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1. Introduction

The global climate challenge is placing increased pressure on all sectors of the economy to be
transparent about their contribution to greenhouse gas emissions, their risks associated with
climate change, and actions being taken to reduce emissions and adapt to the inevitable impacts
of climate change. The financial sector is no exception. The Taskforce on Climate-related Financial
Disclosure (TCFD) was created in 2015 by the Financial Stability Board (FSB) to develop a set of
recommendations for consistent disclosure for the sector. The TCFD recommendations! are fast
being adopted as the global standard for disclosure, and reporting against the TCFD is or will
become mandatory in parts of the world.

The TCFD recommendations are structured along four pillars, as shown in Figure 1. Also shown in
the Figure are the recommended disclosures under each pillar.

Digciose ha arganizetion’s Discioss (he-aclual and potential Dizcloga how (he arganizalion Digcloge (he matrics and target uged
puvernance around climate-related impacts of climale-related rigks and ldntilins, Assesses, and managos o assess and manage felevant
rigks and opportunitiss. oppantunities an the arganization's w-ralated riske: alimate-related daks and
tuginessas, striateay, and flinandial oppartunitios.
planning.
Recommended Disclosures Recommended Disclosures Recommended D Bs Recommanded Disclosures
&) Deaciibe (ho board's oversighl of a) Desoribe he climate-reiated risks A} Desaribe (he organization’s a) Dizeipze the metrics used by the
climata-ralated risks and and opportunities the organization processas for identifying and organization to assess climats-
apporiunifies. has identifind ovar the-shar, nssassing oimate-related risks rolatad risks and opportunifing in
medium. and long term. line with its strategy and risk

managamant prooess.

b} Deseribe managomam’s o in b} Describe tho impaet of olimate. i) Describo the organization’s b} Disclose Scopa 1, Scopa 2, and,
ssgagaing and menaging climats- relatad flaks and opportunities on processes for managing climates- It appropriate, Scopa 3
ralated risks and opportunitios. tha organizalions businesses, rofnted risks. grognhotise gas (GHGE)
stralegy, and financlal planning. amissions, and the related rieks,
o) Describe the patential Impaet af a)] Deascribe how processes fof o) Describs the tergets used by the
diffwrant scanarios, Including a Idantitying, assaessing, and arganization to manage cimate-
2% ¢ saenario, on the mariaging climate:-raluled ks rolated rigks and opparunitios
arganizallon's businessss, are integratad |nto the and parformance againat argels.
sirategy, and finandgial planning. organization’s overall risk
managemant,

Figure 1: The pillars of the TCFD recommendations and the recommended disclosures for each pillar

Source: TCFD (2017)

The TCFD recommendations are not, however, prescriptive in the specific content which needs
to be disclosed, nor in the form which disclosures must take. Organisations reporting against
TCFD are provided with the option to limit the scope of reporting in their first year, and
progressively increase the level of detail included in their disclosures.

! https://www.fsb-tcfd.org/recommendations/
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This document has been prepared to support stakeholders in the financial sector who are
seeking to begin or improve their climate disclosures by providing examples of good practice
disclosure from around the world and within South Africa. The document is structured along the
four pillars shown in Figure 1.

The document has been prepared as part of a Toolkit to support the asset management and
pension fund industries to improve their climate-related financial disclosures and incorporate
climate considerations into investment decisions. For an overview of the toolkit and a description
of its other components please see Introduction to the Transition Risk Analysis Support Toolkit
available from here. The Toolkit has been developed under a broader South Africa UK Partnering
for Accelerated Climate Transitions (South Africa-UK PACT)? funded project on Climate Related
Financial Disclosures. Further outputs from this project, including other elements of the Toolkit,
are available online3.

2. Governance

The first pillar of the TCFD recommendations is linked to corporate governance around climate
change.

“Investors, lenders, insurance underwriters, and other users of climate-related financial disclosures
(collectively referred to as “investors and other stakeholders”) are interested in understanding the
role an organization’s board plays in overseeing climate-related issues as well as management’s
role in assessing and managing those issues. Such information supports evaluations of whether
climate-related issues receive appropriate board and management attention” (TCFD, 2017).

Two disclosures are thus recommended identified under the Governance pillar.

Board oversight of climate-related risks and opportunities

Given the nature of climate change and its impacts, the TCFD recommendations recognise that
climate-related issues should receive appropriate board-level attention. Key questions that can be
asked to guide disclosures surrounding the board oversight role are shown in Box 1.

2 UK Partnering for Accelerated Climate Transitions. For more information see https://www.ukpact.co.uk/country-
programme/south-africa
3 http://www.dnaeconomics.com/pages/sa climate disclosure/
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Box 1: Governance questions

What are the processes and frequency by which the board are informed about climate-related
issues?

Which of the following board committees are informed about climate-related issues: audit, risk,
or other committees?

How does the board, including its committees, consider climate-related issues when reviewing

and guiding strategy and management plans of action, and in considering risk management
policies?

How does the board, including its committees, consider climate-related issues when: considering
annual budgets and business plans; overseeing major capital expenditures, acquisitions, and
divestitures; and setting organizational performance objectives?

Source: (CDSB and SASB, 2019)

Example 1 shows how the board and board committees oversee climate-related issues at BlackRock.
The disclosure highlights the responsibilities of the committees with respect to sustainability, as well
as the number of times sustainability-related topics were discussed at meetings during the reporting
period.

Example 1: Governance - BlackRock oversight of sustainability issues

2020 Sustainability-
Related Discussions #

Governing Body Sustainability-Related Responsibilities

Engages with senior leaders ennear- and long-term business strategy and reviews
Board of Directors management's performance in delivering on our frameworkfor long-term value 3 mestings
creation, Including as it relates to sustainability.

