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We passionately believe that the flow-on effect from 
focusing on helping fuel the prosperity of our clients 

significantly contributes to ensuring that our 
communities, and ultimately our country and all 

New Zealanders, will enjoy a more prosperous future.
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Climate-related matters are not just for CREs * to consider
*Climate reporting entities 
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Climate-related risks and opportunities

Transition risks

Acute

Chronic  

Policy Legal  Technology   

Market    Reputation     

Physical risks
Risks related to the physical 
impacts of climate change. 

The potentially positive climate-related outcomes for an entity. Efforts 
to mitigate and adapt to climate change can produce opportunities.

Climate-related Opportunities 
Risks related to the transition to a low-emissions, climate-resilient 
global and domestic economy, including mitigation and adaptation.
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Need to understand…

…the resilience of the business 

model and strategy…

https://www.chapterzero.nz/resources-and-insights/transition-planning-a-guide-for-directors 
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https://www.chapterzero.nz/resources-and-insights/transition-planning-a-guide-for-directors
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Consider the full value chain
What are the all the activities, resources 
and relationships related to the business 
model and external environment in which 

the entity operates?

Packaging
Freight 

Partnerships Sales channels 

Energy
Resources

End of life
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Linkage of strategy and risk

Strategy Risk

RISKS FROM THE 
STRATEGY

RISKS TO THE 
STRATEGY
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Financial impacts

Anticipated 
financial impacts

Current financial 
impacts

Included in 
financial 

statements
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The impact of climate considerations on 
impairment calculations



Impairment indicators
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Impairment indicators: Recap

The effects of climate-
related risks are 
considered when 
assessing 
whether indicators of 
impairment exist.

External indicators of impairment: 

Internal indicators of impairment: 
 Evidence from internal reporting indicates that the economic 

performance of an asset (or CGU) will be worse than 
expected.

 Voluntary environmental commitments (e.g., net zero 
targets)

 Significant changes have taken place during the period or 
will take place in the near future in the technological, market, 
economic, or legal environment in which the entity operates.

 Market required rates of return on investments have 
increased during the period.

 The carrying amount of net assets > market capitalisation.
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Debrief: Impairment indicators

Yes, if the legislation is expected to have a significant 
adverse effect on the assets.

Yes, because new legislation is an indicator of impairment for 
most entities.

No, because the legislation has not been officially passed as 
of the current year.

No, if the impact on the assets is due to required legislation 
rather than being due to a voluntary action. 

A

B

C

D

• Entity uses technology emitting high GHG emissions. 
• New legislation is expected to pass next year which will restrict certain production methods. 
• To continue production after 20X3 requires significant investments in technology and PP&E. 
• Entity will also have to abandon certain assets earlier than expected.
Is this an indicator of impairment and why?
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Climate change in cash flow models



18Document Classification: Public© 2025 KPMG New Zealand, a New Zealand Partnership and a member firm of the KPMG global organisation of independent 
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

Where do you reflect climate-related matters?

Adjustments to the discount rate 
may need to be made.

In valuation practice, the impact of climate-related matters is generally reflected in 
the cash flows (rather than in the discount rate) whenever possible.

- If sufficient data is not available; or
- It’s not possible to reliably quantify the impact 

of a climate-related matter on the cash flows.
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Traditional vs. Expected Cash Flow approach: Which one to use? 
Cash flow projections for the next 5 years:

10%*120+55%*110+
20%*95+15%*85

Traditional approach: 105 80 90 100 110

ECF approach: 105 81 87 96 104
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Question for you …

Which approach to cash flow 

projections do you use:

A. Traditional

B. Expected cash flows

C. It depends … on what?
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Traditional vs. Expected Cash Flow approach: Which one to use?

ECF approachTraditional approach

Which approach is more appropriate to be used to reflect climate-related matters?

IT DEPENDS
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Traditional vs. Expected Cash Flow approach : Discount rate

Component 1: 
Risk-free rate

Component 2: 
Risk-premium

Component 3: 
Specific risks / 

forecast CF bias

Weighted average 
cost of capital

Weighted average 
cost of capital

ECF approachTraditional approach

Discount Rate 
Adjustment Factor

Discount 
rate

Re (rm -  rf)) +rf= + (ꞵ x a A premium for risks not reflected in 
the beta factor (e.g. forecasting risk).

