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How the TCFD recommendations are 
incorporated into FTSE Russell’s ESG 
Ratings and data model 
 

Background 
In December 2015, the Financial Stability Board chair Mark Carney announced 
the establishment of the Task Force on Climate-related Financial Disclosures 
(TCFD) with Michael Bloomberg as chair. The aim of the task force was to deliver 
a voluntary, consistent climate-related financial risks disclosure framework in 
order to provide material information to investors, lenders, insurers and other 
stakeholders. Institutional investors with more than US$ 25 trillion assets under 
management have subsequently backed the final recommendations of the 
Financial Stability Board’s TCFD.  

The Task Force has continually outreached to companies and investors, and it 
has encouraged industry-specific forums such as the World Business Council for 
Sustainable Development to help implement the recommendations. Early in 
2018, TCFD will launch the TCFD web-based knowledge hub, which will provide 
tools and other implementation resources. 

The TCFD’s final recommendations focus on four core themes: governance, 
strategy, risk management, and metrics and targets. These reflect the type of 
information investors express interest in. While there has been a significant 
growth in disclosure of climate-related metrics, it is also clear that current 
disclosure falls short of what is required to make a fully informed investment 
decision. As noted by Peter Damgaard Jensen (PKA CEO) greater disclosure in 
line with TCFD is “crucial to secure more complete, meaningful, reliable and 
consistent data across all sectors”.  This type of data is critical to inform 
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investment strategies. In the report it sets out that “present valuations do not 
adequately factor in climate-related risks because of insufficient information. As 
such, long-term investors need adequate information on how organizations are 
preparing for a lower-carbon economy”. 

Aligning FTSE Russell’s climate change 
indicators with the TCFD’s recommendations 
Following the release of the TCFD recommendations in June 2017, FTSE 
Russell conducted a full review of its climate-related indicators in order to ensure 
its methodologies and criteria are aligned with the TCFD’s recommendations.  
We have made four major changes: 

 

1. Inclusion of new indicators 
We have added seven new indicators  (included in table 1). These cover: 

• The recognition of climate change as a relevant risk and/or opportunity to 
the business, and the timeframe over which this is assessed 

• How climate-related risks and opportunities are incorporated into 
strategy (mitigation, new products, R&D, etc.) and capital allocated 
(OPEX, CAPEX, M&A, debt) 

• Whether the company has conducted climate scenario analysis and 
described the business impacts of one or more climate scenarios 

• Exploration and production intensity as measured in greenhouse gas 
(GHG) emissions per barrel of oil equivalent (for exploration and 
production, and integrated oil and gas) 

• Refining intensity as measured in GHG emissions per barrel of oil 
equivalent (for refineries and integrated oil and gas) 

• Cement production GHG emissions intensity as measured in GHG 
emissions per ton of cement/cementitious material (for cement) 

• Scope 3 emissions (3 years) split by category type 

2. New sector-specific indicators 
We have also introduced new sector-specific indicators.  We now collect data on 
sector-specific financially material indicators in the following high emitting and 
high impact sectors: oil and gas, electric utility, cement, real estate, metals and 
mining, chemicals, steel, food and beverages, paper and forest products, 
agricultural products, agriculture and investment management (see table 2). 

3. Updated sector categorization model 
We have updated our sector categorization model (high, medium and low impact) 
to more accurately reflect the carbon intensity1 of each subsector. This update 
has, primarily been based on sector average Scope 1 and Scope 2 emissions, 
although we have included certain sectors (e.g. oil and gas, coal mining, autos, 
etc.) where the Scope 3 emissions are significant. We will further refine this 

                                              
1 Intensity was calculated by dividing scope 1&2 by the revenue in US$. 
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model as the quality of Scope 3 data improves, and as our understanding of 
sector-specific emissions evolves. We also plan on accounting for company-
specific information. 

4. Increased indicators that assess medium and low 
exposed sectors 

We have increased the number of indicators that we assess for medium and low 
exposed sectors2. Specifically, we have extended the coverage of 3 indicators 
from high impact sectors to all sectors; these are the independent verification of 
GHG emissions, the independent verification of energy consumption, and 
emissions intensity reduction. We believe all companies should disclose on these 
matters. 

Future recommendations 
The enhancement of our climate change research model is an ongoing process. 
TCFD has been clear that its recommendations will evolve as more organizations 
report on their climate change-related strategies and performance. TCFD has 
also noted that further work is required in specific areas, notably in the metrics 
used for assessing performance (a particular issue for the finance sector) and in 
the assumptions and methodologies used in scenario analysis (which is an issue 
for all sectors). Given the rapid change in the climate change landscape, we 
expect that we will formally review our climate change indicators annually for at 
least the next two years. 

 

Table 1. Examples of FTSE Russell’s ESG Ratings  indicators which are 
aligned with the TCFD’s recommendations 

 
Source: FTSE Russell 
                                              
2 Exposure is based on the materiality of climate change to the specific subsector the company operates in. A greater number of indicators are 
applied to companies which have higher exposure. 
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Table 2. FTSE Russell’s sector specific climate-related material indicators 
(sample) 

Indicator description Subsectors 

Disclosure of Oil & Gas Reserves by type (i.e. Proven, Probable and 
Possible Reserves) 

Total Oil Reserves 

Total Gas Reserves 

Ratio of Oil:Gas 

Oil & Gas: barrels of oil equivalent of reserves 

533 E&P 

537 integrated O&G 

E&P intensity: GHG emissions per barrel of oil equivalent (CO2e / boe) 533 E&P 

537 integrated O&G 

Flaring emissions (CO2e) 533 E&P 

537 integrated O&G 

GHG emissions per megawatt hour (MWh) 7535 Conventional Electricity 

Production capacity by energy type (MW) 