Reviews and discusses with management levels of risk risk assessment, risk

Rlsk Committee SO . ; ti
management and related policies including those related to ESG risks. 3 meetings

Nominating & Periodically reviews corporate and investment stewardship-related policies,

Governance programs, and significant publications relating to environmental (including clirmate 4 mestings

Commilttee change), social, and other sustainability matters.

s of ths TCFD repart,

eatings. redlects mestings whate susiinability
tegmtion of B30 factors into investment proces

tegyand disclosures

matiers were pr tars for the pum

felated

#15 and corporate

Source: (BlackRock 2020)

FirstRand outlines board-level committees that are responsible for overseeing climate-related
issues, each of which have clearly defined roles, in its governance disclosure (Example 2). The Risk,
Capital management and Compliance committee focus on how climate change impacts the
company’s risk profile, while the Social, Ethics and Transformation committee ensure that the
impact of FirstRand’s operational and finance activities on the climate are appropriately

Good practice climate disclosure
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considered and supported by clear policies. These committees provide climate-related feedback to
the board at least quarterly.

Example 2: Governance structure at FirstRand

FIRSTRAND BOARD

| |
Risk, capital management Social, ethics and transformation
and compliance commitise commitise (Setcom) Ovarsight of climate
(RCCL) Ovarsight of climate change strategy, and appropriateness of
risk profite, measuremarit. climate changs commitments and focus areas.
quantification, scenario analysis, as well as the group's impaect on climate
siress testing and impact on change through pperational emissions-and

wfiisiano pieog

other risk typas financed emissions
‘(Stratco)
(CLIMATE STEERING COMMITTEE — =
| §
T 1 1
Sel broad
strategic Endorse Build these Approve public
Support the climate risk e processes info the climate
climate-related management mm’mmm group’s overall risk disclosure &
risk management > objectives to Hevalged i atis > management including =
programeme al & infarm the group's Tt AmshaReal processes and disclosures aligned g
strateqic favel risk appatite over = ihas governance with TCFD
the short, madium CHEH structures recommendations
and lang term

The technical cimate committee {TGC) s a specialist subcommittes of the elimats. steering committae {CSC) that identifies-and

assesses olimate-reiatad risks and oppartunities. Specifically, the TCE is responsible for scenano analysis and stress testing and

provides input into risk managentent and govemanoe: Thers are several working groups within the TCC, including taxonomy, sk
ulysis, stenario 5, and

Source: (FirstRand, 2021)

The role of management in assessing and managing climate-related issues

In addition to board oversight, the Governance pillar considers management’s role in assessing
climate-related risks and opportunities. Key questions to be considered to guide disclosures in this
regard are shown in Box 2.

Good practice climate disclosure
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Box 2: Management questions
How is management informed of climate-related issues and how does it monitor these issues?

To which management-level positions or committees has the organization assigned climate-
related responsibilities? Do they specifically include assessing and managing climate-related
risks?

For each management-level position or committee identified with climate-related
responsibilities, does this position report to the board or a committee of the board?

What are the associated organizational structures, including management level positions and
committees, for governance and management of climate-related risks and opportunities and
how do they relate to one another?

What are the processes by which management is informed about climate-related issues?

How does management monitor climate-related issues? What specific committees or positions
have responsibility for this monitoring?

Source: (CDSB and SASB, 2019)

As shown in Example 2, FirstRand’s groups chief risk officer (CRO) is responsible for driving the
group’s overall climate change approach, and reports periodically to the groups strategic executive
committee, the group’s most senior executive forum chaired by the group CEO. The coordination of
climate-related risks and opportunities is supported by the Climate Steering Committee which is
chaired by the CRO and comprises senior representation from across the group. FirstRand also
describes how the management of climate-related risks and opportunities are factored into
remuneration at the management level.

BlackRock and Investec provide details on overall management responsibility for assessing climate-
related risks (Example 3).

Good practice climate disclosure
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Example 3: Management roles at BlackRock (left) and Investec (right)

Management role

Climate considerations are integrated
into a multidisciplinary, company-wide

Global Executive Committee

Oversses sustainability st rtegy; Imvestment sub-committes gvarsoes
Investment proosss consistancy, incliding ESGintagmtion

management processes throughout the group.
We see management as active participants in
the mitigation and management ol elimate-

Risk and Investment
Quantitative Analysis Teams
Oversightofinvestment, ETFs and Index Investmants,

counterparty, and enterprise Portfolio Managemant Graup,

BlackRock
Engages with companies In
client portfolios an sustainability

risksincluding ESG risks Global Trading & Transition and governance matters.casts
h wnt, and BlackR proxy Vot
Alternativelnvestas
BlackRock Sustainable Investing
Warks closalywith RQA gh-quality ESG Integration acrossinvestmant feams:

ESGintegration e SustainableSolutions e Research&iinsights e Data® Analytics

Business Continuity Mar 1t eam

Developsand oversees anvironmenial

related risks and opportunities.

Chief Executive responsibility

For clirmate-reiad ks and copnrunitas
the Chigf Eveoutivie, Foni TH, tekes wilimatis
rEspandEsity for il EEG sues
amamber of ihe U G0 an
dlliancewith represenlsioe fom 30 lsading
sarparatig nad financial inatintions acoss
thees wioea.

