
Target Setting Protocol—Third edition i
Contents  |   

In partnership with:

UN-convened Net-Zero 
Asset Owner Alliance

January 2023

Target 
Setting 
Protocol
Third edition



Target Setting Protocol—Third edition ii
Contents  |   

2023 United Nations Environment Programme

This publication may be reproduced in whole or in part and in any form for educational 
or non-profit services without special permission from the copyright holder, provided 
acknowledgement of the source is made. The United Nations Environment Programme 
would appreciate receiving a copy of any publication that uses this publication as a source.

No use of this publication may be made for resale or any other commercial purpose 
whatsoever without prior permission in writing from the United Nations Environment 
Programme. Applications for such permission, with a statement of the purpose and 
extent of the reproduction, should be addressed to the Director, Communication Division, 
United Nations Environment Programme, P. O. Box 30552, Nairobi 00100, Kenya.

Disclaimers: The designations employed and the presentation of the material in this 
publication do not imply the expression of any opinion whatsoever on the part of the 
Secretariat of the United Nations concerning the legal status of any country, territory or 
city or area or its authorities, or concerning the delimitation of its frontiers or boundaries. 
For general guidance on matters relating to the use of maps in publications please go to 
un.org/Depts/Cartographic/english/htmain.htm

Mention of a commercial company or product in this document does not imply endorse-
ment by the United Nations Environment Programme or the authors. The use of informa-
tion from this document for publicity or advertising is not permitted. Trademark names 
and symbols are used in an editorial fashion with no intention on infringement of trade-
mark or copyright laws.

The views expressed in this publication are those of the authors and do not necessarily 
reflect the views of the United Nations Environment Programme. We regret any errors or 
omissions that may have been unwittingly made.

© Maps, photos and illustrations as specified

Suggested citation: United Nations Environment Programme (2023): UN-convened 
Net-Zero Asset Owner Alliance: Target Setting Protocol—Third edition

Production: UN Environment Programme Finance Initiative



Target Setting Protocol—Third edition iii
Contents  |   

This Protocol was written by the members of the UN-convened Net-Zero 
Asset Owner Alliance. Contributing members include: 
Marise Kok (Aegon), Graeme Sharpe (Aegon), Charlotte Sølling Grann (AkademikerP-
ension), Carina Silberg (Alecta), Udo Riese (Allianz), Leyla Javadova (Allianz), Michael 
Volquarts (Allianz), Yulia Maletskaya (Allianz), Michael Heilmann (Allianz), Thomas 
Liesch (Allianz), Maximilian Bong (Allianz), Patrick Peura (Allianz), Suzanna Eckerh-
all (AMF), Penny Apostolaki (Aviva), Aoife Finn (Aviva), Lucy McCracken (Aviva), Zelda 
Bentham (Aviva), Thomas Dillon (Aviva), Finn Clawson (Aviva), Bianca Hanscombe 
(Aviva), Thiviya Rajendran (Aviva), Ben Carr (Aviva), Justine Tate (Aviva), Erick Decker 
(AXA), Anne De Clermont (AXA), Valentin Briesach (AXA), Justin Travlos (AXA), Victora 
Barron (BTSP), Travis Antoniono (CalPERS), Laureen Tessier Haygarth (CDC), Anne 
Faivre (CDC), Damien Navizet (CDC), Chama Ezzahar (CDC), Ingrid Lair (CDC), Florent 
Rebatel (CDC), Sophie Constans (CDC), Olivia Yedikardachian (CDC), Gilles Hayem (CDC), 
Catherine Leblond (CDPQ), Charly Bastard (CDPQ), Pierre-Luc Gilbert (CDPQ), Michel 
Léveillée (CDPQ), Stéphane Villemain (CDPQ), Sofia Bartholdy (COE CC), Paul Jaffe (COE 
CC), Stephan Barrie (COE), Paul Laguitton (CNP), Vincent Damas (CNP), Naoki Koyama 
(Dai-ichi Life), Antti Malava (Danica Pension), Quinn Liu (Danskebank), Nili Gilbert (David 
Rockefeller Fund), Pauline Lejay (ERAFP), Pierre Devichi (ERAFP), Johannes Jögi (Folk-
sam), Emelie Westholm (Folksam), Elisa Vergine (Generali), Arianna Pierantoni (Gener-
ali), Francesco Sola (Generali), Jacopo Cardinali (Generali), Andrea Mosca (Generali), 
Gero Perlitz (Gothaer), Sebastian Sahler (Gothaer), Natalia Geng (Gothaer), Moreno 
Capretti (Intesa Sanpaolo Vita S.p.A.), Giulio Giaretta (Intesa Sanpaolo Vita S.p.A.), Cris-
tiano Rinaldi (Intesa Sanpaolo Vita S.p.A.), Giovanni Cotta (Intesa Sanpaolo Vita S.p.A.), 
Lauretta Filangieri (Intesa Sanpaolo Vita S.p.A.), Anil Gürtürk (KENFO), Alexander Bogun 
(KENFO), Clara Mokry (KENFO), Adrian Chapman (Legal & General), Matyas Horak 
(Legal & General), Daniel Beswick (Legal & General), Hannah Hartley (Legal & General), 
Malcolm Hanna (Legal & General), Charlie Miller (Legal & General), Wendy Walford 
(Legal & General), Thomas Merten (LVM), JinWee Tan (M&G), Dalhit Singh (M&G), Niall 
McCann (M&G), Masatake Suzuki (Meiji Yasuda), Maya Lang (MunichRe), Martina Engel-
mann (MunichRe), Michael Hegener (MunichRe), Cedric Balton-Stier (MunichRe), Viktor 
Keller (MunichRe), Carolin Lölkes (MunichRe), Alexander Dietrich (MunichRe), Kei Ikeda 
(Nippon Life Insurance Company), Hitoshi Matsushita (Nippon Life Insurance Company), 
Peter Sandahl (Nordea Life & Pension), Terusha Ramchund (Old Mutual), Mujgahn 
Rahimi (P+), Louise Kranenburg (Pensioenfonds Detailhandel), Henk Groot (Pensioen-
fonds Detailhandel), Flora Nagy Lomholt (PensionDanmark), Hannah Perregaard (PFA 
Pension), Christian Storm Schubart (PFA Pension), Anton Kyvsgaard (PFA Pension), 
Matthias Majaliwa Pedersen (PFA Pension), Simon Stig-Gylling (PFA Pension), Nina 
Meiniche (PFA Pension), Elke Pfeiffer (PRI), Edward Baker (PRI), Jodi-Ann Wang (PRI), 
Liza Jansen (Prudential), Jonathan Lin (Prudential), Roelof Coertze (Prudential), Rong 
Ren Goh (Prudential), Celeste Roff-Marsh (QBE), Celeste Abbondanza (QBE), Bri Simula 
(QBE), James Pearson (QBE), Jenny Murray (Rothesay), David Land (Rothesay), Andy 
McClaren (Rothesay), Mark Arrowsmith (Rothesay), Yun Wai-Song (SCOR), Alix Chabaud 
(SCOR), Michèle Lacroix (SCOR), Gulnaz Magazova (SCOR), Mahamane Toure (Societe 
Generale), Richard Taylor (St James’s Place Wealth Management), Marcus Bruns (Store-
brand), Johanna Lundgren (Storebrand), Anna Weber (SV Sparkassen Versicherung), 
Claudia Bolli (Swiss Re), Ben Weidmann (Swiss Re), Sean Byrne (Swiss Re), Martijn 



Target Setting Protocol—Third edition iv
Contents  |   

Tielens (Swiss Re), Simon Oberholzer (Swiss Re), Barbara Vriens-Bernecka (Swiss Re), 
Jesica Andrews (UNEP FI), Carolin Gresch (UNEP FI), Remco Fischer (UNEP FI), Oliver 
Wagg (UNEP FI), Teodora Cakarmis (UNEP FI), Danika O’Neal (UNIQA), Max Kulhanek 
(UNIQA), Doug Chau (UTAM), Jordi Balcells (Vidacaixa), Ana Membrado Lazaro (Vida-
caixa), Andrea Davila Brindley (Vidacaixa), Beatrice Stadler (Vita collective Foundation), 
Fred Huang (Wespath), Jake Barnett (Wespath), Johanna Köb (Zurich), Claudia Limardo 
(Zurich), Danielle Brassel (Zurich), Roger Baumann (Zurich), Massimo Mancin (Zurich)
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Monitoring, Reporting and Verification (MRV) track
The Monitoring, Reporting and Verification (MRV) track is responsible for the develop-
ment of the Protocol, which provides the basis for Alliance members to develop, issue 
and report decarbonisation targets. Members of the MRV track have reviewed large 
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amounts of known, available scientific guidance, commissioned scientific guidance, and 
available methodologies.1 This Protocol is the result of this process and is published on 
behalf of the Alliance. It sets out the Alliance’s approach to target setting and reporting 
on progress towards real world emissions reductions in line with established science 
and members’ fiduciary duty. 

A range of scientific, academic, and technical experts are engaged in and contribute to 
the Alliance’s work. This Protocol was produced by the technical leads within the Alli-
ance membership with input from global networks, climate scientists, strategic advisors, 
NGOs, and the public. 

The Alliance would also like to express its gratitude to the following 
members of its advisory bodies: 

Strategic Advisors
Sue Reid (Global Optimism), Matthias Kopp (WWF), Leonie Ederli Fickinger (WWF), 
Donald Linderyd (WWF), David Knewitz (WWF), Philippe Diaz (WWF), Vanessa Bolmer 
(WWF), Laura Niederdrank (WWF),

Scientific Advisory Body 
Sven Teske (University of Technology Sydney), Stuart White (University of Technology 
Sydney), Tamara George (Rocky Mountain Institute), Brian O’Hanlon (Rocky Mountain 
Institute), Kai Lessmann (Potsdam Institute für Klimafolgenforschung), Albert Jaarsveld 
(International Institut for Applied Systems Analysis), Bas Rujiven (IIASA)

Antitrust and regulatory disclaimer 
The Alliance and its members are committed to comply with all laws and regulations 
that apply to them. This includes, amongst others, antitrust and other regulatory laws 
and regulations and the restrictions on information exchange and other collaborative 
engagement they impose. Further, each member is responsible for setting their own 
individual targets. Progress reports shared with the Alliance Secretariat are not shared 
between members. Any information shared with members is done so on an anonymised 
basis, and no transaction level information is shared.

1 SBTi, PCAF, PAII, CREEM, 2dii were explored
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The third Alliance  
Target-Setting Protocol 

The Alliance is pleased to launch the third edition of the Alliance Target Setting Protocol 
this January 2023. This version includes updates which covers Just Transition, Carbon 
Removal, IPCC Sixth Assessment Report (AR6) updates, Sovereign Bond accounting, 
private assets and Commercial Real Estate Lending (CREL).

Building on the previous editions, Alliance members of the MRV track developed the 
content throughout 2022, and on 12th October 2022, released the new content for public 
consultation. The Alliance sincerely appreciates the input it received during the consul-
tation and has since revised this Protocol based on the input received. 

The Alliance aims to continue to enhance the depth and coverage of this Protocol. The 
public may expect an updated edition to be released on a regular basis. 

As one of the earliest and cross-cutting outputs of the Alliance, the Inaugural Protocol 
covered a range of content such as governance, collaborations with partners, and back-
ground research. To support our members, we have continued to work to reduce the 
length of the Protocol again and focused the third edition of the Protocol on content 
that is of direct relevance to the target setting process. Accompanying documents on 
governance and collaborations can be found on the Alliance website. 

This Protocol is intended to be used in tandem with the Annex. The Annex describes 
relevant metrics, scenario comparisons and sector classifications which are essential 
in target setting. 

Content may be reduced for length, but previous versions of the Protocol remain valid 
for sections that are not updated in current editions. It is important to note that it is not 
the ambition of the Alliance to create a market standard—this will be done by standard 
setters and regulators in the next years (which may result in different market standards 
per region).

The previous edition of the Protocol can be found here and here. 

https://www.unepfi.org/themes/climate-change/net-zero-asset-owner-alliance-launches-public-consultation-on-third-edition-of-target-setting-protocol/
https://www.unepfi.org/themes/climate-change/net-zero-asset-owner-alliance-launches-public-consultation-on-third-edition-of-target-setting-protocol/
https://7f0f76c0.sibforms.com/serve/MUIEAIur29pQSJ5rYUdFx0Eih-9JG7Fp0hkzMbttsriWSujcaZ4F268OBox98H0iIr_rDktJ9D1ruevEdIcqJ-41-fhKVuicMk2yuw2S_zll5nqnVCxRMjYxTe5s7OEsfR0L9l11tt0c4Hu5y_2F6xAWs5vcX8ggYKkXRG7KwXPbDpr-4WvQZSvqmCtj_3EZWL3SFcRd7MT4khtw
https://www.unepfi.org/publications/inaugural-2025-target-setting-protocol/
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Executive summary 

The Sixth Assessment Report (AR6) of the Intergovernmental Panel on Climate Change 
(IPCC) has highlighted that the likelihood of reaching 1.5°C is decreasing with each 
passing year of insufficient action. However, the Alliance remains steadfastly commit-
ted to achieving net zero in order to pursue the 1.5°C objective and calls on all govern-
ments, corporations, entities, and individuals to act with urgency to limit emissions. 

The Alliance Target Setting Protocol (Protocol) sets out the Alliance’s approach to 
target setting and reporting. The first edition of this Protocol focused on the period 
2020–2025. The second edition outlined the ambition towards 2030. This third version 
reflects the latest scientific information, expands methodological coverage across 
asset classes, and provides further detail against all target types. To ensure trans-
parency and robustness, new content in this document has been circulated for public 
comment prior to final publication. 

The authors acknowledge that asset owners have fiduciary duties that require them 
to act in the interests of beneficiaries, clients, and members, to act prudently, and to 
exercise care, skill, and caution in pursuing an overall investment strategy. Fiduciary 
duty requires asset owners to invest on the basis of credible information, analysis, 
scenarios, and models, and to retain the flexibility to adapt in response to changing 
circumstances.2

The Alliance recommends members use science-based ranges, targets, and methodol-
ogies in their strategic planning to meet their net-zero commitments, noting that data 
and methodological constraints persist. The Alliance supports its members to develop 
a deep and practical knowledge of scenarios derived by the IPCC. Members are indi-
vidually responsible for employing the recommended science-based criteria outlined 
herein or explaining to the Alliance the rationale for an alternative target or methodol-
ogy from the range of options discussed below. The Alliance uses the following termi-
nology: 

 ◾ Shall means that a process is binding for the purpose of the Alliance but remains 
subject to the unilateral decision of the member concerned. If the member 
concerned does not follow the guidance, an explanation to the Alliance is required; 

 ◾ Should means that a process is strongly recommended. 

2 The authors further acknowledge that collaborative engagement of shareholders may, depending on the facts 
of the individual case, be subject to regulatory requirements or restrictions in certain jurisdictions. It is up to 
the individual Alliance members to determine whether a specific course of action is possible or feasible in this 
regard. The Alliance does not expect its members to act in a certain way where this would not be possible or 
feasible with a view to regulatory requirements.
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The Alliance is committed to accelerating decarbonisation in line with 1.5°C no or low 
overshoot pathways, primarily through engagement with corporates and policymakers 
as well as providing the capital required to finance the transition. Given the complex 
nature of leveraging ownership and financial strategies to drive real world change, and 
tracking the impacts of these actions, a four-part target setting structure is recom-
mended (Engagement targets, Sub-portfolio targets, Sector targets, and Climate Solu-
tions Investment targets). 

Scope and coverage of the Protocol 
Targets shall be set on the members’ own Scope 3 emissions related to investments 
(sometimes referred to as ‘portfolio emissions’ or ‘financed emissions’). In addition 
to setting Scope 3 emissions targets, Alliance members should set net-zero targets 
on their own Scope 1 and 2 emissions. Members shall set targets on Scope 1 and 2 
emissions for their underlying holdings and should do so on Scope 3 of underlying 
holdings for ‘priority sectors’3 as soon as possible, as detailed in the chapter on sector-
level targets. At the portfolio level, Alliance members should track portfolio company 
Scope 3 emissions, but are not yet expected to set targets until interpretation of these 
emissions in a portfolio context becomes clearer and data becomes more reliable.4 

Alliance members should set targets on all four parts. The minimum expectation is that 
Alliance members shall set targets on three (engagement is a mandatory target type, 
as well as including in reporting information on climate solution investments). The 
Alliance Commitment requires its members to publish interim targets on a five-year 
cycle. To maintain consistency with the Alliance reporting cycle, public targets issued 
more than three years prior should not be considered. This reporting schedule is in 
line with the Paris Agreement Article 4.9 which requires signatories to submit updated 
emissions reduction plans every five years. National governments who have signed up 
to the Paris Agreement will communicate these updated emissions reduction plans, 
also known as Nationally Determined Contributions (NDCs), in 2025, 2030, 2035, 2040, 
2045 and 2050. 

3 Identified from those with high Scope 3 emissions or otherwise large emissions contributions as Oil and Gas, 
Utilities, Steel, Aviation, Shipping and heavy and light duty road transport.

4 Comparisons of Scope 3 data reported by similar companies indicate the largest degree of divergence in 
reported emissions. See Busch, et al. 2018.
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Diagram I: Alliance four-part target setting approach

Engagement targets
Set at least one KPI in two of the follow-
ing types of engagement:

 ◾ Corporate—Engage 20 companies with high-
est owned emissions or those responsible for 
combined 65% owned emissions in portfolio 
(either directly or via membership/asset 
manager/service provider) 

 ◾ Asset Manager—Participate in engagements 
led by the Alliance, or their own internal 
systematic approach 

 ◾ Published Positions—Participate in Alliance 
position paper creation or write 
their own

 ◾ Sector/Value Chain: Participate in 
Alliance sector work or external 
sector engagement activities

Sector targets
 ◾ Intensity-based/absolute-reductions on all 
material sectors.

 ◾ Scope 3 to be included wherever possible. 
 ◾ Sector specific intensity KPIs recommended. 
 ◾ Sectoral Decarbonization Pathways used to 
set targets. 

 
Financing transition targets

 ◾ Reporting climate solution 
investments to the Alliance and ideally showing 
a positive trend in climate solution investments 
over time (individual public quantitative prog-
ress target is optional) 

 ◾ Active contributions to Alliance’s Financ-
ing Transition working or consultation groups

Sub-portfolio 
(later portfolio) emission targets

 ◾ 22% to 32% CO2e reduction by 2025 
(per IPCC 1.5°C SR scenarios) on equity 
and debt to listed corporates, infrastructure, 
and with the same reduction or CRREM 
national pathways for real estate. 

 ◾ 50% (40% to 60%) CO2e reduction by 2030 (per 
IPCC 1.5°C SR scenarios).

 ◾ Covers portfolio emissions Scope 1 & 2, track-
ing of Scope 3. 

 ◾ Absolute or intensity-based reduction KPIs.

Intermediate 
targets for 1.5°C 

aligned, net-
zero world by 

2050 with real-
world impacts

Engagement targets. Engagement targets help track member engagement activities 
with companies and asset managers, while also guiding member efforts to engage 
with the broader investment and real economy sectors through position papers. Alli-
ance members shall engage, at a minimum, 20 companies with a preferential focus 
given to companies that the asset owner believes will have the largest real-world decar-
bonisation impact (e.g., those with the highest owned emissions in their portfolios), or 
those responsible for a combined 65% of the respective member’s owned emissions in 
their portfolio. These companies can be covered through asset manager engagement, 
collaborative engagement and membership initiatives, or direct bilateral corporate 
engagement. Policy engagement supports all the above efforts and addresses factors 
beyond the direct control of Alliance members. No targets are expected under policy 
engagement.

Sector Targets. Sector targets help link portfolio-level reductions to the carbon effi-
ciency requirements of a given sector and therefore, real world outcomes. Productiv-
ity-based, sector specific targets for high-emitting sectors reflect the details of each 
sector, their respective energy transition trade-offs with other sectors in the global 
economy, and the role they are expected to play in the transition to a net-zero economy 
(e.g., sector specific intensities across utilities or transport, as well as coal and fossil 
fuel phase-out pathways). Alliance members who set sector targets shall progressively 
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start implementing sector targets beginning with their most material sectors from an 
owned-carbon emissions standpoint initially and increasing the sector coverage over 
time by 2025. Alliance members shall aim to have sector targets in place by 2025 
(for 2030 targets) covering at least 70% of total owned emissions. For coal, Alliance 
members shall set coal phase out policies in line with the Alliance coal position paper.5 

‘Sub-portfolio’ Targets.6 Sub-portfolio targets cover the asset classes where credi-
ble methodologies and sufficient data coverage exist as of the date of the target’s 
publication. Later, once full coverage is reached, this target type will be termed simply 
‘Portfolio targets’. To-date Alliance members shall set targets across their listed equity, 
publicly traded corporate bonds7, real estate (equity and commercial-debt), infrastruc-
ture (equity and debt) as well as private equity portfolios. The Alliance assessed the 
IPCC no and low overshoot 1.5°C scenarios8 and identified a global average absolute 
emissions reduction requirement in the range of -22% to -32% by 2025 and -40% to 
-60% by 2030 (see Chapter 2 for further details). Alliance members shall set targets 
based on this reduction range, considering the impact on the real economy and other 
member-specific considerations and constraints. Alliance members shall set targets 
on an absolute or intensity-basis (see 7 Sub-portfolio targets for details on appropriate 
metrics). 

Climate Solutions Investment Targets. Financing the transition to a net-zero economy 
is an important component of the Alliance Commitment as it is one aspect of invest-
ment portfolio alignment to net-zero. Alliance members are encouraged to use the 
resources and capabilities available to them to grow the supply and the demand of 
net-zero investment solutions. Alliance members support financing the transition and 
the increase of climate solution investments, for example in emerging economies but 
also by promoting net-zero aligned benchmarks. Members shall report individually to 
the public on their progress in climate solution investments and their support in driving 
change. The Alliance will focus on enlarging the scale, pace, and geographic reach of 
net-zero compatible technologies. 

Alliance recruitment. The Alliance recruitment target aims to achieve a minimum of 
200 Alliance members or USD25 trillion in assets under management across the group 
by 2025. 

Alliance target disclosure and reporting. Alliance members shall publicly disclose 
targets within 12 months of joining the Alliance, and annually report on the emissions 
profile of the company. Alliance members shall submit target information to the Alli-
ance in the current reporting cycle (unless the start of the reporting cycle is within 

5 The same is expected of Oil and Gas once the O&G position is published. Some information on target setting 
for O&G infrastructure was included in TSPV2, and is contained in this Protocol as well.

6 The Alliance will not give any recommendations or instructions to their members which precise measures 
need to be taken to achieve the targets as stated in this document nor will the Alliance members exchange 
any information on transaction basis.

7 This should include private loans to listed companies using the same methodologies as listed equity and 
publicly traded corporate bonds where possible, explaining where this is not possible.

8 The Alliance has analysed all scenarios and recommends use of scenarios with limited overshoot of global 
temperature rise of 1.5°C, i.e., with limited necessary removal of atmospheric carbon to bring the temperature 
back to below 1.5°C. These sets of scenarios are usually described by their representative pathways P1, P2 
and P3. This is considered ‘best available’ science. See Rogeli, J. et al (2018).
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6 months of the member joining, then the member shall submit in the subsequent 
reporting cycle). Finally, Alliance members shall report publicly on quantitative prog-
ress at least every five years in line with Article 4.9 disclosing annually and publicly on 
progress towards intermediate individual targets, including on investment portfolios’ 
emissions profile and emissions reductions. The Alliance will publish a progress report 
(see latest report here) reflecting the Alliance’s work and achievements on an annual 
basis and publish a more detailed report on quantitative achievements every five years 
in line with Article 4.9.

In 2022 the Alliance introduced a member-led process to review members’ published 
or reported targets on an anonymised basis. This process foresees certain escalation 
steps and can, in an extreme case, lead to a delisting of members.

