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C

limate change has been described
as one of the biggest challenges of
our time and the most pressing
Environmental, Social and Governance
(ESG) issue facing our global society and
economy today. The impacts of climate
change on organisations is still to be fully
understood as both companies and investors
grapple with quantifying both the risks
and opportunities presented by climate
change. It is therefore important for both
corporates and investor organisations to
have a thorough understanding of what
climate change means for their own business
models, but also that of the financial
system in an effort to make both individual
companies and the financial system more
resilient and sustainable.
The Task Force on Climate-related
Financial Disclosures (TCFD), established
by the Financial Stability Board (FSB)
in 2015, was created with the purpose of
recommending how the ﬁnancial sector
can incorporate climate-related issues in
its decision-making. A key TCFD objective
is to develop recommendations for more
effective climate-related disclosures that will
assist organisations in their understanding of
climate-related risks and to provide guidance
on how organisations can implement
measures to protect them from such risks.
The TCFD recommendations are fast
becoming global best practice for institutions
who are looking to integrate climate-related
risks into their governance, strategic and
operational processes. In the context of South
African companies and investors, the journey
has only just begun.

While there is increasing awareness of
the TCFD framework, the implementation
and integration into various aspects of
governance, strategy and operational
processes still has some way to go. That
being said, there is recognition across
industry players that climate change is
an important risk that should be addressed.
There is a willingness to understand
more about the framework evidenced
by stakeholder engagements and industry
surveys. One such example, is a Pension
Funds and Climate Risk survey conducted
by BATSETA in 2020 which highlights that
90% of the participants (which included
both principal ofﬁcers and trustees) would
like their fund to be better equipped to
understand and manage their funds’
exposure to climate risk, but only 41% have
had discussions around climate risk as it
relates speciﬁcally to their fund.
This publication, researched and compiled
by Six Capitals ESG Advisory and WWF-SA,
unpacks how the TCFD recommendations
could assist both corporates and investors
address climate change. Numerous
stakeholders i nclud i ng companies,
investors and industry bodies were
interviewed during the research phase of
this project in order to get a sense of where
South African corporate and investor
organisations are with respect to
implementing the TCFD recommendations.
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SANLAM FOREWORD
SANLAM’S APPROACH TO A CHANGING WORLD
Sanlam’s purpose is to build a world that supports people in
living their best possible lives through ﬁnancial resilience and
prosperity.

W

e want to create an environment where our clients and their communities are more

resilient and can plan for their ﬁnancial futures with a higher degree of certainty.
Sanlam therefore plays a triple role in terms of sustainable development:
risk management, risk carrying and investment.

ELIAS MASILELA
CHAIRMAN:
SANLAM

Sanlam recognises and accepts the scientiﬁc evidence that the global concentration of
greenhouse gas (GHG) emissions has been steadily rising. Globally on a business-as-usual
trajectory, temperatures are likely to increase signiﬁcantly which will impact on all spheres
of society, including business. As Sanlam Group we face both physical and transition risks:

Amongst other
non-executive

• Physical risks: The combined effect of climate change and poor maintenance of
infrastructure means that the risks to insurance companies are expected to
signiﬁcantly increase. Flood and ﬁre risks, particularly in sub-Saharan Africa, are

directorships, Elias
Chairs the National
Advisory Board of
Impact Investing
South Africa

likely to increase. Insurers will have to look at ways of addressing this proactively,
including raising awareness around the role we can play in risk transfer and
risk management.
• Transition risks: These are associated with the transition to a low-carbon economy,
motivated by policy, market, technological, or reputational factors affecting the
value of ﬁnancial assets.
In light of these risks, Sanlam has identiﬁed severe weather/climate change as one of the
top 10 strategic group risks. Severe weather/climate change risks further feature in two of
the four Sanlam Group strategic pillars, speciﬁcally: ‘Enhancing resilience and earnings
growth through diversiﬁcation’ and ‘Responsible capital allocation and management’.
We recognise that global responses to the requirement to meet the Paris Climate
Agreement’s goal of reducing average temperatures to below 1,5°C will require drastic
changes to local and international energy infrastructure, as well as the infrastructure required to meet climate adaptation goals. Sanlam is therefore committed to invest in
long-term sustainable businesses, for example through the Climate Investor One Development and Construction Equity Funds. These funds focus on financing renewable energy
projects and public infrastructure projects in the green economy. Given the significant
infrastructure investment needs across emerging economies, public infrastructure
projects play a vital role in enhancing resilience and will have a long and lasting impact
on vulnerable communities.
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FOREWORD
TCFD THOUGHT LEADERSHIP PUBLICATION
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I

n 2015 a task team set up by the Financial
Stability Board (FSB) began working on
developing recommendations for the
ﬁnancial sector to improve disclosures
on climate-related financial risks. Many
leaders across science, business and
politics agree that climate change is one
of the biggest risks facing the planet and
warn that we can expect shocks and
transitional changes to the financial
system and economies.
In 2017 the Task Force released its
recommendations and since then the
Task Force on Climate Related Financial
Disclosures (TCFD) recommendations have
been adopted by over 1500 companies and
institutions globally. With the backing
of Mark Carney and Michael Bloomberg,
the TCFD has quickly become widely
recognized and the growth in adoption
and alignment to the recommendations
has been staggering. However, most
adopters are still in the early stage of
applying and reporting on the recommendations, and there are often data
and disclosure gaps. We hope that this
publication will support future work to close
data gaps and improve disclosures that assist
investment decision making.
The TCFD recommendations has a broad
appeal because the recommendations are
structured around 4 thematic areas,
Governance; Strategy; Risk Management
and Metrics & Targets, and these themes are
applicable to businesses across multiple sectors,
not just for ﬁnancial institutions. Further to
this, TCFD is impacting policy - for example,
the South African Government’s National
Treasury has discussed TCFD in its 2020
Financing a Sustainable Economy Technical
Paper and has a working group on the TCFD
Recommendations. These are very positive
developments, and we expect momentum to
continue with regards to adoption of the TCFD
Recommendations.
This thought leadership publication
focusses on the South African context
of the TCFD Recommendations with
perspectives from both South African
investors and reporting companies.

There were record inf lows into
Sustainability and ESG-themed investments
in global markets over 2020 and that trend is
expected to continue in the coming years.
While there are many moving parts to
this trend, TCFD is fast becoming
an important building block to the
sustainable investment system by
unlocking how the financial sector,
businesses and investors can
engage more meaningfully with
climate-related risks.
We are excited to release this publication
on the TCFD Recommendations and
contribute to the growing efforts which
enable stakeholders to engage with climate
change. Efforts to improve transparency and
disclosures will help investors in assessing
risks, improving the stability of the ﬁnancial
sector, and will improve the sustainability
of reporting institutions.

JUSTIN SMITH
WWF-SA:
HEAD OF BUSINESS
DEVELOPMENT

These recommendations provide a widely
accepted framework and there is potential
to apply it beyond climate risks to include
other nature-related risks, such as
those related to Water, Waste and
Biodiversit y. Inspired by the TCFD,
a new Task Force on Nature-Related
Financial Risk has been created that
aims to make it easier for businesses to
disclose and manage their nature-related
risks.
We hope that this publication will
encourage greater adoption of the
TCFD Recommendations and improve
disclosures of the financial risks
associated with climate change as well
as improve future disclosures around
nature-related risks. An important
aspect of the TCFD is that it could be
a bridge between how climate-related
risks have been communicated and how
financial information is disclosed.
If public companies are able to be
disclose climate risks in financial terms,
investors and lenders will be more
empowered to shift finance towards
more sustainable assets, improving the
sustainability of the financial system
and the real economy– something for
us all to work towards!
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WWF SANLAM
PARTNERSHIP
THE WWF SANLAM PARTNERSHIP,
ESTABLISHED IN 2007, WAS CREATED
TO ENCOURAGE SOUTH AFRICAN BUSINESS,
SOCIETY AND GOVERNMENT TO FOCUS ON WATER
SCARCITY AND SECURITY. THIS HAS RESULTED IN
THE FUNDING OF SEVERAL SUCCESSFUL FRESH
WATER AND MARINE PROJECTS AIMED AT
PRESERVING SOUTH AFRICA’S WATER SYSTEMS.
THE PARTNERSHIP HAS SEEN SIGNIFICANT SUCCESS
IN HIGHLIGHTING THE LINKAGES BETWEEN BETTER
MANAGEMENT OF WATER RISK, AND DRIVING
BETTER INSURANCE AND INVESTMENT
MANAGEMENT.
Since its launch in 2007, the WWF Sanlam
Partnership has been described as a highly
innovative, visionary and pioneering partnership.
We are convinced that this partnership has not only
delivered signiﬁcant conservation impact, but has
also delivered a strong institutional foundation and
innovative approach upon which WWF-SA and
Sanlam can continue to build in the years ahead.

