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1 Summary

In March 2020, we consulted (CP 20/3) on a new Listing Rule (LR) for commercial
companies with a UK premium listing, promoting better disclosures about how they
are managing climate-related risks and opportunities. Under our proposal, in-scope
issuers would be required to state in their annual financial report whether they have
made disclosures consistent with the recommendations of the Taskforce on Climate-
related Financial Disclosure (TCFD; see Appendix 3) or explain if they have not done so.

We also consulted on a Technical Note clarifying existing obligations set outin EU
legislation (which will continue to apply in the UK after the end of the Implementation
Period) and in our Handbook that, in our view, may already require issuers to disclose
information on climate-related and other environmental, social and governance (ESG)
matters, in certain circumstances.

In this Policy Statement (PS), we summarise the feedback we received to our

consultation and confirm our final policy position. This PS also contains the final rule
and guidance as well as the final Technical Note.

Who this affects

Our final rule will directly impact commercial companies with a UK premium listing.
Other listed issuers will also be interested in our plans to consult in the future on
extending the rule to a wider scope of listed issuers.

Our final Technical Note will also impact a wider scope of issuers, including listed
issuers, issuers with securities admitted to trading on regulated markets and other
entities in-scope of requirements under the Market Abuse Regulation (MAR) and the
Prospectus Regulation (PR) (as those regulations will be ‘onshored' at the end of the
Implementation Period).

This PS will also be of interest to a broad range of other stakeholders, including:

e sponsors of listed companies

o corporate finance and other advisors

e accountants and auditors

e consumer groups and individual consumers

e industry groups, trade bodies and civil society groups
e regulatedfirms

e investors

e policy-makers and regulatory bodies

e industry experts and commentators

e academics and think tanks
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The wider context of this policy statement

Our consultation

Market participants and policymakers agree that better disclosure about organisations’
exposure to climate change risks and opportunities will lead to more informed pricing
and drive investment towards greener projects and activities. In this way, financial
flows can support the transition to net zero carbon emissions. Improving climate-
related disclosures along the investment chain has therefore been central to our
sustainable finance strategy.

The TCFD was established by the Financial Stability Board in 2015 and published its
final reportin June 2017. The report set out 11 recommended disclosures under 4
pillars to promote better disclosure. These are governance, strategy, risk management
and, finally, metrics and targets. Since then, the TCFD's recommendations have
attracted widespread support internationally, with more than 1,500 companies having
now publicly expressed their support.

The UK government was one of the first publicly to endorse the TCFD's
recommendations and made their implementation a central part of its 2019 Green
Finance Strategy. In November 2020, a cross-Whitehall/cross-regulator taskforce
(including the FCA) published a Roadmap charting a path towards mandatory TCFD-
aligned disclosure obligations across the UK economy over the next 5 years, with most
of the measures to be introduced by 2023.

The Roadmap includes the steps we are taking through our new rule to encourage
in-scope listed companies to make disclosures consistent with the TCFD's
recommendations. It also sets out our future plans to consult on measures for a wider
scope of listed companies, asset managers, life insurers and FCA-regulated pension
schemes.

We see implementation of TCFD-aligned disclosures as a means of building
companies’ capabilities to identify, assess, manage and disclose on climate-related
risks and opportunities. We consider that this will pave the way to an eventual
international standard for corporate reporting on climate-related and wider
sustainability matters, integrated with financial reporting.

How it links to our objectives

By introducing our new rule and guidance alongside the Technical Note we aim to
advance our strategic objective to make relevant markets function well, and our 3
operational objectives. We expect to:

e Enhance market integrity by clarifying the information investors need in order to
make informed investment decisions; we expect this to support more informed
market pricing, risk management and capital allocation.

e Protect consumers by improving the information financial services firms use both
to design the climate-related financial products that consumers demand, and to
make more reliable disclosures to clients and consumers.

e Support competition in the interests of consumers by enabling financial services
firms to provide clients and consumers with better information to assess which
products meet their needs.

I


https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/820284/190716_BEIS_Green_Finance_Strategy_Accessible_Final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/820284/190716_BEIS_Green_Finance_Strategy_Accessible_Final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/933783/FINAL_TCFD_ROADMAP.pdf

<o

PS20/17
Chapter 1

1.13

1.14

1.15

1.16

1.17

Search Q °<§ ‘'

Financial Conduct Authority
Proposals to enhance climate-related disclosures by listed issuers and clarification of existing disclosure obligations

What we are changing

This PS confirms we are introducing a new rule in LR 9.8 requiring that commercial
companies with a UK premium listing (including sovereign-controlled commercial
companies) include a statement in their annual financial report setting out:

e whether they have made disclosures consistent with the TCFD's recommendations
and recommended disclosures in their annual financial report

e where they have not made disclosures consistent with some or all of the TCFD's
recommendations and/or recommmended disclosures, an explanation of why,
and a description of any steps they are taking or plan to take to be able to make
consistent disclosures in the future —including relevant timeframes for being able
to make those disclosures

e where they have included some, or all, of their disclosures in a document other than
their annual financial report, an explanation of why

e wherein their annual financial report (or other relevant document) the various
disclosures can be found

The rule is accompanied by guidance to help listed companies determine whether
their disclosures are consistent with the TCFD's recommendations and recommended
disclosures. The guidance will also clarify the limited circumstances in which we would
expectin-scope companies to explain rather than disclose.

The instrument giving effect to the new rule is presented in Appendix 1. As at
7 December 2020, the rule will apply to 460 companies on the FCA Official List.

This PS also confirms that we are introducing a Technical Note clarifying existing
disclosure obligations for a wider scope of issuers. Issuers may, in our view, already

be required to make disclosures on climate-related and other ESG matters under
particular provisions of the LR, Disclosure Guidance and Transparency Rules (DTR),
MAR and the PR, in certain circumstances. Our finalised Technical Note is presented in
fullin Appendix 2.

Outcome we are seeking

Figure 1in CP 20/3 (pg.7) summarises the causal chain by which we expect our
proposals to address potential harms and advance our objectives. We show that
encouragingissuers to make more comprehensive and high-quality climate-related
financial disclosures should:

e enhance market integrity due to better informed asset pricing and more accurate
valuation of issuers' securities

« fill product gaps by enabling financial services firms to develop products that meet
consumers' climate-related preferences, and reduce the risk of consumers' buying
unsuitable (or mis-sold) products by supporting more reliable climate-related
disclosures to clients and end investors

o support more effective competition between financial services firms because,
with better information to support firms' product development and their own
disclosures, clients and end investors will be better equipped to assess which
products meet their needs

I
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This should help markets allocate capital more effectively, both within and across
companies and projects. It should also help ensure that the cost of capital better
reflects how well companies are managing climate-related risks and opportunities.
Ultimately, we should expect financial flows better to support the transition to net zero
carbon emissions, through which policymakers hope to address climate change.

Measuring success

As describedin CP 20/3, we will monitor the outcomes we achieve and the success of
our intervention via the following channels:

o Market outcomes. We will monitor evidence of the market rewarding those
companies or projects that are managing the physical and transition risks of
climate change most effectively, and those that are supporting the transition
to a net zero carbon economy. We will also monitor whether disclosures in line
with our rules enable investors to make better informed decisions in primary
and secondary markets. In addition, we will keep our rule under review as work
continues internationally and across industry to develop an international standard
for corporate reporting on climate-related and sustainability matters.

o Market oversight. We will monitor the extent to which issuers are following the new
requirements and the overall development and quality of their disclosures. We will
also assess any concerns raised with us by market participants and other bodies
regarding securities issuers' disclosures. And we will work collaboratively with other
regulators, most notably the Financial Reporting Council (FRC) and, in due course,
the Audit, Reporting and Governance Authority (ARGA).

o Supervision of asset managers and life insurers. As part of our ongoing
supervisory dialogue, we will gather asset managers' and life insurers' views on how
well investee companies' disclosures under our new rule support investment and
risk decisions —including how well they provide the information firms need to carry
out effective stewardship on climate-related matters.

e Ongoing industry liaison. Through engagement with the Climate Financial Risk
Forum and wider liaison with industry, we will gather feedback on the effectiveness
of the new regime.

Summary of feedback and our response

We received 66 responses to our consultation. Overall, there was strong support for
our proposals. Some key points of feedback included the following:

e Scope. There was majority support for our proposal to apply the rule initially only to
commercial companies with a UK premium listing. However, a majority also wanted
us to extend the scope to other listed companies in due course. Many respondents
asked that we clarify the timing of such an extension. A significant number of
respondents encouraged us to bring all listed issuers into scope immediately.

« TCFD-alignment. Respondents agreed that we should ensure our rules are as
consistent as possible with international principles, frameworks and standards.
There was almost unanimous support for our proposal directly to reference the
TCFD's report and guidance materials in our rule and guidance. Some respondents
requested that we provide more guidance on how a company should determine
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whether its disclosures are consistent with the TCFD's recommendations. We were
also asked to encourage listed companies to be transparent about any plans to
evolve their disclosures.

o Compliance basis. Most respondents supported our introducing the rule on a
‘comply or explain’ basis. They considered that flexibility in the compliance basis
was important, particularly where companies faced data, modelling or analytical
challenges. However, many saw ‘comply or explain’ as an interim step towards
mandatory disclosure obligations in due course and encouraged us to clarify the
timing of next steps. Those respondents who disagreed with our proposal — most
representing investors or civil society — generally called for mandatory disclosure
immediately.

o Guidance on when we would expect issuers to ‘explain’, rather than ‘disclose’
A majority of respondents agreed with our view that issuers should ordinarily be
capable of making disclosures consistent with the TCFD's recommendations
on governance and risk management. Hence, for these recommendations,
respondents agreed that issuers should ordinarily not need the flexibility to explain
non-disclosure. Aimost half of the respondents on this topic asked us to provide
guidance to clarify this expectation. Some also noted that there are other more
gualitative, less data-intensive recommended disclosures that issuers should
ordinarily be capable of making.

« Timing of implementation. Despite the extension of the original consultation
period, most respondents who commented on timing agreed that we should retain
the proposed application date of 1 January 2021.

o  Technical Note. While fewer respondents provided comments on the Technical
Note, they were generally supportive, although some asked for more detail and
clarification in places.

Having considered the feedback received, we are finalising our proposals with few
changes but with some additional guidance. We have made no changes to the

scope and compliance basis of our rule. The rule will therefore apply to commercial
companies with a UK premium listing, on a ‘comply or explain’ basis. Balancing the
views of respondents, we think this is a proportionate approach at the current time. As
a result of the feedback, we have made changes in 3 areas:

*  We have amended the rule to promote transparency of any steps companies
are taking or plan to take to make consistent disclosures in the future. We agree
with stakeholder feedback that market discipline will be more effective if listed
companies are transparent about anticipated future enhancements.

e Asrequested by many respondents, we have provided additional guidance on the
limited circumstances in which we would expectissuers to explain, rather than
disclose.

»  We have provided guidance to clarify that a company's determination of
consistency with the TCFD's recommendations should be informed by a detailed
assessment of their disclosures which takes into account certain of the TCFD's
published guidance materials. Reflecting other points raised in feedback, we have
also provided additional high-level guidance in relation to the level of detail to be
included in companies' disclosures.
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Consistent with many stakeholders' calls to clarify next steps in respect of both the
scope and compliance basis of our rule, we also confirm our plans to:

o issue afollow-up CP inthe first half of 2021 on proposals to extend the application
of our rule to a wider scope of listed issuers, and consider strengthening the
compliance basis

e alsointhe first half of 2021, consult on potential TCFD-aligned disclosures by
UK-authorised asset managers, life insurers and FCA-regulated pension providers
designed to better inform their clients and end investors

This forward strategy for TCFD implementation was included in the Roadmap to
mandatory TCFD-aligned disclosures, published in November 2020.