The UN High-Level Expert Group (HLEG) on the Net-Zero Emissions Commitments of 
Non-State Entities released its report to the UN Secretary-General at the UN climate 
talks, COP27, in Egypt on 8 November 2022. The HLEG underpins the Alliance’s view 
that the pursuit of net-zero emissions by 2050 is even more urgent amid the ongoing 
energy security crisis, geopolitical uncertainty, and intensifying extreme weather events. 
The Alliance will consider the recommendations made in the HLEG report for the next 
version of the Target Setting Protocol (TSP V4).

https://www.unepfi.org/industries/the-second-progress-report-of-the-net-zero-asset-owner-alliance-advancing-delivery-on-decarbonisation-targets/
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1. The Alliance Commitment: 
What we aim to achieve 

The members of the Alliance have made the following commitment: 

“The members of the Alliance commit to transitioning their investment port-
folios to net-zero GHG emissions by 2050 consistent with a maximum 
temperature rise of 1.5°C above pre-industrial temperatures, taking into 
account the best available scientific knowledge including the findings of 
the IPCC, and regularly reporting on progress, including establishing inter-
mediate targets every five years in line with Paris Agreement Article 4.9.

In order to enable members to meet their fiduciary duty to manage risks 
and achieve target returns, this Commitment must be embedded in a holis-
tic ESG approach, incorporating but not limited to, climate change, and 
must emphasise GHG emissions reduction outcomes in the real economy.

Members will seek to reach this Commitment, especially through advo-
cating for, and engaging on, corporate and industry action, as well as 
public policies, for a low-carbon transition of economic sectors in line with 
science and under consideration of associated social impacts.

This Commitment is made in the expectation that governments will follow 
through on their own commitments to ensure the objectives of the Paris 
Agreement are met.” 

In line with the above commitment, the Alliance and its members are committed to 
supporting the real economy in its transition to a net-zero world, while, at the same time, 
being guided by science. It is important to note that the real economy is not moving as 
fast as the science recommends and this departure creates a substantial challenge for 
Alliance members who are committed to holding a net-zero portfolio as well as invest-
ing in a net-zero world. Thus, defining net-zero portfolio pathways will reflect both the 
requirements of science and the needs of the real economy, while also considering impli-
cations for a Just Transition (see A Just Transition section of this Protocol). To this end, 
the Alliance has heavily consulted several academic institutions on the scenarios and 
conclusions of the IPCC Special Report on Global Warming of 1.5°C and IPCC Sixth 
Assessment Report (AR6) to inform the recommended emissions reduction ranges for 
2025 and 2030 respectively.
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Objective of the Protocol 
The publication of the Protocol aims to address two objectives: 

1. Maximise the impact of communication with external audiences. The Alliance aims 
to be reliably transparent and proactive in explaining our role, views and how we 
are addressing key issues and limitations of portfolio decarbonisation beyond our 
control. Our open approach to communication also means that we seek to learn 
from and build on external feedback received through public dialogue. 

2. Provide the necessary guidance on Alliance requirements, which will guide and 
support Alliance members in implementing Alliance-wide approaches. 

Transparent and unique targets encourage real world 
emissions reductions
Each Alliance member is unique and may identify specific levers that exist within their 
respective institutions for accelerating real world decarbonisation. They also differ in 
investment scope, strategies, internal governance structures, current exposure to certain 
high-emitting sectors etc.  

Despite the firm root in science, scaling down global climate, energy, or economic 
models to the level of a portfolio or economic sector is riddled with challenges. There-
fore, while a science-based recommendation is an appropriate guidepost for the average, 
globally invested asset owner, the composition, structure, investment risks and oppor-
tunities, and return targets of a given asset owner will vary significantly. The general 
understanding of the Alliance and how members can contribute to real world emission 
reductions was outlined in the Inaugural Target Setting Protocol (“Theory of Change”).

The Protocol is constructed to allow Alliance members to employ the combination of 
approaches that best supports their unique decarbonisation and engagement strategies 
within their fiduciary duty to meet risk adjusted returns. In this way the Alliance members 
aim to have transparent and unique targets, suited to individual institutions, whilst also 
being aggregable and measurable, enabling progress to be tracked. Please see the Alli-
ance Inaugural Progress Report for all targets issued during the first reporting period.  

As a result, Alliance members shall set targets based on the criteria outlined in this 
Protocol and shall explain any necessary deviations. 

https://www.unepfi.org/publications/inaugural-2025-target-setting-protocol/
https://www.unepfi.org/themes/climate-change/credible-ambition-immediate-action/
https://www.unepfi.org/themes/climate-change/credible-ambition-immediate-action/
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2. The scientific basis for 
establishing net-zero targets 

Balancing high ambition, science, and the 
real economy9 
In becoming a member of the Alliance, each member has agreed to transition “its 
investment portfolios to net-zero GHG emissions by 2050 consistent with a maximum 
temperature rise of 1.5°C above pre-industrial levels, taking into account the best avail-
able scientific knowledge including the findings of the IPCC.” 

The Alliance recognises that IPCC reports provide a comprehensive and balanced 
assessment of the state of scientific, technical and socio-economic knowledge on 
climate change, its impacts and future risks, and options for reducing the rate at which 
climate change is taking place.10 The IPCC’s most recent report is the Sixth Assessment 
Report (AR6, 2021/22). IPCC Assessment Reports consist of contributions from each 
IPCC Working Group and a Synthesis Report integrating these contributions and any 
Special Reports prepared in that assessment cycle. Working Group III (WGIII) of the IPCC 
focuses on climate change mitigation, assessing methods for reducing greenhouse gas 
emissions, and removing greenhouse gases from the atmosphere. WGIII finalised its 
contribution to AR6 in April 2022. The findings can be found in the IPCC Report ‘Climate 
Change 2022: Mitigation of Climate Change’ (WGIII Report).11,12 

9 Please note that the findings and recommendations of the IPCC are acknowledged by both the UN-convened 
Net-Zero Insurance Alliance and the UN-convened Net-Zero Asset Owner Alliance.

10 ipcc.ch/about/preparingreports/ 
11 ipcc.ch/working-group/wg3/
12 ipcc.ch/report/ar6/wg3/

https://www.ipcc.ch/reports/?rp=ar6
https://www.ipcc.ch/reports/?rp=ar6
https://www.ipcc.ch/about/preparingreports/
http://ipcc.ch/working-group/wg3/
http://ipcc.ch/report/ar6/wg3/
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The Alliance acknowledges the WGIII findings, and in particular WGIII’s assessment that 
in pathways that limit warming to 1.5°C (>50% likelihood) with no or limited overshoot 
(C1 Category): 13

 ◾ global net GHG emissions are reduced from 2019 levels by 43% [34–60%] in 2030; 
and 

 ◾ global net CO2 emissions are reduced compared to modelled 2019 emissions by 48% 
[36–69%] in 2030. 14

The Alliance also acknowledges the WGIII finding that:

 ◾ Net-zero GHGs is reached between 2095–2100 [2050–infinity] with only half of the 
underlying pathways lead to net-zero GHGs by 2100;15 and 

 ◾ Net-zero CO2 is reached between 2050–2055 [2035–2070] in all C1 pathways across 
the C1 Category.16

When deriving an emissions reduction range (whether GHG or CO2) from the latest 
IPCC report C1 Category, the 5–95th or 25–75th (interquartile) percentile intervals of 
scenarios are cited within the category. A broader range (5-95th percentile) reflects a 
greater number of modelled scenarios and therefore considers a wider range of possi-
ble projected outcomes. A narrower range (25–75th percentile/interquartile) reflects 
a smaller number of modelled scenarios and therefore considers a more-restricted 
range of possible projected outcomes, with a tighter distribution around the median. 
Both approaches have been adopted by the IPCC, which also assesses the validity of all 
scenarios (including underlying assumptions and model projections) within each cate-
gory prior to their inclusion.17

13 Category C1 comprises modelled scenarios that limit warming to 1.5°C in 2100 with a likelihood of greater than 
50%, and reach or exceed warming of 1.5°C during the 21st century with a likelihood of 67% or less. In this report, 
these scenarios are referred to as scenarios that limit warming to 1.5°C (>50%) with no or limited overshoot. 
Limited overshoot refers to exceeding 1.5°C global warming by up to about 0.1°C and for up to several decades” 
(Footnote 49, WGIII Report). 

14 Please see C.1.1 and C.1.2 of WGIII Report. The percentage cited for GHG emissions and CO2 emissions respec-
tively is the projected median percentage reduction of pathways in the year across the scenarios compared to 
modelled 2019, with the 5–95th percentile interval provided in square brackets.

15 Under the C1 Category, net-zero GHGs is not strictly required in all underlying pathways that limit warming to 
1.5oC with no or limited overshoot. Only 50 out of the 97 pathways of the C1 category lead to net-zero GHGs 
by end of the century (sub-category C1a), whereas 47 C1 pathways never reach net-zero GHGs (sub-category 
C1b). In sub-category C1a, net-zero GHGs is reached between 2070–2075 [2050–2090]. This represents the 
‘earliest’ projection of when net-zero GHGs are reached and requires net-negative CO2 emissions to compensate 
for residual non-CO2 emissions. Note that C1, C1a and C1b are all aligned to pathways that limit warming to 1.5 
oC (>50% likelihood) with no or limited overshoot. Please see WGIII AR6 Table SPM.2.

16 Please see Table SPM.2 of the WGIII Report. The range cited is the projected median 5-year interval at which 
net-zero is achieved, with the 5–95th percentile interval in square brackets. 

17 Table SPM.2 of WGIII Report provides the 5–95th percentile interval for GHG and CO2 ranges, however in past 
reports (IPCC, 2018: Global Warming of 1.5°C (Special Report)) ranges were provided by the IPCC at interquartile 
intervals (see paragraph C1 of the Special Report in respect of CO2 emissions reduction ranges). Interquartile 
ranges are also adopted in WGIII Report in specific circumstances—please see paragraphs C.3.2 and C.8.1. 
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For the purposes of the WGIII Report, GHG emissions include carbon dioxide (CO2),
18 

methane (CH4), nitrous oxide (N2O), and fluorinated gases comprising hydrofluorocar-
bons (HFCs), perfluorocarbons (PFCs), sulphur hexafluoride (SF6), as well as nitrogen 
trifluoride (NF3). The IPCC definition of GHG emissions aligns with the definition of GHGs 
as adopted by the Alliance. GHGs are typically combined for the purposes of reporting in 
“CO2 equivalents” (CO2e) to standardise the climate effects of the various GHGs. Report-
ing in CO2e therefore refers to all underlying GHG emissions produced by a company in 
the real economy. 

The Alliance also acknowledges that:

 ◾ Where CO2e is reported for a company by 3rd party data providers, it can be assumed, 
but is not guaranteed, that all relevant GHGs are captured in the CO2e reported figure.

 ◾ The dominant GHG is CO2. Other significant non-CO2 GHGs include CH4 and N2O 
which are primarily caused by a limited number of sectors: CH4 emissions by agricul-
ture (livestock, manure, rice cultivation), energy (venting, production and transmission 
losses), and waste (landfills, wastewater); N2O emissions by agriculture (soils).19 Aver-
aged across sectors, global net CH4 emissions are reduced from 2019 levels by 34% 
(21–57%) in 2030 for pathways limiting warming to 1.5°C—though with significant 
differences between relevant sectors, e.g. median CH4 reductions of 62% for energy, 
versus 12% for agriculture, forestry and other land use (AFOLU)20—whereas only 
limited near-term reductions of global net N2O emissions are expected by 2030.21 

 ◾ GHG emission reduction pathways and CO2 emissions reduction pathways are not 
identical due inter alia to the different concentrations of GHGs in the atmosphere, the 
different warming potential of the various GHGs, and the current availability of tech-
nology to limit further GHG emissions and/or remove GHGs from the atmosphere. 

Given the complexities involved with steering financial portfolios in line with the current 
state of science described above, the fact that the scientific findings evolve over time, 
and the challenges in full coverage of data per GHG-type, the Alliance intends to consult 
a scientific advisory group for further guidance on the interpretation of the latest science 
with respect to defining an appropriate emission reduction range.

18 CO2 includes CO2 from fossil fuel combustion and industrial processes (CO2-FFI); net CO2 emissions from land 
use, land-use change and forestry (CO2-LULUCF). 

19 World Resources Institute, June 2022. wri.org/data/world-greenhouse-gas-emissions-2019 
20 See WGIII AR6 report Figure 6.26 on page 6–99 for energy, and Figure 3.27 on page 3–65 for AFOLU.
21 Please see paragraph C.1.2 of the WGIII AR6 Report for CH4 and Figure SPM.5 for N2O (the long-term reduction 

cited in C.1.2 for N2O is 20% (-5 to +55%) by 2050).

http://wri.org/data/world-greenhouse-gas-emissions-2019
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Recommended decarbonisation range

In the prior versions of the Protocol (Inaugural and version 2), the Alliance 
assessed IPCC SR1.5°C no or limited overshoot pathways to inform individual 
members in their target setting approach for portfolio emissions reductions. To 
limit global reliance on atmospheric carbon removal, it found absolute emissions 
reductions for the period 2020 to 2025 should range between -22 to -32%. This 
target range remains unchanged given the proximity of the 2025 reporting period.

For the current version of the Protocol (TSPV3) the Alliance assessed the IPCC 
Sixth Assessment Report (April 2022) to obtain an updated range for 2020 to 
2030.22 As the Alliance’s Commitment requires pursuit of net-zero GHGs by 2050, 
in line with a maximum temperature rise of 1.5C, the Alliance has since its incep-
tion used CO2 pathways with a 75/25 interquartile range as a proxy for the follow-
ing reasons:

a. CO2 pathways target a 2050 net-zero end point
b. Portfolios are largely CO2 dominated
c. Largely data is available for CO2, but is not as available or reliable for other 

GHG,23 and
d. Interquartile ranges eliminate some extreme outlier scenarios (noting that 

scenarios are not designed for portfolio steering but rather to test a range 
of assumptions in pursuing a given temperature outcome).

Alliance members will continue to use CO2 pathways as a proxy for all GHG gases, 
targeting a more ambitious year of net-zero for all GHGs. As a result, Alliance 
members shall target 40–60% reductions by 2030 in line with IPCC estimates 
(pg25 SPM).

Modelled mitigation pathways from the latest IPCC AR6 that limit warming to 1.5°C with 
no or limited overshoot that found the basis for this calculation is shown as the light blue 
pathway in Diagram II below.

22 IPCC uses a range of 95/5th and 75/25th percentiles throughout its reports, NZAOA has historically used 75/25th 
interquartile range to remove outlier scenarios.

23 Several data providers have confirmed to the Alliance that even when CO2e metrics are provided, non-CO2 gases 
are largely unreported. In addition several studies covering the next most reported gas, Methane, have shown 
the gas to be unreported by up to 60 percent; Hitting-the-Mark.pdf (storage.googleapis.com).

https://storage.googleapis.com/edfbiz_website/Oil%20Gas%20Methane/Hitting-the-Mark.pdf
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Diagram II: IPCC modelled global emissions pathway characteristics
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Source: IPCC Sixth Assessment Report (AR6) 

Real economy progress
It is important to note that each time an Alliance member adopts its own individual 
targets following scientific pathways, while the global economy does not move as 
required by science, the gap between the Alliance member’s target setting and the 
real economy widens (see 2025 gap depicted in the chart below by line ‘a’, and 2030 
gap depicted by line ‘b’. Line ‘c’ indicates a gap smaller than ‘b’ but persistent even in a 
scenario where governments follow through on pledges). 
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Diagram III: Illustration of scientific and real economy emissions pathway divergence 

This widening ‘gap’ represents a decoupling of the Alliance members’ (or other net-zero 
committed investor’s) targets from the real economy pathway. The Alliance aims to 
avoid a situation where this would require members to shift allocations from particular 
economic sectors to align their portfolios with the established target range. As invest-
ments are needed to catalyse the transition, this outcome would be highly harmful to the 
speed of the planetary transition to net zero as the real economy is left behind, hence 
limiting the real impact on global warming. 

Therefore, there is a clear need for governments and policymakers, as well as corpo-
rates around the world, to facilitate this transition by moving in line with science and 
in synchonisation with Alliance members’ intended portfolio trajectories, respectively. 
Without this collective movement from policymakers and the real economy, the Alliance 
may eventually need to tolerate a ‘buffer’ or slight lag behind the scientific pathways, 
otherwise members may be faced with a decision to exit the majority of the investible 
universe, which exposes them to other (investment) risks. 

Furthermore, asset owners are not equal in terms of business mix, regulatory obligations, 
investment goals and management approaches. Therefore, a one-size-fits-all approach 
is not constructive. Alliance members have: 

1. Different starting points in terms of portfolio carbon emissions; 
2. Diverse liability constraints; 
3. Diverse sector allocations which may not reflect the global investment universe 

and may be geographically concentrated; 
4. Very different asset class allocations with pension funds at one end seeking diver-

sification and balance across all asset classes, while insurance companies, which 
have a different business model, concentrated in fixed income; 
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5. Different investment horizons and portfolio rotation cycles—constraining the ability 
to keep steady portfolio holdings; 

6. Different levels of new business and growth; 
7. Varying investment approaches: active management versus buy and hold strat-

egies, high conviction versus index investments, direct ownership versus fund 
investments; 

8. Varying objectives: including that some investors may invest in the decarbonisation 
of hard-to-abate sectors while others may prefer to avoid such sectors; and 

9. Diverse operational footprints and hence differences in geographical concentra-
tions in their portfolios, as the Paris Agreement allows different country decar-
bonisation paths, this will lead to differences in pace of the decarbonisation of 
economies and thus portfolios. 

Nevertheless, we expect that today’s efforts by corporate, financial and policy pioneers 
will turn into a groundswell over the next years as momentum is building in the real econ-
omy. We note that 111 of the systemically important emitters in the CA100+ cohort have 
set self-described net-zero goals (CA100+ 2021), and that 18 countries have net-zero 
goals in law (Energy & Climate 2022) and 38 in national policies, which is an indication 
of the progress possible (Energy and Climate 2022). 

We also expect that by 2025, governments will have further advanced by turning their 
net-zero pledges into concrete and actionable policies supporting the real-world econ-
omy in its transition.24

Thus, in the short-term, some Alliance members may choose lower range reduction 
targets (following an ‘s’ shaped curve, rather than a linear pathway to net zero) to support 
the transition in the real economy (requires explanation by the member). Such Alliance 
members would stay invested or seek to invest in high emitting companies with the 
explicit intention of financing their transition. Through engagement or active ownership, 
the Alliance member shall ensure that these companies set out ambitious decarbonisa-
tion goals aligned with the relevant sector pathways coupled with robust transition plans. 
Alliance members should monitor their progress in a transparent fashion. 

24 The Alliance notes that jurisdictions considering net-zero legislation account for over 50% of global GDP, there 
is still a need for binding legislative and/or regulatory targets to ensure progress. Alliance welcomes further 
government action in this respect.
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Carbon removals
The Alliance’s approach to carbon removals is based on the two principles outlined below 
and is detailed in the Alliance’s ‘The Net in Net-Zero’ position paper. These principles 
either comply with or are more ambitious than both the Oxford Principles for Net-Zero 
Aligned Carbon Offsetting and the recommendations put forth by the United Nations’ 
High-Level Expert Group on the Net-Zero Emissions Commitments of Non-State Entities’.

1. Prioritise deep and rapid decarbonisation across all sectors, particularly the 
carbon-intensive industries. 

2. Track progress against net-zero goals and ensure accountability such that the 
employment of carbon removals does not deter or detract from decarbonisation 
efforts and/or ambition on a wider scale.

Therefore, Alliance members shall not use carbon removals for their own sub-portfolio 
or sector target achievement at this time or at any time before 2030 (when this Protocol 
comes to term). Nevertheless, members are highly encouraged to contribute to a liquid 
and well-regulated carbon removal certificate market before 2030 as such a market is 
important for accelerating decarbonisation.25

Alliance members shall encourage investee companies to prioritise abatement. To 
ensure ongoing and strong emphasis on carbon reduction, investee companies shall not 
use carbon removals exceeding emission levels indicated by broadly accepted sector 
pathways aligned with 1.5°C (“residual emissions” as defined by science-based sector 
pathways) to claim net-zero target achievement. Investee companies shall only incor-
porate carbon removal certificates with long-lived storage (as defined by the Oxford 
Principles). Alliance members shall require investee companies to obtain independent 
broadly accepted verification.

All reporting, by investee companies and by asset owners, shall be done on a gross 
basis showing emissions and removals separately, and shall be done on a sector-spe-
cific basis—showing emissions and removals separately, and accounting only for carbon 
removals which do not exceed the sector emissions budget (according to no or limited 
overshoot pathways).26

Alliance members are encouraged to invest in projects and technologies of durable 
CO2 avoidance and removal to scale future markets rapidly. These investments may be 
reported under and contribute to achievement of a member’s Financing Transition Target.

25 Note, the extent to which Alliance members may consider use carbon removal certificates after 2030 will be 
defined later by the AOA. At such time, AOA will follow the best available scientific guidance.

26 Standard data providers often do not yet distinguish between gross and net emissions, or provide an indication 
of the quality of the removal. In these cases asset owners are encouraged to undertake their best efforts to 
interrogate the type of removals utilized, in some cases this may not be possible, especially for smaller sized 
asset owners. In the meantime, the Alliance encourages all data providers to begin to source, assure and provide 
this type of data.

https://www.unepfi.org/wordpress/wp-content/uploads/2021/09/AOA_Negative-Emissions.pdf
https://www.smithschool.ox.ac.uk/sites/default/files/2022-01/Oxford-Offsetting-Principles-2020.pdf
https://www.smithschool.ox.ac.uk/sites/default/files/2022-01/Oxford-Offsetting-Principles-2020.pdf
https://www.un.org/sites/un2.un.org/files/high-levelexpertgroupupdate7.pdf
https://www.un.org/sites/un2.un.org/files/high-levelexpertgroupupdate7.pdf
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A just transition
The just transition is a strategic approach guided by the principle that all climate action 
“must be attuned to the needs of and involve the most vulnerable groups of society, 
including poor women and men” (UNDP 2016). Just Transition was incorporated in the 
Paris Agreement in 2015 as a way of signalling the importance of minimising negative 
repercussions from climate policies and maximising positive social impacts for workers 
and communities.

The concept of just transition addresses the social risks and impacts on workers, suppli-
ers, communities, and consumers, as well as climate justice issues which emerge within 
and between countries and regions related to climate change. A transition which would 
put livelihoods and living standards at risk is unlikely to succeed: as such, a just transi-
tion is an important aspect of achieving global net-zero GHG emissions. 

Financial institutions have an increasingly vital role to play in incorporating just transi-
tion principles into their business operations and more than 161 investors representing 
USD10.2 trillion in assets under management have endorsed the Principles for Responsi-
ble Investment (PRI)-led Statement of Investor Commitment to Support a Just Transition 
on Climate Change.

While an Alliance track dedicated to the just transition is presently out of scope, the Just 
Transition principles should be integrated throughout the Alliance’s objectives. This is 
because the IPCC’s Shared Socioeconomic Pathways (SSP) show the best way to limit 
temperature increase to 1.5°C is through a just and inclusive transition. 

A just and inclusive transition is required for all markets. However, the need is particularly 
acute in emerging markets, which are responsible for fewer historic emissions, but are 
typically the most vulnerable to climate change and have fewer resources to transition 
from their dependence on fossil fuels. Mitigating climate change fairly and effectively 
means ensuring that emerging markets do not fall behind in the energy transition. 

Emerging markets are also less able to finance the investment needed to achieve a 
net-zero transition. Emerging markets (excluding China) comprise two-thirds of the 
global population, but hold only 10 percent of financial wealth and have, to date, only 
accounted for 10 percent of the global issuance of sustainable debt—only 53 percent of 
which is issued by corporates (IEA 2021). In addition, developing country governments 
are likely to struggle to raise finance as sovereign borrowing capacity has been reduced 
by the economic impacts of COVID-19 (OECD 2021). 

