial compliance if they are unable to provide 
metrics against all the categories.
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What we are seeing 

Understanding Scope 3 emissions
Understanding and reliably measuring 
Scope 3 emissions is becoming an  
area of increasing focus for investors  
and companies. 

Some of the key challenges when 
measuring, monitoring and managing 
Scope 3 emissions include limitations to 
data availability, as well as the need to 
engage with a wide range of stakeholders 
internally, in supply chains and the whole 
lifecycle of the product. Given the global 
nature and complexity of many supply 
chains, gathering the required data and 
fully understanding Scope 3 emissions in 
line with various established and emerging 
methodologies can be difficult. 

Nonetheless, understanding Scope 3 
emissions is not only an important element 
of TCFD reporting, but also fundamental 
to decarbonisation strategies across most 
industries given the largest proportion of 
emissions often constitute Scope 3. This is 
where the most meaningful changes can 
be made to reduce emissions and make 
progress against net zero targets.

Rebecca Farmer, Partner,  
Climate Change and Sustainability Services, EY 

Tyman (2021 ARA, p68) notes that it reports 
metrics and targets that align with several of the 
newly launched TCFD ‘cross-industry, climate-related 
metric categories’. As its knowledge of climate risks 
and opportunities improves in 2022, Tyman expects 
to be in a better position to consider additional 
metrics and targets, such as risk exposure and 
capital deployment.

The guidance also explains that climate-related 
targets should: be linked to defined metrics to 
allow measurement and progress tracking; be 
periodically reviewed and updated; be quantified 
and measurable; have a clearly defined time 
horizon and baseline; and be reported on at least 
annually in an understandable and contextualised 
manner. This is similar to observations raised in the 
FRC’s thematic review — Streamlined Energy and 
Carbon Reporting (SECR), which points out that 
more needs to be done to make SECR disclosures 
understandable and relevant for users. National 
Express (Figure 14: 2021 ARA, pp38-39) includes 
a table that shows the overall group targets through 
to 2025 and progress to date from the baseline year. 
More detail on these targets and on performance 
against them is set out in the detailed environmental 
data disclosures at the end of the ARA.

When setting targets, companies may want to 
consider the sectoral decarbonisation pathways set 
out by the Transition Pathway Initiative (TPI). TPI 
aligns with the recommendations of the TCFD and 
its pathways are used by investors to assess how far 
companies in their portfolios are aligned with the 
goals of the Paris Agreement. 

As an example, TPI’s decarbonisation 
pathway for aviation states that if 
an individual company wants to be 
aligned with a 1.5°C path, then its 
emissions intensity by 2030 must 
be below 616 tonnes of CO2/RTK 
(revenue tonne kilometre). This level 
of granular detail allows investors to 
judge companies’ target-setting, and 
to hold companies to account as their 
real-world emissions are reported 
year-on-year. 

TPI Sectoral Decarbonisation Pathways

“
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2.2.2  Transition plans
As they are a key component of a company’s 
strategy to address its climate-related risks and 
opportunities, the guidance also covers the 
characteristics of effective transition plans. This 
guidance is especially important in the context of 
the UK Government’s announcement in November 
2021 that it will be making climate transition plans 
for listed organisations and financial institutions 
mandatory by 2023. To advance this, HM Treasury 
launched in April 2022, the UK Transition Plan 
Taskforce bringing together British industry experts 
and academia with regulators and the third sector.

Key outputs over its two-year mandate will include 
recommendations for a disclosure framework for 
standardised and meaningful transition plans; 
developing guidance and a set of templates setting 

out both generic and sector-specific disclosures  
and metrics; creating guidance on the role 
of governance and assurance; and building 
relationships with international organisations 
overseeing relevant international standards 
(including the ISSB, TCFD, etc). 

Companies are encouraged to disclose key 
information from their transition plans and report on 
progress. Information should include the following: 

•  Current GHG emissions performance 
•  Impact on businesses, strategy and financial 

planning from a low-carbon transition
•  Actions and activities to support transition, 

including GHG emissions reduction targets 
(including target dates, scope and coverage)  
and planned changes to businesses and strategy 

Organisations should also consider describing the 
assumptions, uncertainties and key methodologies 
associated with their transition plans. 

Part 2 of Rio Tinto’s Climate Change Report 2021 
is dedicated to its Climate Action Plan. This covers 
GHG emissions across all three scopes and sets out 
the commitment to reach net zero emissions by 
2050 and interim targets to reduce emissions by 
15% by 2025; and by 50% by 2030, relative to a 
2018 emissions baseline. The report also explains 
how capital allocation will align with the 1.5°C 
decarbonisation strategy, including the aim to  
phase out the purchase of diesel haulage trucks  
and locomotives by 2030. 

Unilever’s Climate Transition Action Plan (Figure 
16: Climate Transition action plan, pp47, 51) 
sets out a range of targets and actions designed to 
deliver an emissions reduction pathway consistent 
with the 1.5° ambition of the Paris Agreement. 
Unilever discloses both its targets and interim 
targets, explaining that whilst it has set interim 
emissions reduction targets, it has not set interim 
‘net zero’ targets as it believes that such targets 
would create tension between investing in offset 
purchases and investing in GHG reductions in the 
value chain, which would be counterproductive.

In relation to this, the FCA introduced additional 
guidance (LR 9.8.6FG) setting out that a listed 
company that is headquartered in, or operates in, 
a country that has made a commitment to a net 
zero economy is encouraged to assess the extent 
to which it has considered that commitment in 
developing and disclosing its transition plan. Where 
it has not done so, it is encouraged to explain why.