Finally, in response to feedback, we have made some minor changes to the Technical

Note to make it clearer, more specific and to update for more recent regulatory
developments. We have also included a reference to the new LR introduced in this PS.

Equality and diversity considerations

We have considered the equality and diversity issues that may arise from the actions
set outin this PS.

Overall, we do not consider that the proposals materially impact any of the groups with
protected characteristics under the Equality Act 2010. We consider that, by helping to
make relevant markets function well, improving climate-related disclosures will benefit
all consumers.

However, we will continue to consider the equality and diversity implications of our
regulations once the final rules are in force.

Next steps

Our new LR will apply for accounting periods beginning on or after 1 January 2021. The
first annual financial reports including disclosures subject to our rule would then be
published in spring 2022. The finalised Technical Note will apply with immediate effect.

Alisted company which is directly impacted by the new LR should familiarise itself with
the details of the rule and associated guidance, and consider what arrangements it
needs to putin place to ensure that itis able to meet the requirements of the rule.

Relevantissuers which are directly impacted by the relevant provisions of the LRs,
DTRs, PR or MAR should also familiarise themselves with the content of the Technical
Note and consider where they may already be required to disclose information on
climate-related (and other ESG) matters under those provisions.
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2 The wider context of this
policy statement

Despite the pandemic, the focus on climate change has not diminished. Policy-makers,
regulators, industry and wider society all increasingly recognise the urgent need to
adapt. Important steps are being taken to manage the risks of climate change and
harness the opportunities, but there is much more to do.

In this chapter, we summarise some key global and domestic developments that are
relevant to this PS and the actions that we are taking.

Global adoption of the TCFD’'s recommendations

The TCFD's recommendations continue to be adopted internationally. According

to the TCFD Status Report 2020, more than 1,500 organisations have now voiced
their public support. Over 110 regulators and government organisations are TCFD
supporters, including the UK government, Bank of England and the FCA. The private
finance agenda of the UN Climate Change Summit 2021 (COP26) also features TCFD
implementation as an objective.

However, progress in reporting against the recommendations continues to differ
considerably across organisations. An organisation’s size and sector are important
determinant factors:

e Nearly 60% of the world's 100 largest public companies support the TCFD and/
or report in line with its recommendations. 42% of companies with a market
capitalisation greater than US$10bn disclosed at least some information in line with
each individual TCFD recommendationin 2019. However, there is less widespread
voluntary adoption by smaller and medium-sized enterprises.

o Thereport finds that more carbon-intensive sectors, and those under greater
scrutiny tend to make more extensive TCFD-aligned disclosures. The highest
incidence of disclosure occurs in the energy, materials and buildings sectors.

The status report also observes that organisations' reporting is often not
comprehensive across the TCFD's 4 recommendations and 11 recommended
disclosures. The status report notes that investors find information on the impact of
climate change on a company's business and strategy to be the most useful, but these
items are often not disclosed. The TCFD will carry out further analysis in this area.

The TCFD continues to develop guidance to help organisations implement the
recommendations and recommended disclosures effectively. Accompanying the
status report published in October 2020, the TCFD also published two new guidance
documents: Guidance on Risk Management Integration and Disclosure, and Guidance
on Scenario Analysis for Non-Financial Companies. The TCFD alsoissued a public
consultation on forward-looking financial sector metrics.



https://assets.bbhub.io/company/sites/60/2020/09/2020-TCFD_Status-Report.pdf
https://www.fsb.org/wp-content/uploads/P291020-2.pdf
https://www.fsb.org/wp-content/uploads/P291020-3.pdf
https://www.fsb.org/wp-content/uploads/P291020-3.pdf
https://www.fsb.org/wp-content/uploads/P291020-4.pdf
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Evidence on consideration of climate-related matters in the UK

The FRC has carried out a thematic review of how climate-related issues are being
addressed across its various areas of responsibility, including governance, corporate
reporting, audit and professional oversight.

Overall, the FRC's report identifies some important areas of good practice. However,
there is also considerable room for improvement. Some specific findings relevant to
the TCFD's recommendations include:

e Governance. While the FRC finds more evidence of companies' disclosing their
approach to governance of climate change, it is not always clear how governance
frameworks translate to strategic decisions. To make governance disclosures more
informative, the FRC encourages companies to provide examples of key decisions
that have been informed by climate considerations.

o Strategy. The FRC notes that some companies have set strategic goals, including
forinstance to transition to 'net zero' carbon emissions by a particular target
date. However, they observe that companies' reporting often fails to clarify "how
progress towards these goals will be achieved, monitored or assured”.

« Risk and financial impacts. Amongits main findings, the FRC observes that
investors are not yet receiving the information they need to make informed
decisions. One important observation is that, even where climate-related
financial risks and opportunities are identified in companies’ reports, the financial
implications of climate change in their financial statements are often unclear.

The FRC's thematic review confirms that the audit profession is also developing its
approach in relation to consideration of climate-related reporting. The FRC concludes
that "auditors need to improve their consideration of climate-related risks when
planning and executing their audits”. As part of this, the FRC encourages auditors to
do more to challenge reporting companies' assessments of the financial impacts of
climate change.

To encourage continued progress towards more comprehensive, consistent and
comparable reports, the FRC encourages UK public interest entities to report against
the TCFD's recommended disclosures and to use the metrics developed by the
Sustainability Accounting Standards Board (SASB) relevant to their sector.

A UK Roadmap towards mandatory TCFD-aligned disclosures

Inthe 2019 Green Finance Strategy, the government set the expectation that

alllisted issuers and large asset owners would disclose in line with the TCFD's
recommendations by 2022. The Treasury subsequently established a taskforce
comprising relevant government departments and financial regulators to consider how
this expectation could be met.

We noted in CP 20/3 that we were working closely with this taskforce to ensure that
any FCA proposals on the adoption of the TCFD's recommendations are coordinated
with other implementation measures across the UK economy.

In November 2020, the UK Chancellor of the Exchequer announced the UK's intention
to move towards mandatory TCFD-aligned disclosures across the UK economy by
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https://www.frc.org.uk/investors/climate-thematic-review-2020
https://www.frc.org.uk/news/november-2020/frc-nfr-statement?viewmode=0
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2025, with most measures to be in place by 2023. The Chancellor's announcement
was accompanied by a TCFD Roadmap, developed by the taskforce, setting out the
(indicative) measures that UK financial regulators and government departments
propose to introduce to achieve that goal.

Alongside the measures included in this PS, and our planned next steps, the Roadmap
sets out measures already taken or planned by the Bank of England (via the Prudential
Regulation Authority (PRA)), the Department for Work and Pensions (DWP) and the
Department for Business, Energy and Industrial Strategy (BEIS):

e Banks, building societies and insurance companies are subject to a Supervisory
Statement on climate-related financial risks, published last year by the PRA. The
PRA provided further guidance in a Dear CEQO Letter, issuedin July 2020. The PRA
will assess the need for further measures in 2022.

«  DWPis pursuing an amendment to the Pension Schemes Bill that will give it the
power to require climate-related disclosures by Occupational Pension Schemes.
DWP issued a consultation in August, proposing a phased implementation of
mandatory obligations, beginning with the largest schemes, from 2022.

e BEISplansto consult earlyin 2021 on TCFD-aligned disclosure obligations in
the Companies Act 2006 for certain UK-registered companies. This may include
some commercial companies with a UK premium or standard listing. Subject to
consultation feedback, BEIS aims to finalise its rules in 2021, bringing them into
force from during 2022. We will continue to engage with BEIS and the FRC as BEIS
develops its rules to ensure that our respective requirements and monitoring and
enforcement capabilities operate in a coherent and complementary way.

Climate Financial Risk Forum

Along with the PRA, we established the Climate Financial Risk Forum (the Forum) in
early 2019. The Forum has brought together expertise from across the financial sector
to advance thinking on how industry participants can better manage the risks posed by
climate change and support the transition to a net zero carbon economy.

In June 2020, the Forum published an industry guide, covering disclosures, innovation,
risk management and scenario analysis. Grounded in the form and structure

of the TCFD's recommendations, this 'by industry, for industry’ guide sets out
recommendations and examples of good practice in each area. While primarily focused
on financial companies, the insights from the Forum's work can also help inform non-
financial companies.

Progress towards a common international standard for
sustainability reporting

The TCFD's recommendations are not a corporate reporting standard. They promote
transparency, but they also aim to drive organisational change to better manage
climate-related financial risks and opportunities.

To deliver the consistency and comparability of corporate reporting that the market
needs, it will be important to build on, and complement, the TCFD's recommendations
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/933783/FINAL_TCFD_ROADMAP.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319.pdf?la=en&hash=7BA9824BAC5FB313F42C00889D4E3A6104881C44
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319.pdf?la=en&hash=7BA9824BAC5FB313F42C00889D4E3A6104881C44
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2020/managing-the-financial-risks-from-climate-change.pdf?la=en&hash=A6B4DD1BE45B2762900F54B2F5BF2F99FA448424
https://www.gov.uk/government/consultations/taking-action-on-climate-risk-improving-governance-and-reporting-by-occupational-pension-schemes
https://www.fca.org.uk/transparency/climate-financial-risk-forum
https://www.fca.org.uk/transparency/climate-financial-risk-forum
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by introducing a reporting standard. In a global financial market, we think this should be
a common international standard.

2.19 In recent months, there has been important progress towards a common international
standard. Animportant milestone was the publication of a consultation paper by
the Trustees of the International Financial Reporting Standards (IFRS) Foundation in
September 2020. This consultation paper seeks feedback on a proposal to establish a
Sustainability Standards Board to sit alongside the International Accounting Standards
Board.

2.20 We published our response to the Trustees' consultation in November, indicating
our strong support for this proposal. We think that the IFRS Foundation is a natural
candidate to take on a standard-setting role here, given its widespread market
acceptance and public accountability.

2.21 We see considerable benefit in integrating standard-setting for financial and non-
financial reporting under a common architecture. This would help to address the
concern that there is often a disconnect between companies' narrative reporting
on climate-related matters and quantified climate-related impacts in the financial
statements.

2.22 Along with colleagues at the International Organization of Securities Commissions
(I0SCO), we have been engaging actively with both the IFRS Foundation's proposals
and other promising industry initiatives in this area. These include the harmonisation
work of an alliance of leading voluntary sustainability standard-setting organisations.

2.23 To date, these initiatives have been progressing in parallel. We aim to play our part,

including through IOSCO, to bring these initiatives together and drive them forward in
a way that will best meet the needs of capital markets, and serve the public interest.

Net zero commitments by companies

2.24 Looking beyond disclosure frameworks and standards, companies are increasingly
making commitments towards net zero in their long-term business plans to ensure
that real action is taken. We have seen an increasing number of companies, across
different sectors, make net zero carbon emissions commitments. These are long-
term commitments that require significant strategic and organisational change.

2.25 The leading companies are supporting these commitments with detailed transition
plans that set out actions and targets.

2.26 We understand the challenges companies face in disclosing a strategy spanning over
avery long-time horizon. To support companies there are various industry initiatives
underway, including the Science Based Targets initiative (SBTi) which has over 1,000
companies worldwide taking action. For financial sector companies, UK Finance
released a white paper in November 2020, establishing a principles-based framework
for sustainable finance commitments.
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https://cdn.ifrs.org/-/media/project/sustainability-reporting/consultation-paper-on-sustainability-reporting.pdf?la=en
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3  Summarising feedback and our final
approach for commercial companies
with a UK premium listing

3.1 In this section, we summarise the feedback we received on our proposed new Listing
Rule to improve climate-related disclosures by certain listed companies, and related
guidance. We also outline our response and approach to the final rule and guidance.

Feedback to our proposals

3.2 In CP 20/3, we proposed a new rule in LR 9.8 requiring that commercial companies with
a UK premium listing (including sovereign-controlled commercial companies) include a
statement in their annual financial report. We proposed that the statement set out:

a. whether they have made disclosures consistent with the TCFD's recommendations
and recommended disclosures in their annual financial report
b. where they have:

i. notmade disclosures consistent with some or all of the TCFD's
recommendations and/or recommended disclosures, or

ii. included some or all of their disclosures in a document other than their annual
financial report

an explanation of why

c. wherein their annual financial report (or other relevant document) the various
disclosures can be found.

