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TCFD is not…TCFD is…

The worst abbreviation invented in 
recent times.

Actually a task force – it’s the set of 
recommendations given by the Task 
Force on Climate-related Financial 
Disclosures.

Recommended for listed companies. Planned to be mandatory until 2022.

An approach to deal with future 
uncertainty and physical and 
transitional risks linked to climate 
change.

A process that once determined is 
set in stone and not updated.

A way of preparing to cope with 
climate change by understanding 
the impact of specific activities of 
a company.

A measure of how much you need to 
or are cutting GHG emissions linked 
to science-based targets.

A starting point for collaborative 
adaptation with your value chain 
and communities in places where 
you operate.

A disclosure that can be fully 
mitigated at the company scale 
once it is understood.
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The business landscape has evolved significantly 
over the past few years as attitudes shift and new 
legislation is introduced to reflect the changing 
times. Out are the days of shareholder supremacy. 
In is the recognition that purpose, people, planet 
and profit can and should go hand in glove.

ESG (environmental, social and governance) has become 
a mainstream concern for boards and the pressure on 
companies to respond to climate change has increased. 
The World Economic Forum’s Global Risk Report 
identified climate action failure as the most likely risk with 
the highest impact.

The 2020s will be no different. In fact, COVID-19 has 
sharpened the focus on the climate crisis, ethnic diversity and 
workforce engagement in particular, as companies look to 
build back better.

We recognise that companies are at different stages on 
their sustainability journey, however, it’s encouraging to see 
businesses responding to stakeholder expectations by setting 
ambitious new targets and goals to reach net zero, evolving 
their strategies to embed sustainability at the core, and in 
some cases, overhauling their business models completely.

The Task Force on Climate-related Financial Disclosures 
(TCFD) is an important part of this conversation and it is 
actively shaping the climate discourse between companies 
and their stakeholders. The first step on the journey is to 
set out your intentions. From there, real and meaningful 
action will happen.

Claire Fraser 
Head of Corporate Reporting

Yvonne Ngo 
Sustainability Consultant 
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The TCFD aims to support businesses 
and asset owners in identifying how 
climate risks could impact long-
term financial performance. It sets 
out a framework of recommended 
disclosures around core business 
elements, including governance, 
strategy, risk management, metrics 
and targets.

Another key aspect is scenario 
analysis – this modelling takes into 
consideration different climate 
scenarios, including a 2°C or lower 
scenario. These help businesses to 
understand the longer-term risks and 
opportunities that climate change may 
have on their business, helping them to 
build more resilient strategies. 

Moving to mandatory
Given the impending move towards 
mandatory TCFD disclosure, we  
have reviewed the entirety of the 
FTSE 100 and a selection of FTSE 250 
companies to understand the current 
state of play around implementation 
of the TCFD’s recommendations. We 
assessed climate disclosures across 
multiple communications channels, 
including annual, sustainability, 
responsible investment and investor 
reports and websites; as well as looking 
at how reporting frameworks such as 
CDP, GRI and SASB have been used to 
support TCFD disclosures. 

There is currently varied levels of 
uptake of TCFD recommendations. 
However, the companies that are 
disclosing well have been managing 
environmental impacts long before 
the TCFD came into play and will 
have a clearer understanding of 
climate mitigation – which is about 
reducing climate change – and climate 
adaptation, which is about the impact 
of climate change on the business. 
Many companies, despite minimal 
disclosure currently, have stated their 
intentions to provide more robust 
TCFD disclosure in the coming year.

This research focuses on the types of 
disclosures companies are making in 
relation to climate risks and, specifically, 
how companies are disclosing against 
the TCFD framework, across a variety 
of different communications channels.

The findings will help you understand 
the current trends and best practice 
in climate reporting, from those just 
starting out on their climate strategies 
and disclosure, all the way to the 
leaders of the pack. 

Setting the 
standard for 
disclosure

Companies that 
don’t adapt will go 
bankrupt without 
question.

Mark Carney
Former Governor of the 
Bank of England and  
UN special envoy for 
climate action and finance

The government 
should set a deadline 
that it expects all 
listed companies 
and large asset 
owners to report on 
climate-related risks 
and opportunities in 
line with the TCFD 
recommendations 
on a comply or 
explain basis  
by 2022.

House of Commons 
Environmental Audit 
Committee 

In setting a benchmark  
for companies to provide  
climate-related disclosures  
and crucial information to 
stakeholders, the TCFD is 
increasingly shaping the  
business world's conversations 
around the climate crisis.
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What did  
we find?
The highlights from our research, with an 
overview of how companies are adopting 
the TCFD framework and the quality and 
effectiveness of these disclosures.

Specific alignment 
to TCFD

References to TCFD 
in disclosures 

Reference to across 
multiple channels* 

69%

57%

11%

36%

13%

16%

32%
reference TCFD in  
the annual report 

of companies are 
aligning to or acting on 
TCFD recommendations

reference climate-related 
activities and/or TCFD  
in investor documents 
and presentations  

reference TCFD in the 
sustainability report 

are considering  
or moving towards 
TCFD alignment

reference TCFD in  
the climate report 

reference TCFD  
on the website

Climate 
communications 
quality 

References to 
frameworks in 
mainstream reporting 
to support disclosures

56%

20%

4%

reference CDP 

reference GRI 

reference SASB 

Governance

Strategy

Scenario analysis, 
resilience and  
financial planning 

Risk management 

Metrics and targets

Key findings How is it communicated?

Boilerplate climate governance structures identify 
tick-box approach, but clear TCFD progress is 
demonstrated through unique activities in  
governance disclosures.

Governance information around TCFD is primarily 
communicated in annual and sustainability reports. 
The best reporters demonstrate how climate 
governance is integrated within board decision-
making. For example, material, climate matters are 
disclosed in the annual report as part of key board 
activities. 

Those lagging behind are missing the strategic 
relevance of climate issues, but leaders in this area are 
capitalising on strategic opportunities and moving 
towards net zero.

From those companies that have no climate strategy 
at all (25%), to those that have a fully developed 
strategy that includes sustainability disclosures and, 
more specifically, climate objectives. Some have also 
identified energy and climate change issues as material 
influences.

Scenario analysis, approaches to resilience and financial 
planning are in their infancy, but are set to further 
develop in the short to medium term.

There is still an element of superficial alignment, where, 
for example, companies are not linking climate priorities 
to their strategy and instead, climate change activities 
appear siloed from main business elements.

Climate risk management is commonly led by CSR/risk 
functions, but increasingly, stakeholder engagement 
through internal cross-function working groups 
and industry and peer collaboration has been key to 
identifying and managing risk. 

Aside from mandatory legislative requirements, a 
plethora of metrics and targets are used and vary 
across sectors. Leaders are moving towards net zero 
commitments and are signalling that they will develop 
science-based targets. 

Although a number of companies do not identify how 
specific climate issues are managed within their broader 
risk management framework, leading disclosures 
demonstrate how climate risk management is embedded 
into enterprise risk management processes and are 
defining short, medium and long-term risks.

The quality of metrics ranges from identification in siloed, 
sustainability-only disclosures, to best practice which 
demonstrates the strategic importance of metrics and 
targets throughout disclosures, using different channels 
to provide clarity and additional detail. 

K E Y  F I N D I N G S

26%31%

14% 29%

Low quality (little climate information 
and/or appears siloed from main 

business operations)

No climate communications 
(beyond mandatory requirements) 

Medium quality (some integration of 
climate disclosures throughout main 
business operations)

High quality (very high integration of  
climate disclosures throughout  
main business operations)

*Communications channels 
assessed include: annual 
report, sustainability report, 
ESG/responsible investment 
report; website; investor 
presentations/documents

19%
27%

16%

8%

2% 1%

27%

reference TCFD in 
one communications 

channelreference TCFD in two 
communications channels

reference TCFD in three 
communications channels

do not reference 
TCFD, across any 
communications 

channel 

reference TCFD in four 
communications channels

reference TCFD in five 
communications channels

reference TCFD in six 
communications channels



3

2

1

76

What’s required?
Disclose the organisation’s governance 
around climate risks and opportunities.

What did we find?
In line with the TCFD guidance, over  
two-thirds of companies disclose 
governance of climate issues. Commonly, 
oversight of climate issues is managed by 
sustainability/CSR committees. Internal, 
cross-function working groups often  
feed into committees that report directly  
to boards.

Early TCFD adopters have formed specific 
TCFD working groups, and for some, audit 
committees are tasked with overseeing 
TCFD-related activities. 

As a result of increasing investor pressure 
and in line with the recommendations of  
the TCFD, more companies are being held 
to account around climate performance. 

The TCFD recommends that executive  
pay is tied to climate performance – while 
this is the reality for only a small number  
of companies so far (such as Shell, BHP  
and Rio Tinto), this is just one example  
of how investors are incentivising action  
and strong, top-down leadership around 
climate matters. 

What’s required?
Disclose the actual and potential impacts 
of climate risks and opportunities on the 
organisation’s businesses, strategy, and 
financial planning where such information  
is material.

What did we find?
Companies across the board vary in their 
level of climate strategy development. 
On the less-developed end, a quarter of 
companies have not identified climate 
strategies. The slightly more developed 
are monitoring climate impacts and setting 
reduction strategies that cover a range of 
reductions material to the business, such 
as absolute and intensity emissions and 
energy. 

Very much in line with Mark Carney’s 
statement, leading strategies have 
identified key, macroeconomic trends and 
how related risks and opportunities have 
influenced strategic direction. 

A number of companies in the financial, 
energy, mining and built environment 
sectors (among others) are demonstrating 
forward-thinking climate strategies with 
a drive towards net zero and alignment to 
science-based targets. These strategies 
can include a mixture of approaches linked 
to scope 1, 2 and 3 emissions and energy 
reductions, energy efficiency measures, 
and green energy usage and investments. 

Carbon-offsetting schemes are also  
used by companies aiming to offset a 
proportion or all remaining emissions  
to achieve net zero.

While the leading companies are 
developing these strategies, the transition 
to a zero-carbon economy needs a much 
quicker uptake by more businesses to 
progress further. 

Led from the 
top, managed 
across functions 

Moving  
towards  
net zero 

Effective governance, with clear oversight, 
is central to companies effectively 
managing climate risks.

There is a varying level of strategy development, 
from those with no climate strategies, to ambitious 
net zero commitments and science-based targets. 

67%
identified climate 
governance 
structure

There will be 
industries, sectors 
and firms that do 
very well during 
this process 
because they will 
be part of the 
solution […] but 
there will also 
be ones that lag 
behind and they 
will be punished.

Mark Carney

Climate strategy disclosure 

K E Y  F I N D I N G S K E Y  F I N D I N G S

Governance Strategy

1.   No climate strategy  25% 
2. Yes, but no focus on adaptation  38% 
3. Yes, clear focus on adaptation  37% 

We are 
demanding more 
from the CEOs of 
companies than  
ever before […] 
If there is the 
possibility of 
something going 
wrong, [they 
are] charged 
with taking 
prophylactic 
action so that if it 
occurs, we are in 
good shape.

Michael Bloomberg 
Chair of the TCFD
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Scenario analysis 
still under 
development

K E Y  F I N D I N G S

Scenario 
analysis, 
resilience 
and financial 
planning 

While some companies are disclosing the 
outcomes of scenario analysis and assessing 
the financial impact of climate risks and 
opportunities, the majority still have work to do. 

While the more general climate strategies, 
which concentrate on mitigation (i.e. 
emissions reductions), are nothing new, the 
focus on climate adaptation, resilience and 
the consideration of climate scenarios in 
financial planning has been catapulted into 
the mainstream by TCFD. 

80% of companies have not disclosed 
specific scenarios, however, a number 
have started to undergo the assessments 
and others have committed to conducting 
scenario analysis in the short term (in 2020). 
This is unsurprising given the likelihood of 
TCFD becoming a mandatory disclosure  
by 2022. 

The scenarios that businesses had assessed 
included (but are not limited to) business 
as usual (3-5°C), 2°C and 1.5°C scenarios 
across a variety of short, medium to  
long-term timeframes.

Companies who are more advanced in 
their climate disclosures were those that 
focused on resilience – for example, a variety 
of companies in the built environment, 
finance and mining industries that face both 
transitional and physical risks, had identified 
clearer insights around possible impacts. 
Some companies went as far as to identify 
details on longer-term ambitions and the 
financial impact of climate risks on their 
business strategies.

However, there is recognition that the use of 
scenarios in assessing climate issues is fairly 

What’s required?
Disclose how the organisation identifies, 
assesses, and manages climate risks. 

What did we find?
Levels of climate risk management varied in 
maturity across companies. While climate 
risk management is primarily under the 
remit of sustainability and risk teams, 
companies that had started to implement 
the TCFD requirements recognised the 
value of stakeholder engagement.

Internal cross-function working groups 
helped to recognise and understand 
climate risks; while industry partnerships 
supported with identifying approaches and 
best practice to assess and manage risks.

These included the UNEP FI TCFD 
scenario analysis pilot (banking sector); 
Climate Action 100 (investors); and Paris 
Agreement Capital Transition Assessment 
(PACTA), a free, open-source tool that helps 
users understand how to align financial 
flows with the Paris Agreement goals. 

There was a mixed approach to managing 
and mitigating climate risks. Investors 
engaged in active management to influence 
company strategies and other financial 
institutions, including banks, reviewed  
high-carbon sectors and set commitments 
to move away from exposure to coal.

