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ABOUT THE FRAMEWORK
The Framework for Sustainable Finance Integrity (“Framework”) provides a universal set of 
sustainability guardrails across the financial system, contributing to a clear pathway for more 
coordinated action, encouraging ambition to deliver meaningful sustainability and net zero 
results, and reinforcing the multiplier effect these actions will have on the real economy.

The Framework’s Advisory Council, comprised of leading personnel and organizations from 
each segment of the public and private financial ecosystem across Asia, Africa, Europe, 
and the Americas, requested a deep dive into the topic of credible transition plans to better 
implement the Framework’s recommendations.
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growth while addressing climate change. CPI has six offices around the world in Brazil, India, 
Indonesia, Kenya, the United Kingdom, and the United States.
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1. INTRODUCTION

The last two years have seen a steady increase in the number of climate and net zero 
announcements made by public and private financial institutions to align their financial 
flows with the Paris Agreement and Sustainable Development Goals. Because on average 97 
percent of financial institutions’ emissions are in their portfolio (Lütkehermöller et al. 2020) 
rather than in their operations, tangible results in the real economy are only possible with 
action from financial institution counterparties, supported by active engagement from public 
and private financial institutions.1 Counterparties, as used here, broadly refers to companies 
on the other side of a financial transaction that have a close relationship to the real economy 
(e.g., an energy company or a consumer goods company). 

Climate transition plans can be defined as time-bound action plans that outline how an 
organization plans to pivot its existing assets, operations, and business model towards a 
trajectory that aligns with the most recent and ambitious climate science recommendations 
(CDP 2022). Whether for financial institutions or the companies in which they invest or lend 
to, climate transition plans should set out a theory of change for the real economy, recognize 
the critical changes required in governance, organizational and business processes, and 
identify the learning and capacity building needs within an entity for effective implementation 
to take place. In addition to examining the company’s climate-related financial risks, a 
responsible company must also consider its impact on the climate (CDP 2022). 

Figure 1. Transition plan evaluation as part of sustainable finance integrity

CPI’s Framework for Sustainable Finance Integrity (the Framework) outlines the necessary 
actions financial institutions need to consider when developing their own transition scenarios, 
and informs financial institutions about the credibility of their own transition plans (Pinko et 
al. 2021). The Framework recommends financial institutions develop and publish a detailed 

1 In CPI’s Paris Misaligned report, investors across all categories were found to still be funding high-emissions activities and sectors, despite 
movement to do otherwise (Macquarie et al. 2020).
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policy for engagement and relationships with counterparties that fail to adopt and implement 
credible transition plans, and advocate for an environment that requires standardized climate 
reporting and encourages climate action. The outstanding question to address is ‘what makes 
a counterparty transition plan credible’?

There are a number of initiatives that guide the evaluation of company targets and financial 
institution engagement with counterparties. The CA100+ benchmarks, a set of ten disclosure 
indicators designed to assist investors in assessing the robustness of a company’s business 
plan and climate targets against a range of climate scenarios, are intended to guide the 
organization’s engagement with target companies in high-emitting industries (Climate Action 
100+ 2021). The Net Zero Asset Owners Alliance and the European Investment Bank have 
laid out a similar checklist to support counterparties’ alignment with the Paris Agreement 
(EIB 2021; NZAOA 2022). The Science-Based Targets initiative (SBTi), while providing 
target-setting protocols for both the financial sector and other industries, has encouraged 
financial institutions to push for counterparty participation in the SBTi certification process 
as a measure of commitment (SBTi 2021). The Transition Pathway Initiative (TPI) tool is a 
ready-made evaluation of companies in a set universe of large, publicly traded companies 
on a global exchange, focusing on governance, strategy, risk management, and metrics (TPI 
2021). While this brief does not address the specific issues related to financial intermediaries, 
including asset managers, the Framework for Sustainable Finance Integrity’s necessary action 
metrics can inform climate action for the financial sector.

This brief complements the Framework and these initiatives by:

• proposing a set of key elements for financial institutions to consider when evaluating the 
credibility of counterparty transition plans;

• outlining steps financial institutions can take in response to the transition plan 
assessment, depending on the credibility of the counterparty transition plan, as an answer 
to the “what next” question; 

• discussing how financial institutions can support the external regulatory and policy 
mechanisms that are needed to create an enabling environment for counterparties to 
effectively develop and enact their transition plans; and 

• opening a discussion on the impact of transition plans and net zero expectations on 
financial institutions and companies in developing economies, an area that deserves 
further research and consideration.

The elements outlined in this brief were developed through an evaluation of existing 
transition plans, current disclosure guidance, and discussion with subject experts, with an 
aim to identify which criteria acted as signifiers of ambitious climate action. Acknowledging 
that data and methodological challenges still exist on this topic, the elements have been 
crafted to allow them to be applied to a variety of sectors, geographies, and counterparty 
types and sizes, and the criteria within are designed to be ambitious while still acknowledging 
the uncertainty around transition planning.

This brief is not intended to displace the existing benchmarks or criteria for net zero company 
plans. The overlap between the assortment of existing initiatives and this brief serves as a 
complement and highlights the importance of engagement with counterparties as a way 
to reduce real economy emissions. The elements outlined in this brief were developed to 
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examine what criteria would be most relevant from a financial institution’s perspective, to 
identify the places where financial institutions are best equipped to provide support, and to 
apply to a broad swath of companies, including those in different geographies, in different 
sectors, and of different sizes. Rather than focusing solely on emissions mitigation targets, 
these elements include climate adaptation, just transition, and larger sustainability goals. 
The brief aims to look for signs of commitment to climate action and the long-term viability 
of the transition plan, seeking to identify the information that truly signifies credibility from 
a counterparty. 
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2. KEY ELEMENTS OF A CREDIBLE     
 TRANSITION PLAN

The following proposed elements are intended to guide the evaluation of a transition plan’s 
credibility. These should be seen as key signals of credibility in a transition plan and are 
not necessarily exhaustive. The proposed elements were gathered via a review of leading 
benchmarks in existing plans (outlined in Annex 5.2), leading guidelines and plan guidance 
for multiple sectors, such as the GHG Protocol Corporate and Reporting Standard, the 
Common Ground Taxonomy, the Task Force on Climate-related Financial Disclosures’ 
2021 Guidance on Metrics, Targets, and Transition plans, and expert recommendations 
(Ranganathan et al. 2015; IPSF 2021; TCFD 2021; Day et al. 2022). While the elements put 
forward in this brief were designed with the intent to be as universally applicable as possible, 
financial institutions should consider factors that may impact counterparties’ ability to meet 
them, such as sector, geography, and size of counterparty. 

Figure 2. Elements of a credible transition plan

Quantitative, detailed, and 
time-bound interim emission targets 
supporting a 2050 net zero goal

The plan includes progress benchmarks on emissions reductions that are clearly 
outlined for defined timeframes and consistent with 1.5°C no or low overshoot 
pathways.

