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What are [draft] Aotearoa New Zealand Climate
Standards?

Climate-related disclosure framework:

Aotearoa New Zealand Climate Standards

Aotearoa New Zealand Aotearoa New Zealand
Climate Standard 1: Climate Standard 2:

Climate-related First-time Adoption of

Disclosures (NZ CS 1) Aotearoa New Zealand

Climate Standards
(NZ CS 2)



Previous deep dive sessions

9 Deep dive 1: NZ CS 3 (For Everyone)

AUGUST

:| 6 Deep dive 2: NZ CS 1 and NZ CS 2 for
AUGUST non-financial CREs

Climate-related Disclosures

Deep Dive Series

- Deep dive 2: NZ CS 1 and NZ CS 2 for
17 . .
AUGUST financial CREs

214 Recordings available here:

88

—1— https://www.xrb.govt.nz/events/?filter=previous
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[draft] NZ CS 1 Climate-related

Disclosures
Objective
decision useful info to Governance
support allocation of
capital towards low- ]
emissions, climate- Condirry
resilient future == Strategy
e Scope
entities required by O 4
FMCA 2013 to - :
orepare f@_'«gg—% Risk Management
] Metrics and Targets
Effective date UUDU
Annual reporting periods beginning on or
ther ! Januz]acrél_2|823. t' ods that Assurance of GHG
ssurance o reporting periods tha T o

end on or after 27 October 2024.



[draft] NZ CS 2 First-time Adoption of
Aotearoa New Zealand Climate Standards

NZ CS 2

Provides a limited number of first-time adoption provisions

An entity can elect to use the adoption provision

If using the adoption provision, the entity must disclose it is doing so

The provision is allowed on first-time adoption:
 If an entity drops out of the regime the provision is not available on re-entry
« If an entity is new to the regime in future it can make use of the provision

@ identifies the availability of a first-time adoption provision



Supporting material

Comparison tables

Two comparison tables are being
Issued to provide a comparison

between draft NZ CS 1 and: Basis for conclusions
The Task Force on Each standard is accompanied by a
Climate-related Financial basis for conclusions. The basis is
DisclosUres (TCFD) intended to provide useful
recommendations and ) ' o
guidance explanations of the XRB's decision-

making process during the standards’
The International
e Sustainability Standards development.

Board (ISSB) draft

climate standard (IFRS
S2 Climate-related
Disclosures)



Draft NZ CS 3: General Requirements
for Climate-related Disclosures

Draft NZCS 3 Overarching principle of fair presentation

contains the
principles for

disclosure, and a Principles: Information General Requirements
number of general
requirements. e RESiEnes e Comparability Location of disclosures: To avoid unnecessary duplication common

information across funds can be presented at a scheme level.

Principles: Presentation

e Understandability e Consistency
e Completeness e Coherence

“* MANAGED * “* MANAGED * “+ MANAGED *
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Governance
Summary of proposed section

4 )

To enable primary users to understand both the role an entity’s governance
body plays in overseeing climate-related risks and climate-related
opportunities, and the role management plays in assessing and managing
those climate-related risks and opportunities.

. _/

|dentity of the ) Governance body’'s )
governance body oversight of climate-
responsible for related risks and
oversight opportunities

10



Governance
Proposed disclosures

Governance body oversight

Sub-disclosures include:

Processes and frequency for informing the governance body
How the body ensures that the appropriate skills and competencies are available to provide oversight

How the body considers climate-related risks and opportunities when developing and overseeing
implementation of the entity’s strategy

How the body sets, monitors progress against, and oversees achievement of metrics and targets for

managing climate-related risks and opportunities, including whether and if so how, related
performance metrics are incorporated into remuneration policies

11



Governance
Summary of proposed section

4 )

To enable primary users to understand both the role an entity’s governance
body plays in overseeing climate-related risks and climate-related
opportunities, and the role management plays in assessing and managing
those climate-related risks and opportunities.

. _/

|dentity of the ) Governance body’s ) g Mar;asgsgrsgeigt sap%le n )
governance body oversight of climate- manaain c?limate-
responsible for related risks and relatgd Fci]sks and
oversight opportunities

\_ opportunities )
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Governance
Proposed disclosures

Management's role

Sub-disclosures include:

» How responsibilities are delegated to management-level positions or committees,
and the process and frequency of engagement with the governance body

» Related organisational structure showing where these management-level positions
and committees lie

« Processes and frequency by which management is informed about,
makes decisions on, and monitors, climate-related risks and opportunities

13



Questions

© Proposed Governance disclosures

f?
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Strategy
Summary of proposed section

&

To enable primary users to understand how climate change is currently impacting an entity
and how it may do so in the future. This includes the scenario analysis an entity has

undertaken, the climate-related risks and opportunities an entity has identified, the anticipated
impacts and financial impacts of these, and how an entity will position itself as the global and

domestic economy transitions towards a low-emissions, climate-resilient future.

J

-

~

-

~

|dentification of
climate-related risks
and opportunities

N\ J

Scenario analysis
against a minimum
of three climate-
related scenarios

\ J

Current climate-
related impacts, and
anticipated impacts
of identified climate-

opportunities

related risks and

-

~

How the entity will

position itself in the

transition to a low-

emissions, climate-
resilient future

\ J
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Strategy
Summary of proposed section

To enable primary users to understand how climate change is currently impacting an entity
and how it may do so in the future. This includes the scenario analysis an entity has
undertaken, the climate-related risks and opportunities an entity has identified, the anticipated
impacts and financial impacts of these, and how an entity will position itself as the global and
domestic economy transitions towards a low-emissions, climate-resilient future.

