Deep Dive – NZ CS 1 and NZ CS 2

Financial climate reporting entities
Thank you for joining us – the event will start shortly

17 August 2022

Cover image by nadia@shuttershock and Stewart Watson

1

Deep Dive – NZ CS 1 and NZ CS 2 for financial climate reporting entities

Consultation closes 26 September 2022

What are [draft] Aotearoa New Zealand Climate
Standards?

Climate-related disclosure framework:
Aotearoa New Zealand Climate Standards

Aotearoa New Zealand
Climate Standard 1:

Aotearoa New Zealand
Climate Standard 2:

Aotearoa New Zealand
Climate Standard 3:

Climate-related
Disclosures (NZ CS 1)

First-time Adoption of
Aotearoa New Zealand
Climate Standards
(NZ CS 2)

General Requirements for
Climate-related Disclosures
(NZ CS 3)
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Previous deep dive sessions

Deep dive 1: NZ CS 3 (For Everyone)
Climate-related Disclosures

Deep Dive Series

Deep dive 2: NZ CS 1 and NZ CS 2 for
non-financial CREs
Recordings available here:
https://www.xrb.govt.nz/events/?filter
=previous
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[draft] NZ CS 1 Climate-related
Disclosures

Objective
decision useful info to
support allocation of
capital towards lowemissions, climateresilient future
Scope
entities required by
FMCA 2013 to
prepare

Effective date
Annual reporting periods beginning on or
after 1 January 2023.
Assurance of GHG reporting periods that
end on or after 27 October 2024.

Governance

Strategy

Risk Management

Metrics and Targets
Assurance of GHG
emissions
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[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

Deep Dive Series

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
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Supporting material

Comparison tables

Draft staff guidance
Two comparison tables are being
issued to provide a comparison
between draft NZ CS 1 and:
The Task Force on
Climate-related Financial
Disclosures (TCFD)
recommendations and
guidance
The International
Sustainability Standards
Board (ISSB) draft
climate standard (IFRS
S2 Climate-related
Disclosures)

Basis for conclusions
Each standard is accompanied by a
basis for conclusions. The basis is
intended to provide useful
explanations of the XRB’s decisionmaking process during the standards’
development.
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Governance

Governance
Summary of proposed section

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.

Identity of the
governance body
responsible for
oversight

Governance body’s
oversight of climaterelated risks and
opportunities
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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
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Governance
Summary of proposed section

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.

Identity of the
governance body
responsible for
oversight

Governance body’s
oversight of climaterelated risks and
opportunities

Management’s role in
assessing and
managing climaterelated risks and
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
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Questions

Proposed Governance disclosures
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Strategy

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.

Identification of
climate-related risks
and opportunities

Scenario analysis
against a minimum
of three climaterelated scenarios

Current climaterelated impacts, and
anticipated impacts
of identified climaterelated risks and
opportunities

How the entity will
position itself in the
transition to a lowemissions, climateresilient future
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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.

Identification of
climate-related risks
and opportunities

Scenario analysis
against a minimum
of three climaterelated scenarios

Current climaterelated impacts, and
anticipated impacts
of identified climaterelated risks and
opportunities

How the entity will
position itself in the
transition to a lowemissions, climateresilient future

New structural component
Reordered
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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
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Example disclosures – Aviva

aviva.ca/content/dam/aviva-public/ca/pdf/2021-sustainability-report-en.pdf
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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
Scenario analysis: Getting started at
the sector level
Scenario analysis factsheet
Download from: Resources » XRB
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Scenario analysis is a tool to enhance
strategic thinking

>3˚C

Plausible future
scenario 3

‘A third scenario’

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

Individual
translation of
meta
scenarios/
projections/
pathways

Unclear what
sectoral
peers and
other CREs
are
assuming

Global climate and
socioeconomics
Energy
pathways
New Zealand
projections/
pathways

?
Entity
scenario
analysis

Disclosure

?
Entity
scenario
analysis

?
Entity
scenario
analysis

Disclosure
Disclosure

Different
assumptions,
pathways and
projections
selected and
each entity
interprets them
differently

vs

Same
assumptions,
pathways and
projections
selected and
entities are able
to interpret
them similarly

This translation from the ‘meta’
level down to an individual entity
level can feel like a significant
distance to travel. Sectoral
collaboration can help to ensure
this translation is done in a
consistent way and to a high
degree of quality.

Global climate &
socioeconomics

Energy
pathways
New Zealand
projections/
pathways

Sectoral
translation
of meta
scenarios/
projections/
pathways

Sectoral
scenario

Entity
scenario
analysis

Disclosure

Entity
scenario
analysis

Entity
scenario
analysis

Disclosure
Disclosure
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Update: Indicative status of various
sectors’ scenario work

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
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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
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What are climate-related risks and
opportunities?