© Matthew T Rader / Unsplash

WWF-SA – THE EMERGING IMPORTANCE OF THE TCFD FRAMEWORK FOR SOUTH AFRICAN COMPANIES AND INVESTORS

SANLAM IS DELIGHTED TO SUPPORT THIS INAUGURAL
TCFD RESEARCH PROJECT UNDER THE WWF SANLAM
PARTNERSHIP IN 2020. WE THANK THE WWF-SA
SUSTAINABLE FINANCE TEAM AND THEIR RESEARCH
PARTNER, SIX CAPITALS ADVISORY, FOR THEIR
RESEARCH WHICH CULMINATED IN THIS PUBLICATION.
WE ALSO EXTEND OUR SINCERE THANKS TO EACH OF
THE STAKEHOLDER ORGANISATIONS WHICH
CONTRIBUTED TO THE RESEARCH PROCESS BY
MAKING THEMSELVES AVAILABLE FOR STAKEHOLDER
INTERVIEWS AND THE SHARING OF INFORMATION
ABOUT THEIR PRACTICAL EXPERIENCE WHEN ALIGNING
TO AND REPORTING AGAINST THE TCFD.
We look forward to continuing
to partner with WWF-SA,
our clients, investors and all our
stakeholders towards building
a more resilient, sustainable
and prosperous South Africa.
Elias Masilela
January 2021

*Sanlam Climate Change info and positioning sourced from Sanlam website: https://www.sanlam.com/
investorrelations/sustainability/sustainability2019/hottopics/Pages/our-response-to-climate-change.aspx
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1. AN INTRODUCTION TO THE TASK
FORCE ON CLIMATE-RELATED
FINANCIAL DISCLOSURES (TCFD)
The TCFD was established with the purpose of reviewing how the financial sector
can incorporate climate-related issues in its decision-making. A key objective is to
develop recom m en da ti on s for m or e effecti v e cli m a te-r ela ted di sclosur es. T he
T CFD r ecom m en da ti on s a r e desi gn ed a r oun d four them a ti c a r ea s, whi ch a r e
r epr esen ta ti v e of how or ga n i sa ti on s oper a te. T hese four a r ea s r ela te to
governance, strategy, risk management, and metrics and targets.
Climate-related risks are a source of financial risk and it is therefore in the interest of
corporates and investors alike to integrate climate-related risks into their strategic and
operational processes.

T

he establishment of the TCFD was a result of the
recognition among financial capital providers that there
are risks and opportunities inherent in a world experiencing

climate change as well as a corresponding increase in the
demand for relevant climate-related information in financial
disclosures. This article will explore what the TCFD is,
what the different recommended disclosures are, how the
recommendations link to transition and physical risks and
opportunities and what the current uptake of the framework
is both globally and locally.

WHAT IS THE TCFD?

© Zoe Reeve / Unsplash

The Task Force on Climate-related Financial Disclosures
(or TCFD for short) was established by the Financial
Stability Board (FSB) in December 2015 with the purpose
of reviewing how the financial sector can incorporate
climate-related issues in its decision-making. The main
objective of the TCFD is to develop recommendations for
more effective climate-related disclosures. These disclosures
should be able to promote more informed investment,
credit and insurance underwriting decisions. They should
additionally enable stakeholders to better understand the
concentrations of carbon-related assets in the financial
sector and the financial system’s exposure to
climate-related risks.
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THE TCFD
RECOMMENDATIONS

The TCFD recommendations are designed around four thematic areas, which are representative of how all organisations operate.
These four areas relate to governance, strategy, risk management and metrics and targets.

01

Governance

02

Strategy

03

Risk management

04

Under the governance theme, organisations are recommended to disclose their governance around
climate-related risks and opportunities. The recommended disclosures include describing the company’s
board oversight of climate-related risks and opportunities and management’s role in analysing and
managing them.

The strategy theme recommends that organisations disclose the actual and potential impacts of climate-related
risks and opportunities on their businesses, strategy and ﬁnancial planning. The recommended disclosures include:
describing climate-related risks and opportunities identiﬁed by the entity over the short, medium and long-term;
describing the impact of these risks and opportunities on the company’s business, strategy and ﬁnancial planning as
well as describing the resilience of these strategies in the context of different climate-related scenarios.

The risk management recommendations relate to how organisations identify, assess and manage climate-related risks.
The recommended disclosures here include the company describing its processes for identifying and analysing
climate-related risks, the process for managing them and how these processes are integrated into the company’s
overall risk management.

Metrics and targets
The metrics and targets recommendations encourage organisations to disclose on the metrics and targets they
use to assess and manage relevant climate-related risks and opportunities. The recommended disclosures
include the company disclosing the metrics it uses to assess climate-related risks and opportunities in line with
its strategy and risk management process, the scope 1, 2 and (if relevant) scope 3 greenhouse gas emissions, as
well as describing the targets used to measure the risks and opportunities and performance against these targets.

SCOPE 1 EMISSIONS
All direct emissions from the activities of an
organisation or under their control. In other
words, emissions released to the atmosphere
as a direct result of a set of activities, at
company level.

SCOPE 2 EMISSIONS
Indirect emissions from electricity purchased
and used by the organisation. Emissions are
created during the production of the energy
and eventually used by the organisation.

SCOPE 3 EMISSIONS
All other indirect emissions from activities of
the organisation, occurring from sources that
they do not own or control. These are usually
the greatest share of the carbon footprint,
covering emissions associated with business
travel, procurement, waste and water.
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RISK
One of the key features of the TCFD is that it has a strong focus
on risks and opportunities related to the transition to a lower-carbon
economy. These risks, if unmanaged, can lead to large losses for
companies that are ill-prepared for a sudden transition. The TCFD
is intended to have the recommendations serve as a means for investors
to mitigate these risks.

PHYSICAL
RISK
Flooding
Drought
Extreme heat
Sea level rise
Wildfires

POTENTIAL
FINANCIAL
IMPACT
Disruption of business activity
Supply chain disruptions
Physical damage to assets
Changes in demands for
services/products
Liabilities and penalties

TRANSITIONAL
RISK
Policy
Liability
Technology

WWF-SA – THE EMERGING IMPORTANCE OF THE TCFD FRAMEWORK FOR SOUTH AFRICAN COMPANIES AND INVESTORS

HOW THE RECOMMENDATIONS
LINK TO TRANSITION AND
PHYSICAL RISK
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Transition risks

O

ne of the risks associated with the
move to a low-carbon economy is
transition risk. A failure to take
this risk into account on the part of
companies can result in reduced
creditworthiness, reduced ability to
attract investment and secure longterm loans and make them less appealing
to insurers, among others. Examples of
transition risks include:
• The impact on the company’s
viability as a result of regulatory
change, which will be harshest
on companies that have put in the
least effort in terms of
incorporating climate-related risks

They can also result in interruptions
in day-to-day business activity as
well as have a detrimental impact on
supply chains, market position and the
business’s overall value. Worth noting
here is that the vulnerable members
of society are usually the ones who are
most impacted by physical risks - their
jobs, livelihoods and homes can be
destroyed by such risks, which can lead
to increased inequality and poverty,
which in turn could lead to increased
social unrest and crime.

into their operations;
• A change in consumer or market
preferences – as more people
become climate-conscious, they
gravitate towards more eco-friendly
products and services, which could
result in losses for those companies
that are lagging behind; and
• The risk that a company’s assets
are retired before the end of their
useful life, making them stranded
assets – this could be as a result
of these assets being deemed no
longer useful due to their significant
carbon emissions in a low-carbon
economy.

Physical risks
Another type of risk that can come
about as a result of climate change
is physical risk. This includes the increased likelihood of extreme weather
events such as floods, droughts and
wild fires. Physical risks can cause
businesses to become increasingly
dependent on local government emergency response teams (such as the fire
department).

OPPORTUNITIES

C

limate change is a threat, but it
can also create opportunities for

companies and investors. The TCFD
framework provides a means by which
such opportunities can be recognised
or identified.

Building resilience
Companies can become more resilient
to the impacts of climate change
through focusing on their operations
and supply chains. For example,
companies can focus on their resource
efficiency therefore reducing their
operational costs. Companies can also
focus on building more resilient supply
chains by shifting exposure to suppliers that
are heavily exposed to fossil fuels to
lower carbon emitters. Tata Chemicals,
in India, built resilience by initiating
an institution for marine biodiversity
and coastal conversation. Through the
project, the company is able to increase
its knowledge of ecosystems that play a
vital role in its business model and at
the same time preserving and restoring
those ecosystems.

Innovation
Adversity creates opportunities to innovate.
Innovation such as in clean energy or
low carbon technologies can lead to
new products and services to either
meet new client or investor demands
or to build resilience against the impacts
of climate change. An agri-tech initiative
by The World Business Council for
Sustainable Development and Opus
Insights, CocoaCloud, provides us with
an example of how opportunities for
innovation can arise from adversity.
CocoaCloud aims to provide farmers
and other actors in the agricultural
space with critical data. The data platform
generates, translates and disseminates
critical information- such as weather
forecasts and location-specific
agricultural advice. This information
supports climate-savvy decisions for
agriculture. This initiative is an example
of how climate change provides
different sectors with the opportunity
to innovate new and better ways of
doing business.

