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Q.1

How far are we from reaching climate
targets? What'’s the current state of
investments in the energy transition?

Investments in clean technologies have accelerated rapidly over the
past few years, in particular for solar and wind generation. Their
geography has changed a lot too: from 2005 to 2010, a lot of that
investment was happening in Europe and, increasingly, in the US and
China. Then the activity broadened out around the world, becoming a
global transformation. Now we are hitting roughly 2 trillion per year,
which is not enough to get to the decarbonization scenario, but it is
still a very significant increase (Figure 1).

We can consider a business-as-usual scenario, that gets to a global
warming outcome of around 2.6°C, and a net-zero scenario which
reaches a temperature of 1.75°C. The difference between them is
when we get to net zero and the scale of reductions in emissions.
Also, both require a huge amount of investment up to 2050: $181
trillion and $215 trillion, respectively (Figure 2). We would expect the
net-zero scenario to require more money than the other scenario, but
actually this difference is lower than expected because the
transformation of the energy system towards net-zero is already
underway. However, the investment needed in both cases is still
larger than it was before, which shows the crucial role of the financial
system and financial institutions.

Figure 1 — Cleantech investment
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Figure 2 — Economic Transition Scenario vs Net-Zero Scenario
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C-TAKEAWAYS
Fast facts for the C-level

Investments in clean technologies have accelerated
over the past few years (now hitting 2 trillion per
year) but they are still not sufficient. Overall, the
energy transition is underway, but it is not
progressing quickly enough to meet the targets
Low-carbon CapEx is now exceeding high-carbon
CapEx, and costs for wind and solar generation and
battery storage have been falling together with the
risk premia for these technologies

Project finance has a crucial role in the financing of
renewables: it's a way to bring capital from outside
the utility sector into the energy transition

We should accelerate the transition in the energy
system through effective Transition Finance, which
is dependent on credible Transition Plans (TPs)
Entities with Transition Plans need to disclose
them, and those that still do not have them will
face increasing pressure to develop them

TPs are crucial to corporate strategy, and they help
companies reduce their exposure to climate risks

Q.2

Which financial instruments enable us to
positively impact the energy transition?

Different asset classes have varying potentials to generate a real
economy impact. For example, imagine you are an investor and you
want to encourage less sustainable energy companies become more
sustainable and deploy more renewables. You want them to close
down their coal-fired generation assets and to get on a path to an
ambitious climate objective. How can you do it? You might own stocks
in the company, so you could exercise your voting rights and engage
with them using your public equity holdings. Public equity investments
have the least impact on cost of capital and liquidity but can influence
corporate practices through active engagement.

Also, it might be the case that you own some bonds that the company
has issued which you can use to try to influence it. Green and
sustainable bonds can influence both the cost of capital and liquidity
for sustainable projects. And that is an effective way of putting
pressure on companies to ensure that their corporateness is more
effective.

Finally, if you're a private equity investor you can have a lot of control
and quite a lot of impact on corporate practices. And this happens
especially when investors hold controlling shares.

Bank loans are obviously also very important. If you're a financial
institution thinking about the energy transition influencing companies,
it's important that you think about your exposures and your
investments in those companies and how you optimize your holdings
in these different asset classes to affect change.



Deloitte Climate & Sustainability Competency Lab | Lecture n°12 - Financing the energy transition: when and how | Ben Caldecott

There are different elements to take into consideration.

For starters, the capital intensity of clean technologies, as they are
much more CapEx intensive than the other technologies. Gas and
coal, in the old energy system, have a relatively low upfront capital
cost: most of the cost is in the OpEx. Whereas for renewables,
batteries, and hydrogen the cost is concentrated in the upfront CapEx
and there are much lower OpEx costs. In short, low-carbon CapEx is
now exceeding high-carbon CapEx. As costs for wind and solar
generation and battery storage have been falling, each dollar of CapEx
in these different technologies yields better returns (Figure 3).
However, it’s misleading to focus solely on CapEx as it doesn't reveal
all the information we need on the actual transition that's underway
and the different energy sources that are being used and deployed as
a result of that CapEx.

If we look at the cost curves for technologies like solar, wind and
batteries, they are falling rapidly because these technologies are
modular, and it is very easy to introduce efficiency improvements in
the production processes. On the other hand, there aren’t the same
learning effects in other elements of the energy system such as oil,
coal, or gas, which can be translated in the projections of their prices
over time.