Further, Environmental Social Governance (ESG) ratings of sovereigns and companies 
are backwards looking and often highly correlated with a country’s GDP. Therefore, when 
an overlay based on ESG ratings is applied to a global investment strategy, this leads to 
capital outflow from emerging markets to developed markets. Additionally, Amacker and 
Donovan (2021) show that the improvement in ESG scores in EMs has been primarily 
driven by improvements in governance and secondarily by social progress, not environ-
mental factors.

https://www.tfaforms.com/4694571
https://www.tfaforms.com/4694571
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Companies and countries are often judged on their alignment to global decarbonisation 
pathways which often only differentiates between regions, but not between countries 
or state of economic development. These science-based standards are based on tech-
nological feasibility and therefore typically favour countries with more technology and 
financial resources. Science-based standards consistent with the principle of “differen-
tiated responsibilities” should ideally have both an aggregate global trajectory for transi-
tion and differentiated regional or national trajectories.  

To meet the targets of the Paris Agreement, the financing gap in emerging markets 
needs to be closed by private and public investment.

In light of the above, all Alliance members shall steer their portfolios to align with 
science-based transition pathways to a net-zero economy, with due consideration 
for societal impacts. In order to support the implementation of the considerations 
discussed above, the following table provides links to useful resources and initiatives.

Government/international
 ◾ ILO: Guidelines for a just transition towards environmentally sustainable econo-

mies and societies for all; 
 ◾ Multiple governments: COP 26 Just Transition Declaration; 
 ◾ EU: Just Transition Mechanism: making sure no one is left behind. 

Business—background and expectations
 ◾ Just Transition Centre and B Team: Just Transition: A Business Guide; 
 ◾ World Benchmarking Alliance: Just Transition Assessment Methodology 2021. 

Investors
 ◾ PRI page on Climate change and the just transition; 
 ◾ Multi-stakeholder: Climate change and the just transition, A guide for investor 

action; 
 ◾ PRI Statement of Investor Commitment to Support a Just Transition on Climate 

Change;
 ◾ UK Financing a Just Transition Alliance: Just Zero; 
 ◾ LSE: Making transition plans just: how to embed the just transition into financial 

sector net-zero plans;

https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---emp_ent/documents/publication/wcms_432859.pdf
https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---emp_ent/documents/publication/wcms_432859.pdf
https://ukcop26.org/supporting-the-conditions-for-a-just-transition-internationally/
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal/finance-and-green-deal/just-transition-mechanism_en
https://www.ituc-csi.org/IMG/pdf/just_transition_-_a_business_guide.pdf
https://www.worldbenchmarkingalliance.org/research/just-transition-launch-of-the-methodology/
https://www.unpri.org/download?ac=9452
https://www.unpri.org/download?ac=9452
https://www.tfaforms.com/4694571
https://www.tfaforms.com/4694571
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2021/10/Just-Zero_2021-Report-of-the-UK-Financing-a-Just-Transition-Alliance.pdf
https://www.lse.ac.uk/granthaminstitute/publication/making-transition-plans-just-how-to-embed-the-just-transition-into-financial-sector-net-zero-plans/
https://www.lse.ac.uk/granthaminstitute/publication/making-transition-plans-just-how-to-embed-the-just-transition-into-financial-sector-net-zero-plans/
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Initiatives—There are several initiatives that signatories might consider joining, to 
advance their work on just transition:

 ◾ The Council for Inclusive Capitalism, which developed a Just Energy Transition 
framework 

 ◾ Climate Action 100+ that has begun to integrate just transition indicators into 
assessments and are undertaking sector engagement. 

 ◾ World Benchmarking Alliance, which produced the first-ever just transition 
assessments for COP26 and have a multistakeholder method to improving 
companies’ approaches to just transition. 

 ◾ Impact Investing Institute’s Just Transition Finance Challenge to support a just 
transition to net zero in the United Kingdom and other developed and emerging 
markets. 

 ◾ The UK’s Financing a Just Transition Alliance (FJTA), convened by the Grantham 
Research Institute on Climate Change and the Environment and counting over 
30 investors among its members.

https://www.inclusivecapitalism.com/just-energy-transition-home/
https://www.inclusivecapitalism.com/just-energy-transition-home/
https://www.climateaction100.org/news/a-need-for-robust-just-transition-planning/
https://www.climateaction100.org/news/a-need-for-robust-just-transition-planning/
https://www.worldbenchmarkingalliance.org/wba-allies/
https://www.impactinvest.org.uk/project/just-transition-finance-challenge/
https://www.lse.ac.uk/GranthamInstitute/financing-a-just-transition/
https://www.lse.ac.uk/GranthamInstitute/financing-a-just-transition/
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3. Scope of the Protocol 

Four-part target setting structure to contribute to real world GHG emissions 
reductions most effectively 
Reducing GHG emissions and having real world impact in a global, diversified investment 
portfolio is a complex challenge—no simple solution exists. The members of the Alliance 
MRV track reviewed many known and available methodologies for target setting. No 
single stand-alone methodology was determined to be suitable to drive GHG emissions 
reductions in the real economy on a long-term basis. Furthermore, it is generally thought 
that a multi-faceted approach is likely to be more successful in addressing a challenge 
as complex as the net-zero transition. Given this background, the Alliance decided on a 
four-part approach to target setting. 

The implementation of each part will have a particular impact on investee companies 
and emissions. By combining the four parts, an asset owner can have the greatest 
impact and contribute to the desired transition towards a net-zero economy. Hence, Alli-
ance members should set targets on all four parts. The minimum expectation is that 
Alliance members shall set targets on three (engagement is a mandatory target type, as 
well as including in reporting information on climate solution investments). 
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Diagram IV: Alliance four-part target setting approach 

Engagement targets
Set at least one KPI in two of the follow-
ing types of engagement:

 ◾ Corporate—Engage 20 companies with high-
est owned emissions or those responsible for 
combined 65% owned emissions in portfolio 
(either directly or via membership/asset 
manager/service provider) 

 ◾ Asset Manager—Participate in engagements 
led by the Alliance, or their own internal 
systematic approach 

 ◾ Published Positions—Participate in Alliance 
position paper creation or write 
their own

 ◾ Sector/Value Chain: Participate in 
Alliance sector work or external 
sector engagement activities

Sector targets
 ◾ Intensity-based/absolute-reductions on all 
material sectors.

 ◾ Scope 3 to be included wherever possible. 
 ◾ Sector specific intensity KPIs recommended. 
 ◾ Sectoral Decarbonization Pathways used to 
set targets. 

 
Financing transition targets

 ◾ Reporting climate solution 
investments to the Alliance and ideally showing 
a positive trend in climate solution investments 
over time (individual public quantitative prog-
ress target is optional) 

 ◾ Active contributions to Alliance’s Financ-
ing Transition working or consultation groups

Sub-portfolio 
(later portfolio) emission targets

 ◾ 22% to 32% CO2e reduction by 2025 
(per IPCC 1.5°C SR scenarios) on equity 
and debt to listed corporates, infrastructure, 
and with the same reduction or CRREM 
national pathways for real estate. 

 ◾ 50% (40% to 60%) CO2e reduction by 2030 
(per IPCC 1.5°C SR scenarios).

 ◾ Covers portfolio emissions Scope 1 & 2, track-
ing of Scope 3. 

 ◾ Absolute or intensity-based reduction KPIs.

Intermediate 
targets for 1.5°C 

aligned, net-
zero world by 

2050 with real-
world impacts

Assets covered by the Alliance Commitment 
In a guidance document issued September 2019, Alliance members detailed that the 
Alliance Commitment should cover “all assets under management (and on balance 
sheet) managed by the asset owner while exercising asset allocation in fiduciary duty”, 
this includes: 

 ◾ inhouse managed money; 
 ◾ third party managed money (e.g., ETFs, mutual funds, active/passive); 
 ◾ shareholder money; and 
 ◾ policyholder money (in cases where the asset allocation is carried out by the asset 

owner). 
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But excludes: 

 ◾ money managed by group owned asset managers for third party clients. This is not 
considered asset owner money as it does not appear on the balance sheet of the asset 
owner. However, the Alliance recommends that members engage third party invest-
ment partners in discussions on net-zero ambitions and associated target setting.27 

For those setting sub-portfolio targets, this chapter details the asset class phase in 
schedule. Sub-portfolio targets will be referred to as simply ‘portfolio targets’ when avail-
able methodologies and data cover >85% of the asset classes. As asset class methodol-
ogies are provided in the Protocol, then targets should be submitted in the next reporting 
cycle (see schedules in Chapter 7 Sub-portfolio targets).

Emissions scope covered by the 
Alliance Commitment 
The Protocol’s focus is on portfolio emissions (an asset owner’s Scope 3) since these 
represent the vast majority of an asset owner’s emissions with 95% to 97% (Lütke-
hermöller et al. 2020). Alliance members shall therefore set targets on their own Scope 
3 emissions. However, the Alliance members should also commit to net zero (by 2050) 
with respect to their own operational carbon footprint (Scope 1 and 2), assessing their 
carbon footprint in line with the GHG Protocol and developing short- and mid-term 
targets as intermediate steps towards their net-zero target.28

Emissions scope coverage of the underlying asset 
Portfolio companies also have their own Scope 1, 2, and 3 emissions targets. Corporate 
data on Scope 3 emissions is somewhat unreliable and several data providers estimate 
Scope 3 emissions with a wide range of outcomes (Bush et al. 2018). The estimation 
methods and reported data can differ significantly. 

Alliance members will review the targets of the companies in their portfolio and shall 
set targets on their Scope 1 and 2 emissions. Alliance members should also set targets 
on the Scope 3 emissions of the portfolio company as soon as possible, each individual 
Alliance member is encouraged to move as early as it deems feasible. At the portfolio 
level, the Alliance requirement is that members should track, but not yet set targets on 
Scope 3 emissions until interpretation of these emissions in a portfolio context becomes 
clearer and data becomes more reliable.29 MRV is advancing technical work on address-
ing investee company Scope 3.

27 Alliance members may include unit linked products when they retain full investment discretion for these products.
28 Those AOs wishing to seek SBTi validation should follow the SBTi methodology for their operational Scope 1 

and 2 GHG emissions.
29 Comparisons of Scope 3 data reported by similar companies indicate the largest degree of divergence in 

reported emissions. See Busch et al. 2018.

https://ghgprotocol.org/corporate-standard
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GHG coverage (CO2e) 

The Alliance members commit to net-zero GHG emissions by 2050. CDP and similar 
providers typically produce data for underlying holdings in CO2 equivalent (CO2e), which 
provides a relative measure of the impacts of other GHGs (e.g., Methane ‘CH4’, Nitrogen 
Oxides ‘NOx’) versus the climate impact of CO2. Therefore, Alliance members should 
report on a CO2e basis30. Wherever disaggregation is available for non-CO2 GHGs, Alli-
ance members should report on a disaggregated basis. 

Base and target year 
The Alliance Commitment requires intermediate targets to be set every five years in line 
with the Paris Agreement Article 4.9 cycle. Article 4.9 of the Paris Agreement specifies 
a five-year cycle of 2025, 2030, 2035 etc. When Alliance members join between these 
dates, they shall establish targets which align with this cycle. The Alliance publishes five-
year targets, while individual members may publish shorter or slightly longer (up to seven 
years when the next reporting cycle ends within two years). The Alliance Commitment 
requires that individual members publish full details of their progress against their target 
ahead of COP30 in 2025. Furthermore, in anticipation of more asset class methodol-
ogies being finalised as well as members joining in the coming years, the Table below 
outlines potential switch-points of target and related base years. Members should there-
fore consider the following target dates and underlying data when setting their targets: 

Table I: Timetable to Alliance member target setting31,32

Joining year/ 
year asset class 
method is made 
public

Year targets 
need to be set
(within 12 months of 
joining, unless end 
of reporting cycle is 
within 3 months)

Recommended 
base year data

Target year data Recommended 
reduction range

2019 2021 FY19 FY24 TSP V1

2020 2021 FY19 or 20 FY24

2021 2022 FY20 or 21 FY24

2022 2023 FY21 or 22 FY24 or FY29 TSP V2 or V3

2023 2024 FY22 or 23 FY29 TSP V3

2024 2025 FY23 or 24 FY29

2025 2026 FY24 or 25 FY29

2026 2027 FY25 or 26 FY29

2027 2028 FY26 or 27 FY29/34

Source: Net-Zero Asset Owner Alliance Protocol 

30 Alliance members should report on CO2e, as provided by CDP or similar data providers.
31 The Inaugural Target-Setting Protocol of the Alliance was released in January 2021.
32 Members joining very late in 2021 might also set already targets towards 2029.

UNEP FI
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Adjusting for pre-existing targets (and reductions achieved) 
For Alliance members with pre-existing, public targets it is possible to translate their 
base year to an earlier year if scientific pathways were considered. A number of Alli-
ance members already have public quantitative, absolute, or intensity-based emissions 
reduction targets that refer to a different base year and reflect the emissions reductions 
achieved before joining the Alliance. For those using base years before or after 2020 for 
the target year 2025, members may add or deduct 5.5%pts to 7%pts from the emissions 
reduction ambition for their first short-term targets, if they consider the overall ambition 
towards 2030. However, it should be noted that the Alliance acknowledges that reduc-
tions of 5.5%pts to 7%pts per annum is not in line with actual global emission trends in 
years prior to the pandemic, and the real economy needs to make faster progress. As 
per the example: 

A member which would like to align with a 25% reduction target for the period 2020 to 
2025, but which joins in 2020 and therefore sets this target in 2021, would take 6%pts 
from the range so 25−6% = 19% target for 2021 to 2025. 
Finally, if setting an earlier base year, decarbonisation progress made before joining the 
Alliance must have been made public via a set target or evidenced via public reporting. 
To maintain consistency with the Alliance reporting cycle, public targets issued more 
than three years prior joining the Alliance should not be considered. 

For example, if a member started their decarbonisation journey in 2018 and wished 
to apply their early decarbonisation efforts towards the target year 2025 (as if target-
ing alignment with a 25% reduction pathway for 2020 to 2025), they would add two 
annual percentage point increases for 25+6% (2019) + 6% (2018) = 37% target for 
2018 to 2025. 
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4. Engagement targets 

The importance of conducting engagement 
Engagement is perhaps the most important mechanism asset owners have to contribute 
to a net-zero transformation. Engagement targets should reflect this ambition to gener-
ate real-world impact. These targets should also be set in conjunction with sub-portfolio 
and sector targets. Therefore, all Alliance members shall set engagement targets. 

In addition to targeting real-world decarbonisation, engagement efforts need to outline 
what action is taken when engagement expectations are not met. Alliance members 
should therefore clearly define escalation procedures for their own climate engagements 
or set escalation expectations for the asset managers conducting climate engagements 
on their behalf. Members should design these escalation procedures to accelerate a just 
transition to a 1.5°C-aligned no or limited overshoot scenario in the real economy. 

Additionally, as detailed in the Alliance’s Guidance on Proxy Voting, effectively connecting 
engagement activities with proxy voting is critical. Where applicable, Alliance members 
should transparently explain how proxy voting is systematically employed to align with 
their net-zero commitment. This should include an explanation of how votes are used to 
hold companies accountable when they are not making satisfactory progress to address 
climate change or support climate change mitigation. Alliance members that rely on 
their asset managers for casting proxy votes should integrate the principles of the Alli-
ance proxy voting guidance—complemented by their own expectations—in the selection, 
appointment, and monitoring of their asset managers. 

Finally, asset manager engagement is one of the most important and impactful levers 
asset owners have to support their net-zero commitments and greater climate action. 
Asset managers not only allocate assets, but also conduct corporate engagements, cast 
proxy votes (notably on directors and climate resolutions), and have an important voice 
in the business community. Alliance members shall engage their asset managers to:

1. increase understanding of how asset managers are representing the asset owner’s 
long-term climate interests, and 

2. increase the alignment between asset managers’ actions and asset owners’ inter-
ests, when necessary (Freshfields Bruckhaus Deringer LLP 2021). 

https://www.unepfi.org/wordpress/wp-content/uploads/2021/04/16-Elevating-Climate-Diligence-2.pdf
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Asset owners must require asset managers to undertake stewardship activities that 
move beyond incremental and linear levers, which are insufficient for limiting global 
temperature rise to 1.5°C. This includes placing certain corporate engagement topics—
like transparency requests—into public expectations of all portfolio companies, which 
should be reinforced by systematic stewardship action (such as votes against directors). 

Further, asset managers in private asset classes are critical to meeting decarbonisation 
targets. Members requests are detailed in the Net-zero Asset Owner Alliance Call to 
Action to Private Market Asset Managers. The expansion of activities beyond corporate 
engagement should include sector and policy engagement, as further described in the 
Future of Investor Engagement (see Table III). As of this edition of the Protocol, the 
Sub-portfolio Targets chapter also covers private assets.

Table II: Alliance members’ net-zero engagement requests to all asset managers

Alliance members’ net-zero engagement requests to all asset managers 

 ◾ To publicly commit to support the transition to a net-zero world by 2050 in line 
with no or limited overshoot 1.5°C scenarios. 

 ◾ To commit their entire portfolios to 1.5°C alignment and net-zero by 2050, prefer-
ably through an established framework like the Net-Zero Asset Manager Initiative. 

 ◾ To collaborate with Alliance members in developing viable opportunities to finance 
the transition to net zero and expand the 1.5°C-aligned investable universe, includ-
ing through collaboration on blended finance vehicles (NZAOA 2022).

 ◾ To publish their approach to integrating climate risks and opportunities (both 
transition and physical) across their portfolio management and stewardship 
team’s training and activities. 

 ◾ To clearly state the benefits and limitations of their climate engagement 
program(s) and/or stewardship activities and how the limitations are addressed 
via complementary work streams, including how they leverage public discourse.

 ◾ To clearly describe how their engagement approach differs across asset classes, 
what levers of influence are applied to each, and how their approach supports 
portfolio decarbonisation objectives. This includes requiring 1.5°C-aligned strat-
egies in companies where the asset manager has significant control. 

 ◾ To use systematic engagement approaches to streamline engagement efforts, 
where possible. For example, call publicly for company or sector action and 
systematically reinforce expectations through principle and merit-based voting 
as detailed in the Alliance Guidelines. 

 ◾ To adopt policies that are congruent with the Alliance’s position papers, for 
example the Alliance’s Thermal Coal Position. 

Source: Net-Zero Asset Owner Alliance original work

https://www.unepfi.org/industries/call-to-action-to-private-market-asset-managers/
https://www.unepfi.org/industries/call-to-action-to-private-market-asset-managers/
https://www.unepfi.org/wordpress/wp-content/uploads/2021/04/16-Elevating-Climate-Diligence-2.pdf
https://www.unepfi.org/publications/alliance-thermal-coal-position/
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Setting engagement targets 
All engagement activities seek to achieve a common outcome: to increase the align-
ment of the real economy with a 1.5°C no or limited overshoot scenarios. Therefore, to 
meet the Alliance net-zero engagement commitments, members shall set targets to 
conduct engagement, or have engagements conducted on their behalf. These targets 
should be reported in the form of KPIs from the common KPI framework (see Annex) for 
at least two and where possible all four of the following identified forms:33

 ◾ For corporate engagement: Identify either i) 20 companies with a focus on compa-
nies that will likely have the largest real-world decarbonisation impact (e.g. those with 
the highest owned emissions in their portfolios), or ii) the companies responsible 
for at least 65 percent of owned emissions in their corporate bond/equity portfo-
lio; and ensure these companies are covered by either direct, collaborative or initia-
tives-based34 engagement activities, in line with the Alliance’s ambition.35 

 ◾ For sector engagement: Take part in Alliance sector workstream to develop pathways 
and scenarios for net-zero aligned decarbonisation at sectoral level or contribute to 
reports and engagement activities for existing sectoral workstreams outside of the 
Alliance (such as CA 100+ Global Sector Strategies Workstream).

 ◾ For position paper contributions: Take part in the engagement track working group 
and support the drafting of Alliance position papers or contribute to other initia-
tives to develop public position papers on net-zero focused topics in line with the 
Alliance’s ambition. 

 ◾ For asset manager engagement: Set up or maintain a structured engagement 
approach that encompasses selection, appointment, and monitoring activities of 
asset managers. The approach should utilise the request of asset managers described 
below and the guidelines developed by the Alliance engagement track to support long-
term alignment of asset managers’ activities with the Alliance members’ interests. 

33 The Alliance members are of different size, geography, and business nature; therefore, they have different 
engagement strategies, and operations, thus a one-size fits all approach does not fit, and the Alliance identifies 
a set of ways in which the members can set and report on targets. 

34 When relying on engagement through initiatives, the asset owner or their asset manager/service provider must 
be a member of that initiative

35 Non-aligned refers to those which do not already have Paris Aligned commitments, or do not have a concrete 
set of mid-term reduction targets. Alignment with PAII or CA100+ benchmarking criteria is encouraged.
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Guidance for Alliance aligned 
engagement ambitions 
In order to ensure alignment with the Alliance’s ambition, the following section provides 
guidance to Alliance members on the expectations of their engagement activities with 
companies and asset managers in order to ensure alignment with the Alliance ambition 

By focusing on common goals, the delivery of positive real-world outcomes (by expand-
ing the coverage of companies and asset managers engaged by Alliance members 
net-zero expectations), and enhanced collaboration, the Guidance for Alliance Engage-
ment Ambitions is consistent with the PRI Active Ownership 2.0 framework (PRI 2019). 

Table III: Alliance members’ net-zero engagement requests to all companies

Alliance members’ net-zero engagement requests to all companies 

 ◾ To publicly commit to support the transition to a net-zero world by 2050 in line 
with no or limited overshoot 1.5°C scenarios; 

 ◾ To immediately put into place strategies and transition plans that commit the 
company to net-zero GHG emissions across their value chains by no later than 
2050 and to be supportive of the transition to a net-zero GHG emissions world 
by 2050; 

 ◾ To accelerate progress towards full ‘green’ on the CA100+ Net Zero Company 
Benchmark indicators; if not a CA100+ focus company, to still meet all of its 
expectations; 

 ◾ To set science-based near-term GHG reduction targets that are in line with 
reaching net-zero emissions by 2050, consistent with 1.5°C no or limited over-
shoot scenarios; 

 ◾ To develop and implement plans for their businesses to remain viable in a 
carbon neutral economy, with meaningful consideration of associated social 
impacts; 

 ◾ To support the adoption and implementation of governmental policies and regu-
lations that facilitate the transition to net-zero emissions within their sector and 
value chains; 

 ◾ To support, prepare for, and not disrupt implementation of carbon pricing mech-
anisms; 

 ◾ To take action and make progress on efforts to lower GHG emission intensity of 
their operations and products; 
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 ◾ To disclose their efforts and progress on decarbonisation in line with the four 
core elements of the TCFD recommendations; and 

 ◾ To enter direct time-bound engagement dialogue with Alliance members and/
or other investor initiatives to discuss efforts to decarbonise their business 
by 2050.36 

Source: Net-Zero Asset Owner Alliance original work

Alliance seeks to hold itself and its activities to the same standards that guide its 
requests from investee companies, asset managers and policy makers. Therefore, in 
light of the Alliance’s support for the CA100+ Net Zero Company Benchmark—as a 
useful tool for engaging companies and asset managers—the Alliance evaluated the 
indicators that are relevant for its own activities. 

Climate Action 100+ and the Net-Zero Company 
Benchmark 
Climate Action 100+ (CA100+) is an important initiative for collaborative investor 
engagement with investee companies. The Alliance encourages all its members to join 
the CA100+ group and many Alliance members that are signatories of CA100+ collabo-
rate on sector-specific decarbonisation pathways and support collective investor action. 
Collaborative engagement enhances investor influence, builds expertise, and improves 
the efficiency of the engagement process through workload distribution. 

CA100+ developed the Climate Action 100+ Net-Zero Company Benchmark—the initia-
tive’s primary tool for assessing focus companies based on the analysis of publicly 
disclosed information. To ensure that the Alliance members ask of themselves what they 
ask of others, the Alliance has compared the ten indicators of the CA100+ benchmark 
framework to this Protocol. However, as financial institutions differ from real-economy 
companies, some elements of the benchmark do not make for an analogous comparison. 