A transition plan is an aspect 
of an organisation’s overall 
business strategy that lays out 
a set of targets and actions 
supporting its transition toward 
a low-carbon economy.

An adaptation plan lays out 
how an organisation aims to 
minimise risks and capture 
opportunities associated with 
physical climate changes.

Source: Task Force on Climate-related Financial Disclosures Guidance 
on Metrics, Targets, and Transition Plans
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What we are seeing 

Climate transition plans
Going forwards, we anticipate that 
companies will be measured not just on  
the level of ambition in their climate goals, 
but on the delivery and improvement in 
their carbon performance.

We know that whilst many companies have 
set net zero targets, only a few have true 
clarity around how these targets will be 
achieved, both in the interim and longer 
term. Setting a robust transition plan 
requires a clear carbon inventory, together 
with associated carbon reduction plans and 
measures. In reality, there is typically a gap 
between identified emissions abatement 
and publicly expressed targets, so further 
work will be needed to identify and 
estimate the potential costs and resource 
needs for new abatement projects.

In order to deliver real carbon  
reduction across the value chain, 
investment strategies will need to be  
driven with appropriate tools, such as 
shadow carbon pricing, and marginal 
abatement cost curves used to prioritise 
investment opportunities.

The transition to net zero is likely to be 
complicated, and those who can articulate 
a clear decarbonisation strategy will find 
it easier to access the capital needed to 
achieve their plans.

Rebecca Farmer, Partner,  
Climate Change and Sustainability Services, EY 

A report released by Climate Disclosure Project 
(CDP) in February 2022 analysed the current state 
of climate transition plan relevant information 
disclosed through CDP’s 2021 Climate Change 
Questionnaire by over 13,000 corporates in 13 
industries and 117 countries. CDP’s disclosure 
platform translates the TCFD recommendations and 
pillars into disclosure questions and a standardised 
annual format, providing a mechanism for reporting 
in line with the TCFD recommendations. 

The analysis found that only one-third reported 
developing a low-carbon transition plan, and less 
than 1% reported on all 24 key indicators set out in 
the CDP Climate Change questionnaire. Disclosure 
rates for targets were significantly lower than any 
other climate transition plan element.

According to the report, in 2021, 17% of all  
UK organisations disclosed at least 80% of  
the key indicators. Of these 188 organisations,  
16 disclosed all key indicators (making the UK  
one of the geographic leaders, alongside Japan). 
Most UK organisations (82%) disclosed some  
(<80% threshold) of the key indicators. 

However, 68% of companies in  
our sample did not make any  
reference to a transition plan. 

Those that did were at times not clear whether 
one is being developed or already in place and 
approved by the Board. In some cases, it was also 
unclear whether the plan being referred to had 
the requisite CDP indicators of a transition plan as 
opposed to being an articulation of commitment. 

Aviva (2021 ARA, p2.28) states clearly that the 
Board and the Customer, Conduct and Reputation 
Committee provided oversight of the Aviva Climate 
Transition Plan. Centrica (Figure 15: 2021 ARA 
pp32, 57 and 81) provides this clarity by including 
the development and publication of its Climate 
Transition Plan as a principal decision within its 
section 172(1) statement. It also notes that it will 
put the plan to a shareholder vote at the 2022  
AGM, and the factors its Remuneration Committee 
will consider when making the 2022 remuneration 
awards include progress against its Climate 
Transition Plan. 

Around 10% of companies in our sample made 
reference to a Say on Climate vote — either 
referencing a vote that had already taken place  
and its outcomes or stating that one is scheduled  
to take place.
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TCFD cross-reference table within the SR, and 
some at the end of the ARA. For example, 
Polymetal International (2021 ARA, p264) 
included its TCFD Content Index in one of the 
appendices following the financial statements,  
as did Vivo Energy (2021 ARA, p188). 

In February 2022, BEIS published non-binding 
guidance alongside these Regulations (‘BEIS non-
binding guidance’) to explain and clarify the scope, 
content and interaction with other regulatory 
requirements and signal future developments. 
The BEIS non-binding guidance makes clear that 
information material to an understanding of the 
business must be provided within the ARA or 
the company must provide a clear and reasoned 
explanation for the directors’ belief where 
information has been omitted on the basis it  
is not material.

3What do the Companies 
(Strategic Report) (Climate-
related Financial Disclosure) 
Regulations 2022 mean for 
premium listed companies?

11  The Regulations may impact premium listed groups which have a UK incorporated parent company and 500 employees or more. 

The Companies (Strategic Report) (Climate-
related Financial Disclosure) Regulations 2022 
(the Regulations11) amend sections 414C, 414 CA 
and 414CB of Companies Act 2006 and require  
‘in-scope’ companies with financial years beginning 
on or after 6 April 2022, to report certain climate-
related financial disclosures in the non-financial 
and sustainability information statement (‘NFSI 
statement’) — renamed from the non-financial 
information statement — which forms part of the 
Strategic Report (SR). 

Premium listed companies commonly provide the 
non-financial information in an index table to meet 
the requirement of including it in a discrete section 
of the strategic report; going forward, they will 
need to expand such tables to incorporate TCFD 
disclosures. No companies within our sample had 
done so yet, although some included a standalone 
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It is therefore not appropriate for  
in-scope companies to cross reference 
to a report outside the ARA (such as 
a sustainability report located on the 
company website, even though this 
would be permitted for TCFD disclosures 
by the Listing Rules). Consequently, 
whilst companies can ‘signpost’ more 
detailed information available elsewhere, 
premium listed companies that have 
referred to ‘TCFD reports’ outside the 
annual report to meet the requirements 
of LR 9.8.6R(8) will in the future need  
to include sufficient information in the 
ARA to meet the statutory requirements.

