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Foreword
The United Nations describes climate 
change as the defining issue of our time. 
Action to limit future global greenhouse gas 
emissions will help restrict future changes 
in the climate system. Impacts from climate 
change are already being felt today and will 
continue to increase in the future.
The government has committed to achieving ‘net zero’ 
greenhouse gas emissions by 2050, and a challenge of this 
scale will require transformative change to the UK economy. 
There are a number of departments across government that are 
central to government’s response to climate change. However, 
the all-encompassing nature of achieving net zero means that 
all government bodies, including departments, arm’s-length 
bodies and executive agencies, have a role to play.1

In order to be more resilient to the threat posed by climate 
change – in addition to meeting the challenges of achieving 
net zero – it is vital that all government organisations 
effectively manage climate change risks.

Purpose of the guide
Audit and Risk Assurance Committees (ARACs) play a key role in supporting and 
advising the board and accounting officers in their responsibilities over risk management.
To understand the level of climate change maturity, we sent out a survey to ARAC chairs in the organisations we 
audit. Our research has shown that, of the ARAC chairs who responded:2

This guide will help ARACs recognise how climate change risks could manifest themselves and support them in 
challenging senior management (management) on their approach to managing climate change risks.

We have outlined specific reporting requirements that currently apply in Part Four.

An additional summary is available which outlines the key takeaways for ARACs from this guide. This can also be 
viewed in Appendix Four.

Our primary audience is ARAC chairs of bodies that we audit, but the principles of the guide will be relevant for 
bodies across the wider public sector. It promotes good practice and should not be viewed as mandatory guidance.

Climate change and the nature of its impacts on organisations globally is changing rapidly. This guide 
acknowledges the evolving nature of climate change and its associated risks and opportunities, and will be 
refreshed in the future to reflect the evolving landscape and requirements.

1 Comptroller and Auditor General, Achieving net zero, Session 2019-2021, 
HC 1035, National Audit Office, December 2020.

2  We contacted 101 chairs and received 43 responses. The survey findings 
provide an indication of the level of climate change maturity across the 
organisations we audit but should not be viewed as representative of the 
level of maturity across all ARACs.

consider that climate-related 
risks are relevant to their 
organisation.

81%
stated that their organisation 
did not have a climate nor a 
sustainability risk policy.

55%
stated that their organisation 
did not have a dedicated 
person accountable 
for sustainability and 
climate change.

53%
said that climate change 
risks had either never been 
discussed at an ARAC 
meeting or were discussed 
less often than annually.

70%

The National Audit Office (NAO) scrutinises public spending for Parliament and 
is independent of government and the civil service. We help Parliament hold 
government to account and we use our insights to help people who manage 
and govern public bodies improve public services. The Comptroller and Auditor 
General (C&AG), Gareth Davies, is an Officer of the House of Commons and leads 
the NAO. We audit the financial accounts of departments and other public bodies. 
We also examine and report on the value for money of how public money has been 
spent. In 2019, the NAO’s work led to a positive financial impact through reduced 
costs, improved service delivery, or other benefits to citizens, of £1.1 billion.

If you would like to know more about the NAO’s work on financial and risk management,  
please contact:

If you are interested in the NAO’s 
work and support for Parliament 
more widely, please contact:

Parliament@nao.org.uk 
020 7798 7665

Mfon Akpan 
Director, Financial and 
Risk Management Hub

mfon.akpan@nao.org.uk 
020 7798 5314

Chris Coyne 
Manager, Financial and 
Risk Management Hub

chris.coyne@nao.org.uk 
0191 269 8858

Courtnay Ip Tat Kuen 
Manager, Financial Audit

 
courtnay.iptatkuen@nao.org.uk 
020 7798 7508

https://www.nao.org.uk/report/climate-change-risk-a-good-practice-guide-for-audit-and-risk-assurance-committees/
https://www.nao.org.uk/wp-content/uploads/2020/12/Achieving-net-zero.Summary.pdf
https://www.nao.org.uk/wp-content/uploads/2020/12/Achieving-net-zero.Summary.pdf
mailto:mfon.akpan%40nao.org.uk?subject=
mailto:chris.coyne%40nao.org.uk?subject=
mailto:courtnay.iptatkuen%40nao.org.uk?subject=
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Part One Climate change risk: A good practice guide for Audit and Risk Assurance Committees 

Part One
What is climate change risk?
Climate change risk
Climate action failure was ranked as the most concerning global risk in 
the World Economic Forum’s Global Risk Report 2021.3 Climate change 
is not a future concern. It is impacting the UK now, and will only continue 
to escalate in significance in the future. The Climate Change Committee 
(CCC) believes that urgent action now will increase the likelihood of being 
able to reduce irreversible impacts and tipping points, and lower the future 
costs from climate change that would likely ultimately fall back to the 
government – the CCC recently identified 61 key risks and opportunities 
to the UK from climate change.4

Climate change risks are impacting all government organisations in some 
form, and so it is vital that organisations engage now with climate-related 
risks5 and opportunities. Forming a robust understanding of climate change 
risk is the first step for organisations. Organisations should consider 
climate-related risks with the same rigour as any other strategic risk. 
Climate change risks should not be considered in isolation and should 
be clearly integrated into the strategy of an organisation. It is vital for 
organisations to recognise that the potential impacts of climate change are 
not only to do with the physical effects on people and the environment, but 
also to do with the effects of the transition to a changing climate and the 
adaptation and mitigation work involved. Similarly, the impacts of climate 
change should not only be considered as long term risks.6

3 Figure 3, The World Economic Forum Global Risks Report.
4 Climate Change Committee, Independent Assessment of UK Climate Risk, page 60.

5 Comptroller and Auditor General, Achieving government's long-term environmental goals, Session 2019–2021, 
HC958, National Audit Office, November 2020.

6 Recommendations of the Task Force on Climate-related Financial Disclosures, Executive Summary, page II.

61
key risks and 
opportunities
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http://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2021.pdf
https://www.theccc.org.uk/wp-content/uploads/2021/07/Independent-Assessment-of-UK-Climate-Risk-Advice-to-Govt-for-CCRA3-CCC.pdf
https://www.nao.org.uk/wp-content/uploads/2020/11/Achieving-governments-long%E2%80%91term-environmental-goals.pdf
https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf
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Physical risks of climate change
The physical risks of climate change can affect organisations 
in different ways. Specific weather-related events such as 
floods will have a significant impact on infrastructure, causing 
damage to buildings and wide-scale disruption to service 
delivery. This is sometimes referred to as the acute physical 
risk of climate change. The Environment Agency estimates 
that 5.2 million homes and businesses in England are at risk 
of flooding and that around 700 properties are vulnerable 
to coastal erosion over the next 20 years.7 Extreme weather 
events could have a direct impact on disrupting supply chains, 
and the financial risks of maintaining and protecting supply 
chains could increase. Organisations may have investments in 
properties which are at a higher risk of being affected by the 
physical impacts associated with climate change.

Meanwhile, the more gradual impact of rising temperatures, 
such as sea level rise and coastal change,8 will pose risks 
to certain communities and organisations, and changes in 
temperature and rainfall will place additional pressures on 
infrastructure.9 This is sometimes referred to as the chronic 
physical risk of climate change.

As well as direct damage costs, both acute and chronic 
physical risks can also lead to indirect economic and social 
impacts through supply chain disruptions, subsequent impacts 
from infrastructure damage (for example, lack of transport, 
communication, manufacturing) or market shifts (such as 
increases in insurance premiums, changes in the need for 
government support, consumer attitudinal and expectation 
changes). Government organisations should consider both the 
direct and indirect risks posed by not only extreme weather 
events, but also the longer-term gradual impact of increased 
temperatures on their operations, and, ideally, how these 
risks (and associated opportunities) interconnect.

2/6

7 Comptroller and Auditor General, Managing flood risk, HC 962, National Audit 
Office, November 2020.

8 National Adaptation Programme 2018.
9 Committee on Climate Change, UK Climate Change Risk Assessment 2017 

Synthesis report: priorities for the next five years

Figure 1: Our taxonomy of climate change risk 

We have created a risk taxonomy covering the types of risks that our organisations might face in relation to climate change

The risks outlined here are not exhaustive but indicative of the types of risks that public sector organisations are exposed 
to as a result of climate change.

Source: National Audit Office
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https://www.nao.org.uk/wp-content/uploads/2020/11/Managing-flood-risk.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/727252/national-adaptation-programme-2018.pdf
https://www.theccc.org.uk/wp-content/uploads/2016/07/UK-CCRA-2017-Synthesis-Report-Committee-on-Climate-Change.pdf
https://www.theccc.org.uk/wp-content/uploads/2016/07/UK-CCRA-2017-Synthesis-Report-Committee-on-Climate-Change.pdf
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Transition risks of climate change 
There are also risks associated with transitioning to a lower-carbon and more climate-resilient economy. Transition risks can be considered in two main 
categories: adaptation and mitigation. We have listed some adaptation- and mitigation-related risks below. Where risks have both an adaptation and 
mitigation relevance, we have included them within the category which is most applicable. 

Climate change adaptation

Adaptation to climate change is “the 
process of adjustment to actual or expected 
climate and its effects, in order to moderate 
harm or exploit beneficial opportunities” 
((Intergovernmental Panel on Climate 
Change (IPCC)), 2018). Organisations need 
to develop strategies to manage the risks 
of adapting to climate change. Some of 
these risks will stem from the chronic 
impact of physical climate change risk, 
for example how to adapt to the impact of 
rising temperatures on workforces. 

Climate change resilience will need to be 
built into every sector of the UK economy. 
Therefore, adaptation is a cross-cutting issue. 
The 25-Year Environment Plan states that the 
government will make sure that all policies, 
programmes and investment decisions take 
into account the possible extent of climate 
change this century. 

Adaptation-related risks 

Productivity risk. This is a risk that higher temperatures cause reduced workforce productivity 
and organisations will need to consider how they adapt to manage this risk. Climate 
change could cause greater disruption to infrastructure, and workforces will need 
to adapt to the impact of higher temperatures. Organisations need to be very aware 
of the changing nature of stakeholder expectations on a high-profile and evolving 
issue such as climate change (see also: Reputational risk), and the impact these 
expectations may have on strategy. The long-term impact of climate change is likely to 
have a profound social impact on communities, and understanding the extent of social 
risks for organisations will be a key part of strategic planning.

Financial and valuation risk. Climate change adaptation will be costly, and government 
organisations will need to balance this alongside a number of other strategic priorities. 
Climate change is likely to have a deteriorating effect on public assets and 
infrastructure, with a resulting economic impact on government organisations. 
In financial reporting terms, assets could be overvalued because of the effects of 
climate change, and there is a greater risk of assets being impaired, and their useful 
economic lives becoming shorter. Organisations also need to consider how climate 
change could impact on financial markets and the valuation of any investments 
they carry – as an example, if an organisation’s pension fund valuation is linked to 
investments and asset valuations, they should consider how exposed they are in the 
event of investments becoming devalued. Equally, organisations who are investing 
in the right areas now could potentially mitigate future financial risks, and inaction today 
could increase future spend (see also: Strategic uncertainty risk).
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Adaptation-related risks Climate change mitigation

Climate change mitigation refers to interventions to “reduce emissions or enhance the 
sinks12 of greenhouse gases” (IPCC, 2018). Mitigation consists of the actions that can 
be taken to decarbonise – actions that will avoid and reduce the level of emissions of 
heat-trapping greenhouse gases into the atmosphere with the aim of preventing the 
planet from warming to more extreme temperatures. 

Achieving net zero requires transformation on an arguably unprecedented scale and will 
involve every sector of the economy. In order to stabilise global temperatures at safe 
levels, far-reaching economy-wide global emissions reductions are required, and quickly. 
In June 2019, government amended the Climate Change Act 2008 to include a legally 
binding target for net zero carbon emissions by 2050.13 The UK is legally committed14 to 
reducing economy-wide greenhouse gas emissions by at least 78% between 1990 and 
2035, in line with statutory carbon budgets defined by the Climate Change Act 2008.

Mitigation-related risks

Policy and regulatory risks. Future changes to government policy could 
have a significant impact on the way organisations need to operate. 
This could be in the form of tighter regulation or environmental tax 
measures. This was illustrated by measures introduced in 
June 2021 requiring businesses wishing to bid for major 
government contracts to have published clear and credible 
carbon reduction plans to achieve net zero by 2050.15 
For government organisations, there is an increased risk 
of irregular spending in the event that additional policy or 
regulatory requirements are enforced to mitigate climate 
change. This means that organisations will need to carefully 
monitor the consequences of new regulations. Organisations 
could also be required to make enhanced disclosures in their 
annual and financial reporting as well as perform increased due diligence.

10   Comptroller and Auditor General, Achieving net zero, Session 2019–2021, HC 1035, National Audit 
Office, December 2020.

11   Disinformation disseminated by an organisation so as to present an environmentally responsible 
public image.

12   Emissions can be reduced at the source (for example, cleaner fuels) or by enhancing sinks. 
Sinks remove greenhouse gases from the atmosphere, resulting in negative greenhouse gas 
emissions. Greenhouse gas sinks can be engineered solutions (such as carbon capture, use and 
storage) or biological sinks such as forests, peatlands or oceans.

13  See Part Two for more information on key and upcoming climate change targets.
14  UK enshrines new target in law to slash emissions by 78% by 2035 – GOV.UK (www.gov.uk).
15  Firms must commit to net zero to win major government contracts – GOV.UK (www.gov.uk)

4/6

Reputational risk. This applies to both adaptation and 
mitigation. It covers the risk of organisations failing to adapt 
quickly to the threats posed by climate change and the 
transition to net zero, and suffering reputational damage as 
a result. Government is aiming to reduce public 
sector emissions by 50% by 2032 against 2017 
levels. The approach taken by departments 
and organisations to reducing emissions has a 
wider impact in building credibility and trust that 
achieving net zero is a priority.10 The government 
has established an expert group to advise on 
standards for green investment following concerns 
it has about organisations ‘greenwashing’.11 It is 
therefore important that government organisations adhere 
to these higher standards of credibility when taking and 
publicising actions on climate change.

Strategic uncertainty risk. Government organisations are 
making long-term spending decisions now, yet there is a 
significant degree of uncertainty brought about by 
climate change which makes this highly challenging. 
There is significant uncertainty around future 
changes to decarbonisation policy, and the impact 
this may have on organisations. It is challenging 
for organisations to predict the long-term impact 
that climate change adaptation will have on the 
country and their service users to determine their 
approaches today, in addition to any measures which 
are introduced by government to mitigate climate change risk. 

https://www.nao.org.uk/wp-content/uploads/2020/12/Achieving-net-zero.pdf
https://www.gov.uk/government/news/uk-enshrines-new-target-in-law-to-slash-emissions-by-78-by-2035
https://www.gov.uk/government/news/firms-must-commit-to-net-zero-to-win-major-government-contracts
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Mitigation-related risks

Litigation and liability risks. Litigation risk could take 
different forms. As the value of loss and damage 
arising from climate change grows, litigation risk 
is also likely to increase.16 There is a risk that 
organisations become liable for breaching future 
climate-related regulatory orders by failing to mitigate 
the impact of climate change. Organisations may fail 
to adequately disclose the extent of their exposure to 
climate-related risks and present a misleading picture to stakeholders. 
Other organisations may seek to defend themselves from losses 
they may have suffered from the effects of climate change. For the 
government, the Climate Change Act 2008 sets legally enforceable 
emissions budgets – organisations should be aware of the role they 
play in helping government meet these targets, and any potential 
consequences that may arise from undermining them.

Technology risk. Changes in technology to support 
the transition to net zero could have a significant 
impact on organisations and how they operate. 
There is likely to be a financial and cost impact as 
markets adapt to new technologies which support 
the transition to a lower-carbon economy, and 
organisations will be required to keep pace with these 
changes. Organisations therefore may be reliant on 
technologies which could be superseded by more energy-efficient 
approaches or become more expensive due to policy measures. 
Progress in some fields – for example, electric cars – is dependent 
on making the required advances in battery technology. There are 
climate-related opportunities here, but in this example, realising these 
opportunities relies on making sufficient progress in establishing an 
effective supply chain.17

Other risks particular to government
Government and public sector organisations should pay special consideration to the 
following additional risks. While these are not unique to government, they may be more prominent 
given the particular challenges faced by government organisations. 

Value for money risk. Government is spending increasing amounts of money 
on the transition to net zero. There is a risk of inaction and decisions not 
being made quickly enough to address the net zero challenge, therefore 
increasing costs in the long term. Conversely, decisions made without 
sufficient consideration of the risks could also mean that expensive corrective 
action is needed at a later date. It may also be the case that expenditure is 
required on piloting solutions which, by definition, may be unsuccessful. It is 
therefore crucial that risks associated with climate change are integrated within organisations, 
enabling decision-makers to understand their organisation’s appetite for risk and balance 
value for money considerations against the need to make progress quickly. Spending decisions 
should be consistent with net zero ambitions, tested for robustness against possible future 
climate scenarios, and policy programmes should be designed with consideration of how 
climate change adaptation and mitigation will impact on service users.

Policy leadership risk. Government sets the direction and leads national policy 
for how the UK responds to climate change. Responsibility for this is held by 
a number of government departments. The National Audit Office (NAO) has 
reported on the risks government faces in delivering long-term climate change 
and environmental objectives. Our report on achieving net zero outlined that 
establishing a clear strategy before COP26 is a critical step if the UK is to 
achieve net zero by 2050, and that there is a need for government to enable 
flexibility in its plans to accommodate longer-term uncertainty, such as the rate of technology 
development and deployment and the degree to which individuals change behaviours.18 
In our report on achieving government’s long-term environmental goals, we commented that 
alongside clear objectives, government needs a realistic plan for delivery, and transparency over 
government’s delivery plans should help stakeholders understand how they might be affected 
or involved, and so give them the confidence to invest and plan accordingly.19 Government has a 
target to phase out diesel cars by 2030, for example, and our report on reducing carbon emissions 
from cars noted that the departments responsible for this transition needed a much clearer plan 
for how they will deliver this societal change.20 There is therefore an overall risk that government 
fails to support its various policy objectives with a clear and coherent strategy. 

16   Recommendations of the Task Force on Climate-related Financial Disclosures, page 5.
17   Supply chain for battery electric vehicles inquiry launched – Committees – UK Parliament.
18   Comptroller and Auditor General, Achieving net zero, Session 2019-2021, HC 1035, National 

Audit Office, December 2020.
19   Comptroller and Auditor General, Achieving government's long term environmental goals, 

Session 2019-2021, HC 958, November 2020.
20  Comptroller and Auditor General, Reducing carbon emissions from cars, Session 2019–2021, 

HC 1204, National Audit Office, February 2021. 
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https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf
https://committees.parliament.uk/committee/62/environmental-audit-committee/news/154978/supply-chain-for-battery-electric-vehicles-inquiry-launched/
https://www.nao.org.uk/wp-content/uploads/2020/12/Achieving-net-zero.pdf
https://www.nao.org.uk/wp-content/uploads/2020/12/Achieving-net-zero.pdf
https://www.nao.org.uk/wp-content/uploads/2020/11/Achieving-governments-long%E2%80%91term-environmental-goals.pdf
https://www.nao.org.uk/wp-content/uploads/2021/02/Reducing-Carbon-Emissions-from-cars.pdf
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Other risks particular to government

Coordination and delivery risk. Climate change adaptation and mitigation 
requires transformation on a vast scale, at a time when government is managing 
a significant number of strategic challenges. Actions to address risks need to be 
coordinated among the various responsible bodies to be effective.22 There is a risk 
that organisations do not collaborate effectively to address system-wide 
challenges such as climate change, and fail to share lessons, develop 
skills and work effectively across boundaries. This could lead to 
increased social and economic costs or failure to achieve statutory 
or strategic targets. Coordination is required across central and local 
government. Our report on local government and net zero in England23 
said that there are serious weaknesses in central government’s approach 
to working with local authorities on decarbonisation, stemming from a 
lack of clarity over local authorities’ overall roles, piecemeal funding and 
diffuse accountabilities. In central government, departments must communicate 
clearly with their arm’s-length bodies.24 All organisations have a responsibility to 
understand how climate change risk manifests beyond their own organisation in 
order to ensure that effective public service delivery is not compromised.