In line with the recommendations, 
companies further along with TCFD 
differentiated between physical risks  
(those related to the physical impacts  
of climate change) and transitional risks 
(those related to the transition to a  
lower-carbon economy), and their potential 
impacts and the actions to manage them; 
identifying the interconnected nature of 
climate change with other types of issues. 
For example, high water and raw material 
consuming companies highlighted how 
increased climate change may impact on 
security of supply, which demonstrates  
an understanding of climate risks and allows 
them to seek activities to future-proof  
the business. 

Carried out a TCFD specific  
risk assessment 

1.  No  60% 
2. Yes  36% 
3. No, but planning too  4% 

Stakeholder 
engagement 
supporting risk 
management
Supported by internal cross-function 
working groups, the best companies are 
demonstrating a mature understanding of 
climate risks and opportunities. 

K E Y  F I N D I N G S

Risk 
management

new, and the availability of data is still quite 
limited for certain types of industry and 
portfolio climate risks.

Overview of financial impact of 
climate risks disclosed

1.  No  69% 
2.  Yes, but not quantified  20% 
3.  Yes, quantified   11%

6%

14%

disclosed one 
scenario

disclosed two or 
more scenarios

In line with TCFD recommendations, a third 
of companies provide disclosure around the 
potential financial impact of climate risks 
and opportunities, while 20% provide only 
qualitative details. Just over 10% are providing 
quantified details on climate risk.

Financial impacts are presented for 
transitional and physical risks and 
opportunities. For example, transitional risks 
can have costs related to carbon taxation 
and legislative requirements related to 
deforestation and agriculture, and physical 
risks take into consideration the physical 
ramifications of climate change, such as 
extreme weather events and water stress.
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What does 
good  
look like?

Identifying best practice in TCFD alignment 
and disclosure, and those companies that 
are leading the field.

Climate communications quality 

1   No climate communications (beyond 
mandatory requirements)  29% 

2  Low quality (little climate information and/or 
appears siloed from main business operations) 
26% 

3   Medium quality (some integration of climate 
disclosures throughout main business 
operations) 31%

4   High quality (very high integration of climate 
disclosures throughout main business 
operations) 14% 

57%

13%

are aligning to, or 
acting on, TCFD 
recommendations 

are considering, or 
moving towards, 
TCFD alignment 

Some companies still have very limited 
disclosure on climate change, and a 
number have not identified climate risks 
and opportunities as a key area of focus yet.

However, those that have been assessing 
climate risks and opportunities for a 
number of years, are clearly further 
along with their disclosures – particularly 
in relation to governance, strategy, risk 
management, and metrics and targets – 
and are able to demonstrate the holistic 
nature of these elements throughout 
disclosures across multiple channels. 
Some companies are also demonstrating 
the importance of climate issues to their 
investors in investor presentations. 

Identifying the level of detail and the 
right information needed across different 
communication channels and sources 
(such as, the annual or sustainability 
report, website, investor documents and 
sustainability reporting frameworks) 
will be vital in communicating a robust 
and consistent overview of climate 
performance.

In particular, the more advanced reporters 
are using different channels and sources 
to do this – for example, a number of 
companies are signposting from TCFD 
tables in the annual report, to further 
information in sustainability reports and 
other sources, such as CDP responses. 

What’s required?
Disclose the metrics and targets used to 
assess and manage relevant climate risks 
and opportunities where such information 
is material.

What did we find?

In line with UK legislative requirements and 
the TCFD recommendations, all companies 
reported on scope 1 and 2 GHG emissions. 
A number of companies had set emissions 
reduction targets, and for some, scope 3 
emissions were also captured. 

The types of climate metrics and targets 
varied between sectors, and were material 
to their related risks and opportunities. 

For example, banks identified quantitative 
exposure to high-carbon industries facing 
transitional risks and had metrics around 
green financing. 

Metrics related to the built environment 
looked at physical risks, such as the flood 
level risk of portfolios, developments and 
mortgaged properties, and high water 
usage companies had water usage and 
efficiency metrics and targets. 

In line with the UK government’s target, a 
number of companies are also setting ‘net 
zero by 2050’ targets. Methods to achieve 
this are varied and include a mixture of 
metrics, ranging from (but not limited to) 
energy efficiency, absolute and intensity 
carbon emissions (scope 1, 2 and 3) and 
renewable energy use. For remaining 
emissions that cannot be mitigated, 
offsetting through certified sustainable 
development initiatives is utilised. 

Science-based targets are being planned or 
have been set by a number of companies. 
While the Science-Based Targets initiative 
(SBTi) and the TCFD are separate initiatives, 
they are fundamentally two sides of the 
same coin. Science-based targets can 
help companies demonstrate that they 
are actively seeking to contribute to the 
transition to a net zero economy through 
a science-based approach, supporting 
the TCFD’s scientific and scenario-based 
recommendations, and future-proofing 
the business. 

Finding the right metrics and targets is 
not a wholly straightforward process, but 
helps to demonstrate real commitment to 
a low-carbon future.

K E Y  F I N D I N G S K E Y  F I N D I N G S

Identified metrics and/or targets 
specific to TCFD or adaptation

1.  Yes   62% 
2. No   38% 

Materiality 
key to metrics 
identification  

Metrics  
and targets Best practice



Market dynamics
Total beverage alcohol is an attractive industry, with a natural runway 

for growth when compared with other consumer goods categories. 

Like all consumer sectors, the total beverage alcohol industry faces possible disruption, 
ranging from changes in consumer trends and regulation through to economic volatility and 

tariff changes. Our broad and diverse global portfolio provides a natural hedge to any 
volatility we may encounter. Our extensive consumer knowledge, gained through our local 

presence and use of data-driven insights, gives us a strong position from which to grow.

The global alcohol market today: broad based, growing, profitable(i)

550 million
new legal purchase age consumers are 
expected to enter the market by 2030. 

750 million
consumers are expected to be able 
to afford international-style spirits over 
the next decade.

53%
of the global alcohol market, by volume, 
is spirits.

6 billion
equivalent units of alcohol  
sold each year.

£747 billion
retail sales value.

Key trends

We believe that drinking in a responsible way is part of a balanced lifestyle in many 
societies around the world. Drinking occasions and practices vary hugely depending 
on local culture, traditions and customs. They are constantly evolving, but long-term 
trends are positive for the industry – with sustained premiumisation, a growing 

preference for spirits and population growth all playing a part. 

Consumers choosing to ‘drink better’
Consumers are ‘drinking better, not more.’ 
People are looking for products that stand 
out for their superior quality, authenticity 
and taste. 

In developed markets, in response to 
sustained premiumisation of spirits, our 
premium-and-above brands are growing 
fastest. Our Reserve portfolio of brands 
capitalises on this premiumisation trend and 
recent launches, such as our new Villa Ascenti 
gin, strengthen our position.

In emerging markets, rising prosperity 
is enabling consumers to trade up to our 
international spirits brands. Meanwhile, 
our mainstream spirits brands, like Royal 
Challenge whisky in India, offer safe, 
affordable products to consumers in markets 
where informal alcohol – which is estimated 
to account for around 25% of global alcohol 
sales despite the associated health risks and 
loss of tax revenue – is widespread.

Growing preference for spirits
Consumers who drink alcohol are moving into 
spirits and away from beer and wine; as well 
as from illicit alcohol across Africa. This is a 
long-term trend – spirits are now 53% of 
total beverage alcohol by volume, up from 
48% ten years ago. Gin is an example of a 
category benefiting from switching, starting 
in Europe and now accelerating in markets like 
Australia, South Africa and Brazil. In Brazil, 
consumer spend on the gin category has 
grown over 100% a year in the last five years 
and we have driven growth through the 
Tanqueray brand. Growth via the on-trade has 
been the key driver, ensuring a perfect serve 
with ice and tonic in premium occasions 
through our Copa Glass programme, 
supported by investments in marketing and 
ensuring availability in the right places. This has 
brought new consumers into the brand and 
into spirits – 20% of consumers are new to 
spirits; 50% coming from beer. 

Drinking occasions and the route 
to consumer are changing
In developed markets, consumers are shifting 
away from late-night occasions towards 
food-related and more informal occasions.

Our market insight enables us to innovate 
existing brands, anticipate new consumer 
occasions and create the brands of tomorrow. 
In response to the growing early-evening 
occasion, we recently launched Smirnoff 
Infusions in the United Kingdom and United 
States. It is a new zero-sugar spirits-based 
drink infusing Smirnoff vodka with real fruit 
essences, designed to be served in a wine 
glass with soda and ice. Perfect for long 
summer evenings, it has an ABV of 23%, 
with the recommended serve containing 
87 calories.

Our focus on route to consumer means 
we are well placed to seize new innovation 
opportunities. Our partnership with HBO, 
for which we have created ‘White Walker 
by Johnnie Walker’, has recruited new 

(i) Diageo estimates, Euromonitor, IWSR, internal analysis.
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consumers to our iconic Johnnie Walker 
Scotch brand and to the category, with social 
media and e-commerce playing a part 
(see more on page 17). Technology and 
e-commerce are also changing the route to 
market. They are shifting the retail landscape, 
our interactions with on-trade and off-trade 
customers and the way we interact with 
consumers. Through our use of data we are 
constantly evolving our approach to each 
market and delivering multi-channel 
customer strategies (see more on page 18).

The global economy
Political instability and changes in economic 
variables continue to have an impact across the 
global economy. We cannot change the 
environment in which we operate, but our 
global scale helps provide a natural hedge to 
changing variables. Our market-based model 
gives us the flexibility to identify and respond 
quickly to local dynamics. Our broad portfolio of 
brands means consumers can trade up or down 
depending on the economic environment. 

Macro-economic trends are key 
considerations for our risk planning, outlined 
on pages 20-23. Understanding the long-term 
dynamics of our markets means we can 
anticipate, innovate and respond to key 
trends and unlock growth by drawing on the 
strength of our diverse portfolio and acting 
with agility.

Safeguarding our future 
by earning trust and respect
The expectations for businesses to be 
transparent, open and clear about their 
purpose have arguably never been greater. 
That is why earning trust and respect continue 
to be at the heart of our performance 
ambition. Stakeholders are increasingly 
challenging all businesses to show how they 
make a positive impact and the United 
Nations’ Sustainable Development Goals 
provide a framework for businesses to 
demonstrate their contribution to society. 

Earning trust and respect is particularly 
important for our industry. While the majority 
of people who choose to enjoy alcohol do 
so moderately and responsibly, we know 
the misuse of alcohol can harm individuals 
and those around them. This can also have 
adverse impacts on our industry’s reputation 
and our long-term operating environment. 
As a global leader in premium alcohol, we 
are committed to promoting positive 
drinking, so that our brands and our business 
have a sustainable future. 

As the stewards of brands which have 
been part of communities around the world 
for centuries, we understand the importance 

of long-term thinking and of earning the trust 
and respect of those around us. Our future 
success depends on us continuing to 
promote positive drinking, fostering 
inclusive economic growth and reducing 
our environmental impacts, while making 
sure we do business with integrity and 
respect for human rights.

Promoting positive drinking
We want to offer consumers the opportunity 
to ‘drink better, not more’ – an approach that 
both supports our social values and aligns 
with our commercial interests as a business 
making premium drinks. That means we are 
committed to promoting moderation, while 
campaigning to reduce harmful drinking and 
improving laws and industry standards. Our 
Positive Drinking strategy, described on 
pages 45-46, includes ambitious targets for 
areas in which we can have the greatest impact 
in reducing harm: drink driving, underage 
drinking and excessive drinking. Through 
our work, we support the World Health 
Organization’s (WHO) goal of reducing 
harmful drinking by 10%.

Acting responsibly in 
a regulated marketplace
The beverage alcohol industry is highly 
regulated and that regulation varies 
widely between countries and jurisdictions. 
We comply with all laws and regulations, 
wherever we operate, as a minimum 
requirement. But we also advocate laws 
and industry standards, including minimum 
legal purchase age laws and maximum 
blood-alcohol concentration driving limits, 
in countries where these are not already in 
place. Such measures, as well as protecting 
individuals and communities, help ensure a 
sustainable market in which our products can 
be enjoyed responsibly. At the same time, we 
advocate against measures that are not based 
on evidence or which could have unintended 
consequences, such as pushing consumers 
toward illicit alcohol, which can be a risk to 
public health. 

Promoting inclusivity and human rights 
‘We value each other.’ This statement is one 
of our five core values and it has never been 
more relevant. Consumers, employees and 
many other stakeholders expect businesses 
to respect human rights and create an 
inclusive culture. Within our business, this is 
reflected in a strong policy framework and 
a strategic commitment to inclusion and 
diversity, including gender balance and health 
and safety (see more on pages 58-59). And it 
extends across our value chain: to our 
suppliers, distributors and consumers, 

through our human rights framework and 
our community programmes designed to 
empower women, help people develop 
their skills, and increase access to water, 
sanitation and hygiene (see more on pages 
48-51). This commitment strengthens our 
supply chain, builds our employer brand and 
gives us the resilience we need to continue 
to perform in the future. 

Climate change, water stress and a 
responsible environmental strategy 
Any business that relies on agricultural raw 
materials and water has both a responsibility 
to the environment around it and an 
exposure to environmental risks. Our 
environmental strategy, described in more 
detail on pages 52-57, is critical to our 
long-term success. Our programmes reduce 
carbon emissions and water use throughout 
our value chain. They also address waste 
and packaging, including plastic, and the 
use of more sustainable packaging 
materials. The linked phenomena of climate 
change and water stress are particularly 
material to our business and to the 
communities around us. With the oversight 
of our Climate Change Working Group, we 
are integrating the management of 
climate-related issues into our business. 