Under the ECF approach, the 
discount rate excludes risks 
reflected in the cash flows.
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Debrief: Approaches

True

False

A

B

Is the following statement true or false?
Under the Traditional approach, the discount rate excludes risks reflected in the cash flows.
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Maintenance vs. expansion capex and restructurings under VIU

Maintenance 
Capex

Expansionary 
Capex

JUDGMENT
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Impact of climate change on terminal value & forecast period

The terminal 
value is the 
parameter likely 
to be most 
affected by 
climate-related 
matters.

Y0 Y?

Terminal valueForecast period

What elements of the terminal value do you 
think climate change may affect?

The terminal value = present value of the cash flows to be 
generated from the end of the forecast period until
• the end of the asset’s or CGU’s life, or 
• into perpetuity if it does not have a limited useful life
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Terminal value: Models

A one-stage 
model that is used 
when the 
business is 
expected to have 
a stable long-term 
growth rate in the 
terminal period.

Method uses a 
market multiple 
(e.g. Enterprise 
value-to-EBIT).

Method applies 
only to FVLCD.

Model used when 
the business is 
expected to have 
an initial phase of 
higher growth in 
the terminal period 
followed by a 
phase of stable 
long-term growth.

Similar to the two-
stage model 
except that the 
initial phase is not 
constant but 
declines over time 
to reach the 
subsequent phase 
of stable long-term 
growth.

Gordon growth 
model

Terminal (exit)
multiple method

Two-stage 
growth model H-model
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Terminal value: Capex & the long-term growth rate

Capital expenditures included in the cash flows used to 
calculate the terminal value may require an adjustment to 
reflect the capital expenditure in the steady state (e.g. lumpy).

Long-term growth rate assumptions must be consistent with 
assumptions on capital expenditures (e.g. higher growth rates 
require a higher level of investment in capital).

NZ IAS 36 contains restrictions on reflecting capital 
expenditures in a VIU calculation and on the long-term 
growth rate.
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Debrief: Terminal value models

Gordon growth model.

Two-stage growth model.

A

B

Entity D has a cash flow that starts with a phase of higher growth in the terminal period followed by 
a phase of stable long-term growth.
Which model is the most appropriate to determine the terminal value in this scenario?

H-model.

A Terminal (exit) multiple method.

C

D
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Don’t forget about “fair value less cost of disposal” (FVLCD)

CGU identification remains an important factor to consider.

Don’t overlook FVLCD 

 Depends on the market 
participant’s perspective.

 Restrictions in calculations
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Disclosures in the financial 
statements

04



31

Guidance issued by regulators

Disclosures required by NZ IAS 1 – Estimation uncertainty

Disclosures required by NZ IAS 1 – Key accounting 
judgments

Disclosure requirements

Disclosures required by NZ IAS 36

Disclosures required by NZ IAS 1 – Overarching 
requirements

Ensure consistency, where appropriate, in key assumptions and judgments underlying the information 
disclosed in the front part of the annual report or other entity reports.
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Debrief: Disclosures

True

False

A

B

Is the following statement true or false?
The requirement in NZ IAS 36 to disclose key assumptions used to estimate the recoverable 
amount applies also to those that are climate-related.
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Connectivity with the front end of 
annual report or other entity 
reports
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Financial impacts

Anticipated 
financial impacts

Current financial 
impacts

Included in 
financial 

statements
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Consistency with the ‘front end’ and other entity reports 

Evaluate whether 
inconsistencies exist 
and whether they are 
appropriate.

Although the data and assumptions may differ from 
the financial statements, they need to be consistent, 
where appropriate, with any differences explained.

Data and assumptions may not be consistent with 
those used to estimate VIU. For example, due to the 
NZ IAS 36 constraints on reflecting:
 Asset enhancements or improvements
 Uncommitted restructurings
 The length of the forecast period (5-year limit)
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0101 0102 0103 0104 0105

Key points to remember

Climate-related 
factors may 
trigger some of 
the internal or 
external 
indicators of 
impairment.

The impact of 
climate-related 
matters is 
generally 
reflected in the 
cash flows, 
whenever 
possible.

In certain cases, 
climate-related 
matters may be 
more 
appropriately 
captured by 
applying the 
ECF approach.

When climate-
related matters 
are significant, 
consider 
whether the 
discount rate 
reflects the 
return required 
by a market 
participant.

Clear, 
transparent and 
connected 
disclosures 
about the impact 
of climate-
related matters 
on impairment 
testing are key.
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Questions?
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Thank You

Ngā Mihi
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