1

The plan sets out how the company will deliver on its climate commitments – both 
to reduce its own risks as well as in support of climate action – through policies, 
products, tools, services, and relationships.

Implementation2

The plan covers the whole organization, builds capacity in-house, and is integrated 
into the overall business strategy including budgeting and investment plans.

Whole-institution approach3

The plan sets context-specific sustainability targets and attempts to ensure there 
are no negative externalities to the environment or communities.Sustainability 4

The plan sets out a framework for transparently reporting on progress, 
assumptions, monitoring, and accountability.

Transparency, verification, and 
accountability5

The plan is reviewed and revised regularly, and updates the level of ambition based 
on progress.

Flexibility, responsiveness, and 
rapidly escalating ambition6
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A credible transition plan will incorporate: 

2.1 QUANTITATIVE, DETAILED, AND TIME-BOUND   
  INTERIM EMISSION TARGETS SUPPORTING A 2050  
  NET-ZERO GOAL
In credible transition plans, companies should set short-term targets, for periods of no more 
than five years at a time, consistent with the Intergovernmental Panel on Climate Change 
(IPCC) 1.5°C limited to no overshoot pathways, which require an immediate reduction in 
emissions to address short-term physical and transition risks. Aggressive short-term targets, 
covering Scope 1, 2, and 3 emissions, where significant, can incentivize companies to make 
rapid changes early and help identify opportunities and challenges early on (Fifita et al. 2018). 

Supporting five-year targets, credible transition plans must also clearly outline annual 
progress benchmarks which dynamically adjust the level of ambition and action based on 
whether the company has made fast or slow progress towards meeting its targets. Financial 
institutions evaluating counterparty transition plans should consider whether the key 
measures and metrics that are currently available are included in the plans (Day et al. 2022). 

Further, these progress benchmarks should be defined for Scopes 1, 2 and Scope 3 emissions 
where significant. For counterparties, Scope 3 emissions comprise emissions that come 
from end use of products and services, such as emissions relating to the extraction and 
production of materials, business travel, and the burning of fossil fuels (EPA 2022). 
Moreover, companies, where applicable and significant, should include in their Scope 1, 2, and 
3 reporting emissions associated with subsidiary companies. Reporting subsidiary emissions 
can incentivize companies to shift away from high-emission activities and assets instead of 
continuing these activities through subsidiaries (Day et al. 2022). 

To define their targets, counterparties should use scenarios and models adapted to 
their sector and industry, as determined by industry best practice, and clearly set out 
the assumptions underlying the different scenarios (Andrews and Fischer 2021). Where 
there are limitations on the current scope of sectoral benchmarks, Sections 3.1 and 3.2 
outline ways financial institutions can support the development of more robust and usable 
metrics and benchmarks. In turn, to adequately consider and incentivize how counterparty 
reduction targets contribute to the financial institution’s own trajectory towards net zero 
by 2050, financial institutions must be able to benchmark companies against their sectoral 
and geographic peers. Box 1 details some strategies to guide financial institutions in their 
approaches to sectoral alignment and targets (Andrews and Fischer 2021). 

Emissions can be accounted for in either absolute terms, which measures the total GHG 
emissions over a set time period, or via intensity metrics, which measures the total 
emissions for each set amount of products or actions (Andrews and Fischer 2021). Credible 
transition plans will account for emissions in absolute terms, as emissions can most 
easily be measured against the IPCC pathways (PCAF 2020; Andrews and Fischer 2021). 
However, while absolute carbon-emission targets are critical for pathway evaluations and 
should be prioritized, they have the potential to overlook the differences in efficiency and 
intensity of operations that impact emissions levels. For example, a counterparty with high 
emissions per unit of output may record a decline in total emissions because of a contraction 
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in growth rather than actual emissions reductions (Jaller and Matthews 2021). As such, 
counterparties are encouraged to set additional intensity-based metrics, as these can be 
linked to performance benchmarks and help identify the magnitude of intensity-reduction 
requirements needed; these should be updated and recalculated on an annual basis to 
account for changes in the underlying assumptions (Andrews and Fischer 2021). A credible 
transition plan will use robust and standardized industry emissions accounting methods and 
disclose the methodology used; accounting methodologies for each scope of emissions are 
meticulously detailed in the GHG Protocol Corporate Accounting and Reporting Standard.

 
Box 1. Sectoral alignment approaches and targets

As outlined in the Framework for Sustainable Finance Integrity, financial institutions, like 
counterparties, must accurately and transparently disclose their portfolio emissions on an 
absolute basis to assist in the creation and measurement of absolute targets like net zero. Where 
reliable asset-level data exists, the UNEP-Finance Initiative recommends financial actors couple 
these absolute targets with sectoral decarbonization targets that adhere to the appropriate 
scenarios (Andrews and Fischer 2021). 

This approach has two key benefits. First, as it benchmarks companies against their sector 
peers, it allows for over-weighting of best-in-class performers within a portfolio, thereby giving 
financial institutions the option to direct capital to companies that are leading within a sector 
(Andrews and Fischer 2021). Second, it can highlight what elements of a portfolio are aligned and 
which are lagging.

Implementing this approach requires financial institutions to account for emissions using an 
absolute-contraction approach and a sectoral alignment approach. To measure Scope 3 emissions 
in absolute terms, a financial institution needs to perform a baseline analysis of the carbon in its 
portfolio at a point in time, identify a global average reduction rate that aligns with its end goal, 
and set appropriate interim targets. Necessary action, as defined in the Framework, requires a 
29% reduction in portfolio emissions by 2025 to be on a viable net zero 2050 pathway (One Earth 
2020; NZAOA 2022).

To implement a sectoral alignment approach, as recommended by the UNEP-FI, financial 
institutions will have to:

• Assess the carbon or greenhouse gas (GHG) efficiency of a given entity in their portfolio 
against the entity’s primary output (e.g., CO2 per ton of steel produced).

• Benchmark this metric against their sector peers and against sector-specific 
decarbonization pathways. 

This approach not only allows financial institutions to consider the sectoral nuances within their 
portfolio but will also allow capital to flow towards the most carbon/GHG efficient companies 
within a sector, while slowly withdrawing capital from high emitting companies as part of an 
escalation strategy, and introducing an incentive for high-emitting companies to decarbonize. This 
will bring financial institutions closer to meeting their Scope 3 emission reduction targets.
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2.2 IMPLEMENTATION
Near term actions, that is actions undertaken within a timeframe of 18-24 months, are a 
key first step to implementing longer term, more ambitious targets (Andrews and Fischer 
2021). A credible transition plan will set out in detail how the company intends to deliver 
on its climate commitments and shift from the business-as-usual scenario through relevant 
policies, products, services, and relationships and their related quantitative and qualitative 
milestones to measure progress. Early evidence of progress made towards implementing 
concrete actions is critical to consider, as it is important for counterparties to embark on a 
path to net-zero as soon as the commitment is made. 

