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Introduction

This paper aims to support PwC audit teams in understanding management’s impact
assessment of climate-related risks. The questions below are not an exhaustive list, and

other questions might arise during the course of the audit.

There are 10 questions split into the following 4 categories:

Risk identification process

Risks identified and their impact

Reporting considerations

Impact on the preparation of the financial statements
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Please add your comments in the ‘Management response’ sections of each question and
return the completed paper to your PwC audit contacts.

Please note: In July 2022 the Financial Reporting Council (FRC) and Financial Conduct
Authority (FCA) set out a number of findings from their review of first-year Task Force on
Climate-Related Financial Disclosures (TCFD) reporters, and they listed a number of areas for
improvement in reporting for companies to consider. The FRC’s thematic sets out a summary of
its expectations of effective reporting in the financial statements and TCFD reporting within
Appendix 2 (pages 120 to 128). We encourage management to review these expectations when

preparing disclosures.
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https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf
https://www.fca.org.uk/publications/multi-firm-reviews/tcfd-aligned-disclosures-premium-listed-commercial-companies
https://www.fca.org.uk/publications/multi-firm-reviews/tcfd-aligned-disclosures-premium-listed-commercial-companies
https://www.fsb-tcfd.org/
https://www.fsb-tcfd.org/
https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf

1. What process/processes are in place to identify the relevant climate-related risks that impact the organisation?

For example:

e Are climate risks factored into the principal and emerging risk assessment process?

e Has a specific climate/ESG impact working group been established?

e Are climate risks part of internal audit scope review?

o If a group, does the process cover all subsidiaries? If a subsidiary and the process is at group level, does this appropriately capture the entity?

o How does management check the robustness and completeness of the process?

Please note — this process might sit outside the finance function. If this is the case, please comment on whether/how the finance function is involved in the process.

Management response:
Click or tap here to enter text.
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2. What is the governance over the process outlined in Q1?
Consider:
e How have the processes to manage climate-related risks and opportunities been embedded into governance?

o Who has responsibility for addressing climate-related risk in the organisation? There could be a person with specific ownership of this area (such as a Chief Risk Officer) or there
could be a specific committee set up to address this risk or part of existing established committees.

e How are the board and/or board committees informed about climate-related issues? And do they challenge management (for example, around timeframes of climate change
exposure)?

¢ How is the organisation comfortable with the effectiveness of the governance (for example, relevant skills of individuals involved)?
e Have any external third parties been engaged/involved in these discussions?

Management response:
Click or tap here to enter text.
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Risk/s identified and their impacts

3. What are the climate-related risks (and opportunities) relevant to the organisation? And what are their impacts?

Physical risks are the risks associated with the physical effects of climate change. They can be:

¢ event-driven (acute), such as cyclones, hurricanes, wildfires, heatwaves, plagues, drought or floods; or

» longer term (chronic) shifts in climate patterns, such as: sustained higher temperatures with melting of glaciers and ice sheets causing sea level rise; permafrost melt; chronic heat
waves and desertification; extreme variability in precipitation; land degradation; and changes in air quality.

Transitional risks are those that arise as economies transition towards less-polluting, greener solutions. These include externally imposed risks such as:

o the effect of legal and regulatory requirements or policy changes;

e changes in societal demands;

e advancements in technologies;

o market changes;

and the consequent business decisions taken to respond to such changes. Transition risks have the potential to crystallise suddenly (for example, as a result of policy change).

Please note — for those organisations reporting in line with the TCFD recommendations and preparing scenario analysis', the ‘impact on the business’ will depend on the climate change
scenario chosen. Please describe the chosen scenario in the ‘Description of impact’ column.

Management response:.

Risk name

Risk description

Physical/transitional

Time horizon

Impact on the business

Description of impact

Click or tap here to enter text.

Click or tap here to enter text.

Choose an item.

Choose an item.

Choose an item.

Click or tap here to enter text.

Click or tap here to enter text.

Click or tap here to enter text.

Choose an item.

Choose an item.

Choose an item.

Click or tap here to enter text.

Click or tap here to enter text.

Click or tap here to enter text.

Choose an item.

Choose an item.

Choose an item.