Climate-related opportunities
The Task Force on Climate-related Financial Disclosures (TCFD) notes 
that efforts to mitigate and adapt to climate change also produce 
opportunities for organisations, for example, through resource 
efficiency and cost savings, the adoption of low-emission energy 
sources, the development of new products and services, access to 
new markets, and building resilience along the supply chain. 

According to the CCC, although climate change for the UK is associated 
mainly with risks, there may be some opportunities, in particular if 
appropriate adaptation action is taken in time to minimise the risks and 
to put in place any necessary support to take advantage of the benefits 
from warmer temperatures. The CCC lists a number of opportunities 
for the UK, including those available to business and trade from 
adaptation services, new products and trade routes.25

There are also significant transition opportunities for the UK economy 
associated with climate mitigation and the growth of low–carbon 
industries and technologies (see example under technology risk relating 
to electric cars). There are numerous opportunities associated with 
decarbonisation and government bodies should explore what this means 
for their own organisations’ strategy and operations.

21   See footnote 10, Summary paragraph 11.
22  See footnote 9.
23 Local government and net zero in England.
24 National Audit Office, Local government and net zero in England, paragraph 22.
25 See footnote 4.
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Accountability risk. Our report on achieving net zero identified that 
government had not clearly set out the roles of public bodies outside 
central departments in achieving net zero.21 It is vital that all public 
bodies are clear on their own roles and responsibilities, and how they 
contribute to government’s overall strategy, so they can effectively 
identify relevant climate-related risks.

https://www.nao.org.uk/wp-content/uploads/2021/07/Local-government-and-net-zero-in-England.pdf
https://www.nao.org.uk/wp-content/uploads/2021/07/Local-government-and-net-zero-in-England.pdf
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Part Two
Expectations on government organisations
Overriding target expectation: 
net zero by 2050
The government has set out its ambition 
and commitment to bring all greenhouse 
gas emissions to net zero by 2050. 
Climate change policy is constantly 
evolving, and this has the potential to bring 
about uncertainties in organisations’ risk 
landscapes. By monitoring the changing 
legislation, government organisations 
will be in a better position to monitor and 
respond to emerging risks. In our role as 
the UK's independent public spending 
watchdog, we produce a robust programme 
of work to address the climate change‑ 
and environment‑related challenges 
faced by government. 

You can find our full suite of reports in 
Appendix Three.

Expectations on reporting are 
outlined in Part Four. 

 1/3
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1992 1997

1992: The United Nations 
Framework Convention 
on Climate Change is a 
“Rio Convention”, one of 
two opened for signature 
at the “Rio Earth Summit” 
in 1992. The UNFCCC 
entered into force in 1994.

1997: The Kyoto Protocol 
was adopted in 1997 
and entered into force in 
2005. It operationalised 
the UNFCCC by 
committing state parties 
to limit and reduce 
greenhouse gas emissions.

Figure 2: Key UK and international legislation, policies, targets and events related to climate change, as at July 2021

We have produced a timeline of the key government initiatives and policies on climate-related issues known to date. 
This will assist boards and Audit and Risk Assurance Committees to place their organisation’s climate change risks in context.

Key past legislation, policies targets and events related to climate change risks

2008

2011 2015 2019

2016 2018 2020

2011: First Greening 
Government Commitments 
which outline actions 
government departments and 
agencies will take to 
reduce their impacts on 
the environment. 

2008: The Climate Change Act 
enshrines emissions reduction 
targets (80% cut by 2050 
on 1990 levels), five‑yearly 
carbon budgets and UK‑wide 
Climate Change Risk Assessments 
in law for the first time.

2018: 25-Year 
Environment 
Plan outlines the 
UK’s approach 
to adapting to 
climate change.

2016: Second 
Greening Government 
Commitment actions 
covering period to 
2020. The next set 
of commitments are 
expected later in 2021.

2020: The Ten Point plan 
for a Green Industrial 
Revolution includes a goal 
of a 50% direct carbon 
emissions reduction in 
public sector emissions 
by 2032 on 2017 levels.

2006

2006: The Stern Review 
concludes that climate 
change could damage global 
GDP by up to 20% if left 
unchecked – but curbing 
it would cost about 1% of 
global GDP. 

Legislation

Strategies and commitments

Events

International agreements

2019: Net zero 
greenhouse gas 
emissions by 2050 
target following 
amendment to 
the 2008 Climate 
Change Act.

2015: UK becomes 
party to international 
Paris Climate Change 
Agreement and United 
Nations Sustainable 
Development Goals.1

Continued 
on next page

Note
1 Although all the goals are related to sustainability in some way, goal 13 is specifically related to Climate Action.

https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Funfccc.int%2Fprocess-and-meetings%2Fthe-convention%2Fwhat-is-the-united-nations-framework-convention-on-climate-change&data=04%7C01%7CCourtnay.IpTatKuen%40nao.org.uk%7Cbf9bad16db2f490b79f708d94782fea6%7Ce569c7b06dfc42b89b6a2cfc414d4f8c%7C0%7C0%7C637619450206094869%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Dl2P7nEb0FiO1MfO2YgaAr9gUnqmGC0kFSKfwGsDQOQ%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Funfccc.int%2Fprocess-and-meetings%2Fthe-convention%2Fwhat-is-the-united-nations-framework-convention-on-climate-change&data=04%7C01%7CCourtnay.IpTatKuen%40nao.org.uk%7Cbf9bad16db2f490b79f708d94782fea6%7Ce569c7b06dfc42b89b6a2cfc414d4f8c%7C0%7C0%7C637619450206094869%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Dl2P7nEb0FiO1MfO2YgaAr9gUnqmGC0kFSKfwGsDQOQ%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Funfccc.int%2Fprocess-and-meetings%2Fthe-convention%2Fwhat-is-the-united-nations-framework-convention-on-climate-change&data=04%7C01%7CCourtnay.IpTatKuen%40nao.org.uk%7Cbf9bad16db2f490b79f708d94782fea6%7Ce569c7b06dfc42b89b6a2cfc414d4f8c%7C0%7C0%7C637619450206094869%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Dl2P7nEb0FiO1MfO2YgaAr9gUnqmGC0kFSKfwGsDQOQ%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Funfccc.int%2Fkyoto_protocol&data=04%7C01%7CCourtnay.IpTatKuen%40nao.org.uk%7Cbf9bad16db2f490b79f708d94782fea6%7Ce569c7b06dfc42b89b6a2cfc414d4f8c%7C0%7C0%7C637619450206104865%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=nr9R5d7se3uhfFTe8MtEM33UwbtJNNoUSmwctBA812Q%3D&reserved=0
https://www.gov.uk/government/collections/greening-government-commitments
https://www.gov.uk/government/collections/greening-government-commitments
https://www.legislation.gov.uk/ukpga/2008/27/contents
https://commonslibrary.parliament.uk/research-briefings/cbp-7555/#:~:text=UK%20Carbon%20Budgets%201%20The%20Climate%20Change%20Act,...%204%20Progress%20in%20meeting%20carbon%20budgets.%20
https://www.theccc.org.uk/publication/independent-assessment-of-uk-climate-risk/
https://www.gov.uk/government/publications/25-year-environment-plan/25-year-environment-plan-our-targets-at-a-glance
https://www.gov.uk/government/publications/25-year-environment-plan/25-year-environment-plan-our-targets-at-a-glance
https://www.gov.uk/government/publications/25-year-environment-plan/25-year-environment-plan-our-targets-at-a-glance
https://www.gov.uk/government/publications/greening-government-commitments-2016-to-2020
https://www.gov.uk/government/publications/greening-government-commitments-2016-to-2020
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/936567/10_POINT_PLAN_BOOKLET.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/936567/10_POINT_PLAN_BOOKLET.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/936567/10_POINT_PLAN_BOOKLET.pdf
https://webarchive.nationalarchives.gov.uk/20100407172811/http://www.hm-treasury.gov.uk/stern_review_report.htm
https://www.legislation.gov.uk/ukpga/2008/27/section/1
https://www.legislation.gov.uk/ukpga/2008/27/section/1
https://www.gov.uk/government/news/uk-ratifies-the-paris-agreement
https://www.gov.uk/government/news/uk-ratifies-the-paris-agreement
https://www.gov.uk/government/topical-events/uk-voluntary-national-review-of-progress-towards-the-sustainable-development-goals
https://www.gov.uk/government/topical-events/uk-voluntary-national-review-of-progress-towards-the-sustainable-development-goals
https://www.gov.uk/government/topical-events/uk-voluntary-national-review-of-progress-towards-the-sustainable-development-goals
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Figure 2 continued: Key UK and International legislation, policies, targets and events related to climate change, as at July 2021

Source: National Audit Office

Legislation

Strategies and commitments

Events

International agreements

2021
2022

2025 2032

2035

2050

2021 (expected): 
The government’s 
Environment Bill is 
legislating a framework 
for new legally 
binding environmental 
improvement targets 
for waste, water, 
air and biodiversity, 
which will support the 
long‑term objectives 
in the 25‑Year 
Environment Plan.

2022: The government must 
publish its climate change 
risk assessment as per the 
2008 Climate Change Act 
which requires publication 
every five years.

2032: Target date in 
The Ten Point Plan 
for a Green Industrial 
Revolution for public 
sector emission 
reduction by 50% 
on 2017 levels.

2025: Government target to 
make financial disclosures 
aligned to the recommendations 
of the Task Force on 
Climate‑Related Financial 
Disclosures mandatory 
across the economy.

2050: The 
UK‑wide target 
for net zero 
carbon emissions 
by 2050.

2035: Emissions 
to be cut by 
78% compared 
with 1990 levels 
by 2035.

2021: The 26th UN Climate 
Change Conference of the 
Parties (COP26) held in Glasgow 
in November. Countries will be 
expected to put forward updated 
and enhanced carbon emissions 
reduction targets.

2021: The government published 
its Green Financing Framework 
describing how the government 
plans to finance expenditures 
through the issuance of green 
gilts and the retail Green 
Savings Bonds.

Targets and policies related to climate change risks as at mid-2021

Continued

2021: The Sixth Carbon 
Budget pledges to cut 
emissions by 78% 
compared to 1990 levels 
by 2035, including aviation 
and shipping emissions.

https://www.gov.uk/government/publications/climate-change-adaptation-policy-information/climate-change-adaptation-policy-information
https://www.gov.uk/government/publications/climate-change-adaptation-policy-information/climate-change-adaptation-policy-information
https://www.gov.uk/government/publications/the-ten-point-plan-for-a-green-industrial-revolution/title
https://www.gov.uk/government/publications/the-ten-point-plan-for-a-green-industrial-revolution/title
https://www.gov.uk/government/publications/the-ten-point-plan-for-a-green-industrial-revolution/title
https://www.gov.uk/government/publications/uk-joint-regulator-and-government-tcfd-taskforce-interim-report-and-roadmap
https://www.gov.uk/government/publications/uk-joint-regulator-and-government-tcfd-taskforce-interim-report-and-roadmap
https://commonslibrary.parliament.uk/research-briefings/cbp-8868/#:~:text=COP26%20was%20to%20be%20held%20five%20years%20after,%28NDC%29%20as%20part%20of%20the%20so-called%20%E2%80%9Cratchet%E2%80%9D%20mechanism.
https://commonslibrary.parliament.uk/research-briefings/cbp-8868/#:~:text=COP26%20was%20to%20be%20held%20five%20years%20after,%28NDC%29%20as%20part%20of%20the%20so-called%20%E2%80%9Cratchet%E2%80%9D%20mechanism.
https://commonslibrary.parliament.uk/research-briefings/cbp-8868/#:~:text=COP26%20was%20to%20be%20held%20five%20years%20after,%28NDC%29%20as%20part%20of%20the%20so-called%20%E2%80%9Cratchet%E2%80%9D%20mechanism.
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1002578/20210630_UK_Government_Green_Financing_Framework.pdf
https://www.gov.uk/government/news/uk-enshrines-new-target-in-law-to-slash-emissions-by-78-by-2035
https://www.gov.uk/government/news/uk-enshrines-new-target-in-law-to-slash-emissions-by-78-by-2035
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Part Three
How to support and challenge management
Audit and Risk Assurance Committees (ARACs) play a key role throughout the 
whole risk management process. Given the breadth and significance of climate 
risks, it is appropriate that all elements of the risk management process are 
scrutinised for their effectiveness in responding to climate risk. In this part, 
we outline how ARACs can support and challenge management on climate 
change risk.26 HM Treasury’s Orange Book is widely used across government as 
guidance on how to manage risk.27 For each main risk management principle we:

• explain the key climate change considerations;

• outline questions which ARACs can ask management; and

• provide an illustrative example.28

Figure 3: The Orange Book’s Risk Management Framework 

HM Treasury's Orange Book sets out a principle-based approach that provides flexibility and 
judgement in the design, implementation and operation of risk management

Governance and leadershipIntegration

Collaboration

Inform
atio

n 

Insight 

Insight
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ConsultationCommunication Continual
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Source: HM Treasury, The Orange Book – Management of Risk – Principles and Concepts, 2020

26  For the purposes of Part Three, management incorporates accounting officers and senior leadership of the organisation.
27  The National Audit Office has exercised judgement in determining which questions apply to each principle, with the aim of 

providing ARACs with a structured approach to considering climate change risk.
28  The examples selected are not intended to be exhaustive or examples of best practice, but are illustrations of 

organisations’ good practices in addressing climate risk.
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Governance and leadership
Main principle

Risk management shall 
be an essential part of 
governance and leadership, 
and fundamental to how 
the organisation is directed, 
managed and controlled 
at all levels.

Key climate change considerations
The board’s responsibility to consider climate‑related risks 
and the possible implications should be clearly defined in 
the risk management framework, with responsibilities and 
accountabilities for climate risk management documented.29 
Effective risk management should support informed 
decision‑making in line with the organisation’s risk appetite, 
ensure confidence in the response to risks and ensure 
transparency over the principal risks and how these are 
managed. The board should determine and continuously assess 
the nature and extent of the principal risks that the organisation 
is exposed to and is willing to take to achieve its objectives. 

At the ‘Governance and leadership’ level, clearly defining 
individual or committee accountability for climate risk at board 
level is crucial for achieving a fully integrated strategy. Given the 
breadth and far‑reaching strategic implications of climate 
change, accountability should sit with the most senior individual 
in the organisation, with responsibility for risk identification, 
assessment and ongoing control delegated as necessary. 

The accounting officer is responsible for setting the overall 
approach in relation to climate change. The ARAC supports 
and advises the board and the accounting officer in their 
responsibilities over climate‑related risk management. 
Crucially, the organisation’s governance and leadership must 
be dynamic in supporting the identification and emergence 
of significant risks such as climate change. This relies on 
having effective processes and analytical methods in place for 
climate risk assessment, enabled by a board‑led culture that 
encourages serious consideration of climate risk across the 
organisation. Boards and ARACs should expect management 
to provide an integrated view of how the organisation is 
approaching climate‑related risk, together with a view of how 
opportunities might evolve.

29 HM Treasury, Orange Book, 2020.
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Governance and leadership continued
Questions ARACs could ask 
For further questions see Appendix One 

Q Is there a clear understanding of what the organisation’s 
requirements are in terms of government policy?

Q How have climate‑related risks and opportunities been 
identified and factored into the organisation’s strategy? 

Q How effective is the risk culture promoted by leadership in 
supporting debate, discussion and understanding of climate 
change as an emerging risk? 

Q  How does management gain and maintain an 
appropriate level of understanding of climate‑related risks 
and opportunities that are likely to have a material impact 
on the organisation?

 
 

Q  Is there clarity of roles, responsibilities and accountabilities 
for each component of the ‘three lines of defence’ as part of 
the overall risk management of climate change?30

Q How does the board gain assurance over the management 
of climate‑related risk in the organisation? For example: 

• assessing the organisation’s approach to managing 
climate‑related risks;

• reviewing board briefings on relevant climate change 
matters, including results of climate risk deep‑dives; and 

• assessing management’s use of data and 
consideration of data integrity to gain assurance 
over any potential impact.

30 Orange Book, Annex 2.

21%
Of the organisations that 
ARAC chairs said had a 
climate or sustainability 
risk policy, only 21% were 
presented to ARAC for 
review and approval
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Governance and leadership continued
Example

Lloyds’ governance structure
Climate risk is embedded in the organisation’s 
enterprise risk management and governance 
framework as well as governance oversight at 
group leadership and board levels. 

22  Lloyds Banking Group Annual Report and Accounts 2020

OUR ENVIRONMENTAL AND SOCIAL PERFORMANCE

continue to refine the Group’s external sector 
statements, which help articulate appropriate 
areas of climate-related risk appetite and 
our approach to the risk assessment of our 
customers. For more information on the Group’s 
external sector statements see page 24.
As part of the Group's credit risk policy, we 
have mandatory requirements to consider 
environmental risks in key risk management 
activities. In Commercial Banking, Relationship 
Managers must continue to ensure that 
sustainability risk is considered for all new and 
renewal facilities, and specifically commented 
on where credit limits exceed £500,000. We 
have also developed and are piloting a tool in 
Commercial Banking to help qualitatively assess 
our clients’ physical and transition risks.
In Retail, we consider exposure to physical 
risks, such as flooding, in our mortgages 
origination criteria and we have also introduced 
sustainability related criteria into our motor 
finance businesses. Within Insurance, an 
assessment of climate-related risks to General 
Insurance (GI) liabilities is integrated into the 
internal model governance process. We further 
developed our weather modelling capabilities 
in 2020 through completion of a research 
partnership between the Group's GI Weather 
Modelling Team and the University of Reading 
on extreme wind and flood risk in the UK.
Sectors with increased climate risk
The Group has identified those sectors where 
we have lending to customers that may likely 
contribute a higher share of Lloyds Banking 
Group’s financed emissions (see Table 1). Not all 
customers in these sectors have high emissions 
or are exposed to significant transition risks. As 
discussed within our disclosure, we continue 
to enhance and refine this work at both 
counterparty and sector level, considering both 
risks and opportunities as we look to support 
our customers' responses to climate change.