  

7535 Conventional Electricity 

7537 Alternative Electricity 

Cement production GHG emissions intensity: GHG emissions per tonne 
of cement/cementitious material (CO2e / tonne cementitious or cement) 

2353 Building Materials & Fixtures 

Disclosure of fleet fuel efficiency data by the following countries/regions: 
USA; Japan; China – imports; China – domestic production; India; 
Brazil; Russia; EU; Other; Total 

3353 Automobiles 

Mining extraction intensity (CO2e per tonne of ore) 1771 Coal 

1775 General Mining 

Production intensity (CO2e per litre product) 3533 Brewers 

3537 Soft Drinks 

Land to agricultural land conversion rate 3573 Farming & Fishing 

Source: FTSE Russell 
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For more information about our indexes, please visit ftserussell.com. 
 

© 2018 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE 
International Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE TMX Global Debt Capital Markets Inc. and FTSE TMX Global 
Debt Capital Markets Limited (together, “FTSE TMX”) and (4) MTSNext Limited (“MTSNext”). All rights reserved. 

FTSE Russell® is a trading name of FTSE, Russell, FTSE TMX and MTS Next Limited. “FTSE®”, “Russell®”, “FTSE Russell®” “MTS®”, “FTSE 
TMX®”, “FTSE4Good®” and “ICB®” and all other trademarks and service marks used herein (whether registered or unregistered) are trade 
marks and/or service marks owned or l icensed by the applicable member of the LSE Group or their respective licensors and are owned, or 
used under l icence, by FTSE, Russell, MTSNext, or FTSE TMX.  

All information is provided for information purposes only. Every effort is made to ensure that all information given in this publication is accurate, 
but no responsibil ity or l iability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners 
or l icensors for any errors or for any loss from use of this publication or any of the information or data contained herein. 

No member of the LSE Group nor their respective directors, officers, employees, partners or l icensors make any claim, prediction, warranty or 
representation whatsoever, expressly or impliedly, either as to the results to be obtained from the use of the FTSE Russell Indexes or the 
fitness or suitabil ity of the Indexes for any particular purpose to which they might be put.  

No member of the LSE Group nor their respective directors, officers, employees, partners or l icensors provide investment advice and nothing 
in this document should be taken as constituting financial or investment advice. No member of the LSE Group nor their respective directors, 
officers, employees, partners or l icensors make any representation regarding the advisabil ity of investing in any asset. A decision to invest in 
any such asset should not be made in reliance on any information herein. Indexes cannot be invested in directly. Inclusion of an asset in an 
index is not a recommendation to buy, sell or hold that asset. The general information contained in this publication should not be acted upon 
without obtaining specific legal, tax, and investment advice from a licensed professional. 

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, 
photocopying, recording or otherwise, without prior written permission of the applicable member of the LSE Group. Use and distribution of the 
LSE Group index data and the use of their data to create financial products require a l icence from FTSE, Russell, FTSE TMX, MTSNext 
and/or their respective licensors. 

Past performance is no guarantee of future results. Charts and graphs are provided for i l lustrative purposes only. Index returns shown may not 
represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance 
presented prior to the index inception date is back-tested performance. Back-tested performance is not actual performance, but is 
hypothetical. The back-test calculations are based on the same methodology that was in effect when the index was officially launched. 
However, back- tested data may reflect the application of the index methodology with the benefit of hindsight, and the historic calculations of 
an index may change from month to month based on revisions to the underlying economic data used in the calculation of the index.  

This publication may contain forward-looking statements. These are based upon a number of assumptions concerning future conditions that 
ultimately may prove to be inaccurate. Such forward-looking statements are subject to risks and uncertainties and may be affected by various 
factors that may cause actual results to differ materially from those in the forward-looking statements. Any forward-looking statements speak 
only as of the date they are made and no member of the LSE Group nor their l icensors assume any duty to and do not undertake to update 
forward-looking statements.  
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About FTSE Russell 
FTSE Russell is a leading global index provider creating and managing a wide 
range of indexes, data and analytic solutions to meet client needs across asset 
classes, style and strategies. Covering 98% of the investable market, FTSE 
Russell indexes offer a true picture of global markets, combined with the 
specialist knowledge gained from developing local benchmarks around the world.  

FTSE Russell index expertise and products are used extensively by institutional 
and retail investors globally. For over 30 years, leading asset owners, asset 
managers, ETF providers and investment banks have chosen FTSE Russell 
indexes to benchmark their investment performance and create investment 
funds, ETFs, structured products and index-based derivatives. FTSE Russell 
indexes also provide clients with tools for asset allocation, investment strategy 
analysis and risk management. 

A core set of universal principles guides FTSE Russell index design and 
management: a transparent rules-based methodology is informed by 
independent committees of leading market participants. FTSE Russell is focused 
on index innovation and customer partnership applying the highest industry 
standards and embracing the IOSCO Principles. FTSE Russell is wholly owned 
by London Stock Exchange Group. 

For more information, visit ftserussell.com. 

 To learn more, visit ftserussell.com; email info@ftserussell.com; or call your regional  
Client Service Team office: 

 EMEA 
+44 (0) 20 7866 1810 

North America 
+1 877 503 6437 

Asia-Pacific 
Hong Kong +852 2164 3333 
Tokyo +81 3 3581 2764 
Sydney +61 (0) 2 8823 3521 
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