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The Voluntary Principles for Developing Alignment Approaches

’
ﬁ I.  Ensure material positive contributions to sustainability goals and focus on

d outcomes.

2. Avoid negative contributions to other sustainability goals (such as by doing

no significant harm to any sustainability goal requirements).

{:} 5. Be dynamic in adjustments reflecting changes in policies, technologies, and
<>

the state of the transition.
4. Reflect good governance and transparency.

5. Be science based for environmental goals and science or evidence based for

other sustainability issues.

6. Address transition considerations.



A variety of complementary alignment approaches, as part of a

G-20
PRINCIPLES

Ensure pasitive
contribufion

Do no harm

Be dynamic

Reflect good
gowernance ond
transparency

Be science and

evidence bosed

. Address transition
considerations

Source: Original figuee for this publicoson.

broader climate information architecture [

ALIGNMENT
APPROACHES

Public sector

approoches
(voluntary/'mandatory)

Private sectar
voluntary principles
and guidance

Corporate-level
commitments

Maote: ESG = environmental, sociol, ond governonce

APPLICATION
LEVELS

ALIGNMENT
O0LS

Toxonomies
(activity chassifications)

Certifications and
labals

ESG performance
and due diligence
standards

Transition planning
framewarks
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ASSET-LEVEL
METHODS

COMPANY-LEVEL
METHODS

PORTFOLIO-LEVEL

METHODS

Setting performance thresholds and criteria for
substantial contribution to climate and/or environmental
objectives at activity level (e.g., taxonomies), deriving
from sector-specific criteria and pathways

N

-

Setting decarbonization targets (e.g., Science-
based Targets Initiative and use of the Sectoral
Decarbonization Approach)

J\

hN
-

Assassing the climate performance of companies from
a wider perspective than temperature alignment (e.qg.,
ACT methodology, Transition Pathway Initiative), often
deriving from target-setting methods

Aggregating sector-specific benchmarks based on

the sector composition of portfolios (e.g. , cumulated
overshoot (or undershoot) based vs. company and
portfolio-specific pathway) or may include sector-
specific elements in company-level assessments

(e.g., taxonomy alignment, sectoral decarbonization
approach). They may also be sector-agnostic based on
global scenarios




Proliferation of
alignment
approaches

lead to design
and
Implementation
Issues

Bottom-up and top-
down alignment
approaches
pursuing different
objectives

Variety of use
cases and levels of
application

Various levels of
granularity and
prescriptiveness

Backward-looking
and forward-
looking approaches
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A three-step approach to our work, reflected in the final report

FOUNDATIONS OF OURWORK
Ildentification of 1. Robust, credible, and science-based
technical issues in grounding

. 2. Right balance between interoperabilit
ClY p'Y' ng the G20 un?:l the local context and pur]guse ’
hi g h-level 3. Alignment approaches are unified

P rinci P les by the overarching goal of achieving
similar real-world decarbonigation
outcomes. Alignment should not
merely lead to a redistribution of GHG

Comparative analysis Q emissions among financial market
across all existing and participants
projected asset-level @%@ 4. Account for specificities and status of
approaches, the EMDEs
literature and relevant 5. Addressing issues of supply chains
experiences, interviews (credibility of net-gero commitments,
with stakeholders scaling up of investments in funding

for climate mitigation in climate-
vulnerable countries and in hard-to-
abate sectors, special status of SMEs
and inclusiveness)
Issuance of 6. Contributing to the progress of efforts
concrete and on global and regional standards for
operat ijonal sustainability disclosures and financial

recommendations instruments




The additionality of our work lies on three grounds

d &
Drawing on the expertise of 4 Providing practical solutions Building the foundations to
international organizations to to better embed supply link data, disclosures and
flesh out the G20 principles chains and the conditions of climate alignment
EMDEs in alignment approaches together
approaches

The final report offers a threefold approach to operationalizing each principle :
1. Operational Issues ; 2. Takeaways from the Comparative and Internal
Technical Analysis; and 3. Guidance/Suggestions (for operationalization)




Identifying and setting climate and environmental objectives
Prioritizing sectors
’ PRINCIPLE 1
‘ Referencing the translation of carbon budgets into benchmarks
' Ensure material
positive contribution to

sustainability goals and
focus on outcomes.

as part of portfolio-alignment methodologies
Assessing GHG emissions and considerations for life cycle analysis

