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Climate Change and
Sustainability Services

What climaterelated risks is
your organization
prepared for?

Climate-related risks and
opportunities have grown in
prominence over the last few years
in response to investor demands,
regulatory developments and
increasingly extreme weather
events. According to Does your
nonfinancial reporting tell your
value creation story?,1 47%
of investors would reconsider
investment based on climate risks.
To respond, businesses should
be better informed on potential
climate-related financial risks,
and how they can better manage
and communicate their climaterelated risks.

The better the question.
The better the answer.
The better the world works.

While the topic of climate-related risks is becoming more and more prominent,
many organizations do not have a clear understanding of the range and
magnitude of potential financial impacts resulting from climate change in the
short and long term. This is because climate risks are inherently more complex
and long-term in nature than most traditional business risks. This can contribute
to a lack of clear understanding and measurement capabilities to assess the
potential impacts on an organization’s operations and performance.
This is a message reflected in the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations, which urge organizations to take account of
climate-related issues and disclose the financial impact that climate risks have, or
could have, on their business.
To solicit decision-useful, forward-looking information on financial impacts of
climate-related risks and opportunities, organizations should be conducting a
climate-related scenario analysis.
EY Climate Change and Sustainability Service (CCaSS) teams can support
organizations as they develop and implement their climate risk strategies,
including their scenario analysis.

“Does your nonfinancial reporting tell your value creation story?,” EYG, www.ey.com/
en_gl/assurance/does-nonfinancial-reporting-tell-value-creation-story, accessed
November 2018.
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What is scenario analysis
and modeling?

A scenario analysis approach allows organizations to explore some of the impacts of
different climate futures on sectors of the economy, the scale of change and (modeldependent) the timing of change. Climate scenarios do not predict the future: rather,
their purpose is to offer alternative views of future climate trajectories that:
• Deal with outcomes that are highly uncertain, medium to long term, with the
potential for complex and substantial disruptive effects
• Enhance organizations’ strategic conversations about the future by considering
scenarios where climate-related impacts can be significant
• Assist organizations to frame and assess the potential range of plausible business,
strategic, and financial impacts from climate change and policy
• Assist investors in understanding the robustness of organizations’ strategies and
financial plans, and in comparing risks and opportunities
Scenario analysis involves:
• Understanding how organizations should identify their climate change risks and
opportunities, including both transition risk and physical risk
• Identifying and defining a range of scenarios, including a 2°C scenario that
provides a reasonable diversity of potential future climate states
• Evaluating the potential resilience of their strategic plans to the range of scenarios
• Identifying options for increasing the organization’s strategic and business
resilience to plausible climate-related risks and opportunities through adjustments
to strategic and financial plans

Key considerations

It is important to remember that there is no “one solution fits all,” and organizations
will have to look at their own circumstances and value chain.
Applying a scenario analysis to better understand climate change is relatively recent,
and there is much to be learned and understood. In addition, as more organizations
start applying climate risk-related analyses, particularly in response to the TCFD
recommendations, an increasing number of challenges are arising, such as:
• Which scenarios an organization should explore
• How climate change should be addressed from a business strategy perspective
• The physical, economic and regulatory connection between climate change and
business and supply chain activities
• What consistent methods and assumptions should be used to support the
scenario analysis
• Apply rigor and sophistication in the use of data sets inputs
Over time, as more relevant data becomes available, organizations will likely be able
to improve the key inputs, assumptions and analytical methods. But this shouldn’t
stop organizations from starting now to understand the risks and opportunities
associated with climate change, and applying scenario analysis and modeling.
Organizations should remember that this is a journey and not all scenario analyses
and risks assessments should have a concrete quantitative outcome; they can be
qualitative as a start.
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Where to start?

Organizations that seek to understand their climate risks exposure should consider
the following:

Questions to ask

Concepts to understand

• Are some of my products or activities
at risk regarding the 2°C road map?
How can I turn this into a competitive
advantage?
• What are the biggest emission sources
in my value chain?
• What type of climate risks will my
business be exposed to in the long
run (i.e., sectors, geography, assets,
structure and dynamics of the
organization’s supply and demand
markets may impact)?

Misconceptions to forget

• An organization may want to familiarize itself with
relevant scenarios developed by the International
Energy Agency (IEA) and the Intergovernmental
Panel on Climate Change (IPCC), given they are
the most recognized by scientists and policymakers to assess future vulnerability to climate
change.
• An organization may need to consider the options
and categories related to scenario analysis:
parameters used (e.g., discount rate, gross
domestic product (GDP), other macroeconomic
variables and demographic variable).

• Are the international climate policies
and national commitments integrated
into my business strategy, supply chain
or sourcing strategy?

How EY teams can help

• An organization should consider available
assumptions (e.g., related to policy changes,
technology development and deployment,
energy mix, price of key commodities or inputs,
geographical tailoring of transitional and physical
impacts, and timing of potential impacts).

• The scenario analysis
has to be perfect and
finalized; organizations are
embarking on a multiyear
journey. Indeed, data does
not have to be perfect as
long as assumptions and
uncertainties are disclosed
and understood.
• Organizations have to
start from scratch; there
are a number of scenarios
available for organizations to
leverage as a starting point.

EY CCaSS teams can support organizations as they develop and implement their
climate risk strategies, including with their scenario analysis.

Deliverables

Work stream

The five-step approach to perform a climate scenario analysis is as follows:
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Deﬁne scope and
approach

Determine parameters
for climate scenario
and identify key
data inputs

Perform the climate
scenario analysis

Interpret results
and perform
sensitivity test

Report on climate
scenario analysis

• Data collection for
scenario evelopment
• Modeling of the
scenarios
• Presentation of initial
results to identify the
key assumptions and
sense test

• Workshop to identify
the implications of key
results for company’s
operations
• Sensitivity of analysis
to key variables
• Presentation of ﬁnal
results

• Project inception
meeting
• Agreement with
organization over key
outputs required from
the project

• Climate scenario
development
workshop
• Agreement over
scenarios to be
assessed
• Identiﬁcation of data
needs required for
each scenario

What potential benefits
can you expect?

• Report of the method
for modeling and
analysis, climate
scenario parameters,
and key ﬁndings and
implications

Examining climate scenarios can help organizations to assess potential climaterelated impacts on their business, value chain and supply chain, including:
• Supporting internal engagement within the organization with a view to achieving
consensus around your organization’s position on climate change and climate risk
• Understanding the key sectors in your organization’s value chain and supply chain
that are likely to be impacted under different climate scenarios
• Supporting the integration of climate scenario outcomes into decision-making at
a strategic, sectoral and client level
• Providing a platform for external communication and engagement with investors
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Why EY teams

EY multidisciplinary teams combine experience in Assurance, Tax, Transactions
and Advisory services with climate change and sustainability knowledge across
industries. They have the experience of working on climate and energy issues with
governments, industrial corporations and investors.
EY professionals are involved in industry groups leading the way on climate
disclosures and green finance, such as TCFD and the Climate Bond Initiative, where
EY CCaSS teams are considered as highly-skilled in this area. This involvement
means that EY professionals have an understanding about the expectations of
investors, and the process organizations have to go through to integrate climate
change strategy into their business.
EY teams’ knowledge and a broad range of skills, such as data analytics and project
financing, means that services can be tailored and teams created to meet your
requirements to help you address your organization’s climate change challenges.
Certain services and tools may be restricted for EY audit clients and their affiliates to
comply with applicable independence standards. Please reach out to your EY contact
for further information.

EY contacts
Asia-Pacific
Matthew Bell

Philippines
Clairma T. Mangangey
clairma.t.mangangey@ph.ey.com
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