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Assessing Your Company’s Climate Maturity: A
Three-Step Strategy to Address New Climate
Regulations and Disclosure Standards

Businesses can stay on top of new climate regulations and disclosures by approaching their strategy in
three parts. First, take stock of current progress and map your journey forward. Second, ensure proper
C-suite and board oversight. Third, integrate climate risks into enterprise risk management processes.

Environmental risks are prominentin ESG discussions and are increasingly more challenging for
companies to understand, adapt to and effectively manage. That’s due to many factors, including the
unpredictable impacts of climate change, new and proposed climate regulations, and investors’ evolving
expectations on climate disclosures.

Looking across new and proposed regulations globally, it is safe to say that companies should begin to
prepare to align to the Task Force on Financial-Related Climate Disclosures (TCFD) framework if they
have notalready. The 2021 TCFD status report highlighted that over 2,600 global organizations and 12
governments are endorsing TCFD disclosures. Furthermore, if your business is based in the United

States (U.S.) or Europe, you will need to disclose Scope 1 and 2 emissions. The more precarious Scope
3 emissions is also likely be required disclosure.

“The decarbonization of the planet to achieve net zero implies the single biggest reallocation of capital
the global economy has ever seen,” says Aon’s Head of Climate Strategy Richard Dudley. “At the same
time, every firm needs to prepare for and mitigate risks associated with the impacts of climate change.
Aon has built advisory and transactional capability in a range of areas to help clients navigate the
significant uncertainty.”

Map Your Journey Using a Climate Maturity Curve

Aon’s new Climate Maturity Curve (see Figure 1) is an illustrative tool for companies to assess where
they currently stand on their journey towards a robust climate strategy. Business leaders can use the
curve to understand future steps they can take to advance the management of climate risks and
opportunities. Aon’s comprehensive climate advisory solutions can supportclients in each phase of their
journey — whether that is building custom climate risk management processes, planning for climate-
related disclosures or assessing your board’s effectiveness on climate oversight.

Regardless of where yourcompany lies in maturity, it’s important to consider how you plan to progress
your climate strategy in light of evolving regulatory and investor expectations. It's importantto note that
companies don’talways map their journey on the curve in a perfect linear fashion. Sometimes
organizations need to jump around on the curve or start higher and move lower. The pointis to make
progress and advance your strategy.
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Figure 1 — Aon’s Climate Risk Maturity Model

@ Environmental Metrics Tied to Executive Compensation
@ Disaggregate Climate Responsibility

L . @ Value Chain Risk Assessment
**Communication with relevant
internal and external stakeholders is

key throughout the journey** @ Set Science-Based Climate Targets

@ External Utilization of Global Frameworks (e.g., TCFD)

@ Climate Reporting
@ Climate Integration into Overall Enterprise Risk Management
@ Set Environmental Goals and Targets
@ Climate Risk Assessment (Scenario and Impact Planning)
@ External Monitoring for Strategic Alignment
@ Board Oversight and Education
. Environmental Me

Mlanagement Responsibility

stainability Initiatives

@ Environment:

Assess Existing Environmental Impact
Awareness and Practices

Transition from bottom-up Integrate Climate
to top-down approach Determine Goals Strategies

Top-Down Climate Approach

Most companies already incorporate environmental initiatives in their operations to achieve cost savings
and reduce their carbon footprint, such as reducing energy use and conserving water. Taking stock of
what yourcompany is already doing and beginning to develop metrics to measure progress year-over-
year is a good starting point.

An important next step is to ensure proper leadership oversight over climate initiatives. (Click here for
our infographic on establishing C-suite and board of director oversight of ESG.)

Corporate boards should discuss how to formalize board and committee oversight over climate to
enhance accountability. There is pressure on boards to appoint directors with relevant climate
experience and have embedded climate responsibilities into existing board and committee charters to
codify adequate oversight. Ongoing board education is also important here as well. Part of a successful
top-down strategy is ensuring that climate risks and opportunities are well-understood by leaders in a
fast-moving regulatory environment so they can incorporate that into the broader corporate strategy.

Once climate leadership is formalized at the board and senior management level, com panies should
undertake a peer benchmarking exercise to better understand their relative performance on climate
issues, such as their level of qualitative and quantitative disclosure, use of frameworks and goals.
Companies perceived as lagging behind peers on climate oversight will be more vulnerable to
shareholder activism.

Integrating Climate Strategy Across the Organization

Along with new and proposed regulation across the globe, institutional investors increasingly expect
companies to disclose climate-related impacts and risks consistentin publicfilings.In order to create a
comprehensive disclosure aligned with TCFD, companies should consider conducting climate risk
assessments, scenarios and financial impacts to then integrate identified climate risks into existing
enterprise risk management processes.

Once acompany has embedded climate risk into enterprise risk management and taken action to
activate its climate strategy across business operations, the company should consider setting science-
based targets and disclosing to TCFD or other reporting frameworks if they are not doing so already. As
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mentioned earlier, it is expected that TCFD will become a globally recognized climate reporting
framework of choice.

Next Steps

As discussed, we recommend approaching your climate strategy into three areas: Assess yoursteps and
progress on a climate maturity curve, create a process for leaders to be informed of climate risks and
opportunities, and integrate the firm’s climate strategy with its enterprise risk management processes.

Identifying practical steps to progress will make you better suited to manage the ever-changing
regulatory environment and meet investor and stakeholder demands.

Aon’s climate risk, global governance and ESG advisory services have the expertise to help your
company move up the climate risk maturity curve and make timely, transformative and sustainable
decisions. To speak with one of our experts about this topic, please write to humancapital@aon.com.
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About Human Capital Solutions

Aon's human capital business provides leaders with a powerful mix of data, analytics and advice to help
them make better workforce decisions. Our team, spanning 2,000 colleagues in more than 30 countries,
includes the firm's rewards, talent assessment, and performance & analytics practices. To learn more,
visithumancapital.aon.com.

About Aon

Aon plc (NYSE: AON) exists to shape decisions for the better—to protect and enrich the lives of people
around the world. Our colleagues provide ourclients in over 120 countries with advice and solutions that
give them the clarity and confidence to make better decisions to protect and grow their business.

This article provides general information for reference purposes only. Readers should not use this article as a
replacement for legal, tax, accounting or consulting advice that is specific to the facts and circumstances of their
business. We encourage readers to consult with appropriate advisors before acting on any of the information
contained in this article.

The contents of this article may not be reused, reprinted or redistributed without the expressed written consent of
Aon. To use information in this article, please write to our team.

© 2022 Aon plc. All rights reserved
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