
    

Climate-related risks in financial statements   
Reporting Update 
11 January 2021, 21RU-002 

1 

©2021 KPMG, an Australian partnership and a member firm of the KPMG global organisation of independent member firms affiliated with 
KPMG International Limited, a private English company limited by guarantee. All rights reserved. The KPMG name and logo are trademarks 
used under license by the independent member firms of the KPMG global organisation. Liability limited by a scheme approved under 
Professional Standards Legislation. 

 
Highlights   
• Increasing demand to understand impact of climate risk 
• Regulatory focus 
• Climate risks and how they impact specific industry sectors 
• Accounting and disclosure considerations for financial statements 
• Useful resources 
 

 

“65% of CEOs say it is 
likely that managing 
climate-related risks will 
be a key factor in them 
keeping their job over the 
next 5 years” 

KPMG 2020 Global CEO 
Outlook: COVID-19 Special 
Edition 

 

 

Increasing demand to understand impact of climate risk  
There is growing media focus on the impact of climate-related risk for entities, their 
operations and future viability. While temporarily distracted by COVID-19, media focus 
on this topic is returning and the impacts of climate change and associated risks on 
doing business are expected to be greater and more sustained.  

Entities are turning their attention back to climate change and the related risks 
impacting their future performance and how best this can be managed. Stakeholders 
want to understand how climate-related risks impact an entity and its environment, 
including the business model, strategy and the judgements and assumptions used to 
make estimates. This information is necessary to assess how entities are managing 
these issues and the impact these risks have on an entity’s long-term prospects. 

There is a clear expectation that entities should be considering climate risk when 
preparing their Annual Reports, in both the directors’ report and the financial 
statements. As reported in KPMG’s Towards net zero: How the top Australian 
companies report on climate risk and decarbonisation, 78% of the ASX100 clearly 
acknowledge climate change as a financial risk to business. However only 32% of the 
ASX100 include TCFD or climate risk disclosures in their annual financial or integrated 
report or publish a standalone climate report. This is relatively consistent with what 
we are seeing globally with only 31% of G2501 entities reporting on climate-related 
risks.  

Even if entities determine that based on their operations, climate-related risks do not 
currently have a material quantitative impact on the recognition and measurement of 
assets and liabilities recognised in financial statements, there is an increasing focus and 
expectation from regulators and investors on more information being provided in the 
Annual Report on this topic.  As a result, it is important, particularly for entities 
operating in sectors that are more significantly impacted by climate, to consider the 
disclosures made both in and outside the financial statements and whether climate-
related risk discussions should be featured.  For some entities this will manifest itself in 
climate risk management disclosures in the directors’ report and disclosures relating to 
‘significant judgements’ as well as ‘sources of estimation uncertainty’ affecting specific 
assets or liabilities in the notes to the financial statements. 

 
1 G250 are 250 of the world’s largest companies as defined by Fortune 500 rankings. 

https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
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Regulators are increasingly 
focused on climate related 
disclosures in Annual 
Reports 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Regulatory focus 
Key financial regulators and standard setters have all issued guidance emphasising 
the importance of considering climate change – not just as a matter of corporate 
sustainability disclosed outside of Annual Reports but as a matter that should be 
considered in the preparation of Annual Reports. 

 

Australian regulators have communicated their expectations:  

• The updated ASX Corporate Governance Principles and Recommendations (4th 
Edition) recommendation 7.4 states that a listed entity should disclose whether 
it has any material exposure to environmental or social risks and, if it does, 
how it manages or intends to manage those risks. 

• APRA is developing a climate change Prudential Practice Guide and announced 
they will be undertaking vulnerability assessments of regulated entities, 
specifically considering the impacts of climate change on their balance sheets. 

• ASIC’s regulatory guide, RG 247 Effective disclosure in an operating and 
financial review, (RG 247.66) identifies climate risks as material risks that an 
entity should be considering in its review of operations, financial position, 
business strategies, risks and prospects included in the directors’ report (OFR). 
ASIC also conducted a review of climate risk disclosure practices in the market 
in 2018. ASIC Report 593 Climate risk disclosure by Australia’s listed 
companies issued high level findings and recommendations for listed entities 
including that directors should proactively consider these risks and provide 
entity specific disclosures in the OFR. 