Metrics and targets
Financed emissions 
Lloyds Banking Group believes it is appropriate 
to provide more financial information on our 
financed emissions, although we also recognise 
this is a rapidly developing area, with evolving 
and sometimes limiting data availability, data 
completeness and calculation methodologies. 
We expect these to continue to improve in 

2021 and beyond, helping us to refine our 
approaches, estimates and understanding of 
the climate risk within Lloyds Banking Group’s 
portfolios. However, in order to enhance 
disclosure, whilst recognising these limitations, 
we detail in Table 2 an initial estimated view of 
the 2018 financed emissions baseline across 
the Group’s own lending activity (excluding 
Insurance and Wealth).
This will serve as an initial basis for our goal of 
helping to reduce the emissions we finance 
by more than 50 per cent by 2030 and to 
help us better support customers in their 
transition plans to a low-carbon economy (see 
Table 2). We selected 2018 as there is more 
comprehensive company emissions reporting 
and UK Government Office of National Statistics 
(ONS) emissions data available at that time.
We have used the emerging industry standard 
for calculating financed emissions developed 
by the Partnership for Carbon Accounting 
Financials (PCAF). The baseline is an estimate, 
as client or asset level emissions data is currently 
not available in all cases and where appropriate, 
we have used internal and external data and 
proxies to fill these data gaps. Given this is a 
new discipline that will continue to develop 
and evolve, it is expected that our baseline 
will change in the future (perhaps materially), 
which may require restatement. We expect 
methodologies for calculating financed 
emissions to mature, with data availability 
and quality also improving from clients and 
Government sources.
Our initial estimated view of the 2018 financed 
emissions baseline covers approximately 
70 per cent of the Group’s balance sheet 
(excluding Insurance and Wealth)1 comprised of: 

  Motor vehicle loans (Lex and Black Horse) – 
at individual vehicle level, vehicle emission 
intensity and contracted (or estimated) miles 
driven per annum

  Mortgages (Retail UK Mortgages) – from 
Energy Performance Certificates (EPCs) where 
available with estimates used for properties 
without EPC ratings 
  Business loans (Commercial Banking only) – 
on client-level emissions data and asset-based 
estimates using ONS UK sector emissions
  Cash balances – with no associated emissions

 

Our progress in building a sustainable and responsible business continued

Helping Britain transition to a sustainable low  
carbon economy continued

For the remaining balance sheet, 26 per cent 
currently have no method for calculating 
emissions and 4 per cent do not have data readily 
available to enable emissions to be calculated.2

As currently recommended by PCAF, the 
baseline only includes Scope 1 and 2 emissions 
of clients and does not include undrawn lending 
commitments, off balance sheet contingents or 
areas where there is no methodology.
Insurance and Wealth financed emissions
The financed emissions for the Insurance and 
Wealth division are not included in the Group’s 
total financed emissions or the Group’s target 
to reduce financed emissions by 50 per cent by 
2030. Due to the different nature of banking and 
investment activity, the Insurance and Wealth 
division will be further developing its approach 
to reporting appropriate climate metrics and 
targets during 2021.

Power sector ambition
In Commercial Banking, we have been working 
to develop a power sector ambition as power 
sector decarbonisation is critical for the UK to 
achieve its Net Zero goal. 

We have determined that our power generation 
portfolio, comprising Commercial Banking 
large corporate and project finance portfolio 
facilities, generated financed emissions of 
0.7MtCO2e in 2018, with an emission intensity of 
141gCO2e/kWh on a drawn basis, covering both 
UK and EU exposures. This is lower than the UK 
average grid emissions intensity of 283 gCO2e/
kWh in 2018, due to our market leading support 
for UK offshore and renewable energy.

Having assessed our Commercial Banking 
large corporate and project finance power 
generation portfolio against decarbonisation 
plans and our commitment to Help Britain 
Prosper, we are now setting an ambition to 
reduce the portfolio’s emission intensity to 
less than 75gCO2e/kWh by 2030* This is in line 
with the UK’s net zero ambition, but takes into 
account the combination of UK and European 
clients in our portfolio.
*We have followed the PCAF recommendation to only 
account for drawn lending exposure in our financed emission 
disclosure. It is important to highlight that the undrawn portion 
of the power generation portfolio could result in fluctuations to 
the emission and power intensity baseline.

Achieving our ambition will be dependent on the 
UK and European countries putting in place the 
policy frameworks to meet decarbonisation goals 
and major utilities achieving their decarbonisation 
objectives. We will work with the Government and 
our clients to help support this transition.
Green finance
In 2020, we provided over £2.3 billion of green 
finance in Commercial Banking, through our 
Clean Growth Finance Initiative, Commercial 
Real Estate Green Lending Initiative, Renewable 
Energy Financing and Green Bond facilitation. 
This increased our total green finance to over 
£7.3 billion since 2016. In addition, we have 
supported clients with over £1.8 billion of 
Sustainability Linked Loans since 2017.

New climate pledges for our own operations 
In 2019 we announced achievement of our 
2030 carbon emission reduction goal for our 
own operations, 11 years early, having reduced 
carbon emissions by 63 per cent between 
2009 and 2019, and exceeding our 60 per cent 
reduction target. We are now able to announce 
three new operational climate pledges which 

Progress in 2020

Governance
Our governance structure provides clear oversight and ownership of the Group’s 
sustainability strategy and management of climate-related risks. Governance for 
climate-related risks is embedded into the Group’s existing governance structure and is 
complementary to governance of the Group’s sustainability strategy.

Lloyds Banking Group Board

Divisional forums/ 
working groups

Group Sustainability  
forum

Climate Risk Planning  
& Prioritisation

Climate Risk Executive Management

Group Risk Committee

Board Risk Committee

Group Sustainability team

Group Executive Sustainability Committee

Group Executive Committee

Responsible Business CommitteeSpecific committees 
are in place to 
establish clear lines 
of accountability for 
sustainability and 
climate change, and 
demonstrate how 
information feeds 
up to the board for 
decision-making.

Board-level 
ownership and 
oversight of the 
sustainability 
(including climate 
change) agenda. 
Shows integration 
into Lloyds’ existing 
risk and governance 
structure. 

Source: Annual Report and Accounts 2020, page 22

https://www.lloydsbankinggroup.com/assets/pdfs/investors/annual-report/2020/2020-lbg-annual-report.pdf
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Integration
Main principle

Risk management shall 
be an integral part of all 
organisational activities to 
support decision‑making 
in achieving objectives.

Key climate change considerations
Climate change risks and opportunities – like other principal 
risks – should be embedded within an organisation’s strategy 
and risk management framework. As demonstrated in Part One, 
climate change risks will have a range of impacts across an 
organisation, and in order to properly manage these risks, 
they need to be understood and firmly integrated as part of 
an organisation’s strategy. Climate change risks cannot be 
considered in isolation. For instance, risks to value for money 
when committing to projects need to be considered alongside 
the risks associated with policy and legislative changes, as well 
as risks to managing strategic uncertainty. As organisations are 
making strategic decisions, it is essential that climate change 
risk is fully understood and continually evaluated alongside all 
other principal risks. 

Achieving effective climate risk integration first relies on 
having a clear understanding of climate risks and opportunities 
faced by the organisation, informed by data and quantified 
using scenario analysis modelling wherever feasible and 

proportionate. Integrating climate risks into the existing 
risk management framework involves an assessment of the 
interactions between climate risks and other organisational 
risks. This process should consider whether climate risks 
are best addressed as a cross‑cutting driver of other risks, 
standalone risk(s) or both. Integration should then involve a 
systematic assessment of all elements of the risk management 
framework to test whether an update is needed to reflect climate 
risks identified. 

This process is an opportunity for organisations to critically 
assess the extent to which risk management is embedded within 
strategic decision‑making. If strategic decisions are being taken 
in isolation of risk management considerations, climate risks and 
opportunities will not be effectively addressed over time.
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Integration continued
Questions ARACs could ask 
For further questions see Appendix One 

Q  How does management build awareness and 
understanding of emerging risks such as climate change 
across the organisation?

Q What processes does the organisation have in place to 
embed climate‑related risks throughout the organisation? 

Q  Do the organisation’s strategic objectives, budgets and 
delivery plans reflect management’s consideration of 
climate change risks and opportunities?

Q How is climate risk embedded in climate‑related policy 
development (where applicable)?

 
 

Q  How does management ensure that climate change 
considerations are clearly factored into its risk appetite? 

• Is the organisation’s risk attitude and appetite over 
climate change‑related matters understood by the 
wider workforce, particularly key decision‑makers? 

• Is management able to explain the impact of 
climate change risk on decision‑making across 
the organisation? 

60% 
of ARACs did not know 
what to ask management 
about climate‑related risks 
and the impacts on the 
department’s operations
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Integration continued
Example

NatWest Group’s integrated strategy

04

2020 highlights and progress

A relationship bank 
for a digital world.

NatWest Group is the largest business  
and commercial bank in the UK, with a  
leading retail business. We are the biggest  
supporter of the business sector – banking around  
1 in 4 businesses across the UK and Ireland, from  
start-ups to multi-nationals. 

We are closely connected to our 19 million customers 
across the UK and Ireland; through a comprehensive 
range of banking and financial services, and a 
strong local and regional footprint. This connection 
to customers and communities builds our trust and 
knowledge; enabling us to support our customers 
effectively, throughout their lives as their financial 
needs and priorities evolve. 

We champion their potential, by helping to identify and 
break down the barriers they may be facing.  During 
this period of economic uncertainty and disruption, we 
have stepped up to support our customers in faster, 
more personal and digitally-enabled ways. Guided by 
our purpose and strategy, we have the proven intent 
and means to deepen our customer relationships, grow 
our business, balance the needs of all our stakeholders, 
and drive long-term, sustainable returns for our 
shareholders.

In an ever-changing world it has never been more 
important to stand for something. Our Purpose is our 
North Star – it is the cornerstone of everything we do.  
It recognises that our business is made up of a network 
of relationships with multiple stakeholders with 
different interests. We know relationships run deeper 
than transactions and that we need to consider the 
interests of all our stakeholders. In 2020, Our Purpose 
could be seen in action, as we stepped up quickly to 
put in place extraordinary measures to support our 
customers, colleagues and communities through the 
COVID-19 pandemic.

There are three focus areas of Our Purpose where we can 
make a meaningful contribution to our customers, colleagues 
and communities: climate, enterprise and learning. We will 
lead the fight against climate change by playing an active role 
in the transition to a low-carbon economy. As the champion 
of businesses in the UK and Ireland we will remove barriers to 
enterprise and help the economy build back better. And we will 
build financial capability by helping those who want to take control 
of their finances and their futures to make the most of their money.

The strength of our culture underpins everything we do.  
We deliver on our promises and live by our values as one bank;  
serving customers, working together, doing the right thing and 
thinking long-term.

Our strategy is to deliver on Our Purpose and drive sustainable 
returns to shareholders through four strategic priorities. We will 
support our customers at every stage of their lives by being more 
relevant to them and by building deeper relationships as we evolve 
our propositions to meet their needs throughout their lives. We will 
be much simpler as a bank and much simpler to deal with for our 
customers, through a focus on great customer service technology 
and improving customer journeys. We will be powered by 
innovation and partnerships by using new technology and digital 
expertise to deliver an excellent customer experience – harnessing 
our internal knowledge and experience and partnering with 
leading external organisations around the world. We will allocate 
our capital better to drive growth and optimise returns from a safe 
and secure base.

We will deliver these priorities from a strong balance sheet and 
capital generative businesses, which give us the necessary 
flexibility to navigate an uncertain outlook, to support our 
customers, and deliver sustainable returns to shareholders.

Climate
Leading the climate challenge

Learning
Building financial 

capability

Enterprise
Removing barriers to 

enterprise

Supporting 
customers at 

every stage of 
their lives

Simple to 
deal with

Sharpened 
capital 
allocation 

Powered by 
innovation and 
partnerships

Our Purpose
We champion potential, helping 
people, families and businesses 

to thrive
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DOING THE RIGHT THINGNatWest Group is a 
relationship bank 
for a digital world.
We champion potential; breaking down barriers and building financial 
confidence so the 19 million people, families and businesses we serve 
in communities throughout the UK and Ireland can rebuild and thrive. 
If our customers succeed, so will we.

Our Strategy
Our strategy is to deliver on Our 
Purpose and drive sustainable 
returns to shareholders through 
four strategic priorities.

Areas of Focus
There are three focus areas of 

Our Purpose where we can make
a meaningful contribution to our 

customers, colleagues and 
communities.

We champion potential; breaking 
down barriers and building  financial 
confidence so the 19 million people, 
families and businesses we serve in 
communities throughout the UK and 
Ireland can rebuild and thrive. If our 
customers succeed, so will we.

Areas of Focus
There are three 
focus areas of  Our 
Purpose where we can 
make a meaningful 
contribution to our 
customers, colleagues 
and communities.

Our Strategy
Our strategy is to deliver on  
Our Purpose and drive sustainable 
returns to shareholders through 
four strategic priorities.

Climate-related disclosures
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Climate-related  
disclosures.

We set ourselves the challenge to at least halve the climate impact 
of our financing activity by 2030, and to do what was necessary to 
achieve alignment with the 2015 Paris Agreement.

Our ambition is supported by the following key areas of activity: 

Progress during 2020 includes:

• Achieved Net Zero Carbon across our own operations.

• 90% of our global electricity is from renewable sources.

• £12 billion climate and sustainable funding and financing. 

• Reduced oil and gas lending exposure by £0.8 billion.

• Launched new products and initiatives to support customers 
transition to low carbon economy, including Green Mortgages.

NatWest Group publicly committed to support the Financial 
Stability Board’s Taskforce on Climate-related Financial  
Disclosure (TCFD) recommendations in 2017. We are making 
progress on assessing climate-related risks and opportunities, 
establishing governance and risk management processes, as 
well as developing metrics and targets. This section includes a 
summary of our climate-related disclosures. Refer to the 2020 
Climate-related disclosures report for disclosures intended to  
align with the TCFD recommendations.

We recognise that climate change is a global issue  
which has significant implications for our customers, 
employees, suppliers, partners, investors and therefore 
NatWest Group itself. In February 2020, we announced our 
ambition to be a leading bank in the UK and RoI helping 
to address the climate challenge; by making our own 
operations Climate Positive by 2025, and by driving material 
reductions in the climate impact of our financing activity. 

69

 

  

Accelerating  
the speed  

of transition

Helping to  
end the  

most harmful 
activity

Championing  
climate solutions

Embedding  
climate into  
our culture  

and decision  
making

Making our  
own operations 
Climate Positive  

by 2025

Natwest Group integrates the climate challenge into 
its strategy and purpose by highlighting it as one of 
three areas of focus. 

On page 73 of NatWest's annual report, NatWest Group is taking steps to develop scenario 
analysis capabilities to better understand and act on the implications of climate-related risks and 
opportunities for its business and customers. 

There is a clear ambition from NatWest Group to integrate and embed climate change into its 
culture and decision-making. Pages 69 onwards of NatWest ’s annual report highlight progress 
made during 2020 on each key area within its climate ambition.  

Source: Annual Report and Accounts 2020, pages 4 and 69

https://investors.natwestgroup.com/~/media/Files/R/RBS-IR-V2/results-center/19022021/natwest-group-annual-report-accounts-2020-v1.pdf
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Collaboration and best information
Main principle

Risk management shall be 
collaborative and informed by 
the best available information 
and expertise.

Key climate change considerations
Climate change is a cross‑government challenge and we 
outline cooperation as a key risk to government in Part One. 
For organisations in government, particularly departments, 
it is critical that management identifies appropriate activities 
that capture the extent of climate change risks. Management 
needs to look beyond its respective organisation to see how 
risks can emerge from key stakeholders and third parties – 
for instance, how their supply chain could be at risk from the 
impact of climate change. One of the lessons learned from the 
government’s response to COVID‑19 was the importance of 
effective coordination and communication between government 
departments, central and local government, and private 
and public sector bodies.31 Given the scale of the challenge, 
government organisations will benefit from collaboration with 

local government when considering how to develop strategies 
for dealing with climate change risk. Our report on local 
government and net zero noted that government has not yet 
set out to local authorities how it will work with them to clarify 
responsibilities for net zero.32 Departments need to consider 
whether they have an effective strategy for aggregating 
climate change risks from their arm’s‑length bodies, and 
whether arm’s‑length bodies are fully supported to identify 
and escalate climate change risks. As climate change is 
growing in prominence across the world, areas of expertise 
will emerge – organisations should be collaborative, using the 
opportunities that arise to share knowledge and learn lessons 
so they can increase the maturity of their organisations to 
manage climate change risk.

31   National Audit Office, Initial learning from the government's 
response to the COVID-19 pandemic, page 24.

32  National Audit Office, Local government and net zero in England, 
paragraph 8.

https://www.nao.org.uk/report/initial-learning-from-the-governments-response-to-the-covid-19-pandemic/
https://www.nao.org.uk/report/initial-learning-from-the-governments-response-to-the-covid-19-pandemic/
https://www.nao.org.uk/wp-content/uploads/2021/07/Local-government-and-net-zero-in-England.pdf
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Collaboration and best information continued
Questions ARACs could ask 
For further questions see Appendix One 

Q  How does management keep up to date with climate 
change‑related developments, policy and regulatory changes? 

Q  How confident is management in its understanding of 
the organisation’s responsibilities in delivering wider 
departmental or government policy objectives, such as 
achieving net zero by 2050, and the Greening 
Government Commitments? 

Q  How does management identify external risks which have 
the potential to impact it from beyond the organisation, for 
example in its supply chain or – in the case of departments 
– within arm’s‑length bodies?

 
 

Q  Has management considered data sharing arrangements 
with other government bodies to support a joined up and 
collaborative approach to climate risk management? 

Q  How does management get an awareness of what matters 
to its stakeholders on climate change risk? 

• What is management doing to respond to 
those expectations?

62% 
of ARACs did not know 
what to ask management 
about climate‑related 
financial reporting 
and disclosures 

https://www.gov.uk/government/collections/greening-government-commitments
https://www.gov.uk/government/collections/greening-government-commitments
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Collaboration and best information continued
Example

Department for Transport (DfT) – UN Sustainable Development Goals

UN Sustainable 
Development Goal

DfT activity

11. Sustainable cities and 
communities
Make cities and human 
settlements inclusive, safe, 
resilient and sustainable

 a Running the £2.45 billion Transforming Cities Fund to drive up productivity through 
improved connections between urban centres and suburbs. Supplementary guidance 
for shortlisted cities was published in March 2019. https://www.gov.uk/government/
publications/apply-for-the-transforming-cities-fund 

 a Announced £5 billion in February 2020 to support bus services, cycling and walking and 
make every day journeys easier, greener and more convenient. The first stage of this 
investment was allocated to local authorities in July 2020 as an Emergency Active Travel 
Fund (£250 million) to support, among other initiatives, the deployment of pop-up bike 
lanes with protected space for cycling, wider pavements, safer junctions and cycle and 
bus-only corridors. https://www.gov.uk/government/publications/emergency-active-travel-
fund-local-transport-authority-allocations Announced a multimillion deal for bus users 
(September 2019), which includes plans for Britain’s first all-electric bus town for which 
local authorities were invited to bid for funding from February to June 2020. https://www.
gov.uk/government/publications/a-better-deal-for-bus-users/a-better-deal-for-bus-users  

 a Supported the registration of over 240,000 ultra-low emission vehicles (ULEVs) since 2010 
on UK roads, helping make the UK the third largest market for ULEVs in Europe in 2019.  

 a Consulted on amending building regulations to include requirements for electric vehicle 
chargepoint in new residential and new and existing non-residential buildings (2019). 
https://www.gov.uk/government/consultations/electric-vehicle-chargepoints-in-residential-
and-non-residential-buildings

 a Supported 66 local authorities to date in the roll-out of electric vehicle chargepoints 
through a boost to the On Street Residential Chargepoint Scheme (now £20 million) and 
continuing to support local authorities in the deployment of zero emission buses through 
the £48 million Ultra-Low Emission Bus Scheme. https://www.gov.uk/government/news/
funding-for-on-street-chargepoints-doubled-to-help-charge-up-electric-vehicle-revolution

 a With other Government departments, put in place a £3.8 billion plan to reduce harmful 
emissions from road transport, including £880 million to help local authorities to develop 
and implement local air quality plans.

 a Alongside Defra, we are providing financial and expert support to 61 local authorities to 
develop innovative plans to improve air quality, including Clean Air Zones (CAZs).

 a Published the Future of Mobility: Urban Strategy (February 2019) to set out the 
Government’s approach to maximising the benefits from transport innovation in cities and 
towns. 