36 However, companies should not discuss nor share information which could trigger antitrust or other regulatory 
laws and regulations or amount to insider information.

https://www.climateaction100.org/


Target Setting Protocol—Third edition 24
Contents  |  Engagement targets 

Diagram V: CA100+ Disclosure Framework Indicators 
Net-zero GHG emissions by 2050 or sooner ambition

Long-term (2036–2050) GHG reduction target(s)

Medium-term (2026–2035) GHG reduction target(s)

Short-term (up to 2025) GHG reduction target(s)

Decarbonisation strategy

Capital allocation alignment

Climate policy engagement

Climate Governance

Just Transition

TCFD Disclosure
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Source: Adapted from CA100+ (2022)

Indicator 2 and 3: Long-term (2036–2050) and medium-term  
(2026–2035) GHG reduction target(s) 
Setting medium- and long-term targets plays an important role in achieving the net-zero 
by 2050 target as it establishes accountability and signals to the broader business and 
regulatory community that asset owners expect real-world decarbonisation. It is by 
publishing both short- term targets on a five-year cycle and a long-term target in line 
with the IPCC’s no or limited overshoot scenarios that the Alliance believes its members 
are moving on a credible 1.5°C decarbonisation trajectory. 

As portfolio targets depend on the decarbonisation speed of investee companies, Alli-
ance members’ targets must rely on a constant feedback loop from real-world decar-
bonisation. Otherwise, target-setting could lead to forced divestments from specific 
sectors before all stewardship and engagement have been exhausted. For investors, this 
is fundamentally different from the Scope 1 and 2 emissions of real- world companies 
where their level of control is substantially higher. By Alliance members having i) set a 
long-term 2050 net-zero target in line with 1.5°C, ii) set a short-term target to support 
immediate portfolio steering, and iii) agreed to align with no or limited overshoot path-
ways, their mid-term targets are then implicitly made. 

Indicator 7: Climate policy engagement 
Alliance members strive to align all climate policy engagement with the goal of accel-
erating the transition to a 1.5°C-aligned future. In this context, members should review 
their membership and participation in all industry associations and organisations. For 
transparency, members should also disclose their climate policy positions and member-
ships. Furthermore, members should consider taking an advocacy position within organ-
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isations that do not align their own advocacy with the Paris Agreement and the goals 
of the Alliance. If following a time-bound engagement, organisations are not displaying 
a willingness to become Paris-aligned, Alliance members should consider cessation of 
their membership. 

When applying the CA100+ benchmark, certain aspects of financial institutions’ activities 
cannot be evaluated in the same way as those of companies. For example, sovereign 
wealth funds are legally advised to avoid political positions or lobbying activities. There-
fore, SWFs cannot engage on policy the same way as other asset owners. The same 
may apply to some (re)insurance activities. An important focus for all Alliance members 
beyond their own policy engagement activities is the climate advocacy activities of all 
investee companies. Asset owners can gauge a company’s level of Paris-alignment 
through evaluation of its lobbying activities. Through engagement, asset owners can 
ask for lobbying alignment where necessary. 

Indicator 10: TCFD disclosure 
In their own business operations, reporting and disclosures, Alliance members shall 
commit to following the TCFD recommendations on governance, strategy, risk manage-
ment and measurement. 

The Future of Investor Engagement: Systematic stewardship for 
systemic climate risk 
Limiting global temperature rise to 1.5°C requires supportive economic and policy 
frameworks. Engaging with assumptions that would require individual companies or 
entire sectors to cease to exist while their products remain in demand and econom-
ically viable is not a practical strategy for success. Thus, broad-based engagement 
with companies and asset managers will be successful only if complemented by a 
policy and regulatory framework conducive to 1.5°C alignment across all geogra-
phies and all sectors. Therefore, corporate engagement, which has traditionally been 
the primary focus of stewardship, is a necessary but insufficient tool for achieving 
the Alliance’s commitment. 

The Alliance has published The Future of Investor Engagement discussion paper, 
detailing how the financial community can address the limits of corporate engage-
ment. The paper details how investors can complement corporate engagement 
through sector and policy engagement, which drive real-world decarbonisation in 
line with members’ long-term interests. 

Policy engagement is critical to ensure both feasibility of decarbonisation for all 
sectors and a substitution of products from sectors unable to decarbonise in a 
way that mitigates social risks.37 Sector engagements, including those conducted 
through the CA100+ Global Sector Strategies, help uncover the needed policy direc-
tion for enabling real world decarbonisation. 

37 A common position on the Just Transition is not yet defined by the Alliance, but related guidance for individual 
members may be found here

https://www.unpri.org/download?ac=9452
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In addition, the Alliance believes that it is critical for asset managers to hold them-
selves, and the companies they invest in, accountable so that companies do not 
lobby against the Alliance’s broad-based and systemic interests or the interests of 
society and the greater economy as a whole. Stewardship executed on behalf of 
the Alliance should thus include a focus on indicator 7 from the CA100+ Net Zero 
Company Benchmark. This should set the expectation that companies demonstrate 
how their lobbying activities align with the benchmark expectations. The Alliance’s 
expectation is that an equivalent standard should still be met by companies not part 
of the CA100+ focus.

Policy engagement 
A supportive policy environment is critical to the viability of a net-zero transition. With-
out decisive action by governments to reduce emissions, there will remain insufficient 
market incentives to allocate capital in line with a 1.5°C trajectory. 

The private sector, including investors, can play an important role in raising government 
awareness and making the business case for aligning with the Paris Agreement. 

Asset owners, especially those that set portfolio targets (dependent on real-economy 
decarbonisation) are in a unique position in the financing value chain. The Alliance’s 
policy track seeks to amplify investor voices and their requests for a supportive policy 
and regulatory environment. 

Policy track working methods 
The policy track will operate primarily through: 

1. Direct engagement with politicians/officials of target countries including on 
accounting and audit standards and practices; 

2. Calling for standards that ensure integrated reporting; 
3. Addressing private letters to officials from Alliance members; 
4. Attendance and participating in UNFCCC processes (i.e. participation with the 

Standing Committee for Finance UNFCCC COP engagements) 
5. Leveraging multilateral platforms (e.g., UNSC office, the Coalition of Finance Minis-

ters for Climate Action) and key moments (e.g., World Bank meetings/Climate 
Action Weeks, Petersburg Dialogue, PRI in Person, IMF annual meetings) to repre-
sent the Alliance’s ambition. 

6. Inviting Alliance members to consider signing investor statements, where appro-
priate; 

7. Addressing letters to target countries or multilateral fora; and 
8. Media activities. 

The Alliance is committed to policy advocacy as a necessary means to achieve net zero 
by 2050. Individual members are encouraged to engage governments to increase ambi-
tion on decarbonisation, for example by participating in The Investor Agenda’s annual 
Global Investor Statement to Governments on the Climate Crisis. While the Alliance 
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establishes global policy positions and advocacy efforts, policy engagement contextu-
alised for specific markets is also encouraged.

The Alliance’s policy track has developed a strategy to work on three priorities: 

 ◾ advocating for the alignment of intermediate targets and transition plans with the net 
zero by 2050 goals;

 ◾ raising the ambition of sector policies and regulation (real economy and financial 
sector) to promote the transition; and 

 ◾ implementing mandatory climate reporting and transition plans for companies. 

In the execution of this strategy, the track leverages the Alliance’s positions; for example, 
it cites the disclosure recommendations or sector policies. The Alliance also advocates 
for financial market regulation and supports frameworks that enable effective financing 
for the net-zero transition (e.g., disclosure requirements in line with TCFD recommenda-
tions, development of country-specific transition plans, and raising awareness of climate 
risk impact). 

Aligning 2030 emissions reduction targets with net zero by 2050 
goals and pathways 
The new round of NDC submissions required under the Paris Agreement has seen 
enhanced commitments and emissions reduction plans but NDCs continue to fall short 
of putting the world on track for 1.5°C. Maximising the opportunity presented through- 
out 2022 and into 2023 to further advance NDCs and national plans is a key goal for the 
policy track. 

Targeted goals 
1. Commitment to enhance current NDCs with 2025 and 2030 targets that are in 

line with a trajectory to achieve net-zero GHGs by 2050 or sooner from developed 
countries; and 

2. Implement net-zero commitments and trajectories via best practice national policy 
mechanisms, including: climate legislation enshrining the net-zero commitment; 
intermediate targets; an independent body to monitor and advise government; and 
appropriate carbon pricing regimes as part of a climate policy mix. 

Sector policies to promote transition 
Sector policies are a key component of effective climate policy, and the Alliance will 
advocate for sector policies and regulation consistent with net-zero emissions by 2050 
or sooner from developed and large emitter countries, complemented by a commitment 
to a just transition. 
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Targeted goals 
1. Elimination of direct and indirect fossil fuel subsidies;
2. Policy measures (via regulation or carbon pricing or both) to deliver the national 

phase-out of fossil fuel technologies e.g., coal-fired power and coal mining, sale of 
new internal combustion engine vehicles;

3. No-deforestation, No-peat and No-exploitation (NDPE)38 (NDPE); 
4. Support for enhancement of natural capital, and a net-zero pathway for agriculture; 
5. Support for and potentially redirecting of subsidies for scale-up of new technolo-

gies that will provide solutions in hard-to-abate sectors, e.g., CCS, green hydrogen; 
6. Sectoral net-zero policies for key economic sectors: energy, power, industry, agri-

culture, auto- motive, aviation, and shipping; and 
7. Commitment to develop granular short, medium, and long-term zero carbon infra-

structure plans. 

Promotion of mandatory climate reporting and transition plans 
Supporting the COP28 presidency, the Alliance provided, and will continue to provide 
investor support for mandatory TCFD reporting and net-zero transition plans in 
advanced markets. 

38 Refers to no exploitation of the rights of indigenous peoples, workers and local communities.



Target Setting Protocol—Third edition 29
Contents  |  Sector targets 

5. Sector targets 

The guidance for setting targets serves to:

1. Define appropriate carbon reduction pathways for high-emitting sectors; 
2. Inform member’s engagement efforts, identifying desirable emissions level 

outcomes; 
3. Support decisions to invest in companies implementing climate solutions designed 

to reduce their emission intensity; and 
4. Inform portfolio construction, sectoral allocation and target setting at the Member 

level. 

Setting sector targets—minimum coverage
Setting sector targets is a relatively new exercise for asset owners. Therefore, Alliance 
members who set sector targets shall progressively implement sector targets, begin-
ning with their most material sectors (from an owned-carbon emissions standpoint). 
Each Alliance member is unique and will identify specific targets for their respective 
assets. Members shall set targets independently and in a manner that accounts for their 
specific investment scope, strategies, and internal governance structures. 

Members setting sector targets as of 2023 shall cover the sectors of the inaugural proto-
col—O&G, Utilities, including Coal, Transportation and Steel—at a minimum. If data avail-
ability or exposure limits an asset owner in setting targets on the initial sectors, members 
shall add sectors identified in TSP V2 (see chart below). If members are unable to set 
targets on all required sectors, they shall fully explain their constraints (e.g., data avail-
ability or no exposure to the sector) and shall ensure that at least 70 percent of their 
total owned emissions are covered by 2025.39 Alliance members shall set targets using 
productivity-based metrics wherever possible before using economic-intensity metrics.40 

The identified threshold for setting targets at sector level should be commensurate with 
both the member’s portfolio size and the portfolio emissions profile both in absolute and 
relative terms. When selected Alliance members shall also report the absolute emissions 
reductions associated with the necessarily intensity-based targets described below. 

39 If a minimum of 70% is not covered by 2025 the member would not be able to use sector targets as one of their 
‘three of four’ target types. 

40 Alliance Calls on data providers to support the collection and dissemination of the following metrics, here.

https://www.unepfi.org/industries/net-zero-asset-owner-alliance-call-to-companies-and-data-providers-for-critical-sector-data-on-key-performance-indicators/
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Table IV: Targeted Sectors for Sector Target Setting 

Targeted sectors: 

Inaugural Target Setting Protocol Second Target Setting Protocol

 ◾ Oil and gas 
 ◾ Utilities, including coal (26–39% of 
 ◾ global emissions)
 ◾ Transport 

 ◾ Civil aviation (2–3% of global emissions) 
 ◾ Shipping (2–3% of global emissions) 
 ◾ Road transport (11–17% of global 

emissions) 
 ◾ Materials 

 ◾ Steel41 

 ◾ Materials 
 ◾ Cement
 ◾ Aluminium 

 ◾ Agriculture, forestry, and fisheries 
 ◾ Chemicals 
 ◾ Construction and buildings 
 ◾ Water utilities 
 ◾ Textiles and leather 

Recommended metrics
The Alliance prioritises productivity-based metrics wherever possible before using 
economic intensity metrics. However, relevant productivity-based data may be limited. For 
this reason the Alliance issued a Call to Action to companies and data provider to provide 
critical sector data. The requested data is elaborated by sector in the Table V below.

Table V: Overview of recommended productivity-based metrics

Sectori Requested Data 
*Reported as of current date, and forward looking at 5 years and 10 
years

Oil and Gasii  ◾ gCO2(e)/ MJiii 
 ◾ gCH4/MJiv 

Utilities  ◾ tCO2(e)/MWhv,vi 
 ◾ gCH4/MJvii

Transportation—Aviation  ◾ gCO2(e)/RTK (reported separately for short- and long-haul 
flights)

Transportation—Shipping  ◾ gCO2(e)/TKMviii

Transportation—Heavy duty road  ◾ gCO2(e)/TKM

Transportation—Light duty road  ◾ gCO2(e)/KM 

Cement  ◾ tCO2(e)/tonne of cementitious product 

Steel  ◾ tCO2(e)/tonne of crude steelix

Aluminium  ◾ tCO2(e)/tonne of aluminiumx

Agriculture  ◾ tCO2/tonne of agricultural product
 ◾ CH4/tonne of agricultural product 
 ◾ NO2/tonne of agricultural product

41 Various sources including IPCC, WRI, and the US Department of Energy

https://www.unepfi.org/industries/net-zero-asset-owner-alliance-call-to-companies-and-data-providers-for-critical-sector-data-on-key-performance-indicators/
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Forestry  ◾ tCO2(e)/tonne of forestry product 
 ◽ For Paper: tCO2(e)/tonne of pulp, paper and paperboard

Construction and Buildings  ◾ CO2(e)/m2/annum 
 ◾ kWh/m2/annum

i. Please see Alliance Target Setting Protocol Annex for NACE/GICS/BICS mapping of sector clas-
sifications.

ii. It is noted that 2020 was an exceptional year for the O&G and other industries and this particular 
year should be carefully considered and accounted for if used as a base year for target setting.

iii. Scope 1, 2 and 3 (use of sold product) greenhouse gas emissions from energy products sold 
externally in units of grams of CO2 equivalent (gCO2e) per mega joule (MJ). “Energy products sold 
externally” is defined by the Transition Pathway Initiative (TPI) as the total net calorific energy 
supply from all fuels including hydrocarbons, biomass and waste, plus energy supplied as electric-
ity generated from fossil fuels, nuclear or renewables. 

iv. The Alliance encourages all relevant companies to join the Oil and Gas Methane Partnership 
(OGMP2.0).

v. Metric tonne is indicated by “t”. “CO2e” is used here and is requested by some, while TPI requests 
“CO2”. 

vi. Scope 1 of owned gross electricity generation, excluding purchased electricity.
vii. The Alliance encourages all relevant companies to join the Oil and Gas Methane Partnership 

(OGMP2.0).
viii. Please note that current TPI methodology considers emissions related to marine shipping in inter-

national waters only. We believe that it would be useful for companies to provide an intensity for all 
shipping activities and disaggregate these measures by international, coastal, and inland waters.

ix. Where possible reporting separately for primary and secondary.
x. This should include emissions from alumina and aluminum production, both normalised to a tonne 

of aluminum.

Three steps for setting sector targets 
The global carbon budget42 as referenced by the Alliance is the cumulative amount of 
carbon and other GHG emissions the world can permit until the end of the century to 
keep within a 1.5°C threshold. Sector targets are conceptualised so as to allocate this 
remaining carbon budget across economic sectors and split by geographic locations, 
using a set of economic and technological assumptions compatible with 1.5°C path-
ways. 

There are three steps involved in setting sector targets. Alliance members shall:

1. Identify the most material sectors in the investment portfolio on an owned-emis-
sions basis; 

2. Identify available carbon emission metrics for the identified sectors; 
3. Select a modelled sector pathway to be applied to each sector and apply a target 

relating to the selected carbon emission metric.43

42 For a given warming level, WGI assessed the remaining carbon budget from the beginning of 2020 onwards. 
These are 650 / 500 / 400 GtCO2 for limiting warming to 1.5°C with 33% / 50% / 67% chance. 

43 Where governments and regulators have set required sectoral targets, these derived targets could be checked 
against the required sectoral targets to see if they are aligned. 

https://www.transitionpathwayinitiative.org/publications/96.pdf?type=Publication
https://www.ogmpartnership.com/
https://www.ogmpartnership.com/
https://www.ogmpartnership.com/
https://www.ogmpartnership.com/
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As described in the Annex, a small number of models/scenarios are known to provide 
sector decarbonisation pathways for both total CO2e emissions on Scope 1 and 2, and 
on a sector product/production specific level using an output intensity metric. At this 
time, Alliance members should use either the One Earth Climate Model (Teske et al. 
2020) or the IEA model to set sector targets.44 

Step 2 in detail: Identifying carbon emissions metrics for identi-
fied sectors

The recommended metric is product/production metric-based sector targets which, for exam-
ple, can be measured, for the steel sector, in CO2e per ton of steel produced or for the automo-
tive sector, in CO2e per km of produced cars. We acknowledge that the lack of data availability 
or unreliable/weak data is an issue for asset owners when it comes to using product/produc-
tion metrics to set sector targets as the data required to set sector targets need to be sourced 
at a company level. However, the Alliance strongly recommends members to set sector targets 
using production metrics. One of the advantages of using the product/production specific 
sector targets is that these are largely independent of economic variables such as revenue and 
have no market or price volatility, making it easy to track the real emissions reductions in isola-
tion, and also to compare performance between companies.

The second metric is carbon intensity-based sector targets based on EV or Revenue, using the 
same calculations as described on Chapter 3 for carbon intensity. Carbon intensity-based sec-
tor metrics are easily available but are dependent upon economic variables (such as revenue), 
and mainly cover Scope 1 and 2 in the sector decarbonisation pathways. 

The third metric is absolute emissions-based sector targets. The pros and cons of using this 
metric are described in Chapter 3. When using absolute emissions-based targets, asset own-
ers should apply the absolute emissions sector pathways to the companies in their portfolio 
belonging to a given sector/geography.

Scope of emissions covered by sector targets 

Alliance members shall set sector targets on Scope 1 and 2, as well as track and report 
on Scope 3 emissions. 

Scope 3 is especially material for the oil and gas sector as these are inputs for many 
industrial production processes. Initially, the Alliance will focus on the demand side, 
setting sector targets for, for example, the transportation and steel sector. Due to data 
availability and lack of consistent metrics for Scope 3 within the oil and gas sector, we 
do not currently recommend setting carbon-intensity-based Scope 3 sector targets for 
oil and gas in the short term. To ensure that we have better, comparable Scope 3 data 
for the next target setting period, the Alliance will work to clarify the definition of Scope 3 
emissions and provide open-source data for the largest oil and gas companies in the 
coming years. For the automotive sector, Scope 3 emissions can be addressed through 
product specific targets, such as CO2e per km of produced automobiles. 

44 See detailed comparison between the sector pathways in the Annex.

https://www.unepfi.org/wordpress/wp-content/uploads/2022/05/UTS_Limit-global-warming_Sectoral-Pathways-and-Key-KPIs.pdf
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Sector targets related to the fossil fuels

Sector targets for utilities and energy sectors should reflect the scientific consensus, as 
derived from the IPCC no or limited overshoot pathways, IEA NZE2050 and OECM, to 
withdraw financing from new coal related assets and new Oil and Gas fields and respec-
tively refrain from investing in, or providing finance to, assets that support the expansion 
of coal, oil, or gas production and to scale down production as indicated in the scenarios. 
The Alliance has developed a position paper on Thermal Coal and is pursuing a position 
paper on Oil and Gas. 

More detailed information on the rationale, way forward and recommended metrics 
for sector targets of high emitting sectors, as well as a comparison of key models is 
included in the Annex. 
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6. Climate solution 
investment targets 

Alliance Financing Transition work track’s overall strategy and overview, and 
Climate Solution Investments target 
The Alliance’s work and overall efforts are on investment portfolio alignment to net-zero 
and financing the transition. This track focuses on enlarging the scale, pace and 
geographic reach of net-zero aligned investments via providing higher transparency, 
de-risking of higher risk related climate solution investments (‘technologies of tomor-
row’ and investments in non-OECD countries), supporting finance the transition in the 
emerging economies and knowledge sharing and building.  Investing in climate solutions 
is one aspect of this effort. This is the focus on investing in “green”.

In addition, the objective of the track is to support the growth in climate solution invest-
ments within the Alliance members’ investment portfolios.

In this Protocol, the Alliance track explicitly considers transition enabling investments as 
high impact investments which substantially contribute to the transition. The goal is to 
equip members with best practices to invest in and shape a just transition for a sustain-
able, and net-zero economy.

Because asset owners have a fiduciary responsibility to achieve a given level of risk/
return, climate solution investments are required to be as economically viable as other 
investments. The Alliance therefore strives to collaborate with all stakeholders e.g., 
public finance institutions like DFIs and MDBs, policy makers, asset managers and other 
stakeholders to work on de-risking mechanisms and enlarging the supply of climate 
solution investment opportunities.
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Definition of “climate solution investments” 
To enable consistency across the Alliance membership, a definition for “climate solution 
investments” has been established taking into account publicly available definitions: 

Climate solution investments are investments in 
economic activities considered to contribute to climate 
change mitigation (including transition enabling) 
and adaptation, in alignment with existing climate 
related sustainability taxonomies and other generally 
acknowledged climate related frameworks.45

In order to be considered climate solution investments, asset owners shall conduct a 
credible assessment that the economic activities contributing to the objectives of the 
investment do not cause significant harm to people and the environment.46

Climate solution targets and reporting 
Climate solution investment targets ensure that Alliance members use the resources 
and capacities available to them to grow net-zero solutions also in their investment 
portfolio. Alliance members are asked to build on their network of governments, asset 
managers, industry, and other stakeholders to contribute to this overarching target. 
Asset owners shall support the growth of climate solution investments as defined above, 
in line with and supportive of the domestic context and aspirations of national govern-
ments. Many national governments are working on taxonomies and reporting require-
ments, as well as enhancing the useability of NDCs and other national climate plans, 
which is a positive development. Such collaboration among policy and industry bodies 
is important. 

All members shall report annually to the Alliance Secretariat their solution investments 
and it is expected that this demonstrates a positive trend in climate solution invest-
ments over time. To be able to claim a climate solution investment target achievement, 
members shall make active contributions to the Alliance’s Financing Transition working 
or consultation groups. In addition, it is optional for members to disclose their solution 
investments publicly and/or set a (public) target on climate solution investments. 

In line with the Alliance commitment and reporting requirements the Alliance members 
shall disclose in public every 5 year on climate solutions investment growth.