• Prior to COVID-19, ASIC identified climate risk in its key areas of focus for 
financial reports for a number of years – specifically the impacts on asset 
impairments assumptions. We expect climate risk to return as an area of focus 
for ASIC. 

• The AASB and AUASB issued a joint bulletin2, which set expectations for both 
preparers and auditors of financial statements relating to the impact of climate 
risk on the financial statements and provided guidance on how to make 
materiality judgements about climate-related risk disclosures in the financial 
statements. 

 
2 Climate-related and other emerging risks disclosures: assessing financial statement materiality using AASB/IASB Practice 
Statement 2 
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The Financial Stability 
Board formed the Task 
Force on Climate-related 
Financial Disclosures 
(TCFD). The TCFD 
identified 22 specific 
industries that are 
expected to be impacted 
by climate 

The KPMG publication Climate disclosures within the Annual Report – an Australian 
focus provides a summary of the various requirements, recommendations and 
guidelines that govern the preparation of the Annual Report, including financial 
statements, with a focus on identifying where climate risks may need to be 
considered and disclosed – primarily in the directors’ report but also in the financial 
statements.   

Focus on climate-related risks has not been limited to the Australian landscape. For 
example, the UK Prudential Regulation Authority has outlined its expectation for 
how insurers should manage financial risks arising from climate change, and the 
UK Financial Conduct Authority plans to introduce rules which will increase 
mandatory reporting on climate risks.  

Further, the IFRS® Foundation published educational material in 2020 illustrating 
when the effects of climate-related matters may need to be considered in applying 
the principles in accounting standards. It is also currently considering the need for a 
global set of internationally recognised sustainability standards and gauging support 
for its role in developing such standards3.  
This reporting update specifically focuses on the financial statement 
considerations. 

Key climate risks and how they impact specific industry sectors 
In 2017, the first substantial guidance on climate risk to the financial sector came 
from the Taskforce on Climate related Financial Disclosure (TCFD) which was set 
up by the G20 Financial Stability Board. The TCFD identified a broad range of 
climate risks and how they may impact an entity’s income statement, cash flow 
and balance sheet.   

The TCFD issued recommendations that: 
• Identified and described the types of climate risks and their potential financial 

impacts. 
• Identified a list of business sectors most likely to be affected by climate risks. 
• Recommended disclosures covering the areas of governance, strategy, risk 

management and the entity’s metrics and targets. 

The recommendations of the TCFD have been widely adopted globally as best 
practice by entities in all sectors. All Australian and many global regulators 
reference the TCFD to guide considerations on climate-related risk disclosures.  
Based on the most recent Annual Reporting available at 20 October 2020, 58% of 
the ASX100 report using the TCFD framework and a significant number of entities 
have adopted the TCFD guidance when including discussion of climate-related 
risks in the front part of the Annual Report – refer to Towards net zero: How the 
top Australian companies report on climate risk and decarbonisation and Climate 
disclosures within the Annual Report – an Australian focus. 

 

 

 

 

 

 

 
3 The Consultation Paper on Sustainability Reporting was issued with a comment deadline of 31 December 2020. 

https://alex.kpmg.com/AROWeb/document/lfc/AU_Climate_disclosures_within_annual_report_australian_focus/toc/AU_Climate_disclosures_within_annual_report_australian_focus?tocref=
https://alex.kpmg.com/AROWeb/document/lfc/AU_Climate_disclosures_within_annual_report_australian_focus/toc/AU_Climate_disclosures_within_annual_report_australian_focus?tocref=
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://home.kpmg/au/en/home/insights/2020/06/climate-disclosures-annual-report-australian-focus.html
https://home.kpmg/au/en/home/insights/2020/06/climate-disclosures-annual-report-australian-focus.html
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Key impacted sectors 

The TCFD identified the sectors in the following table as those expected to be most impacted by 
climate-related risks.  This list is not exhaustive and other sectors may be impacted.  The nature and 
extent of risk to which an entity is exposed depends on its business model, the assets owned, 
services provided and supply chains – amongst other things. 

 
Source: The above content is based on information contained in TCFD Recommendations of the Task 
Force on Climate-related Financial Disclosures 
 
Types of climate-related risks and potential financial impact 

The TCFD divided climate-related risks into two major categories: (1) risks related to the physical 
impacts of climate change and (2) risks related to the transition to a lower-carbon economy. 