Create a competitive
advantage
Companies that respond to the impacts
of climate change through innovation and
resilience often create competitive
advantages relative to their peers.
Instead of simply reacting to the uncertainty
of climate change impacts; companies that
go beyond the response and are proactive
about using their advantage to track new
risks impacting their industry, shaping the
correct strategic response, and strengthening
their agility and resilience, stand the chance
of building an uncertainty advantage.
For example, companies can strategically
address industry speciﬁc risks in ways that
their competitors cannot easily match.
Nestlé, for example, completely avoids
upstream vertical integration in favour of
outsourcing its raw material production.
This strategic move introduces ﬂexibility
to Nestlé’s supply chain and provides them
with a valuable strategic advantage should
productivity of various regions shift, as
opposed to a competitor with a more rigid
supply structure.
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Investment opportunities
Investors can look to allocate capital to
companies that would beneﬁt from a
transition to a low carbon economy or
they can provide funding to investment
products such as green bonds or low carbon
indexes. Green bonds for example allow
capital allocators with the opportunity to
fund projects that focus on positive
climate-related or environmental outcomes
therefore meeting increasing stakeholder

the Pension Funds Act, which mandates
pension funds to take environmental, social
and governance (ESG) related issues into
account when making decisions. Additionally,
the Climate Risk Steering Committee, which
is hosted by Banking Association South
Africa (BASA) and chaired by the National
Treasury, has established 4 working groups
to provide support on the implementation
of key recommendations from National
Treasury’s Financing a Sustainable
Economy. Each working group is be
responsible for one of the following:

pressure to invest more responsibly.

THE UPTAKE OF THE TCFD
FRAMEWORK GLOBALLY AND
LOCALLY

• Developing a green ﬁnance taxonomy
and governance framework
• Co-developing technical guidance,
standards and norms for all ﬁnancial
institutions – this includes incorporating
disclosures as per the TCFD

Global context

• Developing a benchmark climate risk
scenario for use in stress tests by the
ﬁnancial sector

Since the release of the TCFD’s final

• Building sector capacity and
competency for good climate risk
governance, management
and disclosure across the sector and the
implementing arms of government

recommendations in 2017, several ﬁnancial
institutions, investors and other organisations
have been making progress on their
disclosure of climate-related information.
With the release of the TCFD’s 2020 status
report in October 2020 it has indicated that
there are now more than 1500 organisations
globally supporting the TCFD recommendations,

The majority of the sustainable finance
initiatives (which includes the TCFD)
have been driven by the private sector.
While mainstream business is involved

10 of which are South African. These organisations
span various industries, sectors and regions with
the addition of several national governments
and public sector organisations. According
to the TCFD’s 2020 status report, while
there has been an increase in the percentage
of companies disclosing information that is
aligned with the TCFD recommendations
(the percentage of the companies disclosing
information has increased on average by 6%
points between 2017 and 2019), the overall
percentage of companies disclosing this
information is still low and more progress
is required.

and there is some traction, it is not sufﬁcient.
A recent study by the Centre for Environmental
Rights in 2019 shows that, while the
ma j o r i t y o f companies are aware of
climate-related risks, not many incorporate
these into their strategies, with fewer
still reporting according to the TCFD
recommended disclosures. Investec and
Sasol are among the few of the 10 South
African TCFD-supporting organisations
that have released a separate TCFDaligned report.

Local context
On the local front, there has been some effort by government and through regulation
to encourage sustainable practices, although
not speciﬁcally addressing climate-related
risks. One such example is Regulation 28 of

Civil society within the local context
has also increased efforts for climate
change awareness and preparedness.
Just Share, in their pension funds and
climate risk legal opinion, found that
the trustees of pension and provident
funds that are regulated by the Pension
Funds Act (and those that aren’t) must
fully consider climate risk in their investment decisions, lest they face legal
ramifications for any losses that the

WWF-SA – THE EMERGING IMPORTANCE OF THE TCFD FRAMEWORK FOR SOUTH AFRICAN COMPANIES AND INVESTORS

funds incur as a result of the failure
to do so. As significant investors in
the financial system, a switch to more
sustainable financial decisions by these
funds can have a ripple effect in the
financial system. This can be a key
driver for greater uptake of the TCFD
recommendations in South Africa.
It is evident that there is still a long
way to go in the adoption of these
recommended disclosures, both locally
and globally.

© Kyle-Philip Coulson / Unsplash
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CLIMATE CHANGE 101
ith industrialization occurring since the mid-1700s onwards,
human activity has been releasing increasing amounts of greenhouse
gasses into the atmosphere. These are the gases that trap heat
leading to global warming, which is causing climate change. The gases

W

have until 2025 to switch of emissions. If we emit less each year we have
a longer time to phase out emissions.

accumulate in the air over time and get more and more concentrated
in the atmosphere, trapping more and more heat. The most common
greenhouse gas release by human activity is carbon dioxide. Another

we must not emit more than 30 billion tonnes per year. Countries
state targets under the United Nations Climate change Paris
Agreement would put us somewhere betweent 22 – 58 billion

major greenhouse is methane which is released from livestock,
rubbish landﬁlls and rotting things.

tones in 2030. We must be at net zero by about 2050. Net zero
means that emissions released must be absorbed by climate sinks.

Different greenhouse gasses have varying impacts on warming and

Becoming climate resilient refers to strengthening the capacity of

hence climate change impacts. To be able to compare the emissions
of these gasses they are converted to a common basis called carbon
dioxide equivalent (CO2eq) often talked about in shorthand as carbon
emissions.

our people, environment and economy to prepare for, withstand
and respond to the impacts of climate change. This is called
adaptation to climate change. We are already past 1°C warmer than
pre-industrial levels. Scientists have modelled what happens

The oceans, soil and vegetation act as carbon sinks, absorbing or
storing more carbon than they emit. So changing the way we use land
contributes to emissions, both by destroying the sinks so that they can

Modelling of emissions levels to stay below 1,5°C show that by 2030

at various temperatures. At a certain point we will not be able
to adapt. Already countries on low-lying islands are awash with
rising seas – their people can do nothing but move.

no longer absorb carbon and by releasing the carbon they stored. We

The science shows that parts of South Africa are likely to warm at

have to reduce carbon emissions from human activities and maintain
carbon sinks to prevent climate changes beyond what humans can cope
with. This is called mitigation.

twice the global rate and that our water stressed country is likely
to become more arid in the west, with an increased risk of extreme
biodiversity loss and degradation of water catchment areas and an
increased risk of heat stress leading to a decrease in human
productivity and health. If we do not adapt or mitigate the risks
we face it could have a devastating effect on the economy and an
already impoverished and unequal society. It is critical that to
prevent the catastrophic decline of natural systems that support life
and our economy we must reach global carbon net 0 emissions by
2050 and to do this means we must increasingly work together.”

Latest reports for the scientiﬁc Inter-governmental Panel on Climate
Change tell us that to have at least a 66% chance of keeping average
global warming below 1,5°C compared to pre-industrial levels we must
not release 550 billion tonnes of carbon dioxide ever. What we do with
other greenhouse gasses can change this number. In 2014 global
emissions was at 49 billion tonnes. If we continue at that level we
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2. WHY DO THE TCFD
RECOMMENDATIONS MATTER
IN SOUTH AFRICA?
The TCFD recommendations are valuable to organisations as they assist in the
understanding of climate-related risks and provide guidance on how organisations
can implement measures to protect them from such risks.
As a developing country, South Africa is vulnerable to the effects of climate change
as well as the transition to a low carbon economy. It is therefore important that
investors and corporates keep abreast of the latest global trends and developments
within the climate change arena, which includes the increasing uptake of the TCFD,
as these can have real implications on their investment portfolios and returns over
the longer term.
The recommendations
provided by the Task Force
on Climate-related Financial
Disclosures were developed
with the intention of providing
“voluntary, consistent
climate-related financial
risk disclosures for use by
companies in providing
information to investors,
lenders, insurers, and other
stakeholders.” This article
will explore why, although
voluntary, implementing these
recommendations would be
beneficial to the organisations
that adopt them and more
specifically, to South Africa
from a country perspective.

THE RELEVANCE OF THE TCFD
RECOMMENDATIONS TO
VARIOUS ORGANISATIONS

T

here are several reasons why the TCFD
recommendations are relevant for any
organisation operating in a world
exposed to the impacts of climate change.
The recommendations are valuable to
organisations as they help them understand
climate-related risks and provide

guidance on how organisations can
implement measures to protect them

loan portfolios. Additionally, banks are
susceptible to risks associated with a

from such risks. In the context of global
initiatives such as the Paris Agreement, it
becomes crucial for organisations to take
actions to mitigate climate-related risks and

transition to a low carbon economy. For
instance, with more regulation and policies
advocating for a greener economy, this
could lead to a decline in proﬁtability and

the potential impacts thereof. The TCFD

even the shutting down of fossil fuel heavy

recommendations are important in this
regard as they provide a framework through
which companies, investors and other
organisations and stakeholders can reach a
common understanding of climate-related
risks and opportunities. As such, they can
use this information to determine what
actions are needed to prevent the earth from
warming more than 1.5 degrees Celsius beyond
pre-industrial levels as agreed upon in the
Paris Agreement as well as what role each
stakeholder can play in achieving this goal. The
relevance of the TCFD to various stakeholders
can be brieﬂy described as follows:

companies, of which banks are heavily
invested in, which increases the likelihood
of default, resulting in banks making major
losses. However, on the reverse side of this,
the reduction of fossil fuel-intensive
companies would mean a greater ﬁnancing
need within the clean energy sector, which
could present a major opportunity for
banks. In this regard, the TCFD
recommendations would serve as a new
source of information to assist banks in
making better lending decisions, thus turning
these transition risks into opportunities.