45 The Alliance will provide respective guidance for its members via a separate internal document
46 In line with existing applicable frameworks for example EU Taxonomy
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Table VI: Financing transition—Climate solution investment target setting 

Targets 

1. For all Alliance members: reporting climate solution investments to the Alliance 
and ideally showing a positive trend in climate solution investments over time 
(individual public quantitative progress target is optional)

AND 

2. For Alliance members claiming climate solution investment target achievement: 
active contributions to Alliance’s Financing Transition working or consultation 
groups 

Reporting to 
the Alliance

 ◾ Climate Solutions inventory (base year) and annual progress shall be reported for 
public aggregation, as defined in the Protocol, is relevant for all members 

 ◾ Metric: Assets under Management of climate solution investments portfolio; for 
listed or private equity/debt revenue share in “green or enabling activities/products” 
is proposed; EU or any other taxonomy compliant (optional) 

 ◾ Report on OECD and non-OECD countries (recommended) 

Contributions to the financing transition track and working groups 
The Financing Transition track works on content via the following working groups

i. Blended Finance
ii. Climate Solutions Investment Platform
iii. Climate Solution Target Setting & Reporting
iv. Net-zero aligned Benchmarks
v. Emerging Markets Transition Investment

The track has one consultation group which will be consulted whenever needed: 

i. Carbon Credits

Actively contributing to these working and consultation groups is a prerequisite for Alli-
ance members to achieve their climate solution investment targets. This includes active 
contribution to delivering content e.g., via developing guidance for climate solution 
reporting, consulting to respective topics, support developing guidance for a climate 
solution investment platform or establishing relationships with other initiatives. Going 
forward, more working groups might be added as requested by the members. 
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7. Sub-portfolio targets 

Members’ sub-portfolio targets shall strive for science-based carbon reductions as 
described above in the range of -22% to -32% by 2025, and -40% to -60% by 2030.

Sub-portfolio targets shall cover Scopes 1 and 2 of the underlying holdings, while 
tracking Scope 3 of the following asset classes: listed equities, publicly traded 
corporate bonds, infrastructure, private loans to listed companies where appropriate, 
private equity and real estate asset classes. These should be covered independently 
or in aggregate.47 

Alliance members shall be transparent regarding the scenarios they use to inform their 
targets. 

Sub-portfolio targets represent an Alliance member’s direct commitment to decarbonis-
ing their portfolios. Together with the sector targets, the sub-portfolio targets are the 
most significant quantitative component of the Alliance’s target setting framework and 
reporting rubric. Sub-portfolio targets aim to guide a decrease in the underlying emis-
sions profile of the portfolio. They enable an aggregate ambition and monitor progress, 
notably achieved through engagement and financing activities. 

The TSP requires below that when setting sub-portfolio targets, members shall publicly 
disclose targets and report accordingly. These requirements are outlined below individually 
for each investment type. Members may choose to fulfil these obligations either per invest-
ment type individually or by using a portfolio approach—setting and disclosing targets for 
a pool of investments, which encompass investment types mandated by the TSP.

Guiding principles
Methodology principles:
1. Methodology shall be guided by science and in line with 1.5°C degree no or limited 

overshoot scenarios.
2. Methodology should first be defined by the underlying asset class (e.g., Real Estate, 

Corporations) and secondly by the investment vehicle (e.g., direct vs. fund) and the 
investment type (e.g., debt vs. equity).

3. Methodology should not fundamentally differentiate between listed and unlisted 
financing instrument.48

47 Members may also use the same approach to cover private loans to listed companies where relevant.
48 The Alliance believes methodologies for all asset classes should converge, however we note there are differ-

ences between the maturity level of listed and non-listed companies.
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4. Methodology should acknowledge that there are fewer levers of influence with 
existing book, where only engagement is possible, while there are more levers of 
influence for new investments, where a phase-in of strict requirements may be 
possible.

Timeline Principles:
5. Targets should cover direct investments before fund investments; equity invest-

ments before debt investments; and majority investments before minority invest-
ments. This sequence is put forward based on the asset owners’ capacity to 
exercise influence.

6. Targets should cover the higher-emitting asset classes and sectors first.49

7. Alliance members should phase in targets as soon as possible, where reliable data 
and sufficient investment options exist. 

and

8. Where relevant, and especially in private assets, asset managers shall be engaged 
throughout 2023 so as to report FY23 Scope 1, 2 and 3 (where possible) GHG 
emissions in 2024. In this way, Alliance members will start reporting carbon emis-
sions in all asset classes by 2025. 

Types of assets

This Protocol distinguishes between assets based on whether they are invested:

 ◾ in corporations (incl. Infrastructure) or real estate
 ◾ as equity or debt
 ◾ directly or indirectly where indirect investments are also called “funds” and are defined 

as all investments in vehicles and structures
 ◾ where the asset allocation is done by an external asset manager and the vehicle is not 

consolidated on the asset owners IFRS (or similar) balance sheet, and/or
 ◾ in a “blind pool”, where the asset owner commits a certain amount into the vehicles’ 

investment strategy not knowing the individual investments at the time of commitment.

A note on private assets
For all private asset classes, the Alliance strongly urges for emission transparency 
through GHG reporting of the underlying assets. Without detailed emissions data, the 
impact of investments on climate cannot be understood or even managed. Thus, the 
Alliance sees the need to set emission reporting targets as in order to set in the next step 
meaningful intermediate decarbonisation targets. The Alliance requests towards asset 
managers in private markets were formulated in a Call to Action (2022).

49 For significantly small GPs: If materiality does not apply due to limited asset class, sectors or asset exposure, 
any action on mitigating climate change is appreciated by AOA.

https://www.unepfi.org/industries/call-to-action-to-private-market-asset-managers/
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A note on high-emitting assets to be decommissioned
Dedicated “phase-out” strategies of high-emitting assets, aligned with no or limited over-
shoot 1.5°C pathways, are supported by the Alliance. In cases where Alliance members 
hold or buy assets that are emission intense or in hard-to-abate sectors with a well-de-
fined strategy to decarbonise these assets, sub-portfolio targets may be adjusted to 
reflect these additional exposures with respect to the fact that the reduction of industrial 
emissions of this nature may be slower than the trajectories used to set portfolio-wide 
targets (which are sector agnostic planetary averages). Members shall transparently 
explain how they will integrate such phase-out strategies in their sub-portfolio targets.

Phase-in schedule
The Alliance recognises that with the expansion of the Protocol it may be challenging to 
track the phase-in schedule for asset classes under the sub-portfolio target. Therefore, 
the Alliance developed the following table (Table VI), based on the principles described 
in the section above, and builds on the previous TSPs into future TSP work. 

Carbon Reporting: By the indicated time, carbon reporting shall be in place for all new 
investments. For existing assets, carbon reporting should be in place.

Target Setting: By the indicated time, all new investments shall have decarbonization 
targets based on the methodology outlined in the respective subsection.50 Existing 
assets should have decarbonisation targets adopted.

Table VI: Carbon Reporting and communicated Target Setting for each Asset Class 

Asset Class Methodology in 
Target Setting 
Protocol 

Carbon 
Reporting 
(YE)

Target Setting 
Communi-
cated (YE)

Corporate & Infrastructure Equity

Listed Equity (incl. REITs, Funds) V1 2021 2021

Private Equity High-Emitting Infrastructure (direct), 
Board Seat or >20% OS

V2 2022 2022

Private Equity direct (incl. low emitting infrastructure) V2/V3 2024 2025

Private Equity & Infrastructure Funds V3 2025 2026

Corporate & Infrastructure Debt Finance

Publicly Traded Corporate Debt ** V1 2021 2021

Private Loans to High emitting infrastructure V2 2022 2022

Private Loans to Unlisted / privately-held companies & 
infrastructure (low emitting)

V2/V3 2025 2026

Private Debt Funds V4 tbd tbd

Real Estate

Directly-held Real Estate Assets V1 2021 2021

50 As for all elements of TSP, recommendations come into effect in the next reporting cycle or 12 months after 
publication of the TSP. Similarly here, the recommendation applies to “new investments” which are bought 12 
months after publication of this TSP.



Target Setting Protocol—Third edition 40
Contents  |  Sub-portfolio targets 

Commercial Real Estate Loans (CMLs) V3 2025 2026

Real Estate Equity Funds V3 2025 2026

Real Estate Debt Funds V4 tbd tbd

Residential Mortgage Loans (directly) V4 tbd tbd

Public Debt

Sovereign Bonds V3 (Accounting) 2023 tbd

Supra, Sub-sovereign, Municipal Bonds tbd tbd tbd

US Agencies tbd tbd tbd

Securitised Products (ABS/MBS) tbd tbd tbd

Covered Bonds tbd tbd tbd

**  private loans to listed companies should be included as of TSPV2 where possible. Where this is not possible 
they should follow the timeline for private loans to unlisted companies

Adjustments for growth for absolute emission targets 
Where a member sets targets on absolute emissions an adjustment for extensive varia-
tion in portfolio size (either organic or inorganic) may be necessary. 

For instance: 

 ◾ If a portfolio grows significantly faster 
or slower than the average GDP over 
time, a target adjustment could be 
made. The climate models used by 
Alliance members to define their CO2e 
reduction targets usually assume GDP 
growth based on World Bank data 
suggesting a 3% global average growth 
rate (see Table to the right). 

 ◾ If a portfolio might vary significantly in 
size due to its structure, members may 
express footprint targets per million 
(volume) invested. In this way, members 
would both encompass inflows in their 
target setting scope and neutralise the 
bias resulting from capital flows. 

Region Growth rate

OECD North America 2.1%

OECD Pacific 1.3%

OECD Europe 1.5%

Eastern Europe/Eurasia 2.5%

Middle East 3.4%

Latin America 2.8%

China 4.2%

Africa 4.4%

India 5.6%

Non-OECD Asia 3.6%

Global 3.2%

Adjustments based on Merger and Acquisitions (M&A) activities 
Merger and Acquisition (M&A) transactions may require an adjustment to sub-portfolio 
targets. For the adjustment, a linear reduction between base year and target year is 
assumed. The emissions of the acquired (or sold) portfolio are measured at transaction 
time and the adjusted portfolio will then receives a new target. It is the responsibility of 
each Alliance member to decide whether an M&A transaction is large enough to justify 
a new target and to properly document the adjustment if a new target is set. 
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Company A Company B Company A+B

Base date 31.12.2019 30.06.2021

Target date 31.12.2024 31.12.2024 31.12.2024

Share in target timeline 100% 70%

Reduction -25% -18%

CO2 emissions @base date 100 35

Target CO2 emissions 75 28.9 103.9

For example, Company A sets targets with base date 31.12.2019 and absolute reduction 
of -25% in five years (target date: 31.12.2024), reducing emissions from the 100-pt base-
line figure to 75pts. Company A acquires Company B on 30.06.2021 with emissions of 
35pts at that date. As the remaining time until the target date (31.12.2024) is 70% of the 
initial five-year period, Company B needs to reduce emissions by 18% from 30.06.2012 
to 31.12.2024 and the new joint emissions target is 103.9pts. The calculation adjust-
ment is detailed in the table above.

Matching portfolio information with emission data 
The following considerations may be useful to Alliance members when selecting their 
emission data matching and reporting principles: 

Option 1 
Matching reporting year financial data (e.g., 2020) with corresponding CO2e data (e.g., 
2020, as available in the second half of 2021): 

Advantages:
 ◾ Data reflects an adequate snapshot of financed emissions at a certain point in time. 

Drawbacks:
 ◾ Portfolio decisions need to be made before data becomes available. Most data provid-

ers collect data from CDP, which only releases data during Q3. Accordingly, data tends 
to only become available for >80% of a portfolio in Q4. This causes reporting lags of 
at least one year and requires additional ex-post data matching for the purpose of 
reporting. 

Option 2 
Matching reporting year financial data (e.g., 2020) with most recent CO2e data (e.g., most 
recent at year-end 2020): 

Advantages: 
 ◾ Latest available data, although backward looking, can be fed into portfolio manage-

ment systems as soon as it becomes available. 
 ◾ Portfolio decisions are made on latest available data.
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 ◾ Data systems can run in sync with standard data processes such as system freezes, 
audit schedules, etc. 

 ◾ Reporting can be adjusted to annual/sustainability report cycles without artificial time 
lags. 

 ◾ Some regulation (such as upcoming EUSFDR or FrenchArt173) requires up-to-date 
reporting which is only possible by matching year-end financial data with most-recent 
emission data. 

Drawbacks:
 ◾ Financed emissions systematically combine current portfolio holdings with reported 

emissions that are 1–2 years old by the time they become available, creating back-
ward looking financed emissions. 

Alliance members should choose a reporting principle before calculating the target base-
line and refer to the methodology chosen in target reporting. Additionally, the approach 
should be applied in subsequent time periods, and where adjusted this shall be clearly 
communicated. 

Communicating target adjustments
While less applicable for intensity-based targets, all adjustments made to targets and 
methodologies shall be communicated in a transparent way, explaining the reasons and 
the methods in detail. 

Corporations 

Publicly-traded assets
Table VII: Listed Equity and Publicly Traded Corporate Debt Overview

Listed Equity and Publicly Traded Corporate Debt

Definition A corporation is a legal entity that is separate and distinct from its owners. A 
listed corporation refers to any corporation whose shares are listed on a 
stock exchange. Publicly traded corporate debt refers to bonds issued by 
these corporations. Debt or equity investments are all forms of loans, bonds 
or shares which provide financing to these corporations.

Emissions in Scope Alliance members shall set targets on Scope 1 and 2 of underlying corpo-
rations. Alliance members should track, but not yet set targets on Scope 3 
emissions until interpretation of these emissions in a portfolio context 
becomes clearer and data becomes more reliable. Alliance members should 
report on a CO2e basis.51

51 Members should report on CO2e as provided by CDP or similar data providers.
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Accounting 
Approach

Recommended:

Formula:
Weighted by EV or EVIC

Formula:
Carbon Intensity by EV or EVIC

Alternatives: 

Weighted by Cap: Carbon intensity by Revenues

I:  Current value of investment in 
issuer i

EV:  Enterprise Value of issuer i
EVIC:  Enterprise Value incl. Cash of 

issuer i
M:  Market Capitalisation of 

issuer i
C:  Carbon emissions of issuer i

Other initiatives which are utilising 
similar metrics: TCFD, PCAF

I:  Current value of investment in 
issuer i

EV:  Enterprise Value of issuer i
EVIC:  Enterprise Value incl. Cash of 

issuer i
R:  Annual Revenues of issuer i
C:  Carbon emissions of issuer i

Other initiatives which are utilising 
similar metrics: European Union 
Financial Supervisory Authorities 
(EBA, ESMA, EIOPA, PCAF, TCFD)

Key Metrics Absolute:  MtCO2(e) or 
Intensity:52  tCO2(e)/Mn USD, tCO(e)/EVIC, tCO(e)/Mn USD Revenue

Data Availability and 
Sources

Data is readily available and relatively reliable for these asset classes. Multi-
ple sources are available. Data should be audited.

Scientific Pathway 
or Benchmark 
Sources

Net-zero requirements shall be formulated using IPCC’s no or limited over-
shoot global scenarios for 1.5°C. The SR1.5 and AR6 provide ranges of 
22–32% for 2020–2025 and -40% to -60% for 2020–2030 respectively.

Target (incl. 
Timeline)

When selecting sub-portfolio targets, Alliance members shall publicly 
disclose targets for listed equity and publicly traded corporate bonds within 
12 months of joining the Alliance. Alliance members shall set targets on the 
basis of absolute carbon emissions or emission intensity.

Reporting (incl. 
Timeline)

Alliance members shall report their initial targets in the first reporting cycle 
following their joining unless the cycle is within 6 months of their adhesion. 
Alliance members shall report on their progress annually. Alliance members 
shall report absolute emissions (irrespective of the target type they choose) 
and should report on both absolute and intensity metrics.53 

52 If an intensity-based metric is used then members should account, on a disaggregated basis, the portion of 
the intensity reduction originating from asset purchases and disposals, the portion originating from organic 
emissions reductions generated by assets in the portfolio and the portion that originates from changes in 
financial metrics.

53 For more information, please see the Alliance’s Governance document, updated in March 2022.

https://www.unepfi.org/wordpress/wp-content/uploads/2022/06/NZAOA-Governance-Document_Approved-2022.pdf
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Discussion
Alliance members shall set targets on the basis of absolute carbon emissions or emis-
sion intensity. Alliance members shall report both absolute and intensity-based KPIs. 

Definition: A corporation is a legal entity that is separate and distinct from its owners. A 
listed corporation refers to any corporation whose shares are listed on a stock exchange. 
Publicly-traded corporate debt refers to bonds issued by these corporations. Debt or 
equity investments are all forms of loans, bonds or shares which provide financing to 
these companies. 

Notwithstanding the Alliance’s overarching (absolute) net-zero ambition for 2050, we 
consider that intensity metrics and intensity-based targets can play an important role in 
the implementation and management of a portfolio’s carbon reduction performance by 
asset owners. Alliance members may therefore set absolute or intensity-based targets, 
particularly in the early years. 

Using both absolute and intensity metrics to measure and reduce portfolio emissions 
can be useful for the following reasons: 

 ◾ Carbon intensity can be a useful tool to inform capital allocation decisions, in the 
construction of reduced carbon portfolios and in measuring progress on carbon emis-
sion targets by portfolio companies. Therefore, carbon intensity can play a key role in 
setting the stage for achieving absolute emissions reductions. 

 ◾ In a given sector, absolute corporate emissions are highly dependent on the size 
of the corporate. Using a carbon intensity measure allows an investor to compare 
companies within an industry and select the most carbon efficient player within that 
industry, independent of the size of a company. 

 ◾ Alliance members may also expect significant growth in their portfolios as a result of 
shifting capital, good returns, economic growth or simply because they manage prod-
ucts or plans that are in an accretive phase (contributions exceed withdrawals). The 
opposite may be true for other members. These variations of asset under manage-
ment will highly influence absolute portfolio emissions and thus not reflect real decar-
bonisation trends. Here, an intensity metric helps to better mirror the decarbonisation 
efforts on the marginal dollar. 

Members should report on both absolute and intensity-based metrics, irrespective of 
the metric used to set the target. If an intensity-based metric is used then members 
should account (on a disaggregated basis) for: i) the portion of the intensity reduction 
originating from asset purchases and disposals, ii) the portion originating from organic 
emissions reductions generated by assets in the portfolio, and iii) the portion that orig-
inates from changes in financial metrics. If an intensity-based metric is reported, it is 
recommended that either Revenue or EV/EVIC is used. 

For intensity-based targets need to counterbalance economic (GDP) growth to lead long-
term to the same absolute emissions reductions as absolute emission-based targets. 
When calibrating targets, members should be aware of the growth assumption inherent 
in climate models for the regions where their portfolio is invested. 
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Using market cap is common for equity portfolios. However, as most members of the 
Alliance are also invested in corporate bonds, the Alliance recommends using enter-
prise value (or EVIC) to allocate emissions to the relevant parts of the balance sheet 
(equity/debt).54 

In general, Alliance members should ensure all calculations (nominators and denom-
inators) are closely aligned. For example, one should choose the nominal value for 
bonds in an EV-based calculation, as the outstanding debt component in the EV of a 
company is also based on nominal value. Moreover, less volatile measures will lead to 
more stable results. 

EV/ EVIC is closely linked to the financing sources of companies, hence directly linked to 
the role of investors. This reasoning can also be applied to real assets like real estate and 
infrastructure, thus allowing a more uniform approach to the total portfolio. On the other 
hand, revenues are more closely linked to the production output of companies and thus 
to the source of emissions. Due to the Alliance’s long-term view to expanding the Proto-
col to all asset classes, it has a slight preference for EV/EVIC-based intensity metrics. 
Readers may refer to TSP1 for discussion of benefits and drawback of different metrics.

Private assets
Table VIII: Private Assets Overview 

Private Corporate Assets

Definition A corporation is a legal entity that is separate and distinct from its owners. 
Private Assets for Corporations include private equity funds, private debt 
funds, private loans to listed companies, private loans to unlisted/privately 
held companies.

Emissions in Scope Alliance members should set targets on Scope 1 and 2 of the underly-
ing corporations in line with the below target phase-in timeline. Alliance 
members should track, but not yet set targets on Scope 3 emissions until 
interpretation of these emissions in a portfolio context becomes clearer 
and data becomes more reliable. Alliance members should report on a 
CO2e basis.

54 The Alliance’s recommendation is also in line with the EU Benchmarks Regulation.

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
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Accounting 
Approach

Recommended:

Formula:
Weighted by EV or EVIC

Formula:
Carbon Intensity by EV or EVIC

Alternatives: 

Weighted by Cap: Carbon intensity by Revenues

I:  Current value of investment in 
issuer i

EV:  Enterprise Value of issuer i
EVIC:  Enterprise Value incl. Cash of 

issuer i
M:  Market Capitalisation of 

issuer i
C:  Carbon emissions of issuer i

Other initiatives which are utilising 
similar metrics: TCFD, PCAF

I:  Current value of investment in 
issuer i

EV:  Enterprise Value of issuer i
EVIC:  Enterprise Value incl. Cash of 

issuer i
R:  Annual Revenues of issuer i
C:  Carbon emissions of issuer i

Other initiatives which are utilising 
similar metrics: European Union 
Financial Supervisory Authorities 
(EBA, ESMA, EIOPA, PCAF, TCFD)

Key Metrics Absolute:  MtCO2(e) or 
Intensity:55  tCO2(e)/Mn USD, tCO(e)/EVIC, tCO(e)/Mn USD Revenue

Data Availability and 
Sources

There is limited data availability; the Alliance identifies the paramount need 
for greater emissions transparency (through GHG reporting of the underlying 
assets) for all private asset classes. Without detailed emissions data, invest-
ments’ climate impact cannot be properly understood nor managed. The 
Alliance encourages members to join initiatives that call for data disclosure 
for private assets, such as the ILPA ESG Data Convergence Initiative.

Scientific Pathway 
or Benchmark 
Sources

Net-zero requirements shall be formulated using IPCC’s no or limited over-
shoot global scenarios for 1.5°C. The SR1.5 and AR6 provide ranges of 
22–32% for 2020–2025 and -40% to -60% for 2020–2030 respectively. For 
sector pathways, members may use the Science Based Targets Framework 
or the Net Zero Investment Framework (NZIF) for “aligned” companies.56 For 
further information, see Sector Chapter.

55 If an intensity-based metric is used then members should account, on a disaggregated basis, the portion of 
the intensity reduction originating from asset purchases and disposals, the portion originating from organic 
emissions reductions generated by assets in the portfolio and the portion that originates from changes in 
financial metrics.

56 For private equity funds, this approach is aligned with SBTi’s framework and the draft of the NZIF for private 
equity, published by IIGCC.

https://unitednations-my.sharepoint.com/personal/jesica_andrews_un_org/Documents/2022/2022 MRV/2022 Protocol/ESG Data Convergence Initiative - ILPA
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Reporting (incl. 
Timeline) Private assets 

direct equity 
investments

Private assets fund investments and loans

Alliance members 
should begin phase 
in of all assets on 
best effort basis as 
of 2023. 

Alliance members shall engage asset managers 
towards respective borrowers
 ◾ reporting Scope 1 and 2 GHG emissions data 

(Scope 3 where possible)
 ◾ Net-zero targets by YE2025.

Alliance members shall report progress on carbon 
data obtained by YE2023 and the share outstand-
ing e.g. “coverage” by YE2024.

Alliance members 
shall report emis-
sions in 2024 for 
YE2023.

Alliance members shall report emissions (with full 
emissions coverage) by 2025. The expectation is 
that GPs will have been engaged to report YE2023 
emissions by 2024).

Target (incl. 
Timeline) Private assets 

direct equity 
investments

Private assets fund investments and loans

Alliance members 
shall set 2030 
decarbonisation 
targets by end of 
2025. 

Alliance members shall engage asset managers 
towards respective borrowers
 ◾ reporting Scope 1 and 2 GHG emissions data 

(Scope 3 where possible)
 ◾ Net-zero targets by YE2025.

Alliance members shall report progress on carbon 
data obtained by YE2023 and the share outstand-
ing e.g. “coverage” by YE2024.
For new fund commitments or new loan invest-
ments, members shall
phase in strict net-zero requirements for the under-
lying corporations. All new funds or loans shall be 
net-zero aligned by the date indicated in Table VI.

Once targets are set, Alliance members should report on both absolute and 
intensity metrics, and Alliance members shall report absolute emissions, 
irrespective of the target type they choose.57 

Investments in private assets
Private Assets should follow the same methodologies as publicly-traded assets. 
However, target setting may lag behind publicly-traded assets, due to differences in data 
availability. 