Esneutive responsibiiity

Thie conrd Fugnes evesuljve responalily
o Mesz Ksha i Gldbal Head of i
Crganisation) for gaving ihsw ity
egends across Ma o Mark Gurre,

fur g chiaf nok sicar a2 wa an

taym Mekienna, aur L chlef nee officer
Fm memets ol e Group EB0 Exstulive
Sinmmettas with K Welanns balng
aupointed as the Senlol Mahagermest
Ferstiar 150F) far ettt msh

Group ESG Executive Commiittes

The Chinf Faecutlve |5 supeot bed

by the group ESG EveTullve Cammiftes
) gtz ESG = oy
geograprles and busireszes from Eoth
8 pirategy and salicy patepective

Global Head of Sustalmability

Thee Ziobs Hzad of Sustalnsbility, Ta:
S {sa memesr af ing group
LCommilles s colisboraias with s range

ol senjor lneders gn E5G fitues. The goup
sugtalnability taaem mpans o 1he Global Mead
of Ssatananiity ang & tasked With Fpesrting
Lie flg seamsin inendtying eivieonmsal and
chmmta-rilates riees that may Rive a0 (mpatct an
HiEgrave. They = s ressorsitle for aefining
sEotira polices aimed s amitheg 1 BSG risks
o which Inaites msy o aipossa e

)
citiye

sustainability strategy for operations, collects and
reports corporate GHG emissions data develops
climate-refated disclosures

Carporate Sustainability

Source: (BlackRock, 2020; Investec, 2020)

business continuity risks, Corporate Real Estate
and Facilities teams implement environmental
sustainability initiathves in coardinationwith

In their disclosure, Neuberger Berman distinguishes between the roles of senior management and
portfolio managers and investment teams (Example 4).

Example 4: Management roles at Neuberger Berman

2. Senior Management
Senior management is responsible for overseeing the firm's
operations, risk depariment and investment professionals,
with climate-related risks and opportunities as a subset of
averall management of the enterprise. The CEO is ultimately
responsible for updating the Board on material updates
and relevant climate-related risks and opporturiities, and is
supported in this by the Head of ESG Investing, Chief Risk
Officer, Chief Investment Officers and Chief Operating Officer,

The Head of ESG Investing works with the CI0s and the
CRO to ensure appropriate climate expertise and analytical
capahbilities are in place to support portfolio managers

and research analysts in understanding the potential
implications of climate change for security analysis and
portfolio construction.

The COO and CRO play an especially active role in
managing the firm's business operations and resiliency
to climate-related risks. This includes improvements to
the firm's operational efficiencies and carbon footprint or
adaptation and mitigation actions with respect to both
transition and physical risk,

Source: (Neuberger Berman, 2020)

Good practice climate disclosure

3. Portfolio Managers and Investment Teams

We believe ESG analysis should be based on materiality

and customized by asset class and investment style by
systematically modeling climate-related risk and opportunity.
This approach enables each portfolio manager to integrate
climate-refated risk analysis into her/his respective
investment process in a manner they deem appropriate

for investment decision-making. We believs that cimate
change is a risk and opportunity for all strategies, but the
degree and mechanism by which it may be material will vary
among asset classes, individual srategies and investment
time horizons. Therefore, depending on the holding period,
the short-, medium- and long-term risks will be considered
accordingly.
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3. Strategy

“Investors and other stakeholders need to understand how climate-related issues may affect an
organization’s businesses, strategy, and financial planning over the short, medium, and long term.
Such information is used to inform expectations about the future performance of an organization”
(TCFD, 2017).

Three disclosures are highlighted under the Strategy pillar.

Identification of climate-related risks and opportunities

Box 3 identifies the questions that can be used to guide disclosure on climate related risks and
opportunities that have been identified by the organisation, over the short, medium and long

term.

Box 3: Questions related to identification of short, medium and long term climate risks and
opportunities

What does the company consider as relevant short-, medium-, and long-term time horizons,
taking into consideration the useful life of its assets or infrastructure and the fact that
climate-related issues often manifest themselves over the medium and longer terms?

What are the specific climate-related issues for each time horizon (short-, medium-, and
long-term) that could have a material financial impact on the organization?

What process(es) are used to determine which risks and opportunities could have a material
financial impact on the company?

What are the company’s risks and opportunities disaggregated by sector and/or geography?

Source: (CDSB and SASB, 2019)

HSBC has considered how climate change is impacting its corporate customers, and provides such
information on its customer base in the automotive, building and construction, chemicals, metals
and mining, oil and gas, and power and utilities sectors. Example 5 shows how this is presented for

the automotive sector.

Good practice climate disclosure
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Example 5: HSBC’s identification of climate risks and opportunities in the automotive sector

How climate change
IS Impacting our
corporate customers

SUPPOiNG oUr CUTDMES 1o thrive through tarsiion is & ksy part of our strategy. Hare we setaul the key sactorsl dnvers imoacting sach
of aur high tratmition fiak soctors und include some mampled ol how W continue 1o sugpon our corpotiie custormees an this jGuinay.

2 v EbvHon Emissions are PrEinly 3 combination of tall-pipe and vehick ing & Cig
AU‘[OF'I"IOTNE mwyw@mwmmw&&mmnmwwmﬂufmmmnsm mpm‘tssawhnlﬁ eccording
t0/the Ensrgy Trarsston Commmnsion, Achisving et witEn s ==ator ]

iy Irom combustian sngings o slsstne Vehlclbe S aarriatie e sources an wall 35 mmrmu of eoiEtniEticn
mamrrm or yse uflm—carhuru rnamrmhshlﬂ m yefecla wse towards gar sharmg or sslb-drive veficies, and|

[ in ks af vesieles, could also piay &n mponint ok

The most imimisdiats mpect onour customers in m;;.wnmﬁreswwmmmsﬂeme puiw and
regulatory changes targeting cieanss fuel s ds afid Tent ik gn. and
denarbiomamy ensrgy use and matanal production.

How wo dro | lunpwtinnummnm

# | Sepiombar 2620, HSBC aated a9 joint Bockeunner and lead managenen o £20n dunl- -iranche groen hond
et i priaper Valkewsgnn, which will use the procesds i finance the manutaatring of sleoirie vehleles and
dedicated e-charging stitidns (aspor Valkswagen's: Grsan Bond Frannawark).

& |n Ociober 2020 W pliyed o key rals 600 €2 5bn austal At rendisly iy it Esility for Michslin
the French tyra makar; A ANk terme ara inked 1o Michoiin meeting wuqmon tha groap's employns
angagemarnt, =1 Qi I cluction and eqitonmontilimiree of i hifie.

