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Key reminders

» The views of third parties set out in this presentation are not necessarily the views of the EY
organisation or any of its member firms. Moreover, they should be seen in the context of the time
they were made

» This material has been prepared for general informational and educational purposes only and is
not intended, and should not be relied upon, as accounting, tax, legal or other professional advice.
Please refer to your advisors for specific advice

» Neither the EY organisation nor any of its member firms thereof shall bear any responsibility
whatsoever for the content, accuracy, or security of any third-party websites that are either linked
(by way of hyperlink or otherwise) or referred to in this presentation
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Why do the
disclosures matter
NOW?




Why do the disclosures matter now?

Expectations from the stakeholders, in particular

investors and regulators

WHY?
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Climate-related Material from a The financial Consistency
matters may qualitative statements (FS) between the FS
impact a perspective need to be and info outside
number of frequently of the FS
accounting updated to reflect
areas the evolving
sustainability
commitments
including climate-
related matters
e
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Types of climate-related risks

Transition risks Physical risks
The transition to a lower-carbon global Climate change which can be event-driven
economy (acute) or longer-term shifts (chronic)

Law and regulations Acute

Market

Reputation

Page 6 27 November 2023 How do climate-related matters affect financial statements? EY




Potential impact of climate-related risks on financial
statements
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Strategic planning and
risk management

Compliance with new laws
and requlations

New green substitutes and
technology

Complexities to go green

Shift in supply and
demand

Supply chain affected

Disruption to operations

Change in business model
or strategy

27 November 2023

Potential impact on FS

« Going concern assumption

« Judgments and estimates
notes

* Impairment of assets

» Useful lives and residual
values of assets

» Capitalisation of costs

* Net realisable value (NRV)
issue on inventories

e Fair value measurement of
assets and liabilities

» Provisions and contingent
liabilities

» Expected credit losses (ECL)
measurement
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lllustrative examples by industry
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Clothing Supply disruption

Extractive Portfolio rationalisation

Bank Decrease in creditworthiness of
clients in certain sectors

Agriculture Crop vyields affected

Airlines Transition to low-carbon emission

aircraft
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* NRV of inventories
Provision for onerous
contracts

Impairment of assets
Useful lives of assets
Decommissioning provision

ECL on receivables

Impairment of assets
Provision for onerous
contracts

Impairment of assets
Useful lives of assets
Residual value of assets
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lllustrative examples by industry

Industries Examples of risks and Potential impact on FS
opportunities

Consumer Transition to recycled plastic * Impairment of assets
products packaging  Useful lives of assets

Real estate Certain housing areas prone to « NRV of unsold completed

flooding property
» Recoverability of property

development costs

. Industries Imposition of an emission tax and * Impairment of assets
1| with high transition to renewable energy * NRV of inventories
—o | energy * Provisions
consumption, * Useful lives of assets
e.g., retail - Capitalisation of costs
e
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How should the
disclosures look like?



Examples of climate risks disclosures

lllustration 1 - Significant judgment and key estimates note:
EasyJet Plc - 2022 annual report (Airline sector)

Goodwill and landing rights - £523 million (2021: £533 million) (note 10)

It is management’s judgement that there are two separate cash generating units which generate largely independent cash flows, these
being ea 's airline route network and its holidays business. The rec ble amount of goodwill and landing rights has b

determined based on value in use calculations for the airline route network cash generating unit. The value in use is determined by
discounting future cash flows to their present value. When applying this method, easyJet relies on a number of key estimates including
the ability to meet its strategic plans, future fuel prices and hange rates, long-term economic growth rates for the principal countries
in which it operates, and its pre-tax weighted average cost of capital. Strate ans include assessments of the future impact of climate
change on easylJet to the extent these can be estimated. This includes, for example the future estimated price of ETS permits, the
phasing out of the free ETS permits from 2024, the expected price and quantity required of Sustainable Aviation Fuel usage and fleet
renewals. The impact of longer-term climate change risks that are not part of the strategic plans have been considered as part of the
stress testing and plausible scenarios modelled.

Fuel price and exchange rates continue to be vmaﬁm nature andﬁe ability to pass these changes on to the customer is a critical

judgement that requires estimation. The assuinptions used are sensitive ta significant changes in these rates. In addition, assumptions
over customer demand levels could have 4 significant effect on the 1 npairn ent assessment performed. Any future events that would
lead to extended travel restrictions or fieet grouvnding may impact fut Jre impeirment or useful economic life assessments. The stress

How does it impact? What does it impact?
Future estimated price of Impact of ETS is included
Emissions Trading System in the discounted cash
(ETS) permits and phase flows for the calculation

out of free ETS permits of value in use

J
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Examples of climate risks disclosures

lllustration 2 - PP&E:
National Grid - 2022 annual report (Utility sector)

t and equipment

play in t ithway 1o achieving the gresnhou

the year, | . in New York and Ma | J
I'I I -I I;. II..:r :“I' I |r:w .Il -'.rl 4[]

Incranse n depreciation eapense for
the year ended 31 March 2023

MNew York New England
Cm Em

186
20
a2

( How does it impact? \

Legislation to increase
electrification and
downsize gas networks
may shorten the useful
lives of certain assets J

/ What's the impact? \

Sensitivity analysis of the
impact on depreciation due
to shortened useful lives:

Useful Increase in
lives depreciation
(limited (Em)
to) New New
York England
2050 185 54
2060 90 21
2070 42 3 /
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Examples of climate risks disclosures

lllustration 3 - Impairment of non-current assets:
Tesco Plc - 2023 annual report (Retail sector)

Note 14 Impairment of non-current assets
Value in use
Retail

profile of the Group's fuel business

( How does it impact the entity? What's the impact?\
Investments in technology to aid net zero Additional climate
commitments, costs associated with replacing assets change assumptions
with environmentally-friendly options and pricing incorporated into the

\ and demand uncertainty over its fuel business J \impairment modelling)
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Examples of climate risks disclosures

lllustration 4 - Impairment of non-current assets:
Shell Plc - 2022 annual report (Energy sector)

How does it affect the \
entity?