3.3 We received 66 responses:

o 28from listed companies and their advisors/service providers
e 23 frominvestors and asset owners
e 15fromnon-governmental organisations, civil society stakeholders and others.

Alist of non-confidential respondents is available in Annex 1. We also engaged
extensively with stakeholders during the consultation period including via a series of
roundtables during the summer. We thank respondents for their engagement.

3.4 The feedback we received is summarised under the following themes:

e Scope (Q1-3)

«  Design of our proposed new rule (Q4-10)

o Location of disclosures and statement of compliance (Q11-12)
e Third-party assurance (Q13)

e The duties of sponsors (Q14)

e Application of established concepts and principles (Q15)

« Managing challenges, risks and unintended consequences (Q16)
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e Timing of implementation (Q17)
o Costbenefit analysis (Q18)

3.5 Feedback on Q19, which relates to the draft Technical Note includedin CP 20/3 is
presented in Chapter 4.

3.6 A full list of the questions we asked is set out Annex 1 in CP 20/3.

Scope

Companies with a UK premium listing

3.7 In CP 20/3, we proposed that the new rule would apply to commercial companies with a
UK premium listing, including sovereign-controlled commercial companies (companies
subjectto LR chapters 9 and 21).

3.8 We noted that companies' capabillities are still developing in some areas and we
did not want to set binding requirements that may not yet be fully achievable. We
therefore concluded that restricting the scope of our proposed rule to premium listed
commercial companies was appropriate, at least initially.

3.9 We considered that the proposed initial scope was consistent with the high standards
that companies with a UK premium listing are expected to meet, and the overall
outcome that we aim to achieve in the premium listing regime.

3.10 We signalled (in CP 20/3, paragraph 4.10) that, as capabilities evolved, we would consider
expanding the scope to other listed companies, including standard listed issuers.

3.11 We asked:

Q1: Do you agree that our new rule should apply only to
commercial companies with a premium listing, at least
initially? If not, what alternative scope would you consider
to be appropriate, and why?

Q2: Do you agree that sovereign-controlled commercial
companies with a premium listing should also be in scope? If
not, why should these companies not be included?

3.12 55 respondents answered Q1. Most supported our proposal to apply the rule only
to commercial companies with a UK premium listing, at least initially, including the
majority of companies and their advisors/service providers.

3.13 Those supporting our proposal agreed that practices were still evolving. However, the
majority expected us to extend the scope to other listed companies in due course.
Many respondents asked that we set out a clear timeline for our next steps.

3.14 Some noted that smaller listed companies, in particular, would need more time to
build the relevant capabilities. And referencing challenges arising from Covid-19, some
respondents favoured restricting the initial scope further to only the largest premium
listedissuers.
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3.15

3.16

3.17

3.18

However, 20 respondents, mostly representing investors or civil society stakeholders,
encouraged us to bring all listed issuers into scope immediately. This reflected a
common view that climate change impacts all companies, is a material concern for
many, and that the urgency of the climate challenge requires faster and wider action.

Some also emphasised the need for a level playing field, calling for other publicly traded
companies (eg, those traded on the Alternative Investment Market (AIM)) and private
companies also to be subject to TCFD-aligned disclosure rules in due course.

Several respondents stressed that, while commercial companies with a UK premium
listing account for around two thirds of market capitalisation on the Main Market, the
remaining third is a more diverse group of companies. They argued that an expanded
scope would bring much-needed transparency to these companies.

46 respondents answered Q2. Those who responded were unanimous that sovereign-
controlled commercial companies should be brought within the scope of our proposed
rule. Respondents saw no grounds to exclude these companies, noting that the scope
of the rule should not be determined by anissuer's corporate structure, ownership or
domicile.

Our response

Having considered the feedback received, we have decided to finalise
the scope of our rule as originally proposed in CP 20/3 to apply to
commercial companies with a UK premium listing, including sovereign-
controlled commercial companies. We think this is a proportionate
approach at the current time.

However, we agree with those respondents that emphasise the importance
of promoting transparency across the wider listed issuer community.

We also note that, even since we published CP 20/3 in March this year,
capabilities have continued to build across the issuer community and more
guidance and service-provider supportis available to companies.

We are therefore proposing to consult on extending the application of
our rule to a wider scope of listed issuers in the first half of 2021. Our
proposalis likely to include all issuers of standard listed shares (excluding
listed funds).

This forms part of the coordinated strategy to implement TCFD-aligned
disclosures across the UK economy, as set out in the Roadmap published
in November (see Chapter 2).

As part of this strategy, BEIS also plans to consult early in 2021 on
proposed disclosure obligations in the Companies Act 2006 for certain UK-
registered companies. This may include some commercial companies with
a UK premium or standard listing. We will continue to coordinate closely
with BEIS as we develop our proposals to ensure that the combination of
measures works in a clear, complementary and coherent way.
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Asset managers with a premium listing

3.19 In CP 20/3, we noted the TCFD's observation that where an asset manager is a public
company, it has 2 distinct audiences for its climate-related financial disclosures.
These are its shareholders and its clients. Since the main source of an asset
manager's exposure to climate-related risks and opportunities lies in its assets under
management, the TCFD emphasises the information needs of these clients.

3.20 Accordingly, in CP 20/3, we noted that, initially, we expect in-scope asset managers
and insurance companies with asset management businesses to prepare shareholder-
focused disclosures in their capacity as listed companies.

3.21 In the meantime, we said we would continue to develop our policy in relation to
client-focused climate-related disclosures by these firms, coordinating with the
cross-government/cross-regulator taskforce on TCFD implementation.

3.22 We asked:
Q3: Do you agree with our approach?

3.23 The vast majority of the 44 respondents who answered this question supported
the proposed approach. The approach would require asset managers and insurance
companies with asset management businesses to disclose in their capacity as listed
companies for now, pending future implementation of proposals for disclosures
targeted at clients.

3.24 Respondents generally agreed that there was a strong case to develop client-
focused disclosure rules for asset managers, life insurers and FCA regulated pension
schemes. They also generally saw a need for us to consult on these relatively quickly.
Several respondents emphasised the importance of good information flow along the
investment chain, with some referencing recent proposals from DWP.

3.25 1 civil society respondent cited evidence from a survey that too few asset managers
are making voluntary TCFD-aligned disclosures. Another cited recent analysis revealing
a significant increase in TCFD-aligned disclosures by UK asset owners and asset
managers over the past year, but with considerable scope for further improvement.

3.26 Some respondents suggested that product or portfolio-level disclosures were likely
to be of more interest to clients than enterprise-level disclosures. At the same time,
they noted the interaction with forthcoming EU disclosure regulations under the
Sustainable Finance Action Plan.

3.27 We were encouraged by many stakeholders to clarify our policy position and next steps
as soon as possible.

Our response

Given the high-level of support, we will proceed as proposed in CP 20/3.

However, we again acknowledge stakeholders' strong calls for further
clarity on our next steps. In this regard, we again note our recent
commitment in the Roadmap towards mandatory TCFD-aligned
disclosures (see Chapter 2) to consultin the first half of 2021 on
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potential TCFD-aligned disclosures for UK-authorised asset managers,
life insurers and FCA regulated pension providers to enhance disclosures
to clients and end investors.

It is anticipated that our proposals will include disclosure of strategy,
policies and processes at the enterprise level, complemented by more
targeted disclosures at the fund or portfolio level. The scope of funds
or portfolios that may be captured under these proposals has yet to be
determined.

As noted by some respondents, given the global nature of the
industry, there will be interactions with related international initiatives,
including those that derive from the EU's Sustainable Finance Action
Plan. We recognise the benefits of ensuring our proposals are
consistent with and complementary to these initiatives.

Design of our proposed new rule

Consistency with global standards

3.28 We asked a number of questions regarding the design of our new Listing Rule, with a
particular focus on our proposal explicitly to reference the TCFD's 4 recommendations
and 11 supporting recommended disclosures.

Q4: Do you agree that our rule should reference the 4
recommendations and 11 supporting recommended
disclosures included in the TCFD’s June 2017 final report? If
not, what alternative approach would you prefer, and why?

Qs5: Do you agree that we should make explicit reference in
Handbook guidance to the TCFD's “guidance for all sectors”
as well as the “supplemental guidance for the financial
sector” and the “supplemental guidance for non-financial
groups” accompanying each recommended disclosure? If
not, what alternative approach would you prefer, and why?

Qeé: Do you agree that we should include additional guidance
which references the wider set of materials that have been
published both within and alongside the TCFD's final report,
as useful sources of guidance and interpretation when
complying with our proposed rule?

3.29 These questions were each answered by more than 40 respondents. There was almost
unanimous agreement with our proposals.

3.30 Respondents agreed that our rule should directly reference the 4 recommendations
and 11 recommended disclosures included in the TCFD's final report, and that we
should explicitly reference the TCFD's "guidance for all sectors” and the "supplemental”
sector-level guidance in our Handbook guidance. They acknowledged that the TCFD's
recommendations are the most internationally accepted and most widely adopted
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framework for climate-related financial disclosures, with buy-in from both the investor
and issuer communities.

3.31 Stakeholders considered that referencing the recommendations directly would
promote both transparency and consistency. Particularly given the high, and growing,
familiarity with the TCFD's recommendations, any deviation would create unnecessary
fragmentation and generate additional costs for both preparers and users.

3.32 Allbut 2 respondents saw the inclusion of an explicit Handbook reference to the
TCFD's guidance as a means of promoting greater consistency. Stakeholders observed
that the more sector-specific the guidance, the better the disclosures. They therefore
welcomed the explicit reference to the TCFD's sector-level supplemental guidance.

3.33 There was some confusion as to what we intended by the distinction in our rules
between those guidance materials to which companies should ‘have regard’, and those
which are relevant’. This point was also mentioned in wider stakeholder engagement.

3.34 Some respondents also suggested that we should reference third-party guidance,
including the content of the TCFD's Knowledge Hub and the guidance developed by
the Climate Financial Risk Forum. Others cautioned against referencing wider guidance
that may not be fully consistent with the TCFD's own guidance.

3.35 Stakeholders also emphasised that this is an evolving space. They considered that
our regulatory framework should therefore be designed to be dynamic, so as to keep
pace with best practice and climate science. We were encouraged to ensure that the
rule and Handbook guidance is capable of being updated on an ongoing basis. As part
of this, we were asked to ensure that our rule is framed in such a way as to pave the
way for a future international reporting standard for climate-related and sustainability
matters. This would argue against too prescriptive an approach.

3.36 That said, some respondents sought further guidance on how companies might
demonstrate that their disclosures are consistent with the TCFD's recommendations
and recommended disclosures. They also asked for guidance on our expectations
regarding the scope and detail of companies’ disclosures. Concerns were raised that
the TCFD's recommendations and associated guidance remain open to interpretation,
leading to inconsistent and non-comparable disclosures.

3.37 We were also encouraged to add to the TCFD's framework in some areas, including by
requiring companies to adopt a strategy aligned with the Paris Climate Agreement and
to articulate a credible transition plan that includes forward-looking emissions targets.

Ourresponse:

Given the strong support for our proposed approach, our final rule
explicitly references the 4 recommendations and 11 recommended
disclosures included in the TCFD's final report, as originally proposed.
Also, as proposed, our Handbook guidance further references the
TCFD's own guidance materials.

In order to clarify the intention of the proposed 'have regard’ provision
in our Handbook guidance, we have amended our Handbook guidance.

In particular, we clarify that we expect a listed company's determination
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of whether its climate-related financial disclosures are consistent with
the TCFD's recommendations and recommended disclosures to be
informed by a detailed assessment of those disclosures which takes into
account the TCFD guidance materials referencedin LR 9.8.6B G.