Transition risks and
opportunities

Examples

Examples

Physical risks and
opportunities
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Example disclosures – Aviva

climate-related-financial-disclosure-2021-report (3).pdf
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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
• If unable to disclose quantitative information, an explanation of why
One year exemption from disclosing anticipated financial impacts
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Example disclosures – Allianz Group
(insurer & asset manager)

Allianz_Group_Sustainability_Report_2021-web.pdf

27

Example disclosures – Schroders
(Asset manager)

Schroders 2020 Annual Report
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Concerns about disclosing
confidential information
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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
• Extent to which these are aligned with
financial planning processes

One year exemption from disclosing
transition plan aspects of strategy,
including alignment with financial
planning
* However must disclose progress
towards developing these aspects
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What are transition plans?

Overall Business
Strategy

Transition
plan

Adaptation
plan

(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)
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What are transition plans?
Standards

Guidance

Voluntary
commitments
and criteria

32

GFANZ guidance for financial
institutions

GFANZ_Recommendations-and-Guidance-on-Net-zero-Transition-Plansfor-the-Financial-Sector_June2022.pdf (bbhub.io)
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Example disclosures – Aviva’s
transition plan (insurance e.g.)

aviva.com/content/dam/aviva-corporate/documents/socialpurpose/pdfs/2021-climate-transition-plan.pdf
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Example disclosures – CitiGroup’s
transition plan (bank e.g.)

taskforce-on-climate-related-financial-disclosures-report-2021.pdf (citigroup.com)
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Questions

Proposed Strategy disclosures

Risk Management

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.

Processes for identifying,
assessing and managing climaterelated risks
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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
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Risk Management
Financial sector examples
CitiBank TCFD 2021

RISK CATEGORY

“Citi continues to view climate risk
not as a stand-alone risk category,
but instead as a transversal risk,
capable of manifesting itself across
each of the risk categories in our
risk taxonomy” (p.40)

Credit

“Climate drivers can have an impact on an obligor’s source of income/revenue, spend/cost and value of assets, resulting
in the reduced ability to pay and value of the collateral as well as an increase in the utilization of credit facilities”

Market

“Climate drivers, or change in expectation of drivers, can result in a change in market value of the bank’s hold to maturity
investments, or an increase in the volatility of market variables including interest rates, FX rates, equity and commodity
prices and credit spreads, which can result in losses”

Liquidity

“Climate drivers can trigger unexpected demand for funds by counterparties/customers to fund their obligations, a reduction
in the value of assets owned by the bank or limitations on the bank’s ability to roll its debt, affecting the bank’s ability to meet
both expected and unexpected current and future cash flow and collateral needs”

Strategic

“Climate drivers can have an impact on the bank’s ecosystem (i.e., supplier, customer, competition, regulation, investors and
society) through changing economic conditions, regulations, low-carbon products and preferences, and legal action, which
can lead to the need to make strategic shifts”

Operations

“Climate drivers can affect the bank’s locations (e.g., damage, inaccessibility), employees (e.g., productivity, ability to
commute) or operations of third-party providers resulting in disruption of normal business operations. Climate drivers can
also exacerbate several sub-categories of operational risk…”

Compliance

“Climate drivers can lead to new public disclosures or products, which increases the risk of misrepresentation, increased
regulatory requirements and scrutiny which increases the potential of non-compliance, increased use of external analytics
providers which increases the potential for data privacy breaches, all of which could result in fines, civil money penalties,
payment of damages and the voiding of contracts”

Reputation

“Climate drivers can increase reputational risk if Citi is perceived not to be meeting, sufficiently progressing or
providing sufficient transparency on its climate-related commitments”

Climate-related risk
identification and
categorisation

Qualitative risk review
process

Source: Citi's TCFD Report 2021

CLIMATE DRIVERS
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Risk Management
Financial sector examples
SwissRe TCFD 2021

Monitoring all forms of
transition risk

Secondary perils
generating increasing costs

Source: SwissRe TCFD Report 2021

Secondary perils:

“Sound risk management, underwriting and asset management lie at
the core of Swiss Re’s businesses.
This enables Swiss Re to use existing
processes and instruments to
address climate-related risks.” (p.175)

1

“Firming and expanding risk views,
reflective of macro risk trends (climate
change, urbanisation, etc.)”

2

“Inter-peril correlation (research and
embed global peril correlations into
underwriting risk decisions and risk
management)”

3

“Governance and steering: enhance
capturing of secondary perils in pricings
to enable rigid monitoring, steering and
establishing an enhanced framework for
actual vs expected analysis”
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Risk Management
How climate risk differs
Characteristics of climate-related risks
Different effects based on
geography and activities

The effects of climate change and climate-related risks occur on local, regional, and global scales with different implications for different businesses,
products and services, markets, operations, and value chains, among others.

Longer time horizons and
long-lived effects

Some climate-related risks exist and play out over time horizons that stretch beyond traditional business planning and investment cycles. These risks and
related impacts may occur as a result of decades-long changes in driving forces (e.g., greenhouse gas concentrations in the atmosphere) leading to
climate-related physical or transition risk changes over the short, medium, and long term

Novel and uncertain nature

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
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.