13. Climate action
Take urgent action to combat 
climate change and its impacts

 a Developing a comprehensive and cross-modal Transport Decarbonisation Plan to look at 
how the transport sector can be decarbonised.

 a Published ‘Decarbonising Transport: Setting the Challenge’ document (March 2020) 
which sets out the scale of the action needed for a net zero transport system in the UK by 
2050, building on previous work undertaken by the Department to foster green transport, 
including the 2019 Clean Maritime Plan, the 2018 Road to Zero Strategy, the 2018 
Aviation Green Paper and the 2017 Cycling and Walking Investment Strategy. https://
www.gov.uk/government/publications/creating-the-transport-decarbonisation-plan

 a Running the Renewable Transport Fuel Obligation (RTFO), a certificate trading scheme to 
support low carbon fuels, which saved 2.88 million tonnes of CO2 emissions in just the last 
three quarters of 2018 (the equivalent of taking 1.8 million vehicles off the road for a full 
year) and expected to save further nearly 85 million tonnes of CO2 from 2017 to 2032.

 a Working with Defra and transport operators to look at the interdependencies and potential 
for cascading failures from more severe and frequent climate events (e.g. flooding).

 a Commissioned the Met Office to review the worst-case scenarios behind the Department 
climate change risk assessment models, to ensure these are robust.

 a Supporting local Highways Authorities through the £578 million Local Highway 
Maintenance Incentive Fund to improve behaviours and efficiently address emerging 
climate change issues.

 a Advocating for ambitious and global cooperation at the International Civil Aviation 
Organisation (ICAO) and International Maritime Organisation (IMO), aiming to reduce 
carbon in a global economy, one of our strategic priorities set out in the Decarbonising 
Transport: Setting the Challenge document

80

Performance Report — Sustainability Report

The separate publication 
from DfT outlines current 
targets, progress against 
these and also future 
activity to achieve the 
policy objectives. 

DfT discloses its activity in line with 
the UN Sustainable Development 
Goals, some of which relate directly 
to climate change. 

DfT has outlined the 
activity it has undertaken 
to address the impact 
of climate change on its 
operations, including 
commissioning the 
Meteorological Office to 
review the department ’s 
climate risk assessment 
models and perform 
assessments based 
on worst-case scenarios 
to confirm robustness. 

Source: Annual Report and Accounts 2020, page 80

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/936346/DfT-Annual-Report-and-Accounts-2019-20-web-accessible.pdf
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Risk identification and assessment
Main principle

Risk management 
processes shall be 
structured to include 
risk identification and 
assessment to determine 
and prioritise how the 
risks should be managed.

Key climate change considerations
Risk identification

Organisations have a responsibility to undertake 
activities to identify risks and opportunities 
associated with climate change. While some of the 
longer‑term impacts arising from climate‑related 
risks may be uncertain, there is a clear requirement 
to consider how adaptation‑related risks 
and mitigation‑related risks could impact the 
organisation. The Task Force on Climate‑related 
Financial Disclosures (TCFD) cautions organisations 
against prematurely concluding that climate‑related 
risks and opportunities are not material based on 
perceptions of the longer‑term nature of some 
climate‑related risks.33 When thinking about 
climate‑related risks, identification activities should 
be far‑reaching and consider all aspects of the 
organisation.34 Forming working groups and running 
internal consultations with different business 
units can help build the ‘whole organisation’ view 
and response to climate risks. Our risk taxonomy 
in Part One may help ARACs and management 
consider how potential climate‑related risks 
could manifest for their organisation.

98% 
of ARACs said that they 
had not undertaken a 
detailed discussion or 
deep‑dive into climate 
change risk

33 See footnote 16, page 33.
34 See footnote 29, page 22.

Questions ARACs could ask 
For further questions see Appendix One

Risk identification:

Q  What is management’s process for identifying 
climate‑related risks? 

• Does this process extend across the whole 
organisation, so all potential climate‑related 
risks can be identified? 

• For departments, does this include risks 
within arm’s‑length bodies? 

Q  Can management articulate what 
climate‑related risks are most significant 
to the organisation and why?

Q  If the organisation considers climate change as 
an emerging risk, how confident are we that 
management has a clear understanding of the 
indicators which would cause it to escalate to a 
principal risk? 

Q  What timeframe (short‑, medium‑, and 
long‑term) does management use in its 
identification and assessment process? 
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Risk identification and assessment continued
Questions ARACs could ask 
For further questions see Appendix One

Risk assessment

Q  How are climate change risks measured? 

• Has management considered a range of methods to analyse the impact of 
climate‑related risks? 

• Are we confident that that the methods used to measure the risks are appropriate 
for climate‑related issues?

• Are we confident that management has good‑quality data to be able to calculate 
the impact of climate‑related risks to the organisation? 

Q How confident are we that management understands and considers the inherent 
uncertainty associated with risks arising from climate change? 

• Does management conduct horizon‑scanning and scenario analysis to consider 
the range of outcomes? 

• Has management conducted deep‑dive reviews (where required) and assessed 
the results to help it understand the impact and severity of climate‑related risks 
on the organisation, how they should be prioritised? 

Q How is the organisation’s risk appetite or tolerance levels considered when 
evaluating climate‑related risks?37 

Q Can management demonstrate that it has conducted a robust assessment of all 
climate change risks?

35 Tail risk is the chance of a loss occurring due to a rare event, as predicted by a probability distribution.
36  The TCFD recommends scenario analysis as a method to measure the impacts of climate change risks.
37 Government Finance Function, Risk Appetite Guidance note.

Risk assessment 

Once management has identified their climate‑related risks, they should undertake 
a comprehensive analysis to measure the impact and likelihood of occurrence over 
various timescales. This will enable management to assess the relative significance of 
climate‑related risks in the context of the other risks they are managing. Management 
should also assess the interactions between existing risks and climate risks as part 
of this process. By properly measuring the risk, management will be able to clearly 
demonstrate the nature and level of risk. Organisations may find it useful to measure 
climate risk in a manner consistent with the measurement of their other principal 
risks, so that the likelihood of the risk occurring, and the consequences of the risk 
materialising, can be benchmarked. However, management should also acknowledge 
the unique nature of climate risks requiring a different analytical approach due to factors 
such as longer time horizons, lack of historical data and impacts of non‑linear and 
‘tail risk’35 events. For example, the impact of climate change and the extent of rising 
temperatures are uncertain and there is a range of different outcomes. Organisations 
should plan for a range of scenarios36 to understand the different scales of impact.

Risk evaluation will involve comparing the results of this exercise to the organisation’s 
risk appetite to determine what additional action is required. In the context of climate 
change, management could, for example, perform an analysis of the physical risk of 
climate change – either through extreme weather events or the gradual impact of rising 
temperatures – on their property estate, so they can evaluate their options and inform 
decision‑making on further action.

https://assets.bbhub.io/company/sites/60/2021/03/FINAL-TCFD-Technical-Supplement-062917.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/929385/Risk_Appetite_Guidance_Note_v1.0_FINAL.pdf
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Risk identification and assessment continued
Example

Standard Chartered’s risk definition and taxonomy

Graphic demonstrates how climate risk, identified as a 
material cross-cutting risk, manifests through existing 
principal risk types. 

© 2020 Friend Studio Ltd  File name: 36_PrincipalXRisks_vAW - pp254-269  Modification Date: 1 March 2021 3:32 pm
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Risk review
 and Capital review

The Group currently recognises Climate Risk as a 
material cross-cutting risk. Climate Risk is defined as 
the potential for financial loss and non-financial 
detriments arising from climate change and society’s 
response to it.

Risk Appetite Statement
The Group aims to measure and manage financial 
and non-financial risks from climate change, and 
reduce emissions related to our own activities  
and those related to the financing of clients in 
alignment with the Paris Agreement

Climate Risk – Material cross-cutting risk

Climate Risk has been recognised as an emerging risk since 
2017 and was elevated to a material cross-cutting risk in 2019. 
We are in the process of integrating Climate Risk into 
mainstream risk management in alignment with the Bank of 
England’s Supervisory Statement 3/19 requirements. We have 
a Climate Risk workplan with defined milestones for 2021  
and are making good progress. However, it is still a relatively 
nascent risk area which will mature and stabilise over the 
years to come. 

Roles and responsibilities
The three lines of defence model as per the Enterprise Risk 
Management Framework applies to Climate Risk. The Group 
Chief Risk Officer (GCRO) has the ultimate second line and 
senior management responsibility for Climate Risk. The GCRO 
is supported by the Global Head, Enterprise Risk Management 
who has day-to-day oversight and central responsibility  
for second-line Climate Risk activities. As Climate Risk is 
integrated into the relevant Principal Risk Types (PRTs), 
second-line responsibilities between the Risk Framework 
Owner (at Group, regional and country level) and the central 
Climate Risk team will be shared. 

Mitigation
As a material cross-cutting risk manifests through other PRTs, 
risk mitigation activities are specific to individual PRTs. 
Centrally, a cross-cutting standard is being put in place to 
capture practices across various PRTs. Within each individual 
PRT, relevant framework, policy and standards are being 
updated as per the Climate Risk workplan. As an example, for 
Operational Risk in our own operations, the checklist for new 
property acquisition has been updated to include a physical 
risk rating. 

Governance committee oversight 
Board-level oversight is exercised through the Board Risk 
Committee (BRC), and regular  Climate Risk updates are 
provided to the Board and BRC. At the executive level, the 
Group Risk Committee oversees implementation of the 
Climate Risk workplan. The GCRO has also appointed a 
Climate Risk Management Forum consisting of senior 
representatives from the business, risk, strategy and other 
functions such as sustainability and legal. The Climate Risk 
Management Forum meets quarterly to discuss development 
and implementation of the Climate Risk workplan, and to 
provide structured governance around engagement with  
the relevant PRTs impacted by Climate Risk. 

Tools and methodologies 
Applying existing risk management tools to quantify Climate 
Risk is challenging given inherent data and methodology 
challenges, including the need to be forward-looking over 
long time horizons. To leverage expertise from various areas, 
we have invested in a number of tools and partnerships:

1. Munich Re – we are using Munich Re’s physical risk 
assessment tool, which is built on extensive re-insurance 
experience

2. Baringa Partners – we are using Baringa’s flagship climate 
models to understand climate scenarios, compute transition 
risk and temperature alignment 

3. Standard and Poor – we are leveraging S&P and Trucost’s 
wealth of climate data covering asset locations, energy 
mixes and emissions

4. Imperial College – we are leveraging Imperial’s academic 
expertise to advance our understanding of climate science, 
upskill our staff and senior management, and progress the 
state of independent research on climate risks with an 
acute focus on emerging markets

Decision-making authorities and delegation
The Global Head, Enterprise Risk Management is supported 
by a centralised Climate Risk team within the ERM function. 
The Global Head, Risk Governance and Enterprise Risks and 
the Head of Climate Risk are responsible for ensuring and 
executing the delivery of the Climate Risk workplan which will 
define decision-making authorities and delegations across 
the Group.

Monitoring
The Climate Risk Appetite Statement is approved and 
reviewed annually by the Board. In 2020, we began initial 
management reporting on prioritised Climate Risk metrics 
and this will be further strengthened over 2021 with the 
development of risk categories and an authority matrix. 
Strategic Risk Appetite reporting will begin in 2022. 

Stress testing
Climate Risk intensifies over time, and future global 
temperature rises depend on today’s transition pathway. 
Considering different transition scenarios is crucial to 
assessing Climate Risk over the next 10, 20 and 50 years.  
Stress testing and scenario analysis are used to assess capital 
requirements for Climate Risk and in 2020 physical and 
transition risks were included in the Group Internal Capital 
Adequacy Assessment Process (ICAAP). In 2021, we will 
undertake a number of Climate Risk stress tests, including by 
the Bank of England and the Hong Kong Monetary Authority. 
This will help us develop our understanding and management 
of Climate Risk.

Details on the Group’s Taskforce on Climate-related Financial 
Disclosures can be found on sc.com/tcfd

_38Z76_44253 U SCB AR 2020 Combined Text.pdf  | Page number | 269

There is a clear statement 
about how Standard 
Chartered views climate risk 
in the organisation and how 
this chimes with the existing 
risk appetite. 

Standard Chartered 
recognises that climate risk is 
an evolving risk that requires 
scenario analysis over 
extended periods of time. 
It has undertaken various 
stress tests and published 
the results in its Task Force 
on Climate-related Financial 
Disclosures report. 
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Risk review
 and Capital review

The Group currently recognises Climate Risk as a 
material cross-cutting risk. Climate Risk is defined as 
the potential for financial loss and non-financial 
detriments arising from climate change and society’s 
response to it.

Risk Appetite Statement
The Group aims to measure and manage financial 
and non-financial risks from climate change, and 
reduce emissions related to our own activities  
and those related to the financing of clients in 
alignment with the Paris Agreement

Climate Risk – Material cross-cutting risk

Climate Risk has been recognised as an emerging risk since 
2017 and was elevated to a material cross-cutting risk in 2019. 
We are in the process of integrating Climate Risk into 
mainstream risk management in alignment with the Bank of 
England’s Supervisory Statement 3/19 requirements. We have 
a Climate Risk workplan with defined milestones for 2021  
and are making good progress. However, it is still a relatively 
nascent risk area which will mature and stabilise over the 
years to come. 

Roles and responsibilities
The three lines of defence model as per the Enterprise Risk 
Management Framework applies to Climate Risk. The Group 
Chief Risk Officer (GCRO) has the ultimate second line and 
senior management responsibility for Climate Risk. The GCRO 
is supported by the Global Head, Enterprise Risk Management 
who has day-to-day oversight and central responsibility  
for second-line Climate Risk activities. As Climate Risk is 
integrated into the relevant Principal Risk Types (PRTs), 
second-line responsibilities between the Risk Framework 
Owner (at Group, regional and country level) and the central 
Climate Risk team will be shared. 

Mitigation
As a material cross-cutting risk manifests through other PRTs, 
risk mitigation activities are specific to individual PRTs. 
Centrally, a cross-cutting standard is being put in place to 
capture practices across various PRTs. Within each individual 
PRT, relevant framework, policy and standards are being 
updated as per the Climate Risk workplan. As an example, for 
Operational Risk in our own operations, the checklist for new 
property acquisition has been updated to include a physical 
risk rating. 

Governance committee oversight 
Board-level oversight is exercised through the Board Risk 
Committee (BRC), and regular  Climate Risk updates are 
provided to the Board and BRC. At the executive level, the 
Group Risk Committee oversees implementation of the 
Climate Risk workplan. The GCRO has also appointed a 
Climate Risk Management Forum consisting of senior 
representatives from the business, risk, strategy and other 
functions such as sustainability and legal. The Climate Risk 
Management Forum meets quarterly to discuss development 
and implementation of the Climate Risk workplan, and to 
provide structured governance around engagement with  
the relevant PRTs impacted by Climate Risk. 

Tools and methodologies 
Applying existing risk management tools to quantify Climate 
Risk is challenging given inherent data and methodology 
challenges, including the need to be forward-looking over 
long time horizons. To leverage expertise from various areas, 
we have invested in a number of tools and partnerships:

1. Munich Re – we are using Munich Re’s physical risk 
assessment tool, which is built on extensive re-insurance 
experience

2. Baringa Partners – we are using Baringa’s flagship climate 
models to understand climate scenarios, compute transition 
risk and temperature alignment 

3. Standard and Poor – we are leveraging S&P and Trucost’s 
wealth of climate data covering asset locations, energy 
mixes and emissions

4. Imperial College – we are leveraging Imperial’s academic 
expertise to advance our understanding of climate science, 
upskill our staff and senior management, and progress the 
state of independent research on climate risks with an 
acute focus on emerging markets

Decision-making authorities and delegation
The Global Head, Enterprise Risk Management is supported 
by a centralised Climate Risk team within the ERM function. 
The Global Head, Risk Governance and Enterprise Risks and 
the Head of Climate Risk are responsible for ensuring and 
executing the delivery of the Climate Risk workplan which will 
define decision-making authorities and delegations across 
the Group.

Monitoring
The Climate Risk Appetite Statement is approved and 
reviewed annually by the Board. In 2020, we began initial 
management reporting on prioritised Climate Risk metrics 
and this will be further strengthened over 2021 with the 
development of risk categories and an authority matrix. 
Strategic Risk Appetite reporting will begin in 2022. 

Stress testing
Climate Risk intensifies over time, and future global 
temperature rises depend on today’s transition pathway. 
Considering different transition scenarios is crucial to 
assessing Climate Risk over the next 10, 20 and 50 years.  
Stress testing and scenario analysis are used to assess capital 
requirements for Climate Risk and in 2020 physical and 
transition risks were included in the Group Internal Capital 
Adequacy Assessment Process (ICAAP). In 2021, we will 
undertake a number of Climate Risk stress tests, including by 
the Bank of England and the Hong Kong Monetary Authority. 
This will help us develop our understanding and management 
of Climate Risk.

Details on the Group’s Taskforce on Climate-related Financial 
Disclosures can be found on sc.com/tcfd

_38Z76_44253 U SCB AR 2020 Combined Text.pdf  | Page number | 269

Source: Standard Chartered, Annual Report and Accounts 2020, page 269

Standard Chartered’s risk appetite statement

Source: Task Force on Climate-related Financial Disclosures (TCFD) 2020, page 40

Risk definition and taxonomy
In 2020, climate risk was incorporated in our Group-wide 
risk taxonomy through the Enterprise Risk Management 
Framework (ERMF)6. Climate risk is formally defined within 
the ERMF as “the potential for financial loss and non-financial 
detriments arising from climate change and society’s response 
to it” and as a “material cross-cutting” risk, as it manifests 
through impacted Principal Risk Types (PRT) or overarching 
risk types. Principal risks are those risks that are inherent in our 
strategy and business model and are also formally defined 
in the ERMF. Seven principal risks are deemed to be most 
materially impacted by potential climate risk outcomes.

Overview of risk management 
processes
The processes we are developing for identifying, assessing 
and managing climate-related physical and transition risks 
could be summarised through two inter-connected lenses:
a. Top-down/vertical – As is the case with other mainstream 

risk types, the Board has set a Risk Appetite Statement 
for climate risk, which will be cascaded down through 
the organisation, supported by various risk metrics. 

b. Cross-cutting/horizontal – Given the unique cross-cutting 
nature of climate risk, we have taken the approach of 
developing granular risk-type specific plans for integrating 
climate risk across the mainstream risk types. In order to 
support this integration, we have analysed the following 
for each of the impacted PRTs – transmission channels 
(i.e. how climate risk impacts the PRT), existing inherent 
controls in place to mitigate the climate risk impact, 
and additional climate risk-specific activities needed 
to measure and manage the identified risks. While 
being risk-type specific, we have retained a consistency 
of approach through the central Climate Risk team’s 
oversight and application of the standard toolkit which 
we have developed with our external partners. 