Many companies that had included reference to 
other reports in their TCFD statement this year, 
such as Anglo American (Figure 17: 2021 ARA, 
pp102-103), did so to provide detail in addition to 
the disclosures included in the ARA. Barclays (2021 
ARA, p101), however chose to include no more 
than a paragraph per TCFD pillar within its ARA, 
explaining that, “for ease of review, and given the 
detailed and technical content of the TCFD Report, 
we have once again published this as a standalone 
report.” LGIM (2021 ARA, pp44-45) also took a 
similar approach, different to HSBC (2021 ARA, 
p44) which changed the way it presents TCFD 
disclosures, noting that, “Our overall approach 

to TCFD can be found on page 19 and additional 
information is included on page 63. Further details, 
which last year were presented in a separate 
supplement, have been embedded in this section 
[Our approach to ESG] and the Risk review section 
on pages 131 to 135.” For financial years beginning 
on or after 6 April 2022 (when the Regulations 
become effective), companies that present 
information mainly in standalone reports will  
need to follow HSBC’s example.

The BEIS non-binding guidance sets a high bar for 
disclosure expectations, and, unlike the LR, there 
is no allowance for companies to explain why they 
have been unable to meet any of these expectations, 
where the disclosure would be material. This is 
especially relevant to those that are less progressed 
on their TCFD journey and whose timeline for full 
compliance with the LR extends beyond the next  
two years. 

In particular, the BEIS non-binding guidance 
emphasises the requirement under the Regulations 
to consider scenarios (in the plural) rather than a 
single scenario. It adds that the scenario analysis 
can be qualitative in approach rather than 
quantitative and also clarifies that it need not be 
undertaken annually but must be renewed at least 
every three years and/or when there is a significant 
change in assumptions for example, due to 
developments in climate science or a change in the 
business. Not conducting multiple scenario analysis 
does not seem allowable under the Regulations and 
the BEIS non-binding guidance, albeit a qualitative 
assessment is acceptable. Companies might find 
the research commissioned by the FRC from 
Alliance Manchester Business School — Climate 
Scenario Analysis: Current Practice and Disclosure 

This report provides insight into how 
climate scenario analysis is being used 
and reported on by FTSE 100 and FTSE 
250 (FTSE 350) companies. It highlights 
the various approaches companies have 
adopted, instances of good practice, 
typical challenges faced, and the common 
steps taken to conduct the analysis. It 
also explains how certain governance 
arrangements, such as a senior and 
cross-functional climate change working 
group, enrich analytical insights and 
drive effective action on outcomes. 
Whilst other forms of scenario analysis 
were also studied as part of this research, 
its climate-related applications form the 
focus of this report. 

Climate Scenario Analysis:  
Current Practice and Disclosure Trends 
FRC, Alliance Manchester Business School

“

Trends — useful in understanding the practical 
processes and approaches used by UK companies 
in conducting climate scenario analysis. The FRC 
Lab’s September 2021 publication — Reporting on 
risks, uncertainties, opportunities and scenarios 
— also provides useful insights about investor needs 
regarding scenario reporting more broadly.
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are mandated for use, the scope of companies 
affected and the timeframe over which this might 
take place.12” The precise timeframe for these ISSB 
reporting standards to be endorsed and adopted in 
the UK is unknown. However, the BEIS non-binding 
guidance already signals that BEIS is working on 
measures which will allow the Government to adopt 
the ISSB international disclosure standards for use 
in the UK and to require certain companies to report 
against them. Similarly, in its Policy Statement 
PS21/23, the FCA was clear that it expects that  
its climate-related disclosure rules will be updated 
in due course to reference the ISSB’s reporting 
standards, once endorsed for use in the UK.

Unlike the TCFD Guidance on Metrics, Targets and 
Transition Plans, which does not mandate the use 
of specific metrics, the ED requires companies to 
report on the cross-industry climate metrics proposed 
by TCFD (subject to materiality). Additionally, in 
Appendix B, the ED sets out additional industry-
specific climate metrics. Industry definitions and 
technical protocols for each metric are included 
in the ISSB’s Technical Protocols for Disclosure 

Requirements Supplement. These metrics, derived 
from Sustainability Accounting Standards Board 
(SASB) Standards, extend beyond those related to 
GHG emissions and include concepts such as water 
withdrawn and consumed in water stress regions 
or metrics related to supply chain management13. 
The FRC has been encouraging UK companies to 
report in line with SASB standards and, according 
to its SASB snapshot, there are already over 
40 UK listed companies that do so. For example, 
Capricorn Energy in its sustainability report provides 
disclosures aligned with SASB Oil & Gas — Exploration 
& Production Standard and ISAE 3000/3410, and 
includes a metric for Total Water Withdrawal (m3) 
(Figure 12: Sustainability Report, p25).

In preparation for the adoption of the ISSB’s  
reporting standards in the UK, premium listed 
companies may want to start analysing the 
differences between their current TCFD reporting 
and ED IFRS S2 to understand what the incremental 
requirements in the ED IFRS S2 may be, including,  
for example, misalignment with the bases of 
calculation and presentation and the mandatory  
use of cross-industry and industry-specific metrics. 