Fund investments
As asset owners have limited control over fund investments, Alliance members depend 
to a certain extend on the decarbonisation efforts of their asset managers.58 The Alli-

57 For more information, please see the Alliance’s Governance document, updated in March 2022.
58 Run off funds are considered out of scope.

https://www.unepfi.org/wordpress/wp-content/uploads/2022/06/NZAOA-Governance-Document_Approved-2022.pdf
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ance expectations towards asset managers in private markets were formulated in the 
Net-Zero Asset Owners Alliance’s Call to Action to Private Asset Managers. Alliance 
members should use the expectations in the Call to Action to engage AMs.

New Funds: For new fund commitments or new loan investments, members shall 
phase in strict net-zero requirements for the underlying corporations. This also requires 
a systematic engagement with the asset managers and/or borrowers. All new funds or 
loans shall be net-zero aligned by the date indicated in Table VI. 

Net zero requirements shall be formulated via no or limited overshoot 1.5°C sector path-
ways (e.g., SDA). For further information, see Sector Chapter.59

Asset Manager Engagement on New Funds: For new investments, irrespective of the 
ownership share, members shall use their influence during the due diligence phase to 
call for 1.5°C-aligned reduction targets.

All new fund manager appointments should include a commitment to net zero and 
alignment with a 1.5°C decarbonisation trajectory. The Alliance appreciates this may 
not be possible immediately in every jurisdiction. Thus, it is suggested that asset owners 
engage with all managers, with a view for them to align their AuM with net zero as soon 
as possible. Overall, all new fund manager appointments should be aligned with net zero 
according to the timetable above.

Existing Funds: For existing fund or loan investments, the asset owner shall establish a 
systematic engagement approach (with the fund managers and/or with the borrowers) 
at the latest 12 months after the release of the Protocol version covering the relevant 
asset class. Note that infrastructure investments were already covered in TSP2.

To move towards the net-zero alignment of the underlying corporation, the engagement 
shall cover 

 ◾ GHG emissions reporting on Scope 1 and Scope 2 data,
 ◾ Material Scope 3 data towards the net-zero alignment of the underlying corporation. 

The engagement may reflect carbon emission materiality.

For direct private equity investments: the asset owner shall commence setting targets— 
on corporation level and in line with no or limited overshoot 1.5°C pathways—in 2023 
and cover all assets by 2025.

Asset Manager and Borrower Engagement on Existing Funds and Loans: Alliance 
members shall engage annually with existing fund managers on the importance of 
setting decarbonisation targets within their portfolios. This engagement shall be aimed 
at encouraging each asset to set an emissions reduction target aligned with a 1.5°C 
pathway. This may be through direct engagement or engagement via a fund manager.

59 For private equity funds this is aligned with SBTi framework and the draft of the NZIF for private equity by IIGCC.

https://www.unepfi.org/industries/call-to-action-to-private-market-asset-managers/
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Real estate 

Directly-held real estate
Table IX: Real estate overview

Term Summary

Asset class 
definition

Directly-held Real Estate refers to fully owned buildings (i.e. buildings that are 
held to 100 percent ownership by the member) and buildings that are partly 
owned through a joint-venture, joint operation, or are in a joint ownership 

Both residential and commercial buildings are included in the scope with 
residential buildings referring to private dwellings such as apartments and 
houses and commercial buildings referring to properties related to trade, 
finance, retail, public administration, health, food and lodging, education, and 
other commercial services.

Scope of emissions Targets shall be set on a whole-building and operational approach (i.e. ener-
gy-related emissions from both base building/common spaces and tenant 
spaces shall be included in target-setting). Alliance members should report 
on a CO2e basis.

Accounting 
Approach

Members shall align their carbon accounting of financed emissions with the 
requirements and recommendations outlined in the Global GHG Accounting 
and Reporting Standard developed by PCAF.

Key Metrics Two types of target metrics are allowed
 ◾ Intensity:  kgCO2e/sqm/annum or tCO2e/sqm/annum
 ◾ Absolute:  kgCO2e/annum or tCO2e/annum

Data Availability and 
Sources

Reported asset-level data is preferred. When this data is not available, two 
different options exist for members in their target setting (see body of this 
section). 

Scientific Pathway 
or Benchmark 
Sources

The target ambition and the required decarbonisation rate shall be based on 
no or limited overshoot 1.5°C pathways. Members are not required to use 
a specific pathway but should strive to use pathways specifically designed 
for the real estate sector. The CRREM Global Pathways are recommended 
but other pathways might be used if they fall within the IPCC’s no or limited 
overshoot 1.5°C global range of -40% to -60% for 2020–2030. 

Target (incl. 
timeline)

Alliance members shall set and publicly disclose decarbonisation targets 
for directly-held real estate within 12 months of joining the Alliance. Alliance 
members shall set targets on the basis of absolute carbon emissions or 
emission intensity.

Reporting (incl. 
timeline)

Alliance members shall report their initial targets, and then their subsequent 
progress annually in the upcoming Alliance reporting cycle, unless the report-
ing cycle is within 6 months of their joining the Alliance. Alliance members 
should report on both absolute and intensity metrics, and Alliance members 
shall report absolute emissions, irrespective of the target type they choose.60 

60 For more information, please see the Alliance’s Governance document, updated in March 2022.

https://www.unepfi.org/wordpress/wp-content/uploads/2022/06/NZAOA-Governance-Document_Approved-2022.pdf
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Guidance to net-zero buildings

The global approach to net-zero needs to be translated and addressed at the individual 
building level in order to provide concrete guidance to owners as to what the long-term 
target constitutes and to enable effective measures to be taken to reach that target.

What constitutes a net-zero building is still evolving. Existing definitions61 can, in general, 
be divided into those focusing primarily on energy (zero or net-zero energy building) and 
those focusing primarily on carbon emissions (zero or net-zero emission building)—either 
operational emissions or both operational and embodied emissions (whole life carbon). 

With regard to the definition of a net-zero (or zero) operational carbon emission build-
ing, most existing definitions are aligned around two key components; 1) the building 
needs to be very energy efficient, and 2) the remaining energy that is required comes 
from onsite and/or offsite renewable sources. With regard to the latter, the International 
Energy Agency (IEA) also recognises the concept of a zero-carbon-ready building which, 
in addition to being highly energy efficient, uses an energy supply that will be fully decar-
bonised by 2050 at the latest. What constitutes a very energy efficient building is, in 
general, not further specified and will depend on the type of building and its geographic 
location (please also refer to section 3.6).

It is not the intention of the Alliance to produce yet another definition of what constitutes 
a net-zero building but rather leverage the existing definitions from credible and well-rec-
ognised sources in order to support its members in their efforts to decarbonise their 
real estate portfolios. Consequently, the Alliance believes that members should use the 
following components as to guide their efforts to transition their real estate portfolios 
to net-zero: 

For operational carbon;
 ◾ the building shall be highly energy efficient62 (taking into account the building type and 

geographic location), and
 ◾ all remaining energy required shall come from onsite and/or offsite renewable 

sources, or shall be connected to an energy supply that will be fully decarbonised by 
2050, at the latest.

61 Examples would include definitions from European Commission, International Energy Agency (IEA), World Green 
Building Council, Organisation for Economic Cooperation and Development (OECD) and Global Alliance for Build-
ings and Construction.

62 Members should consider national targets, recommendations or guidance as to what constitutes a highly 
energy efficient building. In the EU, national thresholds for Nearly Zero-Energy Buildings (NZEB) should be used. 
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For true net-zero the whole life cycle perspective should be applied which means that 
the above guidance for operational carbon should be complemented with guidance also 
including embodied carbon. The Alliance may further incorporate this as part of incor-
porating embodied carbon in target setting requirements. But as general guidance on 
embodied carbon the building shall be resource efficient and upfront carbon as well as 
in-use embodied carbon shall be minimised to the extent possible. The residual embod-
ied carbon shall be, as a last resort, removed.

Carbon accounting of real estate assets
Proper accounting of carbon emissions is the foundation for robust disclosure and 
target-setting practices. As a general rule, members (and fund managers) shall align 
their carbon accounting of financed emissions with the requirements and recommenda-
tions outlined in the Global GHG Accounting & Reporting Standard developed by PCAF. 

With regard to directly held real estate the delineation of organisational boundaries 
and the choice of consolidation approach (equity share, operational control or financial 
control) have significant influence on how the accounting and reporting of carbon emis-
sions across Scope 1, 2 and 3 should be conducted.

To align with PCAF, members (and fund managers) are recommended to use the oper-
ational control approach when accounting carbon emissions in their directly held real 
estate portfolios (fully or jointly owned). Applying the operational control approach 
on asset classes such as listed equities or corporate fixed income would result in the 
investor (or bank) accounting for the company’s emissions as financed emissions, i.e. 
Scope 3 category 15 emissions, as they do not have operational control. However, within 
directly held real estate the application of the operational control will, depending on the 
role of the investor, distribute emissions across all emission scopes. 

The GHG Protocol defines operational control as having “…full authority to introduce 
and implement its operating policies at the operation”. In the context of building-related 
emissions this could be seen from both an efficiency-based control perspective or a 
consumption-based control perspective. An efficiency-based control would argue that 
the landlord has control over all building-related emissions as it often has a far-reach-
ing mandate to introduce efficiency measures across the whole building, also including 
tenant spaces. These measures can relate to e.g., HVAC replacement, improving the 
building envelope, installing a new boiler etc. A consumption-based control perspective 
rather looks at the actual consumption, split either by source/contract or by floor space. 

Members shall, regardless of how they interpret the definition of operational control, 
account for 100% of the building’s emissions—for which they have operational control—
under Scope 1 and/or Scope 2 emissions and the part for which they do not have oper-
ational control as Scope 3 category 13 (downstream leased assets).

It should be stated that the accounting recommendation outlined above has in prac-
tice no implications on the target-setting requirements as these shall be based on a 
whole-building approach, meaning that carbon emissions from both landlord-controlled 
and tenant-controlled spaces are included in the target scope (see section 3.1). 
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Table X outlines four different illustrative examples how to account for building-related 
emissions for different investment types. 

Table X: Carbon accounting of building-related emissions from an investor perspective

The examples below are based on the following assumptions:

Building type:
Common space: 
Tenant space: 
Market value: 
CO2e emissions, district heating (DH):
CO2e emissions, electricity (elec.):
Consolidation approach:

Office
Yes
Yes
EUR 20 million
500kg per year
500kg per year
Operational control, source-based split (in this example it 
is assumed that the owner/controlling partner has control 
of heating across both common and tenant spaces and 
electricity in common spaces)

Investment type Consolidation Attribution

Directly held (equity)
1 investor owns 100%
Equity only financing

Investor/owner has control 
over:

100% of DH CO2e emissions

10% of elec. CO2e emissions

Investor/owner:

500kg DH CO2e emissions as Scope 2

50kg elec. CO2e emissions as Scope 1/2 

450kg elec. CO2e emissions as Scope 3 (cat 13)

Directly held (lever-
aged)
1 investor owns 100%
50% loan-to-value ratio

Investor/owner has 
control over:
100% of DH CO2e emissions 

10% of elec. CO2e emissions

Bank has control over:

0% of DH CO2e emissions 

0% of elec. CO2e emissions

Investor/owner:

500kg DH CO2e emissions as Scope 2

50kg elec. CO2e emissions as Scope 1/2 

450kg elec. CO2e emissions as Scope 3 (cat 13)

Bank:

250kg DH CO2e emissions as Scope 3 (cat 15) 

250kg elec. CO2e emissions as Scope 3 (cat 15)

Joint venture (equity)

4 investors with 25% each

Equity only financing

Controlling Partner has 
control over: 

100% of DH CO2e emissions

10% of elec. CO2e emissions

Non-controlling Partners 
have control over:

0% of DH CO2e emissions

0% of elec. CO2e emissions

Controlling Partner:

500kg DH CO2e emissions as Scope 2

50kg elec. CO2e emissions as Scope 1/2 

450kg elec. CO2e emissions as Scope 3 (cat 13)

Non-controlling Partners:

125kg DH CO2e emissions as Scope 3 (cat 15)

125kg elec. CO2e emissions as Scope 3 (cat 15)
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Investment type Consolidation Attribution

Joint venture (leveraged)

4 investors with 25% each

Equity only financing

Controlling Partner has 
control over: 

100% of DH CO2e emissions

10% of elec. CO2e emissions

Non-controlling Partners 
have control over:

0% of DH CO2e emissions

0% of elec. CO2e emissions

Bank has control over:

0% of DH CO2e emissions 

0% of elec. CO2e emissions

Controlling Partner:

500kg DH CO2e emissions as Scope 2

50kg elec. CO2e emissions as Scope 1/2 

450kg elec. CO2e emissions as Scope 3 (cat 13)

Non-controlling Partners:

125kg DH CO2e emissions as Scope 3 (cat 15)

125kg elec. CO2e emissions as Scope 3 (cat 15)

Bank:

250kg DH CO2e emissions as Scope 3 (cat 15)

250kg elec. CO2e emissions as Scope 3 (cat 15)

General requirements
Targets shall be set on residential and commercial real estate assets fully owned by the 
member and real estate assets partly owned by the member through a joint venture. 
With regard to the scope of emissions covered by the target, members shall apply a 
whole-building approach in their target-setting (i.e. targets shall include energy-related 
emissions from both base building/common spaces and tenant spaces). 

With regard to the use of either a location-based or a market-based method63 for 
scope 2 emissions, members should use the location-based method. Regardless of the 
method applied, when carbon emissions data according to both methods are available, 
members shall use one method consistently across the portfolio and disclose which 
method is used.

Pathway selection and required decarbonisation 
The target ambition and the required decarbonisation rate shall be based on science-
based 1.5°C pathways with no or limited overshoot. Members are not required to use a 
pre-defined pathway but should strive to use pathways specifically designed for the real 
estate sector. The CRREM Global Pathways are recommended. 

The Global Pathways developed by CRREM provide national decarbonisation pathways 
aligned with reaching net-zero emissions by 2050 with no or limited overshoot of 1.5C. 
The pathways are presented on an annual basis up to 2050 for each respective coun-
try and different type of building. This level of granularity enables members to set their 
targets either based on a global decarbonisation pathway or construct a customised 
decarbonisation pathway that reflects the geographic and building type specific distri-
bution of their portfolio. Decarbonisation targets will differ depending on the type of 
building and their geographic location. 

63 Location-based method: Scope 2 emissions are based on the average emissions intensity of the grids on which 
the energy consumption occurs (national or regional boundaries). Market-based method: Scope 2 emissions 
are based on emissions associated with the generators from which a company has purposefully chosen.

http://www.crrem.org/pathways/
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Target option 1—Carbon intensity

Metric Benchmark Method

kgCO2e/sqm/annum, or
tCO2e/sqm/annum

CRREM 1.5°C pathways Sectoral Decarbonisation 
Approach (SDA)

This is an intensity-based target where members shall use kilogram (or tonnes) of 
carbon emissions per square meter and year as the target metric. Targets are set on 
portfolio level using asset level data to aggregate. CRREM 1.5°C pathways should be 
used as benchmark and, to the extent possible, the benchmark should be constructed 
by applying the CRREM pathways in such way that it creates an appropriate reflection of 
the portfolio assets’ geographic and building type specific distribution (see section 3.2). 
Other pathways may be used and if so, the pathway must meet the overall Alliance crite-
ria of being a science-based 1.5°C pathway with no or limited overshoot. Members shall 
disclose which benchmark is being used. The Sectoral Decarbonisation Approach (SDA) 
is the recommended method to be used to calculate and set the target as it, among 
other things, allows for different starting points. 

In order to calculate the target metric the floor area needs to be determined. There are 
numerous floor area schemes available and which scheme that is most commonly used 
differ between countries and regions. The International Property Measurement Standard 
(IPMS) aims to establish a globally consistent methodology for property measurement 
and is also the standard referred to by CRREM. Members are recommended to use the 
IPMS standard when determining the floor area, but may use other standards. Members 
should use one standard consistently across all assets in scope of the target setting. 
Members shall disclose which floor area measurement standard that is used.

Target option 2—Absolute emissions

Metric Benchmark Method 

kgCO2e/annum, or
tCO2e/annum

1.5°C pathway with no or 
limited overshoot

Absolute reduction

Targets under this option shall be set using an absolute reduction method with kilograms 
(or tonnes) of carbon emissions as the target metric. Targets are set on portfolio level 
using asset level data to aggregate. With regard to benchmark, members shall use a 
pathway that meets the overall Alliance criteria in being a science-based 1.5°C path-
way with no or limited overshoot. The CRREM Pathways can be used by applying the 
percentage reduction in the carbon intensity between the target year and the base year. 
If CRREM Pathways are used, the benchmark should be constructed by applying the 
CRREM pathways in such way that it creates an appropriate reflection of the portfolio 
assets’ geographic and building type specific distribution. Members shall disclose which 
benchmark is being used.
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Data availability
The availability of accurate data is, as for all asset classes, a central component in the 
ability to set and achieve emissions reduction targets for a real estate portfolio. Signif-
icant differences exist between regions in terms of reported data availability for the 
carbon emissions and/or energy consumption, particularly when the building is occu-
pied by third party tenants. As mentioned above, a whole-building approach is required in 
the target-setting. Where reported asset-level data is not available, two different options 
exist for members in their target setting;

Option 1: Members aggregate data and set a target only for those assets in the port-
folio where reported and reliable data can be retrieved. If this option is used, members 
shall disclose the share of the total portfolio that is covered by the target. In addition, 
members shall establish a time-bound plan to retrieve reported and reliable data for 
those assets not covered by the target. Once reported and reliable data is retrieved for 
additional assets, members can choose to restate the existing target or set an additional 
target for those specific assets. 

Option 2: Members aggregate data and set targets for the whole portfolio and use esti-
mations for those assets where reported and reliable data cannot be retrieved. Where 
estimations are used, members shall disclose the proportion of assets in the portfolio 
where estimated data is used and should give a general description of the methodology 
used. In addition, members shall establish a time-bound plan to retrieve reported and 
reliable data for those assets where estimations are used. Once reported and reliable 
data is retrieved for these assets members can choose to restate the existing target or 
set an additional target for those specific assets.

Energy efficiency targets
Reducing energy consumption and improving energy efficiency is a central component 
and lever in reducing the emissions from a building. Although a certain level of decar-
bonisation can be achieved without an explicit focus on reducing energy demand—for 
example through grid decarbonisation, use of Renewable Energy Certificates (RECs) and 
on-site renewable energy installations—improving the building’s energy efficiency must 
be a priority in all decarbonisation strategies. 

Improving energy efficiency in the built environment is also an important contributor in 
reaching net-zero globally. According to IEA, the energy intensity in the buildings sector 
needs to drop five times more quickly over the next ten years than it did in the past five 
to be in line with the Net-zero Emissions by 2050 Scenario. This means that the energy 
intensity (kWh/sqm) must be 35% lower in 2030 compared to 2020 (IEA 2021). The 
importance of reducing energy consumption is also evident in the EU-Taxonomy where 
primary energy constitutes the criteria for substantial contribution to climate change 
mitigation in real estate activities. 
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Improving energy efficiency will be an important component for all members in their 
efforts to transition their real estate portfolios to net-zero emissions. There is currently 
no requirement for members to set explicit energy efficiency targets. However, members 
are encouraged to set a target, or articulate an ambition, with regard to improving the 
assets’ energy efficiency, in addition to their emission reduction targets. 

How such targets should be set depends on several factors, but EPC-ratings and the 
EU-Taxonomy criteria can serve as general guidance. In addition, the SDG target 7.3, 
which requires a 2.6 percent annual improvement in the global rate of improvement in 
energy efficiency between 2010 and 203064 can also serve as an inspiration and overall 
guidance, although not specific to the real estate sector (International Bank for Recon-
struction and Development 2022).

Embodied carbon 
Together with operational carbon, embodied carbon completes the whole life cycle emis-
sions of a building. Embodied carbon can be divided into three phases: upfront carbon, 
in-use carbon and end-of-life carbon. Upfront carbon is released during the manufactur-
ing of the building (extraction of material, transportation of material, construction), in-use 
carbon is released through the maintenance of the building (repairs, refurbishments) 
and end-of-life carbon refers to the carbon released when the building is demolished. 
Embodied carbon accounts for a significant share of the whole-life-cycle emissions for 
most buildings, especially in regions with highly decarbonised energy sources. It is likely 
that embodied carbon becomes even more significant as efforts to reduce operational 
carbon are implemented. 

As a general principle, the Alliance believes that embodied carbon, when material, should 
be included in credible target-setting methodologies. However, despite improvements 
in recent years, harmonised standards, guidance, and the availability of consistent and 
reliable data in this area is still very limited. Inclusion of embodied carbon within the 
protocol scope now could lead to inconsistent reporting approaches due to a lack of 
consensus and the use of a large amount of estimated data. The Alliance is working 
with different organisations in the built environment ecosystem to further understand 
how embodied emissions can be included in target setting requirements in a credible 
and realistic manner.

Despite the current constraints and limitations, members are encouraged to start 
including embodied carbon in their target-setting approaches. Initial steps on this jour-
ney could leverage guidance from for example World Business Council for Sustain-
able Development (WBCSD) and the World Green Building Council (WGBC). As part of 
their “Advancing Net Zero” project, the WGBC has issued a report outlining concrete 
recommendations and actions for different stakeholders, including investors, in the 
built environment value chain (WorldGBC 2019). The vision states that all new build-
ings and renovations will have at least 40 percent less embodied carbon by 2030 and 
be net-zero embodied carbon by 2050. In their report “Net-zero Buildings: where do we 
stand?”, WBCSD provides examples and guidance on how to start measuring and report-

64 Based on developments through 2021, the required rate of improvement is now estimated to be 3.2% per year 
through 2030, although the original target remains the same 
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ing carbon emissions across the full lifecycle of buildings (WBCSD 2021a). Furthermore, 
the WBCSD report “Decarbonising Construction”, provides concrete guidance for inves-
tors and developers how to reduce embodied carbon (WBCSD 2021b). All recommended 
measures are grouped into five broad areas; create a carbon policy, set targets, prioritise 
circularity, optimise design and low-carbon procurement. 

Combining both operational and embodied carbon would be the ultimate goal for a 
true net-zero building across its whole existence. As data availability, methodologies 
and standards continue to be developed and improved, this framework and its related 
target-setting methodologies will be updated and refined to further incorporate a whole 
life cycle approach.

Future work
The Alliance will continue to develop and refine this framework as new guidance, stan-
dards, methodologies and data become available. In addition, the Alliance expects to 
further expand the scope in future versions of this framework by adding additional 
sub-asset classes such as real estate funds. 

Key levers for advancing emissions reductions in the real estate asset class can be 
found in the Annex of TSPV2.

Commercial Real Estate Lending 
Table XI: Overview Table Commercial Real Estate Lending 

Term Summary

Asset class definition A commercial mortgage is a type of loan used for the acquisition, refi-
nancing or the refurbishment of commercial real estate collateralised by a 
mortgage, land charge mortgage, or hypothecs. 65 
Commercial real estate are buildings fully owned by the borrower or port-
folios of commercial assets where all buildings within the portfolio are fully 
owned by the borrower. In the case of mixed use (commercial and residen-
tial) the building should be included if the floor area is majority (over 50%) 
commercial.

Scope of emissions Carbon accounting of mortgage emissions attributes fully to Scope 3 of 
Alliance members GHG inventory, since there is no operational control of 
the financed emissions. 

65 The Alliance expects that syndicated loans will be phased in as a second step.
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Accounting Approach Mortgage carbon66 emissions are based on a “look through” approach, 
where the carbon of the underlying asset is taken as the base for the mort-
gage loan calculation. The emissions scope includes:
 ◾ Operational emissions only;
 ◾ Building emissions measured with the whole-building approach (i.e., 

energy-related emissions from both base building/common spaces and 
tenant spaces shall be included in target-setting)

 ◾ The lender only accounts for the portion of the annual emissions of the 
building that are financed through the mortgage loan. This portion is 
determined by the LTV-ratio (Loan-to-Value), this is the outstanding loan 
amount divided by the value of building.

