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Context 
Mark Carney, Governor of the Bank of England, identifed climate  
change as a systemic risk to the global economy. In his capac
ity as Chair of the Financial Stability Board, he established the 
Task Force on Climate-related Financial Disclosures (TCFD). In  
2017, the TCFD published its fnal recommendations for volun
tary disclosures on climate change impacts. The purpose of the  
recommendations was to develop climate-related fnancial dis
closures to provide better information to investors, lenders and 
insurance underwriters in an efort to improve the understanding  
of climate-change-related matters.  

-

-

-

Diane Larsen is a partner  
in EY’s Global Professional  
Practice with more than  
30 years’ experience. Her  
role as an audit partner  
afords her a unique  
perspective on the Task  
Force. We sat down with  
Diane to better understand  
how climate -related issues  
may impact fnancial  
statement audits. 
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1.  What were your initial reactions when you were asked to participate in the Task Force? 

My background is in fnancial audit, so serving as an audit partner at EY for the past 30 years,  
climate change was not something that was on my radar professionally. I struggled with the def
nition of climate change and didn’t understand how climate-related risks or opportunities could  
ever be so material and meaningful that they would be disclosed in a company’s fnancial state
ments. I naively thought climate change was primarily referring to weather patterns.  

-

-

I was the only fnancial auditor from a Big 4 accounting frm asked to be on the Task Force; the  
other representatives came from sustainability backgrounds. So I brought a diferent, but equally  
important, viewpoint based on my experience in fnancial statement preparation.  

2.  What have you learned by participating on the Task Force?  

Upon joining the Task Force, I gained a better understanding of what climate change is and how  
it can manifest itself in countless industries. I also became much more knowledgeable about the  
global transition to a lower-carbon economy and what that could mean to companies. Not only  
does climate change impact the obvious sectors like energy and transportation, but it also has a  
signifcant infuence over less apparent sectors like consumer packaged goods and real estate.  

For now, the TCFD recommendations include supplemental guidance for banks, insurance compa
nies, asset managers and asset owners. Outside of fnancial industries, supplemental guidance is  
focused on the more notorious industries in terms of greenhouse gas emissions, energy usage and  
water: energy, transportation, materials and buildings, and agriculture, food and forest products.  

-

Through my involvement on the Task Force, I’ve become more knowledgeable about the ways in  
which the efects of climate change can signifcantly impact a business. For instance, a coal pro
ducer needs to consider the implications to their business model, as there is a strong movement to  
limit the global temperature rise to 2 degrees Celsius under the Paris Agreement. Investors need  
to be aware of the potential impact climate change could have on their anticipated returns. For  
instance, investors in a hotel chain might want to understand how the organization considered the  
role of extreme weather and coastline erosion in their long-term business modeling and strategic  
planning eforts. 

-

3.  Did views difer between preparers and users represented on the Task Force? 

As the Task Force is made up of preparers of fnancial information, such as CFOs and controllers,  
and users of fnancial information, including private equity, banks, and pension and money manag
ers, I’ve gained an appreciation for the inherent confict between the two groups. I recognize that  
users have high expectations on the level of disclosure, which naturally conficts with preparers,  
who critically challenge the right level of disclosure when considering materiality and competitive  
disadvantages. 

-

Recognizing this confict, the TCFD agreed that the governance and risk management-related dis
closures that were developed should be considered as baseline disclosures that should be made in  
fnancial flings regardless of materiality. By contrast, the recommended strategy and metrics and  
targets disclosures should occur in fnancial flings if determined to be material. Creating baseline  

-



3 

Climate Change Risk, Disclosure and the Evolving Role of Auditors

disclosures was in line with the TCFD’s remit to enhance the overall extent of climate-related mat-
ters being disclosed. 

4.  What are some of the key issues related to the TCFD recommendations that could impact fnan-
cial statement audits?  

The TCFD recommendations strongly encourage companies to perform scenario analysis. Scenario  
analyses allow organizations to incorporate the potential efects of climate change in their strategic  
planning processes. Properly executing this analysis requires sustainability teams to have a clear  
line of communication to the organization’s fnance teams, which is often not the case; many times  
these functions are siloed. It’s critical for companies to move forward in a more integrated manner  
in order for the company’s climate change scenario analysis to be aligned with its fnancial analysis.  

Additionally, the current planning and scoping tasks undertaken in a fnancial statement audit  
should consider an evaluation of the risks and opportunities associated with climate change — in  
particular for those industries likely to be highly afected such as the energy, transportation, mate
rials/building/agriculture, food and forest products industries. 

-

5.  Why does this matter for fnancial statement auditors?  

For fnancial auditors, awareness and understanding of climate change issues is key. The TCFD  
recommendations should help companies and their audit committees understand what climate 
change is and how it can create risks and/or opportunities. This in turn should lead to an assess
ment to determine whether the risks and/or opportunities are material, thus warranting disclosure.  

-

Auditors should become knowledgeable of these matters as they gain an understanding of the  
company they are auditing. I believe it’s important for climate-related matters to be formally built  
into the training program for people who are pursuing an accounting designation and auditing  
career. Education will be critical to eliminate the belief that climate change is simply a “social” issue  
and one with only long-term implications.  

The auditing profession plays a critical role in promoting robust, transparent and accurate fnancial  
reporting. The TCFD recommendations and related guidance serve as an important educational tool  
and a good starting point for auditors to understand the risk management and performance implica
tions related to climate change.  

-

CPA Canada is developing guidance and training programs to help our members respond to increas-
ing demands for climate-related disclosure in alignment with the TCFD recommendations. For more  
information, visit:   www.cpacanada.ca/climatedisclosure. 

http://www.cpacanada.ca/climatedisclosure
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Comments 
Comments on this publication, or suggestions for future publications should be sent to: 

Rosemary McGuire CPA, CA 
Director, External Reporting & Capital Markets 
Research, Guidance and Support 
Chartered Professional Accountants of Canada 
277 Wellington Street West 
Toronto ON M5V 3H2 
Email: rmcguire@cpacanada.ca 

Sarah Keyes CPA, CA 
Principal 
Research, Guidance and Support 
Chartered Professional Accountants of Canada 
277 Wellington Street West 
Toronto ON M5V 3H2 
Email: skeyes@cpacanada.ca 

DISCLAIMER 
This publication was prepared by the Chartered Professional Accountants of Canada (CPA Canada) as non-authoritative  
guidance.  CPA Canada and the authors do not accept any responsibility or liability that might occur directly or indirectly as  
a consequence of the use, application or reliance on this material. 

Copyright © 2018 Chartered Professional Accountants of Canada 

All rights reserved. This publication is protected by copyright and written permission is required to reproduce, store in a retrieval  
system or transmit in any form or by any means (electronic, mechanical, photocopying, recording, or otherwise). 

For information regarding permission, please contact permissions@cpacanada.ca. 

mailto:permissions%40cpacanada.ca?subject=
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