Click or tap here to enter text.

Click or tap here to enter text.

Click or tap here to enter text.

Choose an item.

Choose an item.

Choose an item.

Click or tap here to enter text.

A scenario describes a path of development leading to a particular outcome.” For more information on scenario analysis, please access the TCFD website here: www.tcfdhub.org/scenario-analysis/.
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Reporting considerations

4. Has your organisation made any climate-related commitments? If so, how does the organisation plan to achieve them and by when?

Climate-related commitments include:
o Net Zero — Net Zero refers to the goal of reducing greenhouse gas (GHG) emissions and then balancing what's left by removing an equivalent amount from the atmosphere.

e Science-Based Target initiatives — A Science-Based Target (SBT) is an ambition and plan to reduce GHG emissions in line with what the latest climate science says is necessary
to meet the goals of the Paris Agreement (to limit global warming to well below 2°C above pre-industrial levels and pursue efforts to limit warming to 1.5°C). SBTs aim to close the
gap between the pathways set by existing commitments and the speed and extent of climate action needed for a <2°C pathway.

e Carbon Neutral — Carbon neutrality is focused on buying offsets to reduce GHG emissions to zero.

e Carbon reduction commitments — These are commitments or targets made by an organisation in order to reduce its carbon emissions, other than those made above — for example,
internal targets to reduce carbon emissions by 25% by 2030.

Management response:
Click or tap here to enter text.
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5. Are climate-related risks reported as either principal or emerging risks for the organisation? If not, please explain.

Consider:

“The risks and uncertainties included in the strategic report should be limited to those considered by the entity’s management to be material to the development, performance, position
or future prospects of the entity. They will generally be matters that the board regularly monitor and discuss because of their likelihood, the magnitude of their potential effect on the
entity, or a combination of the two” FRC Guidance on Strategic Reports.

“Risks arising from climate change could include the risks and opportunities facing the entity’s operations from a transition to a low carbon economy, the physical risks to the entity’s
operations posed by climate change, for instance direct damage to assets or supply chain disruption, and could also include the risks that the entity’s operations contribute to climate
related risk. These different types of risk may not be relevant for every entity, but directors should consider each category and report on those that constitute principal risks” FRC
Guidance on Strategic Reports.

Management response:
Click or tap here to enter text.
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https://www.frc.org.uk/accountants/accounting-and-reporting-policy/clear-and-concise-and-wider-corporate-reporting/narrative-reporting/guidance-on-the-strategic-report
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/clear-and-concise-and-wider-corporate-reporting/narrative-reporting/guidance-on-the-strategic-report
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/clear-and-concise-and-wider-corporate-reporting/narrative-reporting/guidance-on-the-strategic-report

6. Does the organisation make external submissions on climate risk— for example, to the ‘CDP’ (formerly the Carbon Disclosure Project)? If yes, please provide
details/link.

The CDP allows organisations to disclose crucial information about their climate-related risks and opportunities to their customers and investors. The CDP is a not-for-profit charity to
assess environmental impacts of businesses and cities across the world. Organisations are able to submit data and self-assessments to the public website to receive a score relating
to the organisation's impact on climate change, which also includes financial quantification of risk and opportunities.

Please note — there are other submissions outside the CDP that organisations make that are related to climate change (for example, the Water Disclosure Project and Forest
Disclosure Project).

Management response:
Click or tap here to enter text.
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7. Is the organisation planning to report in line with TCFD? If yes, please provide details on when this will be reported and whether the reporting will include
scenario analysis.

The FSB TCFD has developed climate-related financial risk disclosures for companies to provide information to investors, lenders, insurers, and other stakeholders. The TCFD
reporting framework has four core disclosure elements and a further 11 recommended disclosures. This reporting framework is being readily adopted by companies and governments.

The UK government has stated that it expects all parts of the economy to report in line with the TCFD framework by 2025. Certain companies? are already required/expected to report
on TCFD.

One of the TCFD recommendations that is likely to have an impact on the financial statements is around scenario analysis. This asks entities to financially model the impact of different
scenarios of climate change on the entity (for example, global temperature increases, including a 2°C or lower scenario). Here, a number of assumptions will be needed, and it is
important for management to consider these when carrying out impairment assessments — particularly under IAS 36, which asks preparers to consider “reasonable and supportable
assumptions that represent management’s best estimate of the range of economic conditions that will exist over the remaining useful life of the asset”.