Source: (HSBC, 2020)

Investec (2020) manages risks by defining them as high, medium and low risks exposures (see
Example 6).

Example 6: Investec’s framework for identifying climate-related risks.

Investec Is promating sustainability as part of its core slrategy and befieves there needs to be a balance between econamic and financial
imperatives, the needs of society and their combined impact on the environment. Our commitment to sustainability recognises the
interconnectad nature of our business, the aconomy, the environment and soclety. Within our operations we support efforts to Imit globial
warming to less than two degrees above pre-industrial levels; and to transition to a low carbon economy. We have achieved net-zaro
carbon emissions in our global operations and committed to ongoing carbon neutrality for our operational footprint.

‘We define high medium and low risk exposures aceording 1o the Intemational Finance Corporation (IFC) definitions.

High risk Medium risk Low risk

Propasaa funiding o invesime s
Jesly To Have sigiiticarm poyema sosidl)|
4iF e Ce et imests et am
cliyeres, eyarsikie ol ipimeadigisl

Propoesed funding or investment is
likely 1o have minimal or no social
or anvironmental impacts. Primarily
services, consulting, training and
education, trading, retall sales, etc.

Source: (Investec, 2020)

Good practice climate disclosure

&

10



POUTHE AFEICA

L..I‘K'I:-“ECT
=
-

& DA Econamics

B SIXCAPITALS

viviceconomics "
WWF

The Commonwealth Bank of Australia provides a good example of how to present climate-related

opportunities in its 2018 Annual report.

Example 7: Commonwealth Bank of Australia highlighting climate-related opportunities

Low carbon transition
opportunities

There sre sonificant opporiunities oresenisd by the
transifion o low carbon sconomy

Bustaimable finence

This francial v our endng sxposae 10'ihe reneaabls
amergy secioe graw o 53,7 oillion, refectog oo
mperiissin thismarkst. For the yesr s Junss 3018

in Aurstralia @=nd manked 18th globally 0

Ve have siBo set up a Sustarshle Fnance Commites
to focus on entiving oifsse kw carbon ooporhunisiss,
much as chmate bonds. This y=arwe led more than

E2 billice of greesn ar sustainahility noea.

W tomiins o sspport businsss Twestmsnt imensgy
efficienoy imprmssments thaough o $300 milbon
partrisrshin with s Clean Ensmgy Fnance Corporation
o0 the Enegy Efficlen Equprient Frsncs progem,
In fhe 200 T finencisl year we 23t oursslves & Low Carbon
Targat-of §15 bifion by 20259, Our progreas to dats
shos oo sepomurs 0 ow corhon progects = 5t 30 June
201H s 57.3 bilion. Eigitle projeots Bohude rensweEe
sneEnry, B-atar rated commemial green buiidings. snemy
sffimency and low carbon renspoet Wa I‘ENBEig:n:'ruur

1) b Gl ; P mastios Leagn (st 360 ool e oy irermaction st

Giobal ervwonmental markel=

W ars aiming o be 5 marks? Eader in srearonmental
mearkets. supporting our dients’ reasiion 1o 2 net mm
amissions economy. Vs {aget clents giobally who
hive 5 strategy In plece i suppon thar tramsifion. We

-Eupport this eneifion by providng thilored fnsncing
arranmmeEnl mat

and Ask managEmsnt soiUtonS
o mest cllent requiremsnts. Thie ncludes iacilitsing
lonidity acroes giohsl envirommesrtal ks,

Products and services:

nEranoe, we will oonfmoe o explors and dewesiog
produot and ssndce-optons which mast amrging
customer nesds, Yo hep em reduc e aposus
endior bulld resilancs o chmate change.

Thie year we acded arew Allancs Parine:s — Afimmstive
Irevestrrenl Manegssmnent — and e Afirmathes Globs|
Bord Furd (fhe Fund] 1o e FretCraios platiorm. The
Fund mwests in giobsl gresn bonds and uliises E56

oritens snd amvironmenial impact screens; it i the first
af its kind axsilabis to retail meestars D Acsraiiz

< >$15bn

2025 low carbon target
2025 $15bn

2008 ST.3bn

8 Dty i oot heee st il comni e o et 30 o 58 and i et s oo e brascing e
‘3 Tho Soeen Loon Prncipios v Emeched in e 208 oy e Loon Liamet &snociasnn: in conjincion wish e bsles Pocic boen Aarei Sspociaion, oo
oy the immmemonl Carst o dssnciamon. & w @ fgn et farmseonc i e wholnsile ornn ioen mar; inscetie cEiooodies of gty tor
CGman Projoct ame cuded o Apooncs | of the Geeen Losn #rnoijdes. Thoy om tsssd on e caegones roided o the S Bontd Stieepdes 3077

Source: (CBA, 2018)

Impact of climate-related risks and opportunities on strategy and financial

planning

Once the risks and opportunities have been identified, the disclosures explore the potential impact
of these on strategy and financial planning. Key questions in this regard are presented in Box 4.

Good practice climate disclosure
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Box 4: Questions linked to impacts of short, medium and long term climate risks and
opportunities

What is the impact of climate-related risks and opportunities on the company’s businesses
and strategy (e.g., on its products and/or services, supply and value chains, adaptation and
mitigation activities, R&D investment, and operations)?

How do identified climate-related risks and opportunities affect and serve as an input to the
company'’s financial planning process? What is the time period(s) used, and how does the
organization prioritize these risks and opportunities?

Has the organization used climate-related scenarios to inform its strategy and financial
planning?

What is the impact of climate-related risks and opportunities on the organization’s financial
planning in terms of operating costs and revenues; capital expenditures and capital
allocation; acquisitions/ divestments; and access to capital?

How do the disclosures on the impact of climate-related risks and opportunities on the
company’s businesses, strategies and financial planning reflect a holistic picture of the
interdependencies among the factors that affect their ability to create value over time?