 
Physical risks 

 

Source: The above content is based on information contained in TCFD Recommendations of the Task 
Force on Climate-related Financial Disclosures. 
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Transition risks  

 
Source: The above content is based on information contained in TCFD Recommendations of the Task 
Force on Climate-related Financial Disclosures. 
 

 

Climate-related risks could 
impact recognition and 
measurement of assets and 
liabilities and disclosures 

 

 

 

 

 

 

 

 

Materiality of climate-
related risks is both a 
quantitative and qualitative 
assessment 

 

 

 

Accounting and disclosure considerations for the financial statements 
Key financial regulators and standard setters have all issued guidance 
emphasising the importance of considering climate change – not just as a matter 
of corporate sustainability disclosed outside of Annual Reports but as a matter 
that should be considered in the preparation of Annual Reports. 

Entities need to consider how climate-related risks, including those disclosed 
outside the financial statements (i.e. directors’ report and sustainability reports) 
impact the amounts recognised and the disclosures included within the financial 
statements. 

There is no dedicated accounting standard which requires the consideration of 
climate-related risks. For many entities there are a lot of unknowns and 
uncertainties when it comes to considering the impacts (if any) of climate on the 
recognition and measurement of assets and liabilities in their financial 
statements. Entities will have to make judgements and apply assumptions to 
estimate the impacts of these risks on their financial statements by applying the 
requirements of existing accounting standards. 

Materiality overlay 

Once the specific climate risks an entity is exposed to and the potential 
consequences on performance have been identified, entities should consider 
how material these risks are to their financial statements. 

This assessment is not just quantitative, qualitative factors should also be 
considered. 

Some form of climate-related disclosure may need to be considered for inclusion 
in financial statements where users of the financial statements expect climate 
risks to have a significant impact on the entity as this information could influence 
the economic decisions they make. 
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Depending on the entity, these disclosures may take the form of ‘estimation 
uncertainty’ disclosures that highlight the evolving physical, political or economic 
landscape the entity operates in and the uncertainty surrounding the future 
climate-related implications on the recognition and measurement of assets and 
liabilities at this stage. 

“Entities should apply the concepts of materiality to their specific facts and 
circumstances when considering the accounting and disclosure impacts of 
climate-related risks and revisit them periodically to determine whether 
positions, judgements and assumptions made continue to hold true.” 

Zuzana Paulech 
Partner 

Potential impact of climate-related risks on the Financial 
Statements  

Asset useful lives 

The useful life of an asset represents the period of time the entity expects to 
use that asset.  This is an estimate and gets revised each reporting period. 

How can climate risk impact useful lives?  

The useful lives of assets will be impacted by the decisions an entity makes 
today about the future of those assets based on its response to climate-related 
risks. 

An entity may make a strategic decision to retire or close down an asset before 
the end of its economic life due to climate-related consumer or investor 
pressures, regulatory developments or advancements in carbon neutral 
technologies for example.  We have seen this most recently with some 
Australian energy companies announcing the planned closure of coal-fired 
generation plants in line with their decarbonisation strategies. 

These decisions directly shorten those assets’ useful lives and increase the 
annual depreciation charges.   

Disclosures: 

Key climate-related judgements or assumptions made in determining the 
estimate of useful lives. 

Any sources of estimation uncertainty resulting from climate-related risks. 

Impairment of non-financial assets 

Developments in climate legislation or fundamental shifts in the market demand 
for particular products due to climate may give rise to an indicator of impairment 
for some entities that requires further consideration. It may also impact the 
determination of the discount rate. 

How could cash flows in a recoverable amount model be impacted by climate 
risks? 

Some impacts may be quite obvious, for example the events arising from acute 
or chronic risks related to weather events such as the destruction of a 
manufacturing plant or crop due to bush fires or some other climate event.  
Alternatively, the useful life of an asset may be revised, reducing the period over 
which the asset is expected to generate cash flows.  The more complex 
considerations are related to the transitional risks, some of which are considered 
by way of example below. 