Risk

Credit
CCIB 
Potential for disruption or 
productivity loss in clients’ 
operations due to physical 
risk to their assets; or 
transition risks impacting 
profitability of existing 
business models 

CPBB 
Potential for impact to 
collateral valuation for loans 
secured against properties

Compliance 
Potential for failing to comply 
with the current and 
emerging climate risk 
regulations (e.g. Prudential 
Regulation Authority’s 
Supervisory Statement SS 
3/19)

Reputational 
Potential for stakeholders 
to take a negative view 
Standard Chartered 
due to perceived 
misalignment with our 
stated sustainability 
commitments 

Traded
Potential for changes in fair 
value of assets due to 
physical or transition risk

Country
Potential for negative 
impact to sovereign credit 
ratings from acute or 
chronic physical risks, or 
transition risks impacting 
commodity prices and 
import/export activities

Capital & Liquidity 
Potential for impact on 
Standard Chartered’s 
capital adequacy to 
withstand impacts of 
physical and transition risks, 
manifesting through the 
PRTs described above

Operational
Potential for acute or 
chronic physical risks 
disrupting our own 
properties (including 
branches, offices), client 
service resilience and critical 
supply chain services

Climate risk manifests through existing risk types

Principal Risk Types:  financial  non-financial

6 To find out more about our Principal Risks and wider risk management please see pages 248 to 269 in the 2020 Annual Report 

Figure 26: Climate risk as a material cross-cutting risk

Standard Chartered — Task Force on Climate-related Financial Disclosures 202040
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https://av.sc.com/corp-en/content/docs/standard-chartered-plc-full-year-2020-report.pdf
https://av.sc.com/corp-en/content/docs/tcfd-climate-change-disclosure.pdf
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Risk treatment
Main principle

Risk management processes 
shall be structured to include 
the selection, design and 
implementation of risk 
treatment options that support 
achievement of intended 
outcomes and manage risks 
to an acceptable level.

Key climate change considerations
Management should be able to clearly articulate and support 
the options for treating and responding to each climate change 
risk they have identified. This will involve balancing the benefits 
of achieving objectives against the costs or disadvantages of 
pursuing them. When deciding on how to treat and respond to 
climate change risks, management should clearly identify who 
is accountable and responsible for actions, and for defining 
key performance measures, metrics and targets. Management 
should also consider whether treatment of other principal 
risks should be adjusted if climate risk has been identified as 
a potential amplifier or driver of these risks during the risk 
assessment phase.

One of the key risks associated with climate change is 
managing uncertainty and ensuring climate change is considered 
in strategic decision‑making. For example, if an organisation 
is planning a project, it is critical for management to have a 
clear idea of how climate change risks are being treated and 
responded to so that these considerations are integrated in 
spending decisions. Identifying reliable and relevant data sources 
is a crucial enabler for this and is likely to form a core part of the 
early stages of an organisation’s climate risk response.

Developing a strong climate change adaptation strategy will help 
organisations respond to the risks associated with adapting to 
the effects of climate change, including the impact they could 
have on human health, well‑being and productivity across 
organisations and communities. Adaptation strategies should 
include clearly defined actions, timescales and accountabilities 
to facilitate robust assessment on progress at periodic intervals.
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Risk treatment continued
Questions ARACs could ask 
For further questions see Appendix One 

Q  How confident are we that management can 
demonstrate a clear rationale for the treatment activities 
and response to climate change risks, including the 
benefits it expects to gain?

Q  Has enough consideration been given to the uncertainties 
that exist in this area? 

• How flexible is management’s current risk response 
strategy in dealing with the unpredictability of climate 
change risks?

Q  Are climate‑related risk responses aligned with the 
organisation’s risk appetite? 

• Is there any indication that management needs to 
reassess its risk appetite to respond appropriately to 
climate change risk, particularly given the unpredictable 
nature of the risks?

 
 

Q  With extreme climate events likely to worsen over time 
and potentially at an accelerated pace, has management 
considered how responding to these will impact on other 
areas of the organisation, and the management of 
other principal risks? 

Q  Has management developed a climate change adaptation 
strategy for the organisation, and have climate change 
risk treatment and response plans been integrated as 
part of this?

Q  Climate change targets by their nature can be long‑term. 
Is management clear on what represents good progress 
against its climate change targets? 

49% 
of ARACs said that their 
organisation had neither 
a board‑approved risk 
appetite statement 
containing a qualitative 
statement on climate 
risk, nor an approach to 
sustainability in general
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Risk treatment continued

New Zealand’s Department of Conservation’s Climate Change Adaptation Action Plan

The Department’s risk reporting is 
accompanied by a clearly articulated 
risk response plan. The Department 
has identified the potential physical 
risks that it might be affected by in the 
future which they will eventually need 
to adapt to, some sooner than others. 
To respond to these physical risks, the 
Department has created the Climate 
Change Adaptation Action Plan, which 
will help management identify, respond 
to and monitor the physical risks as 
they arise. It is transparently disclosed 
for stakeholders to understand what 
management’s plan is to respond to 
future climate-related challenges. 

Adapting to climate change
Developing the Climate Change  
Adaptation Action Plan  

What’s the issue?

In line with global trends, Aotearoa New Zealand’s climate is 
changing. The changes are having significant effects on the 
natural and cultural heritage and visitor and recreation resources 
Te Papa Atawhai manages.

Direct effects of climate change include damage to infrastructure 
or habitat from rising sea levels, and more frequent storm and 
flood events. Indirect effects involve the shifting of habitats and 
species distributions, including the movement of potentially 
invasive species into areas currently unsuitable for them, as a 
result of changing temperature and precipitation patterns. 

Changing climate conditions will affect tourism distribution 
patterns and visitor risks in many places, raising visitor 
management issues. As the climate continues to change in 
coming decades, we expect elevated fire risks, more storm 
surges, more extreme precipitation events, longer droughts, 
ocean acidification and continued sea-level rise.

We therefore developed the Climate Change Adaptation Action 
Plan (CCAAP), drawing on international best practice, to outline 
actions we will take to reduce the risks posed by the changing 
climate. The CCAAP establishes a long-term strategy for climate 
change research, monitoring and action.

What’s our approach?

• Information gaps that will affect our ability to achieve the 
purpose of the CCAAP have been identified, prioritised, 
significantly addressed and communicated. 

• We have completed detailed risk assessments to identify  
the exposure, consequence and vulnerability to climate 
change effects.

• Consistent and integrated internal policies and actions are 
being implemented to ensure our areas of responsibility 
(such as biodiversity, heritage and recreation) are resilient to 
existing and future climate change effects.

What has been accomplished?

• Our 5-year CCAAP has been published.

• Risk assessments on the effects of climate change in 
Fiordland and Mount Aspiring national parks were completed 
following the severe weather event in February 2020.

• Te Papa Atawhai and NIWA have significantly increased our 
climate change science capabilities.

• Te Papa Atawhai is informing development of the National 
Adaptation Plan (as part of the Climate Change Response 
(Zero Carbon) Amendment Act 2019), bringing conservation 
values to the forefront of the plan.

Howden Hut following the February 2020 storm event. Photo: Luke Bovie

103

 Te āheinga | Capability

Department of Conservation Annual Report for the year ended 30 June 2020
Source: Annual Report and Accounts for the year ended 30 June 2020, page 103

https://www.doc.govt.nz/globalassets/documents/about-doc/annual-reports/annual-report-2020/annual-report-2020.pdf


Contents

29Part Three Climate change risk: A good practice guide for Audit and Risk Assurance Committees 

Contents

Governance and 
leadership

Integration Collaboration and 
best information

Risk identification 
and assessment

Risk treatment Risk monitoring Risk reporting Continual 
improvement

1/3

Risk monitoring
Main principle

Risk management processes 
shall be structured to include 
the design and operation 
of integrated, insightful and 
informative risk monitoring.

Key climate change considerations
As an area that will continually grow in importance and 
urgency, climate change risk requires regular monitoring. 
This is necessary to understand how and when a risk has 
changed, and whether the risk treatment actions remain 
appropriate. Management should aim to embed climate‑related 
risk monitoring into their wider performance metrics, which 
will ensure that climate‑related risks are fully integrated into 
the organisation’s strategic objectives and key performance 
indicators. This should also involve a periodic re‑identification 
and re‑assessment of climate risks (see section Risk 
identification and assessment). The frequency of this process 
can be adjusted based on the materiality38 and the nature of the 
climate‑related risks faced by the organisation. Data‑sharing 
between organisations can also be highly valuable for effective 
climate risk monitoring and can help support a joined‑up and 
consistent approach to climate risk across government.

Organisations should ensure their existing risk monitoring 
process is structured to effectively monitor climate‑related risks 
and – if not – what steps management needs to take to integrate 
them. This might include assessing whether internal controls are 
in place for effective monitoring and whether other expertise, 
such as internal audit reviews, are helpful in monitoring risks. 
Updating internal documentation on the risk management 
framework can be useful to define reporting lines, data flows 
and responsibilities for climate risk monitoring.

38  IAS 1 was updated in 2020 with a new definition of materiality: “Information is material if omitting, misstating or obscuring it 
could reasonably be expected to influence decisions that the primary users of general purpose financial statements make on 
the basis of those financial statements, which provide financial information about a specific reporting entity.
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Risk monitoring continued
Questions ARACs could ask 
For further questions see Appendix One 

Q  Does management understand how its overall risk profile is 
likely to change as a result of climate change risk? 

Q  Has management defined core performance metrics, and 
key risk and control indicators for climate‑related risks, 
and have risk appetite and tolerance been factored in? 

• How do these metrics influence strategic 
decision‑making, investment plans and 
budget considerations?

Q How are the results of climate change risk monitoring 
shared with the rest of the organisation? 

• Is there a feedback loop between the results of 
monitoring, the assessment of the residual risk, the 
effectiveness of the risk management activities, and 
the decision‑making?

 
 

Q  How often does management re‑assess the impacts of 
existing climate‑related risks? For example, if the 
organisation is impacted by legislative changes or 
new government targets, does management track 
these changes? 

Q  How does the department monitor risks within its 
arm’s‑length‑bodies and ensure that climate change 
risks are escalated and aggregated effectively?

Q  Is there any benefit to be gained from a specific oversight 
group or board with responsibility for climate change to 
monitor progress against climate change risks?

33% 
of ARACs said that climate 
risk was reported as an 
emerging/future risk
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Risk monitoring continued
Example

Results from HSBC’s corporate survey and explanation of scope 1, 2 and 3 emissions

The table outlines results from a corporate 
survey from HSBC to gauge the scale 
of impact of transition risk against the 
six sectors where HSBC has identified 
as being most exposed to transition risk. 
This shows that HSBC is monitoring the 
potential impacts on its operations through 
monitoring the effect on its customers. 

Strategic report

Our climate risk and reporting strategy 
Every organisation has a role to play in limiting 
the impact of climate change. We believe our 
most significant contribution will be to align 
with the Paris Agreement goal of net zero 
global greenhouse emissions by 2050, 
through financing the transformation of 
businesses and infrastructure.

Central to our new climate ambition of 
becoming net zero in our financed emissions 
by 2050 or sooner is the intensification of our 
support for customers transitioning to a 
low-carbon economy. We aim to mobilise 
between $750bn and $1tn of sustainable 
finance and investment by 2030. 

The Financial Stability Board’s Task Force  
on Climate-related Financial Disclosures 
(‘TCFD’) recommendations set an important 
framework for understanding and analysing 
climate-related risks, and we are committed  
to regular, transparent reporting to help 
communicate and track our progress. We  
will advocate the same from our customers, 
suppliers and the industry. However, this is  
a journey and much work lies ahead as we 
develop our climate risk management and 
metrics capabilities, and build on our 2020 
climate scenario analysis. This summary, 
together with our separate TCFD Update 2020, 
forms our fourth TCFD disclosure.

We have made headway assessing climate’s 
impact on our customers and our operations 
– from the physical risk of increased severity 
or shifts in weather events, and the potential 
transition risk from changes to policy, 
technology and consumer behaviour. Working 
to embed climate into our risk management 
framework, we are initially focusing on five 
principal risk types most likely to be influenced 
by climate risk. The table below sets out 
examples of how these risk types might  
be impacted.

  For further details of our climate ambition,  
see pages 45 to 50 in the ESG review.  
Our TCFD Update 2020 can be found at  
www.hsbc.com/esg.

We have identified six sectors where we are 
most exposed to transition risk and our level of 
lending activity in those sectors. From our 
corporate questionnaire, we collate 
information about our customers’ climate 
transition strategies to assess their need and 
readiness to adapt, and to identify potential 
business opportunities. This supports our 
decision making and credit risk management 

processes. Across 2019 and 2020, we 
received responses from customers within  
the six high transition risk sectors, which 
represented 41% of our exposure – an 
increase of seven percentage points from 
2019. The table below shows our lending 
activity in the six sectors and insights from  
our questionnaire.

Within the power and utilities, and metals and 
mining sectors shown in the table below, our 
direct exposure to thermal coal is 0.2% of the 
wholesale loans and advances figures.

Wholesale loan exposure to transition risk sectors and customer questionnaire responses

Automotive
Building and 
construction Chemicals

Metals and 
mining

Oil and  
gas

Power and 
utilities Total

Wholesale loan exposure as % of total 
wholesale loans and advances to customers 
and banks1,2,3

≤3.1% ≤4.0% ≤3.4% ≤2.5% ≤3.4% ≤3.2% ≤19.6%

Proportion of sector for which questionnaires 
were completed4

42% 44% 32% 45% 42% 40% 41%

Proportion of questionnaire responses that 
reported having a board policy or a 
management plan4

68% 81% 77% 54% 84% 93% 77%

Sector weight as proportion of high 
transition risk sector4

16% 20% 18% 13% 17% 16% 100%

1  Amounts shown in the table include green and other sustainable finance loans, which support the transition to the low-carbon economy. The methodology for 
quantifying our exposure to high transition risk sectors and the transition risk metrics will evolve over time as more data becomes available and is incorporated in 
our risk management systems and processes. 

2  Counterparties are allocated to the high transition risk sectors via a two-step approach. Firstly, where the main business of a group of connected counterparties is in a 
high transition risk sector, all lending to the group is included irrespective of the sector of each individual obligor within the group. Secondly, where the main business 
of a group of connected counterparties is not in a high transition risk sector, only lending to individual obligors in the high transition risk sectors is included.

3 Total wholesale loans and advances to customers and banks amount to $673bn (2019: $680bn).
4 All percentages are weighted by exposure.

Climate risk impact Principal risk type impacted Examples of potential impact

Extreme weather events or chronic 
changes in weather patterns impact our 
assets, operations or our customers’ 
assets

Retail credit risk 
Wholesale credit risk 
Resilience risk

 – The cost of flood damage to a customer’s home leaves 
them unable to repay their mortgage
 – Hurricane damage to a customer’s warehouse halts 
manufacturing and leaves them unable to repay their loan
 – One of our data centres is flooded and we are unable to 
service customers

Our business models or our customers’ 
business models fail to align to a 
low-carbon economy

Wholesale credit risk 
Reputational risk 

 – Failure to align to new regulations leads to a loss of business 
and customers are unable to repay their loans
 – Our actions lead to negative external perceptions of  
our organisation

We fail to effectively design and market 
climate-related products across all  
global businesses or respond to 
regulatory change

Reputational risk 
Regulatory compliance risk

 – We fail to respond to a regulatory change, leading to adverse 
stakeholder reaction
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How we do business

HSBC has identified its operations that contribute to its scope 1, 2 and 3 
emissions with the following narrative discussing how it intends to reduce 
emissions in the lead-up to its 2030 ambition. It is still a ‘work in progress’ as 
HSBC continues to review its supply chain methodology but provides users 
with insight into how HSBC is tracking and monitoring reduction targets. 

ESG
 review

Scope 3
Indirect

Scope 3
Indirect

Scope 1
Direct

Scope 2
Indirect

Upstream activities Downstream activitiesHSBC Holdings

Business 
travel

Employee
commuting1Supply 

chain 
Investments and 

financed emissions

Electricity, 
steam 

heating and 
cooling 

Company
facilities

Company
vehicles

1 HSBC-sponsored shuttles only

Becoming a net zero bank
Securing the future of our planet – and 
economic resilience and prosperity – depends 
on the transition to a net zero global economy. 
The Intergovernmental Panel on Climate 
Change, a United Nations body, indicated that 
in order to avoid the worst impacts of climate 
change, we need to reduce global greenhouse 
emissions by 45% by 2030, and achieve net 
zero by 2050.

Our net zero ambition
In October 2020, we announced our ambition 
to become net zero in all direct and indirect 
emissions, known as scope 1, 2 and 3 
emissions. We aim to deliver this by achieving 
net zero in our operations and our supply chain 
by 2030 or sooner. We also plan to align our 
financed emissions – the carbon emissions  
of our portfolio of customers – to the Paris 
Agreement goal of net zero by 2050 or sooner. 

We have outlined on the following page a set 
of metrics and indicators against which we 
plan to report progress towards our climate 
ambition. We continue to make regular 
TCFD-aligned disclosures and have published 
our fourth disclosure, a summary of which is 
on page 20. Our stand-alone TCFD Update 
2020 is available at www.hsbc.com/esg. 

We understand that achieving net zero 
requires not just emissions reduction but 
investment in carbon offsets for a balanced 
transition. However, the world currently lacks 
both a globally consistent, future-proofed 
standard to measure financed emissions and  

a fully functional carbon offset market. We are 
working closely with our peers, central banks 
and industry bodies to mobilise the financial 
system around these important goals. 

Reduce, replace and remove
To achieve net zero carbon emissions in our 
operations and our supply chain, we are 
building on the set of reduction targets that 
we set in 2011 to reduce environmental and 
carbon impacts from our operations by 2020. 
Among other achievements, we reduced 
carbon emissions from energy and travel per 
FTE by 49.6% from the 2011 baseline. For 
further details on our progress, see www.
hsbc.com/who-we-are/our-climate-strategy/
becoming-a-net-zero-bank.

For our 2030 ambition, we have three elements 
to our strategy: reduce, replace and remove.  
We plan to first focus on reducing carbon 
emissions from consumption, and then 
replacing remaining emissions with low-carbon 
alternatives in line with the Paris Agreement 
goal of limiting global warming to below 1.5°C. 
We plan to remove the remaining emissions 
that cannot be reduced or replaced by procuring 
high-quality offsets at a later stage. 

We will compare our success against our 
carbon emissions in 2019, including scope  
1, 2 and 3 emissions. We will use 2019 figures 
as a baseline due to the Covid-19 outbreak 
affecting working behaviours, which helped  
to drive further reductions reflected in 2020 
results. For our 2019 baseline, our operational 

emissions were mainly composed of energy 
(approximately 16%), travel (approximately 6%) 
and supply chain emissions (approximately 
78%). We are in the process of reviewing our 
supply chain methodology and we will be 
updating our 2019 baseline, accordingly. We 
will take into consideration cabin class in our 
recording of travel emissions, including the 
baseline, as it represents a more accurate 
representation of our air travel emissions. 