We also note the feedback requesting clarity on our expectations
regarding the scope and detail of companies' disclosures. In response,
we have provided some limited high-level guidance, based in part on
Principle 1 of the TCFD's Fundamental Principles for Effective Disclosure.
Our guidance clarifies that in determining whether its climate-related
financial disclosures are consistent with the TCFD's recommendations
and recommended disclosures, a listed company should consider
whether those disclosures provide sufficient detail to enable users to
assess its exposure and approach to addressing climate-related issues.

In particular, our guidance encourages listed companies to assess the
appropriate level of detail to be included in their climate-related financial
disclosures. They should take into account factors such as the level

of their exposure to climate-related risks and opportunities, and the
scope and objectives of their climate-related strategy. We note that
these factors may relate to the nature, size and complexity of the listed
company's business.

We recognise that TCFD-aligned disclosures may not deliver the
consistency and comparability that many users demand. However, we
do notintend to add more prescriptive requirements or guidance at this
stage. Instead, we will continue to work with the government and other
UK regulators, international partners, the IFRS Foundation and industry
to drive progress towards an international reporting standard.

We are aware that there is a growing volume of guidance and tools that
can support organisations in making TCFD-aligned disclosures. We
encourage companies to consult a wider breadth of guidance materials
where relevant, including those produced by the Climate Financial Risk
Forum. However, we agree with those respondents who cautioned
against referencing explicitly materials that have not been quality-
assured under the TCFD's processes and designed to ensure coherence
with the TCFD's final report.

In this regard, we note the 2 new guidance documents published by

the TCFD in October 2020: Guidance on Risk Management Integration
and Disclosure; and Guidance on Scenario Analysis for Non-Financial
Companies. We are including references to these publications in our final
guidance in LR 9.8.6CG.

As the TCFD develops further guidance over time, we will consider how
best to reference this in our Handbook guidance. We expect to do this
through the use of our Quarterly Consultation Papers (QCP). We will only
look to reference additional guidance in our Handbook where we consider
that it will materially assistissuers in making disclosures consistent with
the TCFD's recommendations and recommended disclosures.

I
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Proportionality: ability to explain

3.38 In explaining the rationale for the proposed compliance basis in CP 20/3, we noted
specifically that "inputs for modelling may not be readily available and that some listed
companies' capabilities —at least in respect of certain recommended disclosures
—are still developing” (paragraph 4.31). At the same time, we wanted to set clear
expectations for companies to use best efforts in making TCFD-aligned disclosures.
We did, however, note that we would expect to consult in the future on strengthening
the compliance basis for the rule.

3.39 We asked:

Q7: Do you agree that we should introduce the new rule on a
‘comply or explain’ basis? If not, what alternative approach
would you prefer, and why?

3.40 We received 54 responses. There was a good level of support among respondents
forintroducing the rule on 'comply or explain’ basis. 35 respondents, including most
of those representing listed companies or their service providers, agreed with this
approach. Many of these agreed that some flexibility in the compliance basis was
important as companies continued to build their capabilities in this area, especially
given the proposed 1 January 2021 effective date for the new rule.

3.41 Some investors also supported this approach. A global association of investment
professionals surveyed more than 300 of its members, finding that 83% were
supportive of a ‘comply or explain’ approach.

3.42 Consistent with CP 20/3, many respondents agreed that the flexibility of ‘comply
or explain' was likely to be particularly important in the case of the recommended
disclosures related to scenario analysis and metrics and targets. Access to data,
modelling and analytical capabilities were cited by many as particular challenges.

3.43 A majority of those that supported ‘comply or explain’ saw it as an interim step towards
mandatory obligations in due course. We were encouraged to clarify the timeline
towards mandatory obligations and take the next step relatively quickly.

3.44 19 respondents, primarily representing investors or civil society, encouraged us to
adopt a mandatory compliance basis immediately. Several respondents argued that
the direction of travel on TCFD implementation had already been well telegraphed, so
in-scope listed companies had already had sufficient time to prepare. Furthermore,
given the principles-based nature of the TCFD's recommendations, it should be
feasible to meet a mandatory obligation, while continuing to refine and evolve
disclosures over time.

3.45 Some respondents argued that the majority of commercial companies with a UK premium
listing should already have the capabilities to meet a mandatory obligation. A respondent
that provides a disclosure platform provided some statistical evidence. In 2019, 238 UK-
headquartered companies had provided TCFD-aligned information to this platform.
Almost three quarters of these had disclosed in accordance with 9 of the TCFD's 11
recommended disclosures; around a quarter had disclosed in accordance with all 11.

3.46 However, other evidence suggests that capabilities are still building. A Willis Towers
Watson survey found that companies are generally not well prepared. 70% of surveyed

companies had yet to begin developing TCFD-aligned disclosures. And 63% were still
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3.47

3.48

in the exploratory phase of considering how climate-related risks and opportunities
would impact business strategy and financial planning.

We were encouraged to make some adaptations to the rule to make the compliance
basis more useful in supporting market discipline. It was suggested that, where a
company had not made disclosures consistent with the TCFD's recommendations, we
should require that they set out the steps they are takingin order to do so in future.

We also note feedback from some respondents seeking clarification that our rule

allows for disclosures to be made in respect of some recommended disclosures, while
providing a reasoned explanation for non-disclosure of others.

Our response

Having considered the feedback received, we have decided to finalise our
rule on a ‘comply or explain’ basis as originally proposed in CP 20/3.

Balancing the views of respondents, we think this is a proportionate
approach at the current time. We note evidence that many issuers are
still building their capabilities and therefore some compliance flexibility
will be important initially.

That said, we recognise the importance of showing leadership and
increasing the urgency in capacity-building across companies. And we
note evidence both that companies’ capabilities have continued to build
since we published our proposals, and that more guidance and support
are available to preparers.

As set out in the Roadmap, we will consider consulting on proposals to
strengthen the compliance basis for our rule in the first half of 2021,
alongside our consultation on extending the rule to a wider scope of
listed companies.

We also agree with stakeholder feedback that the compliance statement
will be more meaningful, and market discipline more effective, if

listed companies are transparent regarding their plans for future
enhancements to their climate-related financial disclosures.

We have therefore amended our proposed rule. In particular, a listed
company which has not included climate-related financial disclosures
consistent with some or all of the TCFD's recommendations and
recommended disclosures will be required to set out in its statement
any steps itis taking or plans to take in order to be able to make such
disclosures in the future, and the timeframe within which it expects to
be able to make those disclosures.

I
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Materiality assessment for governance and risk management
disclosures
3.49 We also asked:

Q8: Do you agree that the recommended disclosures under the
“governance” and “risk management” recommendations
should not be subject to a materiality assessment? If not,
what alternative approach would you prefer, and why?

Qo: Do you agree that issuers should ordinarily be able to make
the recommended disclosures under the “governance” and
“risk management” recommendations?

Q10: Do you agree that no explicit guidance is needed to clarify
that it would be acceptable for an issuer to explain non-
disclosure of these recommended disclosures only on an
exceptional basis?

3.50 40 of the 42 respondents who answered Q8 agreed that governance and risk
management disclosures should be reported irrespective of the outcome of a
materiality assessment. Many respondents, of all stakeholder types, considered
that these disclosures would provide an important insight into how companies were
embedding consideration of these matters into their organisational processes.

3.51 Stakeholders also considered that it was clear from the TCFD's Final Report that these
matters should be disclosed irrespective of an assessment of materiality. They noted
that, evenif climate-related financial risks and opportunities turned out not to be
material, all companies should have the necessary governance and risk management
arrangements in place to be able to make such a determination.

3.52 37 of the 38 respondents to Q9 considered that issuers should ordinarily be capable
of providing disclosures consistent with the TCFD's recommendations on governance
and risk management. Hence, for these recommendations, issuers should ordinarily
not need the flexibility to explain non-disclosure.

3.53 1 respondent observed that of the UK-headquartered companies submitting data
toits platform, more than 90% had provided disclosures consistent with the TCFD's
governance and risk management recommendations in 2019. A trade association
representing the asset managementindustry further observed that, among the FTSE
100 companies holding an AGM in the year to 30 September 2020, 69% had described
their governance of climate-related risks and opportunities. 70% had described actual
or potential climate impacts on their businesses and how these were being assessed
and managed.

3.54 More generally, stakeholders considered that the majority of in-scope companies
should be capable of making all of the more qualitative disclosures recommended
by the TCFD without undue difficulty. These respondents agreed with our view that
the main challenges arise in respect of those disclosures that rely on access to data
and investment in modelling or analytical capabilities. Most notably, those related to
scenario analysis, metrics and targets.

3.55 However, we were encouraged by almost half of the respondents to Q10 to develop
explicit guidance to clarify our expectations.

22



<o

PS20/17

Search Q °<:, ‘'

Financial Conduct Authority

Chapter 3 Proposals to enhance climate-related disclosures by listed issuers and clarification of existing disclosure obligations

Our response

We note that the majority of respondents agreed that disclosures
consistent with the TCFD's governance and risk management
recommendations should be made irrespective of a materiality
assessment. Thisis clear inthe TCFD's Final Report (p17).

We also note that the majority of respondents agreed with our
view that all in-scope listed companies should ordinarily be able to
make disclosures consistent with the TCFD's recommendations on
governance and risk management.

As requested by many respondents, we are providing additional
Handbook guidance to clarify this. This guidance:

o Clarifies that we ordinarily expect in-scope companies to be able to
make climate-related financial disclosures consistent with the TCFD's
recommendations and recommended disclosures, except where they
face transitional challenges in obtaining relevant data or embedding
relevant modelling or analytical capabilities

e Sets aclear expectation that, in particular, in-scope companies
should ordinarily be able to make disclosures consistent with the
recommendations (and recommended disclosures) on governance
and risk management. In-scope companies should also ordinarily be
able to make disclosures consistent with recommended disclosures
(a) and (b) under the TCFD's recommendation on strategy, to the
extent that they do not face the transitional challenges referred to
above in relation to such disclosures

Consistent with the TCFD's final report, in-scope companies should
consider whether disclosures under the strategy and metrics and
targets recommendation meet the materiality threshold.

We also encourage companies, even prior to overcoming any data,
modelling or analytical challenges, to make all TCFD-aligned disclosures
as far as they are able. We note that this would be consistent with the
‘as far as able’ approach that DWP has proposed in its implementation
of TCFD-aligned disclosures for occupational pension schemes (see
paragraph 2.14).

Finally, noting that there was some confusion for some respondents,
we clarify that our rule allows for a statement of compliance which
confirms that disclosures have been made consistent with some
recommended disclosures, while providing an explanation for non-
disclosure in relation to others.

I
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Location of disclosures and statement of compliance

3.56 Proposals in CP 20/3 sought to reflect the approach in the TCFD's Final Report as
closely as possible. This is why our proposed rule encouraged preparers to make
TCFD-aligned disclosures in their annual financial report, and required that issuers'
statement of compliance also be included in their annual financial report.

3.57 We also proposed that listed companies be required to include within their statement
of compliance a description of where in their annual financial report (or other relevant
document) their TCFD-aligned disclosures may be found.

3.58 We asked:

Q11: Do you agree that the statement of compliance and the
proposed disclosures should be made within an issuer’s
annual financial report? If not, what alternative approach
would you prefer and why?

Q12: Do you agree that an issuer should be required to include
within the statement of compliance a description of where
in its annual financial report (or other relevant document)
its TCFD-aligned disclosures can be found? If not, what
alternative approach would you prefer and why?

3.59 The majority of those who answered these questions agreed with our proposals.
Several respondents remarked that this approach would help to ensure that climate-
related financial disclosures were subject to similar governance and assurance
processes to those for other narrative disclosures. They said that locating these
disclosures in separate reports could undermine the quality of disclosures.