 

Impairment 
indicators 

Discount 
rates 

Cash flows 

Climate change 
could impact: 

Emerging 
technologies 

Regulator/  
legislation 

Consumer  
response 

Investor  
pressure 

Asset lives could 
be impacted by: 
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Climate-related cash flow 
assumptions need to be 
reasonable and supportable 
based on information 
available at reporting date 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Government legislated carbon taxes or levies 

Existing legislation 

Where an entity has an asset in a jurisdiction that has a government-imposed tax 
or levy on carbon, then this “carbon tax” should be included in the cash flow 
assumptions of the related cash generating units (CGU) impairment model. 

In Australia, government legislated carbon taxes or levies on emissions apply to 
a limited number of entities under: 

 The safeguard mechanism which came into effect on 1 July 2016 and was 
established under the Emissions Reduction Fund; and 

 The Renewable Energy Target legislation that primarily imposes a cost on 
energy retailers and incentivises the construction of more renewable energy 
power generation sources. 

Potential new carbon tax legislation 

The introduction of a new carbon tax or levy in Australia, similar to what existed 
under the Gillard Government (from 1 July 2012 and repealed in 2014), would 
represent a significant future cost for certain entities which could result in 
impairment of non-financial assets.  Some entities applying the TCFD framework 
as part of their governance processes and risk management strategies may 
already be scenario modelling potential carbon taxes that could apply in Australia 
sometime in the future.   

The accounting standards require that assumptions used in impairment models 
are reasonable and supportable based on information that is available at 
reporting date.  As a result, even though government-imposed carbon taxes may 
be modelled for TCFD purposes, entities should not automatically incorporate 
them in impairment models.  Consideration needs to be given to whether the 
assumption of a government-imposed carbon tax in a particular jurisdiction is a 
reasonable and supportable expectation at period end. 

Other considerations for cash flow models 

Even if a carbon tax does not exist in a particular jurisdiction, the cost of 
operating in a carbon constrained world should be considered by entities, 
particularly those that are in the more emission intensive sectors.  An entity 
could do this by modelling the expected impacts of carbon related risks on the 
individual line items in cash flow models i.e. sales volumes, prices, maintenance, 
input costs or instead could adjust their cash flows through the inclusion of a 
“carbon price” which represents a proxy that captures the impacts of these 
factors.  It is important to note that the reference to “carbon price” is different 
from a government imposed “carbon tax” or levy discussed above. 

Regardless of the approach used, assumptions made in cash flow models on the 
impact of carbon-related risks need to be reasonable and supportable, based on 
information available at reporting date. 

Some examples of specific cash flow considerations are provided below. 

Costs of making assets less carbon intensive 

An entity may be seeking to reduce its carbon footprint and anticipates an 
increase in maintenance activities or capital spend to achieve this.  Depending 
on whether the entity’s recoverable amount model is based on a Value in use or 
Fair value less costs of disposal and whether these costs: 
• are to maintain the asset or enhance it, and 
• have been committed to or not 

will determine whether these costs and any associated benefits should be 
included in cash flow models. 
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The materiality of climate-
related risk assumptions on 
impairment models should 
be continually reviewed 

 

 

 

 

 

 

 

 

 

 

 

 
 

Going concern assessments 
may be impacted by climate 
related judgements and 
estimates 

 

 

 

 

 

 

 

Impact of climate on revenue and operating costs 

Climate-related risks could impact cash flow forecasts and growth rates in many 
ways, for example: 

• Expectations of a change in demand or global pricing for a product arising 
from Government regulation or consumer pressure to ban its sale due to its 
impact on global emissions – for example, the Australian energy market’s 
progressive move away from thermal coal. 

• Expectations of shifts in consumer preferences for certain products – for 
example the growing demand for “Green Star” rated buildings in the 
construction industry. 

• Expectations of increasing water costs for a business that is heavily reliant 
on water in its production process.  This could arise due to increasing 
expectations of drought conditions and having to pay to transport water to 
specific locations to continue operating. 

• Expectations of increasing maintenance expenditure due to the impact that 
rising temperatures and adverse weather events have on an infrastructure or 
transportation entity. 

Depending on the entity and the sector it operates in, the expected impact of 
climate-related risks on cash flow models may not yet be a material assumption, 
however this should continue to be monitored on an ongoing basis.   

“It is important that entities consider the appropriateness of their cash 
flow modelling against any board approved climate-related strategic 
plans.” 