4What does the ISSB’s Climate 
Exposure Draft mean for 
premium listed companies?

12  FRC: Frequently Asked Questions: International Sustainability Standard Setting
13  Refer to the IFRS Foundation’s Comparison [Draft] IFRS S2 Climate-related Disclosures with the TCFD Recommendations for a detailed analysis of differences

On 31 March 2022, the ISSB issued an Exposure 
Draft of IFRS S2 (which supersedes the prototype 
published in November 2021 by its Technical 
Readiness Working Group) along with a comparison 
of substantive changes. Most notable is the update 
associated with the financial impacts of climate-
related risks and opportunities on an entity’s financial 
position, financial performance and cash flows.  
The entity should provide quantitative information, 
which may be expressed as a single amount or a 
range, unless it is unable to do so, in which case it 
would provide qualitative information. This reflects 
the aforementioned changes in the 2021 TCFD 
Annex set out in section 2.1.1.

The ISSB’s consultation period is set to close on  
29 July 2022, after which the ISSB will review 
feedback on the proposals in the second half of  
2022 and aim to issue both standards by the  
end of the year, subject to the feedback. 

“As with the adoption of International Accounting 
Standards (IAS/IFRS), it will be for individual 
jurisdictions to determine whether these standards 
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•  There is an increased focus on the 
measurement and disclosure of climate-
related matters in an entity’s financial 
statements. 

•  The determination of the effects of 
climate change on an entity’s financial 
statements may require significant effort 
and judgement. 

•  Entities are required, at a minimum, to 
follow the specific disclosure requirements 
in each IFRS standard. Entities may need 
to provide additional disclosures in their 
financial statements in order to meet the 
standards’ disclosure objectives. Hence, 
in determining the extent of disclosure, 
entities are required to carefully evaluate 
what information is required for users to 
be able to assess the effects of climate 
change on their financial position, financial 
performance and cash flows. 

•  This publication is intended to support 
entities in assessing and reporting on the 
effects of climate change by providing 
helpful observations and illustrations.

Applying IFRS — Accounting for Climate Change,  
EY, Updated May 2022

Last year, Carbon Tracker and the Climate Accounting 
Project published a study which examined whether 
publicly listed carbon-intensive firms (and their 
auditors) considered material climate-related risks  
in financial reporting. 

Of the 107 global companies that were reviewed, the 
study concluded that over 70% did not indicate that 
they had considered climate matters when preparing 
their 2020 financial statements. Additionally, 80% 
of auditors provided no indication of whether or how 
they had considered material climate-related matters, 
such as the impact of emissions reduction targets, 
changes to regulations, or declining demand for 
company products, in their audits. 

5 Climate in the financial 
statements, going concern  
and viability statement

It is easy to produce TCFD reporting that 
'ticks the box' without being insightful 
or 'decision-useful'. If it does not flow 
through to the financial statements,  
the objective has not been achieved. 

Freddie Woolf 
Global Sustainable Equities Analyst,  
Jupiter Asset Management

“
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of climate risk and climate change impacts to 
accounting standards and recommended to the 
board a paper on climate change reporting in the 
2021 financial statements. This analysis is also 
referenced in the basis of preparation note. The AC 
of Shell (2021 ARA, p160) includes climate change 
and energy transition as a significant accounting 
and reporting consideration. Unlike these examples, 
references made by ACs were often purely cursory. 

Whilst in many cases, the references 
in financial statements may also come 
across as being somewhat superficial, 
this is clearly a positive step change from 
the prior year and an increasing number 
of companies did report on the impact 
of climate change on their financial 
statements in a meaningful way. 

5.1  Basis of preparation and 
judgements and estimates

Some companies provide an overview of the 
impact of climate on the financials in the basis 
of preparation / accounting policies note. 
Smith+Nephew (2021 ARA, p152) explains that the 
impact of climate change was considered in respect 
of the going concern and viability assessments, cash 
flow forecasts used in the impairment assessments 
of non-current assets including goodwill and 
carrying value and useful economic lives of property, 

plant and equipment and notes that, “the climate 
change scenario analyses undertaken this year in 
line with TCFD recommendations did not identify 
any material financial impact.” Unilever (2021 
ARA, p118) makes a similar statement: “In 
preparing these consolidated financial statements 
we have considered the impact of both physical 
and transition climate change risks on the current 
valuation of our assets and liabilities. We do not 
believe that there is a material impact on the 
financial reporting judgements and estimates 
arising from our considerations and as a result  
the valuations of our assets or liabilities have  
not been significantly impacted by these risks  
as at 31 December 2021.”

In our cross-industry sample this year:

explicitly referenced 
climate change in the 
financial statements

•  78% of companies 
explicitly referenced 
climate change 
considerations in 
basis of preparation, 
judgement and 
estimates or 
impairment/
valuation notes 
in the financial 
statements; in some 
cases, companies 

have explained how climate was considered in 
the financial statements in a separate note. 

•  Just under half referenced such considerations 
in the viability statement.

•  54% included explicit statements that the impact 
of climate change is not material to the financial 
statements, whilst 13% indicated that the impact 
could be material. In either case, very few 
disclose the quantification that led  
to the conclusion. 

78%

At the same time, references to climate 
considerations in UK external audit opinions are  
now the norm, reflected in 95% of them. However, 
only 37% of ACs called out explicitly that their  
work had included a consideration of the impact  
of climate change on financial statements. 