&

J

4 )

|dentification of
climate-related risks
and opportunities

- J
\

4 )

Scenario analysis
against a minimum
of three climate-
related scenarios

\ J

Current climate-
related impacts, and
anticipated impacts
of identified climate-

opportunities

related risks and

)

|

Reordered

4 )

How the entity will
position itself in the
transition to a low-
emissions, climate-
resilient future

- J

New structural component

17



Strategy
Proposed disclosures

Current impacts and financial impacts

Sub-disclosures include:
» Current physical and transition impacts
« Current financial impacts of physical and transition impacts identified

« If unable to disclose quantitative information, an explanation of why

@ One year exemption from disclosing current financial impacts

18



Strategy
Proposed disclosures

Scenario analysis undertaken

Sub-disclosures include:

» Describe the scenario analysis undertaken

* Include at least a 1.5 degrees,
a 3 degrees or greater and a third scenario

Fact sheets and guidance

e Scenario analysis: Getting started at
the sector level

e Scenario analysis factsheet

Download from: Resources » XRB

19


https://www.xrb.govt.nz/standards/climate-related-disclosures/resources/

Scenario analysis is a tool to enhance
strategic thinking

Plausible future °
scenario 1 >3 C

. A
| | Plausible future ‘A third scenario’
PAST

scenario 3

SHORT TERM

Plausible future 1.5°C

MEDIUM TERM scenario 2

LONG TERM

20



Parallel work to encourage starting on
scenario analysis at the sector level

Individual 3 Global clmate and Differgnt Samg m Global climate & Sectoral
translation of socioeconomics assumptions, assumptions, SOCIOECONOMICS translation
meta pathways and pathways and of meta
scenarios/ Ak Erercy | projections vs  projections )ﬁ% Energy scenarios/
rojections athways jecti
ppaJ’[hwayS/ Jl I pathways selected and selected and & ! prcgtehc\;[vlgnsS/
each entity entities are able o P y
New Zealand . to interpret @ ,i,v-vecﬁgfsr}
projections/ Interprets them QN . p Batjhways
Unclear what differently them similarly
sectoral | | {sectoral
pﬁerscags ——> 7 «—+ 7?<«— "7 ——» This translation from the ' meta’ ———» scenarig
ot e(,;re S level down to an individual entity
assuming l level can feel like a significant

distance to travel. Sectoral
collaboration can help to ensure ‘
scenario this translation is done in a e
analysis . ) analysis
consistent way and to a high

@ @ D]Sgure degree Of qua“ty Disclosure

Disclosure

scenario
analysis

scenario

scenario )
analysis

analysis

scenario
analysis

Disclosure
Disclosure

Disclosure

21



Example disclosure — PIMCO

Portfolio return in basis points

-1000
-1200
-1400

M Climate 1- orderly transition M Climate 2 - disorderly transition

-200
-400
-600
-800

Bloomberg Barclays U.S. JP Morgan Emerging Bond Bloomberg Barclays U.S. ICE BofAML US High
Aggregate Index Market Index Global Diversified Corporate Investment Grade Index Yield Energy Index

Source: PIMCO, PROTEUS. For illustrative purposes only.

PIMCO ESG Investing Report — Bonds for Change | PIMCO

22


https://www.pimco.com/en-us/insights/viewpoints/in-depth/pimco-esg-investing-report-bonds-for-change

Update: Indicative status of various
sectors’ scenario work

oo 00 O @ ©°°
.

SECTOR PLANNING STAKEHOLDER ENGAGEMENT ANALYSIS UNDERWAY SCENARIOS COMPLETE
Marine

General insurance
Tourism

Banking

Materials & buildings
Agriculture

Retail

MIS / Fund managers, Kiwisaver
Providers, Health & life insurance

Health care

Transport
Energy

HR, education

23



Strategy
Proposed disclosures

Climate-related risks and opportunities

Sub-disclosures include:

 Definition of short, medium and long term and links to strategic planning
« Time horizon for expected financial impacts

» Categorisation of risks and opportunities

« How they serve as an input to financial planning processes

[ @ One year exemption from disclosing time horizons for expected financial impacts

24



What are climate-related risks and
opportunities?

Physical risks and
opportunities

. Extended periods

Transition risks and
opportunities

Intense rain and flooding % Policy & lat
olicy & regulatory

S8 Liability

A Consumer preferences

Increased risk of wildfire

of drought

N

‘,@’: Technology
HI&A Market shifts

Longer growing seasons

Accelerating
biodiversity loss

25



Example disclosures — Bank of
England (sovereign bonds e.g.)

Chart 4.4: Physical risks facing the Bank’s sovereign bond - S -
—— (3; ? . Chart 4.3: Committed 2030 emissions reductions targets

(NDCs) of sovereigns in the Bank’s own securities holdings

M APF Sovereign W Bank

Portfolio risk score (0—-100) Indexed CO_e emissions reduction

Lowest __Highest (2020 = 100)
risk © risk 100

=
Total score - 95
90
85

NDC range

Flood risk

Heat stress

Hurricanes

Sea level 1

rise by
Water
stress

Wildfires [

40 50 60
Climate risk indicators

The Bank of England's climate-related financial disclosure 2022 | Bank of England



https://www.bankofengland.co.uk/prudential-regulation/publication/2022/june/the-bank-of-englands-climate-related-financial-disclosure-2022

Strategy
Proposed disclosures

Anticipated impacts and financial impacts

Sub-disclosures include:
 Anticipated impacts of climate-related risks and opportunities reasonably expected
 Anticipated financial impacts of climate-related risks and opportunities reasonably expected

« |f unable to disclose quantitative information, an explanation of why

@ One year exemption from disclosing anticipated financial impacts

27



Example disclosures — Allianz Group
(insurer & asset manager)