Further, in order to adequately evaluate the credibility and impact of implementation actions 
proposed by counterparties, financial institutions must build an understanding of sector-
specific decarbonization pathways. Actions like clean energy procurement, which lowers a 
company’s Scope 2 emissions through increasing the use of clean energy, and value-chain 
decarbonization, which ensures that decarbonization efforts are being made by upstream 
and downstream subsidiaries and partners, are suitable for almost all companies. Other 
actions will be sector specific; for example, adopting electric transport and zero-carbon fuels 
are actions suitable for transport sector companies, but less relevant for other industries. 
Therefore, the credibility and relevance of implementation efforts should be assessed against 
each company’s emission profile and circumstance (Day et al. 2022). The amount of funds, 
where counterparties are able to divulge that information, allocated to emissions reduction 
and other climate relevant investments is useful in analyzing counterparty priorities.

In addition, companies and financial institutions alike should provide guidance on how they 
intend to use carbon offsets, clearly stating the share of emissions to be mitigated using 
offsets – which should decline with time - and ensuring that the type of offsets utilized will 
be consistent with emerging global standards for “high quality”. While the standards for 
voluntary offsets are still under development, what constitutes credible offset use is a key 
question for industries and countries around the world (see Box 2). Voluntary use of carbon 
offsets should not be a default tactic for the private sector to neutralize its emissions, and 
must not come at the expense of mitigation efforts. Offsets can, however, play an important 
role in helping hard-to-abate sectors decarbonize and developing economies protect 
natural capital.
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Box 2. Carbon Offsets and Integrity: What constitutes credible offset use?

Voluntary carbon offsets are an accounting mechanism for a unit of GHG emissions reduced, 
which is then traded as a credit in a carbon market (Irfan 2020). There are currently no 
internationally accepted standards on how to price, evaluate, and purchase carbon credits in 
the global voluntary carbon market, and a plethora of unregulated trading platforms without 
standardized monitoring and evaluation of offset programs (Widge 2021).

At their best, voluntary carbon markets provide an opportunity for private finance to mitigate 
climate change and channel significant finance into investment-ready carbon saving activities 
(VCMI 2021). By buying offsets on a voluntary carbon market, private industry is actively funding 
the decarbonization of high-emissions activities, often in developing economies or within activities 
that have significant negative externalities. Carbon offsets for clean cooking, for example, not 
only reduce emissions from three-stone cooking fires by providing more efficient cookstoves that 
use a less GHG-intensive fuel, but also reduce the significant negative health impacts and gender 
disparities that stem from the pollution and wood-gathering involved in using three-stone fires 
(SEforALL 2021).

At their worst, offsets are a way for private companies with high GHG emissions, such as 
airlines or oil and gas companies, to continue business-as-usual without mitigating their own 
emissions (al Ghussain 2020). With the option to simply pay for offsets, there are concerns that 
emissions mitigation—what is needed to avoid global temperature increase in the long run—will 
lose its urgency. There are also concerns on the supply-side that the lack of global oversight or 
requirement for offsets to be certified has created opportunities for low-quality offset offerings 
that have little impact on real emissions (al Ghussain 2020).

There is a growing movement for voluntary carbon markets that focus on integrity and work to 
complement climate regulations. These markets would have a formal governance mechanism 
and quality assurances, including certification by voluntary standard setting and carbon crediting 
entities. One such movement is the Voluntary Carbon Markets Integrity Initiative (VCMI), which 
is working to create a shared vision for high-integrity voluntary carbon credits that finance 
carbon mitigation activities (VCMI 2021). Another is the Taskforce on Scaling Voluntary Carbon 
Markets, which developed the Core Carbon Principles in 2021, a set of 20 actions to deliver a 
robust, transparent, and verifiable carbon market, and are currently being operationalized by the 
taskforce’s successor, the Integrity Council for the Voluntary Carbon Market (IIF 2021). The new 
council is a governance body established to set and enforce global standards for the voluntary 
market (ICVCM 2022).
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2.3 WHOLE-INSTITUTION APPROACH
Engaging the whole institution in the transition effort and integrating the transition plan into 
the overall business strategy is key to both the credibility of a transition plan and the plan’s 
chances of success. Institutions that mainstream climate and sustainability considerations 
across the organization are more likely to be able to sustain the effort even after significant 
turnover, are more likely to identify action levers and potential obstacles to success, and are 
able to accurately convey that information to leadership (Ingram et al. 2019). As the first step 
in this effort, net zero targets and sustainable development goal (SDG) commitments should 
be fully integrated into counterparty mandates, business plans, key performance indicators, 
executive compensation, risk management frameworks, investment tenors, and performance 
management across the company, including those with budgetary and investment authority.

A whole-of-institution approach includes tying executive compensation to meeting climate 
and sustainability targets (Ritz 2020). In this case, the transition plan should detail at 
what level of the executive hierarchy this requirement would apply, and how the targets 
are defined and quantified, as well as actions that will be taken if targets are not met on an 
annual basis (Hill 2021). These targets should be quantifiable and ambitious, ideally tied to 
emissions mitigation, and reflected in both short- and long-term executive compensation 
plans. At the board level, a whole of institution approach could include incorporating 
climate risks in the mandate of any board committees, detailing who on the board holds a 
background in climate or sustainability, and clearly outlining the hierarchy of any existing 
sustainability department or climate-related decision making. 

Effective implementation of transition plans requires a commitment from counterparties; the 
strength of this commitment will be evident in the level of resources allocated to realizing 

Box 3. Considering of the impact on climate – double materiality

Considering how a company is not only being affected by a changing climate but also contributing 
to climate change is a key next step for counterparties to take. This is known as double materiality 
and has already been embedded in the EU’s sustainable finance disclosure regime for financial 
institutions (European Parliament 2019; Täger 2021). Including an acknowledgement of how a 
company contributes to climate change can facilitate effective management of emissions and 
other environmental and social impacts within financial institutions and their counterparties 
(Täger 2021). It is also a shift from the mainstream evaluation of ESG risks by the financial sector, 
which focuses on the financial risks faced by the company due to physical and transitional climate 
risks, to an evaluation of the risks the company may pose to the climate.

Credible transition plans should therefore not only outline how the company intends to manage 
climate risks, but also consider the company’s positive and negative contributions to climate risks 
(often through GHG emissions but also through co-benefits like adaptation and biodiversity) 
and outline how it intends to manage this impact. For some companies, this may include how 
they intend to mitigate emissions from high emission assets, including details on the use of 
offsets, and how the company intends to manage potential stranded assets. The latter will be 
particularly relevant for sectors reliant on high-emitting infrastructure like the oil and gas sector. 
For such sectors the concept of double materiality should feature prominently on transition plans 
(Althor et al. 2016).
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the goals set out in the plan. Counterparties ought to allocate sufficient human resources 
and invest in capacity building, systems processes and tools to support implementation 
requirements. The plan should detail the ability, the capacity, and any gaps that the 
counterparty has to effectively implement the plan as well as what measures will be taken to 
develop in-house capacity. 