The AC of Rentokil (Figure 18: 2021 ARA, pp106-
109, 155) reports that it reviewed management’s 
analysis undertaken to link the expected levels 
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Rio Tinto (Figure 6: 2021 ARA, pp219-220) 
explains that its analysis of climate impacts, and 
therefore commodity price assumptions, is based 
on a blend of three scenarios, only one of which 
represents the Group’s view of the goals of the 
Paris Agreement. For this reason, the impairment 
outcome cannot be described as Paris-aligned. 
Rio Tinto also explains that for internal approval 
purposes it uses a notional carbon price of US$75/t 
CO2e. Anglo American (2021 ARA, p186) on the 
other hand states that its specific TCFD scenarios 
“are not used as an input to asset valuations for 
financial reporting purposes as no single scenario is 
representative of management’s best estimate of the 
likely assumptions that would be used by a market 
participant when valuing the Group’s assets.” 

Many companies talk about being ‘Paris-aligned’, but there is significant 
uncertainty surrounding the ways in which society, government policy, 
technological advancement and the world economy will change over the 
next 30 years; the extent to which such changes will meet the aspirations 
of the Paris Agreement and whether and how these will affect an 
individual company. Whilst companies can commit to these aspirations, 
financial reporting under IFRS is based on reasonable and supportable 
assumptions that represent management’s current best estimate of the 
range of economic conditions that will exist in the foreseeable future. 
There are no accounting and reporting standards that govern the 
application of ‘Paris-aligned’ accounting within the financial statements. 

Gary Donald, Partner, Assurance, EY 

“

In the accounting judgements and estimates note, 
ITV (2021 ARA, p180) states that: “Climate related 
risks have been identified as an emerging business 
risk, however the Directors do not view them as 
a source of material estimation uncertainty for 
the Group.” A similar sentiment is expressed by 
Bodycote (2021 ARA, p99). Meggitt (2021 ARA, 
p191) on the other hand explains that its critical 
accounting judgement regarding the capitalisation of 
development costs reflects the extent to which the 
impacts of climate change may impact the future 
original equipment and aftermarket revenues the 
group will derive from the aerospace programme. 
Mondi (Figure 9: 2021 ARA, pp62-63, 183), when 
discussing climate change as one of the significant 
accounting estimates within its basis of preparation 

What we are seeing 

Move towards quantification  
of financial impacts
As TCFD-aligned disclosures are maturing, 
companies are increasingly conducting 
scenario analysis, to gauge the potential 
future financial impact different climate 
scenarios may have. This requires a deep 
understanding of the climate-related risks and 
opportunities that could affect a company  
now and in the future. Companies are 
updating their corporate risk registers and  
risk management processes to reflect this 
more adequately.

Quantifying the financial impacts of these 
climate-related risks and opportunities can 
vary in complexity depending on the nature 
of the risk or opportunity, as well as on the 
financial modelling approach. We are already 
starting to see companies re-engage on 
this for their next financial year-end. They 
are bringing a combination of operational, 
sustainability and finance teams together to 
ensure that financial implications are properly 
understood and modelled accordingly.

Rebecca Farmer, Partner,  
Climate Change and Sustainability Services, EY 
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note, concludes there was no material impact. 
Its TCFD scenario disclosure includes estimated 
EBITDA impacts and their expected time horizon. 
Additionally, the fact that climate change related 
risks are reflected in accounting policies and 
financial reporting is referenced as part of  
Mondi’s discussion of the strategy pillar within  
its TCFD disclosure. 

5.2  References in balance 
sheet notes

Most commonly, companies included climate 
considerations in respect of goodwill and intangible 
impairment considerations, and slightly less often 
in respect of property, plant and equipment. When 
discussing impairment testing within its intangible 
assets note, BAT (2021 ARA, p207) explicitly 
states that: “The impact of climate change on the 
future cash flows has been considered for scenarios 
analysed in terms of future access to tobacco and 
nicotine. The climate change scenario analyses 
— conducted in line with TCFD recommendations — 
undertaken this year did not identify any material 
financial impact.” A similar sentiment is expressed 
by IHG (2021 ARA, p176) which states in its 
goodwill and other intangible assets note that the 
potential downside risk of physical and transitional 
climate risks has been considered when testing 
goodwill and brands and could be absorbed within 
existing headroom, without taking account of 
opportunities or mitigating actions. Drax (Figure 19: 
2021 ARA, p209) discusses a significant estimation 
uncertainty in respect of the useful economic life 
estimates of its Drax Power Station’s biomass assets 
and quantifies the potential impacts on depreciation. 

In financial services, valuation considerations also 
included financial instruments. abrdn (2021 ARA, 
p214) concludes that having considered implications 
of climate-related risk for the 2021 financial 
statements, there are no impacts on the valuation 
of the Group’s assets and liabilities including the 
valuation of financial instruments held at fair value 
through profit or loss (in particular, in relation 
to level 3 investments) or at amortised cost (in 
particular in relation to expected credit losses).

Many companies within extractive industries (e.g., 
Glencore) also discuss climate considerations in 
respect of restoration/decommissioning provisions. 
Other less common examples include references 
to deferred tax (e.g., IHG), contract loss provisions 
(e.g., Rolls Royce), allocation of transaction price in 
variable revenue considerations (e.g., Serco), impact 
on the valuation of investments underlying post-
employment benefit obligations (e.g., BAE Systems) 
and biological assets (e.g., Smurfit Kappa). 