Our Water Blueprint defines our approach 
to water stewardship and prioritises our actions 
in areas we have defined as water-stressed, as 
illustrated on page 53. Along with improving 
water efficiency, we are replenishing the water 
used in water-stressed areas, supporting 
catchment area management to benefit all 
water users, and helping farmers improve 
water management in agriculture.
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How we have met  
each disclosure

 Fully disclosed as outlined by the GRI 
Sustainability Reporting Standards

 Partially disclosed and missing  
at least one required indicator

 Not disclosed  Not considered material  
to our business at this time
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GRI Index
Topic-specific standards

GRI 200: ECONOMIC

ECONOMIC PERFORMANCE

103-02 Our management approach to economic performance 103-03 Evaluation of the management approach

Our relationships with suppliers, investors, lenders, governments, 
employees and local community stakeholders have direct 
economic and social impacts which we measure, manage and 
evaluate. Our Annual Report explains how we manage financial 
performance and includes financial KPIs. Each market and 
function is responsible for monitoring and reporting economic 
performance against annual plans and targets. That allows us 
to report on overall performance against strategy.

The Building thriving communities section of the Annual Report, 
pages 48-51, describes our wider economic contribution to the 
communities where we operate. 

Investment in activities is based on developing a business case 
to deliver both economic indicators and wider business strategy 
including performance on environmental, social and 
governance activities. 

We base our investments on business cases which are in line with 
our wider strategy and deliver both economic performance and 
meet our environmental, social and governance objectives.

Various business leaders authorise investments, depending on 
scale. The Executive Committee confirms the most significant 
investments.

The Board, the Executive Committee and management teams at 
market- and function-level review economic performance at each 
of their meetings, tracking key performance indicators and annual 
operating plans. Details of financial KPIs are in the Annual Report. 

Where necessary, activities are developed or adapted to improve 
performance against stated targets. One example of this is our 
recent focus on productivity, which aimed to save £700 million. 

Investments are reviewed against the business cases made for 
them by market and functional management, and the Executive 
Committee in significant cases. If necessary, we put improvement 
plans in place to deliver the planned return.

Disclosure Our response

201-01 Direct economic value generated 
and distributed

Our revenues1 this year totalled £19.3 billion. Economic value distributed contains operating costs 
(£8.0 billion), taxes (£7.4 billion), employee salaries and benefits (£1.6 billion), payments to providers of 
capital (£2.6 billion) and community investment (£12.6 million). Tax paid contains all cash tax paid by the 
company excluding £1 billion of VAT.

Omissions: we do not currently break down direct economic value by local market.
1. Data is presented on a cash basis.

201-02 Financial implications and other 
risks and opportunities due to 
climate change

A variety of trends associated with climate change affect our business, in particular the risk of water scarcity, 
given that water is a main ingredient in all our products. This is explained in more detail in our Annual Report, 
in How we protect our business, pages 20-21 and Reducing our environmental impact section pages 52-57. 
Total environmental protection expenditure was approximately £20 million, which was spent on water 
conservation projects in Kenya and Nigeria and continuous improvement and energy efficiency initiatives 
elsewhere.

We continue to examine the specific risk of the impact of climate change on our economic performance 
in line with the recommendations of the Task Force on Climate-related Financial Disclosures (TCFD). In 2018, 
with the support of PwC, we undertook a detailed review of the TCFD recommendations. Our reporting 
already addresses some aspects of the guidelines, while our reporting to CDP covers much of the remainder. 
We will continue to develop our climate change reporting to reflect the TCFD’s guidance. 

We do not currently consider general climate change risks as being immediately material to our overall 
financial performance, although at a local level, issues such as a reduction in the supply of sugar or sorghum 
as a result of a drought or catastrophic weather events have had an impact. As part of our further review, 
we are considering the potential financial impact of government policies to combat climate change, for 
example an increase in carbon tax or water tariffs. We are also considering the potential for more significant 
operational impacts from water stress and related agricultural issues. We will report on these issues in the 
future as our reviews progress.

Our strategy
The global spirits category has shown resilient, long-term growth. Our strategy is to support 

premiumisation in developed and emerging countries.

Six executional priorities
Our strategy in action pages 17 – 19

Our sustainability and responsibility priorities and our 
commitment to governance and ethics

Our strategy in action pages 17 – 19

KEEP PREMIUM CORE VIBRANT
Ensuring we have a vibrant premium core is critical to 
our overall performance.

CONTINUE TO WIN IN RESERVE
We build our reserve brands by ensuring they are available 
in the most influential outlets. We also build their reputations 
with the bartenders and consumers who set trends.

DRIVE INNOVATION AT SCALE
We build on our existing brands, anticipate new consumer 
occasions and create the brands of tomorrow with a focus 
on scale and speed.

PROMOTING POSITIVE DRINKING
We are committed to promoting positive drinking through 
encouraging moderation and tackling misuse. 

BUILDING THRIVING COMMUNITIES
We want to continue to make Diageo a great, safe, inclusive 
and diverse place to work for our people. We want to build 
sustainable supply chains and create programmes that 
empower communities and individuals, making a positive 
difference everywhere we live, work, source and sell.

INCREASE PARTICIPATION IN MAINSTREAM SPIRITS
Mainstream spirits is a sizeable and growing opportunity. 
We have invested in mainstream spirits and have a strong 
foundation from which to drive growth.

BUILD ADVANTAGED ROUTES TO CONSUMER
Using insights, we understand where to invest our resources 
so that our brands are available in the right formats and 
locations for our consumers.

EMBED PRODUCTIVITY TO DRIVE OUT COSTS AND 
INVEST IN GROWTH
We are focused on everyday efficiency, effectiveness and 
agility to reduce costs and create fuel for our growth.

REDUCING OUR ENVIRONMENTAL IMPACT
We aim to preserve the natural resources on which our 
long-term success depends. We are working to reduce our 
impact in the areas of water, carbon, packaging and waste.

HIGHEST STANDARDS OF GOVERNANCE AND ETHICS
We are constantly looking for ways to strengthen our culture 
of integrity and help our people make the right choices, 
to do business the right way, from grain to glass. 

Our strategy is delivered through 

Everywhere we operate, we aim to do so in a responsible and sustainable 
way. Our broad portfolio means we can access different consumer 
occasions with our brands, across price points. 

In developed markets, we support premiumisation through our 
premium core and reserve brands. In emerging markets, we aim to 
grow participation in international premium spirits. To support this, 
we selectively participate in attractive mainstream spirits segments. 
This means consumers can access our brands at affordable price 
points and we can shape responsible drinking trends by introducing 
consumers to branded products.

Beer is our second largest category after scotch and our global beer 
business is led by our premium brand, Guinness. Guinness is available 
in approximately 130 countries. We use a variety of routes to the 
consumer, depending on the most efficient model for each market. 
In Africa, we have a large beer business with a broad portfolio that 
reaches across price points. 

Our focus on consumers, the balance of creative flair and data-led 
insight in our marketing and our track record for innovation, combined 
with our financial discipline and everyday efficiency, all support our goal to 
be a reliable compounder of growth. We aim to combine these to deliver a 
virtuous circle of consistent top-line performance, margin expansion and 
increased investment in our brands and business. 
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We measure progress against our 
strategy using the following financial 
and non-financial indicators

Organic net sales growth 1

Organic operating margin improvement(i) 1

Earnings per share before exceptional items 1

Free cash flow 1

Return on average invested capital 2

Total shareholder return 2

Reach and impact of responsible  
drinking programmes

3  4

Health and safety 3  4

Water efficiency  3

Carbon emissions  3

Employee engagement index 3  4

(i) From July 2019, this financial indicator will be organic operating 
profit growth.

1 Efficient growth

2 Consistent value creation

3 Credibility and trust

4 Engaged people

Outcomes of our strategy
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In accordance with the UK Corporate 
Governance Code, the Directors have 
assessed the viability of the group over the 
three years to 30 June 2022, considering 
our current position and prospects, our 
strategy, the Board’s risk appetite and our 
principal risks as set out on pages 22 to 23 
in the Strategic report. 

Although the prospects of the company 
are considered over a longer period the 
Directors believe that a three-year 
assessment is most appropriate as it aligns 
with our normal three-year strategic 
business planning processes.

The three-year business plan is based 
on our current strategy. This plan has 
been stress tested by modelling severe 
but plausible downside scenarios, and 
combinations of scenarios, linked to 
our principal risks. Key scenarios 
considered include:

• severe marketing and/or route to market 
restrictions or fiscal changes introduced 
by local governments;

• material negative changes in the 
macro-economic environment that 
could impact both developed and 
emerging markets;

• unfavourable exchange movements in 
foreign currencies, mainly the euro and 
US dollar against sterling;

• a failure to adapt to or participate fully in 
critical industry developments; and 

• increased potential tax rate due to changes 
in the international tax environment.

The principal risks considered in the 
most likely combination of downside 
scenarios are identified with the symbol 
’V’ on pages 22 to 23.

None of these scenarios individually 
threaten the viability of Diageo, therefore 
the combined impact of these scenarios 
has been evaluated as the most severe 
stress scenario.

Stress testing considers the effectiveness  
of mitigation actions and internal control 
systems, makes certain assumptions about 
temporary reductions in discretionary 
spending including capital expenditure 
and dividend payments and considers 
whether additional financing facilities 
would be required. 

Based on the results of this analysis the 
Directors confirm they have a reasonable 
expectation that the group will be able 
to continue in operation and meet its 
liabilities as they fall due over the period 
to 30 June 2022. 

VIABILITY STATEMENT

How we protect our business
Our principal risks and risk management

Well-managed risk-taking lies at the heart of our performance ambition. Great risk 
management drives better commercial decisions, protects our assets and supports 

a growing, resilient and sustainable business.

Our approach
Our approach to risk management is simple. 
We believe that great risk management starts 
with the right conversations to drive better 
business decisions. Our approach to risk 
management covers all types of risks – 
strategic, financial, operational, reputational, 
environmental and compliance risks. Our 
approach is holistic and integrated, and 
our global risk and compliance programme 
brings together our approaches to risk 
management, internal controls, and 
compliance and ethics, ensuring that our 
activities across this agenda focus on the 
risks that could have the greatest impact.

Accountability for managing risk is 
embedded into our management structures. 
Each market and function undertakes an 
annual risk assessment, establishes mitigation 
plans and monitors risk on a continual basis. 
Similarly, our Executive annually assesses risk 
and the Board independently reviews the 
assessment. Our Executive Audit & Risk 
Committee receive regular reports on the 
risks faced across the business and the 
effectiveness of the actions taken to mitigate 
these risks. We use data to monitor our risks 
to make proactive interventions. We also 
establish cross-functional working groups and 
leverage experts where necessary to ensure 
significant risks are effectively managed, and 
where appropriate escalate these to the 
Executive and Board for consideration. We 
also conduct horizon-scanning activities to 
identify potential disruptive forces that could 
alter the risk profile for our business and adapt 
our mitigation plans accordingly.

Further details about our risk management 
approach are described in the Corporate 
governance report on page 69 and in the 
Audit Committee report on page 77.

Focus in the year
The Executive and Board considered the 
group’s principal risks and reviewed our risk 
appetite, setting the level of risk we wish to 
take to achieve our strategic objectives. 

Our principal risks are unchanged since 
last year and continue to reflect a challenging 
external environment. Actions to manage and 
mitigate those risks and developments in the 
year are set out in the table on pages 22 to 23. 
As well as looking at our overall risk profile, the 
Executive and Board specifically considered 

RISK
MANAGEMENT

Monitor 
and report

Continuous 
review

Identify
Assess

Mitigate

Monitor and report 
Quality reporting 
enables great 
discussion, which is 
at the heart of our 
risk management 
approach

Identify 
Identifying the risks our 

business faces is the first 
step in effective risk 

management

Continuous review 
Continually utilise our 

information to drive 
insightful discussion and 

effective decision making

Assess 
Assessing the likelihood and impact of risks 

to drive effective, prioritised mitigations

Mitigate 
Taking actions to  
manage our key risks

DIAGEO ANNUAL REPORT 201920

cyber security, data management and 
migration risks, data privacy risk, 
environmental and climate risk, Brexit 
and trade war risks and discrimination 
and harassment. 

Potential emerging risks are also a key 
focus. We undertake horizon scanning in 
conjunction with our corporate strategy 
team to monitor any potential disruptions 
that could dramatically change our industry 
and/or our business from both a risk and 
opportunity perspective. We perform 
scenario planning and leverage external 
thinking and research to consider the 
changes around us.

Emerging risks can be new risks, where we 
have not been able to fully assess the impact 
or known risks that continue to evolve as new 
information becomes available. We involve 
experts where necessary to understand how 
our risk profile could change over a longer 
time period. Our risk management approach 
considers short term to be one year, 
medium term to be three to five years and 
long term to be more than five years.

We remain deeply committed to operating 
in the right way in everything we do. 
Compliance and conducting our business 
with integrity are non-negotiables, and our 
approach to risk and compliance helps us go 
beyond the basics to encourage the right 
behaviours and attitudes everywhere, 
every day.

Our global Code of Business Conduct 
(Code), available in 20 languages, is the 
backbone of how we manage compliance risk. 
The Code sets out what we stand for as a 
company and how we operate to enable all 
our employees to understand what is required 
of them in the conduct of our business across 
a range of compliance areas.