Source: (CDSB and SASB, 2019)

Schroders asset managers outlines the risks and opportunities of climate change that could have a
material financial impact on the organisation in the short, medium and long term, along with the
impacts of these risks and opportunities. These are monitored on an ongoing basis by the relevant
business areas across the organisation (Example 8).

Good practice climate disclosure
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Example 8: Risks and opportunities and their potential implications for Schroders

Strategy

The decarbonisation of the global economy aswe transition towards net zero poses a number of risks and opportunities to our business and those
that we invest in. We cansider these over the following time horizons:

5-10 years: Medium term

Market Changing client behaviour Impacting demand for our products Decreased revenue

Physical The impact on physical operations of extreme weather events or L Increased capital expenditure
changes in lemperature

Regulatory Changes to current/emerging climate-related regulation that g 1= Decreased profitability

and legal impact how companies operate

Technology  The need to keep up with techndlogical advancements to examine Metlium
and manage climate risks and opportunities

Reputation  Perception of not having responded appropriately to
climate challenges

Decreased revenue

Impact on fund performance
and revenue

Tier V= lmpact
Medium term

Products Evolution of product range in response to opportunities Increased revenue

and services

Market Adapting investment propasition to reflect client preferences Better competitive position and
increased revenue

Resilience Providing products to manage the impacts of dimate change Increased revenues

Energy Use of new technology and lower emission sources to reduce our Meclium tarm Reduced indirect costs

source environmental impact

Source: (Schroders, 2020)

Schroders uses propriety tools to assess and measure these climate-related risks and

opportunities in client portfolios, which provides a forward-looking measure of the impact of
businesses.

We have used our proprietary tools to assess investment risks and
opportunities on our own business. Our model implies that there would
not be a material impact on our profitability as a result of carbon prices
rising to USD 100/t, or as a consequence of other physical risks. This
reflects the progress we have made to incorporate ESG factors into our
investment decisions processes, and the limited exposure of our
operational activities.

Source: (Schroders, 2020)

Good practice climate disclosure
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Impact of future scenarios on businesses, strategy and financial planning

Finally, the Strategy pillar considers the resilience of the organization’s businesses, strategy and

financial planning under different future climate-related scenarios. The TCFD requires that at least

one of the scenarios to be considered is that in which a 2°C or lower temperature target is met
(Box 5).

Box 5: Questions relating to future scenarios

What are the climate-related scenarios and associated time horizon(s) considered by the
organization?

What critical input parameters, assumptions, and analytical choices underlie these climate-
related scenarios (e.g., policy assumptions, energy deployment pathways, technology
pathways, and timing)?

How resilient are the company’s strategies to climate-related risks and opportunities, taking
into consideration a) transition to a lower-carbon economy consistent with a 2°C or lower
scenario, and b) where relevant to the company, scenarios consistent with increased
physical climate-related risks?

Source: (CDSB and SASB, 2019)

Investec (2020) explores the resilience of its organisational strategy to different climate pathways,
albeit at a high-level. The company notes that they have signed up to the Partnership for Carbon
Accounting Financials to evaluate their balance sheet at an asset class level to better understand
their resilience to different climate pathways.

Good practice climate disclosure
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Example 9: Investec’s disclosure on impacts of future scenarios

wivideconomics

Resilience of our climate risk strategy to a limit of 2°C or lower
increase in global temperature scenario

Investec Is promoting sustainabliity as part of its core strategy
and believes there needs to be a balance batween economic and
financial imparatives, the neads of socisty and their combined
impact on the environment. Qur commitment to sustainability
recognises the interconnectad nature of our business, the
economy, the environment and society. Within our operations we
support efforts to limit global warming to less than 2°C above
pre-inclustrial lavels; and to transition to a low carbon econoimy.
We have achieved net-zero carbon emissions in our global
operations and committed to ongoing carbon neutrality for our
operational footprint,

Within our UK operations, we have evaluated the 2021 Biennial
Exploratory scenano and climate risk discussion paper released
by the Bank of England. The objective of this discussion paper
is to test the resilience of the largest banks, insurers and the
financial system and to provide three distinct scenanos:

* Early policy action scenario where the transition to a
carbon-neutral economy starts early and the increase in global
temperature stays below 2°C, in line'with the Paris Agreement

¢ Late policy action scenario where the global climate goal is
met but the transition Is delayed and must be more severe to
carnpensate for the late start

= No additional policy action scenario where no palicy action
beyond that which has already been announced is delivered.
Therafore, the transition is insufficient for the world to mest its
climate goal.

Our resilience

Basad on the considerations above, we find

that the resilience of Robeto's value treation
madel lsnot fundamentally ameced by dimate
changa. Our rota 35 an asset manager, tha valua
We provioe 1o our clients, and our core ravenue
mechanism are not expeciad 10 change In the
face of ciimate-related tran sition risks. We believe
hat the low-Carbon transition will trigger not
anly risks but also wide investmant opporunites,
and we believe that the uncertain and dispersed
fature of the effects of climate change makes 2
case for active management.

However, Increasing cimatereiatad investment
risks will force asset managers more and more to
include ESG considarations into thalr investment
sirategles. In that sense, E5G integration Is llkaly
o become mare malnstream, Differentiating
ourselves 35 3 sustainablie asset manager may
therafore become more challenging over time.
Mora transparency around ESC standards, such as
the EU Taxanomy, may 3lso expand opportunitias
for passively managed funds, which could
Increase downward pressure on fees for acively
managed E5G funds.

On the 7th May the Prudential Regulation Authority (PRA)
announced further details of its plans 1o support organisations
in their response to COVID-18 and re-prianitised their areas of
focus. This resulted in the postponement of the launch of the
2021 Biennial Exploratory scenario and clirmate risk exercise
until mid-2021. We will however continue to skill up resources
and participate in indusiry initiatives to evaluate our resilience to
climate risk.