Assets and business impact under transition scenarios (source: Allianz, excerpt)

Global 2°C 1.5°C

2020 2025 2030 2035 2040 2020 2025 2030 2035 2040
Energy Integrated oil and gas (M) (M) (M) T

Oil and gas storage
Energy and transportation
Energy Coal and consumable fuels TP TP TP TP
Fertilizers and
Materials agricultural chemicals M M M (M (M M M M P
Materials Aluminum
Materials Steel
Industrials Industrial conglomerates
Industrials Airlines (T P (T) P
Consumer discretionary  Auto components
Consumer discretionary Automobiles P PT T P P PT PT
Utilities Electric utilities P (M) P P P (M) P P
Utilities Renewable electricity T T T T
Risk enhancer: Risk mitigator: Risk:
P = policy (P) = policy Low
T = substitution technology (T) = little substitution technology | Medium
M = related market forces (M) = countering market forces High
Very high
1 The heatmap was not updated in the last year. If it was
Upaated, results ""Ilg"l change

Allianz Group Sustainability Report 2021-web.pdf 28



https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/sustainability/documents/Allianz_Group_Sustainability_Report_2021-web.pdf

Example disclosures — Aviva (Asset

manager)

Figure 4: Aviva’s Climate VaR output by scenario
for shareholder funds as at 31/12/2021.
Source: Aviva

1.5°C
2°C
. »c
- we
D | Acsresste

- I+ Impacts

Baseline

Figure 5a: Transition versus physical risk by
scenario for Aviva's shareholder funds as at
31/12/2021. Source: Aviva

1.5°C
2°C

3°C

0% 20% 40% 60% 80% 100%

B Transition
W Physical

Figure 5b: Proportion of Climate VaR aggregated
impacts split by asset type for Aviva’s shareholder

funds as at 31/12/2021. Source: Aviva

® Credit 42%
@ Equities 22%
Sovereign 20%
Other (Including real estate, 16%

infrastructure and insurance)

Acting on climate change - Aviva plc

29


https://www.aviva.com/sustainability/climate/

Example disclosures — BNY Mellon

Extraction

Generation

Transport

Energy
Intensive

Agriculture
Real Estate

Sovereigns &
Municipal Bonds

Gas/Coal/0il

Gas/Coal/Qil

Automotive/ Marine/
Aviation

First order processing of

chemicals, cement, iron etc.

Agriculture, forestry,
fishing etc.

Change in property value

Credit Rating downgrades

Change in equity value for sections of investment portfolio

Scenario A
Transition/Physical

-45%
-65%
-30%/NA
-35%/NA
-65%/-5%

-20%/NA

-20bp

Scenario B
Transition/Physical

-40%/-5%
-55%/-5%
-18%/-5%
-25%/-10%
-50%/-10%

NA/-30%

-30bp

considering-climate-at-bny-mellon.pdf (bnymellon.com)

Scenario C
Transition/Physical

NA/-20%
NA/-20%
NA/-10%
NA/-20%
NA/-20%

NA/-60%

-20bp

30


https://www.bnymellon.com/content/dam/bnymellon/documents/pdf/insights/considering-climate-at-bny-mellon.pdf

Concerns about disclosing
confidential information

Strategy c): Concerns about Disclosing Confidential Information

The Task Force has heard from preparers over the years that one of the top concerns related to the
Strategy recommendation is disclosing scenario analysis assumptions, as such assumptions may
include confidential business information

Companies’ concern about disclosing certain confidential information related to their scenario analysis
assumptions or resilience of their strategies was addressed in the 2020 status report.t

When evaluating whether particular aspects of a company’s intended disclosure around scenario analysis
assumptions or the resilience of its strategy contain confidential business information, the company should
consider the following:

* whether the information provides the company with an economic benefit that translates into a competitive
advantage because the information is unknown to its competitors

* whether making such information public may cause a considerable economic loss for the company.

In situations where a company is not certain information related to its scenario analysis assumptions or the
resilience of its strategy contains confidential business information, the Task Force encourages the company to
consider a stepwise approach to disclosure — rather than decide not to disclose. For example, a company might
start by disclosing broader, qualitative information and move to more specific, quantitative data and information
over time.

1. This topic was also covered in the Guidance on Scenario Analysis for Non-Financial Companies

Sources TASK FORCE v
TCFD, 2019 Status Report, 2019, p.49. %NDAAFGEIE;EELATED
TCFD, 2020 Status Report, 2020 DISCLOSURES

TCFD, Guidance on Scenario Analysis for Non-Financial Companies, 2020

31




Strategy
Proposed disclosures

How the entity will position itself (transition plan aspects)

Sub-disclosures include:
» Description of current business model and strategy
» Transition plan aspects of its strategy including

changes to its business model and strategy to address /
its climate-related risks and opportunities

One year exemption from disclosing
transition plan aspects of strategy,
« Extent to which these are aligned with @ including alignment with financial

financial planning processes planning

* However must disclose progress
\ towards developing these aspects /

32



What are transition plans?

Overall Business
Strategy

Transition F:GERIET))

(Adapted from TCFD guidance)

Overall Business
Strategy

Transition plan

Now defined as “An aspect
of an entity’s overall
strategy that describes an
entity’s targets and actions
for its transition towards a
low-emissions, climate
resilient future”

(Adapted from TCFD guidance)

33



What are transition plans?