3.60 Others commented that it was important that key elements of the disclosures were
made in the Strategic Report, with material financial impacts then reflected in the
financial statements. They considered that this approach might also help to ensure
timely disclosure of wider sustainability information, noting that this information was
currently often published separately and with a significant time lag after the annual
financial report.

3.61 However, some suggested that preparers would benefit from the flexibility to cross-
refer to other publications as necessary to provide additional information on climate-
related risks and opportunities, as long as the core information was contained in the
annual financial report (i.e. a 'core and more' approach).

3.62 Another respondent urged us to take the opportunity to encourage companies to
ensure coherence between TCFD-aligned climate-related financial disclosures in
the 'front half’ of their annual financial reports, and their wider reporting of financial
information in the 'back half’ of those reports. This would capitalise on the benefits of
integrating TCFD-aligned disclosures within companies’ annual financial reports.

Our response

In light of the strong support for our approach, we are proceeding as
originally proposed in CP 20/3. This means in-scope listed companies
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3.63

3.64

3.65

3.66

3.67

will be required to include their statement of compliance in their annual
financial report.

Furthermore, where a listed company within the scope of the rule has
included some or all of its TCFD-aligned disclosures in a document other
thanits annual financial report, it must explain why.

We see a strong case to afford the production of climate-related
financial disclosures the same level of rigour and governance that is
observed today in financial reporting. While this should also be the
same for assurance of the disclosures, we acknowledge that this area
is still developing and will in part be aided by the development of an
internationally agreed standard. We also agree with those who consider
that such assurance should also help to promote climate-related
disclosures in companies’ annual financial reports that are consistent
with the financial statements in those reports.

Our approach does not preclude preparers' including more detailed
supplemental climate-related information in separate reports which
may be more tailored to the specific stakeholders they aim to reach.

Third-party assurance

In CP 20/3, we proposed not to require third-party verification or assurance for
climate-related disclosures at this stage. We noted that it would be premature given
that reporting practices are still evolving. We also acknowledged ongoing reviews of
the role of audit.

We asked:

Q13: Do you agree that the FCA should not require third-party
assurance of issuers’ climate-related disclosures at this
time? More generally, we welcome views on the role of
assurance for climate-related disclosures.

The majority of respondents (39 out of 45) agreed with our approach. Many remarked
that third-party assurance would increase the effectiveness and improve the

guality of disclosures. However, most took the view that it was too early to introduce
requirements at this stage. Some also noted the cost this could impose onissuers.

Those who agreed with our position commented that insisting on external assurance
now might lead issuers to focus disproportionately on 'disclosing’, rather than 'doing’.
They considered that the immediate focus for issuers should be on integrating climate
risk considerations in their strategies and developing the right control systems. There
was also support for our view that, even if not required, preparers may nevertheless
wish to engage auditors, including for quality-assurance or risk management purposes.

Other comments included agreement that any requirements for third-party assurance
should be phased in over a period of time to avoid discouraging issuers from providing
more than minimal disclosures. There were also comments about the importance of
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determining which climate-related disclosures and metrics are and are not suitable
for formal assurance. They also referenced the ongoing industry dialogue on which
materiality lens to apply for climate-related disclosures; ie., ‘financial’ or ‘double’
materiality.

Some commented that there should be a wider debate around assurance of the
narrative reporting sections of annual financial reports. Given the principles-based
nature of the TCFD's recommendations, some respondents considered that future
assurance reguirements should not be introduced until climate-related (and wider
sustainability) reporting standards had emerged. Only then would climate-related
disclosures be capable of being assured.

Some of those who did not agree with our position said that external audit or
assurance would likely promote higher levels of due diligence and also encourage
auditors to build capabilities in this area. 1 such respondent suggested that we could
consider scaling audit and assurance requirements, depending on company size and
resources. Another argued that baseline assurance standards should be introduced
from the outset and we should publish proposals for how and when we plan to
incorporate more comprehensive third-party assurance.

Our response

Given the support for our proposal, we will not require third-party
assurance of in-scope listed companies' TCFD-aligned climate-related
disclosures at this stage.

We considered introducing a requirement for third-party assurance in
relation to the compliance statement, but we are not convinced that this
would add enough value to justify the cost toissuers.

However, we see significant value in third-party assurance of listed
companies' TCFD-aligned disclosures in the longer term. We will work
with BEIS, other government departments and FRC to coordinate

an appropriate UK policy response in due course. In the meantime,
issuers may choose to obtain third-party verification or assurance on a
voluntary basis.

We will also keep our position under review as an international
corporate reporting standard for sustainability emerges.

The duties of sponsors

We sought feedback on the impact of the proposed new Listing Rule on the role of
sponsors who are required to advise premium listed companies in respect of various
requirements that are placed on them. We asked:

Q14: Do you have any feedback on the interactions between our
proposed rule and the role of sponsors in assisting premium
listedissuers?
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Most responses observed that sponsors may not currently have the specialised skillset
and experience to verify whether the issuer's procedures would be adequate to enable
the issuer to comply with the requirements of the new Listing Rule.

Respondents told us that sponsors would likely look to subject-matter experts,
including auditors, reporting accountants and other experts to perform work and
provide assurances to them. There is precedent for this approach, with sponsors often
engaging third parties to help them with their due diligence to support declarations
under LR 8.4R. 1 respondent told us that the governance and risk management
elements of companies' TCFD-aligned disclosures could be seen as being part of
companies' financial position and prospects procedures.

A number of respondents suggested that we should provide guidance to sponsors on
how they should approach their work in this area, noting that this is a new and evolving
subject with limited precedent for sponsors to draw upon.

There was a general view that sponsors have an important role to play in providing
comfort around anissuer's ability to comply with the new listing rule requirements.
Sponsors should therefore be properly equipped with knowledge and experience to
allow them to perform their work. This was especially so given the complexity and
diversity of disclosures for issuers operating across different sectors.

Our response

As set out in CP 20/3, existing disclosure requirements relating to
climate change and other ESG factors may require issuers to have in
place procedures to make such disclosures. Where this is the case,
sponsors will be required to perform due diligence on these procedures
under certain sponsor services.

As part of the work required by LR 8.2 and LR 8.4, a sponsor will need
to consider whether companies have established procedures to enable
them to comply with the new LR. We acknowledge that sponsors may
need to enhance their knowledge and experience of climate-related
financial disclosures to enable them to perform their role alongside the
work they carry out with respect to the company's other continuing
obligations.

We note that it is already commmon for a sponsor to engage third-party
experts to assist with their due diligence. In these cases, the sponsor
should appropriately use its own knowledge, judgement and expertise

to review and challenge the information provided by the third party.
Furthermore, a sponsor is required to come to a reasonable opinion,
after having made due and careful enquiry, that such procedures have
been established and a sponsor's role is not to guarantee the procedures
will be operated effectively by the issuer going forward.

We will consider whether we can provide further guidance on our
expectations of sponsors' work in this area to complement the
existing guidance set out in Technical Notes 708.3 and 719.1.
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Application of established concepts and principles

3.75 We solicited views from respondents on how our rule would interact with existing
legislation and other requirements. We asked:

Q15: Do you have any other feedback related to the interaction
between our proposed rule and existing legislative and
regulatory requirements and industry standards and
practice?

3.76 In total, we received 40 responses to this question, with a strong focus on the
interaction of our rule with the large number of other initiatives in this area.

3.77 Respondents highlighted interactions with a wide range of legislative and regulatory
requirements, as well as industry standards and practice, and ongoing climate-related
initiatives. They encouraged us to ensure that our implementation is coherent with,
and does not conflict with, other requirements, practices and initiatives.

3.78 Among the relevant initiatives referenced were:

e ongoing work on UK audit reform

e Streamlined Energy and Carbon Reporting (SECR)

o thelFRS Foundation's consultation on a Sustainability Standards Board
e the EU Sustainable Finance Action Plan

e the UN Sustainable Stock Exchanges initiative

e industry work on companies’ net zero commitments

3.79 A number of respondents highlighted the lack of a clear definition of ‘'materiality’
or materiality tests that issuers should use to assess what information they
disclose. Respondents said we should support the approach to materiality taken
by the International Accounting Standards Board (IASB) and the FRC. We were also
encouraged to consider referencing the IASB and FRC definition in the Technical Note.

3.80 Our oversight role was also mentioned. We were encouraged to clarify our approach to
supervising the new rule.

Our response

We are aware of the significant number of initiatives currently underway
in this space, as noted in Chapter 2. We are closely engaged with many
of these initiatives, and strongly support the need for global action and
increased harmonisation of standards.

We recognise the concerns raised around the challenges in making

a determination of ‘'materiality’ where this is relevant for the strategy

and metrics and targets recommendations. We acknowledged these
challenges in CP 20/3. We do not propose to issue guidance in this area,
but do agree with those respondents who cite IASB and FRC guidance as
important sources. For example, International Accounting Standard (IAS)
1 clarifies that "items are material if they could individually or collectively
influence the economic decisions that users make on the basis of
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financial statements.” An IASB article published in November 2019 also
aims to help companies in forming these materiality judgements.

We note the importance of our oversight of the new rule to the
outcomes we are trying to achieve. As noted in paragraph 1.19, we will
monitor issuers’ compliance with the new Listing Rule and the overall
development and quality of their disclosures, being mindful both of
these outcomes and of the novelty of the requirements for many
issuers. As the first disclosures under our rule will be made in 2022, we
willlook to engage with issuers and their advisors on our expectations
during 2021. We will also assess any concerns raised with us and work
collaboratively with other regulators.

Managing challenges, risks and unintended consequences

We sought feedback from stakeholders on how well our proposals address potential
challenges, risks and unintended consequences. We identified four specific categories
of interdependencies that we had considered in designing our proposed rule. These
were: informational, institutional, structural and legal and regulatory.

We asked:

Q1e6: Do you agree that our proposals adequately address the
challenges, risks and unintended consequences described
above? If not, what additional measures would you suggest?

We received 32 responses to this question, with the majority supportive that our
proposals address the challenges, risks and unintended consequences as set out
in paragraph 4.56 of CP 20/3. Many of those who disagreed repeated some of the
concerns raised in relation to other questions, including in relation to the scope and
compliance basis for our rule.

Those who agreed consider our approach pragmatic and proportionate. They saw
value in our setting an expectation that companies begin making comprehensive
climate-related disclosures, while affording them the flexibility to develop their
capabilities and refine their disclosures over time.

As noted in response to other questions, stakeholders encouraged us to set out a
clear timeline for the next steps in our implementation of TCFD-aligned rules. They
also called on us to minimise regulatory divergence and ensure that our rule would be
compatible with any future global standard. The UK's engagement in the Network for
Greening Financial Services (NGFS) and IOSCO were seen as positive for international
coordination. The work of the Climate Financial Risk Forum was also noted as being
important.

Monitoring and supervision of the new rule was seen as important if the rule was to
have the desired impact. There was a request for annual reviews to help identify 'good
practice’. It was also noted that a flexible approach to supervising against the new rule,
at least initially, would help to manage potential risks and unintended consequences.
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A number of respondents mentioned that if we were to proceed to a mandatory
compliance basis, we would need to consider the safe harbours for directors given
they have liability concerns with respect to public disclosures, in particular for forward-
looking statements. It was noted that s.463 of the Companies Act 2006 would need to
be examined carefully.

1 civil society respondent noted that while there are difficulties with climate-related
disclosures, these are not insurmountable. Legal liability around disclosure relating to
future risks and opportunities could be seen in a similar way to disclosures on business
planning and targets were currently. These are not a matter of fact or legally binding,
and investors would understand the forward-looking element of the disclosures.

Some respondents called for our rule or guidance to acknowledge that an increasing
number of companies are issuing 'net zero' commitments (see Chapter 2). We should
therefore require companies to disclose how their strategies are aligned with the goals
of the Paris Agreement.