Developing internal capacity, rather than solely relying on external vendors, is an important 
step to instill a sense of ownership over the transition plan within an organization. Another 
way for counterparties to demonstrate their serious intent could be to make available budget 
provisions that support the stated requirements. When evaluating these components, 
financial institutions should benchmark counterparties against their sector and geography 
peers as well as consider the scale of change that is required within an counterparty’s 
operations (e.g. entities with smaller carbon footprints will need less resources to bring about 
decarbonization targets than entities with larger, harder-to-abate, footprints). 

2.4 SUSTAINABILITY 
A credible transition plan will set context-specific short-term sustainability targets, including 
to prevent loss of biodiversity, pollution, and social impacts from the low carbon transition in 
climate equity (Pinko et al. 2021). These targets should not conflict with the counterparty’s 
broader SDGs, but rather be cumulative and exploit synergies across areas of operations. 
When evaluating sustainability targets, it is important for financial institutions to have a 
broad understanding of sustainability initiatives across the sector in question to benchmark 
the proposed counterparty actions and to identify any important gaps. 

Further, it is critical that the transition plans and suggested climate action will not support 
activities that negatively impact environmental and biodiversity indicators. Should there 
be any unavoidable trade-offs or negative effects due to the company’s operations, these 
should be fully and transparently documented. Transition plans should also include a 
comprehensive and context-specific exclusion list to prevent harmful activities where 
relevant (e.g., banning arctic oil and gas drilling, or banning activities that support rainforest 
deforestation).2 Financial institutions should consider how the proposed exclusions relate to 
the counterparty’s activities when evaluating the ambition of transition plans. 

Supporting the just transition is essential to accelerate the transition to net-zero. Financial 
institutions have a role to play by making sure that the full scope of equity issues are 
fully integrated into their assessment of counterparty transition plans, capital allocation, 
and policy lobbying positions (Robins, Muller, et al. 2021). Counterparty transition plans 
should take into consideration any unequal impacts on workers, suppliers, communities, 
and consumers (Robins, Muller, et al. 2021). In practice, this means counterparties should 
focus on the impact of their activities and transition plans on the real economy and actively 
seek to engage with stakeholders to mitigate any actions that lead at any point to unjust or 
inequitable results, including avoiding ‘stranded workers’ or ‘stranded communities’ (WWF 
2021). For example, as set out in the framework of expectations developed by the Financing 
a Just Transition program at the Grantham Institute, this includes anticipating employment 
shifts, ensuring dialogue with workers, supporting suppliers in taking account of their own 
net-zero goals, strengthening local supply chains, understanding the spillover effects on 

2  The EU Taxonomy for Sustainable activities provides an example of how entities may approach developing exclusion lists.
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communities, and prioritizing implications for consumers with limited access to sustainable 
goods and services (Robins, Muller, et al. 2021). 

Figure 3. Components of the just transition

Source: Grantham Research Institute on Climate Change and the Environment (Robins, Muller, et al. 2021)

2.5 TRANSPARENCY, VERIFICATION, AND    
  ACCOUNTABILITY
Transparency is a critical underpinning of a credible transition plan. Counterparties should 
transparently report on all of the elements of the transition plan described above and clearly 
commit to transparently report on annual emissions. Full transparency includes disclosing 
climate risks to internal and external stakeholders, as well as outlining the accountability 
mechanisms in place to support the transition plan. Moreover, where possible, counterparties 
should transparently benchmark the level of ambition put forward in their climate transition 
plan against action taken by their sector and geography peers. 

Including a robust accountability mechanism is key to support the delivery of the plan’s goals 
as it incentivizes the monitoring and evaluation of the company’s climate risks and climate 
impacts, including greenhouse gas (GHG) emissions reductions (Bartlett 2021). A robust 
accountability mechanism will include clearly defined roles and responsibilities including 
effective governance mechanisms to monitor and evaluate progress, details on who holds 
responsibility for overseeing and implementing the transition plan, as well as accountability 
measures at the operational level (Bartlett 2021). It is critical to know who, or what 
department, at the counterparty is ultimately responsible for climate risks and opportunities. 
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Where possible, financial institutions should seek third-party verification of counterparty 
emissions reporting, else institutions may operate under incorrect portfolio assumptions that 
undermine the financial institutions’ own climate targets. 

Full disclosure of climate-related risks and opportunities are also essential elements of a 
robust and credible transition plan as they provide the basis for informed decision making 
for stakeholders (Madhani 2009). At minimum, a credible transition plan will report on 
progress in line with the recommendations from the Taskforce on Climate-Related Financial 
Disclosures (TCFD). There are concerns regarding a reliance on non-public voluntary 
disclosures, however, as the disclosures and data lack independent verification and may 
follow the outline of a disclosure regime without fully undertaking the analysis and treating 
the disclosure as a box-checking exercise. Third-party verification, as discussed in Section 3, 
is a potential solution to this issue.

2.6 FLEXIBILITY, RESPONSIVENESS, AND RAPIDLY   
  ESCALATING AMBITION
A credible transition plan will incorporate flexibility, responsiveness, and above all be 
ambitious throughout its development and implementation. Flexibility and responsiveness 
are necessary as the pathways towards decarbonization cannot all be firmly determined 
today, particularly in hard-to-abate sectors. As such, a credible transition plan should 
incorporate a review schedule that updates the level of ambition based on the progress of 
both the counterparty and the industry. Allowing for plans to change and adapt to emerging 
technologies and breakthrough solutions is key to accelerating transition efforts. 

Companies should also establish a regular and reasonable revision and update timetable 
for their transition plans, ideally on an annual basis. This requirement, however, does not 
imply that counterparties should develop new transition plans every year, rather they should 
apply learnings, revisit assumptions, and identify levers for action as well as areas that may 
be falling behind. Introducing flexibility and responsiveness into a plan can also help the 
company more easily adapt to changing regulatory circumstances. 

When reviewing revised transition plans, financial institutions should consider how 
counterparties are escalating the ambition of their plans. That is, if milestones are missed, 
are counterparties responding with more aggressive interventions to compensate? As 
the milestone dates approach are counterparties seeking to outperform expectations? 
Financial institutions should take into account any future plans and interventions announced 
by counterparties to ensure sufficient financing is flowing to support the transition. 
Similarly, financial institutions should support any actions taken in service of advancing 
the transition efforts, for example investments in R&D that have contributed to cleaner 
technology development. 

It is also important to recognize that counterparties will all have different starting points for 
emissions, climate action, and governance, often impacted by geography and counterparty 
size. As such, each counterparty should be benchmarked both on their own progress and 
against sectoral and geographic peers. While a 1.5°C pathway with limited or no overshoot 
requires counterparties to commit to net zero, each counterparty’s progress along that 
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pathway may be different depending on unique circumstances. The critical issue is that 
counterparties with higher starting emissions engage in ambitious action to reach net zero. 