We undertake mandatory global training, 
with an integrated Annual Certification of 
Compliance (ACC) for all managers. In 2019, 
the ACC was completed by 100% of eligible 
employees, 9,771 people. Global training is 
delivered in an easily accessible eLearning 
format with classroom training delivered to 
those employees who do not have regular 
access to a computer. 

Another area of potential compliance 
risk is our interactions with third parties. 
Our Know Your Business Partner programme 
is designed to help us evaluate the risk of 
doing business with a third party prior to 
entering into a contractual relationship, as 
well as monitor any changes throughout our 
interactions. We assess all our business 
partners for potential compliance risks such 
as bribery corruption, money laundering, 
tax evasion facilitation, data privacy or other 
reputational red flags, and we implement 
additional due diligence processes on those 
that pose a potential higher risk. Central 

oversight is provided by our global 
compliance team which undertakes 
regular reviews on the effectiveness of 
the programme.

We encourage our employees, and anyone 
we do business with, to raise concerns about 
potential breaches of our Code or policies. Our 
confidential whistleblowing helpline, SpeakUp, 
is available via phone or web portal, enabling 
anyone to report a concern. Additionally we 
encourage employees to come forward to their 
line manager, legal, HR or risk and compliance 
partners. Reports can be made in any of our 
20 Code languages.

This year 805 allegations of breaches were 
reported, of which 238 were subsequently 
substantiated. There were more allegations 
than last year, which is in line with external 
benchmarks and due to increased awareness 
of workplace behaviour. The number of 
substantiated breaches has declined versus 
last year. Three of the substantiated breaches 
related to human rights.

All allegations are taken seriously, 
investigated and where required 
consequence management is performed. 
We monitor all breaches to identify trends 
or common areas where further action may 
be required. This year 79 people exited the 
business as a result of breaches of our Code 
or policies versus 111 people in the year 
ended 30 June 2018. Fewer breach leavers is 
due to a reduction in severity and type of 
breaches this year. 

Reported and substantiated breaches

 Reported
 Reported through SpeakUp
Substantiated breaches
Code-related leavers

(i)  2018 data restated in accordance with Diageo’s 
   reporting methodologies for reported and 
   substantiated breaches of the Code of 
   Business Conduct. 

71
2

28
4 33

2

10
6

63
6

29
9

27
3

11
1

80
5

42
1

23
8

79

2017 2018(i) 2019

Climate risk
Climate risk continues to evolve, and we 
will regularly assess and aim to mitigate 
the impact where possible. We recognise 
the importance of considering climate-
related risks and opportunities in business 
decisions and acknowledge that 
adopting the recommendations of the 
Task Force on Climate-related Financial 
Disclosures (TCFD) is an important step 
in supporting a smooth transition to a 
low-carbon economy. 

This year we brought together a 
cross-functional working group to fully 
examine our priority areas and diagnose 
issues related to climate risk. Through this 
collaboration, we are assessing the range 
of risks and opportunities that climate 
change poses to Diageo and options for 
managing these. Going forward, climate 
risk will be managed holistically by this 
group and regular updates will be 
provided to the Executive and Board.

We have completed a number of 
assessments in specific countries to 
better understand the impact of climate 
change including water scarcity, and the 
possible impact on our supply chains.

In the coming year, we will progress 
further with the implementation of the 
TCFD recommendations, including 
completing in-depth climate risk 
assessments in a number of key markets 

– and aligning our short-, medium- and 
long-term outlook on climate risk with 
the business’s principal risk time 
horizons. 

This Annual Report contains additional 
disclosures on our climate risks and 
opportunities on page 56.

Brexit
We continue to monitor and where 
possible mitigate the implications of Brexit, 
leveraging a cross-functional approach to 
understand the risks that Brexit poses. The 
mitigations for this risk are covered within 
Risk 2 of our principal risks (Economic 
change) on page 22 and Brexit is discussed 
in more detail in the financial disclosures 
section on page 170.
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Diageo
Diageo has different communications 
channels targeted at different 
audiences, which all support each 
other, with integrated disclosure of 
different elements.

Its climate disclosures are integrated 
throughout the 2019 annual report 
(including the leadership statement, 
KPIs, risk, market, sustainability 
sections), demonstrating a joined 
up and holistic overview of climate 
activities.

The 2019 sustainability and 
responsibility performance addendum 
to the annual report also meets 
GRI reporting requirements, and 
management approaches and 
climate impacts and metrics are 
identified (related to financial impact, 
environment, supply chain, materials, 
water and more).

C A S E  S T U D I E S

Diageo 2019
Annual report

 Click to view (PDF)

Diageo 2019
Sustainability and responsibility 
performance addendum

 Click to view (PDF)
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https://www.diageo.com/PR1346/aws/media/7948/b3801-000797_diageo_ar2019.pdf
https://www.diageo.com/PR1346/aws/media/7961/diageo_srperf_add2019_final.pdf
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Governance in action
Board oversight: culture
The Group aims to continually develop a 
values-led culture with the Board providing 
sponsorship of this approach. Our values 
and behaviours are the foundation of our 
culture, providing us with a clear framework 
to ensure we understand what is expected 
of each other every day. Despite many 
strengths, the Board recognises that the 
Group’s culture needs to continually change 
to ensure the business can adapt rapidly to 
a changing environment while delivering the 
best outcomes for customers.

The Group’s culture plan is driven by our 
three core values; putting customers first, 
keeping it simple and making a difference 
together and these are underpinned 
by our six drivers of culture: Vision and 
Values, Leaders and Line Managers, 
Communication and Colleague Voice, 
Enabling and Developing Colleagues, 
Reward and Recognition and Accountability 
and Empowerment. These are also reflected 
in divisional plans and align to the FCA’s four 
key drivers of culture. Culture initiatives are 
designed and delivered collaboratively, with 
input from colleagues and various teams 
across the Group, including divisional culture 
leads, Inclusion and Diversity, Responsible 
Business and Group Corporate Affairs. 

The Board provides oversight and direction of 
culture activities and believes that establishing 
the right culture is important to ensure we are 
building an environment where all colleagues 
feel included, empowered and inspired to 
do the right things for customers. During 
2019, the Board assessed and monitored the 
Group’s progress on culture through regular 
updates at Board meetings, which included:

  Regular updates on our Group strategic 
review, which incorporates our biggest ever 
investment in colleagues, with a significant 
focus on transforming the way we work and 
our culture

  Quarterly workforce engagement reports, 
which provide an update on culture 
initiatives and colleague feedback

  Specific bi-annual updates on 
culture initiatives 

An understanding of the impact of the 
management initiatives is developed by 
reviewing a wide range of data and metrics, 
including the outputs from our colleague 
engagement survey, the Banking Standards 
Board assessment and other business 
metrics. Please see page 9 for our employee 
engagement index for 2019.

As a result of this oversight, our culture 
plan and associated activities are regularly 
refined and tailored to incorporate insight 

into our progress. By doing this, we are 
able to recognise areas of positive progress 
and understand where we still have more 
work to do so that we can focus on areas for 
improvement.

Culture highlights from 2019 include:

  Continued roll out and embedding of 
Your Best, our transformational approach 
to performance management and career 
development. As part of the roll out we 
undertook the biggest capability uplift for 
line managers ever seen across the Group 

  Simplifying and improving our ways 
of working, through focusing on key 
colleague journeys

  Continued focus on developing the skills 
required for the future, with significant 
progress made towards achieving 
our commitment to deliver 4.4 million 
additional learning and development hours 
during 2018 to 2020 

  Building resilience through a range of 
interventions for colleagues throughout 
the organisation, including the launch of 
an online portal providing access to a wide 
range of resources 

The Group has a number of initiatives planned 
for 2020 to accelerate cultural change, 
in particular in relation to empathy and 
promoting simplicity. 

The Group is 
committed to 
Helping Britain 
Prosper by 
supporting a 
thriving low carbon 
economy.
Sara Weller 
Non-Executive Director and 
Chairman, Responsible Business 
Committee

How does the Board oversee  
the Group’s sustainability strategy?
Given the strategic importance of our 
sustainability ambitions, our governance 
structure provides clear oversight and 
ownership of the sustainability strategy. The 
Board of Directors as a whole is responsible 
for sustainability and has oversight via the 
Responsible Business Committee, a sub-
committee of the Board, chaired by me and 
which includes the Chairman, Lord Blackwell, 
and Deputy Chairman, Anita Frew, as 
members. The Responsible Business 
Committee regularly reports to the Board 
to enable the Board to discuss pertinent 
issues as whole. Day to day accountability 
for sustainability rests with executive 
management, in particular the Group Chief 
Executive. Further information in relation to 
the sustainability governance structure can be 
found on page 30. Can you tell us about your personal 

highlights in 2019?
There are so many matters on which great 
progress has been made in 2019. However, if 
I had to pick a couple of areas, I would choose 
highlights where colleagues have gone the 
extra mile and more to support individuals 
at the risk of disadvantage. Firstly our Digital 
Skills Academy, piloted in Manchester and 
now rolling out to other cities, starting with 
Bristol. Secondly, our work to provide support 
to Mental Health UK to allow them to set 
up the UK’s first Money and Mental Health 
Advice line. 

How important is sustainability and 
the management of climate change risk 
to the Group?
Sustainability and climate change has become 
a pressing priority for the country and beyond. 
Over the past year we have been working, 
right across the business, on the best ways for 
the Group to respond to these challenges, 
and have developed a sustainability strategy 
which is committed to supporting the UK’s 
transition to a sustainable, low-carbon 
economy, and is fully aligned to the Paris 

Q

Q&A with Sara Weller

Agreement and the UK’s commitment to a net 
zero future by 2050. From our position at the 
heart of the UK economy, we are committed 
to supporting the UK successfully to engage 
with the challenges and opportunities 
presented by climate change and the carbon 
economy. We have identified and will manage 
material sustainability related risks across the 
Group, disclosing these in line with the Task 
Force on Climate-related Financial Disclosures 
(TCFD) recommendations. We have created 
a detailed implementation plan for the TCFD 
and the PRA supervisory expectations related 
to climate change. We have appointed Senior 
Management Function positions responsible 
for Climate Change risk, covering the three 
main legal entities, for example, for Lloyds 
Bank and Bank of Scotland this is the Chief 
Risk Officer.

Q

Q
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C A S E  S T U D I E S

Audit Committee

Mark Williamson
Committee Chair

Changes to Committee composition:
• Amanda Mesler joined May 2018.

Key focus areas in 2018/19:
• Internal controls relating to 

financial reporting, specifically IT related;
• Application of the Group’s exceptional  

items framework; and
• Impact of new accounting standards.

Key focus areas in 2019/20:
• Internal controls relating to 

financial reporting;
• Cyber security;
• Task Force on Climate-related 

Financial Disclosure (TCFD); and
• New UK financial record system.

Composition of the Audit Committee
In accordance with the Code and DTR 7.1, 
the Board is satisfied that all members of the 
Committee have recent and relevant financial 
experience and that Mark Williamson, as a 
chartered accountant, having been Chief 
Financial Officer at International Power plc, 
and chairman of the audit committee at Alent 
plc, is suitably qualified. The Board is also 
satisfied that when considered as a whole, 
the Committee has competence relevant to 
the sector in which the Company operates 
(including utilities, finance and engineering) to 
ensure the right balance of skills, experience, 
professional qualifications and knowledge. 

The Committee members’ biographies are 
on pages 48 – 49.

Review of the year
The Committee met four times during the year 
to undertake its role in the governance of the 
Group’s financial reporting, internal risk 
management, control and assurance 
processes, and the external audit. 

Continued focus on internal control over 
financial reporting
This year, we continued our focus on internal 
controls relating to financial reporting and 
received several updates from management 
and Deloitte at each meeting. These updates 
focused on the IT control weaknesses 
highlighted last year, and I am pleased to see 
progress continues to be made in 
implementing and executing new controls, 
including a significantly strengthened IT 
infrastructure environment. We have 
considered the impact of these on the 
year-end attestation relating to the 
effectiveness of internal controls in respect 
of financial reporting required under the 
Sarbanes-Oxley Act 2002 (SOX). You can read 
more about these significant issues on the 
following pages.

In September 2018 and March 2019, the 
Group Chief Information and Digital Officer 
attended to discuss IT controls in more detail. 
In March 2019, cyber risk governance was 
discussed in more detail, including a more 
in-depth analysis of the cyber risk audit 
plan and additional insight from a newly 
commissioned independent external review. 
I was pleased to hear that the plan had been 
substantially delivered, in line with the 
Committee’s expectations, and that the 
external assessment of our cyber risk 
coverage concluded it was comprehensive, 
and did not identify any significant gaps in our 
internal IT assurance activity conducted 
by Internal Audit.

New accounting standards
The Committee received periodic updates 
on the impact of adoption of IFRS 16 (leases) 
which is effective next year. Reviews of the 
impact of IFRS 15 (revenue from contracts 
with customers) and IFRS 9 (financial 
instruments) were undertaken in 2017/18. 
This year, the Committee considered the 
effectiveness of the changes to processes, 
controls and systems implemented in 
the period.

Climate-related financial disclosures
We have continued to make good progress 
with the recommendations set out by the 
Task Force on Climate-related Financial 
Disclosure (TCFD). In the year, the Committee 
was presented with a roadmap to progress 
towards full compliance of TCFD and 
discussed the current gap analysis. We 
noted that focus in the next 12 months 
would be on performing scenario analysis 
as regards the continuing viability of our 
various businesses under various future 
environmental and regulatory scenarios, 
the link to our risk registers, and ensuring 
the right metrics and targets were developed.