BANKS
As the key providers of capital in the
financial system, banks will need to
consider the TCFD recommendations as
important. They can use the recommended
disclosures as an aid to assess the physical
risks stemming from climate change in their
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INSURANCE SECTOR
The TCFD recommendations also apply to
the insurance sector. Insurance coverage
rewards risk reduction, prices risk, reduces
the risk of investments and works as a
cushion against financial shocks for
communities, companies and governments.
It is important for insurers to understand

climate-related risks in order to protect
against them and ultimately lead to a stable
ﬁnancial system. Additionally, with an
increase to the policy response to climate change
as well as a growing demand for “greener”
products and services, the underlying
investments in investors’ portfolios are
subject to revaluation, which could signify
major losses if not managed properly. It is
therefore important for insurers to take the
transition risk their investments are
susceptible to into account.

INVESTORS
The TCFD recommendations are useful
to investors as they can provide relevant
disclosures (where the risk of an impact
from climate change is material). This
can help investors make more informed
investment decisions, help protect their
portfolios against capital losses and assist
them in selecting investments that are
well positioned to withstand the effects of
climate change. As such, more and more
investors and capital providers require this
information and therefore have, at a global
level, but also increasingly at a local level,
been pushing for companies to take the
TCFD recommendations seriously.

PENSION FUNDS

ASSET MANAGERS
As the custodians of investors’ ﬁnancial
assets, asset managers play a crucial role in
channelling investments that support
the transition to a low-carbon economy.
This transition could lead to many assets
such as oil and coal becoming unusable, a
phenomenon known as a stranded assets,
which could result in large losses for those
invested in these industries. In this regard,
the TCFD recommendations can serve as
a useful tool to assist asset managers
when analysing companies’ climate-risk
management practices and to engage them
on such practices.

CIVIL SOCIETY, NON-PROFIT
ORGANISATIONS (NPOS) AND
OTHER STAKEHOLDERS
As the institutions in the system that
hold corporates and other organisations
accountable for the impact of their activities
on the environment, civil society, NPOs and
other such stakeholders can use the TCFD as
a means for comparability as well as a way
to know which areas to focus their efforts
on. For regulators and other government
institutions, the TCFD is also very relevant.
In their Financing a Sustainable Economy
technical paper, National Treasury writes

Pension funds can use the TCFD

about the tangible threat climate change

recommendations as a tool to achieve better
risk-adjusted returns over the long term.
In particular, the TCFD’s strategy
recommendation to assess the resilience of
their strategies and, by extension, portfolios
using scenario-based analysis encourages
forward-looking, long-term assessment of
the ﬁnancial implications of climate change.
The greater the effort pension funds put
into applying the TCFD recommendations
and making the recommended disclosures,
the better equipped they will be to properly
assess and understand what climate change
actually means for their speciﬁc fund.
This will enable them to make decisions that
ensure the best outcomes for their members
(i.e. being in a position to retire comfortably)
and will demonstrate actions taken by the
fund to protect their investment portfolios
from climate-related risks.

poses to the global economy as a whole
and how this threat is more pronounced
for South Africa due to a perceived lack of
ﬁnancial resilience. The paper makes a few
recommendations, one of which is for the
development of regulations that assist the
financial sector in identifying, monitoring
and mitigating their environmental and social
risks at portfolio and transactional level.
The TCFD recommendations are suitable
in this regard as they already advise on
how to incorporate climate change-related
risks and opportunities into business
operations. The recommendations can
be a useful tool in helping regulators
formulate the standards needed to rally
corporates in the goal of creating a stable
and sustainable financial system.

© Ashin D Silver / Unsplash
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WHY DO THE TCFD
RECOMMENDATIONS MATTER FOR
SOUTH AFRICA?
S

outh Africa, as a developing country, is particularly vulnerable to
the effects of climate change and there are numerous sectors
underpinning the economy that are susceptible to its impacts.

Sectors such as mining, agriculture and transport, which are responsible
for employing 15% of South Africa’s total workforce, are vulnerable to
the effects of climate change.
Extreme weather events such as droughts, ﬂoods and storms have the
potential to disrupt these industries by damaging infrastructure, result
in crop shortages and make working conditions harsher for labourers,
all of which will have a direct impact on the proﬁtability of companies

It can be argued that people from low-income households, which is a
large portion of South Africans, are disproportionately more at risk of
suffering from the physical risks of climate change.
South Africa is also particularly vulnerable to a transition to a
low-carbon economy. As a country that is still very reliant on fossil
fuels such as coal for both energy (the country generates about 90%
of its electricity from coal) and economic gain, South Africa runs the
risk of being left behind in the process of this transition.

in these industries. This can result in a decline in key economic

With a decline in demand for fossil-fuel reliant products coming

indicators such as Gross domestic product (GDP) and employment.
Over and above the risk this poses to economic output, it also severely
impacts human lives and livelihood as a decline in employment could
lead to increased poverty and crime – social issues that the country is
already grappling with. The risk of extreme weather events, such as
ﬂooding also impacts people living in informal settlements.
Severe ﬂooding in informal townships, for example, can result in the
displacement of thousands of people and, even worse, can claim lives.

from both a consumer and investor market as well as regulatory
shifts away from fossil fuels, South African companies that are
heavily dependent on fossil fuels run the risk of becoming obsolete
in the near future which, once again, has dire implications for the
already fragile state of the economy.
Against this backdrop, it is imperative that South African companies
incorporate the TCFD recommendations in their operations as this
will help them be more resilient to climate-related shocks.
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3. STAKEHOLDER
ENGAGEMENTS ON THE TCFD
FRAMEWORK– COMPANY AND
INVESTOR PERSPECTIVES
Stakeholders across the board recognise that the TCFD framework is not
about simply producing a TCFD report. The essence of the TCFD framework is for
organisations to take ownership of their strategy and to determine how they will
deal with the actual or potential impacts of climate change over the short, medium
and long term.
“Increasing transparency makes markets more efficient, and economies more stable
and resilient.” — Michael R. Bloomberg, Chair of the initial Task Force responsible
for developing the TCFD
The TCFD recommendations are fast becoming global best practice for
institutions who are looking to integrate climate-related risks into their strategic
and operational processes. These recommendations have become an important
framework for public companies and investors around the world as they start to
realise the needs (risks) and benefits (opportunities) from identifying how their
organisations may be impacted by climate change, both now and in the future.
It is therefore important for these organisations, in the South African context, to
have a deep and thorough understanding of what climate change means for the
domestic financial system in an effort to make it more resilient and sustainable
in the future. This article seeks to determine what the level of knowledge and
adoption of the TCFD framework is and what it means for pension funds, asset
managers, public companies and other industry bodies in South Africa.

THE PROCESS OF STAKEHOLDER ENGAGEMENTS

T

he Six Capitals research team tasked with researching and
drafting this report, in collaboration with members from WWFSA’s Sustainable Finance team, engaged with a number of
stakeholders locally to assess the level of uptake of the TCFD
recommendations by South African organisations, whether investors
or companies (see Table 1). The stakeholders included representatives
from both listed companies and investors (including asset managers,
retirement funds, industry bodies and private equity investors).

In these engagements, several aspects of the TCFD framework were
discussed including the level of knowledge and awareness, the value
of the framework, the process of adoption and some successes and
challenges faced in the process. Key takeaways and insights from the
engagements are shared in this article.
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TABLE 1: LIST OF STAKEHOLDERS ENGAGED
ORGANISATION

INVESTOR/REPORTER

CONSTITUENT GROUPING

Allan Gray Proprietary Limited

Asset Manager

Coronation Fund Managers

Asset Manager

EBS Advisory

Advisory/Consultant

Financial Sector Conduct Authority
(FSCA)
Government Employees Pension Fund
(GEPF)

Industry Body
Regulator

IBIS Consulting (Pty) Ltd
Just Share

Advisory/Consultant
INVESTOR

Shareholder Activist Group

National Treasury

Government Institution

Ninety One

Asset Manager

Old Mutual Limited

Asset Manager

Sanlam Investments

Asset Manager

Southern African Venture Capital and
Private Equity Association (SAVCA)
The Association for Savings and
Investment South Africa (ASISA)

Industry Bodies
Industry Bodies

Barloworld Limited
FirstRand Limited
Gold Fields Limited
Investec Bank Limited
JSE Limited

REPORTER

Listed Company

Nedbank Limited
Sasol Limited
Sanlam Limited
Woolworths Holdings Limited
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LEVEL OF UPTAKE OF
THE TCFD FRAMEWORK
The ﬁndings of this report have been set out in the following manner:
Where public companies and investors shared similar experiences, views or
sentiments, the results have been collated into one subsection. In instances
where unique company and/or investor experiences were identiﬁed,
subsections were split out to focus on each unique stakeholder perspective.

13
22

INVESTORS

9

INTERVIEWED
ENTITIES
REPORTERS
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5

7
13

DO NOT REPORT/
INDUSTRY BODIES

INDUSTRY BODIES/
OTHER

2
CONSULTANTS

3

INVESTORS

6

22

REPORT ON SOME
ELEMENTS OF TCFD

3

NO DEDICATED TCFD
REPORT

NO REPORTING
YET

INTERVIEWED
ENTITIES

3
9

DEDICATED TCFD
REPORT

5

REPORTERS

6

REPORT ON SOME
ELEMENTS OF TCFD

1

NO DEDICATED TCFD
REPORT
NO REPORTING
YET
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INVESTOR PERSPECTIVES
It is evident that the investment industry still has some way to go in understanding
how carbon risk impacts their investment approach - the TCFD framework will be
helpful in providing guidance on how to address this matter.