Our response

The majority of respondents considered that the design of our proposed
rule adequately addresses potential challenges, risks and unintended
consequences. Subject to the limited changes to the rule and associated
guidance that we have identified elsewhere in this PS, we are therefore
proceeding as initially consulted on.

Some of the challenges that have been identified by respondents will be
addressed in our future implementation strategy (as set out in Chapter

5), and the various industry and international initiatives underway, many

of which we are actively engaged in.

We acknowledge the challenges of making forward-looking disclosures.
We will continue to monitor developments and, working with industry,
civil society, other regulators and government departments, take steps
to assist companies and provide additional guidance as appropriate.

We note the observation that an increasing number of companies
are making net zero commitments and setting themselves science-
based emissions-reduction targets. We will continue to engage with
stakeholders on this matter.

Timing of implementation

We asked:

Q17: Do you agree that our new rule should take effect for
accounting periods beginning on or after 1 January 2021?
If you consider that we should set a different timeframe,
please explain why.
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32 of the 38 respondents were supportive of our implementing the rule for accounting
periods beginning on or after 1 January 2021. Many noted that this was an ambitious
timeframe, but given the urgency of the climate crisis did not think we should delay the
implementation of our rule.

Investor demand for more complete and higher quality climate-related disclosures
fromissuers was mentioned as an important reason to implement the rule as soon as
possible. This would allow investors to use the relevant disclosures for their investment
processes. In 1 case, it was suggested that our rule should apply retrospectively, to apply
to reportsissuedin 2021, thereby covering accounting periods beginning in 2020.

The impact of coronavirus was mentioned by some respondents as a reason to
implement our rule as proposed, so as to support a green recovery. Others considered
it a reason to delay, given the challenges many companies are facing from the impact
of the pandemic.

Among those who favoured a delay to the implementation of the rule, one professional
services firm suggested that 60% of companies may not be ready to make TCFD-
aligned disclosures. However, other respondents noted that the principles-based
nature of the TCFD's recommendations and the ‘comply or explain’ basis would allow
companies to refine their disclosures over time.

Our response

We note the strong support for our proposal to bring the rule into effect
for accounting periods beginning on or after 1 January 2021. We are
therefore maintaining the implementation date as originally proposed.

We acknowledge that our extension of the consultation period to 1
October 2020 has meant that we are finalising our rule with only limited
lead time before it comes into effect.

We also recognise the challenges for many in-scope listed

companies arising from the coronavirus pandemic and the end of

the Implementation Period for EU withdrawal. However, we agree

with those respondents who observe that the nature of the TCFD's
recommendations and the compliance basis of our rule will afford
companies sufficient flexibility to refine their disclosures over time where
they face such challenges.

Delaying the effective start date of the rule to an accounting period
beginning laterin 2021 would result in our missing a significant
number of companies' accounting periods which begin on 1 January.
Accordingly, many reports would then not be available until 2023.
Allowing such a delay would not meet the urgency of the climate
challenge and the strong demand for enhanced climate-related
financial disclosures.
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Cost benefit analysis

We requested views from respondents on the cost benefit analysis (CBA) for our new
proposed rule. We asked:

Q1a8: Do you agree with the conclusion and analysis set out in our
cost benefit analysis (Annex 2)?

We received 22 responses on our cost benefit analysis. The majority were supportive
of our analysis, agreeing both with our approach and our conclusion that in the long
term the benefits would far outweigh the costs.

3 respondents disagreed with the conclusions of our CBA. One commented

that we may have underestimated the staff time required to prepare disclosures,
noting also that costs will vary by industry. 1 commented that some of the TCFD's
recommendations are already mandatory in UK law. The third commented that the
assessment of benefits should consider that many companies already disclose in line
with the TCFD's recommendations.

4 respondents commented that compliance costs would be likely to vary by issuer,
depending on factors such as size, sector and geography. A further 3 respondents
considered that we may have underestimated some of the costs of compliance,
including the incremental cost of sourcing data. However, we were not provided with
additional cost estimates to consider.

Other commentsincluded the observation that, in the short term, costs might be a
more important consideration due to the impact of coronavirus.

Our response

A majority of respondents that commented on the CBA did not raise any
concerns with our approach.

We agree with the observation that the costs of compliance are likely to
vary by sector and various other company characteristics. The approach
we had takenin the CBA was to calculate costs for a 'representative’issuer
(as set out in paragraph 46 of Annex 2 in CP 20/3). We acknowledged that
costs might be higher for some in-scope companies. However, they may
equally be lower for others, depending on the size, sector and complexity
of their business, including the characteristics of their fixed asset base,
their cross-border operations and their supply chain.

For the purposes of the CBA, we also assumed that all companies would
comply, rather than explain. We considered that this would provide a
conservative assessment of costs.

The CBA acknowledged that some of the TCFD's recommmendations

are already mandatory in UK law. This was reflected in our baseline
assumptions of current disclosure practices, underpinning our estimates
of both costs and benefits.
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Given the support for our CBA conclusions, and in the absence of
more granular cost data, we consider that our approach provides

an adequate and reasonable basis for our CBA and that our rule is
proportionate.
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4 Technical Note

4.1 We asked the following question to gather views from respondents on the Technical
Note that we consulted on alongside the proposed new rule. The Technical Note aims
to clarify existing disclosure obligations in our handbook and in legislation that may
already require disclosures on climate change and other ESG matters, under certain
circumstances.

Q19: Do you agree with the guidance provided in the draft
Technical Note set out in Appendix 2? Are there any
changes that you would suggest? If so, please describe.

4.2 We received a small number of comments on the Technical Note. These were generally
supportive, with several stakeholders welcoming the FCA's intention to set out where
issuers may already be required to disclose ESG matters in complying with the LRs,
DTRs, MAR and the PR.

4.3 The comments we received on the Technical Note touched on the following:

o Respondents requested that we include a discussion of how to determine the
materiality of the ESG information under the various rules and legislation covered
in the Technical Note. Some also requested examples of the types of ESG-related
'inside information' that should be announced as soon as possible under MAR.

o 1respondent recommended that further clarity should be provided as to the scope
ofissues involved in ESG matters. The same respondent also asked us to comment
on the link between the broader ESG scope of the guidance and the narrower
climate focus of the proposed rule.

o Afurther comment reflected that the Technical Note could usefully set out existing
requirements under the Companies Act and related Regulations, as well as links to
the FRC's guidance on the Strategic Report. Others highlighted the need to update
the Technical Note to reflect recent developments, including the new Listing Rule
introduced in this PS.

o 1respondent considered that the Technical Note would benefit from a more
expansive discussion of the different ESG considerations of investors in equity
securities and those in non-equity securities. While equity investors would be
focused onlong-term value creation for the company, non-equity investors would
be primarily focused on the credit of the issuer/guarantor.

Our response

We have considered the feedback to the consultation and will publish the
Technical Note largely as consulted upon.

We acknowledge the difficulty in defining the matters that are commonly
grouped under the acronym 'ESG'. However, since the acronym
encompasses a broad and dynamic set of topics, we do not consider

it appropriate for us, in the context of this Technical Note, to seek to
provide a fixed definition.
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We do not intend at this point to provide further examples on the type
of information that MAR requires be made public. The definition of
inside information has not changed. Furthermore, issuers are required
to consider whether a specific piece of information meets the definition
of inside information with reference to the facts of a particular case and
seek advice on this where appropriate.

The interpretation and guidance around existing requirements under
the Companies Act are outside the scope of our remit and the rules and
legislation covered by the Technical Note. We do not therefore consider
it appropriate to include them in this Technical Note.

We also note that it would be beyond the scope of this Technical Note to
include a wider discussion of the specific materiality tests and disclosure
triggers to be applied under the various rules and legislation.

We have considered the detailed drafting suggestions provided and have
made some amendments accordingly. We have added wording in the
Prospectus section to explain that the necessary information may vary
depending on the nature and circumstances of the issuer and the type
of securities.

Finally, we have included a reference to the new LR introduced in this PS.

I
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5 Next steps

Our new rule will apply for accounting periods beginning on or after 1 January 2021,
The first annual financial reports subject to our rule would then be published in early
2022. The final Technical Note applies with immediate effect.

Premium listed companies directly impacted by the new rule should familiarise themselves
with the details of the rule and associated guidance, and consider the arrangements they
needto putin place to ensure they can meet the requirements of the rule.

Relevantissuers should familiarise themselves with the content of the Technical Note

and consider where they may already be required to disclose information on climate-
related and other ESG matters under the relevant rules and legislative provisions.

Future work

As noted, thisis just the first step in our proposals to implement TCFD-aligned
disclosures in our Handbook. We plan toissue a follow-up consultation paperin the
first half of 2021 on proposals to extend the application of our rule to a wider scope of
listed issuers. We will also consider consulting on strengthening the compliance basis.

We are coordinating our continued work with other UK regulators and government
departments. As noted in Chapter 2, BEIS plans to consult early in 2021 on TCFD-
aligned disclosure obligations in the Companies Act 2006 for certain UK-registered
companies. This may include some commercial companies with a UK premium listing
or standard listing. We will continue to engage with this work to ensure that our
respective requirements and monitoring and enforcement capabilities operatein a
coherent and complementary way.

The monitoring of issuers' compliance with the new rule and the development and
quality of their disclosures is an important factor in achieving the success of the new
rule and our desired outcomes. We will set out further information on our supervisory
approach to the new listing rule in a Primary Market Bulletin in late 2021.

Alsoin the first half of 2021, we plan to consult on potential client-focused TCFD-
aligned disclosures by UK-authorised asset managers, life insurers and FCA-regulated
pension providers.

This forward strategy for TCFD implementation was included in the Roadmap to
mandatory TCFD-aligned disclosures, published in November 2020.

In the medium term, to deliver the consistency and comparability of corporate
reporting that the market needs, it will be important to build on, and complement, the
TCFD's recommendations by introducing an internationally agreed reporting standard.

We will continue to work with the government and other UK regulators, international
partners, the IFRS Foundation and industry to drive progress towards an international
standard for sustainability reporting.

I
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Annex 1
List of non-confidential respondents

ACCA

Alternative Investment Management Association (AIMA)
Ario Advisory

Association for Financial Markets in Europe (AFME)
Association of Accounting Technicians (AAT)

Association of British Insurers (ABI)

Association of Investment Companies (The AIC)

Aviva

Barclays

Blackrock

Bloomberg

BP

British Private Equity & Venture Capital Association (BVCA)
Brunel Pension Partnership

California State Teachers' Retirement System (CalSTRS)
Carbon Tracker Initiative and AssuranceMark (joint response)
CDP

CFA Society of the United Kingdom

Church Commissioners for England

Church of England Pensions Board

City of London Law Society and the Law Society of England and Wales (joint response)
Client Earth

Climate Accounting Project

Climate Disclosure Standards Board (CDSB)
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Corporate and Financial Law Research Group, University of Glasgow

Corporate Reporting Users' Forum (CRUF)
Deloitte

E3G

Environment Agency

EY

Federated Hermes International

Financial Services Consumer Panel

GC100

HSBC

ICAEW

IHS Markit

Individual (university student)

Institute and Faculty of Actuaries

Institute of Directors (loD)

International Capital Market Association (ICMA)
Invesco

KPMG

Legal & General Investment Management (LGIM)
Local Authority Pension Fund Forum (LAPFF)
London CIV

London Stock Exchange Group (LSEG)

M&G

Norges Bank Investment Management
Oliand Gas UK (OGUK)

PwC

Schroders
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Shadow Minister of State for Climate Change — Labour party
ShareAction

Standard Chartered

The 100 Group

The Institutional Investors Group on Climate Change (IIGCC)
The Investment Association (The IA)

The Investor Relations Society

The Principles for Responsible Investment (PRI)

The Quoted Companies Alliance (QCA)

UK Finance

UK Sustainable Investment and Finance Association (UKSIF)
UN Global Compact Network UK

WHEB Asset Management

WWEF-UK

We also received 1 response which asked for their response to be treated as
confidential