Looking forward
Internal controls relating to 
financial reporting
The Committee will remain focused on 
ensuring that management delivers the 
planned internal control improvements 
in respect of IT controls. 

Cyber security and scorecard
Cyber security risk will remain at the top 
of the agenda for the Committee. 

New UK financial system
The Committee plans to receive updates 
in September and November in respect 
of the implementation of a new system 
of financial record in the UK business 
(scheduled to become progressively 
operational through 2019/20).

Mark Williamson
Committee Chair

“ This year, we continued 
our focus on internal 
controls relating to 
financial reporting and 
received several updates 
from management and 
Deloitte at each meeting.”

The Statutory Audit Services for 
Large Companies Market Investigation 
(Mandatory Use of Competitive 
Tender Processes and Audit Committee 
Responsibilities) Order 2014 – statement 
of compliance:

The Company confirms that it complied 
with the provisions of the Competition and 
Markets Authority’s Order for the financial 
year under review.

Further reading 
You can view the Committee’s  
Terms of Reference here:  
www.nationalgrid.com 
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National Grid
National Grid utilises a personal 
approach from the Audit Committee 
Chair to identify future TCFD aims. 
TCFD was identified as a key focus area 
for the Audit Committee in 2019/20. 
Forward looking information is also 
presented by the Committee Chair 
committing to full TCFD compliance. 
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Activities during the year
Key issues Committee review and conclusion

Conduct risk

Rectifications The Committee continues 
to focus closely on the 
Group’s management of 
customer rectifications.

Throughout 2019 the Committee has considered reports on the Group’s Rectifications 
portfolio performance, with particular interest in reducing the number of customers with 
outstanding remediations. The Committee has noted continued progress in the pace and 
quality of remediations, delivering a reduction in the number of customers awaiting redress 
and improvements in customer outcomes. The Committee has remained close to progress on 
material rectifications, including HBOS Reading.

Conclusion: Root cause analysis and read-across activities continue to improve and embed 
across the Group with good progress in reducing the volume of rectification programmes and 
customers impacted. This will remain a key focus for the Committee in 2020.

CiFD The Committee continues 
to focus closely on the 
Group’s management 
of conduct risks and 
issues associated 
with customers in 
financial difficulty.

During 2019, the Committee considered reports on the ongoing activity to improve the way we 
support customers experiencing financial difficulty. 

The Committee held a deep dive into financial difficulty cases to provide deeper insight into 
root cause analysis and the actions being taken to improve customer outcomes. Other key focus 
areas included the initiatives being delivered and progressed through the Financial Wellbeing 
lab and implementation of a revised operating model to improve outcomes. 

The Committee also noted the impact of a potential economic downturn and new regulatory 
requirements such as Persistent Debt.

Conclusion: Whilst progress has been made, further improvement in the Group’s treatment of 
customers in financial difficulty will be a key focus area in 2020.

Complaints The Committee continues 
to focus on ensuring 
the Group is resolving 
customer complaints in 
a timely and fair manner 
and eradicating the 
causes for complaints.

The Committee continues to focus on ensuring the Group has an effective framework for 
managing complaints including root cause analysis to establish lessons learned and help prevent 
similar issues in the future. Consideration has been given to complaint metric performance via 
Board Risk Appetites and quality as measured by the Financial Ombudsman Service.

Conclusion: The Group continues to make good progress in reducing the causes for customer 
complaints however focus needs to remain on reducing the time taken to resolve complaints in 
2020 and to learn from root cause analysis.

Vulnerability Vulnerable customers 
represent a significant 
proportion of the 
Group’s customer 
base and continue to 
be an area of close 
focus with increasing 
regulatory focus.

The Committee recognises the importance of the Group’s vulnerability strategy in delivering 
customer outcomes, against a backdrop of increasing regulatory focus and noted the Group’s 
response to the FCA’s consultation on Vulnerable Customers, considering the potential impact 
on the Group’s strategy going forward.

The Committee considered the progress that continues to be made to implement the Group’s 
vulnerability strategy, and the enhancements made to support the embedding of regulatory 
Framework and Guidance.

The Committee noted the actions in train, including defining solutions to allow vulnerability 
information to be recorded and shared, the continued development of vulnerability dashboards 
and enhancements to the control framework along with the proposals for an enhanced 
approach to investment prioritisation for vulnerability initiatives.

Conclusion: The Committee recognise the importance of this subject and the increasing 
regulatory focus. It will continue to require ongoing focus and investment to execute the 
Group’s strategy in relation to vulnerable customers and meet external expectations.

Climate 
change

During the year the 
Committee has increased 
focus on climate change, 
sustainability and the 
potential impact to the 
Group and impact on 
our customers.

Climate change and sustainability have been added as top areas of ongoing focus and the 
Committee has increased consideration of the risks that may arise.

The Group is committed to delivering Taskforce on Climate-related Financial Disclosure 
Recommendations (TCFD) and is working to ensure that regulatory expectations with regards 
to managing the financial risks arising from climate change are met. A proactive approach is 
required to continue to anticipate the sustainability impact on client’s business models.

Conclusion: The Committee will continue to closely monitor climate change and sustainability 
risks, looking at the impact on both the Group and our customers, and the delivery of TCFD and 
other commitments.

Financial risk – covering Credit and Market risk

Commercial 
credit quality

The Committee 
continues to review the 
Commercial lending 
portfolio through regular 
credit quality update 
papers, including reviews 
of key portfolio and 
sector trends observed 
and external threats to 
portfolio performance.

Detailed reviews allowed the Committee to assess the overall quality of the portfolio and new 
business written. Risk levels and credit exposure, including to material individual names, were 
monitored with reference to management information and risk appetite limits, as appropriate.

Key sector concentrations, including commercial real estate and the funds business, as well 
as those sectors more vulnerable to the wider economic backdrop or structural change, were 
also examined in greater detail, including construction, manufacturing and consumer related 
sectors, such as retail. Specific consideration was also given to the automotive sector, which 
continues to face into disruptors such as new technologies and changing consumer behaviours. 

The Committee also considered the Group’s approach to credit policies and individual 
transaction limits, and reviewed summary details of transactions and portfolio reviews that were 
assessed at the Group’s most senior credit committee. 

Conclusion: Overall Commercial Banking credit quality remained broadly stable. Origination 
quality has been maintained, supported by a consistent through-the-cycle approach to risk 
appetite. The portfolio continues to be monitored closely with consideration given to the 
macroeconomic outlook and emerging trends.

Board Risk Committee report continued
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Responsible business

Governance
Given the strategic importance of our sustainability ambitions, our governance structure 
provides clear oversight and ownership of the sustainability strategy. This includes: 

Lloyds Banking Group Board

–  The Responsible Business Committee (RBC), a sub-committee of the Board, chaired by Sara Weller, 
Group Non-Executive Director and which includes the Chairman, Lord Blackwell as a member

–  The Group Executive Sustainability Committee (GESC) which provides oversight and recommends 
decisions to the Group Executive Committee (GEC)

–  The TCFD working group, co-chaired by senior executives in risk and sustainability, coordinates 
the implementation of the TCFD recommendations and supports adherence to key regulatory 
requirements on climate risk

–  The Group Chief Risk Officer (CRO) has assumed responsibility for identifying and managing the risks 
arising from climate change, alongside the CROs for key legal entities 

Our Group sustainability team is supported by divisional sustainability governance forums led by 
Divisional Managing Directors, ensuring a coordinated approach to oversight, delivery and reporting of 
the Group’s sustainability strategy. 

Other committees where issues are 
discussed as appropriate 
 Audit Committee 
 Board Risk Committee 
 GEC Risk Committee 
  Divisional Risk Committees

Group sustainability  
forum

TCFD working  
group

Divisional forums/ 
working groups

Group sustainability team

Group Executive Sustainability Committee

Group Executive Committee

Responsible Business Committee

Clean growth in 
the fashion industry
Teemill Tech, a sustainable 
t-shirt manufacturer, bought a 
15,000 square feet site to expand 
its operations with support from 
Lloyds Bank’s Clean Growth 
Finance Initiative. Their renewable 
energy-powered factory on the Isle 
of Wight uses robotics and Artificial 
Intelligence, creating efficiencies 
that make sustainability affordable. 
Their expansion will increase 
capacity tenfold, creating 100 new 
jobs over the next three years.

Teemill Tech is an ambitious firm, 
which operates with sustainability 
at its core. The rapid growth of 
Teemill’s customer base speaks for 
itself, with customers across the UK 
valuing the quality of its products.

Ben Mackett 
Relationship Manager, 
Lloyds Bank

Risk management 
Climate risk is a key emerging risk for 
the Group. Our approach to identifying 
and managing climate risk is founded 
on embedding it into our existing risk 
management framework, and integrating it 
through policies, authorities and risk control 
mechanisms. During 2019, we updated our 
TCFD implementation plan to incorporate 
Prudential Regulatory Authority (PRA) 
supervisory expectations and refined 
deliverables, with further resource invested  
in the programme. 

In 2019, we included commentary on climate 
change risk within our Internal Capital 
Capacity Adequacy Assessment Process 
(ICAAP) submission, and in 2020 we are 
building on this through our analysis of initial 
scenarios to assess the impact on capital 
requirements. We are also engaged in the 
industry response to the Bank of England 
Discussion Paper to identify the best 
approach to explore the financial risks posed 
by climate change within its 2021 Biennial 
Exploratory Scenario (BES).

We have updated our external sector 
statements to include positions on six new 
sectors including manufacturing, automotive, 
agriculture, animal welfare, fisheries and 
UNESCO World Heritage Sites. This is in 
addition to the existing statements on power, 
coal, mining, oil and gas, forestry and defence. 
www.lloydsbankinggroup.com/Our-Group/
responsible-business/reporting-centre/. Our 
statement on coal has been updated and 
made more ambitious. We continue with 
our policy of not financing new coal fired 
power stations. We have now tightened our 

requirements for providing general banking or 
funding, and now require new clients to have 
less than 30 per cent of their revenue from the 
operation of coal fired power stations and/or 
coal mines (previously less than 50 per cent). 

In addition, existing customers whose overall 
operations include coal mining and coal power 
generation or who supply equipment or services 
to the sector will be expected to explain how 
they plan to reduce their reliance on revenue 
from coal fired power stations and/or coal 
mines. This includes reducing such revenue 
to less than 30 per cent by 2025 and, where 
relevant, to eliminate UK coal power generation 
in line with UK Government commitments.

Sustainability is now a mandatory part of credit 
applications in Commercial Banking for facilities 
greater than £500,000, and we continue to 
develop sector specific guidance to help 
relationship managers identify climate risks. 
We will review climate risk as part of the 2020 
annual refresh of the Group’s Risk Appetite. 

In line with TCFD, we are also developing 
forward-looking scenario analysis, 
incorporating physical and transition risks, 
to help us identify risks and opportunities 
over the short, medium and long-term. For 
example, Commercial Banking are conducting 
analysis on the real estate sector for business 
as usual and low carbon transition scenarios 
and our Insurance business has conducted 
an initial climate stress test. We are working 
with external consultants to enhance scenario 
analysis across our divisions and will use the 
outputs to support our scenario analysis 
assessments and inform our credit risk 
appetite decisions and future disclosures. 

Lloyd’s Banking Group
Lloyd’s climate governance 
moves beyond boilerplate and 
demonstrates clearly how it sits with 
wider governance practices and 
across multiple functions.

It provides a clear overview of 
how sustainability matters are 
considered within the governance 
framework. This includes narrative 
around the Group’s TCFD working 
group and how the highest senior 

officer and related functions have 
accountability over climate risks.

Other disclosures also discuss TCFD 
– for example, TCFD was identified 
as a key activity in the Board Risk 
Committee report and discussed 
in a NED Q&A in the Governance in 
Action section. This demonstrates 
ownership and visibility across 
the board, not just from a specific 
individual and function. 

National Grid 
2018/19
Annual report

  Click to view 
(PDF)

Lloyd's Banking Group 2019
Annual report

 Click to view (PDF)
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The forces shaping the 
world influence our 
thinking about our strategy; 
the actions we take in 
response will determine 
the strength and resilience 
of our business. 
Our strategy is formulated through the lens of plausible 
scenarios. We expect to face greater complexity as we 
move into a new decade, which we believe will be 
characterised by the interplay between three global 
forces: geopolitics, society and technology. 

Strategic context
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Geopolitics 
A world of growing political 

fragmentation and 
nationalism.

Technology
A world where automation, 

data and artificial intelligence 
drive improved performance.

Society 
A world where climate 

change and the environment, 
as well as inclusive growth 

and sustainability, 
are critical.

Technology
The transition to the fourth stage of 
industrialisation, in which technology becomes 
interwoven into increasing aspects of everyday life, 
continues. This era will be defined by a step change 
in digital connectivity and ‘intelligent’ systems that 
can gather and analyse data and communicate with 
other systems, supported by advanced analytics 
and artificial intelligence. There is no doubt the 
transition has already been deeply transformative 
in some sectors, resulting in a mix of disruption and 
new opportunity. Whether and how quickly this will 
translate to a broader boost in global economic 
productivity and growth remains uncertain. 

Similarly, while the mining industry has arguably 
been at the forefront of automating mobile 
equipment over the past decade, the scope of 
digital transformation in the sector has been fairly 
limited. Nevertheless, technology and digital will 
need to play a key role in the industry’s renewed 
productivity effort, which remains essential after 
a long period of productivity declines during the 
China boom. This effort will require companies 
like ours to further develop and strengthen 
partnerships – with original equipment 
manufacturers, research institutions and 
technology providers – to drive and further 
integrate technological innovation in mining.