A

t a global level, it appears as if
progress amongst the investor
community has been rather slow.
The most recent 2020 Status Report
released at the end of October 2020 by
the TCFD reported that “asset manager
and asset owner reporting to their
clients and beneficiaries, respectively,
is likely insufficient”.
Broadly speaking, there is already a
degree of integration of the framework
from asset managers locally (focusing on
listed entities) within their investment
processes – this could be a result of
explicit consideration of the framework
with certain aspects integrated or due
to broader ESG themed issues such as
climate risk already being considered.
The Principles for Responsible
Investment (PRI), for example,
introduced TCFD based climate risk
indicators to its reporting framework
in January 2018. From 2020, reporting
against the governance and strategy
indicators in the framework became
mandatory for signatories.
Retirement funds and private equity
investors however are still at the starting
line. There is some uncertainty as to
who should be driving this agenda, if
not everyone in the investment value
chain. What is clear however is that
climate change is something that
cannot be ignored given the increasing
evidence that climate change presents
a significant and material financial risk
to both the local and global economy.

However only 41% have had discussions
relating to climate risk as it relates to
their fund (see Figure 2). 67% of the
participants also indicated that their
Board of Trustees has not yet taken
any action with respect to addressing
climate risk as it relates to their
fund (Figure 3). However, 90% of
the participants said they would like
their fund to be better equipped to
understand and manage its exposure to
climate risk (Figure 4).

Figure 1: Have you thought
about how climate risk may
impact your fund?

37%

(1)

33%
67%

YES

NO

Figure 4: Would you like your
fund to be better equipped to
understand and manage its
exposure to climate risk?

63%

YES

10%

NO

Figure 2: Has your Board of
Trustees had a discussion on climate
risk as it relates to your fund?

ASSET OWNERS
Retirement funds recognise the need to
understand climate-related risks and
opportunities better. According to a
recent 2020 survey (the Pension Funds
and Climate Risk survey) conducted
by BATSETA Council of Retirement
Funds for South Africa (1), 63% of the
participants, which included principal
officers (POs) and trustees, said they
had thought about how climate risk
may impact their fund (see Figure 1).

Figure 3: Has your Board of
Trustees taken any action with
respect to addressing climate risk
as it relates to your fund?

41%
59%

YES

90%

YES

NO

The Financial Sector Conduct Authority
(FSCA) in collaboration with the IFC
(International Finance Corporation)
recently conducted a survey to address
the current sustainable finance practices
and the strategic goals in this regard
for South African pension funds.

NO

BATSETA represents the majority of the Top 100 funds with 75% of assets under management. Survey findings reflected here based on
preliminary survey results. There were 30 participants in the survey.
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The survey had 140 responses
representing just over R3 trillion
in assets under management. These
participants were made up of Principal
Executive Officers (44%), trustees
(7.9%) and other representatives from
the pension fund industry (43%).
Although 73% (102) of the respondents
(funds) stated that they have an
Investment Policy Statement that
includes Environmental, Social and
Governance (ESG) integration, only
10% (14) funds stated that they have
a specific policy that supports green/
climate investment. 52% (73) of
funds would be willing to commit to
increasing their allocation to green
and climate-focused investments. This
not only emphasises the lack of focus
on climate change on the agenda of
pension funds, but also highlights their
interest and urgent need to address the
topic further.

PRIVATE EQUITY INVESTORS
One of the biggest stumbling blocks for
integrating underlying aspects of the
framework in the investment process in the
unlisted space is the investment horizon.
Given that the time horizon for private equity
investments is limited and typically shorter
than that of the listed asset management
space (i.e. 5 to 7 years), the perception is
that the framework isn’t
necessary as climate-related risks and
opportunities will only play out in the
longer-term. While this is not a blanket
approach, it is certainly a mindset that
presents a challenge and one that needs
to change, not only for the purpose of
creating more sustainable business, but also
inﬂuencing the outcome upon exiting an
investment.

ASSET MANAGERS IN THE
LISTED SPACE
Asset managers are further down the
road in their understanding, adoption, and
integration of the TCFD framework in their
decision making and investment process.
Although the framework isn’t always
necessarily incorporated in the investment
process in its entirety, elements have been
useful when climate risk is material to the
company in question.

© Matt Halls / Unsplash
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COMPANY PERSPECTIVE
Although levels of uptake amongst public companies in South Africa are still low,
compared to the investment industry, there has been a much greater uptake of the
TCFD recommendations by public companies over the last 12-18 months

T

his is particularly true for the
banking and extractive resource
industries, where the greatest
level of investor pressure has been
focused to date. The narrative around
climate-related risk disclosure amongst
public companies has rapidly changed
over the course of the last year and has
seen two South African banks and three
South African resources companies
release separate TCFD reports namely:

Investec Bank – Climate Related
Financial Disclosures 2020 Report
Standard Bank – Task Force on
Climate-related Financial Disclosures
(TCFD) Interim Report 2020
Sasol Limited – Climate Change
Report 2020
Gold Fields Limited – Gold Fields
TCFD report and ESG overview 2019
Harmony Gold Mining Company –
TCFD Report 2020
South32 – Our Approach to Climate
Change 2019
Furthermore, over the course of the
last year, five shareholder resolutions
on the disclosure of climate risk have
been tabled at the annual general
meetings (AGM) of various public
companies.
There are some companies that are
reporting on climate risk but are
not yet fully aligned to the TCFD
recommendations. These include:
ArcelorMittal – Climate Action
Report 2019
Nedbank – Addressing Climate
Change 2019
Exxaro – Exxaro and Climate
Change 2020
Although it is encouraging to see
South African companies taking
responsibility by increasing their
reporting and transparency around
climate risks and how they intend on
managing these risks, it is concerning
that only a small number of public
companies in South Africa are currently
reporting against the TCFD
recommendations.

This is particularly important in
the context of South Africa’s global
commitments made to the Paris
Agreement in 2016 in the pursuit of
limiting global temperature increases
to below 1.5 degrees Celsius, given that
South Africa is exceptionally vulnerable
to climate change.

DRIVERS OF THE UPTAKE OF
THE TCFD FRAMEWORK
From an investor
perspective, key driving factors
behind the integration of the
TCFD framework within an
investment process are risk
management and client
demand. Two main driving
factors that have been noted
in engagements with South
African corporates, which
have encouraged companies
to disclose on climate-related
risks, have been stakeholder
and/or media pressure and
risk management. It should
however be noted that the
motivating factors that drive
listed companies reporting on
the TCFD recommendations can
vary greatly, and can depend
on, amongst other aspects,
where organisations operate
and the sectors in which they
operate.

CLIENT DEMAND
Some investor engagements described
asset managers in the listed and unlisted space as mandate takers not makers.
Global clients and Development Finance Institutions (DFIs) in particular
are drivers for the integration of the
framework in the investment process
including the process of assessment,
valuation, monitoring and reporting.
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STAKEHOLDER AND
MEDIA PRESSURE
As indicated above, many public
companies in South Africa have
noted an increase in interest by not
only shareholders, but from various
stakeholders, with regard to the ﬁnancial
disclosure of climate-related risks
and ESG themed issues more broadly.
An increased media narrative around
climate change has also brought this to
the fore. Discussions with companies
around climate-related risk disclosure
have mainly been driven through the
filing of climate risk shareholder
resolutions as well as less public
strategies, which have seen investors
engaging with companies on a oneon-one basis. Based on engagements
with various investors, this approach
appears to work most effectively.
Recommendations relating to strategic
approaches around stakeholder
engagements will be discussed in
greater detail later in this article.

RISK MANAGEMENT
Both South African investors and
companies have highlighted the fact
that the TCFD recommendations have
been particularly helpful for their
organisations in identifying and
dealing with material risks that are
particular to their sector or industry
in which they operate or which they
are analysing. For example, companies
which are high emitters have a greater
interest in disclosing according to
the TCFD recommendations as
climate change risk will pose a greater
material risk to the sustainability of
the business over the long term. In
the same vein, investors would want
to understand these risks in their
assessment of a potential or current
investment and how these risks are
being addressed to better evaluate the
long-term merits of the investment.

The TCFD reporting framework has
not only proven useful to high emitters,
but the majority of reporting companies
and investors engaged indicated that
the framework has proven useful
in managing material risks of the
company. For these stakeholders, the
implementation of the framework has
a broader purpose than merely only a
reporting function as it also informs
the strategic intent of the business.

HOW DO INVESTORS
APPROACH THE
INTEGRATION OF THE TCFD
RECOMMENDATIONS INTO
THEIR INVESTMENT AND
DECISION-MAKING PROCESS?
Analysts will look for climate
information and engage on
such where it is relevant and
material – the TCFD may be
utilised as a guide in their
assessment, not as a tick-box
exercise.
It was emphasised that the TCFD
won’t highlight material risks or
opportunities across all sectors hence
many asset managers do not apply the
framework across the board.
The framework and elements thereof
are applied when it will be helpful in
assessing the investment case and may
be helpful for the company being analysed
to adopt if it hasn’t already done so.
Certain aspects of the framework will
be more helpful for companies within
certain sectors such as financials
(banks for example) or high carbon
emitters. Asset managers need to
assess and engage on issues that are
material to the investment case and the
sustainability of the company or sector
being assessed.
Some asset managers have also addressed
the TCFD framework from the perspective
of their own investment organisations
from a reporting company perspective.
As this is seen as a multi-year process,
the initial reports will by no means
address all aspects of the framework,
however it was agreed that the industry
needs to start somewhere.