Tullow Oil (2021 ARA, p146) summarises the 
impacts of climate change and energy transition 
in note 26, which covers financial planning 
assumptions and potential impacts on specific 
balance sheet line items. In respect of both 
intangible exploration and evaluation assets and 
property, plant and equipment, Tullow Oil quantifies 
the potential write-off to intangible exploration and 
evaluation assets under its “Net Zero Emission by 
2050 Scenario.” In respect of decommissioning 
provision, Tullow explains that the energy transition 
could result in decommissioning taking place earlier 
than anticipated and sets out how production 
assumptions would accelerate. IAG (Figure 20: 
2021 ARA, pp212-213) also brings together the 
various considerations into one note — Note 4 Impact 
of climate change on financial reporting — which 

is split into two sections: Significant transactions 
and critical accounting estimates, assumptions and 
judgements in the determination of the impact of 
climate change, and Critical accounting estimates, 
assumptions and judgements — cash flow forecast 
estimation.

5.3  Going concern and  
viability statements

Given that most companies consider climate change 
not to be a risk likely to materialise in the short 
term, it is not surprising that only around a quarter 
of companies in our sample made reference to 
climate change considerations in respect of going 
concern assessments, whereas just less than half 
referenced it in the viability statement. In many 
cases, these references were, however, very high 
level and did not provide much insight into exactly 
what had been considered in the assessments or 
how climate change was incorporated into scenarios. 
Rolls Royce (Figure 21: 2021 ARA, pp58-60) on 
the other hand sets out that whilst it is unlikely 
that physical and transition risks will arise during 
the 18-month period being assessed for going 
concern, both physical and transition risks have 
been considered. The viability statement includes 
reference to the TCFD scenario in which climate 
change increases costs, reduces sales volumes  
and disrupts supply chains. A number of banks  
(e.g., NatWest, Standard Chartered) referred to  
the CBES stress test for banks. 
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It is clear from our analysis that there has been a 
positive step change in both the extent of TCFD 
reporting and how climate considerations are reflected 
in the financial statements. However, equally clear 
is that the quality of the reporting varies. We had 
expected more companies to take advantage of the 
‘comply or explain’ basis of LR9.8.6R(8) in the first 
reporting cycle and set out those aspects of the 
recommendations, where the analysis and related 
disclosures are not yet fully developed to meet the 
high standard set out in the various TCFD guidance 
documents. On the contrary, the vast majority of 
companies asserted full compliance, and many did so 
on the basis of simply having provided commentary 
against each of the 11 recommended disclosures.

It will be interesting to see how these companies 
evolve their disclosures in the next reporting cycle, 
to reflect the changes introduced by the 2021 TCFD 
Annex and TCFD Guidance on Metrics, Targets and 
Transition Plans, the BEIS Regulations and non-
binding guidance and how they discuss their progress 
towards establishing transition plans. 

We also hope that in the next reporting cycle there will 
be better integration of the TCFD disclosures into the 
strategic narrative. 

Undoubtedly, even those companies that provided  
high-quality disclosures this year cannot stand still. 
Numerous changes have already been effected and, 
as indicated in Greening Finance: A Roadmap to 
Sustainable Investing, more is yet to come. ACs 
will also need to keep a close watch on international 
developments, especially CSRD. Whilst not yet final at 
the date of writing, it could impact large EU subsidiaries 
of UK companies and UK companies which have 
transferable securities listed on EU-regulated markets. 

6Conclusion

A company we spoke to in the energy  
sector about their transition plan stated  
that their entire strategy was, in fact,  
their transition plan. Granted, this won’t 
be the case for all companies, but for 
many, climate considerations will need to 
be much better embedded into everyday 
decision making and this in turn reflected  
in the flow of the related narrative. 
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TCFD 
elements TCFD recommended disclosures

Cross-reference or  
explanation of non-compliance

Next steps and 
other comments

Governance
a.  Board oversight

b.  Management's role

Strategy a.  Climate-realted risks and opportunities

b.  Impact on the organization's businesses, 
strategy, and financial planning

c.  Resilience of the organization's strategy

Risk 
Management

a.  Risk identification and assessment processes

b.  Risk management process

c.  Integration into overall risk management

Metrics and  
Targets

a.  Climate-related metrics in line with strategy 
and risk management process

b.  Scope 1, 2, (and 3) GHG metrics and the 
related risks

c.  Climate-related targets and performance 
against targets

Figure 1 
Template statement of compliance with Listing Rule 9.8.6R(8). Annotations provided in red boxes are mandatory to meet the LR requirements; 
annotations in green boxes are recommendations of good practice. 

In meeting the requirements of Listing Rule 9.8.6R(8), we have concluded that

•  We comply with TCFD Recommended Disclosures X, Y, Z
•  We partially comply with TCFD Recommended Disclosures A, B, C
•  We do not comply with Recommended Disclosures I, J, K

In assessing compliance we took into consideration the documents 
referred to in the guidance notes to the Listing Rule. In the table 
below we cross-refer to where the disclosures are located or 
provide reason for non-compliance. 