Reducing our operational emissions
In 2017, we committed to achieving 100% 
renewable power across our operations by 
2030, joining other global companies in the 
RE100 initiative. As electricity currently makes 
up 92% of our energy emissions, our aim is to 
reduce electricity consumption by 50% over 
the next 10 years. We plan to then transition 
the remainder to renewable energy. In 2020, 
37.4% of our electricity was renewable, mainly 
due to our power purchase agreements of 
wind and solar energy in the UK, Mexico and 
India. We plan to continue to build our power 
purchase agreements portfolio and expand 
our purchase of green tariffs in markets  
where these are available.

The majority of our travel emissions  
are concentrated in air travel, which fell in  
2020 due to the Covid-19 outbreak. As travel 
restrictions are lifted, we expect our travel 
emissions to rise. However, we will continue to 
encourage the use of technological solutions 
where possible to provide connectivity with 
colleagues and customers. 

Explaining scope 1, 2 and 3 emissions
To measure and manage our carbon emissions, 
we follow the Greenhouse Gas Protocol global 
framework, which identifies three scopes  
of emissions. Scope 1 represents the direct 
emissions we create. Scope 2 represents the 
indirect emissions resulting from the use of 
electricity and energy to run a business. Scope 3 
represents indirect emissions attributed to 
upstream and downstream activities taking 
place to provide services to customers. Our 
upstream activities include business travel and 
emissions from our supply chain including 
transport, distribution and waste. Our 
downstream activities are those related to 
investments and financed emissions.

 For further details, see our ESG Data Pack at 
www.hsbc.com/esg.

HSBC Holdings plc Annual Report and Accounts 2020 45

Climate

Source: Annual Report and Accounts 2020, pages 19 and 45

https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2020/annual/pdfs/hsbc-holdings-plc/210223-annual-report-and-accounts-2020.pdf?download=1
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Risk reporting
Main principle

Risk management processes 
shall be structured to include 
timely, accurate and useful 
risk reporting to enhance the 
quality of decision‑making and 
to support management and 
oversight bodies in meeting 
their responsibilities.

The appropriate level of risk 
reporting is driven by the 
expectations of the board and 
the ARAC in terms of nature, 
source, method and frequency. 
Information collected and 
presented should be accurate 
and robust and be able to 
withstand challenge.

Key climate change considerations
Internal reporting

Climate change risk reporting should cover: 
the key performance metrics that are used 
to monitor the risk; the performance trend 
of these metrics (for example performance 
against Outcome Delivery Plans); strategic‑level 
performance analysis and implications; any 
exceptions (including breaches, waivers and 
risk acceptance); and remediation plans 
or pathways. The Orange Book requires 
that “principal risks should be subject to 
‘deep dive’ reviews by the board and Audit 
and Risk Assurance Committee, with those 
responsible for the management of risks 
and with appropriate expertise present at an 
appropriate frequency depending on the nature 
of the risk and the performance reported.”39 
Quality internal climate change reporting 
should support the board’s assessment of 
whether decisions are being made within 
its risk appetite to successfully achieve the 
organisation’s objectives on climate change.40 
Reporting processes and formats should 
also be clearly documented within existing 
risk management documentation.

48% 
of chairs had limited 
familiarity with the current 
climate‑related reporting 
requirements in the public 
sector. This increased 
to 64% when asked the 
same question about 
planned climate‑related 
reporting requirements in 
the public sector

39 See footnote 29, page 22. 
40 See footnote 29, page 22.

Internal reporting

Q  Is climate change risk reporting similar in 
style to other principal risks, so that we 
can assess how progress is being made 
with objectives? 

Q How regularly are climate change risks 
reported? Is this frequent enough to inform 
robust decision‑making? 

Q Does management conduct deep‑dive 
reviews of climate‑related risks, and 
present the review findings to the 
board and ARAC? 

Q How have climate‑related risks and 
assumptions been factored into financial 
information such as budgets and forecasts 
in the short‑, medium‑ and long‑term?

Q  How satisfied are we with the quality of 
information reported? Is the information 
relevant, reliable, comparable, 
evidence‑based, neutral, and 
understandable?

Questions ARACs could ask 
For further questions see Appendix One
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Risk reporting continued
Example

A summary of Mondi’s  
key matters from the  
Sustainable Development  
Committee

Mondi’s board leadership and 
governance structure includes a 
dedicated Sustainable Development 
Committee which oversees the 
strategy and targets related to 
climate-related matters. The example 
gives the reader an insight into the 
key matters discussed at Committee 
level throughout the year, as well 
as decisions made. 

Set out below are some of the key matters addressed by this committee.

Safety performance and serious incidents

 — Reviewed detailed reports on the fatalities at our Syktyvkar and Richards Bay 
mills and received follow up reports on the outcome of the investigations into 
each incident, management’s response and actions taken. 
 — Monitored the number of COVID-19 cases across the Group, actions taken 
to protect employees and contractors and the key focus areas in this regard, 
particularly the higher risk associated with the annual maintenance shuts, giving 
the committee comfort that all the appropriate measures were in place. 
 — Received regular reports on safety performance at Group and business unit 
level, including individual mill performance, classification of incidents and peer 
comparisons, giving the committee insight into the safety culture and specific 
sites that required further focus.
 — Considered and agreed the safety milestones and leading and lagging indicators 
for the next reporting period.

Sustainable development governance and risks

 — Reviewed the material sustainability issues, risks and opportunities. 
 — Received a presentation from Mondi’s legal advisers on the emerging 
regulatory regime in relation to ESG matters, focusing on those developments 
likely to impact Mondi and its investors, including EU and UK disclosure 
requirements, particularly the forthcoming requirement to report in line with the 
recommendations of the Task Force on Climate-related Financial Disclosure 
(TCFD), the European Green Deal and the EU Taxonomy.
 — Reviewed those elements of the Group’s Code of Business Ethics reserved for 
review by the committee, concluding that they remain appropriate and aligned 
with the culture of the Group. 
 — Reviewed and approved the Group’s human trafficking and modern slavery 
statement.
 — Reviewed and approved the annual sustainable development reporting.
 — Reviewed the committee’s terms of reference and performance, concluding that 
the terms remain appropriate and that the committee has covered all matters 
required of it.
 — Considered and agreed the committee’s annual work programme.

Climate change

 — Reviewed climate-related risks and opportunities and the potential impacts 
on the business in line with the TCFD recommendations (see page 59 for 
more information).
 — As part of the regular reviews of environmental performance, reviewed KPIs that 
track the Group’s progress in reducing its greenhouse gas emissions in line with 
its science-based targets.
 — Agreed to recommend to the Board the inclusion of climate change as a 
specific action area within MAP2030 and considered and agreed the supporting 
commitments and targets (see pages 26-27 for more information).

Environmental performance

 — Received regular reviews on performance against each of the environmental key 
performance indicators and commitments.
 — Received information on any material environmental incidents and considered 
management’s response.

Policies and commitments

 — Reviewed the achievements against the Growing Responsibly model 2020 
commitments (see pages 44-45 for more information).
 — Reviewed and agreed to recommend to the Board MAP2030, developed based 
on a detailed materiality analysis and stakeholder consultation (see pages 42-43 
for more information).
 — Reviewed Group sustainable development policies and approved amendments to 
reflect best practice.

Forestry

 — Reviewed updates on the forestry operations in Russia and South Africa.

Stakeholder relationships

 — Received a presentation from WWF South Africa on the work being undertaken 
in respect of water security, highlighting the key challenges facing the country 
in this respect and the work being undertaken in response through Mondi’s 
partnership with WWF.
 — Reviewed the Group’s relationships and engagement with key stakeholders, 
including governments and non-governmental organisations, focusing on the 
partnerships that will be required to support Mondi in achieving MAP2030 and 
the primary areas for engagement.
 — Reviewed our social and community engagement, focusing in particular on 
COVID-19 related community contributions and the review of Mondi’s policies, 
procurement processes and grievance mechanism by the Danish Institute for 
Human Rights.
 — Reviewed Mondi’s ESG ratings in order to understand which ratings are most 
important to our stakeholders, how we perform and where there is potential for 
improvement. 

Product stewardship

 — Received a report on the Group’s product stewardship practices, focusing in 
particular on Mondi’s response to the Single-Use Plastics Directive, including 
through engagement with regulators and understanding our customers’ 
commitments in this regard. 

Sustainable Development Committee activity

O
verview

Strategic report
G

overnance
Financial statem

ents

Mondi Group Integrated report and financial statements 2020

125

Source: Report and financial statements 2020, page 125
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Risk reporting continued

41  See footnote 6, Figure 4.
42  Climate change: second national adaptation programme (2018 to 2023) – GOV.UK (www.gov.uk).
43  Climate change adaptation reporting: third round – GOV.UK (www.gov.uk).
44 See footnote 38.

External reporting

Climate‑related risks should be reported 
transparently, accurately and consistently 
throughout the organisation’s Annual 
Report and Accounts. In annual reports, 
organisations should describe the status and 
trajectory of their principal risks, in addition 
to any emerging risks that may affect future 
performance. Reporting requirements around 
climate change are likely to become more 
extensive in future years. By applying a 
thorough forward‑looking approach to climate 
change risk reporting, organisations will be 
able to provide meaningful information which 
can be evolved, in addition to demonstrating 
to stakeholders that they have a clear strategy 
for responding to climate change risks.

The Task Force on Climate‑related Financial 
Disclosures (TCFD) has produced a set of 
good‑practice principles for organisations 
looking to extend their climate change 
reporting. A significant proportion of 
mandatory requirements will be in place 

in the private sector by 2023. The TCFD 
recommends that disclosures cover four areas: 
governance, strategy, risk management, and 
metrics and targets.41 The TCFD reporting 
guidance is not mandatory for public 
sector organisations. 

Although not mandatory for annual reporting 
disclosures, under the Climate Change Act 
2008, and in conjunction with the National 
Adaptation Programme,42 certain bodies, 
including some government bodies, are 
required to produce five‑yearly climate change 
adaptation reports.43 These reports may 
provide some examples on how to transparently 
articulate the current and future predicted 
effects of climate change, and management’s 
proposals for adapting to those effects.

Specific reporting requirements for 
government organisations are outlined in 
Part Four, in addition to useful guidance on 
how organisations can improve their reporting 
of climate change risk.

54% 
of chairs were moderately 
familiar with the planned 
climate‑related reporting 
requirements

External reporting

Q  Is climate change clearly embedded within 
the organisation’s strategy and strategic 
objectives? Can readers see a clear link 
between the strategy, objectives and key 
performance indicators? 

Q Is there clear articulation of how climate 
change risks are identified, monitored and 
managed across the organisation? 

Q  Is the information in the financial 
statements verifiable and consistent with 
commitments that are disclosed in the 
annual report? 

Q  Where climate change risks give rise 
to a material financial impact, is this 
appropriately and accurately reflected in 
the financial statements?44 

Q  Has management clearly explained 
material assumptions and uncertainties 
relating to estimates affected by climate 
change? For example, does it include 
relevant sensitivity analysis so users can 
appreciate the scale of impact?

Questions ARACs could ask 
For further questions see Appendix One

https://www.gov.uk/government/publications/climate-change-second-national-adaptation-programme-2018-to-2023
https://www.gov.uk/government/publications/climate-change-adaptation-reporting-third-round
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Risk reporting continued
Example

Mondi’s Task Force  
on Climate-related  
Disclosures statement

Distinct section on 
reporting that covers 
how the annual report 
and accounts format 
has been altered to 
cover increasing focus 
on climate, which also 
provides details of a 
separate Sustainable 
Development report. 

Specific references 
to Task Force on 
Climate-related 
Disclosures reporting 
on pages 58 onwards of 
Mondi’s annual report.

Reporting our sustainability performance 

External recognition
Our sustainability performance has been disclosed in or received recognition by a number of external corporate ratings and indices, including:

CDP
 — ‘Triple A’ score for climate 
change, water security 
and forests

MSCI
 — ESG Rating AAA

ISS ESG
 — Prime status in the ISS ESG 
Corporate Rating

Transition Pathway  
Initiative 

 — Management Quality:  
Level 4* rating, top score  
out of 18 companies in  
paper sector
 — Carbon Performance: 
aligned with ‘Paris Pledges’

Sustainalytics
 — #1 in the Paper and 
Forestry industry  
(October 2020)

Euronext Vigeo Indices
 — UK 20
 — Europe 120

Ecovadis
 — Platinum recognition level
 — Top 1% of all companies

FTSE/JSE Responsible  
Investment Index

 — Constituent of the FTSE/
JSE Responsible Investment 
Top 30 Index

FTSE4Good
 — Member of the 
FTSE4Good Index Series

Ethibel Sustainability 
Index (ESI)

 — Constituent of the ESI 
Excellence Europe

Non-financial information statement
In accordance with Sections 414CA and 414CB 
of the UK Companies Act 2006, the required  
non-financial information disclosures can be 
found integrated throughout the Strategic 
report. 

A summary of key areas of disclosure is set 
out below:

Business model Page 18-21 

Information relating to 
environmental matters Page 58-65 

Information relating to 
employees Page 46-50

Information relating to 
social matters Page 54-55

Information relating to 
respect for human rights Page 49-53

Information relating to  
anti-corruption and  
anti-bribery matters Page 38

Principal risks Page 74-85 

Non-financial key 
performance indicators

Page 36-37 and 
44-65

This section provides a detailed insight 
into the evolution of our sustainable 
development approach and our 
performance in 2020. 

The following four pages, from 40 to 43, 
summarise our established approach to 
engaging with key stakeholders and how 
our directors have fulfilled their duties under 
Section 172 of the Companies Act 2006 in 
2020. The insights and dialogue we cultivate 
through these engagement activities have 
continued to define our sustainability focus.

Our Growing Responsibly model 
(2016-2020)
The Growing Responsibly model (GRM) has 
been the framework through which we have 
responded to sustainability challenges and 
opportunities these past five years. It has 
enabled us to clearly demonstrate, monitor, 
improve and communicate our sustainability 
performance across the value chain. 

To measure our progress within the GRM, 
we defined 10 Action Areas with supporting 
commitments until 2020 and a carbon 
emissions commitment that runs to 2050. 
A consolidated view of our performance 
against these commitments over the past five 
years can be found on pages 44 to 45. 

This year, we have reorganised our 
sustainability content in our Integrated report 
to better reflect the informational needs of 
our audiences and communicate a more 
integrated narrative, demonstrating the 
intrinsic link between sustainability and how it 
drives our business model. Consequently the 
Action Areas which follow have been grouped 
considering their inherent relationship or 
resource attributes. 

Growing Responsibly model  
Page 44-45

The Mondi Action Plan 2030
The learnings from our GRM have helped to 
shape our next set of commitments, the Mondi 
Action Plan 2030 (MAP2030). This is our new 
framework to address the challenges and 
opportunities of a new decade. Further details of 
the three focus areas and targets underpinning 
this new framework, along with the robust 
process undertaken to develop them, can 
be found on pages 19 to 21 of Mondi’s 2020 
Sustainable Development report. 

MAP2030  
Page 26-27

TCFD disclosure
We continue to assess the financial implications 
of climate-related risks and opportunities on our 
business and have provided a disclosure table 
later in this section.

Climate change  
Page 58-60

Principal risks  
Page 80

External assurance
Our Sustainable Development (SD) report 
provides a comprehensive view of our approach 
to sustainable development and our performance 
in 2020. ERM CVS has provided assurance 
on selected information and key performance 
indicators as well as checked that the SD report 
is in accordance with the Global Reporting 
Initiative (GRI) Standards: Core option and the 
Sustainability Accounting Standards Board 
(SASB): Containers & Packaging Industry 
Standard, and that information included in our 
Integrated report is consistent and comparable. 
We have also prepared an index mapping our GRI 
and SASB disclosures. 

Sustainable Development report  
www.mondigroup.com/sd20

Our GRI and SASB index 
www.mondigroup.com/sd20-report-hub

Materiality
Our material issues articulate what matters 
most to our business and our stakeholders. 
We reviewed and validated these issues 
through a comprehensive materiality 
assessment in 2018, followed by an extensive 
internal engagement process as part of 
developing our new commitments in 2019. 
In early 2020 we carried out a comprehensive 
benchmarking process involving customers, 
peers and ESG ratings that shaped our 
MAP2030 framework. 

Sustainable Development report 
www.mondigroup.com/sd20
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Source: Report and financial statements 2020, page 39

https://www.mondigroup.com/media/13645/mondi_integrated-report-2020.pdf
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Continual improvement
Main principle

Risk management 
shall be continually 
improved through 
learning and 
experience.

Key climate change considerations
Climate change risk is certain to increase over time, 
which makes continual improvement through learning 
and experience vital. Organisations should identify gaps 
in skills and knowledge, and plan for how these can be 
addressed. This will increase their ability to respond 
effectively to climate change risk, and make the most 
of any opportunities. Organisations should decide how 
regularly to review their climate change risk identification 
and assessment, to make sure that they are learning 
any lessons from their experience, and ensure that the 
response to climate change risk remains appropriate in 
light of their strategy to adapt to and mitigate climate 
change. Learning lessons from other organisations 
(within government and across the broader private 
sector) is particularly important when managing the risk 
of climate change given its cross‑cutting impact across 
not only the UK, but the world.

Questions ARACs could ask 
For further questions see Appendix One 

Q How regularly is climate change risk re‑assessed? 
Is this frequent enough? 

Q  How does management build experience and 
learning into the climate change risk 
assessment process? 

Q  Is climate change risk incorporated within the 
organisation’s overall approach to continually 
improving its risk management processes? 

Q  Are there any lessons to be learned from 
government’s response to other cross‑cutting 
challenges, such as COVID‑19 and EU Exit? 

Q  Is there a plan to assess the maturity of 
management’s approach to climate change 
risk management?

48% 
of ARAC chairs had limited 
familiarity with the current 
reporting requirements for 
climate‑related disclosures 
in the public sector
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Continual improvement continued
Example

BP’s revised  
integrated strategy

This means we plan to

We have set our strategy to transform from  
an International Oil Company to an Integrated 
Energy Company focused on delivering  
solutions for customers.

This is a major, necessary step in support of our purpose to reimagine 
energy for people and our planet, and our ambition to become a net zero 
company by 2050 or sooner and help the world get to net zero. 

After more than a century defined by oil and gas through two core 
businesses, upstream and downstream, we set our strategy to  
become a very different energy company in the next decade.

We remain committed to delivering long-term value 
for stakeholders – including shareholders – through  
a compelling investor proposition.

As we reinvent bp, we remain committed to performing 
while we transform, maintaining our focus on safety, 
operational excellence and financial discipline.

Significantly scale-up our  
low carbon energy business

Focus our oil, gas and 
refining portfolio

Transform our customer mobility 
and convenience offer

Drive down emissions as  
part of our net zero ambition

BP has re-evaluated its strategy 
with sustainability at the forefront 
to take into account the impact 
of climate change and other 
environmental matters on its 
business operations. It has 
identified a need to move to a 
fully integrated model. 

In announcing its new net zero 
ambition, BP identified a need 
to move from an International 
Oil Company to an Integrated 
Energy Company. BP has made 
changes to improve its strategy 
to reflect the evolving impacts of 
climate change.

15

Strategic report

A sustainability frame linking our purpose and

 Integrating energy systems

Partnering with countries, cities and industries

Driving digital and innovation

Low carbon
electricity

and energy 

Convenience
and mobility

Resilient
and focused

hydrocarbons  

bp Annual Report and Form 20-F 2020

From IOC to IEC
We began 2020 operating under our previous 
strategy, announced in 2017, which focused 
on four strategic priorities:

 Growing advantaged oil and gas in the 
Upstream.