Furthermore, the interplay between technology and 
society brings uncertainties related to the future of 
work, as well as the geopolitical and social tensions 
that emerge from a greater concentration of wealth 
and data in large technology companies. On the 
other hand, innovation and a continued drop in the 
cost of low-carbon technologies may lower barriers 
to a faster transition to a more sustainable, 
lower-carbon world.

Society
Sustainability, including climate change, is 
becoming an ever more pressing challenge facing 
society. Many would argue that the pursuit of 
sustainable goals can be constrained by a lack of 
accompanying social progress, including efforts to 
address social and economic inequality. Business 
has an important role to play in addressing each of 
these challenges – but the private sector cannot 
address the unprecedented challenge of climate 
change alone. It needs to work within strong and 
predictable policy frameworks and alongside 
robust local and global institutions promoting 
inclusive and sustainable growth. 

This is certainly the case for our industry. While 
a safe, sustainable approach to mining is critical, 
it must also include a strong focus on local 
communities, including jobs and employment, 
and the effective management of shared resources, 
such as air and water, land and waste, through the 
mining life cycle. The mining industry must also be 
part of the solution in the global effort to address 
climate change. This will require the industry, 
including our business, to work together across the 
full value chain to develop materials with a reduced 
environmental footprint and support the transition 
to a lower-carbon economy. 

Ultimately, addressing societal challenges requires 
broad and deep collaboration, domestically and 
globally, and the mobilisation of a complex web of 
stakeholders around shared interests. Today, the 
international institutions that helped preserve 
global stability for much of the 20th century are 
themselves under pressure, reflecting tensions 
between segments of society and the established 
geopolitical order.

Geopolitics 
Since the middle of the 20th century, geopolitics 
has been defined by globalisation – a dominant 
force that culminated with the development of 
China, which has been unprecedented in terms of 
scale and speed. However, while the development 
gap between countries has narrowed significantly 
over the past decade, it is also true that 
globalisation has not benefitted people equally within 
countries. This is, in turn, fragmenting the social and 
political landscape around the world and arguably 
leading to the rise of nationalism and the distrust of a 
political and business establishment that is perceived 
by some to be biased towards a global elite.

This change in the geopolitical cycle is further 
accentuated by a marked shift in the relationship 
between the US and China. Arguably, the world’s 
most important relationship stands at a significant 
juncture as China’s economy reaches maturity and 
continues to progress along the New Era roadmap 
articulated by President Xi Jinping. The interplay 
between geopolitics and technology will be 
particularly important as the US and China vie 
for leadership in the transition to the fourth 
industrial revolution. This could potentially lead 
to divergent technology standards and ecosystems 
with implications for the structure of global 
supply chains. 

The mining industry, which is heavily dependent 
on free trade and growth, will need to be resilient in 
this new phase of geopolitics. We have already seen 
a shift in the industry’s competitive landscape, with 
more acquisitions and minerals development being 
made by Chinese companies as part of the Chinese 
government’s global development strategy known 
as the Belt and Road Initiative. Ensuring a secure 
supply of critical minerals is also becoming a 
growing concern for many countries. This points to 
a potential future in which the market is defined by 
evolving relationships between host countries of 
mineral resources and countries, such as China, 
whose economies generate large demand.
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• Strong domestic, regional  
and global collaboration

• Coordinated carbon policies
• Rapidly rising and converging 

carbon prices 
• <2°C

This scenario assumes that 
sustainability, including climate change, 
continues to rise up the international 
agenda. At its core, it assumes a drive 
towards international collaboration and 
inclusive growth to reduce social 
inequalities. 

A high level of collaboration between 
governments, business and consumers is 
essential for scenarios articulating rapid 
low-carbon transitions – led by strong 
domestic and global climate policy 
frameworks – to keep global warming 
below 2°C. Such scenarios assume 
carbon prices reaching up to $120 / 
tCO2e by 2040 in developed countries, 
with developing countries catching up 
over time, and that emissions peak in the 
mid-2020s, reaching net zero by around 
2070. According to the World Bank, 
carbon pricing initiatives only cover 
approximately 15% of global emissions 
today. In about half of them, the price is 
less than $10 / tCO2e , which does not 
provide an adequate incentive for rapid 
adoption of low-carbon technologies. 

(World Bank, State and Trends of Carbon 
Pricing 2019)

• Fast-paced technology 
development, dispersion and 
execution

• Low-cost low-carbon solutions
• Slower adoption due to lack of 

strong GHG emissions policies
• >2°C

This scenario assumes that the transition 
to the fourth stage of industrialisation 
continues, defined by a step change in 
digital connectivity and intelligent 
systems, supported by advanced 
analytics and artificial intelligence. The 
transition is transformative in some 
sectors, but also creates major 
disruptions. 

Opportunities emerge from the 
continued drop in the cost of low-carbon 
technologies. Scenarios built around a 
fast pace of technology change show 
global emissions peaking and then 
falling, even without strong and 
coordinated carbon policies. However, 
this is likely to take place over a longer 
timeframe, and therefore result in 
warming of more than 2°C by 2100.

• Political, economic and 
technological fragmentation

• Changing nature of US-China 
relationship

• Lack of global and regional 
coordination 

• >3°C

Since the middle of the 20th century, the 
dynamics of geopolitics have been 
defined by globalisation. It has been a 
dominant force for human progress. 
China’s rapid development is the 
culmination of this effort and is 
unprecedented in history in terms of 
scale and speed. This process of 
globalisation has faced new challenges in 
recent years, including a significant shift 
in the relationship between the United 
States and China.

In this scenario, political fragmentation, 
nationalism and populism provide 
headwinds to both the coordination of 
global policies and investment in new 
technologies. In scenarios built around 
those themes, global challenges such as 
climate change are not proactively 
managed, global emissions remain high 
and global warming reaches well above 
3°C by 2100.

Society

Geopolitics Technology

We use three global dimensions to develop our Group strategy 
scenario framework and these result in a range of possible climate 

change outcomes which we include in our planning.

7Our approach to climate change 

Rio Tinto, 2019 
Annual report

 Click to view (PDF)

Rio Tinto
Rio Tinto communicates its climate 
strategy effectively across multiple 
channels. The channels are used to 
support one another and provide 
different levels of information for 
different types of audiences. For 
example, strategic information is 
provided in the annual report, and 
further detailed information on 
methodology, targets and progress 
is presented in the climate change 
report. The website also acts as a 
‘hub’ and provides highlights for 
effective user engagement. 

A snapshot of key highlights of Rio 
Tinto’s approach to climate change 
is presented in the climate change 
section of the website. Further down 
the webpage, more information is 
presented on the climate change 
strategy for those audiences that 
want greater detail. 

In the 2019 annual report, Rio Tinto 
also covers the influence of climate 
change on corporate strategy and 
provides further detail on the three 
global dimensions and related 
climate issues in the 2019 climate 
change report. This demonstrates a 
consistent and connected approach 
across different channels. 
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Rio Tinto, 2019 
Climate change 
report

  Click to view 
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https://www.riotinto.com/en/invest/reports/annual-report
https://www.riotinto.com/sustainability/climate-change
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R I S K  M A N AG E M E N T

Functional 
risk assessments

Business unit/corporate  
risk assessments

Group principal and emerging  
risk assessment

Board  
oversight

Annual 
Report

Identification  
of risks

Control  
strategy

Assessment of net risk  
and prioritization 

Management  
action

W
H

A
T

• Identifies and monitors risks 
impacting the operation of each 
function or functional area

• Controls are mapped to the 
three lines of defence

• Detailed management action 
plans are developed to address 
control gaps

• Identifies and monitors risks 
with the potential to impact 
each business unit and the 
corporate centre

• High-level control strategies 
and action plans are 
documented for each risk. 
Supporting functional risks 
are referenced

• Identifies the most significant 
principal and emerging risks 
with potential to impact  
the Group

• Principal and emerging  
risks are disclosed in the 
Annual Report

• Oversight across each 
principal risk provided by a 
nominated Board Committee

• Identifies the most significant 
principal and emerging risks 
with potential to impact  
the Group

• 1:1 meetings are held with all 
Executive Committee members, 
Group functional and assurance 
heads, external advisors and 
Non-Executive Directors

• Functional, business unit and 
corporate risk assessments feed 
into this process

• Identifies sources of risk, key 
drivers and areas of impact

• Completed annually in advance 
of the business unit strategic 
planning process

• Control strategy is appropriate 
and reviewed to establish if it  
is operating as intended

• Where we identify control 
gaps, what more do we need 
to do?

• Considering the controls  
we have in place to manage  
each risk:
– What is the probability that 

the risk will materialise?
– If it did, what would the 

likely impact be?
– How comfortable are we 

with how the risk is being 
managed?

• Assessment identifies those 
risks and controls where 
management should focus  
its effort

• The decision to act will be 
based on which risks are  
no longer acceptable

• Having identified areas of 
highest risk that require 
attention, action plans are 
developed by management to:
– address any control gaps 

identified
– improve the effectiveness of 

existing controls, thereby 
reducing the probability and 
impact to an acceptable level

• Executive owners assigned, 
with principal and emerging 
risks circulated to the Board 
for final review, sign-off and 
ongoing monitoring

• Principal and emerging  
risks are disclosed in the 
Annual Report

W
H

E
N • Completed annually, reviewed 

quarterly with updates 
provided to the Audit 
Committee

• Completed annually in 
advance of the business unit 
strategic planning process

• Completed annually in 
advance of the business unit 
strategic planning process

• Periodic reporting and risk 
deep dives occur with input 
from the risk owner

H
O

W

• Risks identified through  
a series of 1:1 interviews 
with management 

• Workshops build out and stress 
test input from interviews

• Formal sign-off by functional 
Head with Group CFO

• Risks identified and assessed 
through a series of 1:1 
meetings with business  
unit leadership 

• For corporate functions, the 
functional risk assessments 
are reviewed and challenged

• 1:1 meetings are held with all 
Executive Committee (EC) 
members, Group functional 
and assurance heads, external 
advisors and Non-Executive 
Directors (NEDs)

• Synthesised output formally 
reviewed and signed off by 
the EC and thereafter by  
the Board

W
H

O

• Initial exercise facilitated by 
Internal Audit

• Risk assessment owned by 
functional leadership team

• Functional risk owners assigned 
to each specific risk, controls 
and action plans

• Quarterly reporting to the 
Audit Committee on actions 
taken to address the top 
functional risks 

• Business unit/corporate 
management teams led

• Internal Audit led
• Executive owners assigned 

with principal and emerging 
risks circulated to the Board 
for final review and sign-off

• Executive member

Consolidation and critical 
challenge by Internal Audit 

Reviewed by business unit/
corporate function leadership 

teams 

Principal and emerging risks 
identified through the Group 
Risk Assessment are disclosed 

in RB’s Annual Report 

Our approach to integrated 
risk management at RB

Risk management occurs at different levels in RB with identification and assessment performed at the functional, business unit, corporate and 
Group levels to provide both a ‘top-down’ and ‘bottom-up’ three-dimensional view of risk and is implemented as follows:

Mondi, 2019 
Annual report

  Click to view 
(PDF)

RB, 2019 
Annual report

 Click to view (PDF)
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Principal risks

Strategic risks

5  Climate change related risk

Potential impact
Climate change has the potential to affect our business in various ways. While these 
may not be severe in the short term, we believe climate change related risks are likely to 
have a medium and long-term impact on our business. Our manufacturing operations 
are energy-intensive, resulting in both Scope 1 and Scope 2 GHG emissions. 
In addition, fibre is the main raw material for our products and forests are an important 
carbon store, with sustainably managed forests having the opportunity to support a 
circular bioeconomy. Customers and consumers are increasingly concerned about 
the consequences of climate change and are looking for solutions produced from 
renewable materials and reduced carbon footprints. Our climate change related risks 
relate to transition and physical risks and are described below.

Governments and regulators are likely to take action to curb carbon emissions that may 
impact our business, such as the introduction of carbon taxes. For example, the EU 
Parliament recently declared a climate emergency and called on all EU countries to phase 
out all direct and indirect fossil fuel subsidies by 2020, in addition to encouraging an EU 
policy to reach climate neutrality as soon as possible, and latest by 2050. In Europe, all 
of our pulp and paper mills fall under the EU Emissions Trading Scheme (EU ETS) and 
in South Africa, the government has committed to introduce a carbon tax. In Russia, the 
strategy for the development of a low-carbon economy is currently under development.

Changes in precipitation patterns and extreme weather conditions such as floods, 
storms, droughts and fires may impact our plantations and the forests we source 
wood from and could result in fibre supply chain interruptions and higher fibre costs. 
Higher temperatures may also increase the vulnerability of forests to pests and disease. 
Increased severity of extreme weather events may also interrupt our operations. 
In water-scarce countries, we may see an impact on our production process as a result 
of limited water availability.

Monitoring, mitigation, and where relevant, independent assurance activities
We focus on measures to reduce our GHG emissions by improving our energy 
efficiency, optimising the use of biomass-based fuels in order to reduce our use 
of fossil-based energy sources, and to decrease carbon-intensive energy sources 
such as coal. We do this with a combination of capital investments and ongoing 
efficiency programmes.

We look to source our wood from diverse regions and forest types to mitigate the 
potential impacts of climate change on our wood supplies, in particular in Europe. 
In South Africa, we continue to investigate and develop wood species which require 
less rainfall and are more resistant to pests and disease.