HOW DO COMPANIES
APPROACH THE ADOPTION OF
THE TCFD RECOMMENDATIONS
INTO THEIR BUSINESS?
The general consensus amongst public
South African companies that have
started their TCFD journey was that
reporting on the recommendations
needs to adopt a phased-in approach,
which is best tackled by addressing one
or two of the recommendations at a
time. This makes the adoption process
more manageable and less daunting.
This has also been the suggested
approach by the TCFD itself.

THE FOUR PILLARS OF THE
TCFD FRAMEWORK
Broadly speaking, companies
as well as investors have
identified Governance and
Strategy as the two pillars
that have been less challenging
to address compared to the
Risk Management and Targets
and Metrics pillars. Most have
noted that this is due to the
more qualitative nature of the
pillars, which in some instances
might have already been
addressed and/or embedded
in the organisation’s strategy.
The two pillars, Risk Management and Metrics and Targets
appear to be the biggest
obstacle for companies and
investors alike in their process
of reporting and assessment.
From a governance perspective, the
importance of ensuring ESG factors are
on the agenda of boards and management has been emphasised for some
time now, especially given the recent
spate of corporate governance scandals
locally over the last few years. If there
isn’t buy-in and understanding of the
importance of material ESG factors and
the necessity to strategically address
these within an organisation, at both
board and management levels, the
strategy will not be successful. A successful strategy is of extreme importance where climate risk is significant
to the business and the risk of stranded
assets is high.

From a climate risk perspective,
strategy is particularly useful in a
South African context as companies understand the implications of
transitioning from a high carbon to
a low carbon economy. Ideally, the
company-wide strategy needs to be
driven from the top and filtered down
to investment and analyst or employee
level for true integration. Such a level
of integration requires knowledge and
skill at all levels in the organisation.
Other aspects of the framework that
companies and investors grapple with:
• KPIs (Key Performance Indicators)
– Key performance indicators used to
assess progress relative to targets is
difficult to define.
• Scenario analysis - The climate
change scenario analysis is a
significant challenge as there are a
number of assumptions that need to
be made. Some asset managers have
relied on third party research in this
regard, but it has been suggested that
the industry should work together on
this issue.
The investor community requires
more industry and sector specific tools
and guidance to help them in their
assessment of how different climate
scenarios would impact a company as a
result of physical and transition risks.
• Risk management - Climate-related
risks are long term in nature and can
be difficult to quantify. This risk
modelling has been described as
complex and interconnected and not
necessarily an easy fit into existing
risk models.
As noted in the earlier article:
“An Introduction to the TCFD” some
of these challenges are being addressed
by the working groups of the Climate
Risk Steering Committee. These working
groups are addressing the development
of a green finance taxonomy and
governance framework;
co-developing technical guidance,
standards and norms for all financial
institutions and developing a
benchmark climate risk scenario
for use in stress tests by the
financial sector.
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EXAMPLES OF GOOD
TCFD REPORTING PRACTICES
GLOBALLY AND LOCALLY
GLOBAL –
ASSET MANAGERS:

LOCAL –
CORPORATES:

Investec Bank –
Climate Related Financial
Disclosures 2020 Report

Aberdeen Standard Investments –
Task Force on Climate-related
Financial Disclosures Report

© Benjamin Behre / Unsplash
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Newton Investment Management –
Task Force on Climate-related
Financial Disclosures Report

CHALLENGES THAT
CONTRIBUTE TO THE DELAY
IN THE UPTAKE OF THE
TCFD RECOMMENDATIONS
Several challenges were
highlighted by public companies
and investors alike which appear
to be contributing to the delay
in the uptake of the TCFD
recommendations locally. It is
worth noting that some of these
concerns have been raised by
both companies that are already
reporting on the framework as
well as companies that are yet to
start their TCFD reporting journey.

FIRST MOVER FEAR

T

here is an element of concern from
reporting companies around being
a first mover in releasing a TCFD
aligned report. Some stakeholders have
noted that they have been cautious
about aligning their reports to the
recommendations because of fear of
public scrutiny and the perception to
not have been able to address all of the
recommendations in a sufficient
manner. This concern has been
particularly prevalent in the banking
industry where stakeholder and media
pressure has escalated in a bid to
increase transparency around climate
risk, such as the climate risk resolutions
tabled at bank AGMs. However, the
consensus amongst the stakeholders
that were engaged is that applying the
framework is not about the quantity
of information, but rather about the
quality of the information which is
being disclosed. It is however noted
that, at this point, disclosure is still very
generic and qualitative and generally
lacks quantitative targets and metrics.
Recommendations as to how to
address this challenge has been
discussed further later in this article.

REPORTING FATIGUE
This was a challenge raised by both
companies and investors. There are several
reporting frameworks and guidelines that
have been adopted broadly by the industry
such as the UN-supported Principles for
Responsible Investment (PRI), the Code for
Responsible Investing in South Africa
(CRISA), the Sustainable Development
Goals (SDGs), the International Integrated
Reporting Framework, the Global

Reporting Initiative (GRI),
Sustainability Accounting Standards
Board (SASB), the Carbon Disclosure
Project (CDP) and the United Nations
Global Compact. These frameworks
have their own reporting requirements
and intended outcomes. It should be
noted that globally efforts are
underway by reporting-and standard
setting institutions to move towards
a consolidated reporting system. In
September 2020 for example, a number
of these reporting initiatives including
the SASB, GRI and CDP announced a
shared vison and collaboration to move
towards comprehensive corporate
reporting on sustainability issues.
Also, in September 2020, the big four
accounting firms namely Deloitte, PwC,
EY and KPMG have also collaborated
on working towards a common set
of ESG principles and reporting
framework.
Further to this, there is a significant
amount of client or asset owner surveys
enquiring about approaches to ESG
integration in both the listed and
unlisted asset management space.
Such requests for information have
been spurred by the FSCA Guidance
Note 1 of 2019 which provides guidance
to boards of retirement funds on how
to deal with and address the sustainability of investments and assets and
the FSCA’s expectations regarding the
disclosures and reporting on these
issues. Given these onerous reporting
requirements requested on a quarterly
basis, investors need help on where to
focus their attention when it comes to
integrating the framework.
From a reporting company perspective,
one stakeholder raised the concern
relating to year-round reporting
commitments on several reporting
frameworks. These commitments leave
companies running the risk of missing
out on meaningfully implementing or
contributing to sustainability initiatives
throughout their organisation that can
truly drive change. Additionally, both
investors and corporates have noted that
the risk with too many frameworks is
that the essence of what they are trying
to achieve is lost and ESG reporting and
integration then becomes more of a
tick-box approach.
Reporting fatigue as a challenge was
not shared by all stakeholders. Some
stakeholders argue that where risks are
prevalent, such as climate risk, these should
be reported on and disclosed using the
relevant, most applicable frameworks that
add the most value to the organisation.
Report on what is necessary and material,
not on everything just to tick a box.

FOCUS ON SHORT TERM PERFORMANCE
AND INVESTMENT HORIZON
Asset managers believe that clients’ focus on
short term quarterly performance is viewed
as a distraction and a hinderance to focusing
on the long-term risks from
climate change.
When it comes to investment horizon,
some capital allocators who invest over
shorter time horizons believe that climate
change will have little or no impact and is
therefore irrelevant.

LACK OF RESOURCES, SKILLS & TIME
Another common challenge noted by
both companies and investors was that
organisations, smaller ones in particular,
often lack the necessary dedicated resources,
skills and time to address another reporting
framework on top of their existing reporting
frameworks. From an investor perspective,
the integration of the framework, as well as
the application in company analysis, can be
time consuming and does not necessarily
always translate into a value-add in the
investment process. This comes down to
the materiality of the issue in relation to
the company or sector being assessed. With
this in mind, a good understanding of the
framework is important so it can be applied
in the most efﬁcient way. Reporting fatigue
coupled with a lack of time, knowledge and
skill may result in adopting and reporting
on frameworks such as the TCFD framework
with it unintentionally becoming a nuisance,
with the fundamental core principles and
intentions of such frameworks being lost.

THE QUESTION OF ACCOUNTABILITY – WHO
SHOULD BE DRIVING THE UPTAKE AND
ADOPTION OF THE TCFD FRAMEWORK?
It is interesting to note the various
responses to this question throughout our
engagements with stakeholders, which
indicates lack of ownership. It has been
suggested that asset owners should drive
the agenda as asset managers are mandate
takers not mandate makers. It has been
argued that the regulator should mandate
the adoption of the framework when it
comes to companies reporting or else the
uptake will be slow. Other stakeholders
believe it should start at grassroots (i.e.
company) level whereby companies should
take ownership since climate change could
signiﬁcantly impact their sustainability.
Asset managers also have a role to play in
encouraging companies to adopt the
framework as they are the shareholders.
One may conclude that everyone has a role
to play.
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SUCCESSES ACCELERATING
THE UPTAKE OF THE TCFD
FRAMEWORK
Engagements with stakeholders
revealed some examples of
how the adoption of the TCFD
framework, in its entirety or
to some extent, has contributed
to further uptake and awareness.
Some of the successes include
the following:

DRIVING POSITIVE CHANGE

A

sset managers may direct companies
to the framework where they see
it relevant or as a value-add if
the companies in question have not
adopted the framework or are not
aware of it. Or they may engage on
certain aspects where material to
the investment case. Over the longer
term, asset managers have found that
engagements with companies, where
the TCFD framework is relevant, have
been helpful in their analysis and in
influencing companies to adopt the
framework itself.