Overall, to determine a transition plan’s level of ambition, financial institutions will need to 
consider the proposed targets and interventions at a counterparty, sectoral, and global level. 
That is, financial institutions will need to assess whether the counterparty’s plan is internally 
consistent with the latest science and necessary action for Paris-alignment, and benchmark 
the counterparty’s plan against sector and geography peers and guidelines developed by 
sectoral initiatives.
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3. ACTIONS TO SUPPORT CREDIBLE     
 TRANSITION PLANS

There are a variety of actions financial institutions can take to support counterparties in their 
efforts to develop and enact credible transition plans. This includes options for engagement, 
ways for financial institutions to help counterparties build capacity and climate knowledge, 
and methods to assist in the global need for sectoral and geographical benchmarks as a tool 
for climate action and evaluation. 

3.1 COUNTERPARTY ENGAGEMENT
After evaluating a counterparty transition plan using the elements above, financial 
institutions are able to respond based on the results of the assessment. Depending on the 
evaluation, there are several paths open to financial institutions. 

1. If the transition plan and counterparty show commitment to climate action and lay out a 
clear plan for the transition, a financial institutions can offer support for any issues that 
arise and continue business. 

2. If a transition plan suggests the counterparty is willing to take action on climate, but lacks 
the institutional capacity or knowledge to fully take effective action, a financial institution 
can offer multiple means of support, outlined below. 

3. If a transition plan and counterparty show no interest in climate action, suggest that 
the status-quo is acceptable, treat transition planning as a box-checking exercise, or 
otherwise appear less than credible to the financial institution, there is a responsibility 
to reassess business with that counterparty and clearly state the reason why. Responses 
can include options for divestment or aggressive engagement, along with the option 
for future business if the counterparty changes its ways and makes credible headway 
on climate action.

If a counterparty is committed to climate action but lacks capacity, a key role for financial 
institutions is supporting the development and implementation of more accurate and 
effective counterparty transition plans. Counterparties, particularly smaller companies, 
companies in developing countries, or companies with a traditionally smaller carbon 
footprint, may not have the internal capacity to conduct the necessary research on what 
information a credible transition plan should include or how a company should measure and 
present that information. 

Financial institutions, aside from general knowledge sharing on best practices, have 
an opportunity to invest in counterparty capacity building. This includes investing in 
counterparties with the explicit goal of enabling teams, both within any existing sustainability 
departments and in the larger organization, to conduct climate risks assessments and engage 
on decarbonization strategies and target-setting. This could also encompass investments in 
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counterparty training to develop a deeper understanding of climate-related financial risks or 
transition expertise for their industry.

Capacity building for hard-to-abate sectors should be both a priority for financial institutions 
and undertaken with a singular goal to reduce emissions. By providing the required finance to 
advance decarbonization strategies, financial institutions can help hard-to-abate industries 
reduce emissions. It is key here that such financing is successfully focused on mitigation 
practices in order to have the greatest impact on real economy emissions, in a manner 
similar to loans provided to the signatories of the Poseidon Principles or DFI loans earmarked 
for specific projects (Bhat and Mitchell 2021; Fuchs et al. 2021). This can also include 
engagement with trade associations and industry groups, to lay a viable path forward for 
hard-to-abate industries.

In addition to direct counterparty engagement, financial institutions should engage with 
third-party providers, such as rating agencies, to help develop transparent and usable 
methodologies for transition plan evaluation. Using rating agencies to act as a third-party 
evaluator of plans would add an accuracy and accountability mechanism that is currently 
missing from voluntary climate reporting, and address the potential for greenwashing. 
Additionally, a standardized set of transition plan elements, such as those laid out in 
Section 2, would provide guidelines for companies across industries and geographies when 
determining what information is necessary to include and how it will be evaluated. 

Technical assistance is also hugely important in building effective transition plans. The 
Addis Ababa Action Agenda, from the Third International Conference on Financing for 
Development, highlights the importance of technical assistance and data-sharing through 
multilateral, regional, or even bilateral platforms as a way to increase climate action 
(UNDESA 2015). Assisting in the development of industry and geographic benchmarks 
through this data sharing would make climate progress easier to measure and compare, and 
act as a way for counterparties to set their own expectations. Without accurate metrics for 
tracking emissions and methodologies to create sectoral and geographic benchmarks, both 
financial institutions and counterparties are operating in the dark, particularly in developing 
economies that may not have the capacity to build these benchmarks themselves. While 
GHG emissions reporting is a critical piece of a transition plan, it will become insufficient 
without meaningful benchmarks for comparison.

If the evaluation of counterparty transition plans is a key part of climate action for financial 
institutions, the response to the transition plan assessment is equally important. 

3.2 BUILDING A BETTER ENABLING ENVIRONMENT
As recommended by the Framework’s necessary action metrics, financial institutions 
should leverage their influence on external policies to create a better enabling environment 
for climate action. This includes supporting national and global climate policies that help 
create an environment that encourages or mandates the development, implementation, 
and measurement of credible transition plans is through policy advocacy. While individual 
advocacy is important, the industry also has clout through its coalitions, such as the Global 
Finance Alliance for Net Zero and the sectoral coalitions that it comprises, such as the Net 
Zero Asset Owners Alliance. 
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Private financial institutions have created several policy calls to action for governments 
and international actors, including a push to create incentives to help communities and 
businesses to recover from the COVID-19 pandemic in a way that promotes climate 
mitigation, resilience, and adaptation (GFANZ 2021). There have also been multiple calls 
for either country governments or a global movement to assist in greening the multilateral 
and international financial architecture to help achieve net zero emissions by mid-century 
(Carney 2021; GFANZ 2021; Marrakesh Partnership 2021; Robins, Dikau, et al. 2021; 
Waygood 2021). This would include recognizing challenges faced by emerging markets 
on climate action and working to mobilize greater capital flows to developing countries for 
climate projects and supportive development aid. 

Additionally, as attention grows on the topic, financial institutions have an opportunity to 
support policies for just transition initiatives. The movement to protect employees and 
communities and to ensure they aren’t stranded in the shift to a low-carbon economy is key 
as the transition moves forward. While some initiatives, like efforts to protect coal miners 
and coal-reliant communities have already been implemented in places, many more sectors 
will be negatively impacted by the transition. Financial institutions can support policy 
measures that protect workers and communities, particularly on issues like job retraining as 
the topic gains momentum. 

On a larger scale, financial institutions should support efforts, both nationally and globally, 
at creating a standardized climate disclosure framework. Creating a global disclosure 
framework on climate risks and transition planning that is comparable and standardized 
across industries would allow for better decision-making by financial institutions and 
identify any sectors or industries that were falling behind expectations (IFRS 2020; Bingler 
et al. 2021). One of the necessary action metrics in the Framework for Sustainable Finance 
Integrity is for financial institutions to advocate for global and standardized reporting as part 
of ambitious climate action. 