Calculation of financed GHG emissions for mortgages:
Relative Approach: Financed emissions Intensity with metric kg CO2e/m2/y

Building  
Emissions
(kg CO2e/y)

∑
Mortgages

(( (( ((Outstanding Loan (currency)
×

Value of property at origination (currency)

Floor  
area

(m2/sf2)
∑

Mortgages
(( (( ((Outstanding Loan (currency)

×
Value of property at origination (currency)

Under the relative approach, the financed emissions per m² or sf² of the 
entire debt portfolio correspond to the sum of the LTV-weighted building 
emissions of each corresponding financing in relation to the sum of the 
LTV-weighted buildings floor area of each corresponding loans.
Absolute approach: Financed emissions with metric kg CO2e/annum

Building  
Emissions

(kg CO2e/y)
∑

Mortgages
(( (( ((Outstanding Loan (currency)

×
Value of property at origination (currency)

Under the absolute approach, the financed emissions of the entire debt 
portfolio correspond to the sum of the LTV-weighted building emissions of 
corresponding loans.

Both approaches:
In some cases, a loan might be structured into different risk stakes 
(senior tranche and one or more subordinated tranches). In this case, the 
outstanding loan in the formula above only contains the lender’s loan share. 
Therefore, LTV ratio applied for the calculation of the financed emissions 
might differ to the internal risk-oriented LTV view. This ensures that only the 
emissions of the member’s loan tranche are included.
In some cases such as subsequent loan increases, the market value of the 
property changes and should be adjusted in the formula. In these cases, 
the relevant market value differs from the one at the time of loan origina-
tion. Thus, the market value at the time of the last increase should be taken.

66 Carbon refers to carbon dioxide and all other relevant GHG gases transferred to CO2e.
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Key Metrics The output shall be an emission target (per gross floor area) at the portfolio 
level. 
 ◾ Absolute: Building emission (kg CO2e/annum)
 ◾ Relative: Building emissions Intensity (kg CO2e/m²/annum)

Data Availability and 
Sources

Carbon Risk Real Estate Monitor (CRREM), among others.
Two options for estimating data: 

 ◾ Members disclose the portion of assets where data is not available and 
establish a time-bound plan to obtain the missing data.

 ◾ Members use estimates where reliable data is not available and estab-
lish a time-bound plan to obtain reliable data to replace estimated data.

Scientific Pathway or 
Benchmark Sources

As a science-based scenario is required, Alliance members shall use 
Carbon Risk Real Estate Monitor (CRREM) 1.5°C national pathways or 
the IPCC’s no or limited overshoot 1.5°C global range of -40% to -60% for 
2020–2030 (particularly when aggregating with equities and bonds target). 

Target (incl. timeline) By 2023 Alliance Reporting Cycle, Alliance members should begin phase 
in target setting on new loans. By YE2026 Alliance members shall set and 
publicly disclose decarbonisation targets on all new loans.
For existing CREL investments, Alliance members should phase in a 
systematic engagement approach with the borrower on carbon reporting 
and net-zero targets within 12 months of either new Protocol publication or 
joining the Alliance.

Reporting (incl. 
timeline)

By the 2024 Alliance Reporting Cycle, Alliance members shall report the 
share of the portfolio that is covered by the disclosure target on new invest-
ments and the estimation methods used (if applicable). Members should 
account and report emissions for existing investments wherever data is 
available.
By YE2025, Alliance members shall publicly disclose full coverage of CREL 
carbon accounting and explaining any remaining gaps. By 2026 Alliance 
Reporting Cycle, Members shall report carbon data, aiming for full cover-
age and explaining any gaps.

Key definitions 
A commercial real estate mortgage is a loan used for the acquisition, refinancing or 
the refurbishment of commercial real estate collateralized by a mortgage, land charge 
mortgage, or hypothecs. 

LTV: The LTV-ratio (Loan-to-Value ratio) represents the ratio between the outstanding 
financed amount (numerator) and the total value of the building at origination (denom-
inator).

Carbon accounting 
Mortgage carbon67 emissions are based on a “look through” approach, where the carbon 
of the underlying asset is taken as the base for the mortgage loan calculation. In scope 
are operational emissions, the use-phase of the financed property or properties.

67 Carbon refers to carbon dioxide and all other relevant GHG gases transferred to CO2e.
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For the accounting of carbon emissions of project developments or new builds, an estima-
tion of the operational emissions after development / refurbishment is needed. Building 
emissions shall be measured with the whole-building approach of the underlying asset.

The lender only accounts for the portion of the annual emissions of the building that are 
financed through the mortgage loan. This portion is determined by the LTV-ratio. When 
the property value at origination is not feasible to obtain, lenders may use the latest 
property value available and fix this value for the remaining loan duration. Alternatively, 
they may use the mortgage value at origination. The LTV-ratio can be at maximum 100%.

Mortgage emissions are counted under Scope 3 of Alliance members’ GHG inventories, 
since asset owners have no operational control of the financed emissions. 

This approach is derived from the Financed emissions approach of PCAF methodology 
that is described in the “The Global GHG Accounting and Reporting Standard for the 
Financial Industry” (PCAF 2020) and the consultation draft of the Net-Zero Banking Alli-
ance (2022), relevant for residential mortgages.

The carbon calculation methodology for an underlying building relies on the same afore-
mentioned method used for real estate equity. 

CREL GHG emissions for a building can be expressed as:

Commercial Mortgage Portfolio Emissions

Intensity-based approach

Mortgage Portfolio Emissions Intensity = 

Building  
Emissions
(kg CO2e/y)

∑
Mortgages

(( (( ((Outstanding Loan (currency)
×

Value of property at origination (currency)

Floor  
area 

(m2/sf2)
∑

Mortgages
(( (( ((Outstanding Loan (currency)

×
Value of property at origination (currency)

Emissions on property level (whole 
building approach)

LTV ratio

Floor area on property level. Metric 
might different geographically

Absolute emissions approach

Absolute Mortgage Portfolio Emissions = 

Building  
Emissions
(kg CO2e/y)

∑
Mortgages

(( (( ((Outstanding Loan (currency)
×

Value of property at origination (currency)

Emissions on property level  
(whole building approach)

LTV ratio
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Under the relative approach, the financed emissions per m² or sf² of the entire debt port-
folio correspond to the sum of the LTV-weighted building emissions of corresponding 
financing (in relation to the sum of the LTV-weighted buildings floor area of correspond-
ing loans).

Under the absolute approach, the financed emissions of the entire debt portfolio corre-
spond to the sum of the LTV-weighted building emissions of each corresponding loan.

Both approaches:
In some cases, a loan might be structured into different risk stakes (senior tranche and 
one or more subordinated tranches). In this case the outstanding loan in the formula 
above does only contain the loan share of the lender. As such, the LTV ratio applied for 
the calculation of the financed emissions might differ to the internal risk-oriented LTV 
view. This ensures that only the emissions of your loan tranche will be included.

In some cases, such as subsequent loan increases, the market value of the property 
changes and should be adjusted in the formula. In these cases, the relevant market 
value differs from the one at the time of loan origination, thus the market value at the 
time of the last increase should be taken.

Data and availability estimations
For an asset owner, real estate mortgage emissions are Scope 3 Category 15 emissions. 

Due to the lack of operational control, lenders can face a challenge of collecting neces-
sary data.

Target setting and reporting expectations
For the existing loan portfolio, the focus is on two objectives. 

 ◾ Transparency of the borrower (asset owner) regarding the consumption data of the 
building. This data is needed as part of the calculation of the real estate debt portfolio 
emissions. Real emissions data significantly improves the quality of the data basis 
compared to the pure estimation basis.

 ◾ Focus on levers such as engagement or borrower commitment, which could be 
particularly important at a stage of refinancing discussions are highly recommended. 

Finally, Alliance members should consider setting optional CREL/CML targets for new 
loans in 2023. Alliance members shall progressively increase carbon emissions account-
ing and report the share of the portfolio that is covered by the disclosure as well as 
report the estimation methods used (when applicable). Alliance members shall phase 
in targets for new loans, covering all new loans by 2027.
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Real estate equity funds
Table XII: Overview table real estate equity funds

Term Summary

Asset class definition Real Estate Equity Funds are real estate assets (e.g. buildings) pooled in a 
fund. REITs and listed funds investing in REITs are excluded.68

Scope of emissions Asset managers should apply an operational control emissions approach 
(embodied emissions optional).
Members shall apply a whole-building approach in their target-setting; thus, 
targets shall include energy-related emissions from both landlord- and 
tenant-controlled spaces. With regard to the use of either a location-based 
or a market-based method69 for Scope 2 emissions, asset managers should 
use the location-based method. Regardless of the method applied, asset 
managers should use one method consistently across the portfolio and 
disclose which method is used.
For Alliance members, Carbon accounting of real estate funds attributes 
fully to Scope 3 of the members’ GHG inventory, since there is no opera-
tional control of the financed emissions. 

Accounting Approach To align with PCAF, fund managers should use the operational control 
approach when accounting for carbon emissions in their directly-held real 
estate portfolios (fully or jointly owned).

Key Metrics The output shall be an emission target (per gross floor area) at the portfolio 
level. 
 ◾ Relative: Building emissions intensity (kg CO2e/m²/annum)
 ◾ (optional) Absolute: Building emission (kg CO2e/annum)

Data Availability and 
Sources

Carbon Risk Real Estate Monitor (CRREM), among others.
Two options for estimating data: 

 ◾ Members disclose the portion of assets where data is not available and 
establish a time-bound plan to obtain the missing data.

 ◾ Members use estimates where reliable data is not available and estab-
lish a time-bound plan to obtain reliable data to replace estimated data.

Scientific Pathway or 
Benchmark Sources

Alliance members shall use Carbon Risk Real Estate Monitor (CRREM) 
1.5°C national pathways or the IPCC’s no or limited overshoot 1.5°C global 
range of -40% to -60% for 2020–2030 (particularly when aggregating with 
equities and bonds target).

68 Residential buildings; refers to private dwellings such as apartments and houses. Commercial buildings: 
includes properties related to trade, finance, retail, public administration, health, food and lodging, education, 
logistics and other commercial services.

69 Location-based method: Scope 2 emissions are based on the average emissions intensity of the grids on which 
the energy consumption occurs (national or regional boundaries). Market-based method: Scope 2 emissions 
are based on emissions associated with the generators from which a company has purposefully chosen.
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Target (incl. timeline) For existing investments, Alliance members shall phase in a systematic 
engagement approach with the asset manager on carbon reporting and 
net-zero targets within 12 months of either new Protocol publication or 
joining the Alliance.
By the 2023 Alliance Reporting Cycle, Alliance members should begin 
phase in target setting on new funds. 
By YE2026 Alliance members shall set and publicly disclose decarbonisa-
tion targets on all new funds.

Reporting (incl. 
timeline)

By the 2024 Alliance Reporting Cycle, Members should account and report 
emissions wherever data is available.
By YE2025, Alliance members shall publicly disclose full coverage of 
carbon accounting and explain any remaining gaps. 
By the 2026 Alliance Reporting Cycle, Members shall report carbon data 
to the Alliance, aiming for full coverage and explaining any gaps. By 2027 
Alliance Reporting Cycle, Members shall report to the Alliance on decar-
bonisation targets disclosed in the previous year.

Key concepts
This section covers target setting for real estate assets (e.g. buildings) pooled in a fund 
(excluding REITs and listed funds investing in REITs).70 REITs are covered under the 
Listed Equity section above. 

Data availability and estimations
Option 1: Members aggregate data and set targets only for those assets where reported 
and reliable data can be retrieved. If this option is used, members shall disclose the 
share of the total portfolio that is covered by the target. In addition, members shall 
establish a time-bound plan to retrieve reported and reliable data for those assets not 
covered by the target. Once reported and reliable data is retrieved for additional assets, 
members can choose to restate the existing target or set an additional target for those 
specific assets. 

Option 2: Members aggregate data and set targets for the whole portfolio and use esti-
mations for those assets where reported and reliable data cannot be retrieved. Where 
estimations are used, members shall disclose the proportion of assets in the portfolio 
where estimated data is used and should give a general description of the methodology 
used. In addition, members shall establish a time-bound plan to retrieve reported and 
reliable data for those assets where estimations are used. Once reported and reliable 
data is retrieved for these assets members can choose to restate the existing target or 
set an additional target for those specific assets.

These considerations on data availability and estimations should also be taken into 
account by fund managers setting net-zero aligned targets on fund level.

70 Residential buildings; refers to private dwellings such as apartments and houses. Commercial buildings: 
includes properties related to trade, finance, retail, public administration, health, food and lodging, education, 
logistics and other commercial services.
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Energy efficiency targets
Reducing energy consumption and improving energy efficiency is a central component 
and lever in reducing the emissions from a building. Although a certain level of decar-
bonisation can be achieved without an explicit focus on reducing energy demand—for 
example through grid decarbonisation, use of Renewable Energy Certificates (RECs) and 
on-site renewable energy installations—improving the building’s energy efficiency must 
be a priority in all decarbonisation strategies. 

Improving energy efficiency in the built environment is also an important contributor in 
reaching net-zero globally. According to IEA, the energy intensity in the buildings sector 
needs to drop five times more quickly over the next ten years than it did in the past five 
to be in line with the Net-zero Emissions by 2050 Scenario. This means that the energy 
intensity (kWh/sqm) must be 35% lower in 2030 compared to 2021 (IEA 2022). The 
importance of reducing energy consumption is also evident in the EU Taxonomy where 
primary energy constitutes the criteria for substantial contribution to climate change 
mitigation in real estate activities. 

Improving energy efficiency will be an important component for all members in their 
efforts to transition their real estate portfolios to net-zero emissions. There is currently 
no requirement for members to set explicit energy efficiency targets. However, members 
are encouraged to set a target, or articulate an ambition, with regard to improving the 
assets’ energy efficiency, in addition to their emission reduction targets. 

How such targets should be set depends on several factors, but Energy Performance 
Certifications (EPC-ratings) and the EU Taxonomy criteria can serve as general guidance. 
In addition, the SDG target 7.3, which requires a 2.6 percent annual improvement in the 
global rate of improvement in energy efficiency between 2010 and 203071 can (Interna-
tional Bank for Reconstruction and Development 2022), although not specific to the real 
estate sector, serve as an inspiration and overall guidance. 

71 Based on developments through 2021, the required rate of improvement is now estimated to be 3.2% per year 
through 2030, although the original target remains the same 
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Infrastructure 

Publicly-traded assets
None, see listed equity/corporate bonds.

Private assets
Table XIII: Overview Table Infrastructure 

Term Summary

Asset class 
definition

An infrastructure investment is defined as an investment in an entity or corpo-
rate group which derives the substantial majority (i.e., more than two thirds) 
of its revenues from owning, financing, developing or operating infrastructure 
assets. Infrastructure assets include physical assets, structures, facilities, 
systems, and networks that often provide or support essential public services. 
For various asset class types see Table XIV below.
Greenfield Definition: Construction of new assets or re-constructing an exist-
ing asset to a material extent. 
Brownfield Definition: All other projects which are not greenfield.

Scope of emissions Targets shall be on annual Scope 1 and 2 emissions, and should include 
Scope 3 emissions wherever possible.

Accounting 
Approach Financed emissions = ×

outstanding amount

total equity + debt
Infrastructure asset 
annual emissions

Key Metrics The output shall be an emission target at the portfolio or asset class level, in 
line with practice for public equity and listed corporate debt. Alliance members 
shall use owned emissions via equity and debt (in line with PCAF) as the 
target-setting metric. 
Absolute: MtCO2(e) or 
Intensity72: tCO2(e)/Mn USD, tCO(e)/EVIC, 
[Note: Revenue is not recommended for this asset class]

Data Availability 
and Sources

Financed emissions can only be calculated for infrastructure assets where 
financial data is available. For assets where such data is unavailable and 
owned emissions cannot be calculated, rough estimations can still be made 
based on region- and sector-specific average financial data and the outstand-
ing amount. PCAF provides direction on how to estimate annual emissions in 
the face of data availability issues. 

72 If an intensity-based metric is used then members should account (on a disaggregated basis) for: i) the portion 
of the intensity reduction originating from asset purchases and disposals, ii) the portion originating from organic 
emissions reductions generated by assets in the portfolio, and iii) the portion that originates from changes in 
financial metrics.
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Scientific Pathway 
or Benchmark 
Sources

Alliance members shall use sector-specific pathways (where applicable), or 
the IPCC’s no or limited overshoot 1.5°C global range of -40% to -60% for 
2020–2030. 
This holds especially for investments in coal, oil and gas:

 ◾ For coal, Alliance members shall follow the Alliance’s position paper on 
thermal coal.

 ◾ For oil, members shall not finance assets which are not aligned with 
science-based or government-issued regional/national 1.5°C pathways. 
Members shall especially not finance upstream greenfield projects beyond 
those already committed by the end of 2021. 

Further guidance and/or modification will be given in a forthcoming position 
paper on oil & gas. 
 ◾ For gas, members shall not invest in assets which are not aligned with 

science-based or government-issued regional/national 1.5°C pathways. 

Further guidance and/or modification will be given in a forthcoming position 
paper on Oil and Gas. 

Assets included in 
target boundary

The Alliance recommends that members initially set emissions reduction 
targets on infrastructure assets in carbon-intensive sectors (i.e., Carbon Inten-
sive Energy Infrastructure) and where they have >20% ownership or a board 
seat.
For all other infrastructure assets (such as renewable energy infrastructure, 
lower ownership shares, and debt investments), the aforementioned Private 
Assets guidance applies.

Target (incl. 
Timeline)

Alliance members shall publicly disclose carbon reduction targets for private 
equity high-emitting infrastructure assets where they have i) ownership of 
>20%, ii) a board seat, or iii) any new assets within 12 months of joining the 
Alliance. 
All other infrastructure assets shall be phased in according to the asset class 
phase in schedule. Alliance members shall set targets on the basis of abso-
lute carbon emissions or emission intensity.

Reporting (incl. 
Timeline)

Alliance members shall report carbon accounting for Carbon-Intensive Energy 
Infrastructure by the end of 2022. Alliance members shall report annual Scope 
1 and 2 emissions for 100% of all other energy infrastructure assets by 2025. 

https://www.unepfi.org/publications/alliance-thermal-coal-position/
https://www.unepfi.org/publications/alliance-thermal-coal-position/
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Key definitions 
The Alliance reviewed a wide range global, regional and in-house definitions of infra-
structure. The Alliance agreed to use the European Commission’s Solvency II definition, 
published in 2017, as follows: 

“An infrastructure investment is defined as being an 
investment in an entity or corporate group which 
derives the substantial majority of its revenues 
from owning, financing, developing or operating 
infrastructure assets. Infrastructure assets mean 
physical assets, structures or facilities, systems and 
networks that provide or support essential public 
services.”73 

The Alliance uses ‘greenfield’ to describe new infrastructure projects that lack the 
constraints of prior work and existing infrastructure assets undergoing major CAPEX 
(e.g., re-constructing a coal power plant into a gas power plant). All other infrastructure 
assets are considered brownfield. 

The Alliance recognizes that asset owners may hold infrastructure assets, either listed 
or unlisted, across different asset classes within their portfolios. This chapter is writ-
ten from the perspective of a stand-alone, unlisted infrastructure asset class. Alliance 
members should decide, and clearly communicate, whether infrastructure assets that sit 
outside their infrastructure portfolio fall under their infrastructure reduction target or sit 
within the target for another relevant asset class (e.g., an asset owner may decide that 
listed infrastructure within an equities portfolio falls under their equities reduction target 
and is measured using the equities carbon accounting methodology). 

Asset types in scope are outlined in the Table XIV with a general definition for guidance 
purposes only. 

73 Solvency II amending Delegated Regulation (EU) 2015/35 issued by the European Commission on 8 June 2017 
(points 55a and 55b of Article 1: The Solvency II regulations further provide a list of criteria under Article 164a 
that such investments have to meet in order to be classified as a ‘Qualifying’. By public services we mean elec-
tricity, water and so on as described in Table VI, irrespective as to whether the purchaser is a single private entity 
(e.g., a power plant which sells all production to a single company rather than the public).
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Table XIV: Infrastructure Asset Types in Scope 

Infrastructure type Sub-types examples General definition

Energy 
infrastructure74

(Carbon Intensive) Energy infrastruc-
ture

Carbon-intensive energy infrastruc-
ture are the physical assets that 
enable large-scale energy generation 
such as (upstream) coal, gas, nuclear, 
utilities infrastructure, and low-quality 
distribution infrastructure.

(Low Carbon) Energy infrastructure, 
distribution, and technology

Low carbon energy infrastructure, 
distribution, and technology encom-
passes renewables, electricity trans-
mission lines, as well as technologies 
such as advanced electrical metering, 
smart building systems, and power 
plant control systems, and high-qual-
ity distribution infrastructure.

Transportation 
infrastructure

Rail networks, airports; road works 
(including bridges); public transporta-
tion systems; ports.

Transport infrastructure refers to 
the framework that supports the 
transportation system. It includes 
roads, highway systems for mass 
transit, public transportation systems, 
airports, ports, trains, subways, 
and light rail systems, bridges, and 
tunnels.

Social 
infrastructure

Public buildings; hospitals; schools 
and universities; community housing.

Social infrastructure refers to facili-
ties that support social services and 
include public buildings or works (e.g., 
courts, schools, social housing).

Water 
infrastructure

Water treatment; water supply; sewer 
systems.

Water infrastructure includes water 
treatment plants, water supply 
systems, sewer systems, and sewage 
treatment facilities.

Communications 
infrastructure

Telecom utilities Communication infrastructure 
includes wireless, cable, and satellite 
networks, and data centres.

Waste 
management 
infrastructure

Landfills and recycling Waste management infrastructure 
includes infrastructure for landfills, 
converting waste to energy (WTE), 
and recycling or composting.

Source: Net-Zero Asset Owner Alliance Protocol 

74 In line with forthcoming Alliance position paper on Oil/Gas/Coal that no new Oil/Coal assets or capacity should 
be financed, permitted, developed or constructed.

https://www.designingbuildings.co.uk/wiki/Scale
https://www.designingbuildings.co.uk/wiki/Electricity
https://www.designingbuildings.co.uk/wiki/Technology
https://www.designingbuildings.co.uk/wiki/Electrical
https://www.designingbuildings.co.uk/wiki/Smart
https://www.designingbuildings.co.uk/wiki/Building_systems
https://www.designingbuildings.co.uk/wiki/Power
https://www.designingbuildings.co.uk/wiki/Plant
https://www.designingbuildings.co.uk/wiki/Systems
https://www.designingbuildings.co.uk/wiki/Pipelines
https://www.bigrentz.com/blog/how-subways-built
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Carbon accounting for infrastructure 
It is recommended that the carbon emission measurement of infrastructure assets75 
be aligned with the GHG Protocol. Alliance members should measure emissions for all 
infrastructure-related assets as described in this chapter. 

Greenfield assets and lifetime emissions 
For greenfield assets, the Alliance is aligned with the PCAF Standard for the Financial 
Industry which recommends that financial institutions assess the total projected life-
time Scope 1 and 2 emissions (PCAF 2020). Such reporting ensures transparency with 
regards to the emissions profile of greenfield assets that the asset owner is sponsoring, 
and can be useful to identify carbon lock-in. It also ensures when asset owners provide 
financing to greenfield projects that is then quickly repaid (resulting in minimal “owned” 
operational emissions), they report the impact of these projects over their entire lifetime. 

Members should attempt to report lifetime emissions for greenfield energy infrastructure 
projects. Lifetime emissions for other assets types should be reported where possible. 