I
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Annex 2
Abbreviations used in this paper

AGM Annual general meeting

AIM Alternative Investment Market

ARGA Audit, Reporting and Governance Authority
BEIS Department for Business, Energy and Industrial Strategy
CBA Cost benefit analysis

COP26 UN Climate Change Summit 2021

CpP Consultation Paper

DTR Disclosure Guidance and Transparency Rules
DWP Department for Work and Pensions

ESG Environmental, social and governance

EU European Union

FCA Financial Conduct Authority

FRC Financial Reporting Council

IAS International Accounting Standard

IASB International Accounting Standards Board
IFRS International Financial Reporting Standards
1I0SCO International Organization of Securities Commissions
LR Listing Rule

MAR Market Abuse Regulation

NGFS Network for Greening Financial Services

PR Prospectus Regulation

PRA Prudential Regulation Authority
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PS Policy Statement
QCP Quarterly Consultation Papers
SASB Sustainability Accounting Standards Board
SBTi Science Based Targets initiative
SECR Streamlined Energy and Carbon Reporting
TCFD Taskforce on Climate-related Financial Disclosures
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Appendix 1
Made rules (legal instrument)



FCA 2020/75

LISTING RULES (DISCLOSURE OF CLIMATE-RELATED FINANCIAL

INFORMATION) INSTRUMENT 2020

Powers exercised

A. The Financial Conduct Authority (“the FCA”) makes this instrument in the exercise
of the following powers and related provisions in the Financial Services and Markets
Act 2000 (“the Act”):

(1) section 73A (Part 6 Rules);
2) section 96 (Obligations of issuers of listed securities);
3) section 137A (The FCA’s general rules);
(4) section 137T (General supplementary powers); and
(5) section 139A (Power of the FCA to give guidance).
B. The rule-making powers listed above are specified for the purpose of section 138G(2)

(Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on 21 December 2020.

Amendments to the Handbook

D. The Glossary of definitions is amended in accordance with Annex A to this
instrument.

E. The Listing Rules sourcebook (LR) is amended in accordance with Annex B to this
instrument.

Citation

F. This instrument may be cited as the Listing Rules (Disclosure of Climate-Related

Financial Information) Instrument 2020.

By order of the Board
10 December 2020
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Annex A

Amendments to the Glossary of definitions

Insert the following new definitions in the appropriate alphabetical position. The text is not

underlined.

TCFD Annex

TCFD Final
Report

TCFD
Guidance on
Risk
Management
Integration
and
Disclosure

TCFD
Guidance on
Scenario
Analysis for
Non-Financial
Companies

TCFD
Recommendati
ons and
Recommended
Disclosures

TCFD
Technical
Supplement

the document entitled “Implementing the Recommendations of the Task Force on
Climate-related Financial Disclosures” published in June 2017 by the Task Force

on Climate-related Financial Disclosures, available at: https://www.fsb-tcfd.org.

the report entitled “Recommendations of the Task Force on Climate-related
Financial Disclosures” published in June 2017 by the Task Force on Climate-
related Financial Disclosures, available at: https://www.fsb-tcfd.org.

the document entitled “Guidance on Risk Management Integration and
Disclosure” published in October 2020 by the Task Force on Climate-related
Financial Disclosures, available at: https://www.fsb-tcfd.org.

the document entitled “Guidance on Scenario Analysis for Non-Financial
Companies” published in October 2020 by the Task Force on Climate-related
Financial Disclosures, available at: https://www.fsb-tcfd.org.

the four recommendations and the eleven recommended disclosures set out in
Figure 4 of Section C of the TCFD Final Report.

the technical supplement entitled “The Use of Scenario Analysis in Disclosure of

Climate-related Risks and Opportunities” published in June 2017 by the Task
Force on Climate-related Financial Disclosures, available at: https://www.fsb-
tcfd.org.
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Annex B
Amendments to the Listing Rules sourcebook (LR)

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

9 Continuing obligations

9.8 Annual financial report

Additional information

9.8.6 R Inthe case of a listed company incorporated in the United Kingdom, the
following additional items must be included in its annual financial report:

(6) a statement as to whether the /isted company has:

(b)
(i11)  the company’s reasons for non-compliance; and

(7) a report to the shareholders by the Board which contains the
information set out in LR 9.8.8R-; and

(€3] 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:

(1) 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;

Page 3 of 8



9.8.6B

9.8.6C
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(B) adescription 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;

(i1) 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.

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:

(@8} 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

[€)) (where appropriate) Section E of the TCFD Annex entitled
“Supplemental Guidance for Non-Financial Groups”.

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:

@) 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;

Page 4 of 8
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3) the TCFD Guidance on Risk Management Integration and
Disclosure; and

“4) (where appropriate) the TCFD Guidance on Scenario Analysis for
Non-Financial Companies.

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:

@) 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.

@) For the purposes of LR 9.8.6R(8), the F'C4 would ordinarily expect a
listed company to be able to make climate-related financial
disclosures consistent with the TCFD Recommendations and
Recommended Disclosures, except where it faces transitional
challenges in obtaining relevant data or embedding relevant
modelling or analytical capabilities.

2) In particular, the FCA would expect that a /isted company should
ordinarily be able to make disclosures consistent with:

(a) the recommendation and recommended disclosures on
governance in the TCFD Recommendations and
Recommended Disclosures:;

(b) the recommendation and recommended disclosures on
risk management in the TCFD Recommendations and
Recommended Disclosures; and

(c) recommended disclosures (a) and (b) set out under the
recommendation on strategy in the TCFD
Recommendations and Recommended Disclosures, to
the extent that the listed company does not face the
transitional challenges referred to in (1) in relation to
such disclosures.

R Anoverseas company with a premium listing must include in its annual

report and accounts the information in LR 9.8.6R(5), LR 9.8.6R(6), LR

Page 5 of 8
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9.8.6R(8) and LR 9.8.8R.

15 Closed-Ended Investment Funds: Premium listing

15.4 Continuing obligations

Annual financial statement

15429 R A closed-ended investment fund is not required to comply with LR 9.8.4R(14)
and LR 9.8.6R(8).

16 Open-ended investment companies: Premium listing
16.4 Requirements with continuing application
16.4.1 R An open-ended investment company must comply with:

(1) LR 9 (Continuing obligations) except LR 9.2.2AR to LR 9.2.2GR, LR
9.2.6BR, LR 9.2.6CR, LR 9.2.6DR, LR 9.2.6ER to LR 9.2.6HR, LR
9.2.15R, LR 9.2.20R, LR 9.2.21R, LR 9.2.23R, LR 9.2.24R, LR
9.2.25R, LR 9.3.11R and, LR 9.8.4R(14) and LR 9.8.6R(8);

Appendix 1 Relevant definitions

Insert the following new definitions in the appropriate alphabetical position. The text is not
underlined.

Appendix 1 Relevant definitions

App 1.1 Relevant definitions

TCFD the document entitled “Implementing the Recommendations of the Task Force
on Climate-related Financial Disclosures” published in June 2017 by the Task

Page 6 of 8
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Annex Force on Climate-related Financial Disclosures, available at: https://www.fsb-
tefd.org.

TCFD Final | the report entitled “Recommendations of the Task Force on Climate-related

Report Financial Disclosures” published in June 2017 by the Task Force on Climate-
related Financial Disclosures, available at: https://www.fsb-tcfd.org.

TCFD the document entitled “Guidance on Risk Management Integration and

Guidance on | Disclosure” published in October 2020 by the Task Force on Climate-related

Risk Financial Disclosures, available at: https://www.fsb-tcfd.org.

Managemen

t Integration

and

Disclosure

TCFD the document entitled “Guidance on Scenario Analysis for Non-Financial

Guidance on | Companies” published in October 2020 by the Task Force on Climate-related

Scenario Financial Disclosures, available at: https://www.fsb-tcfd.org.

Analysis for

Non-

Financial

Companies

TCFD the four recommendations and the eleven recommended disclosures set out in

Recommend | Figure 4 of Section C of the TCFD Final Report.

ations and

Recommend

ed

Disclosures

TCFD the technical supplement entitled “The Use of Scenario Analysis in Disclosure

Technical of Climate-related Risks and Opportunities” published in June 2017 by the

Supplement | Task Force on Climate-related Financial Disclosures, available at:
https://www.fsb-tcfd.org.

Insert the following new TR as TR 14A, after TR 14 (Transitional Provisions in relation to
DTR 7.3 (Related party transactions)). The text is not underlined.

TR 14A Transitional Provisions in relation to climate-related financial
disclosures under LR 9.8.6R(8)

(€)) (2) Material | (3) | (4) Transitional | (5) Transitional (6) Handbook
to which the provision provision: dates in | provision: coming
transitional force into force

provision

Page 7 of 8
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applies

LR 9.8.6R(8)

LR 9.8.6R(8)
applies in
relation to a
financial year of
a listed company
beginning on or
after 1 January
2021.

From 21 December
2020

21 December 2020
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Disclosures in relation to ESG matters, including climate change

Listed issuers, otherissuers with securities admitted to trading on regulated markets
and other entities in scope of requirements under the Market Abuse Regulation
(MAR) and the Prospectus Regulation (PR) are subject to a range of disclosure
requirements. The purpose of these requirements is to ensure that shareholders,
investors and markets more generally are enabled to make informed decisions.

For example, pursuant to the PR, issuers must consider what disclosures they should
make to enable investors to assess (amongst other things) the assets and prospects
of theissuer.

A wide range of factors may impact a company's prospects. Climate-related risks
and opportunities are widely understood to be financially material to many issuers'
assets and therefore may need to be disclosed. Other environmental, social and
governance (ESG)-related risks and opportunities are also likely to be financially
material to many issuers. Accordingly, issuers should consider ESG matters carefully
when determining what should be disclosed under the PR, as well as under the other
disclosure regimes.

More broadly, disclosure obligations arise under the Listing Rules and Prospectus
Regulation when anissuer's securities are offered to the public, first listed or
admitted to trading on a regulated market.

On an ongoing basis, disclosure obligations arise pursuant to the Listing Rules,
Disclosure Guidance and Transparency Rules and Market Abuse Regulation:

* inrelation to announcements and financial reporting

* onanevent-driven basis given that issuers must inform the public as soon as
possible of inside information which directly concerns them.

We also note that issuers should assess climate-related risks and opportunities and
other ESG considerations carefully in informing their disclosures, both in respect of
equity and non-equity securities.

We discuss specific FCA Handbook requirements and obligations set out in EU
legislation (which will continue to apply in the UK after the end of the transition
period) and how they apply in respect of ESG issues below. The examples of relevant
provisions that we provide are not intended to be exhaustive.
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Listing Rules

Listedissuers need to have appropriate arrangements in place to support their
disclosure obligations under various regimes. The Listing and Premium Listing
Principles are particularly relevant in this respect.

Listing Principle 1 requires that: "A listed company must take reasonable steps to
establish and maintain adequate procedures, systems and controls to enable it to
comply with its obligations.”

Related guidance in LR 7.2.2G further explains that this principle is intended to
ensure that listed companies: "have adequate procedures, systems and controls

to enable them to comply with their obligations under the listing rules, disclosure
requirements, transparency rules and corporate governance rules. In particular, the FCA
considers that listed companies should place particular emphasis on ensuring that they
have adequate procedures, systems and controls in relation to, where applicable [...] the
timely and accurate disclosure of information to the market.”

In considering whether their procedures, systems and controls are adequate to
enable them to comply with their obligations under these various regimes, including
the timely and accurate disclosure of information to the market, anissuer should
consider whether there is a need to access and draw on specific data sources when
disclosing climate-related and other ESG-related risks and opportunities.

Anissuer should also consider whether there is a need to develop specific systems,
analytical instruments or organisational arrangements to collate and assess the
information required to enable it to comply with its obligations.