Proposed
standards

B FRS

Guidance

TCFD Zp seeses
SCIENCE
| BASED
TARGETS ( GFANZ

DRIVING AMBITIOUS CORPORATE CLIMATE ACTION

Climate
Action 1 OB

{'§ FCLTGLOBAL

FOCUSING CAPITAL
ON THE LONG TERM

Transition Plan
Taskforce

Say on Climate

Shareholder Voting on Climate Transition

Voluntary
commitments
and criteria

CLIMATE
LEADERS
COALITION

oM A MISSION TO REDUCE
EMISSIONS IN MEW ZEALAND

Aotearoa New Zealand Investor Coalition for Net Zero

NET ZERO ASSET
MANAGERS
INITIATIVE

UN-convened Net-Zero
Asset Owner Alliance



GFANZ guidance for financial
institutions

Figure 1: GFANZ financial institution net-zero transition plan framework

Foundations

1) Objectives and priorities

Implementation strategy Engagement strategy

1) Products and services 1) Clients and portfolic companies

2) Activities and decision-making 2) Industry

3) Policies and conditions 3) Government and public sector

Metrics and targets

1) Metrics and targets

Governance

1) Roles, responsibilities, and remuneration

23 Skills and culture

Foundations
Organization-wide net-zero objectives,
targets, timelines, and priority approaches

Implementation strategy

Aligning business activities, products,
services and policies with net-zero objectives
and priorities

Engagement strategy

Communicating and collaborating with clients,

portfolio companies, industry peers, civil
society, and the public sector in support of
net-zero objectives

Metrics and targets
Metrics and targets to assess and monitor
progress towards net-zero objectives

Governance

Structures for oversight, incentivization, and
supporting implementation of the net-zero
transition plan

GFANZ Recommendations-and-Guidance-on-Net-zero-Transition-Plans-

for-the-Financial-Sector June2022.pdf (bbhub.io)

35


https://assets.bbhub.io/company/sites/63/2022/06/GFANZ_Recommendations-and-Guidance-on-Net-zero-Transition-Plans-for-the-Financial-Sector_June2022.pdf

Example disclosures — Aviva's transition
plan (asset owner/manager & insurer e.g.)

OurplanistobecomeaNet Zerocarbon emissionscompany by 2040*
Targeting Net Zero on carbon emissions we produceourselves by 2030, from our suppliers by 2030 and from customers’ and shareholders’investments by 2040.

Today By the end 0f2022 By 2025 By 2030 By 2040
+ Firstmajor UK financial servicescompanyto target Net Zero + Divest from companieswhich make more + 25% cut in carbon intensity ofinvestments + 60% cut in carbon + Net Zerocompany
carbon by 2040 than 5% of their revenue from coal, unless x : . ; intensity of investments with Net Zero carbon
they have signed up to the SBTi lOQ% renewable electricity forall offices, vectinants
+ Operational emissions cutby81% since 2010. We've committed to ‘;igghé}?@g%ﬂfjl i/% %?C’Feggtsfssf g ?g uerO% « Net Zero operations NINSSIne
invest £100m into nature-based solutions as a carbon removal solution  » fErrgr)necotlej?;ﬂ;gzﬁoﬁéggrg%rééamﬁgssﬁ% 1,540-strong motor fleet « Net Zerosupplychain
» New ‘Climate Engagement Escalation Programme’ - to drive change otherpolicy ; : s 1 et . s . ;
i e SR s policyholderfunds intolow-carbon « Avivawillinvest £6bnin green assets, including + £100m committed to
inhigh-emitting companieswe invest in, orwe will disengage strategies (of which £5bn has alreadybeen £1.5bn of policyholder rr%oneyinto climate nature-based solutions
+ We signed up to Science Based Targets initiative (SBTi) announced) transition funds
« Offering customers Climate Transition Fundsand Net Zero-  Validate SBTitargets « Aviva Investorswillinvest £2.5bn in low-
aligned default pensions carbonand renewable energy infrastructure
« Annualreporting on progress and first insurer to commit toputtingour  * Launch first Aviva Forest partnership to Arhinall s pals dees T e E e

climate disclosures (TCFD) toan AGM vote begin to create carbon removals
« Published our biodiversity policy

aviva.com/content/dam/aviva-corporate/documents/socialpurpose/pdfs/2021-climate-transition-plan.pdf

36
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http://www.aviva.com/content/dam/aviva-corporate/documents/socialpurpose/pdfs/2021-climate-transition-plan.pdf

Example — Mercer NZ Transition plan

1. Calculate the baseline 2. Analyse portfolio possibilities 3. Set measurable goals

iy
oGl (O) (@) ww

4. Implement the plan

Integration Active Ownership Investment Screening

P S - .~ A

Transition assessment: Example diversified portfolio

0% 10% 20% 30% 40% 50% 60% 70% B0% 90% 100%

Weight I 4.0’%' 1.7%
0.9%
Carbon Intensity 23.2%

0.5%
1.5%
B Dark Grey Light Grey Grey/In-between In-between Green/In-between Light Green [JJ] Dark Green
The Grey The In-between The Green
High carbon intensity, Varying carbon intensity Low carbon intensity,
low transition capacity and transition prospects high transition capacity

Source: Mercer, with underlying metrics from MSCI ESG Research and ISS

Deep dive: Strategy (Financial entities) - YouTube



https://www.youtube.com/watch?v=P91_tmgVkC0

Example — Mercer NZ Transition plan

!
¢
1
( ]
[ ]
®
()

Asset allocation

Mercer
Absolute
Return Bond
FD

Mercer
Qverseas
Sovereign

Source: Mercer, with underlying metrics from MSCI ESG Research and ISS



Example — Mercer NZ Transition
plan

Integration

* Optimised Strategic Asset Allocation (SAA) updates to contribute where possible to emissions
reductions

* Optimised asset class emissions reductions informed by:

- Mercer’s ACT results by Fund and manager to prioritise highest emissions intensity and
lowest weight impact

- Mercer’s manager survey results, those best positioned and that pose a risk
» Agreements made with appointed investment managers, based on materiality, for:
» Transition management and emissions reductions

* Physical damages management and risk reduction

Active Ownership
+ Climate focused manager engagement
« Climate actively considered for voting and engagement across material holdings

+ Participation in collaborative initiatives e.g. Investor Group on Climate Change, Climate Action
100+, CDP, Investor Statements to Governments

Investment in Solutions

* Increased allocation to low-carbon / sustainability-themed exposures through SAA optimisation
and / or allocations within asset classes

Screening

» High carbon intensity exposures with low transition capacity (i.e. Dark Greys from ACT
assessment) monitored to inform integration, manager engagement and active ownership steps



Questions

© Proposed Strategy disclosures
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Risk Management
Summary of proposed section

a8 )

To enable primary users to understand how an entity’s climate-related risks
are identified, assessed, and managed and how those processes are
integrated in existing risk management processes.

N\ _/

a )

Processes for identifying,
assessing and managing climate-
related risks

\ _J

42



Risk Management
Proposed disclosures

Climate-related risk management processes

Sub-disclosures include:

» Tools and methods used

» Short-term, medium-term and long-term time horizons considered
 Parts of value chain excluded

« Frequency of assessment

* How climate-related risks are prioritised relative to other risks

43



Risk Management
MIS Manager examples

T. Rowe Price 2020 OAO
TRowePice 2N~
“We take a comprehensive - —

. o Investment
approach to identifying and R ey

assessing risks and opportunities— < Committee
including climate change—at the i
company and asset levels through
an enterprise risk management
framework...Our approach to
identifying Climate-related risks
includes the consideration of
extreme weather events,
uncertainty surrounding regulation,
reputational impacts, and our
product range.” (p.24)

Year 3

e Consider climate risks and
opportunities across
several areas of the firm.

e Keenly aware of
reputational risks

Source: T.Rowe Price 2020

Year 2

44


https://www.troweprice.com/content/dam/trowecorp/Pdfs/TRowe_SR2020_06-30-2113.pdf

Risk Management
Summary of proposed section

/

To enable primary users to understand how an entity’s climate-related risks

are identified, assessed, and managed and how those processes are

integrated in existing risk management processes.

N\

_/

a )

Processes for identifying,
assessing and managing climate-
related risks

\ _J

a )
How these processes are
integrated into overall risk
Mmanagement processes

\— _J

45



Risk Management

MIS Manager examples

BNY Mellon TCFD 2021

“Our business model requires taking
on intelligent risk in a responsible and
measured manner, and balancing
risk relative to return to achieve our
strategic objectives and business
plans.

Our business model requires taking
on intelligent risk in a responsible and
measured manner, and balancing
risk relative to return to achieve our
strategic objectives and business
plans” (p.14)

Enterprise Risk Management
Framework

Source: BNY Mellon 2021

J& BNY MELLON

Considering Climate

at BNY Mellon

FEBRUARY 2021

op)
)
=
=
+—
O
©
+—
C
=
)
(@)
q0)
C
z
X
2
ad

“Establishing Risk
Appetite Statements at
corporate, business line
and legal entity levels.”

“Consideration of all six
principal risk categories
that form the enterprise
risk taxonomy.”

“‘Employing enterprise
and business line level
risk assessments.”

“Utilizing stress
testing and scenario
analysis.”

Integrating

climate

Extending
time
horizons

Climate
materiality
screening

Incorporating
climate as a
risk driver
across stress
scenarios

46


https://www.bnymellon.com/content/dam/bnymellon/documents/pdf/insights/considering-climate-at-bny-mellon.pdf

Risk Management
How climate risk differs

Characteristics of climate-related risks

Many of the effects of climate change have no precedent, limiting the ability to apply statistical and trend analysis based on historical data. Climate change
e Novel and uncertain nature is a dynamic and uncertain phenomenon and possible mitigation responses are also complex, with many unknowns such as the development and
deployment of critical technologies and adaptation strategies as well as changing market and consumer behaviors.

Climate-related risks may manifest at different scales over time, with increasing severity and scope of impacts. Climate systems may exhibit thresholds
i , and tipping points that result in large, long-term, abrupt, and possibly irreversible changes. Understanding the sensitivities of tipping points in the physical
and nonlinear dynamics climate system, as well as in ecosystems and society, is essential for understanding climate-related risks.

Changing magnitude

Risks associated with climate change are interconnected across socioeconomic and financial systems. Such interconnected risks are often characterized
by knock-on effects and systemic effects, requiring a multidimensional perspective to assess the short-, medium-, and long-term implications for a
company.

Complex relationships and
systemic effects

Source: TCFD Risk management guidance

47


https://assets.bbhub.io/company/sites/60/2020/09/2020-TCFD_Guidance-Risk-Management-Integration-and-Disclosure.pdf

Questions

© Proposed Risk Management disclosures
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Metrics and targets
Summary of proposed section

4 )

To enable primary users to understand how an entity
measures and manages its climate-related risks and opportunities.
Metrics and targets also provide a basis upon which
primary users can compare entities within a sector or industry.