Addressing just transition considerations

Seeking consistency across statistical industry classifications for

the design of asset- and entity-level alignment approaches

Adjusting DNSH (do no significant harm)/minimum safeguards

for a variety of asset classes

PRINCIPLE 2 L]

Avoid negative local regulations for minimum sufeguqrds) and options (risk

Applying a two-tiered approach: minimum ground (glol:u:ll and

contribution to management approach such as IFC performance standards, set of
sustainability goals. E+S performance topics)
B Implementing a broader responsible business conduct due

diligence and identification of due diligence priorities

PRINCIPLE 3

Be dynamicin
adjustments reflecting
changes in policies,
technologies, and state B Dealing with the legacy of green and sustainability-aligned

[ | Updating and refreshing periodically alignment approaches

considering evolving expectations and related governance

recommendations

of the transition. bond instruments




PRINCIPLE 4

Reflect good governance
and transparency.

PRINCIPLE 5

Be science-based for
environmental goals and
science- or evidence-
based for other
sustainability issues.

PRINCIPLE 6

Address transition
considerations.

B Ensuring quality and reliability in the application of alignment

upprouches 1hrough disclosures, data, and verification
(mundufory disclosure requirements, disclosure of forward-

locking information, and so on.)

ldentifying the types, pros, and cons of a series of science-based
foundations for alignment approaches (ndﬁonqlly determined
contributions, sectoral decarbonization pathways, national and

regionn| po|icies, and so on)

Deciding how to embed supply chain criteria and targets in
entity-level transition plans

Ensuring that the content of transition plans is based on 8 pillars:
setting net-zero and/or Paris temperature targets; grounding

in a transition taxonomy or sectoral pathways; setting an
implementation strategy; grounding in reliable and quantifiable
metrics and targets; ensuring governance, transparency, and
accountability; addressing adverse impacts; and addressing just

transition chu”enges




4 ™\
«Use of the WRI Climate
Analysis Indicators Tool

«Use of the IPCC assessment
of mifigation potential
«Distinguishing supply from
demand

-Potential use of NDCs

Ensuring a common
understanding of sectoral

potential contribution to GHG
emissions reduction

Assessing the economic
relevance of selected

priortized sectors

» Material contribution to
GDOP or GVA

+ Relevance of
sectors/activities in supply
chains in order to avoid
path dependency

4 ™
+ | ow-carbon solutions
= Aligning with net-zero (or
other climate-related
goals)

» Managed phase-out of
carbon-intensive assets

Fotentially breaking down

Example

Principle 1 (substantial
contribution to a climate goal)

sectors into buckets

N—— depending on their role in a

low-carbon transition
Principle &)

Identifying sectoral
dynamics that are prone to
bear substantial and specific
employment and social
impacts, apply a common
scope of just transition,
primarily based on the ILO’s
Just Transition Guidelines

Apply principles included in
global conventions directly
or indirectly covering just
transition-related
considerations

Incorporate the ILO’s
Building Blocks approach :
menu of measurable,
collectable, and decision-
useful metrics and indicators
and enhanced disclosures at
project, company and financial
institution-level



Example

Principle 2 (avoid negative Minimurm ground 1.
contribution) abor, nuian s ana e
environment, an . regiona

and/or national E/S regulations
and laws

Options : 1. Well-defined risk
management approach {IFC
Performance Standards,
DECD’s Responsible Business
Conduct); and 2. Application of
a comprehensive set of E/S
topics

Incorporating supply chain and
business partners (“scope 3“
perspective) according to the
OECD’'s Responsible Business
Conduct Anchor Framework
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Princi

Example

ple 6 (address transition

considerations)

Set net-zero

and/or Paris

temperature
targets

Address just
transition
challenges

Addressing the
transition in
alignment
methodologies

at entity-level

Address
adverse impacts

Ensure
governance,
transparency,
and
accountability

Grounding in a

transition
taxonomy

and/or sectoral

Grounded in
reliable and
guantifiable
metrics and
targets

pathways

Set an
implementation
strategy

13
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A wide range of practical applications

Interoperability

Guiding
the
private
sector

Capacity
Building

Facilitating interoperability
« Contributing to a higher degree of interoperability

 Incorporating alignment approaches into a transition
finance framework

Guiding the private sector
* Reducing the risk of fragmentation in capital markets

* Providing background on technical methodological
aspects behind alignment approaches

Applying to our work
« Climate information architecture developments

 Technical assistance

15
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Thank you !
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