In South Africa, the National Treasury released their report
on “Financing a sustainable economy”. We are working
with various organisations in the financial services industry,
including participation from government, to implemant the
recommendations and to construct a taxonomy to enable
consistent scenario pathways and reporting.

We have also signed up to the Partnership for Carbon Accournting
Financials (FCAF) and will be evaluating our balance sheet on an
asset class basis to understand our climate resilience to various
climate risk scenario’s. We have committed to work with our
cliants to fully understand the climate sensitivity of their business
and to support them in Implementing carbon reduction strategies.

We are convinced that we are in a good position
o deal with thess trends thanks t:

1. 9ur long history as a sustainabiiity planeer,
We have proven our leadership on ESG fssugs
generslly, and we also lead In climate research
through our in-house ESG research and adive
ownefship t8ams.

3. Qurtrack record in research and innovation.
Close callaboration between ESG research and
fivestment t2ams allows us 1o offer vaiuabla
climate solutions for our clignts.

&

Source: (Investec, 2020)
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Robeco (2020) considers its resilience to different climate pathways, and suggests that its business
is not fundamentally affected by climate change, due to the presence of climate-related
opportunities and the integration of ESG considerations into investment strategies. Schroders
(2020) has also disclosed how it has used scenario analysis to assess the organisation’s resilience
to different climate pathways. While details of these assessments are not disclosed, Schroders also
suggests that their business is resilient to climate change. For example, increases in carbon prices
and physical risks will not have a material impact on profitability.

In Example 10 Vivid Economics shows the impact of transition risk under three different climate
scenarios on the value of a portfolio of 55 of the largest equities on the JSE by 2050 in net present
value terms as part of best-practice scenario disclosure example produced for this South Africa-UK
PACT-funded project.

Example 10: Vivid Economics shows the impact of transition risk on a portfolio of South African equities

Figure 19; Pprtfolio NPV impacts by seenario
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Source: (Vivid Economics, 2021)

4. Risk Management

The third pillar of the TCFD relates to management of climate-related risks.

“Investors and other stakeholders need to understand how an organization’s climate-related risks
are identified, assessed, and managed and whether those processes are integrated into existing
risk management processes. Such information supports users of climate-related financial
disclosures in evaluating the organization’s overall risk profile and risk management activities”
(TCED, 2017).

Three recommended disclosures are identified under this pillar.

Good practice climate disclosure
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Processes for identifying and assessing climate-related risks

Questions to guide disclosures on identification and assessment of climate-related risks are
presented in Box 6.

Box 6: Questions for identifying and assessing climate-related risks

What processes does the organization use to identify and assess climate-related risks?

Does the organisation consider existing and emerging regulatory requirements related to
climate change (e.g., limits on emissions) or other relevant factors?

What is the organization’s process for assessing the potential size and scope of identified
climate-related risks?

How does the organization determine the relative significance of climate-related risks in
relation to other risks?

What risk classification framework(s) and definitions of risk terminology does the
organization use?

Source: (CDSB and SASB, 2019)

Example 11 presents Ninety One’s approach to identification of climate-related risks. Climate risks
as included as part of the company’s broader ESG risk assessment and are included in its
investment-risk governance framework. Risks are identified through a combination of research
using resources and tools at their disposal, and stakeholder engagement.

Example 11: Ninety One’s approach to identification of risks

Climals—t

ulation er cons

and for good

elimate-related rigks

Source: (Ninety One, 2021)

Good practice climate disclosure
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Investec’s approach to identifying, assessing and managing risks is presented in Example 12.

Example 12: Investec’s risk approach

Risk management

Investec supports international best practice regarding the responsibility of the
financial sector in financing and investing transactions. Social, environmental
and ethical risk considerations are implicit in our values, culture and code

of conduct, and are applied as part of our ESG risk framework.

Identifying, assessing and managing climate-related risks
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Source: (Investec, 2020)

Process for managing climate-related risks

Disclosures then turn to understanding processes for managing the climate-related risks that have
been identified (Box 7).

Box 7: Questions for managing climate-related risks

How does the organization prioritize climate-related risks? How does the organization
determine what climate-related information is material?

Does the organisation address all relevant categories of climate-related risks (i.e. transition
risks, including policy and legal, technology, market, and reputation, as well as physical risks,
including acute and chronic risks)?

Source: (CDSB and SASB, 2019)

In their TCFD disclosure, Investec explores both the physical and transition risks and opportunities
linked to climate change, in the short, medium and long term. Both acute and chronic physical
risks are discussed.

Good practice climate disclosure
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Example 13: Investec’s physical and transition risk management

Acute physical risks

The risks of rapidly ¢hanging weather events such
as cyclones, hurricanes, fires, storms; landslides
and flpods may have financial implicatlons far our
operations and business, such as direct damage

10 assets, increasing default rates and credit losses
due to these extreme weather events.

Chronic physical risks

The risks of longer-term shifts in climate patterns that
may cause sustained higher temperaiures, rising sea
levels, chronje heat waves, drought and water scargity.

’ Short-term (0 -1 year)

’ Short-term (0 -1 year) }

+ Eyaluate tha acute physical risks our offices are
exposad to
Manage operational resilience

Evaluate the chronic physical risks that our offices
are exposed to
Ensure operational resilignce

-

N
w

l Medium-term (1- 5 years)

NS
v

‘ Medium-term (1- 5 years) ‘

Evaluate the acute physical risks 1o our [ending
and investing activities

Evaluate the risk of our supply chain to acute
physical risks

Ensure robust risk mitigation is in place

Ensure resilience in revenue towards acute
physical risks through applying physical risk
scenatio analysis '

Evaluate the chronic physical risks that our lending
and investing activities are exposed to with a focus on:
~ power generation, agriculture, and food
and beverage sector, which may be affected
by water scarcity
- residential and commercial properties that may be
affected by the continued rise in sea levels.
Ensure resilience in our lending and Investing activities
towards chranic physical risks through applying
physical risk scenario analysis

N
v

Long-term (540 years)

N
b id

l Long-term (5 - 40 years)

.