(& _/
4 N N )

Cross-industry
metric categories
: . ) Any other key Targets, and
(|ncl1ud2|nagnsac§ PES Indurﬁter%/ritégsed performance performance
gree'nh'ouse gas indicators against targets
emissions)

. 2N 2N 2N J
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Metrics should be consistent over time

Informed by:
Historical Current Qllmate 90?' S Forward looking
high-level climate
strategy
Climate-related Climate-related Climate-related

metrics metrics metrics

Relate to:

« Targets

» Scenario analysis
« Transition planning

o1



Metrics and Targets
Proposed disclosures

Cross-industry metric categories

Greenhouse gas emissions

* GHG emissions intensity ' ‘ N
Exemption from
« Transition risks disclosing comparatives
in year one, partial for
« Physical risks L year two y
« Climate-related opportunities 4 N\
Exemption from
» Capital deployment @ disclosing analysis of
trends for two years
* Internal emissions price \_ )

Remuneration
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Metrics and Targets
Proposed disclosures

Greenhouse gas (GHG) emissions: gross emissions in metric

tonnes of CO2e classified as: scope 1, scope 2 and scope 3

Total GHG emissions excluding any purchase,
sale or transfer of GHG emission offsets or
Defined term: e allowances. Gross scope 2 emissions must be
gross emissions calculated using the location-based
methodology. Removals should be reported
separately.
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Metrics and Targets
Proposed disclosures

Greenhouse gas (GHG) emissions: gross emissions in metric

tonnes of CO2e classified as: scope 1, scope 2 and scope 3

* a statement describing the recognised standards or standards that its GHG emissions have been
measured in accordance with

« The GHG emissions consolidation approach used (equity share, financial control or operational
control)

« Summary of specific exclusions with a justification for their exclusion

[ @ One year exemption from disclosing scope 3 emissions

o4



Emissions scopes

Scope 2 Scope 1
Indirect Direct

Scope 3 Scope 3
Indirect Indirect
Purchased @ ""‘ﬁ«&"
goods & . ’
services Purchased Transportation

electricity, steam, & distribution

T?T heating & cooling EE

for own use Leased assets Company facilities

Company vehicles

Upstream Downstream
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Scope 3 matters

Disclosed emissions
by scope (metric tons CO_e)

To see the financed emissions of those that report
Each bar represents the emissions of one Fl Here the scale goes from 0 to 20m for their portfolio the scale must increase o 200m fons
| |l |
Orm Sm 10m 15m 20m 0m 100m 150m 200m

25% of Fls reported
financed emizsions

— =

Source: CDP Financial Services Disclosure Report 2020

* Only 25% of disclosing financial institutions report financed emissions. For those 25% on average, reported financed emissions are over 700x larger than
reported operational emissions. 56



https://cdn.cdp.net/cdp-production/cms/reports/documents/000/005/741/original/CDP-Financial-Services-Disclosure-Report-2020.pdf?1619537981

Example GHG intensity metric - Blackrock

Exhibit 14: lllustrative Examples of WACI for Representative Index Portfolios

WACI of index funds reflect
the carbon intensity of the
underlying markets in which
those funds invest. For

illustrative purposes, Exhibit
14 provides examples of the
WACI of several
representative index
portfolios

Source: Blackrock 2020 TCED Report

Index Portfolio Description w?f‘:l on sales) Data Coverage
Developed Market Equities (ex. US/Canada) - Large/Mid Cap 133.52 98.7%
Developed Market Equities (ex. US/Canada) - Growth 62.11 98.8%
Developed Market Equitiez (ex. US/Canada) - Value 211.19 98.6%
Developed Market Equities (ex. US) - Dividend 49577 97.4%
Emerging Markets Eguities 265.93 98.0%
European Equities = All Cap 136.25 98.6%
Pacific Basin (ex Japan) Equities - Large Cap 231.43 99.1%
US Equities = Large Cap 148.95 99.5%
US Equities - Large/Mid Cap Growth 30.71 98.9%
US Equities = Momentum Factor B4.45 98.9%%
US Equities - Value Factor 168.03 98.8%
US Equities - High Dividend 465.72 99.7%
U5 Equities = Quality Factor 118.72 99.6%

As of Sept. 30, 2020, For dieclesures of WACH for additional funds managed by BlackRock, pleasa visit wwa.iShares® com. The WACI measure usad for thase portfolics is
attributable ta MSCL iShares anticipates that the carban emission numbers szen bere will changea over time. U pdates will ba reflectad on wawwishares com.
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https://www.blackrock.com/corporate/literature/continuous-disclosure-and-important-information/blk2020tcfdreport.pdf

Example transition risks metric — Aviva

Figure 19: Aviva's exposure to carbon intensive sectors in shareholder and with-profit funds (credit and
equities) as at 31/12/2021. Source: Aviva/ MSCIE.

‘carbon intensive sectors
represent 21% of credit and equities in
Aviva's shareholder and with-profit

funds but contribute 83% of the
weighted average carbon intensity.”

Electricity Oil & Gas Water Mining & Construction Other

B Share of sector in Aviva's shareholder and with-profit funds
B Sector's contribution to weighted average carbon intensity

1 Scope 1and Scope 2 emessions. Smope 2 & excluded 2t present due to data credibility and arailability. As perihe [UFD consuitaman, we suppart the
reclusmian af socope 2 andwill move to imclude it as soon as the data permits

2 '‘Wherne the caroon inbensiby sc ore for an imees bee campamy isnot avalable, where possiole wae hawe ussd an exposune-wesghied carbon intersiby soane of
thie consiibuent companies that are part of the invesiee company’s ultimate parent

3 Certam infoemnaticn £2021 M5S0 £5G Beseanch LLC. Reproduced by permissean

£ Independent Feasonabie assusrance has Deen provioed only owver 001 data marked with @ Paal's ansurance statement and 2 link to dwiva's Hepoeting
Criteria can be found in this docwment

