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SUPPORTING ADAPTATION TO CLIMATE CHANGE?

Introduction
Accounting has a key role to play in
accompanying corporates and
financial institutions to adapt to
climate change. Research has indeed
emphasized early on how the power
of financial accounting to shape
corporate behavior is
underappreciated: yet, at a time
when evidence points to the need to
respond to the threats posed by
climate change across businesses,
formal changes to disclosure and
governance requirements as well as
to the assessment of risks are
required.
 
In fact, while investment to fill the
green investment gap has begun,
significant issues have emerged due
to the absence of universal standards
that propels financial institutions to
reduce their exposure to climate
change risks. While companies are
usually focused on adaptation to
short-term economic circumstances
(including regulatory, technological
and market changes), lesser attention
has been paid to adaptation to long-
term changing environmental
dynamics.
 
Standardization shapes corporate
behavior: the consolidation of
environmental ISO standards
 As a preliminary remark, we observe
that a new generation of
environmental management
standards is currently under
development by the International
Organization for Standardization
(ISO). ISO is indeed developing
standards which aim to (i) solve the
lack of eligibility rules and various
definition of “green” in the context of
the development of green bonds 

(ISO 14030 – Green Bonds –
Environmental performance of
nominated projects and assets); (ii)
enable organizations to identify and
disclose the costs and benefits
associated with their environmental
aspects, impacts and dependencies
on natural resources (ISO 14007 –
Environmental management:
Determining environmental costs
and benefits); and (iii) provide
organizations with a common
monetary valuation framework (ISO
14008 – Monetary Valuation of
environmental impacts and related
environmental impacts).
Furthermore, ISO 14097 (Framework
and principles for assessing and
reporting investments and financing
activities related to climate change)
has been proposed by the French
standardization body AFNOR, the
UNFCCC & 2° Investing Initiative in
2017 and will undergo a three-year
long development until it is finally
published. It aims to define
benchmarks on decarbonization
pathways and resilience/adaptation
goals, track progress of investment
portfolios and financing activities
with respect to these benchmarks,
identify best-practice methodologies
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for the definition of science-based
targets for investment portfolios and
develop metrics to track the targets’
progress.
 
Beyond ISO norms, in light of the
recent improvements in climate-
related financial disclosure and given
the crucial role accounting has to play
in unlocking green investment, how
can accounting standards be applied
to climate reporting? Could
accounting standards be adjusted to
encourage climate change
adaptation?
 
From mitigation to adaptation
financial accounting standards
Until now, standards have been
developed in response to the need to
account for carbon emissions, most
notably with the Greenhouse Gas
Protocol Standard (GHG Protocol).
GHG Protocol arose in the late 1990s
when the need for an international
standard for corporate greenhouse
gas accounting and reporting was
recognized. The first edition of the
Corporate  Standard, published in
2001, has been updated with
additional guidance that clarifies how
companies can measure emissions

Figure 1 – The rise of environmental ISO standards, from 1972 to 2018 (Source: Climate
Action in Financial Institutions – Principles for Mainstreaming Climate Action)
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from electricity and other energy
purchases, and account for emissions
from throughout their value chain.
Today, the TCFD recommends
corporates to calculate their
emissions in line with the GHG
Protocol methodology to allow for
aggregation and comparability across
organizations and jurisdictions.
 
The Financial Stability Board’s Task
Force on Climate-Related Disclosure
(FSB TCFD) published in June 2017 a
series of recommendations in the
core elements of governance,
strategy, risk management, metrics
and targets, all underpinned by
supporting recommended
disclosures. More specifically,
recommendation n°2 on Strategy
covers most of the expectations
about the elements companies
should report about future climate-
related issues, taking into
consideration different climate-
related scenarios, including a 2°C or
lower scenario. The purpose of such
information is that investors and
lenders can undertake consistent
analyses of the potential financial
impacts of climate change that are
likely to impact an organization’s

relevant to the way in which the TCFD
recommendations above mentioned
are implemented?   Should IFRS
standards recognize carbon-related
assets for financial accounting
purposes?
 
➞ The risk assessment function: how
to identify climate risks? How do they
influence value-creating activities?
If we take a look at IFRS 9 “Financial
instruments”(issued in 2014) and
effective since January 1st, 2018,
 
it specifies how an entity should
classify and measure financial assets,
financial liabilities and some
contracts to buy or sell non-financial
items, at various stages of in the life
of those assets. The measurement of
expected credit losses associated
with a financial instrument is to be
based on “reasonable and
supportable information that is
available without undue cost or effort
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future financial position (as reflected
in their income statement, their cash
flow statement and their balance
sheet) and appropriately assess and
price climate-related risks and
opportunities.
 
It is worth stressing that the TCFD also
puts greater emphasis on medium to
long term horizons therefore
recognizing that while most weather-
related shocks have been short-lived
and contained, the effects of climate
change are expected to be more and
more persistent and uncertain in
terms of timing and magnitude.
 
Due to the fact that non-financial and
financial institutions and their
strategic positioning are to be directly
affected by climate change and
related changes, such as in
temperature and resource availability,
“there is scope for the accounting
function to support climate change
adaptation” (Linnenluecke et al. 2015).
What role can play international
financial reporting standards (IFRS)
and international accounting
standards (IAS) in climate-related
financial reporting?
 