There has been progress in this area, as the G20 has called for global mandatory climate 
disclosure (G20 2021). All concrete actions to date have been taken by distinct countries, 
and have often focused on the financial sector in lieu of an economy-wide mandate. In 
France, Loi 173 requires listed companies to disclose their climate-related financial risks, 
and for financial institutions to disclose their climate stress tests and climate policies (PRI 
2016). The UK recently required financial institutions to submit detailed net zero plans for 
expert review by 2023, as part of a larger effort to become the first net zero financial center, 
although follow through on any commitments made will not be mandatory (Plummer and 
Timmins 2021). The Netherlands worked with financial institutions to agree to a mandatory 
measuring and reporting of emissions from 2021 onwards, and the Swiss government invited 
financial markets to test their portfolios against net zero (Coalition of Finance Ministers for 
Climate Action 2021). But despite these measures in the financial sector, governments have 
often left other industries, often high-emitting ones, without guidance on disclosure.

Along with mandatory disclosure frameworks, the use of accountability mechanisms is 
a common policy recommendation.3 At the moment, there are multiple taxonomies of 
climate-friendly actions and investments, with some required in their home country and 
none required elsewhere. A standardized, global taxonomy, accounting for economic and 
geographic differences, would help financial institutions know which investments are 

3  The French Observatory is a public-private initiative that aims at increasing the level of reporting by key financial entities.
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climate-friendly and assist in evaluating climate actions and disclosures for credibility. 
Making stress testing mandatory for financial institutions’ climate risks would also even the 
playing fields between countries and strengthen the global economic system by hedging 
against climate shocks.

Finally, financial institutions should work with country governments to create and enact 
ambitious national climate targets that align with net zero by 2050. Many countries still 
have nationally determined contributions (NDCs) that are not Paris-aligned, reducing the 
incentives of local financial institutions to align with net zero. Detailed NDCs could include 
sectoral pathways and sectoral policy expectations for the transition, giving guidance to 
companies as they work to develop and implement climate targets. Governments should 
work to announce market direction signals more clearly, with the support of financial 
institutions, as more countries commit to pricing in the externalities of carbon emissions. In 
the absence of government direction, there are currently no legal parameters or platforms 
to discuss agreements on a number of issues, including a global voluntary carbon market. 
Guidance on potential carbon prices, offsets, and carbon markets will be critical to developing 
a robust, climate-resistant economy. Additionally, clear public policy direction on sectoral 
transitions is critical for setting sectoral benchmarks, which are necessary for clear, 
measurable, and comparable transition plans and climate targets. 

3.3 TRANSITION PLANS AND DEVELOPING    
  ECONOMIES
In evaluating counterparty transition plans from developing economies, financial institutions 
need to take the different stages of developing economies into consideration. Transition 
plans, including their methodologies for calculating emissions and the scenarios that guide 
company action, are largely geared toward financial institutions and companies in developed 
economies. The global adoption of universal expectations for transition plans, however, 
has the potential for unintended consequences for companies and financial institutions in 
developing economies. There could be a domino effect created by the lack of guidance for 
emerging and developing economies, as local financial institutions are unable to create their 
own commitments due to a lack of information on portfolio emissions, and local companies 
have difficulty accessing finance from developed countries due to a lack of transition plans. 

Current research on transition plans in developing economies largely focuses on the 
development and implementation of NDCs, at the government level, rather than any potential 
action or guidance for companies or financial institutions. The lack of targeted scenarios 
and guidance on the public level also raises the question of whether most climate scenarios 
expected to be used in transition plans are designed for companies in developed economies.

There are outstanding questions on the different responsibilities of developed and 
developing economies as well, given the stark differences in current and historical emissions 
levels. Developing economies are also more likely to face physical climate impacts due to 
geography, adding another climate stressor to developing markets. 

As discussed in Section 3.1, supporting policies and platforms for data sharing and 
benchmark creation is a key next step for financial institutions and transition plans 
evaluation. While initiatives like The French Observatory (OPDH) and CPI’s Net Zero 
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Finance Tracker are making progress on collecting and evaluating data for the financial 
sector, more data and more participation is needed to help create sectoral benchmarks that 
are manageable for developing countries (CPI 2021; Observatoire de la Finance Durable). 
Without these benchmarks, it is difficult for financial institutions to support counterparties 
and industries in developing countries with the development and implementation of their 
transition plans, especially given the data limitations that may exist around short-term target 
setting. There is also no clear actor who has taken on collecting such data and building the 
necessary tools. 

A potential option could be a new tier in evaluating transition plans and climate targets. 
By starting with simpler transition plans, evaluated by a less stringent set of metrics and 
expectations, it could provide companies in developing economies access to the financing 
and capacity building tools they need in order to develop a more robust transition plan. 
This could be an area of opportunity for regional development banks to both strengthen 
involvement in climate action and help increase capacity of counterparties on a local level 
with real economy impacts.

There is significant interest in examining the levers of influence to encourage climate targets 
and transition plans across developing economies, and how to broaden existing networks 
of net-zero coalitions to include greater numbers of financial institutions from developing 
economies. While most of these conversations focus on how to effectively open doors for 
institutions in developing economies, there is also a need to focus on any unintended impacts 
these net zero targets may have on developing economies – financial markets, communities, 
and governments.

This section is intended to be a brief overview of questions that the financial community 
should consider for future analysis. Further research in this area is necessary to get a fuller 
understanding of how climate requirements could leave some developing countries behind, 
and what doors need to open in order to allow more financial institutions from developing 
countries into net zero coalitions. This will have to be built with the understanding that the 
vast majority of historical emissions did not come from developing economies, but they will 
be the countries to face the worst impacts of climate change. As such, on-ramps and other 
incremental measures should be considered to encourage participation. 
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4. CONCLUSION

Transition plans are a critical way for financial institutions to determine if a counterparty 
is seriously considering climate risks and taking ambitious climate action. There 
can be however a disconnect between what a company says and what it does. As 
financial institutions have made more commitments to only work with counterparties 
that have published credible transition plans, it raises the question of ‘what makes a 
transition plan credible’?

This brief has proposed six key elements that bring credibility to a transition plan, taken 
from an evaluation of existing transition plans, current disclosure and evaluation guidance, 
and subject experts. While the list of key elements is not exhaustive, it is intended to guide 
evaluation of counterparty transition plans, based on actions that signify ambition without 
being far outside mainstream reporting guidelines. 

As part of this, it is also critical that financial institutions react to the transition plan 
assessment. This can include identifying opportunities to support climate reporting and 
climate action through counterparty engagement, if a counterparty is acting in good faith but 
requires additional capacity. Additionally, there is an opportunity for financial institutions to 
leverage their influence to support external policies and regulations that support the creation 
of an enabling environment for counterparties to create effective climate transition plans 
and take ambitious climate action. A key part of this is support for a global, standardized, 
and comparable disclosure framework; if this is developed and mandated, it will take the 
responsibility of determining credibility out of the hands of financial institutions. 