Source: Aviva, Climate-related Financial Disclosures, 2021
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https://static.aviva.io/content/dam/aviva-corporate/documents/socialpurpose/pdfs/climate-related-financial-disclosure-2021-report.pdf

l
e
®
®
®
[ ]
L ]

Example physical risks metric — ERAFP

EXPOSURE TO PHYSICAL RISKS [% OF ASSETS]
Source — Trucast, 20 November 2020

83.3% Bl 6%
i + The risk score is less
than or equal to 20
i [lows risk] for 83.2% of
the walue of the global
“ ) : g0 . M .
ERAFP’s global aggregate portfolio aggregate portiolio.
. . . . T This i= higher than the
Scores 1 1.9, Indlcatlng a |OW rISk. =% low-risk proportion of
A% the benchmarlk [B71.6%].
+ The risk score is less
|, AT (TN SRR G SRR ISR AR BS SR 18 G TRL IR R SaT TR ERS SR 4 B SRS than or equal to 40
|high risk] for 1.0% of
2% 15.5% 7.0% the value of the global
aggregate portfolio. This
T & lower than the high-
g 1.0% 1-5% risk proportion of the
Low risk 10-20] Moderate risk [21-40] High risk 161-100] benchmark [1.5%].
& Global Benchmark
aggregate partfolio imdex

Source: ERAFP, Public Report 2020
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https://www.rafp.fr/sites/default/files/2021-10/rafp-ra-2020-uk-web-v2.pdf

Example climate-related opportunities metric — Macquarie Group

FY2022 energy sector exposures

$A6.40 invested in renewable energy for every $ALl invested in Particular focus was placed on trying to address the various
conventional energy as at 31 March 2022."% challenges that remain to full transition including energy storage,
In supporting dients and economies throush a managed transition land use, the need for a greater number of investible projects and
we um?fe tl‘:atgsiglni ficantly im:rea:;; q inueslfne ot e maiimg i ttl greater levels of investment in adaptation and resilience projects.
renewables for the world to reduce its reliance on fossil fuels. In FY2022 these efforts continued glabally, see: pages 52 to 59 of

Macquarie has played a leading role in increased deployment of Sl s

he wider decarbonisation of the global economy.

“SA6.40 invested in renewable

ity and loan portfolio exposures to the vil, gas, coal and renewables sectors as at 31 March:!Y
energy for every SAT invested in

FY21 FYz2
conventional energ y" S Equity investments™? S Equity investments™
Mon-consolidated  Consolidated Total Mon-consolidated Consolidated Total
$Ab $Ab $Ab FAb SAD $Ab $Ab $Ab
oil 0.3 01 <01 01 0.2 01 <0.1 0.1
Gas 0.2 0.1 01 01 0.2 <0.1 0.2 0.2
Coal 0.1 0.1 <0.1 <0.1 <0.1 <0.1 <0.1 <0.1
Renewable
energy (0.1 0.6 07 1.3 <0.1 0.9 0.7 16

60
Source: Macquarie Group Annual Report 2022: Environmental, Social and Governance



https://www.macquarie.com/assets/macq/investor/reports/2022/report-assets/sections/macquarie-group-fy22-esg.pdf

Example capital deployment metric — Goldman Sachs

Progress Toward Goldman Sachs entered 2020 with a new target to deploy $750 billion in sustainable financing,

$750 Billion by 2030 investing and advisory activity by the beginning of 2030. Over the course of the year, we
exceeded our expectations by contributing $156 billion in such activity. By 2030, we expect
climate transition to account for $600 billion of our overall commitment.

2020

“Over the course of the year, we <768
exceeded our expectations by o . inclusive
contributing $156 billion in such $'| 56 B g

activity rn $93B

Multi-Theme Climate
Transition

Source: Goldman Sachs, 2020 Sustainability Report,



https://www.goldmansachs.com/our-commitments/sustainability/sustainable-finance/documents/reports/2020-sustainability-report.pdf?source=website

Example carbon pricing metric — Aker BP

“Covering over 60% of companies in our five sectors, the
bottom-up assessment assumed carbon price increase

to USD 75/t CO2e, holding the financials of our
customers constant.”

Source: DBS Bank, Sustainability Report 2020
62


https://www.dbs.com/iwov-resources/images/sustainability/reporting/pdf/DBS%20Sustainability%20Report%202020.pdf?pid=sg-group-pweb-sustainability-pdf-dbs-sustainability-report-2020

Example remuneration metric — HSBC Holdings

— We incluede an environment measure in the scorecards of our executive Directors and Group Managing Directors.
The long-term incentive scorecards of our executive Directors (three-year parformance period to the end of
Decamber 202 3) hawe & 25% weighting for targets aligned to owr climate ambitions.

HSBC Holdings Task Force on Climate-related Financial Disclosures (‘TCFD') Update 2020
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https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2020/annual/pdfs/hsbc-holdings-plc/210223-task-force-on-climate-related-financial-disclosures-tcfd-update-2020.pdf

Metrics and Targets
Proposed disclosures

The targets used to manage climate-related risks and opportunities

and performance against targets

Sub-disclosures include:
» Timeframe of the target, any interim targets and the base year
 Description of performance against targets
» For each GHG emissions target:
» Absolute or intensity based
» Target aligned with science, has it been validated

o (Offsets
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Example target disclosure - Intesa Sanpaolo

Net-Zero aligned targets for 2030 in high-emitting sectors('...

Baseline Target

Sector and scope Metrics 2019 2030
Oil & Gas®? gCO.e/MJ 64 52-58
(Scope 1, 2, 3)
Power generation kgCO.e/MWh 214 110
(Scope 1, 2)

High-

emitting

1)

sectors™  ,utomotive gCO.e/km 162 95
(Scope 3)
Coal mining € bn exposure 0.2 0
(exclusion policy) by 2025

1) Sectors consistent with NZBA. Reference scenario: IEA Met-Zero 2050.
2) The Group already has a policy in place to phase out unconventional oil and gas by 2030.
3) Portfolio composition as of 6/30/21, latest available emissions data as of FY19.