Zuzana Paulech 
Partner   

Disclosures: 
Key climate-related judgements or assumptions made in determining the 
cash flows included in recoverable amount models, particularly if operating in 
a sector heavily impacted by climate.  

Any sources of estimation uncertainty resulting from climate-related risks. 
Whether and what reasonably possible changes in recoverable amount 
assumptions could result in impairments. 

Going concern 

When preparing financial statements, an entity must consider its ability to 
continue as a going concern for at least the 12 months from the date of 
authorisation of its financial statements. The going concern assessment 
considers all available information as at the date of authorisation. 

How can climate risk impact an entity’s ability to continue as a going concern? 

An entity’s going concern assessment is typically based on forecast cash flows. 
The climate-related factors referred to above for impairment assessment 
purposes should similarly be considered when assessing an entity’s ability to 
continue as a going concern. In addition, the extent to which an entity is 
exposed to climate-related risks may impact on its ability to obtain funding to 
enable it to continue meeting its obligations. 

Financial regulators and banks are increasingly focussed on minimising their 
exposure to climate-related risk and are active in creating initiatives to address 
climate risk. For example, some banks have announced thermal coal screening 
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policies which put an end date on lending to entities which specialise in 
producing thermal coal.  

As a result, entities in impacted sectors need to critically evaluate and reflect in 
cash flow forecasts expectations of both: 

• The cost of borrowing funds in the future; and
• Any barriers to obtain funding connected with financial institutions climate

risk management strategies, either announced or reasonably expected.

Disclosures: 

Material climate-related uncertainties affecting an entity’s ability to continue 
as a going concern.  

Significant judgements, estimates and sensitives involved in assessing going 
concern. 

Financial asset values – expected credit loss (ECL) 

Under AASB 9 Financial Instruments, impairment of financial assets is measured 
as either 12-month ECLs or lifetime ECLs.  If a significant increase in credit risk 
has occurred since initial recognition of the financial asset, then impairment is 
measured as lifetime ECLs.  A significant increase in credit risk is based on the 
likelihood of a default arising over the lifetime of the loan and is a concept 
applicable to longer term receivables.  This is an area of judgement.  The 
measurement of ECLs needs to take into account information about past events 
and current conditions, and forecasts of future economic conditions.  

How can climate risk impact ECL provisions? 

Financial institutions, as opposed to corporates, are more likely to be impacted 
by climate-related risks when considering ECLs as generally longer-term financial 
assets will have greater exposures to climate-related factors.  Actual or expected 
adverse changes in the regulatory, economic or technological environment of 
the borrower driven by climate-related risks could result in a significant change in 
the borrower’s ability to meet its debt obligations.    

A significant increase in credit risk may be influenced, in part, by the entity’s 
broader views on the impact of climate risk on the borrowers’ operations and 
accordingly its likelihood of default.    

Credit risk policies of financial institutions should consider the impact of climate-
related risks on their portfolios, and how these risks are being managed.  It may 
be relevant for these entities to highlight their credit risk policies and 
concentrations of credit risk to sectors more exposed to climate-related risks, 
such as agribusiness or thermal coal producers.   

Disclosures: 
How the entity manages credit risk with respect to counterparties in climate 
exposed sectors. 

Any amounts or risk of loss identified due to climate risk factors.  
The key climate-related areas of estimation uncertainty impacting ECLs. 

Climate 
impacted sector 

Portfolio 
segmentation 

Increased risk of 
default? 

Credit risk 
management 
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Provisions and contingent liabilities  

Provisions are based on best estimates and key assumptions.  Obligations 
related to new laws or regulations are only recognised when the legislation is 
virtually certain of being enacted as drafted. 

How can climate risk impact provisions?   

Restoration and rehabilitation provisions 

Climate risks may bring forward the timing of actions required under obligations 
for rehabilitation and restoration of sites.  Decisions to close a mine site or retire 
a coal fired power station will impact the timing of when restoration and 
rehabilitation needs to occur which may impact the estimate of the costs and 
the amount of recognised provisions.  Similarly, legislation or regulatory changes 
could increase the cost of decommissioning. 

Technological advancements and developments may change what work an 
entity must undertake in order to restore sites and impacts the estimate of the 
provisions recognised where there is sufficient supportable evidence that they 
will occur.   