Cross-reference to where the disclosure can be found. If cross-referencing 
to another document, explain why the information is not included in the 
annual report, or that you consider the information in the other document 
to be supplementary / superfluous to meeting the disclosure requirement

For any partial or 
non-compliance 
— explicitly state 
the reason

In the case of partial or non-
compliance set out the steps 
needed to address the gap and the 
expected timeframe for doing so

Consider for each 
TCFD element/pillar 
— providing a high-
level overview of the 
degree of progress 
made, emphasising 
any major changes 
implemented during 
the year 

Consider commenting 
on progress in 
preparing a climate 
transition plan

Consider commenting 
on progress in being 
able to report scope 
3 GHG emissions

Set out key focus 
areas for next year 

Consider explaining 
readiness to comply 
with any changes 
to requirements 
applicable for the 
next reporting cycle

Consider explaining 
any scope differences 
to the SECR 
disclosure
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Figure 2 
GSK (2021 ARA, pp49-51) states both that its disclosures are consistent with the TCFD Recommendations and TCFD Recommended Disclosures, and in compliance 
with the requirements of LR 9.8.6R. It also provides targets for metrics relating to water use and non-circular waste, amongst others.
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Figure 3 
Reckitt (2021 ARA, p66), whilst complying with 11 Recommended Disclosures, sets out at a disclosure level the actions required to apply the October 2021 Annex.
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Figure 4 
Meggitt (2021 ARA, p58) provides both an overview of its 
compliance status, and further detail in a table that provides 
status and future priorities for each recommendation.

Figure 5 
CRH (2021 ARA, pp5, 66) notes that its AC oversaw the significant expansion 
of disclosures in the ARA in line with the expectations of the TCFD, the 
emerging EU Taxonomy and further disclosures in respect of relevant 
accounting estimates and judgements.
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Figure 6 
Rio Tinto (2021 ARA, pp80-81, 219-220) integrates disclosures across its ARA. However, in view of space constraints within the ARA, it also refers to other standalone 
reports like its Climate Change Report and Sustainability Fact Book. In its financial statements, it explains that its analysis of climate impacts, and therefore commodity 
price assumptions, is based on a blend of three scenarios, only one of which represents the Group’s view of the goals of the Paris Agreement. It also discloses its 
internal carbon price.
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Figure 7 
Rotork (2021 ARA, pp61-69) provides qualitative financial impacts of scenario analysis as part of its TCFD disclosure.
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Figure 8 
Unilever (2021 ARA, pp60-62) details the assumptions it has used to undertake high level quantitative scenario analysis. It discloses the potential gross financial 
impact (i.e., before taking account of any actions it may take to mitigate the risk) as a range to reflect the uncertainty inherent in their quantitative assessment. 
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Figure 9 
Mondi (2021 ARA, pp62-63, 183) when discussing climate change as one of the significant accounting estimates within its basis of preparation note concludes there was 
no material impact. Its TCFD scenario disclosure includes estimated EBITDA impacts and their expected time horizon. Additionally, the fact that climate change related 
risks and are reflected in accounting policies and financial reporting is referenced as part of Mondi’s discussion of the strategy pillar within its TCFD disclosure. 
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Figure 10 
Antofagasta (2021 ARA, pp 55, 57) sets out both its adaptation and mitigation response and provides quantified financial impacts of scenario analysis as part of its TCFD 
disclosure. It also provides a table describing the climate-related metrics it is developing in accordance with the revised guidance provided by the TCFD in October 2021. 
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Figure 11 
AstraZeneca (Sustainability report, p21) illustrates how it will follow the science and deliver absolute reductions in all direct and indirect sources, Scopes 1, 2 and 3, 
of GHG emissions across its value chain.
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Figure 12 
Capricorn Energy (Sustainability Report, p25) provides disclosures aligned with the SASB Oil & Gas — Exploration & Production Standard and ISAE 3000/3410 
and includes a metric for Total Water Withdrawal (m3).
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Figure 13 
Segro (2021 ARA, pp55, 98) discloses a variety of climate metrics as part of its TCFD disclosure and provides detail on the physical climate change risk exposure at the asset level. 
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Figure 14 
National Express (2021 ARA, pp38-39, 98-99) includes a table that shows the overall group targets through to 2025 and progress to date from the baseline year. More 
detail on these targets and on performance against them is set out in the detailed environmental data disclosures at the end of the ARA. The disclosure cross refers to 
the remuneration committee report which explains that the committee revisited the ESG measures to ensure they were appropriate.
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Figure 15 
Centrica (2021 ARA pp32, 57 and 81) discloses the development and publication of its Climate Transition Plan as a principal decision within its section 172(1) statement. 
Centrica notes that it will put the plan to a shareholder vote at the 2022 AGM and among the factors its Remuneration Committee will consider when making the 2022 
remuneration awards includes progress against its Climate Transition Plan.
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Figure 16 
Unilever (Climate Transition action plan, pp47, 51) sets out a range of targets and actions designed to deliver an emissions reduction pathway consistent with 
the 1.5° ambition of the Paris Agreement.
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Figure 17 
Anglo American (2021 ARA, pp102-103) includes reference to its Climate Change Report and CDP Climate Response 2020, where it provides detail in addition 
to the TCFD disclosures included in the ARA.
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Figure 18 
Rentokil (2021 ARA, pp106-109, 155) reports that its AC reviewed management’s analysis undertaken to link the expected levels of climate risk and climate change 
impacts to accounting standards and recommended to the board a paper on climate change reporting in the 2021 financial statements. The outcomes of management’s 
analysis are set out in the basis of preparation note. 
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Figure 19 
Drax (2021 ARA, p209) discusses a significant estimation uncertainty in respect of useful economic life estimates and quantifies the potential impacts on depreciation.
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Figure 20 
IAG (2021 ARA, pp212-213) brings together the various considerations into Note 4 Impact of climate change on financial reporting, which is split into two sections: 
Significant transactions and critical accounting estimates, assumptions and judgements in the determination of the impact of climate change and critical accounting 
estimates, assumptions and judgements — cash flow forecast estimation.
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Figure 21 
Rolls Royce (2021 ARA, pp58-60 ) explains that whilst it is unlikely that physical and transition risks will arise during the 18-month period being assessed for going 
concern, both physical and transition risks have been considered. The viability statement includes reference to the TCFD scenario in which climate change increases 
costs, reduces sales volumes and disrupts supply chains.
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Listing Rule LR 9.8.6R (8)
In the case of a listed company incorporated in  
the United Kingdom, the following additional items 
must be included in its annual financial report:
A statement setting out:
(a) whether the listed company has included in  
its annual financial report climate-related  
financial disclosures consistent with the TCFD 
Recommendations and Recommended Disclosures;
(b) in cases where the listed company has:

