Accounting research

How is climate change affecting
accounting and business?

Climate change is creating unprecedented risks for businesses around the world,
which is making investors nervous. A key way that businesses can address this
anxiety is through disclosing how they impact, and are impacted by, climate
change. Dr Sanjay Banerjee of the University of Alberta in Canada is researching
how businesses are going about this, and what this means for future policy and
regulation.
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to pay higher energy costs if carbon tax
policies are introduced, or they may
make investments in new unproven
green technologies,” explains Sanjay.
“Some businesses, such as coal and gas
companies, will have reduced demand for
their products.”

Almost every business in the world will be
exposed to at least some of these risks,

so predicting and planning for the future

is essential. “These costs already impact

us today. It’s estimated that large climate
disasters cost the US between $300 to
$500 billion every five years,” says Sanjay.
“Companies are, therefore, developing
strategies to avoid or minimise these losses.”

Climate disclosure

Businesses rely on investors to provide

the capital that keeps their operations
running. This means that they listen closely
to investors’ wants and needs to keep

them happy. “Investors are increasingly
demanding climate disclosure, which
involves companies calculating and sharing
the level and type of climate risks that they
are exposed to,” says Sanjay. “This helps
investors decide the value of the company
and whether they should invest.”

Sanjay, Vikas and Rajesh are investigating
how investors’ demands impact
companies’ decisions to make such
disclosures, and if so, which type of
disclosure outlet they use. “There are

two outlets that are most often used for
voluntary climate disclosure,” says Sanjay.
“The first involves working with CDP, a
charity formerly known as the Carbon
Disclosure Project, which asks companies
to disclose their climate risk and their

strategies to fight climate change. The
second involves the companies themselves
publishing climate-related information in
their corporate social responsibility (CSR)
reports.

Analysing the approaches of thousands

of companies is no easy task, so the team
has recruited the help of machine learning
algorithms. “We have potentially hundreds
of thousands of documents to examine, and
machine learning helps us do this faster and
with fewer mistakes,” explains Sanjay. “For
example, the algorithms can potentially
search for words or phrases related to
climate risk, using sources ranging from
financial reports, social media posts and
telephone call transcripts.”

What affects climate
disclosure?

The team has already uncovered some
interesting findings. “We found evidence
that companies in which the largest
investment companies (BlackRock,
Vanguard and State Street) have ownership
are more likely to make voluntary climate
disclosures via CDP than via corporate
social responsibility reports,” says Sanjay.
“The same is true for companies that are
top emitters of greenhouse gases.” In fact,
in 2023, CDP Global reported that 746
institutional investors with a collective
$136 trillion in assets requested companies

to disclose via CDP.

Separate research finds several other
factors that can influence climate
disclosure. “Companies are more likely
to make voluntary climate disclosure
if the company is large, if its investors
are climate-conscious, or if it received
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climate-related shareholder proposals,”
says Sanjay. There is growing incentive
for climate disclosure, as investors see the
value in such forward planning and will
value the company’s stock higher, leading
to more investment.

In the real world

The team’s findings are of significant
interest to both the public and private
sector. “Our findings will inform
investors, regulators and companies about
how investors’ demand for disclosure
influences companies’ decisions,” says
Sanjay. “For instance, if investor demand
is found to have insufficient impact, then
regulators may have to step in to make
climate disclosure compulsory.”

There is an ongoing debate about whether
companies’ climate disclosures should be
voluntary or mandatory, and these results
will help inform this discussion. “Even
though investors are asking for disclosure,
companies are not always responding,”
explains Sanjay. “So, regulators around
the world have started stepping in to make
climate disclosure mandatory.”

Looking ahead, Sanjay wants to learn
more about the types of climate risk
businesses are facing. “Our research did
not differentiate between the two types
of climate risk,” he says. “The next step
for us will be to take a deep dive into
physical climate risk - a topic with only
limited research so far.” It is only recently
that models and datasets have grown
sophisticated enough to perform this
research, and Sanjay is excited to see what
it reveals.

[l




About
accounting research

Pathway from school to
accounting research

Sanjay emphasises that a career in accounting
research can be approached from a range of
different directions. He says you should be
comfortable with numbers, be meticulous and
precise, practise clear and concise writing, develop
soft skills, and stay up to date with technology.

For a career in accounting, useful subjects to
study at school and beyond include mathematics,
statistics, English and sciences.

For a career in accounting practice, a professional
licence in chartered (public) accountancy is
needed. At university, a bachelor’s degree in
business with a major in accounting can be helpful
but not necessary. A bachelor’s degree in any
discipline can be a starting point for someone

to pursue a career in accounting, EN |ong EN they
complete a certain number of credit-hours of
accounting-related coursework and pass the -
professional licensing exam.

For a career in accounting research, a licence is not p
needed; rather, a PhD in accounting is the right

qualification. A bachelor’s degree in any discipline,

including business, economics, engineering,

mathematics and science, can be useful.
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Explore careers in
accounting

The University of Alberta has a wide variety of
outreach initiatives, which you can learn about

in this report: www.ualberta.ca/community-
engagement/media-library/reports-to-the-
community/2022-23-report-to-community-
english.pdf. You can also learn more about

the Department of Accounting and Business
Analytics, where Sanjay works:
www.ualberta.ca/accounting-business-analytics/
index.html.

CPA Alberta (www.cpaalberta.ca/Become-a-
CPA/High-School-Students) and CPA Ontario
(www.cpaontario.ca/become-a-cpa/high-school-
student) provide information for high school
students about careers in chartered accountancy
and offer scholarships, ambassador programmes
and events.

In Canada, a chartered accountant makes an
average of CAN $80,000 per year, according

to Talent.com.

I never originally intended to pursue a career in accounting.

My undergraduate degree was in aerospace engineering,

and | later worked on missile design and in a variety of other
industries. It was only while studying for my PhD that | found
two courses especially interesting — and both focused on
accounting.

Before, | had subscribed to the common perception that
accounting is boring. These two courses showed me otherwise.
One, led by Professor Chandra Kanodia, covered how to develop
models to understand and predict how accounting information
impacts managers’ and investors’ strategic decision making.

The other, by Professor John Dickhaut, looked at testing the
predictions of these models by conducting experiments in the
laboratory.

The publication of my first paper after my PhD was a proud
moment. |t was published in 2016 in an accounting journal
and covered the banks’ response to the 2008 financial crisis.
We did some experiments in the laboratory to understand
how people make decisions, and we uncovered interesting
findings — sometimes providing people with more information
can lead them to make bad decisions.

Much more work is required to mitigate climate risk right
now. Even though there’s a lot of talk, we still need much
more research and action. Another emerging area of interest
to me is cryptocurrencies, which are currently subject to very
little regulation. | want to study these areas in more detail -
and to design a course on sustainability accounting, too.

Sanjay’s top tips

1. To be a good accountant you need to like numbers, precision
and computers. But more than that, a diverse set of
interests and experience of industry can help a lot.

2. It’s never too late to begin a career in accounting research
- in fact, diverse experiences can help. My own career path

was far from direct!

3. Always remain curious.
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