INTERNAL STAKEHOLDER BUY-IN
A common thread with reporting companies
that have successfully published
dedicated TCFD reports was the level
of buy-in and support from executive
managers as well as support from
broader internal stakeholders throughout
the business. Not only did this make
the adoption of the framework more
successful, but this also aided in the
collection and collation of data points
required to inform the TCFD reporting
process.

UNDERSTANDING CLIMATE
RISK BETTER
The framework has proven to be a
useful tool in understanding and
quantifying climate risk. With this
becoming a global standard and best
practice, companies are increasingly
looking to adopt elements of the
framework and improve on their
reporting to meet increasing investor
demands.

IDENTIFYING GAPS
The four pillars have assisted investors
and corporates alike in identifying gaps
in their approach and understanding of
climate risk.

This is consistent with research
conducted by Marsh & McLennan
Companies’ Global Risk Center and the
CDP: Reporting Climate Resilience:
The Challenges Ahead , where a key
takeaway was “there are significant
gaps between the focus of current climate
reporting by most companies and the
information that must be synthesized
to meet the TCFD recommendations.
Adoption of the recommendations
requires companies to reconsider and
examine how they report on climate
risk.”

AN ALIGNMENT OF THE DATA
As more companies adopt the framework,
there is a shift towards disclosing information
in a consistent and standardised format
which addresses a historical
challenge in the broader ESG space – how
to align the data and to compare companies
on a like-for-like basis.

RECOMMENDATIONS
Engagements with a broad
range of stakeholders have
been helpful in gathering some
learnings that might be valuable
to prospective or existing users
of the framework that are
looking to improve on their
existing strategy process.

STRATEGIC APPROACHES AROUND
STAKEHOLDER ENGAGEMENTS
A helpful approach implemented most
regularly by reporting companies as well as
investors is to engage their stakeholders in
one-on-one engagements, out of the public
eye. One investor noted that engagements
need to be approached in a thoughtful,
structured way which is context based that
takes into consideration the landscape in
which each organisation operates.
Another investor stated that shareholders
or potential allocators of capital that put
companies under pressure to publish a
complete TCFD report are going against
the spirit of the framework. It is a journey
and could take a number of years to address
all relevant aspects accurately.

ADDRESSING “FIRST MOVER FEAR”
Several investor stakeholders pointed
out that TCFD reporting is a multi-year
journey, and as such, reporting companies
are encouraged to not put off releasing
their reports until they are able to
address all the recommendations in
full. One investor rightly noted that
simply because an organisation has
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compiled a TCFD report does not
necessarily translate into them having
addressed all the recommendations.
In their view producing a TCFD report
is not merely a reporting exercise.
Thus, the general view was that
companies should aim to publish what
they are able to address, acknowledge
the gaps in their reports and set public
targets to which their stakeholders can
hold them accountable.
The process of encouraging companies
to publish their reports, irrespective of
whether or not they have been able to
fully address all the recommendations,
can indirectly result in a process of
collaborative learning through various
examples of best practice. Furthermore,
some investors and reporting companies
have highlighted the benefits of being
a first mover such as the ability to
embark on broad consultations with
internal and external stakeholders
which can provide companies with
useful insights. Lastly, what reporting
companies have also found helpful was
being pro-active as opposed to reactive
with regards to the uptake of the
framework.

ADDRESSING REPORTING FATIGUE
AND THE RISK OF TCFD REPORTING
BECOMING A TICK-BOX EXERCISE
Companies should focus on reporting
on what is material to their business as
opposed to trying to report on all the
recommendations, irrespective of the
fact that some might not be relevant to
the business. The framework serves as
more of a general framework that can
act as a guide to companies in disclosing
the relevant, material information to
their stakeholders. This means that
companies should spend their time
reporting strategically and report on
those sections of the framework that
speaks to their company’s material risks.
The view of one investor stakeholder was
that companies may lose credibility
when they report on issues that are not
truly material to their business just
for the sake of reporting. The stakeholder
furthermore emphasized that it is not
so much about trying to ﬁt your organisation
into the frameworks, but rather about how
the framework fits your organisation.

ADDRESSING THE QUESTION OF
ACCOUNTABILITY
One reporting stakeholder suggested
that the accountability of climate-risk
disclosure and the strategic management
thereof should be assigned to a senior

individual within the business such as
a CEO - this approach is increasingly
being used by public companies
globally. Some stakeholders are of the
opinion that unless TCFD reporting
is incentivised in some form in South
Africa, through making a designated
individual accountable for disclosure
for example, the uptake thereof will
continue to lag and not gain any traction.

TRAINING AND AWARENESS
From an investor perspective, there is
a real need for training. It is evident
from the various surveys conducted
that there is a desire from retirement
funds to address climate change within
their investment and decision-making
processes, however little progress is
being made in this regard. Creating
more awareness around the framework
can help address this challenge. Once
retirement funds feel more empowered
when it comes to understanding the
benefit of utilising the TCFD framework
in their investment process, they will
be in a position to have better quality
engagements with their incumbent and
potential asset managers in this regard.
In addition to this, the real value
of such a framework should be
demonstrated by showing the financial
incentive to adopt it - for example
demonstrating that companies that
adequately assess and address climate
change risks and opportunities have
higher risk-adjusted rates of return
over the longer term. This may also be
helpful to address the challenge
of short termism in the investor space,
particularly in the private equity industry
where the risk of climate change may
be perceived as irrelevant over the
shorter-term investment period.
From a company perspective, public
South African companies would stand
to benefit, over the long-term, from
increased levels of resilience and
sustainability. General awareness and
education on the importance and
applicability of the framework can
assist in achieving this objective.
This can be done through industry
initiatives driven by various industry
associations.

ENSURING THE CORRECT SKILLS
ARE AVAILABLE
Boards should reassess if they have
the appropriate skills in place to
ensure that climate-related risks and
opportunities are addressed correctly.

This needs to filter down throughout the organisation to employees such as ESG
analysts and investment teams, to sustainability managers and other employees.

IS THE TCFD
FRAMEWORK A
VALUE-ADD TO
BOTH CORPORATES
AND INVESTORS?
The unanimous response is yes.
With the Paris Agreement aiming for countries to becoming
carbon neutral by 2050, more and more companies and
governments are increasing their commitments to achieving
this goal. As more companies and investors engage on the topic,
the more necessary frameworks like TCFD will become.
From a country perspective, South Africa is at the start of its
journey with respect to the TCFD recommendations, both from
a knowledge and awareness point of view and also from an
engagement, adoption and reporting perspective. But that
doesn’t take away from the recognition of the value the TCFD
framework can add.
As a starting point, the framework is a useful guide that
allows corporates and investors to better understand where to
start when understanding and reporting on climate risk. The
guidance provided by the framework makes climate risks and
opportunities more tangible.
The stakeholders consulted as part of this research project
across the board recognise that the TCFD framework is not
about producing a TCFD report. The essence of the framework
is for organisations to take ownership of their strategy and to
determine how they will deal with the actual or potential
impacts of climate change over the short, medium and long term.
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4. OTHER STAKEHOLDER
NEEDS FROM TCFD REPORTING
IN SOUTH AFRICA
“Climate change is already a measurable global reality and along with other
developing countries, where the impact is more pronounced due to the perceived
lack of financial resilience, South Africa is especially vulnerable to its impacts.”
- National Treasury, 2020, Financing a Sustainable Economy
A key objective of the TCFD framework is to provide different stakeholders
with improved access to climate-related financial disclosures in a more consistent
manner, allowing for better management of climate related risks and ultimately
a more stable and resilient economy.
The nature of climate change and its risks and opportunities impacts a wide
range of industries and therefore broadly speaking, all stakeholders. The interests,
objectives, or agendas of these various stakeholders such as government, labour
and industry associations will determine the specific type of information they seek
to extract from the TCFD framework or engagements on the framework itself. This
article will explore the importance of the framework for these various stakeholders
and aspects of the framework that may be of relevance to them.

GOVERNMENT

A

s noted in the earlier article: “Why do the TCFD recommendations matter for South Africa”, climate change in the South
African context poses real consequential economic, social and
environmental threats. The South African government, with their
stated understanding of the economy’s perceived lack of ﬁnancial
resilience, have acknowledged the measurable global reality of
climate change and the economy’s vulnerability to it. National Treasury has published work on the urgent need to enable a sustainable
ﬁnancial sector in South Africa with more of a focus on sustainable
ﬁnance investment to ﬂow towards building a more climate resilient and a lower carbon economy in its recent paper, “Financing a
Sustainable Economy”. The paper argues that sustainability and the
transition towards a lower carbon economy needs to inform all ﬁnancial decision-making because the cost of pre-emptive solutions are far
less than those of a post-impact remedy. Taking this argument into
account, the South African government should, from TCFD reporting, be able to review ongoing actions taken by reporting organisations, with the objective of measuring the impact of these actions.
The type of useful information government would require from TCFD

reporting would be disclosure from corporates, especially within
vulnerable sectors of the economy, which would identify the type
of risks and opportunities they are exposed to in the context of the
transition to a lower-carbon economy. Incorporating approaches to
climate adaptation and risk reduction to reduce signiﬁcant losses due
to climate change is also vital information. In addition to this,
government should look to mobilise new actions in reaction to
climate change, specifying the impact of such actions on the national
obligation to reduce poverty, inequality and attaining inclusive
economic growth. This is instrumental to government fulﬁlling their
role to provide a conducive environment for sustainable economic
growth.