Price sensitivities using climate price lines

Commodity price outlooks
influenced by pace of
growth of low-carbon

solutions and future supply

k and demand /
/ What's the impact? \

Commodity prices under
1.59C to 2°C climate
change scenarios:

a potential impairment of
S4-6 billion on gas assets
and $1-2 billion on

upstream assets /

e
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Examples of climate risks disclosures

lllustration 5 - Forestry assets Level 3 fair value measurement:
Mondi Plc - 2022 annual report (Containers and packaging sector)

The following assumptions have

- The net selling price, which Is defined as the selling pri

’ . ¥ ’ 14 P , #ler g F r
price is based o rcl=[ v transactions and Is influence

orice ed ranned
ANITH

Vv

|'r--. M\
species, |

mpact of

n increase in the severnty and ire

NS I .'!'-r roc * ir

How does it impact? h What's the impact? h
Water scarcity, fire risks and increase Inputs into fair value measurement
in the severity and frequency of (risk premium and conversion
\_ extreme weather events J factor) adjusted for such risks )
e
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Examples of climate risks disclosures

lllustration 6 - ECL assessment:
ABN AMRO Bank N.V. - Integrated Report 2022 (Financial services sector - banking)

/ What's the impact \

Additional overlay of €34
million in the ECL assessment
of corporate loans portfolios
to reflect potential
deterioration of
creditworthiness /

Credit risk overview section

How does it impact the \
entity?

Impact of government
measures to reduce nitrogen
emissions on clients in the
livestock farming business /

e
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Examples of climate risks disclosures

Illustration 7 - ECL assessment:

National Australia Bank Limited - 2022 Annual Report (Financial services sector -

banking)

NOTE 19 FINANCIAL RISK MANAGEMENT

Credit risk section

ESG risks

The( s exposed to ESG and other emerging risks. The following items ar g of how these risks may impact

f climatic events could impact customers’ ability to service theirioans or t

current) may im pact customers -E{C-I:'T_a (8
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/ How does it \

impact the
entity?

Increase in credit

his may impact the

risks due to
frequency and

severity of
climatic events /

/What's the impact\

Specific credit
impairment
provision of S14
million to account
for potential
impact of Lismore

floods /

e
EY




Examples of climate risks disclosures

lllustration 8 - Decommissioning provision:
Rio Tinto Plc - 2022 annual report (Extractive sector)

14 Close-down and restoration provisions

Impact of climate change on our business - Close-down, restoration and environmental cost

The underlying costs for closure have been estimated with varying degrees of precision based on a function of the age of the underlying asset
and proximity to closure. For assets within ten years of closure, closure plans and cost estimates are supported by detailed studies which are
refined as the closure date approaches. | hese closure studies consider climale change and plan for resilience 1o expecled climate conditions
with a particular focus on precipitation rates. For new developments, consideration of climate change and ultimate closure conditions are an
important part of the approval process. For longer-lived assets, closure provisions are typically based on conceptual level studies that are
refreshed at least ev rs; these are evolvi reater consideration of forecast climate conditions at closure.

Closure cost composition as at 31 December

D ning, decontamination and demolition

m water ma nag

e monitoring
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How does it affect the
entity?

Precipitation rates
affecting closure
conditions /

What's the impact? \

Extent of restoration
costs updated to reflect
the latest closure studies
which incorporated the

impact of climate

K conditions /

EY




What's next for you
as an AC member?



What's next for you as an AC member?
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- » Governance: Does the current governance structure of
S ESG reporting cover oversight of disclosures of climate-
~o related matters in the financial statements?

\ » Controls: Should there be additional internal
\ controls over financial reporting or disclosure
\ controls to support the preparation of robust

. \ disclosures in the FS?
Questions \
|
you may |
aSk | » Policies and procedures: Are there policies and
,' procedures in place to drive a coherent set of

, disclosures on climate-related matters, including
/ the FS?

R » Engagement with external auditors: How have the
_- auditors considered the impact of climate-related
o matters in their audit?

-
__—’
=
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Resources

Accounting
for Climate
Change

Updated Auqust 2023

EESIFRS

LRa————"
Educational material

Effects of climate-related matters on financial statements
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Please scan the QR code to get a copy of
the EY publication on “Applying IFRS -
Accounting for Climate Change
(Updated August 2023)"

For other EY publications, please visit
https://www.ey.com/en_gl/ifrs-technical-
resources

Please scan the QR code to get a copy of
IFRS educational material on the effects
of climate-related matters on financial
statements
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EY | Building a better working world

EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strateqgy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.
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