(i) made climate-related financial disclosures 
consistent with the TCFD Recommendations and 
Recommended Disclosures, but has included  
some or all of these disclosures in a document 
other than the annual financial report:

(A) the recommendations and/or recommended 
disclosures for which it has included disclosures 
in that other document;
(B) a description of that document and  
where it can be found; and
(C) the reasons for including the relevant 
disclosures in that document and not in  
the annual financial report;

(ii) not included climate-related financial disclosures 
consistent with all of the TCFD Recommendations 
and Recommended Disclosures in either its  
annual financial report or other document as 
referred to in (i):

(A) the recommendations and/or recommended 
disclosures for which it has not included such 
disclosures;
(B) the reasons for not including such 
disclosures; and
(C) any steps it is taking or plans to take in 

order to be able to make those disclosures in the 
future, and the timeframe within which it expects 
to be able to make those disclosures; and

(c) where in its annual financial report or (where 
appropriate) other document the climate-related 
financial disclosures referred to in (a) can be found.

FCA guidance to Listing Rule LR 9.8.6R (8)  
(“LR Guidance”)5 

LR 9.8.6BG 21/12/20206 
For the purposes of LR 9.8.6R(8), in determining 
whether climate-related financial disclosures are 
consistent with the TCFD Recommendations  
and Recommended Disclosures, a listed company 
should undertake a detailed assessment of  
those disclosures which takes into account:
(1) Section C of the TCFD Annex entitled “Guidance  
for All Sectors”;
(2) (where appropriate) Section D of the TCFD  
Annex entitled “Supplemental Guidance for the  
Financial Sector”; and
(3) (where appropriate) Section E of the TCFD  
Annex entitled “Supplemental Guidance for  
Non-Financial Groups”.
LR 9.8.6CG 01/01/2022
For the purposes of LR 9.8.6R(8), in determining 
whether a listed company’s climate-related 
financial disclosures are consistent with the TCFD 
Recommendations and Recommended Disclosures,  
the FCA considers that the following documents  
are relevant:
(1) the TCFD Final Report and the TCFD Annex,  
to the extent not already referred to in LR 9.8.6R(8)  
and LR 9.8.6BG;
(2) the TCFD Technical Supplement on the  
Use of Scenario Analysis;
(3) the TCFD Guidance on Risk Management  
Integration and Disclosure;

5  Some of the changes take effect for periods beginning on or after 1 January 2022; transitional rules are set out in LR TR 17 Transitional Provisions in relation to climate-related financial 
disclosures under LR 14.3.27R and LR 9.8.6R(8) — FCA Handbook

6  See section 2.1
7  See section 2.2

Appendix: Listing Rule and 
associated Listing Rule Guidance

(4) (where appropriate) the TCFD Guidance on  
Scenario Analysis for Non-Financial Companies; and
(5) the TCFD Guidance on Metrics, Targets and  
Transition Plans7.

LR 9.8.6DG 21/12/2020
For the purposes of LR 9.8.6R(8), in determining 
whether climate-related financial disclosures are 
consistent with the TCFD Recommendations and 
Recommended Disclosures, a listed company should 
consider whether those disclosures provide sufficient 
detail to enable users to assess the listed company’s 
exposure to and approach to addressing climate- 
related issues.

A listed company should carry out its own assessment  
to ascertain the appropriate level of detail to be  
included in its climate-related financial disclosures, 
taking into account factors such as:
(1) the level of its exposure to climate-related risks  
and opportunities; and
(2) the scope and objectives of its climate- 
related strategy,
noting that these factors may relate to the nature,  
size and complexity of the listed company’s business.

LR 9.8.6FG 01/01/2022
Where making disclosures on transition plans as 
part of its disclosures on strategy under the TCFD 
Recommendations and Recommended Disclosures,  
a listed company that is headquartered in, or operates 
in, a country that has made a commitment to a net zero 
economy, such as the UK’s commitment in the Climate 
Change Act 2008 (2050 Target Amendment) Order 
2019, is encouraged to assess the extent to which it 
has considered that commitment in developing and 
disclosing its transition plan. Where it has not considered 
this commitment in developing and disclosing its 
transition plan, the FCA encourages a listed company  
to explain why it has not done so.
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https://www.handbook.fca.org.uk/handbook/LR/9/8.html
https://www.handbook.fca.org.uk/handbook/glossary/G1778.html
https://www.handbook.fca.org.uk/handbook/glossary/G1778.html
https://www.handbook.fca.org.uk/handbook/glossary/G3595t.html
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https://www.handbook.fca.org.uk/handbook/glossary/G3595t.html
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https://www.handbook.fca.org.uk/handbook/glossary/G3596t.html
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https://www.handbook.fca.org.uk/handbook/LR/TR/17/17.html
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