Please explain how management is comfortable with the robustness and completeness of the scenario analysis process. A way to assess this could be to use the ‘factors to assess in
checking scenario quality’ which can be found in TCFD’s Guidance on Scenario Analysis for Non-Financial Companies (see table C4 on page 30).

Please note: In July 2022, the FRC and FCA published thematic review reports which include a number of key findings and examples of current leading practice in reporting. We
encourage management to review these thematic reviews when preparing TCFD reporting. A summary of the findings from these reports can be found here.

Management response:
Click or tap here to enter text.

2 Premium listed companies (excluding investment trusts), banks, building societies & insurers and pension schemes with assets over £5bn have been required to report since 1 January 2021, and issuers with
standard listed equity and GDRs representing equity under Listing Rules 14.3.27R and 18.4.3R are in scope from 1 January 2022. For more details, refer to the PwC ‘Where do | Start Guide on TCFD".
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https://assets.bbhub.io/company/sites/60/2020/09/2020-TCFD_Guidance-Scenario-Analysis-Guidance.pdf
https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf
https://www.fca.org.uk/publications/multi-firm-reviews/tcfd-aligned-disclosures-premium-listed-commercial-companies
https://viewpoint.pwc.com/dt/uk/en/pwc/climate-related-sector/Climate-related-sector-briefings/Climate-related-sector/Guidance-that-can-be-shared-with-clients-/Can-be-shared-directly/Financial-Reporting-Council-and.html
https://viewpoint.pwc.com/dt/uk/en/pwc/climate-related-sector/Climate-related-sector-briefings/Climate-related-sector/Guidance-that-can-be-shared-with-clients-/Can-be-shared-directly/Taskforce-for-Climate-related-Financial-Disclosures-Where-do-I-start.html

Impact on the financial statements

8. How have the climate-related risks identified been factored into the preparation of the financial statements?

The potential financial implications arising from climate-related and other emerging risks can be wide-reaching. Examples include:

e revision of useful economic lives and residual values of certain assets;

e updating estimates of future cash flows to reflect higher costs associated with generating carbon emissions;

e asset impairment, including goodwill because of increased costs or reduced demand;

e changes in expected credit losses for loans and other financial assets;

e margin impact due to change in business model to accommodate climate targets;

o disaggregation disclosures under IFRS 15 and segment aggregation;

e measurement of decommissioning provisions;

e changes in provisions and contingent liabilities arising from fines and penalties; and

e increased sensitivity disclosures where there is a significant risk of material adjustment to carrying values of recognised assets and liabilities within the next financial year.

In addition to these examples, engagement teams might find it useful to refer to the guidance published by the Climate Disclosure Standards Board for financial statement preparers
on this topic. Its publication includes 12 illustrative examples of how companies might factor climate change into their impairment testing, their accounting for property, plant and
equipment and provisions, and their disclosures around segments and risks. The IASB has also issued educational material on the effects of climate-related matters on financial
statements. We have also issued guidance on the impact of ESG matters on IFRS financial statements for companies to consider.

Please note: Section 8 (pages 87 to 115) of the FRC’s Climate Thematic — Reporting (July 2022) sets out a number of key findings and examples of current leading practice in
reporting in the financial statements. A summary of the FRC’s expectations on reporting in this area can be found within Appendix 2 (page 128). Additionally, section 6 (pages 20 to
21) of the FRC’s Judgements & Estimates Thematic Review (July 2022) includes detail on the FRC’s expectations of companies when factoring the impact of climate change into
estimates.

We encourage management to review these expectations when preparing disclosures. A summary of the key findings from these papers is listed below. Please read the supporting
papers for further detail.