We monitor and measure our impact on climate change. Our reporting on GHG 
emissions and energy is independently assured and we have set science-based targets 
for our Scope 1 and Scope 2 emissions. We support WWF Climate Savers programme 
and the We Mean Business Coalition which aims to catalyse business action and drive 
policy ambition to accelerate the zero-carbon transition.

We are committed to adhering to internationally accepted recommendations, such 
as those published by the Financial Stability Board’s Task Force on Climate-related 
Financial Disclosures (TCFD), to investigate and report on climate-related risks and 
opportunities. We will continue to investigate the financial implication of our mid- and 
long-term climate-related risks and opportunities using the International Energy 
Agency’s 2°C scenario and a business as usual scenario (RCP8.5).

Climate change 
Pages 43-44

Sustainable Development report 
www.mondigroup.com/sd19

Financial risks

Risk tolerance:

 Low Medium to low High

Key person responsible:
Group CFO

Our approach to financial risk management is set out in more detail in the Strategic performance 
and Financial performance sections. We aim to maintain an appropriate capital structure and to 
conservatively manage our financial risk exposures in compliance with all laws and regulations.

Despite ongoing short-term currency volatility and increased scrutiny of the tax affairs of 
multinational companies, our overall residual risk exposure remains similar to previous years, 
reflecting our conservative approach to financial risk management.

6  Capital structure

Potential impact
A strong and stable financial position increases our flexibility and provides us with 
the ability to take advantage of strategic opportunities as they arise. Our ability to 
raise debt and/or equity financing is significantly influenced by general economic 
conditions, developments in credit markets, equity market volatility, and our 
credit rating.

Failure to obtain financing at reasonable rates could prevent us from realising our 
strategy and have a negative impact on our competitive position.

Monitoring, mitigation, and where relevant, independent assurance activities
We operate a central treasury function under a board-approved treasury policy. 
We target investment grade credit ratings and we have access to diverse sources of 
funding with varying maturities. The majority of our external debt is issued centrally. 
We use a blend of floating and fixed rate debt contracts to mitigate the interest rate risk.

We report regularly to the Board on our treasury management policies. Our central 
treasury function monitors compliance with treasury policies at operating level and 
we engage external advisors to review the treasury function at regular intervals.

7  Currency risk

Potential impact
As a multinational group, operating globally, we are exposed to the effect of 
changes in foreign currency rates. The impact of currency fluctuations affects us 
because of mismatches between the currencies in which our operating costs are 
incurred and those in which revenues are received.

Key operating cost currencies that are not fully offset by local currency denominated 
revenues include the South African rand, Polish zloty, Swedish krona and Czech 
koruna; whilst the fluctuations in the US dollar, Russian rouble, UK pound sterling 
and Turkish lira can also have a material impact as our revenues in these currencies 
are greater than operating costs incurred.

Additionally, appreciation of the euro compared with the currencies of the other key 
paper-producing regions or paper pricing currencies, notably the US dollar, reduces 
the competitiveness of Mondi products in Europe compared with imports from such 
key paper-producing regions which can result in lower revenues and earnings.

Monitoring, mitigation, and where relevant, independent assurance activities
Balance sheet exposures and material forecasted capital expenditures are hedged 
upon identification. We do not hedge our exposure to projected future sales or 
operating costs and our businesses respond to adverse currency fluctuations by 
increasing selling prices or increasing exports where competitiveness improves 
as operating currencies weaken. Entities also borrow in their local currencies to 
minimise translation risk. We continuously monitor exchange rate movements 
and sensitivities, and evaluate the impact of exchange variances on our results. 
We regularly review our prices and monitor the import and export trade flows.

Mondi Group 
Integrated report and financial statements 2019
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7 People*

 Risk movement:
 Increasing

Oversight accountability
Executive ownership resides directly with the Group 
Chief HR Officer, with each business unit responsible 
for their respective deliverables. Board oversight is 
provided by the main Board.

The risk: Failure to achieve strategic objectives as a result of significant 
management churn and inability to attract and retain top talent.

Potential impact
Disruption to business performance as a result of churn across senior management 
positions and the risk of fatigue arising from a period of sustained business change. 

Mitigation progress in 2019
Talent identification, mapping and calibration workstreams for critical senior 
management positions completed and reviewed periodically. This has helped to optimise 
both talent management and succession planning processes.

Current control strategy
Succession plans for key management positions are in place. 

Retention risk analysis is undertaken regularly, including review of turnover rates. 
Continuous review of competitiveness of the total compensation programmes and 
Employee Value Proposition (EVP) set by management with focus groups undertaken  
at each business unit level.

RB’s DARE programme (to Develop, Attract, Retain and Engage talented women) 
continues, with the aim of increasing the retention rate of females from manager  
to senior management positions.

Activity impact for 2020
The current reward structure is kept under review to ensure it remains fit for purpose  
and appropriate targets are set for both external and internal stakeholders.

Strategic workforce planning is in progress to understand the shape of the workforce 
and how it will change over the next three years to facilitate proactive intervention.

Target rating from current Red to Amber by the end of 2020.

 *See Viability Statement on page 77

8 Sustainability* 

 Risk movement:
 New risk

Oversight accountability
Executive ownership resides directly with the CEO  
and the SVP Corporate Affairs & Sustainability.  
Each business unit is responsible for their respective 
deliverables. Board oversight is provided by the  
CRSEC Committee.

The risk: We do not increase the sustainability of our environmental and 
social footprint across the immediate and longer term impacting market 
share and increasing the risk of longer-term climate change related 
impacts such as extreme weather events and water shortages.

Potential impact
Failure to respond to increasing scrutiny on our sustainability practices from consumers, 
customers, NGOs and ratings/investment agencies may lead to resource inefficiency;  
loss of market share as consumers shift towards ‘greener’ products; omission from 
established sustainability indices impacting future investment and potential  
regulatory penalties.

Continued deterioration of the global climate has the potential to significantly disrupt 
RB’s operations through an increased number of extreme weather events, water crises 
and ecosystem loss.

Mitigation progress in 2019
We have focused on continuing to deliver and strengthen our processes, programmes 
and controls alongside our external stakeholder relationships, through partnerships with 
NGOs, academia, and critical opinion formers. 

Our sustainability and governance capability has been enhanced through the 
establishment of the Risk, Sustainability & Compliance Committee. 

Current control strategy
2020 will see the launch of our new Sustainability strategy and plan which will include 
revised sustainability targets. 

We continue to embed sustainability into the product development process, ensuring 
that the environmental and social footprint of our products can be reduced across the 
full product lifecycle. 

Activity impact for 2020
Internal and external initiatives, along with greater transparency on non-financial 
sustainability indicators, will help to drive increased awareness of our sustainability 
agenda across our global network.

Target rating from current Amber to remain Amber at the end of 2020. This is a 
multi-year deliverable to build and embed the significant actions required.
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Climate change continued

How we govern and manage climate change risk 
Understanding risk
In terms of managing climate change risk, we consider our business 
operations as well as our products and value chain, and focus our efforts 
where we can have the biggest impact. Through our Company-wide risk 
management process, we have identified climate change as a 
sustainability risk. We look to mitigate this risk while acknowledging 
external policy frameworks and conventions such as the Paris Agreement. 
Our governance and programmes for manufacturing and products take 
account of these external policy frameworks and aim to reduce the 
impacts of climate change and restrict global warming to less than 1.5oC.

Our approach includes scenario analysis that considers world temperature 
increases of 2oC and 4oC and the risks these may pose. We also consider 
the potential policy environment that may emerge to address climate change 
and how low-carbon transition policies may affect our business. And we 
consider risks and opportunities at a product and physical asset level, for 
example our manufacturing sites. Our approach involves three risk horizons 
– short-term (up to three years), medium-term (three to six years) and 
long-term (six to twelve years). For more on this and our wider approach 
to corporate risk, please see our 2019 Annual Report (pages 64-77).

We reviewed our current climate change strategy and targets in light of 
recommendations from the Task Force on Climate-related Financial 
Disclosures (TCFD) and are committed to setting science-based targets in 
line with global climate change policy positions. We’ll be introducing our 
new long-term climate change targets in 2020, as we launch our new 
sustainability goals. 

We believe we have an opportunity to position RB competitively for a 
low-carbon, low-water economy. We’re well placed to meet the 
increasing demand from consumers for environmentally sustainable 
products. And our activities can help mitigate risks arising from potential 
increased environmental taxation and other fiscal policies, as 
governments begin to tackle climate change. 

Understanding product risk
When developing products, we use our sustainable innovation calculator 
(SIC) app to assess climate-related and water scarcity risks across the 
entire life cycle, from sourcing natural raw materials to consumer use and 
disposal. Since the SIC was launched in 2013, we’ve made over 6,000 
assessments and have over 700 live users who are helping us to drive 
sustainable innovation. For more on sustainable innovation and how we 
manage our impact, see our insight on Sustainable product innovation.

Understanding site risk
For our manufacturing sites we run global assessments of our 
sustainability risks, including climate change, flooding and water scarcity. 
These include: 

• A water scarcity study across 24 sites in water-stressed locations to 
better understand how we can develop products that minimise risks 
to water sources.

• A risk analysis of our energy infrastructure to find ways to improve 
energy efficiency, reduce greenhouse gas emissions and use more 
renewables across the business, which is key to reaching our RE100 
group target. 

Our risk management approach in practice
We are using more energy-efficient production processes, investing in 
renewable energy, and increasing our sustainable innovation. Our overall 
approach includes site-specific plans and targets that contribute to our 
annual objectives and climate change KPIs. As our employees are central 
to delivering our environmental targets, we’re promoting good practice 
and celebrating achievements through channels such as internal news 
stories, spotlights and peer-nominated awards. 

Our sites monitor and report climate change KPIs monthly. Our regional 
teams conduct regular audits as part of our overall Global Environment 
Standards management and compliance programme. Similarly, our 
suppliers must comply with our environmental requirements and take 
responsibility for their own energy management. 

From 2020 we’ll introduce new approaches with key suppliers and 
co-packers to help reduce their energy use, improve their environmental 
performance and help them to address the risks and opportunities we 
have identified for RB. 

Governance
Our Board is ultimately responsible for our climate change strategy, which 
is delivered through the Executive Committee and management team. 
The Board Committee for Corporate Responsibility, Sustainability, Ethics 
and Compliance (CRSEC) oversees the programme’s implementation, as 
well as its progress and performance against targets. 

We report performance quarterly to our Risk Committees and the 
CRSEC, while our monthly KPI reporting enables site, regional and 
functional teams to monitor performance and adjust their activities to 
address emerging issues. For more details on how we report 
performance to senior leadership and the CRSEC, see our  
Sustainability governance, reporting and assurance insight.

We also take part in external benchmarking and indices which are often 
viewed and used by our investors and customers. In the case of climate 
change, the most recognised of these has been the Carbon Disclosure 
Project (CDP). We’re proud that in 2019 CDP awarded RB an A- for 
efforts on climate change for the second year in a row. 

Listening to our stakeholders
Reporting effectively across our many sustainability issues and providing 
regular updates on our programmes and activities is always a work in 
progress. So we appreciate your feedback – what should we keep doing, 
and where can we do better?

Email us at sustainability@rb.com. 

Or write to:
The Sustainability team
Reckitt Benckiser Group plc (RB)
103–105 Bath Road
Slough, Berkshire, SL1 3UH
UK

Mondi
Mondi disclose succinctly on 
climate risks in the annual report, 
with signposts to the Sustainable 
Development Report and the CDP 
response for further information 
(including financial impact of climate 
risks and opportunities).

It provides a succinct overview 
of climate change risk in the 2019 
annual report, which summarises 
potential impact and monitoring and 
mitigation activities with reference 
to the investigations related to 
financial impact.

Further information in the 2019 
sustainable development report is 
also signposted to, which has a more 
detailed overview on the progress 
around the quantification of climate 
risks and opportunities. It also points 
to Mondi’s 2019 CDP response for 
additional information. 

RB
RB’s climate risk management 
activities are described in detail in 
its climate change insight report 
(a topic-specific excerpt from the 
full RB Sustainability Insights 2019 
report), with signposts to the annual 
report for overall risk management 
processes and where climate 
change is identified as a principal 
risk.

The climate change insight identifies 
two scenarios (4°C and 2°C), 
considered under three risk horizons 
(short, medium and long-term) 
and provides a detailed overview 
on climate risk management and 
governance. 

This demonstrates that climate 
is considered within core risk 
management activities, and the 
climate change insight report 
supports those stakeholders 
seeking more detailed climate 
information.

Mondi, 2019 
Sustainable development report

 Click to view (PDF)

RB, 2019 
Climate change 
insight

  Click to view 
(PDF)

https://www.mondigroup.com/media/11729/mondi_ir_2019_web_complete.pdf
https://www.mondigroup.com/media/11729/mondi_ir_2019_web_complete.pdf
https://www.rb.com/investors/annual-report-2019/
https://www.mondigroup.com/media/11728/mondi_2019_sustainable_development_report.pdf
https://www.rb.com/media/5380/climate-change.pdf
https://www.rb.com/media/5380/climate-change.pdf


C A S E  S T U D I E S

4.
T O DE SIGN ,  DE L I V E R  A ND OP E R AT E 
OUR BUIL DINGS R E SP ONSIBLY

our strategy cont inued

Delivering well-designed, efficient, occupier-focused buildings is 
an integral part of our business model. We believe these buildings 
offer better long-term value for occupiers, reduce letting risk and 
command better terms. 