Centinue to ensure robust mitigation of risks are in
place through the ongelng evaluation of exposure
towards acute physical risks In our business activities

Cantinue 1o ensure robust mitigation of risks are in
place through the ongoing evaluation of exposure
towards chronic physical risks in our business activities

ry oy s p

s [ Ui (il LA P e ) i paryisy

Shart-term (0-1yesr)

RS, e g b adiree spppEe ) s ey
gl ¢ gt asisa el fai U_-.r;q.!ull

Medium-term (1- 5 yeats)

wivideconomics

fclra= oepe
Chei o S il (=

Long-tarm (5 - 40 years)

Technelogy risks:

o Infpphemant fabust ES paltiss and pocesmes
+ &pply i bulanced snsroch tn mesting

- stabahalder expectations

'+ Ragzgs the allgnment of our actly|tEs wirh Lhe

the refianca of an-premise data canines, with
m acoeiorated digitalizaton mitistive

* Elhical use af rechnalogy and the protection of

cllent and sployes pivicy

+ Ongoing assessment of infrastnuctursl elficincies
1o recute o emvtanmental foatprint

Source: (Investec, 2020)
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Climate-related risks are integrated into Schroders (Schroders, 2020) overall risk management
process. Schroders describes how risk management for operations and financing activities are
different. Business areas carry out risk assessments and develop plans to ensure continued
operations in the case of a climate-related physical risk materialising. To manage investment risk,
Schroders ensures that fund managers are able to identify and assess climate-related risks.
Research analysts incorporate climate-related issues into company analysis that fund managers
use. Analysts are assisted by the Sustainable Investment team which has developed proprietary
tools.

5. Metrics and targets

“Investors and other stakeholders need to understand how an organization measures and monitors
its climate-related risks and opportunities. Access to the metrics and targets used by an
organization allows investors and other stakeholders to better assess the organization’s potential
risk-adjusted returns, ability to meet financial obligations, general exposure to climate-related
issues, and progress in managing or adapting to those issues. They also provide a basis upon which
investors and other stakeholders can compare organizations within a sector or industry” (TCFD,
2017).

Three disclosures are also recommended with respect to metrics and targets.

Metrics used to assess climate-related risks and opportunities in line with strategy
and risk management processes

Box 8 presents a set of questions that can be used to guide disclosures on metrics and targets.

Good practice climate disclosure
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Box 8: Questions to guide disclosure of metrics used to assess climate risks and opportunities

Which performance metrics does the company use to assess and manage financially material
climate-related risks and opportunities such as those related to water, energy, land use, and
waste management?

Are these climate-related performance metrics incorporated into the company’s
remuneration policies? If so, how?

Has the company established an internal carbon price?

Does the company measure climate-related opportunities, such as revenue from products
and services designed for a lower-carbon economy?

How can metrics be presented to enable meaningful trend analysis?
Are the methodologies used to calculate or estimate climate-related metrics clear?

Do the metrics and targets disclosed provide historical trends and forward-looking
projections (by relevant country and/or jurisdiction, business line, or asset type)?

Do the metrics disclosed support the company’s scenario analysis and strategic planning
process? Do they enable monitoring of the organization’s business environment from a
strategic and risk management perspective?

Are the company’s GHG emissions calculated in line with the GHG Protocol methodology to
allow for aggregation and comparability across organizations and jurisdictions?

Has the industry established any generally accepted GHG efficiency ratios that may warrant
disclosure?

Do GHG emissions disclosures include historical periods to allow for trend analysis?
Are the methodologies used to calculate or estimate the metrics clear?

Source: (CDSB and SASB, 2019)

FirstRand (2021) discloses its emissions for both its own operations and limited financed
emissions. This is in line with the TCFD supplemental guidance for asset managers, which states
that asset managers should disclose the metrics used to assess climate-related risks and
opportunities for each investment product (TCFD, 2017). FirstRand provides information on scope
1 and 2 emissions attributable to its South African advances portfolio and clearly states that it uses
the PCAF’s methodologies to calculate financed emissions. It has also set an internal carbon price,
referred to as an internal shadow carbon price, in line with international good practice. This allows
the company to consider carbon costs during the evaluation of new projects and helps incentivise
a shift towards lower-carbon projects (Example 14).

Good practice climate disclosure
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Example 14: Metrics used to assess climate risks and opportunities at FirstRand

Financed emissions

FirstBand i a member ol
F- and has usad iis

r Oor 1:,1#_ iating
financed emissio I
mpact or matarial assel
s, Inchuding the
corporate and commercial
lgan portfolio, motor vehicle
loans and mortg PCAFIs
a glebal parin p of financil
institutions workjrng logsthar
to develop and implarmnent
a harmorised approach to
assess and disclose
S SMmissions as
ith loans and investments.,
The development af this
methodoloayis ongoing
and the Indicatad range
reflect eslim i
which will b2 refined in future

disclosurss,

Ciated

leves Hhe=sn estimates 1o assess whether i financed emixzions
o 1 it mfended ol i e South Afican linoncal merkepince
and to track the contritution of high emisson mtenaity sectom

The table below provides a view of emissions [scope 1 and 7)
attributable to the South African advances portiolio, based on the
mlmdhfwwﬁhhgwmwh
total asset or value, The d make up
R758 hillion of FirstRand's total R830 hilfion sdvances in South Africa.

June 2021 (Mt GD=e)
r Attrituizable fty F r'.lihl'dj
l Retail mortgages 3z-47
i Vehicle finance 19-28
g‘:m"l’m';ﬂd 58-134

The group finmrecos:u-fow zhare of fhe totel assets o ogh emenon
ety indusiries in Saufh Al soch as tharmad soad minieg,
lectriaity generation from nssf| fiels, chimsal snd sythetic

fuanl peedisction snd ol and gas. In many tasss these assshi as
fmanced dieacily by the debt copsal and equity manets A & nemult
Fimdfand’s overmll share of South Africa’s smissioes is bwe fan
the grltp's shate of financing in the otintrg

Source: (FirstRand, 2021)

As a first step, the group has set an internal shadow
carbon price that will be used to consider carbon costs
during the evaluation of new projects and infrastructure
for the group’s operations. This will help incentivise and
prioritise low-carbon projects and support emission
reductions.