IFRS/IAS standards: the key to
unlock beneficial change?
Which existing IFRS/IAS standards are

Figure 2 – Climate-related risks, opportunities and financial impact (Source: TCFD, 2017)
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at the reporting date about past
events, current conditions and
forecasts of future economic
conditions”. Under these conditions,
what could the “financial portability”
of a climate-related investment? The
Climate Disclosure Standards Board
has highlighted possible measures
for strengthening the use of IFRS 9 to
support climate-related disclosure,
such as the fact that assessing the
future risk of a financial instrument
should be linked to the whole of the
expected life of the underlying asset
(and not only to the life of the
financial instrument) and that
corporates and financial institutions
should consider asset-specific
forward looking scenarios, in order to
assess the potential future financial
impacts on their activities deriving
from climate change (and test the
long-term resilience of their business
model and strategy).
 
The current debate on the impact of
fair value accounting on long-term
investment addressed by the
European Parliament in its October
2016 Resolution on IFRS 9, shows that
it is of primary importance to
strengthen existing standards to
support climate-related disclosures.
 
Under current IFRS, it is indeed not
possible to give a true and fair view of
the assets controlled by the entity
and therefore avoid artificial income
shifts: including unrealized gains in
profit or loss may indeed lead to
dividend distributions that are
excessive and volatile and not in the
best interest of the long-term
investors; encourage short-termist
behavior and discourage long-term
investment. That is why, in its 2018
Sustainable Finance Action Plan, the
European Commission recognizes the
importance to ensure that accounting
standards do not directly or indirectly
discourage long-term investments:
EFRAG is requested to assess the
impact of new or revised IFRS
standards on sustainable
investments and to explore potential
alternative accounting treatments to
fair value measurement for long-term
investment portfolios of equity and
equity-type instruments.

statements and that is not necessary
to comply with IFRS standards inside
the financial statements. However, in
July 2018, the IASB Board decided not
to develop requirements about IFRS
information provided outside the
financial statements.
 
➞ Others areas for improvement deal
with the possibility to impose a
“green discounting factor” (Bouzidi et
al., 2017), i.e. a climate premium
applied to the discount rate in the
evaluation of an investment project,
more important when the carbon
footprint of the project is greater.
Such a green discount factor would
penalize the value of future flows
calculated today.
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Could it lead to a differentiated
accounting treatment of assets held
with a long term horizon in order to
reduce short term volatility?
 
➞  Other IFRS standards have a key
role to play, such as IAS 36
(Impairment of assets) and IAS 37
(Provisions, Contingent Liabilities and
Contingent assets) are referenced by
the TCFD as being relevant to address
risks and uncertainties affecting
companies.
 
The core principle in IAS 36 is that an
asset must not be carried in the
financial statements at more than the
highest amount to be recovered
through its use or sale: the value of
carbon-related assets could indeed be
overstated in company accounts
where the valuation does not take into
consideration the way in which it
could be affected by climate change.
To assess whether there is any
indication that an asset may need to
be impaired, the company needs to
take into account observable evidence
that the asset’s value has declined
more than would normally be
expected, or changes in the
technological, market, economic or
legal environment that have already -
or might in the near future - adversely
affect the entity. As for IAS 37, the
TCFD considers it contains useful
information on how to deal with risk,
uncertainty and provisions on what
should be disclosed about contingent
liabilities, even where the outflow of
resources to settle an obligation is
remote (as it might appear to be in the
case of climate change). This approach
should therefore be differentiated for
all sectors.
 
➞ It is worth mentioning as well that
several IFRS standards already
address disclosure of risk (i.e. liquidity,
exchange rate and interest rate risks)
but none currently compels financial
institutions to incorporate climate
change information into annual
reports. That is why the IASB
developed a Disclosure Initiative
project detailing whether and when an
entity can provide information that is
necessary to comply with IFRS
standards outside the financial 
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ESSENTIALS- The IFRS Foundation is a not-for-profit, public interest organization established to develop a
single set of high-quality, understandable, enforceable and globally accepted accounting
standards—IFRS Standards—and to promote and facilitate adoption of the standards. IFRS
Standards are set by the IFRS Foundation’s standard-setting body, the International
Accounting Standards Board (IASB).

Annex 1 – A few organizations working on financial and extra-financial reporting

- The European Financial Reporting Advisory Group (EFRAG) is a private association established in 2001 with the
encouragement of the European Commission to develop and promote European views in the field of financial
reporting and ensuring these views are properly considered in the IASB standard-setting process and in related
international debates. The EFRAG ultimately provides advice to the European Commission on whether newly issued
or revised IFRS meet the criteria in the IAS Regulation for endorsement for use in the EU, including whether
endorsement would be conducive to the European public good.
 
- The Climate Disclosure Standards Board (CDSB) is an international consortium of business and environmental
NGOs offering companies a framework for reporting environmental information with the same rigor as financial
information. The CDSB works closely with organizations such as the Global Reporting Initiative (GRI), the
International Integrated Reporting Council (IIRC) and the Sustainability Accounting Standards Board.