Setting high standards in terms of design and environmental 
responsibility builds flexibility, longevity and climate resilience 
into our portfolio, not just in our new developments but also in 
the properties we manage. 

To meet our target of becoming a net zero carbon business by 2030 
(see page 80 for more details), we must develop buildings that are 
even more energy efficient, powered by renewable energy and have 
very low embodied carbon footprints. Likewise, we must reduce our 
managed properties’ reliance on natural gas and further improve 
their energy consumption. 

We want to ensure our portfolio is fit for purpose over the long term 
and continues to generate the returns we expect. 

Our approach to becoming net zero carbon is set out in further 
detail in our Responsibility section on pages 80 to 83, together 
with a summary of our TCFD (Task Force on Climate-related 
Financial Disclosures).

We work with our stakeholder groups to ensure we are meeting 
their expectations and standards, as well as acting responsibly. 
This can range from working with the local communities in and 
around our buildings, through to designers and contractors, to 
ensure our buildings meet the standards we set (see page 18 
for more on stakeholder engagement).

76%
Waste recycling rate in  
the like-for-like portfolio

10%
Reduction in like-for-like 
carbon intensity (tCO2e/m2)

Brunel Building W2 – Alpha FX offices
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Non-financial KPIs Our performance

V OID  M A N A GE ME N T 1. 2. 3. 4. 5. R

To optimise our rental income we plan 
to minimise the space immediately 
available for letting. We aim that 
this should not exceed 10% of the 
portfolio’s estimated rental value.

Our vacancy rate was under 1% at 
the end of 2019, in part a result of 
successfully letting all the office 
space at Brunel Building prior to 
completion in May, as well as smaller 
refurbishments at 25 Savile Row W1 
and Johnson Building EC1.

  

  

  

  

%

2015

2016

2019

2018

2017

1.8 

0.8 

1.3 

2.6 

1.3 

BR E E A M R AT INGS 1. 2. 3. 4. 5. R

BREEAM is an environmental impact 
assessment method for commercial 
buildings. Performance is measured 
across a series of ratings: ‘Pass’, 
‘Good’, ‘Very good’, ‘Excellent’ and 
‘Outstanding’. We target minimum 
BREEAM ratings of ‘Excellent’ for 
major developments and ‘Very good’ 
for major refurbishments.

Brunel Building is expected to receive 
a rating of ‘Excellent’ post-completion 
having received this rating at Design 
Stage. Our three developments 
currently on site were rated either 
BREEAM ‘Outstanding’ or ‘Excellent’ 
at Design Stage.

Completion Rating

Brunel Building W2 H1 2019  Excellent1

80 Charlotte Street W1 H1 20201 Excellent2

Soho Place W1 H1 20221 Outstanding2

The Featherstone  
Building EC1

H1 20221 Outstanding2

1 Targeted
2 Certified at Design Stage

E NE R G Y P E R F OR M A NCE  CE R T IF IC AT E S ( E P C ) 1. 2. 3. 4. 5.
EPCs indicate the energy efficiency 
of a building by assigning a rating 
from ‘A’ (very efficient) to ‘G’ 
(inefficient). Since 2017, we have 
targeted a minimum certification 
of ‘A’ for major new-build schemes 
and ‘B’ for major refurbishments. 

Soho Place is targeting an EPC of 
‘B’ and Brunel Building received one 
post-completion; this was the target 
rating for developments at the outset 
of these project. Our other two on-site 
developments are both targeting a 
certification of ‘A’. 

Completion Rating

Brunel Building W2 H1 2019 B
80 Charlotte Street W1 H1 20201 A1

Soho Place W1 H1 20221 B1

The Featherstone 
Building EC1

H1 20221 A1

1 Targeted

C A R BON IN T E NSI T Y 1. 2. 3. 4. 5. R

This is measured by emissions 
intensity per metre squared of 
landlord-controlled floor area across 
our managed like-for-like portfolio. 
Our target is an annual decrease of 
between 2% and 4% per annum.

In 2019, we reduced our landlord 
(scope 1 & 2) emissions intensity in 
the like-for-like portfolio by 10%. 
A rebasing of the figures for 2018 
meant a revised reduction for that 
year of 13% rather than 20%, which 
still exceeded our target range. 
The 44% reduction achieved since 
our base year of 2013 means we are 
on course to meet our emissions 
target by 2027 and consider the 
more stringent targets that will be 
adopted in 2020 to be achievable. 20272025202320212019201720152013

1.20

1.00

0.60

0.20

0.40

0.80

0

(2013 = 1.00)

Derwent London

 IEA ETP emissions 

S TA F F S AT ISFA C T ION 1. 2. 3. 4. 5. R

The satisfaction of our employees 
is assessed through a number of 
questions in a staff survey. We aim to 
keep the satisfaction rate above 80%.

Despite a year of significant change 
for the business, staff satisfaction 
remained above 90% in 2019. 
This exceptional level is testament 
to our collaborative and supportive 
corporate culture and the pride our 
staff feel in working for Derwent.

2015 2016 2017 2018 2019

% 96.0 96.0 96.0 90.4 92.5
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Describe how processes 
for identifying, 
assessing, and managing 
climate-related risks are 
integrated into the 
organisation’s overall 
risk management.

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

  Risk management 

  Metrics and Targets

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

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

We publish a detailed data report which sets out our environmental data performance. 
As part of this we publish extensive carbon reporting across all scopes: Scopes 1, 2 and 3 
using the Greenhouse Gas (GHG) Protocol Corporate Accounting and Reporting Standard. 
Likewise, we provide trend analysis across several years to show progress and historical 
performance.
 Please refer to the data report section on pages 85–88 for our carbon reporting which 
also includes full details of the aggregation and calculation methodology. Moreover, 
we publish a summary of our corporate carbon footprint in our Annual Report and Accounts 
on page 76.

Following our review of the Paris International Climate Change Agreement in 2016, we 
developed a set of science-based carbon targets to ensure we align our carbon reduction 
programme to its objectives, as well as minimising our risk exposure to climate change on 
our managed portfolio.
 Over the past year we worked with the Science Based Target initiative (SBTi) to verify 
our targets with their methodology and we are pleased to confirm that the validation is now 
complete, with the addition of a new Scope 3 emissions target. As a result, our targets are:

“We commit to reduce scope 1 and 2 GHG emissions 55% per square metre by 2027 from 
a 2013 base year. Derwent London also commits to reduce scope 3 GHG emissions 20% per 
square metre by 2027 from a 2017 base year.”

As part of our new net zero ambition we will be reviewing these targets again to align them with 
a 1.5°C climate scenario and we will provide further updates in future reporting.
 To see the latest progress against these targets please see the science-based carbon target 
performance section on pages 64–65 for more details.

The responsibility for managing our corporate risk process rests with the Executive Committee, 
main Board and our Risk Committee. Each year senior managers from the various business 
functions collate their key risks (which include sustainability/climate change related risks) and 
feed them through to the Executive Committee. The risks are then assessed by the committee 
to understand their severity, likelihood and the optimal controls and/or mitigation required. 
This approach allows the effects of any mitigating procedures to be considered properly, 
recognising that risk cannot be eliminated in every circumstance. The register is then passed 
to the main Board and Risk Committee for consideration and adoption. Climate-related 
risks and opportunities are highlighted and reviewed by the Responsible Business and 
Sustainability Committee. These risks include regulatory risk, reputational risk, and physical 
environmental risk.
 To manage these risks, we use a variety of tools and processes for the different areas of our 
business, which is driven by our Responsibility Strategy. For example, our Framework for Assets 
sets out the various material issues and aspects that must be considered in the management 
of our portfolio. Moreover, it requires each managed property to have a Building Sustainability 
Plan (BSP), which sets out a detailed action plan of how various initiatives are managing and 
reducing energy consumption and carbon. These outcomes then feed into our data reporting 
and science-based carbon target scenario analysis tool to enable us to produce new opportunities 
for improvement.

To enable our stakeholders to understand our climate-related impact and subsequent performance 
our data report includes an extensive range of consumption and intensity metrics for energy, 
carbon, waste and water, and reflect those highlighted in the buildings and materials groups, 
namely:

— Total energy consumed, broken down by source (e.g. purchased electricity and renewable  
 sources) – see pages 92 and 93
— Total fuel consumed percentage from coal, natural gas, oil, and renewable sources – see   
 pages 92 and 93
— Building energy intensity (by square area) – see page 87
— Building water intensity (by square area) – see page 96
— GHG emissions intensity from buildings (square area) and from new construction and 
 redevelopment – see page 88
— For each property type, the percentage certified as sustainable – see page 99

All the above metrics are presented in our data report with at least the previous year’s data to 
allow for comparison and historical trending. 
 As identified in our materiality review, which can be found on pages 12–13, resource 
efficiency (which includes energy efficiency, greenhouse gases, climate change and water) 
is a material issue for our business and, as such, forms a principal risk in our corporate risk register, 
which can be found in our latest Annual Report and Accounts on page 56. Further to this, 
performance against our science-based carbon targets form a part of our Executive Directors’ 
remuneration – details of which can be found on page 157 of our Annual Report and Accounts. 

 In addition, to the above metrics we also use our science-based carbon targets and a 
specific scenario analysis tool to support us in the strategic planning of our portfolio and 
undertake future projections of carbon intensity reduction set against recognised 2°C 
transition scenarios namely the IEA ETP 2DS and the nationally determined UK climate change 
commitments modelling trajectory. 

envisage having to make changes to our strategic approach when considering climate-related 
scenarios.
 As set out in the metrics and targets section below, our science-based carbon targets are 
set against recognised 2°C transition scenarios, namely the IEA ETP 2DS and the nationally 
determined UK climate change commitments. This allows us to calculate the shape of the 
reduction trajectory needed to achieve our targets between now and 2050. As part of our 
accelerated ambition to be net zero carbon by 2030 we will be looking to rebase our targets 
to a 1.5 °C climate scenario – we will provide further details of this in our future reporting.

Derwent 
Climate considerations are core 
to Derwent’s corporate strategy 
in the annual report, with further 
detail on performance, metrics and 
targets in the responsibility report. 
The strategy includes the priority, 
‘to design, deliver and operate 
our buildings responsibly’, with 
a commitment to net zero, and 
identifies the related metrics and 
targets in the annual report (which 
include BREEAM ratings; energy 
performance certificates; and 
carbon intensity metrics).

Derwent also identifies relevant 
metrics in a TCFD table in both 
the 2019 annual report and 2019 
responsibility report and signposts 
to further information across 
different channels. 

This approach successfully 
indicates how climate issues are 
embedded into strategy, and 
allows stakeholders to easily find 
further TCFD information. 

This study reviewed climate disclosures of the 
entirety of the FTSE 100 and a selection of the 
FTSE 250. The figures in this report relate to the 
FTSE 100, as FTSE 250 disclosures were only 
reviewed qualitatively. 

The FTSE 100 data was collected between May 
and June 2020 and the latest annual reports 
available were reviewed (2019 – 2020 reports). 

The journey to full TCFD implementation 
is just beginning. Underlying this process 
is transparent reporting on progress 
to external stakeholders, with many 
companies already stating what action 
they will take on TCFD in the coming 
years. We have identified some of the 
anticipated trends around disclosure  
and climate strategies. 

Looking 
ahead

1

4

2

5

3

6

Full alignment  
by 2022
Companies state that they 
will seek to align fully to 
TCFD by 2022. 

Stakeholder 
engagement 
remains key
Companies will 
demonstrate that 
stakeholder engagement 
is vital in identifying and 
assessing climate risks 
and opportunities – from 
board-level engagement, 
to internal cross-function 
working groups and 
industry and peer 
collaboration.

More effective 
approaches to 
scenario analysis
Companies and wider 
climate-modelling 
practitioners anticipate 
that emerging best 
practices and higher-
quality data will see better 
approaches to scenario 
analysis. 

From mitigation  
to adaptation 
Moving in line with 
the rising level of 
TCFD application, it is 
anticipated that risk 
identification will develop 
and mature and related 
financial impacts will be 
more fully understood. 
With this, strategies will 
move towards more 
resilient measures. 

A focus on metrics 
and targets 
As companies commit 
to developing an 
understanding of the 
financial impact of climate 
risks and to setting 
science-based targets, 
commitments to net zero 
strategies are anticipated 
to rise. 

Investors continuing 
pressure 
Investors have stated 
that they will continue 
to engage and apply 
pressure on companies 
to adopt the TCFD 
recommendations. 

Methodology 

20

Derwent 2019
Annual report

 Click to view (PDF)

Derwent 2019
Sustainability report

 Click to view (PDF)
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https://www.derwentlondon.com/uploads/downloads/Investors/200414_Derwent_London_Report_Accounts_2019-webscreens.pdf
https://www.derwentlondon.com/uploads/downloads/Responsibility/RR-FINAL-WEB-1.1-spreads.pdf


Let’s talk
With mandatory TCFD reporting on the horizon 
in the next two years, now is the time to map out 
your journey to full compliance and beyond.

We are experts in communication; presenting 
complex information in a clear and compelling 
way so that it connects with your stakeholders. 
Emperor's sustainability and reporting specialists 
are here to help you understand and navigate the 
multitude of frameworks and standards and tell 
your story.

Get in touch and let’s talk about your ambitions. 

Claire Fraser
Head of Corporate Reporting
claire.fraser@emperor.works

Yvonne Ngo
Sustainability Consultant
yvonne.ngo@emperor.works 