 Market-led growth in the Downstream.

 Venturing and low carbon across  
multiple fronts.

 Modernizing the whole group.

In February 2020, we announced our new 
ambition to be a net zero company by 2050 or 
sooner and to help the world get to net zero. 
And in August we announced a new strategy 
to get us there, which builds on the 
foundations we’ve developed since 2017.

  See page 48 for more about our sustainability frame.

Our strategy is underpinned by our new sustainability frame  
and by advocating for policies that support net zero.

Our strategy 

Focuses on three areas of activity: low carbon electricity and energy, 
convenience and mobility, and resilient and focused hydrocarbons. Each 
focus area represents an attractive opportunity in its own right. Taken 
individually, they are not unique to bp. But we plan to leverage three 
sources of differentiation to help us amplify value: integrating energy 
systems, partnering with countries, cities and industries, and driving 
digital and innovation. 

An Integrated Energy Company delivering  
solutions for customers.

By following this strategy, we expect bp to be a very different energy company by 2030.

Reinventing bp: our strategy

Source: Report and financial statements 2020, pages 1 and 15

https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/investors/bp-annual-report-and-form-20f-2020.pdf
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Part Four
Key guidance and good practice materials
Organisations across the public sector will find the following guidance 
useful when thinking about reporting of climate‑related risks.

Existing reporting guidance for government 
HM Treasury’s Financial Reporting Manual provides 
a comprehensive guide to reporting requirements 
for government organisations. Specific requirements 
around climate and sustainability reporting can be 
found throughout section 5.4.

Sustainability Reporting Guidance. The purpose of this 
guidance is to assist with the completion of sustainability 
reports in the public sector. It sets out the minimum 
requirements, some best practice guidance and the 
underlying principles to be adopted in preparing the 
information. This guidance is closely aligned with 
the reporting commitments detailed in the Greening 
Government Commitments.

Accounting for the Effects of Climate Change. This is 
supplementary guidance to HM Treasury’s Green Book. 
This guidance is intended to support analysts and 
policymakers in making sure that the effects of climate 
change are taken into account when appraising policies, 
programmes and projects.

Good practice materials 

Task Force on Climate-related Financial Disclosures (TCFD)

TCFD’s guidance is not currently a requirement for 
government organisations. However, it includes a number 
of recommendations on climate‑related reporting and is a 
highly relevant source for insights into how organisations 
can enhance their reporting of climate‑related risk. 

Financial Reporting Council (FRC) Climate Thematic 

This review by the FRC considered the capacity for boards, 
companies, auditors, professional bodies and investors, 
to act as drivers of change in climate‑related areas.

Good Practice in Annual Reporting 

Our guide includes good practice examples of how 
organisations can enhance their reporting of risk, and 
includes specific examples relating to sustainability. 

Enterprise Risk Management – Applying enterprise 
risk management (ERM) to environmental, social and 
governance-related risks

The guidance is relevant for all entities, including 
government bodies, and is intended to address the 
need for entities to integrate environmental risks, 
such as climate change, into their existing risk 
management framework.

Independent Assessment of UK Climate Risk

The third independent assessment of the UK’s climate 
risks under the Climate Change Act, coordinated by the 
Climate Change Committee. 

Climate Disclosures Standards Board: accounting 
for climate

The Climate Disclosures Standards Board issued guidance 
on how climate‑related matters can be incorporated into 
financial statements. 

ICAEW Climate Hub

Various resources, guidance and information from the 
Institute of Chartered Accountants in England and Wales 
(ICAEW) on climate change. 

https://www.gov.uk/government/collections/government-financial-reporting-manual-frem
https://www.gov.uk/government/collections/public-sector-annual-reports-sustainability-reporting-guidance
https://www.gov.uk/government/collections/greening-government-commitments
https://www.gov.uk/government/collections/greening-government-commitments
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/934339/Accounting_for_the_Effects_Of_Climate_Change_-_Supplementary_Green_Book_.._.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/938046/The_Green_Book_2020.pdf
https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf
https://www.frc.org.uk/getattachment/ab63c220-6e2b-47e6-924e-8f369512e0a6/Summary-FINAL.pdf
https://www.nao.org.uk/report/good-practice-in-annual-reports-february-2021/
https://www.coso.org/Documents/COSO-WBCSD-ESGERM-Guidance-Full.pdf
https://www.coso.org/Documents/COSO-WBCSD-ESGERM-Guidance-Full.pdf
https://www.coso.org/Documents/COSO-WBCSD-ESGERM-Guidance-Full.pdf
https://www.theccc.org.uk/wp-content/uploads/2021/07/Independent-Assessment-of-UK-Climate-Risk-Advice-to-Govt-for-CCRA3-CCC.pdf
https://www.cdsb.net/climateaccounting
https://www.cdsb.net/climateaccounting
https://www.icaew.com/technical/sustainability/climate-hub
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Appendix One
Complete list of questions that  
Audit and Risk Assurance Committees can ask

Governance and leadership
Governance and leadership: 

Q  Is there a clear understanding of what the 
organisation’s requirements are in terms of 
government policy? 

Q  How have climate-related risks and opportunities 
been identified and factored into the 
organisation’s strategy?

Q  How does the current risk management process 
support the emergence of significant risks such as 
climate change, and what governance processes 
are in place to ensure that emerging risks and 
opportunities are captured, assessed and verified?

Q  How effective is the risk culture promoted by 
leadership in supporting debate, discussion and 
understanding of climate change as an emerging 
risk? This could include:

• having enough resources allocated for climate 
risk assessment and controls implementation; 

• having dedicated training and education 
processes for staff members; and

• providing clear written procedures defining 
accountability, risk appetite and responsibilities 
to provide a common ‘risk language’ across all 
organisational levels.

 

Q  Is it clear where accountability lies for 
climate-related risks, and are there appropriate roles 
and responsibilities to ensure that climate change 
risk is effectively managed?

Q  How does management gain and maintain an 
appropriate level of understanding of climate-related 
risks and opportunities that are likely to have a 
material impact on the organisation? 

Q  Has management ensured the proper allocation of 
skills and resources to manage climate change risk? 

Q  Are there any factors that could weaken or diminish 
the organisation’s ability to manage climate-related 
risk (for example, ineffective processes or capacity 
restraints)? How does management identify, monitor 
and respond to these factors?

Q  Can management apply any lessons from the impact 
of COVID-19 to climate change? For example, do the 
changes in employee working preferences provide 
opportunities which can be applied to climate 
change adaptation strategies?  
 
 
 
 
 

Assurance: 

Q  How does the board gain assurance over the 
management of climate-related risk in the 
organisation? For example: 

• assessing the organisation’s approach to 
managing climate-related risks;

• reviewing board briefings on relevant climate 
change matters, including results of climate risk 
deep-dives; and 

• assessing management’s use of data and 
consideration of data integrity to gain 
assurance over any potential impact.

Q  Does the organisation’s Internal Audit function 
include climate-related issues in its planned 
programme of work?

Q  Is management tracking and monitoring external 
recommendations relating to climate change?

Q  Is there clarity of roles, responsibilities and 
accountabilities for each component of the 
‘three lines of defence’ as part of the overall risk 
management of climate change?45

45 See the Orange Book, Annex 2.
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Integration 
Q  How does management build awareness and understanding of emerging 

risks such as climate change across the organisation? 

Q  How does management ensure that climate change considerations are 
clearly factored into its risk appetite? 

• Is the organisation’s risk attitude and appetite over climate 
change-related matters understood by the wider workforce, 
particularly key decision-makers? 

• Is management able to explain the impact of climate change risk 
on decision-making across the organisation? 

Q  Does management understand the risks and opportunities associated 
with delivering government’s policy objectives on climate change? 

How is climate risk embedded in climate-related policy development 
(if applicable)?

Q  Is there a common understanding of climate change risk across the 
organisation, and does management understand how it can impact on 
different aspects of operational delivery?

Q  What processes does the organisation have in place to embed 
climate-related risks throughout the organisation?

Q  Do the organisation’s strategic objectives, budgets and delivery 
plans reflect management’s consideration of climate change risks 
and opportunities?

Governance and leadership continued
Assurance continued: 

Q  Has external expertise been applied to analysis of climate-related 
risks (including review of climate-related disclosures)? Has the 
appropriateness of their expertise been assessed?

Q  Has the organisation discussed climate change risk (including review of 
climate-related disclosures) with the National Audit Office or any other 
external audit providers?

Collaboration and best information
Q  How does management keep up to date with climate change-related 

developments, policy and regulatory changes? 

• How does management monitor future cost implications of achieving 
net zero in line with such changes?

Q  How confident is management in its understanding of the organisation’s 
responsibilities in delivering wider departmental or government policy 
objectives, such as achieving net zero by 2050, and the Greening 
Government Commitments?

Q  How does management identify external risks which have the potential to 
impact it from beyond the organisation, for example in its supply chain or 
– in the case of departments – within arm’s-length bodies? 

Q  Has management considered data sharing arrangements with other 
government bodies to support a joined up and collaborative approach to 
climate risk management?

Q  Has management formed networks with other organisations to share 
knowledge and expertise so they can effectively identify and manage 
climate change risks? 

Q  Does management have a strategy for seeking out expertise beyond 
its own organisation as part of the process to identify and manage 
climate change risks? 

Q  How does management get an awareness of what matters to its 
stakeholders on climate change risk? 

• What is management doing to respond to those expectations?

Q  Are there any aspects of management’s current approach to 
collaboration with other parties which should be amended to take 
account of the specific challenges introduced by the risks 
of climate change? 

Q  Does management have the relevant expertise to consider 
climate-related risks fully and in a robust manner? Has management 
considered what its knowledge gaps are and whether external advice 
or expertise is needed?

Q
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Risk identification and assessment
Risk identification: 

Q  What is management’s process for identifying 
climate-related risks? 

• Does this process extend across the whole 
organisation, so all potential climate-related risks 
can be identified? 

• For departments, does this include risks within 
arm’s-length bodies? 

Q  Has management considered all potential 
adaptation- and mitigation-related risks that could 
be relevant to the organisation? 

Q  Are the individuals involved in the process of 
identifying and assessing climate-related risks 
suitably qualified?

Q  Can management demonstrate that it has conducted 
a robust assessment of all climate change risks? 

Q  What is management’s process for identifying 
external factors that would impact on the 
consideration of climate change as a risk? 

Q  If the organisation considers climate change as 
an emerging risk, how confident are we that 
management has a clear understanding of the 
indicators which would cause it to escalate to a 
principal risk? 

Q  Can management articulate which climate-related risks 
are most significant to the organisation and why?46 

Q  Does management conduct deep-dive reviews over 
climate change to help identify vulnerabilities and 
risk exposures?

Q  If no material climate-related risks are identified, 
can management explain why this assessment 
is appropriate? 

 

Q  What timeframe (short-, medium-, and long-term) 
does management use in its identification and 
assessment process?

Q  Has management identified any crossovers from its 
understanding of climate change risk to other 
principal risks managed by the organisation?

Risk assessment:

Q  Can management demonstrate that a robust 
assessment of all climate change risks has 
been conducted? 

Q  How are climate change risks measured? 

• Has management considered a range of methods 
to analyse the impact of climate-related risks? 

• Are we confident that that the methods used 
to measure the risks are appropriate for 
climate-related issues?

• Are we confident that management has 
good-quality data to be able to calculate 
the impact of climate-related risks to 
the organisation? 

Q  Are we confident that management understands what 
data it needs to collect to be able to calculate the 
impact of climate-related risks to the organisation? 

• Does management know how climate-related 
risks might impact the value of the organisation’s 
assets and liabilities? 

 

• What is the impact on revenue and expenditure, 
for instance as a result of environmental tax 
measures or the impact of rising temperatures 
on productivity? 

• Does the implementation of climate-related 
policy, or other deliverables, give rise to any 
new liabilities or provisions?

Q  Has management benchmarked its risk analysis 
approach against other organisations across 
government or similar organisations in other sectors? 

Q  Has management measured the impact of climate 
change adaptation and mitigation on future projects 
or programmes? Is this appropriately reflected in 
future budgets and spending plans? For example, 
this could include spend on investments in new 
technology, changes to transport planning or land 
use and so forth. See Part One for further details.

Q  How confident are we that management understands 
and considers the inherent uncertainty associated 
with risks arising from climate change? 

• Does management conduct horizon-scanning 
and scenario analysis to consider the range 
of outcomes? 

• Has management conducted deep-dive reviews 
(where required) and assessed the results to 
help it understand the impact and severity of 
climate-related risks on the organisation, and 
how they should be prioritised? 

46    See footnote 38.
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Risk identification and assessment continued
Q  Are risks and opportunities stress-tested across a sufficiently severe yet 

plausible range of climate change scenarios? How robust are these 
scenarios and to what extent are the scenarios relevant to the 
organisation and its future strategy? 

Risk assessment – evaluation: 

Q  How is the organisation’s risk appetite or tolerance levels considered 
when evaluating climate-related risks? 

Q  How confident are we that the organisation has the skills and expertise 
to evaluate the climate-related risk identified? Is there a process for 
sourcing this expertise to ensure the evaluation of the risk is appropriate? 

Q  How confident are we that decision-makers across the organisation 
understand the organisation’s risk appetite and tolerance in the context 
of climate change? 

Q  Does the organisation have the skills and expertise to evaluate the 
climate-related risk identified? Is there a process for sourcing this 
expertise to ensure the evaluation of the risk is appropriate? 

Risk treatment 
Q  Climate change targets by their nature can be long-term. Is management 

clear on what represents good progress against its climate change targets? 

Q  How confident are we that management can demonstrate a clear 
rationale for the treatment activities and response to climate change 
risks, including the benefits it expects to gain?

Q  Have response plans been developed from the results and impact of 
climate risk deep-dives?

Q  Has enough consideration been given to the uncertainties that exist in 
this area? 

• How flexible is management’s current risk response strategy in 
dealing with the unpredictability of climate change risks?

Q  Are climate-related risk responses aligned with the organisation’s 
risk appetite? 

• Is there any indication that management needs to reassess its 
risk appetite to respond appropriately to climate change risk, 
particularly given the unpredictable nature of the risks?

Q  Has management developed appropriate performance indicators and 
metrics for climate change risks? 

• How are these metrics determined in the context of the 
organisation’s operations? 

• How does management set targets for climate change performance 
factors, and are these targets credible? 

• How does management verify progress against these targets?

Q  With extreme climate events likely to worsen over time and potentially 
at an accelerated pace, has management considered how responding 
to these will impact on other areas of the organisation, and the 
management of other principal risks? Management should consider how 
trade-offs between net zero and other strategic priorities will be managed.

Q  Has management developed a climate change adaptation strategy for 
the organisation, and have climate change risk treatment and response 
plans been integrated as part of this? 
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Risk monitoring 
Q  Does management understand how its overall risk profile is likely to change as a result 

of climate change risk? 

Q  Has management defined core performance metrics, and key risk and control indicators 
for climate-related risks, and have risk appetite and tolerance been factored in? 

• How do those metrics influence strategic decision-making, investment plans and 
budget considerations?

Q  Does management conduct deep-dive reviews over climate-related risks? Have results of 
previous reviews, risk responses or remediation plans been assessed for progress and 
effectiveness? Are plans updated, monitored and reported?

Q  How are the results of climate change risk monitoring shared with the rest of 
the organisation?

• How does the department monitor risks within its arm’s-length-bodies and ensure that 
climate change risks are escalated and aggregated effectively?

• Is there a feedback loop between the results of monitoring, the assessment of 
the residual risk, the effectiveness of the risk management activities and the 
decision-making? 

Q  How does the department ensure that its arm's-length bodies communicate climate-related 
risks? How does the department assess risks (including climate-related risks) from 
different organisations or arm's-length bodies in a consistent way?

Q  How often does management re-assess the impacts of existing climate-related risks? 
For example, if the organisation is impacted by legislative changes or new 
government targets, does management track these changes?

Q  Is there any benefit to be gained from a specific oversight group or board with 
responsibility for climate change to monitor progress against climate change risks? 

Risk reporting
Internal reporting

Q  How does the organisation’s current risk reporting process encompass 
climate-related risks? 

Q  Does management conduct deep-dive reviews of climate-related risks, 
and present the review findings to the board and the ARAC?

Q  Is climate change risk reporting similar in style to other principal risks, 
so the board can assess how progress is being made with objectives? 

Q How regularly are climate change risks reported? Is this frequent 
enough to inform robust decision-making? 

Q  How have climate-related risks and assumptions been factored into 
financial information such as budgets and forecasts in the short-, 
medium- and long-term? How does management report on the total costs 
and benefits of government policies that contribute to achieving net zero?

Q How satisfied are we with the quality of information reported? 

• Is the information relevant, reliable, comparable, evidence-based, 
neutral, and understandable?

Q Is there consistency of reporting on net zero between the organisation 
and other similar bodies? Consistency of reporting facilitates 
understanding across the public sector and aids comparability.
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Risk reporting continued
External reporting – Annual Report

Q  Is the information presented on climate change and 
sustainability compliant with all mandatory reporting 
requirements relevant to the organisation? 
For instance, HM Treasury’s Financial Reporting 
Manual for government organisations.

Q  Has management set out how the board and other 
relevant climate-related committees oversee climate 
change risks? Does this include how often climate 
issues are being discussed and the composition of 
any specific committees or boards with 
oversight responsibilities?

Q  For Departments, can management explain how they 
oversee and monitor climate-related challenges 
faced in its arm’s-length bodies?

Q  If the organisation is bound by specific compliance 
requirements, does this adequately reflect 
climate-related risks and opportunities that 
stakeholders would expect?

Q  Is climate change clearly embedded within the 
organisation’s strategy and strategic objectives? 
Can readers see a clear link between the strategy, 
objectives and key performance indicators? 

Q  Is the information in the financial statements 
verifiable and consistent with commitments that are 
disclosed in the annual report?

Q  Has management articulated how the organisation’s 
strategy could be impacted by climate-related risks 
and how flexible the strategy is to respond to 
significant changes?

Q  Is there evidence that management has considered 
the short-, medium-, and long-term implications of 
climate change on the organisation? 

 

Q  Is there clear articulation of how climate change risks 
are identified, monitored and managed across 
the organisation? 

Q  Is there a risk of ‘greenwashing’ in the extent that 
the organisation explains its environmental progress, 
its purpose, or the nature of its services?

Q  Has management explained what it deems to be the 
principal and emerging climate-related risks and how 
it has determined this scale?

Q  Has management set out its risk management 
process for climate-related risks, including how it 
decides on the most appropriate response?

Q  Has management disclosed the key performance 
metrics relating to its climate change risks? 
Has management included historical data for 
trend analysis?

Q  Are there references to the wider government 
goals or policy objectives that the organisation is 
responsible for delivering? Where the organisation 
makes a climate change commitment, does it clearly 
explain what the implications are on the organisation 
in delivering the goal?

Q  Does management believe that the climate-related 
disclosures in the annual report and accounts are 
relevant, reliable, comparable, verifiable, fair, 
balanced and understandable?