4) Targets may be updated over time following the evolution of the emissions calculation methodology, the regular

updates required by NZBA and SBTI, and any issuance of new external guidelines.
Source: CDP, Enel Integrated Annual Report 2020



https://www.enel.com/content/dam/enel-com/documenti/investitori/informazioni-finanziarie/2020/annuali/en/integrated-annual-report_2020.pdf

Example categories for targets for financial insitutions

Financed GHG emissions reductions targets

Real-economy transition metrics

Net-zero transition plan implementation metrics

Examples

 Coverage

« Absolute

* Intensity-based

« Alignment-based

« Capital invested, deployed or committed to green and
transition—aligned activities

« Capital invested, deployed or committed toward
climate solution business and projects

» Green asset ratios

« Number and types of climate-related engagement
activities

« Proportion of senior management remuneration
covered by net-zero commitment targets

» Portfolio alignment measurement
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Assurance of GHG emissions

Assurance of GHG emissions

* Limited assurance

 For reporting periods that end on or after 27 October 2024

The assurance engagement covers

» GHG emissions: gross emissions in metric tonnes of CO2e classified as: scope 1, scope 2, scope 3
« Additional requirements — statement of standards, consolidation approach, exclusions

» GHG emissions methodologies, assumptions and estimation uncertainty — NZ CS 3
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Questions

© Proposed Metrics and Targets disclosures

and Assurance
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Overview of XRB staff guidance

Previously published

We have previously released
targeted guidance and fact sheets
on topics of particular concern to
reporting entities:

e Scenario analysis: Getting
started at the sector level

e Scenario analysis factsheet

e Getting started on measuring
your emissions

e Director preparation guide

Download from: Resources » XRB

Published in July

Two draft guidance documents
were published in July and
released with the Exposure Draft
materials:

e Guidance for all sectors

e Guidance for MIS Managers

Download from: Climate-related
Disclosures Final Consultation » XRB

In development

Additional guidance resources are
in development and will also be
consulted on (the timeline for their
delivery is yet to be confirmed):

e Guidance for Banks

e Guidance for Insurers

Scenario analysis: Getting
started at the entity level

e Transition plan guidance
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https://www.xrb.govt.nz/standards/climate-related-disclosures/resources/
https://www.xrb.govt.nz/standards/climate-related-disclosures/consultation/exposure-draft/

These are working drafts

Climate-related
disclosure

XRB staff guidance

[WORKING DRAFT]

=XRB | Goreamat aerorive soamo

Climate-related
disclosure

XRB staff guidance

[WORKING DRAFT]

So please let us
know what you think

e We're looking for your
feedback on these documents

e They will continue to be
developed as we develop
other forms of guidance

climate@xrb.govt.nz

/1



Our approach to the guidance

(o):

=
S

Explaining the ‘why and how’ of climate-
related risk and opportunity is as
important in our view as the disclosure
output. Enhanced climate resilience is a
vital outcome.

We are aiming to help preparers to
understand what it is that primary users
need from disclosures and illustrate how

these needs can be met.

G

We want to build consistency among
disclosures through a shared
understanding of what should be
disclosed and transparency about how
disclosures have been arrived at.
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Diving into an example

Guidance documents

Are set out by disclosure
domains, mapping to
over-arching and sub-
disclosures

Provide links to sources
and further reading

Include examples or
illustrations where these
provide additional insight

Disclosure 13(b): a description of the time horizon over which each climate-related risk or opportunity
rould reasonahlv he exnected to have a financial imnact on the entitv

Table &: if an entity has identified five risks and three opportunities with anticipated financial impacts, they may opt to
provide categorical estimations of when each risk and opportunity might arise, and with what scale of financial impact

Scale of anticipated Time horizon
financial impacts
Short term (x-x years) Medium term (x-x years) Long term (x-x years)
small ($x 1o %) Physical Opportunity 1;

Physical Opportunity 2

Moderate (Sxto $x)  Transition Opportunity 1 Transition Opportunity 4;

Large (Sx to $x) Transition Opportunity 2 Transition Opportunity 3
Publisher Year Source Pages
TCFD 2021 |mplementing the Recommendations of the TCFD p.11,17
TCFD 2021 Guidance on Metrics, Targets, and Transition Plans p.46-52
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Questions

© Draft guidance
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Consultation questions

Questions include:

e Will draft Aotearoa New Zealand Climate Standards meet primary user needs?

e Do you have any practical concerns about the feasibility of preparing the required disclosures in
draft Aotearoa New Zealand Climate Standards?

e Do you agree with the proposed first-time adoption provisions in NZ CS 27

e Do you think the draft staff guidance documents will support climate reporting entities when
making their disclosures and support consistent application of the disclosure requirements? .
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Over to you...

We are keen to hear your feedback and this can be provided

. To help you wrap your head around the
formaIIy and mforma"y' information in this consultation document, we're

hosting a series of Deep Dive events in August.

The full consultation document can be found here: Register to attend at

https://www.xrb.govt.nz/standards/climate-related-disclosures/consultation

To provide feedback you can:

Climate@xrb.govt.nz www.xrb.govt.nz LinkedIn page

The consultation closes 26 September 2022. Late submissions
will not be able to inform the development of the final standards.



https://www.xrb.govt.nz/standards/climate-related-disclosures/consultation/
http://www.xrb.govt.nz/events