Connectivity with TCFD disclosures — Consider the connectivity between TCFD disclosures and the financial statements, and explain where necessary.
Judgements and estimates — Consider whether disclosure of climate-related significant judgements or assumptions and sources of estimation uncertainty is required by paragraph
122 or 125 of IAS 1, and consider whether information about assumptions with a longer-term effect is required.

e Impairment — Explain how climate-related uncertainties have been reflected in impairment assessments, avoiding boilerplate statements that climate has been incorporated.
Useful economic lives — Ensure that useful lives of assets are appropriate in the context of the climate transition.
Revenue and segment disclosures — The extent of aggregation permitted in IFRS 8 and IFRS 15 depends on whether component businesses have similar characteristics.

Management response:
Click or tap here to enter text.
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https://www.cdsb.net/sites/default/files/cdsb_climate_accounting_1p.pdf
https://viewpoint.pwc.com/dt/gx/en/pwc/in_briefs/assets/effects_of_climate_related_matters_on_financial_statements.pdf
https://viewpoint.pwc.com/dt/uk/en/pwc/in_depths/in_depths_INT/in_depths_INT/Impact-of-ESG-matters-on-IFRS-financial-statements.html
https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf
https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf
https://www.frc.org.uk/getattachment/0243cb06-9f44-4427-af07-879488df7877/FRC-Judgements-Estimates-Thematic-Review_-July-2022.pdf

9. If the organisation has made commitments (Q4), how have these been factored into the preparation of the financial statements?

Commitments can impact the financial statements in various ways — particularly impacting future cash flows and, therefore, impairments, deferred tax, long-term contracts, etc.

The FRC expects companies to “provide clear explanations which help users to understand and compare major commitments such as ‘net zero emissions’ targets or ‘Paris aligned’
strategies, including which activities and emissions are included in the scope of these commitments. It should be clear whether these are aspirational, or currently pursued and
factored into budgets and business plans used when preparing the financial statements” FRC Climate Thematic — Reporting (Nov 2021) (page 9).

For example:

o Consider whether — for public relations/marketing purposes — any commitments were made to selling only those products in a territory that can be reliably sourced with certain
climate targets (for example, carbon-neutral farming). Such a promise could increase input costs. Possibly not all such increases can be passed on to customers. This would
impact the cash flow models used for impairment or other purposes. Similarly, regulation might require certain inputs to meet certain climate targets, resulting in higher production
costs, again impacting the cash flow models for users of those input factors.

o Consider if any commitments have been made to being carbon neutral by a certain date. This might only be achievable by buying carbon offset certificates. While the price of these
is affordable at the moment, it might increase and will depend on other entities’ demand. This creates uncertainty for cash flow forecasts and, to the extent material, will require
critical estimate disclosures with sensitivities, since higher carbon offsetting prices could lead to impairments arising in cash flow forecast models.

o Consider if climate-related opportunities have been appropriately linked to any technological dependencies.

Management response:
Click or tap here to enter text.
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10. If the organisation has conducted climate scenario analysis, how have the assumptions and estimates therein been factored into the preparation of the

financial statements?

A number of assumptions and estimates are likely to be made when conducting scenario analysis, which might include:

assumptions about possible technology responses and timing (for example, evolution of products/services, the technology used to produce them, and costs to implement);
assumptions made around growth rates used in impairment models;

key assumptions on which cash flow projections have been based and management’s approach to determining the value assigned to these key assumptions — in particular, in
relation to goodwill or indefinite-life intangible assets;

recognition of an onerous contract provision for the potential loss of revenues or increased costs postulated in climate-related risk scenarios considered in the best estimate; and
impairment assumptions, or estimates of expected future cash flows, risk adjustments to discount rates or useful lives.

Please note: The FRC encourages companies to ensure that ‘the relationship between assumptions and sensitivities considered in TCFD scenarios, and those in the financial
statements, is clear”. FRC’s Climate Thematic — Reporting (July 2022).

Management response:
Click or tap here to enter text.
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https://www.frc.org.uk/getattachment/65fa8b6f-2bed-4a67-8471-ab91c9cd2e85/FRC-TCFD-disclosures-and-climate-in-the-financial-statements_July-2022.pdf

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this
publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this
publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 2022 PricewaterhouseCoopers LLP. All rights reserved. ‘PwC’ refers to the UK member firm, and may sometimes refer to the PwC network. Each member firm is a separate legal entity. Please
see www.pwc.com/structure for further details.
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