External Reporting – Financial Statements 

Q  Where climate change risks give rise to a material 
financial impact, is this appropriately and accurately 
reflected in the financial statements? For example, 
an identified risk of rising sea levels and an increase 
in flooding could impact the valuation of buildings 
residing near to a floodplain and may require 
significant impairments.47

Q  Has management fully considered the areas within 
their financial statements which could be impacted 
by climate change risks?48

Q  Has management clearly explained material 
assumptions and uncertainties relating to estimates 
affected by climate change? For example, does it 
include relevant sensitivity analysis so users can 
appreciate the scale of impact?

Q  Where climate change has significantly affected the 
valuation of an organisation’s assets and liabilities, 
is this adequately disclosed?

Q  Where climate change could affect an organisation’s 
ability to continue to operate, is there adequate and 
appropriate disclosure in the accounting policies on 
the organisation’s going concern status?

47  See footnote 38.
48  Accounting for climate, Climate Disclosure Standards Board (cdsb.net) 

– CDSB guidance provides examples of how climate-related matters 
can be integrated into financial reporting. 
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Continual improvement 
Q How regularly is climate change risk re-assessed? Is this 

frequent enough?

Q How does management build experience and learning into the climate 
change risk assessment process? 

Q  Is climate change risk incorporated within the organisation’s overall 
approach to continually improving its risk management processes? 

Q  What activities are planned to ensure that management is continually 
keeping up-to-date with developments in climate change, and how these 
may impact on its assessment of its own climate change risks? 

Q  Are there any lessons to be learned from government’s response to 
other cross-cutting challenges, such as COVID-19 and EU Exit? 

Q  Is there a plan to assess the maturity of management’s approach to 
climate change risk management? 

Q  Does management have an approach to respond to any gaps in skills 
or knowledge that it identifies? 
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Appendix Two
Climate change survey results
Results of the climate change survey completed by Audit and Risk Assurance Committee chairs.

Q
UE

ST
IO

NS
Does the organisation have a dedicated 
executive leader accountable for 
sustainability and climate change?

Yes

No 23 20

Is climate risk included in the 
organisation’s reporting of risks?

 Yes – as a 
principal/
top risk

 Yes – as an 
emerging/
future risk

No

7
21

14

When were risks associated with 
climate change first discussed at 
an ARAC meeting?

 During the 
last year

 1–2 years ago

 2–5 years ago

 More than 5 
years ago

Never

8

5
919

2

The ARAC considers that 
climate‑related risks are relevant 
to the organisation

Yes

No 34

8

1

2

3

4
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Does the Board‑approved risk appetite 
statement contain a qualitative 
statement on climate risk, or an 
approach to sustainability in general?

Q
UE

ST
IO

NS
5

 Both a statement on 
climate risk and a general 
approach to sustainability

 Only a statement on 
climate risk

 Only a general approach 
to sustainability

 Neither

Does the organisation have a climate 
risk policy or sustainability risk policy?6

 Both a statement on 
climate risk and a general 
approach to sustainability

 Only a statement on 
climate risk

 Only a general approach 
to sustainability

 Neither

If the organisation does have a climate 
risk policy or sustainability risk policy, 
are they presented to the ARAC for 
review and approval?

7

 Yes

 No

Not applicable

How often does climate change get 
discussed at ARAC meetings?

 At every 
meeting

 2–3 times 
per year

 Annually

Less often

Never

8

Has the ARAC undertaken a detailed 
discussion or deep‑dive into climate 
change risk?

 Yes

 No

9

2
5

15
21

3
7

9
23

12

4

24

16 11

1 1

14

41

1
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14

Highly familiar

 Moderately familiar

Limited familiarity

Q
UE

ST
IO

NS
ARAC members know what to ask 
management about climate‑related 
risks and the impacts on 
the department's operations

 Yes

 No

Don't know

10

ARAC members know what to ask 
management about climate‑related 
financial reporting and disclosures

11

 Yes

 No

Don't know

How familiar are you with 
current reporting requirements for 
climate‑related disclosures generally?

How familiar are you with 
planned reporting requirements for 
climate‑related disclosures generally? 

12

13

Highly familiar

 Moderately familiar

Limited familiarity

How familiar are you with 
current reporting requirements for 
climate‑related disclosures in the 
public sector?

Highly familiar

 Moderately familiar

Limited familiarity

7

1719

7

19 16

20

6
15

17
22

2

20 20

2
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15 How familiar are you with 
planned reporting requirements for 
climate‑related disclosures in the 
public sector?

Highly familiar

 Moderately familiar

Limited familiarity

Q
UE

ST
IO

NS

27
13

2
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Appendix Three
Further reading

You can find out more about our reports on our website. Below are a selection of our recent reports:

Local government and 
net zero in England

July 2021

This new report 
responds to a request from the 
Environmental Audit Committee to 
examine local government and net zero. 
It considers how effectively central 
government and local authorities in 
England are collaborating on net zero, 
in particular to:

• clarify the role of local authorities 
in contributing to the UK’s statutory 
net zero target; and

• ensure local authorities have 
the right resources and skills for 
net zero.

The report does not examine how 
national and local government are 
collaborating on net zero in Scotland, 
Wales and Northern Ireland.

Reducing carbon 
emissions from cars

February 2021

This report examines 
how well the government has used 
public money to support the uptake 
of ultra-low emission cars and draw 
lessons for the future. It examines 
progress in increasing the take-up of 
ultra-low emission cars through the 
plug-in car grant; the development 
of charging infrastructure using 
government financial support; and the 
impact of increasing the sale of ultra-low 
emission cars on carbon emissions from 
the UK car fleet so far.

Environmental 
tax measures

February 2021

This report examines 
how HM Treasury and HM Revenue & 
Customs manage tax measures with 
environmental objectives, including the 
work undertaken to design, monitor 
and evaluate them. It also explores how 
the exchequer departments use their 
resources to manage the relationship 
between the wider tax system and the 
government’s environmental goals, 
including its statutory commitment for 
the UK to achieve net zero greenhouse 
gas emissions by 2050.

1/2

Achieving net zero

December 2020

This report is 
intended to support 

Parliamentary and public scrutiny 
of government’s arrangements for 
achieving net zero. It is a companion 
to our report How government is 
organised to achieve its environment 
goals. We have applied our experience 
from auditing cross-government 
challenges to highlight the main risks 
government needs to manage if it is 
to achieve net zero efficiently and 
effectively. In the future, we will assess 
how well government is managing 
the risks highlighted in this report, 
and the value for money of individual 
government interventions aimed at 
reducing emissions.

https://www.nao.org.uk/search/sector/energy-and-environment/type/report/
https://www.nao.org.uk/report/local-government-and-net-zero-in-england/
https://www.nao.org.uk/report/local-government-and-net-zero-in-england/
https://www.nao.org.uk/report/reducing-carbon-emissions-from-cars/
https://www.nao.org.uk/report/reducing-carbon-emissions-from-cars/
https://www.nao.org.uk/report/environmental-tax-measures/
https://www.nao.org.uk/report/environmental-tax-measures/
https://www.nao.org.uk/report/achieving-net-zero/
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Achieving 
government’s long-term 
environmental goals

November 2020

This report examines how government 
has set itself up to deliver its long-term 
environmental goals. These are broad 
and complex issues and so the aim is to 
highlight the most significant potential 
strengths and areas for improvement, 
as well as key risks that government will 
need to manage, drawing on the NAO’s 
experience of auditing large-scale, 
longer-term or cross-government 
projects and programmes.

Water supply and 
demand management

March 2020

In this report, we set 
out the challenges facing the water 
industry in England and assess how the 
Department for Environment, Food & 
Rural Affairs is tackling them through 
its oversight of water regulators and 
the water companies. The report is 
both retrospective, looking at how 
effectively the government has 
achieved its objectives up to now, 
and forward-looking, examining how 
prepared it is for the greater challenges 
it faces in the future as a result of 
climate change and population growth.

Managing flood risk

November 2020

The report covers flood 
risk management in 

England. It does not cover government’s 
emergency response to flooding, issues 
relating to flood insurance, planning 
regulations or the management of 
coastal erosion. In addition to this report, 
we have produced an interactive data 
visualisation, which presents a range of 
information on flood risk management 
in England.

Environmental 
Sustainability Overview 
– Ministry of Defence

May 2020

Responding to a request by the 
Environmental Audit Committee 
(EAC), this report gives an overview 
of the approach taken by the 
Ministry of Defence to environmental 
sustainability. This is the sixth in a 
series of sustainability overviews 
we have produced for the EAC, 
each of which examines how 
different parts of government fulfil 
their sustainability remit.

Environmental metrics: 
government’s approach 
to monitoring the state 
of the natural 
environment

January 2019

This report sets out our expectations of 
good practice for an effective system 
of performance metrics based on our 
experience of reviewing government 
approaches to managing performance 
(Part One). It also examines the 
government’s current environmental 
metrics (Part Two) and its plans for 
developing new metrics (Part Three). 
We focus on the metrics that relate to 
England or are UK-wide.

2/2

Rolling out smart meters

November 2018

The Department for Business, Energy & Industrial Strategy 
(the Department) forecast in 2013 and 2016 that the Smart Metering 

Implementation Programme would require £11 billion of investment in installations, 
equipment and systems. The costs are equivalent to £374 per dual fuel household, but 
these costs are expected to be more than offset by reduced energy consumption and 
operational cost savings for the industry. In 2013, the Department forecast that the total 
benefits of the programme would be £17.7 billion, creating net benefits of £6.7 billion. 
In 2016, it updated its analysis and forecast net benefits of £5.7 billion. The costs of 
the programme will mainly be incurred during the rollout phase, whereas most of the 
benefits will be spread over subsequent years. The benefits of the programme are 
therefore more uncertain than its costs. There is already some evidence that costs 
were underestimated in the 2016 analysis.

https://www.nao.org.uk/press-release/achieving-governments-long-term-environmental-goals/
https://www.nao.org.uk/press-release/achieving-governments-long-term-environmental-goals/
https://www.nao.org.uk/press-release/achieving-governments-long-term-environmental-goals/
https://www.nao.org.uk/report/water-supply-and-demand-management/
https://www.nao.org.uk/report/water-supply-and-demand-management/
https://www.nao.org.uk/report/managing-flood-risk/
https://www.nao.org.uk/report/environmental-sustainability-overview/
https://www.nao.org.uk/report/environmental-sustainability-overview/
https://www.nao.org.uk/report/environmental-sustainability-overview/
https://www.nao.org.uk/report/environmental-metrics-governments-approach-to-monitoring-the-state-of-the-natural-environment/
https://www.nao.org.uk/report/environmental-metrics-governments-approach-to-monitoring-the-state-of-the-natural-environment/
https://www.nao.org.uk/report/environmental-metrics-governments-approach-to-monitoring-the-state-of-the-natural-environment/
https://www.nao.org.uk/report/environmental-metrics-governments-approach-to-monitoring-the-state-of-the-natural-environment/
https://www.nao.org.uk/report/environmental-metrics-governments-approach-to-monitoring-the-state-of-the-natural-environment/
https://www.nao.org.uk/report/rolling-out-smart-meters/
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Appendix Four
Key takeaways

1/4

Risk taxonomy

Other risks 
particular to 
government

Productivity

Financial/valuation

Policy/regulatory

Litigation/liability

Technology

Reputational

Physical

Acute

Chronic Value for money

Accountability

Coordination and delivery

Policy leadership

Other risks 
particular to 
government

Climate change risks

Transition

Strategic uncertainty

Adaptation-
related risks

Mitigation-
related risks

You can find more detail on the individual risks in Part One.
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Challenge questions

Risk management shall be an essential part of 
governance and leadership, and fundamental to how 
the organisation is directed, managed and controlled 
at all levels.

• Is there a clear understanding of what the organisation’s 
requirements are in terms of government policy?

•  How have climate-related risks and opportunities been 
identified and factored into the organisation’s strategy? 

•  How effective is the risk culture promoted by leadership in 
supporting debate, discussion and understanding of climate 
change as an emerging risk? 

•  How does management gain and maintain an appropriate level 
of understanding of climate-related risks and opportunities that 
are likely to have a material impact on the organisation? 

•  Is there clarity of roles, responsibilities and accountabilities for 
each component of the ‘three lines of defence’ as part of the 
overall risk management of climate change?1

•  How does the board gain assurance over the management of 
climate-related risk in the organisation? For example: 

• assessing the organisation’s approach to managing 
climate-related risks;

•  reviewing board briefings on relevant climate change 
matters, including results of climate risk deep-dives; and 

•  assessing management’s use of data and consideration of 
data integrity to gain assurance over any potential impact.

Note
1 See the Orange Book, Annex 2.

Risk management shall be collaborative and 
informed by the best available information 
and expertise.

• How does management keep up to date with 
climate change-related developments, policy and 
regulatory changes?

• How confident is management in its understanding of its 
organisation’s responsibilities in delivering wider departmental 
or government policy objectives, such as achieving net zero by 
2050, and the Greening Government Commitments? 

• How does management identify external risks which have the 
potential to impact it from beyond the organisation, for example 
in its supply chain or – in the case of departments – within 
arm’s-length bodies? 

• Has management considered data sharing arrangements 
with other government bodies to support a joined up and 
collaborative approach to climate risk management? 

• How does management get an awareness of what matters to 
its stakeholders on climate change risk? 

•  What is management doing to respond to 
those expectations?

Risk management shall be an integral part 
of all organisational activities to support 
decision-making in achieving objectives.

• How does management build awareness and understanding of 
emerging risks such as climate change across the organisation?

• What processes does the organisation have in place to embed 
climate-related risks throughout the organisation? 

• Do the organisation’s strategic objectives, budgets and delivery 
plans reflect management’s consideration of climate change 
risks and opportunities?

• How is climate risk embedded in climate-related policy 
development (where applicable)?

• How does management ensure that climate change 
considerations are clearly factored into its risk appetite? 

•  Is the organisation’s risk attitude and appetite over climate 
change-related matters understood by the wider workforce, 
particularly key decision-makers? 

•  Is management able to explain the impact of climate 
change risk on decision-making across the organisation?

Governance and leadership Collaboration and best informationIntegration



Contents

54

Contents

Appendix Four Climate change risk: A good practice guide for Audit and Risk Assurance Committees 3/4

Challenge questions continued

Risk management processes shall be structured to 
include risk identification and assessment to determine 
and prioritise how the risks should be managed.

Risk identification: 

• What is management’s process for identifying climate-related risks? 

•  Does this process extend across the whole organisation, so all 
potential climate-related risks can be identified? 

•  For departments, does this include risks within 
arm’s-length bodies? 

• Can management articulate what climate-related risks are most 
significant to the organisation and why?

• If the organisation considers climate change as an emerging 
risk, how confident are we that management has a clear 
understanding of the indicators which would cause it to escalate to 
a principal risk? 

• What timeframe (short-, medium-, and long-term) does management 
use in its identification and assessment process?

Risk assessment:

• How are climate change risks measured?  

• Has management considered a range of methods to analyse 
the impact of climate-related risks?

•  Are we confident that that the methods used to measure the 
risks are appropriate for climate-related issues?

•  Are we confident that management has good-quality data 
to be able to calculate the impact of climate-related risks to 
the organisation? 

•  How confident are we that management understands and 
considers the inherent uncertainty associated with risks arising 
from climate change? 

•  Does management conduct horizon-scanning and scenario 
analysis to consider the range of outcomes? 

• Has management conducted deep-dive reviews (where 
required) and assessed the results to help it understand the 
impact and severity of climate-related risks on the organisation, 
and how they should be prioritised?

• How is the organisation’s risk appetite or tolerance levels 
considered when evaluating climate-related risks? 

•  Can management demonstrate that it has conducted a robust 
assessment of all climate change risks?

Risk identifi cation and assessment

Risk management processes shall be structured to 
include the selection, design and implementation of risk 
treatment options that support achievement of intended 
outcomes and manage risks to an acceptable level.

•  How confident are we that management can demonstrate a 
clear rationale for the treatment activities and response to 
climate change risks, including the benefits it expects to gain?

•  Has enough consideration been given to the uncertainties that 
exist in this area?  

•  How flexible is management’s current risk response 
strategy in dealing with the unpredictability of climate 
change risks?

•  Are climate-related risk responses aligned with the 
organisation’s risk appetite? 

•  Is there any indication that management needs to 
reassess its risk appetite to respond appropriately to 
climate change risk, particularly given the unpredictable 
nature of the risks?

•  With extreme climate events likely to worsen over time and 
potentially at an accelerated pace, has management considered 
how responding to these will impact on other areas of the 
organisation, and the management of other principal risks? 

•  Has management developed a climate change adaptation 
strategy for the organisation, and have climate change risk 
treatment and response plans been integrated as part of this?

• Climate change targets by their nature can be long-term. 
Is management clear on what represents good progress 
against its climate change targets?

Risk treatment
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Risk management processes shall be 
structured to include the design and 
operation of integrated, insightful and 
informative risk monitoring.

• Does management understand how its overall risk 
profile is likely to change as a result of climate 
change risk? 

• Has management defined core performance 
metrics, and key risk and control indicators for 
climate-related risks, and have risk appetite and 
tolerance been factored in? 

•  How do those metrics influence strategic 
decision-making, investment plans and budget 
considerations?

• How are the results of climate change risk 
monitoring shared with the rest of the organisation? 

•  Is there a feedback loop between the results 
of monitoring, the assessment of the residual 
risk, the effectiveness of the risk management 
activities, and the decision-making? 

• How often does management re-assess the impacts 
of existing climate-related risks? For example, if the 
organisation is impacted by legislative changes or 
new government targets, does management track 
these changes? 

• How do departments monitor risks within 
their arm’s-length-bodies and ensure that 
climate change risks are escalated and 
aggregated effectively?

Risk monitoring

Risk management processes 
shall be structured to include 
timely, accurate and useful 
risk reporting to enhance the 

quality of decision-making and to support 
management and oversight bodies in 
meeting their responsibilities.

Internal reporting 

• Is climate change risk reporting similar 
in style to other principal risks, so that 
we can assess how progress is being 
made with objectives? 

• How regularly are climate change risks 
reported? Is this frequent enough to 
inform robust decision-making? 

• Does management conduct deep-dive 
reviews of climate-related risks, and 
present the review findings to the board 
and ARAC? 

• How have climate-related risks and 
assumptions been factored into 
financial information such as budgets 
and forecasts in the short-, medium- 
and long-term? 

• How satisfied are we with the quality of 
information reported?

External reporting 

• Is climate change clearly 
embedded within the organisation’s 
strategy and strategic objectives? 
Can readers see a clear link between 
the strategy, objectives and key 
performance indicators? 

• Is there clear articulation of how climate 
change risks are identified, monitored 
and managed across the organisation? 

• Is the information in the financial 
statements consistent with 
commitments that are disclosed 
in the annual report? 

• Where climate change risks give rise 
to a material financial impact, is this 
appropriately and accurately reflected 
in the financial statements? 

• Has management clearly explained 
material assumptions and uncertainties 
relating to estimates affected by climate 
change? For example, does it include 
relevant sensitivity analysis so users 
can appreciate the scale of impact?

Risk reporting

Risk management shall be 
continually improved through 
learning and experience.

• How regularly is climate change risk re-assessed? 
Is this frequent enough?

• How does management build experience 
and learning into the climate change risk 
assessment process? 

• Is climate change risk incorporated within the 
organisation’s overall approach to continually 
improving its risk management processes? 

• Are there any lessons to be learned from 
government’s response to other cross-cutting 
challenges, such as COVID-19 and EU Exit? 

• Is there a plan to assess the maturity of 
management’s approach to climate change 
risk management?

Continual improvement

Challenge questions continued
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