+ A shadow carhon price is a hypothetical monetary
value for a tonne of CO, that accounts for the
external social, environmental and economic
costs of carbon emissions and climate change.
This price incorporates the value of carbon (GHG
emissions) info investment or project decisions.
(research and development), infrastructure
and financial assets to cost for climate change
impacts and drive emissions reductions.

+ FirsiRand's shadow carben price has been
(determined in line with international best
practice in carbon pricing and what is needed

to dnva emissions reductions to. mwt ;

Like FirstRand, Investec discloses both operational and financed emissions, providing more detail
with respect to the latter. To understand its exposure to fossil fuels, Investec discloses information
on its energy portfolio, which indicates that coal makes up 7% of its energy portfolio and fossil
fuels make up almost half of its energy portfolio (see Example 15). This is disaggregated by country
for the UK and South Africa, with fossil fuels making up 74% of its South African energy portfolio
and 30% of its UK energy portfolio.

Good practice climate disclosure
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Example 15: Investec's exposure to fossil fuels

Energy portfolio in our banking book

2'mn
700 —
602
800 —
500 — 183
400 — Total fossil fuels BS
o572 mn
of £572 mn 204
200 — 263
200 —
o H
8]
Fossil fuals Natural gas Renewables

(excl natural gas)
@0l @ Coa Natural gas @ Wind ensray
Sclarenmrgy  Biomassenegy @ Energy from wasts

Source: (Investec, 2020)

Ninety One also discloses emissions attributed to investments by sector. Example 16 shows that
materials and energy combined account for the majority of emissions from their portfolio. It also
discloses relative and absolute financed emissions and compares them to benchmarks for
developed and emerging markets.

Example 16: Ninety One’s emissions disclosures by sector

Figure 3: Carbon emissions attributed to Ninety One's investments by sector

A45%
18%
9%
L5 7% 6%
3% 5% =
EEEm
[ B [ —
Materials.  Energy  Consumer Industrials Consumer Financizls Technology  Health Utilites  Commun Real

discretionary staples care ications astate

Sourca: Ninsty One, 31 December 2020
Note: Includes emissians reportad and estimated for Scope |, 2and 3.
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BlackRock presents data on a wide range of business and GHG emissions metrics in their

disclosures.

Example 17: Metrics included in BlackRock’s TCFD disclosures

Scopel end2
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Source: (BlackRock, 2020)
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Finally, EdenTree Investment Management presents a quantitative assessment of the alignment of
their own portfolio and FTSE benchmarks with various temperature scenarios as a metric that
shows that their portfolios are in line with the Paris Agreement.

Example 18: EdenTree’s alignment with various future temperature scenarios

Source: (EdenTree, 2021)

Metrics used to manage climate-related risks and opportunities and performance
against targets

The final disclosure in the TCFD recommendations is on the targets used by the organization to
manage climate-related risks and opportunities, and the performance against these targets.

Box 9: Questions to guide disclosure of targets and performance against targets

Has the company established and communicated climate-related performance targets in
line with anticipated regulatory requirements, market constraints, or other goals, such as
operational or financial objectives or loss tolerances?

Do disclosures specify whether targets are absolute or intensity-based, the time frames over
which they apply, and the base year from which progress is measured?

Source: (CDSB and SASB, 2019)
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Example 19 is an extract from Robeco’s (2020) climate-related disclosure on its targets. Robeco
currently has no clear emission reduction targets however they have indicated that they will set
company-wide decarbonisation targets during the next reporting year that will include reduction
targets for portfolios, climate-related investments, as well as engagement targets.

Example 19: Target setting at Robeco

Targets

For strateqlas that are brandad sustainable (the
5| Focused range), the target carban fostprint &
205 lower than the benchmark.

In Sepiembar 2020, we expanded the scope

of gur fossil fuel exciusian policy, Companies
that detive 25% or more of their revenues from
thermal ceal (power genearation or mining} ar oll
sands, or 10% from Arctic drilling will be exdudad
from our funds. Far sustainable strategies, we
added extlusions for companias that derive

10% or more of thelr revenues from oll sands,

of 5% Trom Arctic drilling. Tha new sxclusians
were completad by G4 2020, For sustainable
strategles, we already had in place an exclusian
for companies that derive 10% or more of their
revanues from thermal caa! (power generation or
mining),

Source: (Robeco, 2020)

It the course of 2021, Robeco will ann ounce
company-wide decarbonization 1argets, 3s per
our commitment  the Dutch Cimate Accord,
1he Mat Zero Asset Managers initiative, and
therawith the goals of the Paris Agreement.

Dur decarbonization strategy will comprise 2
combination of approaches, Induding carbon
raduction targets for portiolios where possible,
Investmiant in dimate soiutlans, and engagement
with companias and policymakas.

Schroders presents another example of early-stage target-setting, through the disclosure that in
the next reporting year commit to setting science-based targets, aligned with net zero (Example

20).

Example 20: Moving towards a net zero target at Schroders

Our path to net zero

Targeting transition ; d : 1 assets i line with a net zero

Scope 2 (indirec

fror

pathway by 2050 or s0crer

Scope 3 (ol other indirect emissions in cur velue chain),

Key actions and commitments

Commitment to use 100% renewable electricity by 2025

Signatory to Net Zero Asset Managers initiative

150 14001 accreditation

Letter to FTSE 350 calling for transparency on dimate action

Ongoing disclosure via CDP and TCFD frameworks

Source: (Schroders, 2020)
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