Changing magnitude
and nonlinear dynamics

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

Complex relationships and
systemic effects

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.

Source: TCFD Risk management guidance
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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.

Processes for identifying,
assessing and managing climaterelated risks

How these processes are
integrated into overall risk
management processes
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Questions

Proposed Risk Management disclosures

Metrics and Targets
Assurance

Metrics and targets
Summary of proposed section

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.

Cross-industry
metric categories
(including scopes
1, 2, and 3
greenhouse gas
emissions)

Industry-based
metrics

Any other key
performance
indicators

Targets, and
performance
against targets

46

Metrics should be consistent over time

Historical

Current

Climate-related
metrics

Climate-related
metrics

Informed by:
Climate goal and
high-level climate
strategy

Forward looking

Climate-related
metrics
Relate to:
• Targets
• Scenario analysis
• Transition planning
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Metrics and Targets
Proposed disclosures
Cross-industry metric categories
• Greenhouse gas emissions
• GHG emissions intensity
• Transition risks
• Physical risks

Exemption from
disclosing comparatives
in year one, partial for
year two

• Climate-related opportunities
• Capital deployment
• Internal emissions price

Exemption from
disclosing analysis of
trends for two years

• 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

Defined term:

gross emissions

Total GHG emissions excluding any purchase,
sale or transfer of GHG emission offsets or
allowances. Gross scope 2 emissions must be
calculated using the location-based
methodology. Removals should be reported
separately.

49

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
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Emissions scopes

6
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Scope 3 matters

Financed emissions
over 700x larger than
operational emissions*
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.
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Example GHG intensity metric - Barclays

“Power portfolio emissions
intensity will reduce by 30%
by 2025, on the way to
alignment with our
benchmark by 2035”

Source: Barclays PLC, ESG Report 2020
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Example transition risks metric – ING

“Outstanding– upstream oil and gas
€3.6 billion.”

Source: ING, Terra progress report, 2021
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Example physical risks metric – ERAFP

“ERAFP’s global aggregate portfolio
scores 11.9, indicating a low risk.”

Source: ERAFP, Public Report 2020
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Example climate-related opportunities metric - Nordea

Investor presentation includes
percentage breakdown of Green
Bond Assets by sub-category

Source: Nordea, Green bond investor presentation, 2021
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Example capital deployment metric – Goldman Sachs

“Over the course of the year, we
exceeded our expectations by
contributing $156 billion in such
activity”

Source: Goldman Sachs, 2020 Sustainability Report,
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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
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Example remuneration metric - Barclays

“The decision was to include a standalone Climate
measure within the [Long-Term Incentive Plan (LTIP)],
providing clear alignment between the LTIP outcome, up
to a maximum of 10%, and progress towards our targets
which will help us to become net zero by 2050.”

Source: Barclays PLC, Annual Report 2020
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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
• Offsets
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Example target disclosure - Intesa Sanpaolo

Source: CDP, Enel Integrated Annual Report 2020

Example categories for targets for financial insitutions
Metric categories

Examples

Financed GHG emissions reductions targets

•
•
•
•

Coverage
Absolute
Intensity-based
Alignment-based

Real-economy transition metrics

•

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

•
•
Net-zero transition plan implementation metrics

•
•
•

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

Staff Guidance

Overview of XRB staff guidance

Previously published

Published in July

In development

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

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

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

Draft staff guidance
Scenario analysis: Getting
started at the sector level

Guidance for all sectors

Guidance for Banks

Scenario analysis factsheet

Guidance for MIS Managers

Guidance for Insurers

Getting started on measuring
your emissions

Scenario analysis: Getting
started at the entity level

Director preparation guide

Transition plan guidance

Download from: Resources » XRB

Download from: Climate-related
Disclosures Final Consultation » XRB

66

These are working drafts

So please let us
know what you think
We’re looking for your
feedback on these documents
They will continue to be
developed as we develop
other forms of guidance
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Our approach to the guidance

1. Deepen understanding

2. Illustrate primary user needs

3. Build consistency

Explaining the ‘why and how’ of climaterelated 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.

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 subdisclosures
Provide links to sources
and further reading
Include examples or
illustrations where these
provide additional insight
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Questions

Draft guidance

Upcoming deep dive session

Climate-related Disclosures

Deep Dive Series

Deep dive for MIS Managers: NZ CS
1 and NZ CS 2
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Consultation questions

Questions include:
•

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

•

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

•

Do you agree with the proposed first-time adoption provisions in NZ CS 2?

•

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
formally and informally.

To help you wrap your head around the
information in this consultation document, we’re
hosting a series of Deep Dive events in August.
Register to attend at www.xrb.govt.nz/events

The full consultation document can be found here:
https://www.xrb.govt.nz/standards/climate-related-disclosures/consultation/

To provide feedback you can:

Email us

Submit via

Comment on our

Climate@xrb.govt.nz

www.xrb.govt.nz

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