For greenfield assets, it is necessary to distinguish between the different development 
stages (early development, construction, turn-key). Where an asset owner is the initial 
sponsor or lender in an early development greenfield infrastructure project, members 
should report estimated lifetime Scope 1 and 2 emissions for the asset in the year of 
contracting (PCAF 2020).They should also make an assessment as to whether the 
purpose of the asset and its lifetime emissions are aligned with (or can be brought in 
line with) the net-zero ambition by 2050 (considering that the asset’s lifetime may go 
beyond 2050). This can be done using the scenarios discussed in Chapter 5 (and in 
further detail in the Annex), or other 1.5°C-aligned scenarios/methodologies with no- or 
limited overshoot. For investors based in the European Union, the EU Taxonomy gives 
guidance for many business activities on how to align with net-zero ambition (EU Tech-
nical Expert Group on sustainable finance 2020). In other jurisdictions similar taxono-
mies are under development.76 

If an asset owner enters an investment at a later stage (construction or turn-key), 
members should report estimated lifetime Scope 1 and 2 emissions for the asset in 
the year of contracting. For this kind of investment, Alliance members should undertake 
an assessment as to whether the purpose of the asset and its lifetime emissions are 
aligned with (or can be brought in line with) the net-zero ambition by 2050 (again using 
scientific solid 1.5°C scenarios with no or limited overshoot). 

Existing greenfield investments of any kind invested via a fund structure sit outside the 
current scope for Alliance recommendations for an estimate of lifetime emissions. This 
is due to the low level of influence combined with the fact that most asset owners will 
not have existing reporting requirements in place. However, Alliance members should 
include reporting requirements with regards to lifetime emissions for future investments 
via funds and engage current invested fund managers to do so. 

75 To improve readability, the Alliance refers to “infrastructure assets” instead of “infrastructure assets or corpora-
tions managing and/or owning infrastructure assets”.

76 Readers may wish to consult the International Platform on Sustainable Finance, which is working to establish 
common ground among different taxonomies.

https://ghgprotocol.org/corporate-standard
https://finance.ec.europa.eu/sustainable-finance/international-platform-sustainable-finance_en
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Reporting of lifetime emissions shall be separate to reporting of annual emissions. Once 
a greenfield project becomes operational, the member should report annual operational 
emissions as per Chapter 3. 

Brownfield assets 
Alliance members should measure Scope 1 and 2 emissions on an annual basis for 
brownfield assets, in line with the GHG Protocol. Scope 3 emissions should be measured 
wherever possible and material. This should be considered for all infrastructure invest-
ments; those held via debt instruments (including Mezzanine) and those held via equity 
investments (both direct and indirect, including co-investments). 

Projects are often structured including various operational entities (OpCos) which are 
owned by a holding structure (HoldCo); investors might provide debt on both levels. 
Other more complex structuring also occurs regularly. Ownership share should always 
be determined via aconsolidated (virtual) balance sheet (see formula below) of the 
borrower. 

Diagram IV: HoldCo diagram 

Holding company

100% 80% 75% 

Operating entity A Operating entity B Operating entity C

Source: Net-Zero Asset Owner Alliance Protocol 

The Alliance has aligned their accounting methodology with the PCAF Standard for the 
Financial Industry (PCAF 2020). As per PCAF’s Standard, asset owners should determine 
their share of each infrastructure asset’s annual emissions based on the ratio between 
the asset owner’s outstanding amount (numerator) and the total equity and debt of the 
infrastructure asset (denominator). The outstanding amount being the amount of debt 
and/or equity provided by the asset owner. 

Financed emissions = ×
outstanding amount

total equity + debt
Infrastructure asset 
annual emissions

Following PCAF recommendations; in the case of debt, the outstanding amount is 
defined as the value of the debt the borrower owes to the lender (i.e., disbursed debt 
minus any repayments) while in the case of equity, the outstanding amount is the 
outstanding value of equity the financial institution holds in the project. It is calculated 
by multiplying the relative share of the financial institution in the respective project by 
the total equity of the respective project’s balance sheet. Financial institutions shall either 
use the calendar or financial year-end outstanding amount, provided the approach is 
communicated and used consistently. 

Financed emissions can only be calculated for infrastructure assets where financial data 
is available. For assets where such data is unavailable, and owned emissions cannot 
be calculated, rough estimations can still be made based on region- and sector specific 
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average financial data and the outstanding amount. PCAF provides direction on how to 
estimate annual emissions in the face of data availability issues.58 

The Alliance does not recommend the use of revenue as a denominator for infrastruc-
ture assets for two reasons: 1) during construction phase revenues are usually zero 
and 2) for many regulated assets the revenues are not directly linked to output/usage 
measures. This differs from other asset classes where the argument can be made that 
revenues are linked to the amount of carbon produced, for many infrastructure types this 
logic does not hold. 

For infrastructure concessions the total value of the concession shall be used and kept 
constant during the concession term.

Target setting for infrastructure 
There are multiple ways in which asset owners are exposed to infrastructure: through 
equity, debt, or another asset class. The investment type determines, in part, the level 
and type of influence investors can have on infrastructure assets.

As outlined below, members shall take a holistic approach to carbon reductions within 
their infrastructure portfolios, independently of is it equity or debt. At a minimum, Alli-
ance members shall: 

 ◾ measure and report the annual emissions of Carbon-Intensive Energy Infrastructure 
within their infrastructure portfolio by 2022.

 ◾ Set carbon reduction targets for those equity infrastructure assets: 
 ◽ where they own greater than 20%, or
 ◽ where they have a seat on the board,77 or
 ◽ that qualify as carbon intensive energy infrastructure. 

 ◾ support the phase-out of fossil fuels required by 1.5°C scenarios. 

 ◾ not provide new finance to infrastructure assets whose purpose or emissions cannot 
be aligned with the Alliance net-zero ambitions which are guided by IPCCs no or 
limited overshoot scenarios, OECM and the IEA’s NZE2050. This recommendation 
holds especially for investments in coal, Oil and Gas:
 ◽ For coal, Alliance members shall follow the Alliance’s position paper regarding ther-

mal coal.
 ◽ For oil, members shall not finance assets which are not aligned with science-based 

or government-issued regional/national 1.5°C degree pathways, especially not 
finance upstream greenfield projects beyond those already committed by the end 
of 2021. Further guidance will be given in a forthcoming position paper on Oil and 
Gas. 

 ◽ For gas, members shall not invest in assets which are not aligned with science-
based or government-issued regional/national 1.5°C degree pathways. Further guid-
ance will be given in a forthcoming position paper on Oil and Gas. 

77 This follows international accounting standards where significant influence is assumed, see IAS 28.5 If an entity 
holds 20% or more of the voting power of the investee, it is presumed that the entity has significant influence. 
This does not include seats on Fund boards where the fund also invests in Infrastructure. See PCAF (2020) p. 73.

https://www.unepfi.org/publications/alliance-thermal-coal-position/
https://www.unepfi.org/publications/alliance-thermal-coal-position/
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Sovereign debt 

Carbon accounting 
Table XV: Sovereign Debt Overview 

Sovereigns

Definition This asset class includes sovereign bonds of all maturities issued in domes-
tic or foreign currencies. Sovereign debt is typically issued by the central 
government or treasury department.78 Sub-sovereigns, supra-nationals, and 
municipals are explicitly not part of this outline and will be considered in a 
separate workstream.

Emissions in Scope Alliance members should report all scopes separately. In the absence of 
a breakdown of Scope 2 and 3 emissions, these may be reported as one 
combined number. However, Scope 1 emissions shall always be reported on 
a stand-alone. In addition, in order to reflect different ways of treatment of 
LULUCF accounting of land use, land-use change, and forestry) by countries 
and investors, Alliance members should report production emissions includ-
ing and excluding LULUCF.

Scope 1 Scope 2 Scope 3

Domestic GHG emis-
sions from sources 
located within the coun-
try territory

This aligns with the 
UNFCCC definition 
of domestic territorial 
emissions, including 
emissions from exported 
goods and services

GHG emissions occur-
ring as a consequence 
of the domestic use of 
grid-supplied electricity, 
heat,
steam and/or cooling 
which is imported from 
another territory

Emissions attributable to 
non-energy imports as a 
result of activities taking 
place within the country’s 
territory

Accounting 
Approach

Members should use PCAF’s accounting methodology:79  

 
Attributed emissions =

×
Exposure to Sovereign Bond (USD)

PPP adjusted GBP (international USD)
Sovereign Production  

Emissions (tCO2e)

Key Metrics Not Applicable: Target setting approach forthcoming

Data Availability and 
Sources

Data can be retrieved from OS Climate.

78 Under PCAF’s standard, DFI or MDB Sovereign Loans may also be included in this definition.
79 The emissions for this asset class should not be consolidated with rest of the portfolio due to inherent double 

counting.
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Scientific Pathway 
or Benchmark 
Sources

Alliance members expect all governments to follow through on their Paris 
Agreement climate commitments as stated in the Alliance's commitment. 
The overall objective remains to limit global warming to 1.5°C (with no or 
limited overshoot), while respecting country differences. 
The Assessing Sovereign Climate-related Opportunities and Risks (ASCOR) 
project is advancing work on climate assessment of sovereigns especially 
taking into account societal and just transition considerations. This work will 
significantly inform the Alliance’s view on sovereigns’ net-zero alignment and 
climate financing needs.

Reporting (incl. 
Timeline)

Alliance members shall internally track and where possible publish carbon 
data for sovereigns’ carbon accounting by YE2023 and report to Alliance by 
YE2024.

Target (incl. 
Timeline)

To be developed. 

Sovereigns (governments) have a large role to play in climate change mitigation and 
adaptation efforts. Sovereign debt is one way in which asset owners are linked with 
sovereigns. Sovereign debt is a significant asset class for many asset owners and 
therefore be included in the decarbonization considerations of an investment portfo-
lio. However, investing in sovereign debt is different from investing in corporations or 
real estate through debt or equity. From a balance sheet perspective, sovereign debt is 
essential for many asset owners to match their liabilities. There are often also regulatory 
requirements to invest in sovereign debt. This makes decarbonising a sovereign debt 
portfolio more challenging compared to a corporate bond or equity portfolio. 

Sovereign debt portfolios also highlight the important role governments have in enabling 
asset owners to succeed in their portfolio decarbonisation. The relationship of portfolio 
decarbonization with sovereigns is, at least, twofold; i) a sovereign portfolio relies on 
countries not only to deliver expected emission reductions but also ii) provide the right 
regulatory framework to allow for and support the use of suitable (lower carbon) alter-
natives to meet risk and other legal requirements. 

Acknowledging the differences between sovereigns and corporates, the Alliance has 
nevertheless tried to apply a comparable logic to the accounting methodology (based 
on PCAF), using three scopes and proposing both absolute and intensity metrics. Due 
to the differences mentioned above, the carbon80 footprint of sovereign debt cannot be 
combined with the carbon footprint of corporates and will therefore be reported separately.

80 Carbon refers to carbon dioxide and all other relevant GHG gases transferred to CO2e.
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Guiding design philosophy:
The Alliance is supportive of a just and inclusive transition to low carbon econo-
mies. The Alliance also acknowledges that in general, emerging markets will be 
more impacted by climate change whilst also having less contributed to cumula-
tive greenhouse gasses already emitted, less resources available to mitigate and/
or adapt for climate change. This is also reflected in the Paris Agreement through 
the ‘common but differentiated responsibilities’ principle.

As such, the Alliance aims to design its sovereign metrics to not have an unintended 
bias that may result in investments being channelled away from emerging markets. 
To support this, a more holistic view covering both production and consumption 
emissions is needed: production emissions are generally higher for emerging 
markets and consumption emissions are generally higher for developed markets. 

At this time, however, data for consumption metrics are not always readily avail-
able. To continue to make progress towards a net-zero world, this Protocol version 
uses production emissions in line with PCAF’s standards and may be updated to 
also include consumption emissions as these become more readily available.

The Alliance started working on a target setting approach for sovereign counterparties 
in 2021, which will be consulted on and reported on in line with the dates mentioned in 
the remainder of this section over the coming years. 

In line with other asset classes, a target setting approach requires carbon footprint 
measurement (i.e., accounting), accepted assessment methodologies81 and target-set-
ting methodologies. The Alliance has joined forces with partners in two projects to 
develop the respective standards: PCAF for carbon footprint accounting and ASCOR for 
assessment methodology. The target-setting approach will be developed as the final 
step in the process and will be included in future versions of the Protocol. 

Sovereign debt carbon footprint measurement

Asset class definition
This asset class includes sovereign bonds of all maturities issued in domestic or foreign 
currencies. Sovereign debt is typically issued by the central government or treasury 
department.82 Sub-sovereigns, supra-nationals, and municipals are explicitly not part of 
this outline and will be considered in a separate workstream.

81 In this case assessment methodologies mean the ability to assess the issuer—a sovereign—in relation to a 
science-based pathway.

82 Under PCAF, for DFIs or MDB Sovereign Loans may also be included in this definition.
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Scope definition
The accounting methodology below is based on the current draft version of PCAF’s 
Global GHG Accounting and Reporting Standard. Please note that this standard is 
still being reviewed and hence the methodology is subject to change. The Alliance will 
update the methodology as necessary to reflect potential changes.

The GHG Protocol’s definition of Scope 1, 2, and 3 emissions that was initially devel-
oped for classification of corporate emissions is used analogously for sovereigns (see 
below table). In the absence of a breakdown of Scope 2 and 3 emissions these may 
be reported as one combined number. However, Scope 1 emissions always need to be 
reported stand-alone.

Table XVI: Definition of Scope 1, 2 and 3 for Sovereigns 

Scope 1 Scope 2 Scope 3

Includes domestic GHG emis-
sions from sources located 
within a country’s territory.

This aligns with the UNFCCC defini-
tion of domestic territorial emis-
sions, including emissions from 

exported goods and services

Includes GHG emissions occur-
ring as a consequence of the 
domestic use of grid-supplied 

electricity, heat,
steam and/or cooling which is 
imported from another territory.

Includes emissions attributable 
to non-energy imports as a 

result of activities taking place 
within a country’s territory.

Under this approach, a sovereign is seen primarily as a national territory, and its direct 
Scope 1 GHG emissions are attributable to emissions generated within its boundaries 
(production emissions as defined by UNFCCC). 

Scope 2 are emissions attributable to the purchase (in this case import) of electricity, 
steam, heat and cooling from outside the country territory. 

Finally, Scope 3 emissions are related to all other (non-energy) imports from goods or 
services from outside the country territory as a result of activities taken place in the 
country territory.83

83 Note, to the best knowledge of the Alliance Scope 2 and 3 data is frequently only available for OECD countries.
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Although Production Emissions is currently the key metric to account for sovereign 
GHG emissions, it is also recommended that financial institutions track the GHG 
emissions of countries more holistically and report Consumption Emissions—even if 
they are currently not included in the UNFCCC Paris Agreement. In addition, in order 
to reflect different ways of treatment of LULUCF (accounting of land use, land-use 
change, and forestry) by countries and investors, asset owners should report produc-
tion emissions including and excluding LULUCF.

Consumption Emissions reflect the demand side of a sovereign’s emissions and 
account for consumption patterns and trade effects. This metric provides a broader 
view of a sovereign’s GHG emissions and tackles the issue of carbon leakage 
that arises due to production shifts from countries where goods and services are 
consumed later and/or elsewhere. It is also an important metric in the context of 
broader sovereign responsibility for emissions caused, and may unintentionally 
benefit certain markets and disadvantage others. As sovereigns focus on produc-
tion emissions GHG reduction targets, their consumption emissions might follow a 
different trend. Consumption emissions can be calculated as the sum of Scope 1, 2 
and 3 emissions with exported emissions subtracted.

Attribution of emissions
Attribution of emissions for Sovereign Debt is calculated in accordance with PCAF’s 
requirements: 

Attributed emissions = ×
Exposure to Sovereign Bond (USD)

PPP adjusted GBP (international USD)
Sovereign Production Emissions (tCO2e)

Rationale for attribution
The financial institution’s share of emissions shall be proportional to the size of its 
exposure to the borrower’s total value. Applying this rationale to countries is challeng-
ing because there is no appropriate measurement of a sovereign’s financing sources 
(c.f. enterprise value for corporations). Outstanding debt is not a good indication of a 
country’s total value, as sovereigns rarely finance themselves primarily through debt 
but through tax revenues. Hence, PCAF has decided, for comparison reasons, to require 
an alternative approach that allows for emissions attribution to be linked to the real 
economy impact, by taking Purchase Power Parity (PPP)–adjusted GDP–the value of 
a country’s output as a proxy for the ‘value of the country’–adjusted by the PPP factor).

There is no simple causal relationship between a financial institution’s investment and 
a sovereign’s GDP. Empirical evidence suggests that while there is limited interdepen-
dence between sovereign debt and emissions, a country’s output production is linked 
more closely to the generated emissions. Therefore, as financial institutions’ funds typi-
cally spur economic and therefore GDP growth, this implies and impact on production 
processes and therefore emissions.
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Emissions intensities
In the course of the work of PCAF’s sovereign debt working group, the following intensity 
metrics for normalisation and comparison of sovereign production and consumption 
GHG emissions intensity, respectively, have been defined as follows:

 ◾ For sovereign production: Production Emissions/PPP adjusted GDP
 ◾ For consumption emission intensity: Consumption Emissions/Capita

For consumption emissions, PCAF recommends using normalisation per capita. 
Consumption emissions reflect the demand side of the economy, and normalisation 
per capita appears natural. In line with the arguments stated above, PCAF recommends 
using the consumption emissions intensity as an additional metric to obtain a holistic 
view of a country’s GHG emissions.

For all of the metrics, PCAF recommends that financial institutions review at least 5 
years of historical data for a better understanding of sovereigns’ overall emissions 
trends and underlying patterns (e.g., production versus consumption) if available.

Sovereign debt assessment
The Alliance is partnering with the ASCOR project to develop a set of indicators and 
metrics to assess a sovereign’s climate risk. The Project will provide a tool that gives 
investors a common understanding of sovereign exposure to climate risk and of how 
governments plan to transition to a low-carbon economy. ASCOR will allow investors to 
assess governments’ climate-related commitments, their policy frameworks (including 
carbon pricing, energy subsidies, the phase-out of combustion vehicles, deforestation, 
and land use policies) and the actions they are taking to ensure that the benefits of the 
low carbon transition and of adaptation are shared amongst their citizens.

The approach currently proposes to assess a sovereign’s climate risk according to:

 ◾ The Sovereign’s Emission Pathways
 ◾ The Sovereign’s Policies for Mitigation and Adaptation to Climate Change
 ◾ The Sovereign’s Financing needs for mitigation and adaptation

The framework is accounting for “fair share” by evaluating a nation’s 2030 emission 
targets against country specific fair share emission budgets, based on review of scien-
tific literature. The allocations are based on the three main climate equity principles: 
responsibility, capability, and equality. For responsibility, cumulative historical emissions 
per capita starting in the year 1970 is taken.84 For capability, GDP per capita will be used. 
For equality, national population levels will be considered.

Once the initial development stage is complete, ASCOR will pilot the indicators and 
metrics by applying them to a universe of 20 representative countries, covering both 
developed and emerging markets (e.g., USA, Germany, China, Saudi Arabia). 

84 Data availability prior to 1970 is deemed unreliable.
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The steps outlined below will then follow: 

 ◾ Complete development stage of indicators and metrics by Q4 2022, 
 ◾ Pilot indicators and metrics on 20 countries and engage with key stakeholders and 

issuers to ensure the framework’s usability. Results of assessment expected by Q1 
2023, and

 ◾ Once launched, the ASCOR tool will publish its analysis as well as the underlying data 
and indicators, which will enable investors to make regular assessments of all sover-
eign issuers.

The ASCOR assessment approach would then be available for Alliance members to 
utilise in assessment of a Sovereign’s alignment with no or limited 1.5°C pathways.

Sovereign debt target setting
The final stage of development for Sovereign Debt is the target setting approach. The 
Alliance envisions collaborating with a range of partners (e.g., SBTi) in developing this 
approach to advance harmonization and convergence across the ecosystem. 
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8. Reporting 

Reporting on progress is firmly rooted in the Alliance’s Commitment and the Governance 
document (which includes a description of the Accountability Mechanism). 

The commitment document signed by C-Suites of all Alliance members, commits 
member organisations to tracking and communicating on progress, by 

 ◾ setting intermediate individual targets, in line with the Alliance’s Target-Setting Proto-
col, within 12 months of joining; 

 ◾ publishing (publicly disclosing) intermediate individual targets; 
 ◾ disclosing annually and publicly on progress towards intermediate individual targets, 

including on investment portfolios’ emissions profile and emissions reductions;
 ◾ reporting intermediate individual targets and annually reporting on progress towards 

intermediate individual targets, via the internal Alliance reporting template for aggre-
gation and publication in the Alliance progress report; and

 ◾ where the Alliance has or establishes a Position, considering to adopt and publish, 
where applicable, a corresponding individual investment policy or approach, informed 
by the Alliance’s Position, as applicable within twelve months of joining the Alliance, or 
within twelve months of publication of the Alliance Position.

Each Alliance member is also encouraged to go beyond the Protocol by setting more 
aspirational ambitions. More ambitious quantitative targets in the areas defined in the 
Protocol may be submitted through the reporting template. Any target category which is 
not (yet) covered by the Protocol is not systematically collected; however, members are 
encouraged to publish such targets independently. 

The Alliance’s collective progress reporting
The Alliance shall issue an annual progress report reflecting the Alliance’s work and 
achievements. The annual progress report is based on the aggregated data of Alliance 
members’ reporting to cover progress against targets to date. In addition, the Alliance 
shall issue a more detailed report on quantitative achievements every five years. For 
this purpose, the Alliance will release some of the submitted data in aggregated form. 
Member-specific data will only be made available via company links as provided by 
members to the Alliance. 

https://www.unepfi.org/wordpress/wp-content/uploads/2022/07/AOA-COMMITMENT-DOC-2022.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2022/04/NZAOA-Governance-Document_Approved-2022.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2022/04/NZAOA-Governance-Document_Approved-2022.pdf
https://www.unepfi.org/alliance-accountability-mechanism/
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Member target setting and reporting schedule
Table XVII: Target setting and reporting schedule 

Target Setting Progress Reporting (against targets 
set)

Public 
Disclosure

Alliance members shall publish85 targets 
within 12 months of joining the Alliance.

Alliance members shall disclose annu-
ally and publicly on progress towards 
intermediate individual targets, including 
on investment portfolios’ emissions 
profile and emissions reductions. This 
means reporting on absolute emissions, 
irrespective of whether intensity targets 
are set.

Submission 
to Alliance 
Secretariat

These targets shall also be submitted86 
to the secretariat using the Alliance 
reporting template for review and aggre-
gation in the progress report within the 
next reporting period (unless a member 
joins within 6 months before the start of 
the reporting then the member should 
submit against the following year’s 
reporting cycle). Reporting periods 
always take place in the first half of 
every year.

Alliance members shall annually submit 
to the Secretariat (via a reporting 
template) their progress towards meet-
ing their intermediate targets. Alliance 
members shall also report publicly and 
individually on progress against target 
achievement every five years in line 
with Article 4.9 of the Paris Agreement 
(the ‘global stocktake’). This progress 
reporting includes investment portfo-
lio emission profiles and emissions 
reductions and should be based on the 
latest year-end portfolio figures. The 
reported climate data may be from an 
earlier date due to the updating cycles of 
data vendors.

Reporting cycle
All Alliance members shall set and publish targets within 12 months of joining the Alli-
ance. Collection and review of targets and progress by Secretariat is in line with the 
reporting cycle schedule below.

85 To ‘publish’ means to publicly disclose targets within the public domain, and the presentation is the discretion 
of the Alliance member respecting the member’s own publication and communication requirements.

86 To ‘report’ the initial target means to submit the details of the publish target in accordance with the Alliance 
template to the Alliance secretariat for review and aggregation in the annual progress report. 
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Table XVIII: Reporting schedule of initial targets to the Alliance 

Year X Year X
Month of joining

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Year X+1 Targets reported to the AOA 
in Reporting Period of Year 
X+1

Yes Yes Yes Yes Yes Yes Yes Yes

Time from joining until 
target setting

16 
months

15 
months

14 
months

13 
months

12 
months

11 
months

10 
months

9 
months

Year X+2 Targets reported to the AOA 
in Reporting Period of Year 
X+2

Yes Yes Yes Yes

Time from joining until 
target setting

20 
months

19 
months

18 
months

17 
months
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