LABOUR
Some of the fundamental objectives of labour organizations are to
encourage adequate employment opportunities and improve social
protection. Given that labour and livelihoods can also be signiﬁcantly
impacted by the transitional risks of climate change, in the form of
job shedding as a result of changing regulation, adapting to alternative energy sources or shifting consumer behaviour, the TCFD framework
is important to adopt to assist in assessing and understanding
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these risks better and strategically preparing a response for them in
the future. But, the transition to low-carbon economies and societies

hindering progress on industry regulation or reporting. Reporting to
investors takes place frequently and the requirements from each in-

that are climate-resilient can also serve as a catalyst for job creation
and sustainable economic growth. This positive outcome for the
labour market is reliant on deﬁned and speciﬁc policies for job creation, followed by implementation, as well as informed dialogue that
will enable a just transition.

vestor alters the approach of reporting to suit the needs and interests
of the investor. The variety of reporting frameworks available and the
different disclosures required can often result in reporting burden
for reporting bodies. If client or investor mandated, the TCFD would
be able to provide an encompassing and uniﬁed framework for the
disclosure of clear, consistent, and comparative information from a
climate change perspective.

Uncontrolled impacts of climate change can also pose a massive risk
to labour’s investments and ultimately their ability to retire comfortably. Labour, through their retirement funds and union investment
companies, are signiﬁcant investors within different sectors of the
economy. As such, labour’s retirement savings can be exposed to
“brown” energy producers, which may be detrimental to returns over
the long run. Brown energy refers to energy that is produced from
non-renewable sources, as opposed to green energy that is produced
from renewable, non-polluting sources.
Within this context, it is important for labour that corporates report
on the risks of climate change in a precise, comparable and detailed
manner and that investors consider such risks (where applicable) in
their investment processes. Labour’s interest in the TCFD reporting
lies in various aspects of the framework for example how companies,
especially those within transition prone sectors, disclose how they
have identiﬁed risks to social security and adequate employment,
assessed these risks and how these will be managed. The disclosure
of metrics and targets used by corporates to assess climate-related
risks and opportunities in line with their strategy and risk management process can also have a material impact on the very interest of
labour groups.

INDUSTRY ASSOCIATIONS
The stakeholder engagements relating to the TCFD framework
highlighted that industry bodies such as the South African Venture
Capital and Private Equity Association (SAVCA) and the Association
for Saving and Investment South Africa (ASISA) acknowledge the
need for and importance of an overarching reporting framework.
In the absence of an overarching reporting framework, sustainable
ﬁnance initiatives have mainly been driven by industry associations.
These initiatives are primarily voluntary and often sector-speciﬁc.
The Banking Association of South Africa (BASA), for example, has
compulsory Principles for Managing Social and Environmental Risk
that it requires its members to implement. The principles identify the
banking industry’s role in protecting and fulﬁlling of social, economic
and environmental rights. The Code For Responsible Investing in
South Africa (CRISA), which was developed in response to
Regulation 28 of the Pension Funds Act, applies to asset managers
and owners. This code, which has 5 underlying principles, guides
asset managers and asset owners on their approach to responsible
investing. The King Code on Corporate Governance (King IV) requires
governing bodies to exhibit a rationale that incorporates economic,
environmental and social aspects as part of a six capitals model
(ﬁnancial; manufacturing; human; social and relationship; intellectual;
and natural capital) into value creation strategies and operations.
The availability of various reporting frameworks to report against can
result in reporting inconsistencies across industry sub-sectors,
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5. USEFUL SUPPORTING
RESOURCES FOR THE
UNDERSTANDING OF THE TCFD
TITLE

RELEVANCE

LINK

Financing a Sustainable
Economy, National Treasury

The paper recommends future policy actions to promote
the achievement of a more sustainable economy and
industry actions for identifying, understanding and
acting on environmental and social (E&S) risks that
impact on the safety, soundness and stability of the
financial sector.

Link to document

2018 Status Report. The Task
Force on Climate-related Financial
Disclosures

The report provides an overview of the extent to which
companies in their 2017 reports included information
aligned with the core TCFD recommendations published
in June 2017. The report also provides information to
support preparers of disclosures in implementing the
TCFD recommendations.

Link to Report

Final TCFD Recommendations
Report, 2017.

This report sets out the TCFD’s recommendations for
helping businesses disclose climate-related financial
information.

Link to Report

Task Force on Climate-related
Financial Disclosures Overview
Booklet

The booklet provides an overview of the purpose and
mission of the TCFD recommendations, the implementation
thereof as well as an update on progress made during
2019 on companies disclosing climate-related financial
information against the TCFD recommendations

Link to document

TCFD: Good Practice Handbook

This document offers specific examples of different
aspects of effective TCFD reporting across the four
core TCFD elements of governance, strategy, risk
management, and metrics and targets. It draws out good
practice examples from across sectors and geographies.

Link to Handbook

TCFD Implementation: Practical
Insights and Perspectives from
Behind the Scenes for Institutional
Investors

The report is intended to assist asset owners and fund
managers in making better choices to define their climate
change strategies and disclosures.

Link to document

Understanding the impact of a low
carbon transition on South Africa.
A Climate Policy Initiative Energy
Finance Report

This report outlines the measures that South Africa and
its partners can take to reduce climate transition risk,
avoid potential economy-damaging risk concentrations
and in so doing, reduce the costs associated with the
decarbonisation of the South African economy.

Link to document
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Climate-Related Disclosures and
TCFD Recommendations.

This is an academic paper that argues that, to avoid
the risk of inadequate disclosures which capture the
attention of regulators and potential litigants, companies
should be disclosing in accordance with the recommendations of the G20 Financial Stability Board’s Task Force
on Climate-related Financial Disclosures (TCFD).

TCFD Knowledge Hub

Case studies to learn more about how organisations are
using the TCFD recommendations.

Link to Article

Link to Website

Resource Hub Link

Resources to understand and implement the TCFD
recommendations.
Implementing the TCFD
Recommendations

This practical example demonstrates how Verizon
produced its first TCFD report and began implementing
the recommendations of the Task Force on Climate-related Financial Disclosures (TCFD).

Transition risk framework:
Managing the impacts of the low
carbon transition on infrastructure
investments

The framework is set out in three steps, which can be used
independently or combined, to explore transition risks and
opportunities. Each of the three steps highlights practical
actions investors might take in order to manage risks and
capture opportunities. The framework applies this analysis
to an array of global infrastructure asset types.

Link to document

Link to Report
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6. TASK FORCE ON NATURE
RELATED FINANCIAL DISCLOSURE
(TNFD)
Similar to how the TCFD was established in response to climate change,
a new Task Force has been established that focusses on broader nature related
risks. An initiative to establish a Taskforce on Nature-related Financial Disclosure
(TNFD) was announced in July 2020 by a coalition of partners including Global
Canopy, United Nations Development Programme (UNDP), United Nations
Environment Programme (UNEP) Finance Initiative and WWF.
It is supported by financial institutions like AXA, BNP Paribas, DBS Bank,
Rabobank, First Rand, Yes Bank, Storebrand as well as the governments of UK,
France, Netherlands and Switzerland. Other partners have since joined an Informal
Working Group (IWG) with 60+ members, which has started to scope the mandate
and governance of the formal TNFD.

W

WF’s 2020 Living Planet Report found that populations of
wild species have declined on average by 68% since 1970.
The World Economic Forum states that ‘humanity has already
wiped out 83% of wild mammals and half of all plants and severely
altered three-quarters of ice-free land and two-thirds of marine
environment. This catastrophic loss of nature and biodiversity, and
the knock-on consequences for our natural world, are a source of
systemic risk and instability for markets and the ﬁnancial system, and
they already affect countries, companies and ﬁnancial institutions.
“The twin climate change and nature loss crises are affecting our
economies and societies signiﬁcantly, and the dual health and
economic crises of COVID-19 have further highlighted our broken
relationship with nature”, says Margaret Kuhlow, WWF’s Global
Finance Practice Lead and interim Global Conservation Director.
The idea for a TNFD began in January 2019 at the World Economic
Forum’s Davos meeting and has gathered momentum since then
through the efforts of the Partners. AXA and WWF published a
report commissioned by the French Government that called for a
TNFD-like mechanism in May 2019. The four Partner organisations

have since been collaborating around the world to set the basis
for this Task Force through an Informal Working Group (IWG).
A further high-level Roundtable was held at the Davos World Forum
in January 2020.
The IWG will plan a two-year programme of work for the Taskforce,
to resolve the reporting, metrics, and data needs of ﬁnancial
institutions that will enable them to better understand their risks,
dependencies and impacts on nature. In collaboration with the
corporate sector, reporting frameworks will be developed in 2021,
and tested early in 2022 before being made available worldwide.
The TNFD will build awareness and capacity to reduce the negative
impacts of the ﬁnancial sector on nature and biodiversity. It will
increase understanding of the dependencies and impacts that different
business sectors of the economy have, on nature’s ecosystem services.
It will increase recognition within the ﬁnancial sector, of new
nature-positive investment and lending opportunities, as they emerge.
This will be an important and ﬁrst order step towards achieving an
important cluster of the SDGs that are likely to become a future
lens, through which the ﬁnancial sector’s success will be measured.
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