Insurance claims provisions 

Insurers may need to increase claims provisions for more immediate impacts of 
the acute – and more frequent – climate-related events such as storms, fires and 
floods.   

Litigation provisions  

Entities need to assess whether provisions for litigation or fines/penalties that 
have arisen from climate-related matters need to be recognised. This may not 
only be for those directly impacted by environmental legislation, but also where 
litigation is being brought by investors for not appropriately considering climate 
risks as we have seen recently in Australia.   

If it is determined that no provision is required, then an entity should also assess 
whether any disclosures relating to contingent liabilities need to be made. 

Onerous contracts 

Onerous contract provisions must be recognised where the unavoidable costs of 
meeting obligations under a contract exceed the economic benefits received.  
Climate-related risks may increase the costs of meeting contractual obligations 
and could give rise to onerous contracts that may need to be provided for. 

For example: 

• Expectations of increasing supply chain/transport costs due to climate-
related physical risks may impact the profitability of revenue contracts.   

• Expectations of increasing costs of construction materials driven by their 
carbon intensity (e.g. cement), declining availability (e.g. timber) and market 
pressures to move to more “environmentally friendly” materials could 
impact the profitability of some construction contracts. 

Disclosures: 

Key climate-related judgements or assumptions made in determining the 
estimate of provisions. 

 

 

Restoration

Rehabilitation

Insurance 
claims

Litigation or 
penalties/fines

Onerous 
contracts
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Climate risk may impact the 
amount a market 
participant is willing to pay 
for an asset 
 

 

Financial instrument risk exposures – investments  

Australian accounting standards require an entity to disclose its exposure to risk 
from financial instruments and how these risks are being managed.   

How can climate risk impact investments in financial assets?   

Where investments are held in entities that are highly exposed to climate-related 
risks, these investments may need to be separately disclosed along with the 
entity’s policy for managing or limiting its exposure to certain sectors.  For 
example, a managed investment scheme or superannuation fund may provide a 
breakdown of investments held in climate exposed sectors.   

Investor pressure may result in adopting a policy to exit investments where 
operations are in industries highly exposed to climate risks.  As such, it may be 
relevant to disclose any such exit strategies.  

Disclosures: 

Policies in place to manage price risk and/or concentrations of risk from 
climate and the objectives in managing these risks. 

Changes in risk management policies from prior period as a consequence of 
climate risk. 

Fair value measurement 

Some assets that are measured at fair value may be heavily impacted by 
climate-related risks, for example, biological assets may be heavily impacted by 
physical climate events: droughts, floods, storms and heat.  These climate 
factors will likely influence a market participant’s view of what they would be 
willing to pay for the asset given the climate-related risk uncertainties.  

Disclosures: 

Assumptions used in the determination of fair values, particularly for level 2 
and 3 inputs.  When the fair value of assets is significantly impacted by 
climate-related risks, an entity should disclose how these factors have been 
incorporated into the valuation, including valuation methodologies, 
uncertainties and sensitivities. 

Disclosures of estimates and judgements 

AASB 101 Presentation of Financial Statements requires disclosures of 
assumptions made about the future and sources of major estimation uncertainty 
that have a significant risk of resulting in a material adjustment to the carrying 
amounts of assets and liabilities.   

Entities should consider any significant climate-related judgments and 
assumptions made impacting the recognition and measurement of assets and 
liabilities that would be material to a user’s understanding and disclose details of 
these assumptions and drivers of estimation uncertainty.   

“Although the extent of disclosures surrounding climate-related estimates 
and judgements will vary by entity, they still need to be meaningful and 
specific.  Instead of disclosing that “climate-related factors were 
considered in the determination of recoverable amounts” an entity should 
be specific with what factors were considered such as increasing costs of 
inputs in the production process.” 

Zuzana Paulech 
Partner  

Holding of 
investments 

Market 
perception 

Sector exposure 

Financial risk 
management 
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Many entities disclose climate risks in their OFR or other introductory sections 
of their Annual Reports.  Having made certain judgements, entities may 
determine that existing uncertainties around these climate risks do not result in 
any specific adjustments to amounts recognised in the financial statements.  In 
these circumstances, as the OFR disclosures may have created a certain 
investor expectation, entities should consider whether disclosure of these 
climate-related uncertainties should be made in the financial statements so a 
user can understand on what basis assets and liabilities have been recognised.    