It is also vital to recognize that the discussion of transition plans has largely been confined 
to developed economies. That does not mean, however, that the expectation for and 
impact of transition plans is limited to developed economies as well. As discussed, financial 
institutions and counterparties in developing economies face a unique set of challenges that 
should be addressed by the global financial sector, such as better data sharing and sectoral 
benchmarking. Facilitating participation in net zero commitments and coalitions by a wider 
geographic and economic spread of companies and financial institutions is key to tacking 
climate change in the real economy. This brief has identified a series of questions that 
deserve greater consideration and analysis as the financial sector looks for ways to open 
doors to a larger, more inclusive process on net zero.
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5. ANNEXES

5.1 FRAMEWORK FOR SUSTAINABLE FINANCE    
  INTEGRITY METRICS

Figure 4. Overview of necessary action metrics in the Framework for Sustainable Finance Integrity

5.2 CURRENT EXAMPLES OF CORPORATE     
  COMMITMENTS 
The 2022 Corporate Climate Responsibility Monitor from New Climate Institute and Carbon 
Market Watch has identified various promising examples emission reduction measures and 
sustainability goals that can be easily replicated by other companies in their transition efforts:

• Apple and IKEA, for example, support their upstream supplies to procure high-quality 
renewable electricity (Ikea 2020; Apple 2021). Apple further holds its suppliers 
accountable to environmental standards by including them in contract agreements (Apple 
2021). DHL has established a Green Carrier Certification program to encourage their 
delivery contractors to green their fleets and operations (Deutsche Post DHL Group 2021; 
Day et al. 2022).

Targets & Objectives

1. Set Paris-aligned, net zero targets

Consistent with the IPCC’s no or limited 
1.5˚C overshoot pathways, and in 
addition to 2050 targets, set 2025 target 
to reduce portfolio scope 1, 2, and 3 
emissions by 29% on absolute level 
against a 2019 base year, according to 
fair share of reductions.

2. Set complementary SDG targets

Set context-specific complementary 
targets by 2025, encompassing: 
biodiversity; adaptation; climate equity; 
pollution; and direct contributions for 
climate investments in developing 
economies and hard-to-abate sectors.

3. Use credible o�sets

Only use o�sets where no mitigation 
options exist, and ensure o�set credits 
cause no harm, prioritizing positive 
co-benefits where possible.

Implementation

4. Whole institution approach

Fully integrate targets and commitments into mandates, governance, executive 
compensation, risk management frameworks, and performance management.

5. Proactive counterparty engagement

Lead engagements with counterparties to publicly commit to 1.5˚C-aligned business 
strategies and publish a detailed policy for those that fail to adopt and implement credible 
transition plans.

6. Develop and deploy substantially more sustainable finance

Drastically increase sustainable finance volumes through new instruments and business 
models, including supporting developing economies in their transition.

7. Align and engage around climate policy

Proactively engage on and advocate for sustainable finance policy and regulatory measures to 
ensure Paris-aligned financial flows, including for mandatory global climate risk reporting for 
public and large private companies.

8. End fossil fuel financing

Immediately end all finance for new thermal coal projects and phase out existing coal power 
finance by 2030 in OECD countries and 2040 in developing economies. Eliminate finance and 
subsidies for all new oil and gas projects, and phase out existing oil and gas financing and 
subsidies where a credible transition plan does not exist.

Metrics & 
Transparency

9. Transparently disclose 
climate risks

Align with the TCFD and future 
TNFD disclosure frameworks, 
and any globally adopted 
disclosure regimes, ensuring 
disclosures, finance data, and 
impact are independently 
verified.

10. Track emissions and 
sustainability investments

Promote standardized and 
comparable approaches to 
defining sustainable investments 
and tracking emissions.

The necessary actions all financial institutions must take to meet global climate and sustainability targets. Learn 
more at climatepolicyinitiative.org.

The Framework for Sustainable Finance Integrity

Source: Climate Policy Initiative
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• Sony Group Corporation, provides a good example of robust and transparent interim 
target setting (Day et al. 2022). In 2020, Sony updated its Road to Zero environmental 
plan, which includes a net-zero by 2050 target that covers the environmental footprint 
throughout the whole life cycle of products, and sets frequent interim targets (-72% 
reduction in scope 1 and 2 emissions by 2035 and -45% reduction in scope 3 emissions 
by 2035) (Sony 2021; Day et al. 2022). Maersk, the largest vessel operator in the world, 
also offers a good example of detailed target setting. The company has set targets for 
reductions across all emission scopes as well as interim emission reduction targets 
for shipping and terminal related emissions (Maersk 2021). Notably, the company has 
presented comprehensive plans for Scope 1 emission reductions (which account for 
65% of the company’s emissions) and proposed various measures to address Scope 3 
emissions (Maersk 2021; Day et al. 2022).

• Deutsche Post DHL’s process for sourcing offsets includes five minimum criteria for offset 
credits, related to third-party monitoring and verification, transparency and the avoidance 
of double counting, permanence, sustainable development, and leakage (Deutsche Post 
DHL Group 2021). In addition, DHL prioritizes credits with more recent vintage dates over 
older ones, and focuses on projects with co-benefits for local communities, and located in 
developing countries (Deutsche Post DHL Group 2021; Day et al. 2022). 

5.3 GLOSSARY OF COMMON TARGET SETTING TERMS  
  FOR SHARED UNDERSTANDING
Sources: IPCC and UNFCCC

• Adaptation - Adjustment in natural or human systems in response to actual 
or expected climatic stimuli or their effects, which moderates harm or exploits 
beneficial opportunities.

• Baseline scenario - Synonymous with the term business-as-usual (BAU) scenario. 
Baseline scenarios serve as counterfactual constructions that can serve to highlight the 
level of emissions that would occur without further policy effort. 

• Benchmarking - Benchmarking is comparing one’s performance with a standard point of 
reference for measurement. The resulting benchmark then represented a defined level of 
performance which can be used as a reference for comparison. Benchmarks can be based 
on averages – or percentiles – of real performance and is often based on policy-driven 
objectives such as ‘net zero carbon’ (the idea of reducing one’s carbon footprint to a 
cumulative zero.

• Capacity building - In the context of climate change, the process of developing the 
technical skills and institutional capability in developing countries and economies in 
transition to enable them to address effectively the causes and results of climate change.

• Carbon budget - The estimated cumulative amount of global carbon dioxide 
emissions that is estimated to limit global surface temperature to a given level above a 
reference period.

• Carbon footprint - A carbon footprint is the total amount of greenhouse gases produced 
to support human activities, both directly and indirectly. It can be attributed to an 

https://www.ipcc.ch/sr15/chapter/glossary/
https://unfccc.int/process-and-meetings/the-convention/glossary-of-climate-change-acronyms-and-terms#a
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individual, organization, country, etc. and is usually expressed in equivalent tons of 
carbon dioxide (CO2). Activities like driving, heating, and food production have associated 
CO2 emissions. The carbon footprint is then the sum of all of these emissions that were 
induced by activities within a given timeframe (usually a year).

• Carbon intensity - The amount of emissions of carbon dioxide (CO2) released per unit of 
another variable such as gross domestic product (GDP), output energy use or transport.

• Carbon neutrality – Carbon neutrality, or net-zero CO2 emissions, means annual zero net 
anthropogenic CO2 emissions by a certain date. By definition, carbon neutrality means 
every ton of anthropogenic CO2 emitted is compensated with an equivalent amount of 
CO2 removed or avoided. 