This recognises that the appropriate consideration of climate-related and other
ESG-related matters may require that anissuer accesses data sources that, unlike
other indicators of organisational performance, may not typically be used for other
business purposes. Furthermore, such data may need to be assessed and analysed
using bespoke techniques.

In this respect, LR 7.2.3G further elaborates: "Timely and accurate disclosure of
information to the market is a key obligation of listed companies. For the purposes of
Listing Principle 1, a listed company should have adequate systems and controls to be
able to:

(1) ensure that it can properly identify information which requires disclosure under the
listing rules, disclosure requirements, transparency rules or corporate governance
rules in a timely manner; and

(2) ensure that any information identified under (1) is properly considered by the
directors and that such a consideration encompasses whether the information
should be disclosed.”

Additionally, a premium-listed issuer should consider Premium Listing Principle 6.
This requires that: "A listed company must communicate information to holders and
potential holders of its premium listed securities and its listed equity shares in such a
way as to avoid the creation or continuation of a false market in those premium listed
securities and listed equity shares.”




Finalised Technical Note

LR 9.8.6R (5) requires that a premium-listed issuer includes within its annual financial
report a statement of how the company has applied the Principles set out in the UK
Corporate Governance Code 2018, in a manner that would enable shareholders to
evaluate how the principles have been applied.

Relatedly, LR 9.8.6R (6) requires the inclusion in its annual financial report of a
statement as to whether “the listed company has (a) complied throughout the
accounting period with all relevant provisions set out in the UK Corporate Governance
Code; or (b) not complied throughout the accounting period with all relevant provisions
set out in the UK Corporate Governance Code and if so, setting out: (i) those provisions,
ifany it has not complied with; (i) in the case of provisions whose requirements are of

a continuing nature, the period within which, if any, it did not comply with some or all of
those provisions; and (iii) the company's reasons for non-compliance.”

The UK Corporate Governance Code 2018 and its supporting guidance explicitly
recognise companies’ responsibilities to wider society and provides authoritative
guidance on how Boards can ensure strategic importanceis givento ESG
considerations that are critical to many investors.

LR 9.8.6R (8) and LR 9.8.7R require UK incorporated and overseas commercial
companies with a premium listing to include in their 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) incases 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) adescription 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) notincluded 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) anystepsitis 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
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(c) whereinits annual financial report or (where appropriate) other document the
climate-related financial disclosures referred to in (a) can be found.”

LR 9.8.6BG, LR 9.8.6CG, and LR 9.8.6DG provide guidance in relation to determining
whether climate-related financial disclosures are consistent with the TCFD
Recommendations and Recommended Disclosures.

LR 9.8.6EG explains that the FCA would ordinarily expect a listed company to

be able to "make climate-related financial disclosures consistent with the TCFD
Recommendations and Recommended Disclosures, except where it faces transitional
challenges in obtaining relevant data or embedding relevant modelling or analytical
capabilities.”

LR 13.3.1R (1) requires every circular sent by a premium listed company to holders of
its listed securities to “provide a clear and adequate explanation of its subject matter
giving due prominence to its essential characteristics, benefits and risks”. In addition, LR
13.3.1R (3) requires every such circular to “contain all information necessary to allow
the security holders to make a properly informed decision”if voting or other action is
required.

In both cases, this may include in relation to ESG matters.

LR 1.3.3R requires that "Anissuer must take reasonable care to ensure that any
information it notifies to a RIS or makes available through the FCA is not misleading, false
or deceptive and does not omit anything likely to affect the import of the information.”
Again, ESG matters may be relevant here too.

Listing Particulars are discussed in the next section.

Prospectus Regulation

Article 6 of the Prospectus Regulation

When a prospectus is required, it must contain the necessary information which

is material to an investor for making an informed assessment of (amongst other
things) the assets and prospects of the issuer and of the reasons for the issuance
andits impact on theissuer. That information may vary depending on the nature and
circumstances of the issuer and the type of securities.

In order to provide adequate information to the market for this purpose, information
on climate change and other ESG-related matters may need to be provided where
relevant to the issuer. Forinstance, in the context of the UK Government's target

to achieve net-zero carbon emissions by 2050 and to achieve the goals of the Paris
Agreement more generally, many companies are likely to need to consider significant
changes to their business. Such changes may be material to an investor's assessment
of the prospects of the company and the risks and opportunities shapingit.
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Article 14 of the Prospectus Regulation

As a derogation from Article 6, the relevant reduced information to be presented
in the simplified prospectus for secondary issuances is that necessary to enable
investors to understand the prospects of the issuer and any significant changes in
the business and financial position of the issuer since the end of the last financial
year. This information should be written and presented in such a way as to allow
investors to make an informed investment decision.

Risk factors

Recital 54 of the Prospectus Regulation addresses risk factors that are required
by the PR and makes specific reference to environmental, social and governance
factors. The recital states:

“The primary purpose of including risk factors in a prospectus is to ensure that investors
make an informed assessment of such risks and thus take investment decisions in full
knowledge of the facts. Risk factors should therefore be limited to those risks which

are material and specific to the issuer and its securities and which are corroborated by
the content of the prospectus. A prospectus should not contain risk factors which are
generic and only serve as disclaimers, as those could obscure more specific risk factors
that investors should be aware of, thereby preventing the prospectus from presenting
information in an easily analysable, concise and comprehensible form. Among others,
environmental, social and governance circumstances can also constitute specific and
material risks for the issuer and its securities and, in that case, should be disclosed. To
help investors identify the most material risks, the issuer should adequately describe and
present each risk factor in the prospectus. A limited number of risk factors selected by
the issuer should be included in the summary.”

Relatedly, in 2019, ESMA published a set of Guidelines onrisk factors under the
Prospectus Regulation. Guideline 7 on the presentation of risk factors across
categories is accompanied by explanatory paragraph 35 which notes that ESG-related
risks could form a specific category. Climate change and other ESG factors might also
be relevant to other suggested categories of risks, including 'Legal and regulatory’. The
ESMA Guidelines provide an example of how ESG risk factors could be disclosed.

Annexes to the Delegated Prospectus Regulation

Various annexes to the Commission Delegated Prospectus Regulation (EU
2019/980) require relevant disclosures including an overview of the business and a
description of the regulatory environment.

ltem 5.7.4. Annex 1 requires a description of any environmental issues that may
affect the issuer's utilisation of its tangible fixed assets. Item 9.1 requires, on the
other hand, a description of the regulatory environment that the issuer operates

in and that may materially affect its business, together with information regarding
any governmental, economic, fiscal, monetary or political policies or factors that
have materially affected, or could materially affect, directly or indirectly, the issuer's
operations. Therefore, if the regulatory environment includes environmental
matters, they will have to be disclosed, if material.
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[tem 2.5.1in Annex 24, requires smaller issuers adopting the new EU Growth
prospectus specifically to address environmental matters in covering, to the extent
necessary for an understanding of the issuer's business as a whole, an analysis of the
development and performance of the issuer's business and its position. The analysis
shallinclude both financial and, where appropriate, non-financial Key Performance
Indicators relevant to the particular business, including information relating to
environmental and employee matters. This analysis shall, where appropriate, also
include references to, and additional explanations of, amounts reported in the annual
financial statements.

Similarly, FSMA requires Listing Particulars to contain all such information as
investors and their professional advisers would reasonably require, and reasonably
expect to find there, for the purpose of making an informed assessment of the
prospects of the issuer of the securities.

ESMA's update of the CESR recommendations, which continue to apply to the
extent that they are compatible with the Prospectus Regulation, contains helpful
guidance in a number of areas relevant to ESG considerations. This includes
guidance on environmental and employee key performance indicators in the context
of the operating and financial review (paragraph 28) and identifying factors to
consider when preparing profit forecasts (paragraph 50). Specific requirements for
mineral companies are set outin paragraphs 131-133 and in Appendices |, Iland lIl.
Appendices Il and lll also contain specific requirements for the Mining and Oil and
Gas Competent Persons' Report.

As notedin PMB 31, the European Securities and Markets Authority (ESMA)
published its Final Report [here] on new guidelines on prospectus disclosure on
15 July 2020. We will consult on our approach to the guidelines on prospectus
disclosure based largely on the new ESMA Guidelines in due course.

LR 4.2 contains further detail on the Listing Particulars and their content, including
minimum information requirements.

Disclosure Guidance and Transparency Rules (DTR)

Issuers have a number of ongoing disclosures obligations. These disclosures are
primarily intended to allow shareholders, investors and the market at large to form
aview on the value of traded securities. Implicit in this is that investors need to be
putin a position to be able to assess the prospects of the company and the risks and
opportunities shapingiit.

In order to provide adequate information to the market for this purpose, information
on climate change and other ESG-related matters may need to be provided where
relevant to the issuer. Forinstance, in the context of the UK Government's target

to achieve net-zero carbon emissions by 2050 and to achieve the goals of the Paris
Agreement more generally, many companies are likely to need to consider significant
changes to their business. Such changes may be material to an investor's assessment
of the prospects of the company and the risks and opportunities shapingit.



https://www.fca.org.uk/publications/newsletters/primary-market-bulletin-31
https://www.esma.europa.eu/sites/default/files/library/esma31-62-1426_final_report_on_guidelines_on_prospectus_disclosure_requirements.pdf
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The Disclosure Guidance and Transparency Rules (DTR) require that the
Management Report in the Annual Financial Report and the Interim Management
Reportin the Half-Yearly Financial Report contain a description of the principal risks
and uncertainties facing the issuer (DTR 4.1.8R and DTR 4.2.7R, respectively).

The Management Report in the Annual Financial Report must also contain a fair
review of the issuer’'s business. DTR 4.1.9R requires the inclusion in that review, to the
extent necessary for an understanding of the development, performance or position
of theissuer's business, of analysis using key performance indicators. This should
include information relating to environmental matters and employee matters where
appropriate.

DTR 7.2 requires anissuer to include a corporate governance statementinits
directors' report, orin a separate report published with its annual report or made
available onits website. DTR 7.2 includes information requirements in relation to
any relevant corporate governance code (DTR 7.2.2R and DTR 7.2.3R), the issuer's
internal control and risk management systems in relation to the financial reporting
process (DTR 7.2.5R), and the diversity policy applied to the issuer's administrative,
management and supervisory bodies (DTR 7.2.8AR).

DTR 1A.3.2R requires an issuer to “take all reasonable care to ensure that any
information it notifies to a RIS is not misleading, false or deceptive and does not omit
anything likely to affect the import of the information.” This may include in relation to
ESG matters.

Market Abuse Regulation (MAR)

Pursuant to Article 17 of MAR, an issuer must publicly disclose inside information
that directly concerns them as soon as possible, unless the conditions for delay are
met. This includes any inside information that relates to climate change and other
ESG-related matters.

Article 17(1) clarifies that “The issuer shall ensure that the inside information is
made public in a manner which enables fast access and complete, correct and timely
assessment of the information by the public...”

When disclosing climate-related and other ESG-related information, an issuer must
not do so in a way (for example by omitting information) that breaches the prohibition
of market manipulation under Article 15 of MAR, noting the relevant behaviours
definedin Article 12 of MAR that amount to market manipulation. These include,

but are not limited to, dissemination of information which is likely to give false or
misleading signals as to the supply of, demand for, or price of a financial instrument.

In this regard, recital 47 adds: "The manipulation or attempted manipulation of financial
instruments [...] may consist in the invention of manifestly false information, but also

the wilful omission of material facts, as well as the knowingly inaccurate reporting of
information.”
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The TCFD's Recommendations

Recommendations and Supporting Recommended Disclosures

Strategy Risk Management Metrics and Targets

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

Recommended Disclosures

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

Recommended Disclosures

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

Recommended Disclosures

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

Recommended Disclosures

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

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

a) Describe the organization’s
processes for identifying and

assessing climate-related risks.

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

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

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

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

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

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

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

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

Source: Final Report, Recommendations of the Taskforce on Climate-related Financial Disclosures, June 2017.
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