Other financial statement areas 

This reporting update does not contain an exhaustive list of the potential 
financial reporting impacts of climate-related risks. Entities need to consider the 
impact of climate-related risk on their specific facts and circumstances. 

Some other areas to consider include: 

• Inventory obsolescence – Climate-related factors may result in inventory 
becoming obsolete, selling prices changing or inventory costs to complete 
increasing. This may cause inventory to be written down to its net realisable 
value. 

• Recognition of deferred tax assets – The ability of an entity to generate 
future taxable profits may be impacted by climate-related factors. A 
reduction in an entity’s estimate of future taxable profits may impact the 
recognition of deferred tax assets. 
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Resources 
KPMG publications on reporting of climate risks:  

 

Climate disclosures within the 
Annual Report  

A guide to help businesses 
communicate the impacts of climate 
on business models, strategy and 
performance in Annual Reports and 
financial statements. 

 

 

 

Towards net zero: How the top 
Australian companies report on 
climate risk and decarbonisation  

An outline of the key trends in 
climate risk reporting and 
decarbonisation within the ASX100.  

 

Towards net zero: How the world’s 
largest companies report on climate 
risk and net zero transition 

Summarises what good climate risk 
and net zero reporting looks like, how 
the world’s largest companies are 
performing, which companies are 
doing well and what they can teach 
others. 

 

The time has come: The KPMG 
Survey of Sustainability Reporting 
2020 

The survey provides a detailed look 
at global trends in ESG reporting 
including climate. 

 

ASX200 Corporate Reporting Survey 

Highlights take up of climate (and 
TCFD) reporting across ASX200, 
includes interviews with ESG 
investors and outlines their 
requirements as well as explains 
what is going on globally to establish 
an International Sustainability 
Standards Board (starting with 
climate based on the TCFD).  

 

 
 

https://home.kpmg/au/en/home/insights/2020/06/climate-disclosures-annual-report-australian-focus.html
https://home.kpmg/au/en/home/insights/2020/06/climate-disclosures-annual-report-australian-focus.html
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://assets.kpmg/content/dam/kpmg/au/pdf/2020/towards-net-zero-climate-risk-au-supplement.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/towards-net-zero.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/towards-net-zero.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/towards-net-zero.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/the-time-has-come.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/the-time-has-come.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/11/the-time-has-come.pdf
https://home.kpmg/au/en/home/insights/2020/11/asx200-corporate-reporting-trends-2020.html
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Contacts 
KPMG can help you understand the impact of climate-related risks on your Annual 
Report. For more details on how climate impacts your business. 
 
Adrian King 
Partner in Charge 
Climate Change & Sustainability 
avking@kpmg.com.au  
+61 3 9288 5738 

Nick Ridehalgh 
National Leader 
Better Business Reporting 
nridehalgh@kpmg.com.au  
+61 2 9455 9312 
 

Mark Spicer 
Director 
Climate Change & Sustainability 
markspicer@kpmg.com.au  
+61 2 9335 8020 
 

Jason Collins 
Director 
Better Business Reporting 
jasoncollins@kpmg.com.au  
+61 3 9288 6109 

Sarah Newman 
Associate Director 
Climate Change & Sustainability 
senewman@kpmg.com.au  
+61 3 9838 4087  

Glenn Austin 
Director 
Better Business Reporting 
glennaustin@kpmg.com.au  
+61 3 9838 4107 
 

 Kylie Dumble 
Associate Director 
Better Business Reporting 
kdumble@kpmg.com.au   
+61 2 9335 7292 

 
For more details about the financial reporting implications, contact your usual 
KPMG contact.  
 
Zuzana Paulech 
Partner  
Audit and Risk Assurance 
zpaulech@kpmg.com.au  
+61 2 9335 7329 
 

Julie Locke 
Senior Manager 
Audit and Risk Assurance 
jlocke1@kpmg.com.au  
+61 2 6248 1190  

Hayley Pang 
Senior Manager 
Audit and Risk Assurance 
hpang1@kpmg.com.au  
+61 8 9263 4818 
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