• Net zero by 2050 – refers to reaching net-zero carbon emissions by 2050. 

• Climate neutrality – follows the same concept as carbon neutrality but extends 
to emissions beyond CO2. Carbon and climate neutrality are often interpreted 
interchangeably, but they cannot be compared.

• Net zero GHG emissions – are achieved when emissions of all greenhouse gases 
are balanced by greenhouse gas removals. 

• Climate target - Climate target refers to a temperature limit, concentration level, or 
emissions reduction goal used towards the aim of avoiding dangerous anthropogenic 
interference with the climate system.

• Equity - Equity is the principle of fairness in burden sharing and is a basis for 
understanding how the impacts and responses to climate change, including costs and 
benefits, are distributed in and by society in more or less equal ways.

• Green infrastructure - The interconnected set of natural and constructed ecological 
systems, green spaces and other landscape features. It includes planted and indigenous 
trees, wetlands, parks, green open spaces and original grassland and woodlands, as well 
as possible building and street-level design interventions that incorporate vegetation. 

• Greenhouse Gas - Emissions are gases and other particles that are released into the 
atmosphere because of burning fuels and other processes. Generally, these emissions are 
most likely to come from cars, power generation and industrial processes. A greenhouse 
gas, then, is a classification of gases that, when released into the atmosphere, can 
absorb infra-red radiation. Consequently, this process will trap and hold heat in the 
Earth’s atmosphere. This is called the greenhouse effect, and ultimately is what leads to 
global warming. Greenhouse gases include carbon dioxide (CO2), Methane (CH4) and 
Nitrous Oxide (N2O). A greenhouse gas emission is when a greenhouse gas is released 
into the atmosphere.

• Greenhouse Gas Protocol - The Greenhouse Gas (GHG) Protocol is a global standard, 
developed by the World Resources Institute (WRI), that informs companies and 
organizations on how to measure, manage and report greenhouse gas emissions.

• Institutional capacity - Institutional capacity comprises building and strengthening 
individual organizations and providing technical and management training to support 
integrated planning and decision-making processes between organizations and people.
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• Leakage – The concern that if financial institutions with ESG targets divest from high 
emitting companies, they will be replaced with financial institutions with less stringent 
climate requirements. 

• Lock-in - A situation in which the future development of a system, including 
infrastructure, technologies, investments, institutions, and behavioral norms, is 
determined or constrained (‘locked in’) by historic developments.

• Measurement, Reporting and Verification (MRV)

• Measurement - Processes of data collection over time, providing basic datasets, 
including associated accuracy and precision, for the range of relevant variables. 

• Reporting - The process of formal reporting of assessment results to the UNFCCC, 
according to predetermined formats and according to established standards, 
especially the IPCC Guidelines and Good Practice Guidance.

• Verification - The process of formal verification of reports, for example the 
established approach to verify national communications and national inventory 
reports to the UNFCCC. 

• Mitigation - In the context of climate change, a human intervention to reduce the sources 
or enhance the sinks of greenhouse gases.

• Negative emissions - Removal of greenhouse gases (GHGs) from the atmosphere by 
deliberate human activities, i.e., in addition to the removal that would occur via natural 
carbon cycle processes. 

• Net zero CO2 emissions – see carbon neutrality. 

• Paris aligned – Paris alignment refers to the alignment of public and private financial 
flows with the objectives of the Paris Agreement on climate change, that is to be climate-
resilient and consistent with the Agreement’s long-term goal of limiting global warming to 
well below 2°C and pursuing 1.5°C. 

• Article 2.1c of the Paris Agreement defines this alignment as making finance flows 
consistent with a pathway towards low greenhouse gas emissions and climate-
resilient development. 

• Article 4.1 of the Paris Agreement sets a clear, longer-term target for abating global 
emissions over the coming decades—the achievement of “a balance between 
anthropogenic emissions by sources and removals by sinks of greenhouse gases in 
the second half of this century”—that is often described as “net zero emissions”. 

• Pathways

• 1.5°C pathway - A pathway of emissions of greenhouse gases and other climate 
forcers that provides an approximately one-in-two to two-in-three chance, given 
current knowledge of the climate response, of global warming either remaining 
below 1.5°C or returning to 1.5°C by around 2100 following an overshoot.

• Overshoot pathways - Pathways that exceed the stabilization level (concentration, 
forcing, or temperature) before the end of a time horizon of interest (e.g., before 
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2100) and then decline towards that level by that time. Once the target level is 
exceeded, removal by sinks of greenhouse gases is required.

• Non-overshoot pathways - Pathways that stay below the stabilization level 
(concentration, forcing, or temperature) during the time horizon of interest 
(e.g., until 2100).

• Offsets - A carbon offset is a reduction in emissions of carbon dioxide or other 
greenhouse gases made in order to compensate for emissions made elsewhere.

• Reference period - The period relative to which anomalies are computed. 

• Resilience - The capacity of social, economic and environmental systems to cope with a 
hazardous event or trend or disturbance, responding or reorganizing in ways that maintain 
their essential function, identity and structure while also maintaining the capacity for 
adaptation, learning and transformation.

• Risk - In the context of the assessment of climate impacts, the term risk is often used 
to refer to the potential for adverse consequences of a climate-related hazard, or of 
adaptation or mitigation responses to such a hazard, on lives, livelihoods, health and well-
being, ecosystems and species, economic, social and cultural assets, services (including 
ecosystem services), and infrastructure. 

• Risk assessment - The qualitative and/or quantitative scientific estimation of risks. 

• Stranded assets - Assets exposed to devaluations or conversion to ‘liabilities’ because 
of unanticipated changes in their initially expected revenues due to innovations and/
or evolutions of the business context, including changes in public regulations at the 
domestic and international levels.

• Sustainable development (SD) - Development that meets the needs of the present 
without compromising the ability of future generations to meet their own needs and 
balances social, economic and environmental concerns.

• Sustainable Development Goals (SDGs) - The 17 global goals for development for 
all countries established by the United Nations through a participatory process and 
elaborated in the 2030 Agenda for Sustainable Development, including ending poverty 
and hunger; ensuring health and well-being, education, gender equality, clean water and 
energy, and decent work; building and ensuring resilient and sustainable infrastructure, 
cities and consumption; reducing inequalities; protecting land and water ecosystems; 
promoting peace, justice and partnerships; and taking urgent action on climate change. 
See also Sustainable development (SD).

• United Nations Framework Convention on Climate Change (UNFCCC) - The UNFCCC 
was adopted in May 1992 and opened for signature at the 1992 Earth Summit in Rio de 
Janeiro. It entered into force in March 1994 and as of May 2018 had 197 Parties (196 
States and the European Union). The Convention’s ultimate objective is the ‘stabilization 
of greenhouse gas concentrations in the atmosphere at a level that would prevent 
dangerous anthropogenic interference with the climate system.’ The provisions of the 
Convention are pursued and implemented by two treaties: the Kyoto Protocol and the 
Paris Agreement. 
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