Capital intensity and cost curves aside, over the last decade spreads
for renewables have been lower than for fossil fuels, and also the risk
premia have evolved: they’ve gone up significantly for coal, and down
for solar and wind. The reason is that most of the policy interventions
and reputational risk issues facing fossil fuels have been concentrated
on coal, which translates into a higher perceived risk in this energy
source by markets, investors, and financial institutions.

Project finance is also playing an important role in the financing of
renewables and has grown very rapidly. It is a nonrecourse or limited-

recourse financial structure in which the financing of the project is just

repaid through the cash flow generated by the project itself. Indeed,
it’s a way to bring capital from outside the utility sector into the
energy transition.

Then of course there are other ways in which finance can influence
the trajectory of the energy transition. For instance, even public
financial institutions and policies can change the cost of capital for
technologies by influencing investment decisions.

Access to liquidity is also critical: in this sense, financial institutions
can influence investee companies, issuers, and borrowers. Firms'
ability to access funding and working capital can be made easier or
harder based on their sustainability performance.

Transition Finance is something we will likely hear more about over
the coming years. It is the provision and use of financial products and
services to help counterparties — such as companies, sovereigns, and
individuals (personal finance) —align with environmental and social
sustainability. It is a recognition that, in order to decarbonize and
achieve net-zero and all the important environmental outcomes, it is
not sufficient to just invest in green things. Green finance does not get
us there. The reason is that we need existing companies to change to
become more sustainable. We cannot just keep investing in green
companies or in green assets and assume that it is sufficient. We
could even massively scale up our investments in green assets, but if
we don't address the causes of the problem, the coal, the gas, and the
fossil fuels, then the climate will continue to deteriorate. That is the
nature of the climate problem. So of course we need to scale up our
green investments, but we also need to phase down the brown rate in
our portfolio at a global level. And Transition Finance is a way of
starting to think about it in a very constructive way. Connected to this,
there is increasingly a recognition that companies will need Transition
Plans (TPs) to succeed. And credible Transition Plans are a necessary
condition for effective Transition Finance, which therefore depends
on the credibility and quality of Transition Plans.

Figure 3 — Trend of the Compound Annual Growth Rate for selected
clean technologies
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We can start from a definition: the IFRS S2 Standard defines a climate-
related Transition Plan as “an aspect of an entity’s overall strategy
that lays out the entity’s targets, actions or resources for its transition
towards a lower-carbon economy, including actions such as reducing
its greenhouse gas emissions.” To give a little bit of context, the IFRS
Foundation runs the International Sustainability Standards Board
(ISSB), which has produced its first two standards, S1 and S2. The S1
standards are general sustainability reporting requirements; the S2
standards focus on climate-related aspects. These requirements aim
to create a common global baseline for sustainability reporting and
the ISSB recommendations are being adopted around the world by
major economies, which means that these requirements are being
adopted everywhere.

According to the S2, companies, financial institutions and other actors
having Transition Plans need to disclose them. Furthermore, those
entities that still don’t have TPs will be under more and more pressure
to produce them: either it will be required by regulators or there will
be incentives to do so.

Transition Plans can be useful for numerous different entities:

e Companies: TPs are an integral part of corporate strategy;
they allow them to develop, communicate and
operationalize their climate strategies, and to manage and
reduce their exposure to climate risks and the carbon
intensity of their value chain. They are also a way for them
to see the opportunities associated with the transition.
Hence, efforts are underway to make private sector
Transition Plans a global norm.

e Investors and financial institutions: to assess the credibility
of their client’s transition strategy, incentivize climate
ambition and manage risk-exposure.

e Governments and policymakers: to understand the
trajectory of their economy-wide transition in terms of
meeting nationally determined contributions (NDCs) and
their own climate goals.

e Regulators and supervisors, like the central banks and
networks such as the NGFS: to support market integrity,
consumer protection and financial stability.

e  Stakeholders, including civil society: to know what
companies are doing and assess the integrity of an
organization’s actions.

The Transition Plan Taskforce (TPT) fulfills this function. It is now fully
owned by the IFRS Foundation, and therefore the ISSB, which means
that, as TPs are increasingly a requirement in the context of S2,
entities should use the TPT framework and guidance in order to
disclose them.

The TPT was launched by the UK Finance Ministry at COP26, when the
UK announced it would become the first economy to require TPs for
large companies, as there had been numerous net zero commitments
ahead of COP26 but without any proper plan. As a matter of fact, at
the time, there was no consistent approach companies could use. The
TPT concluded in 2024, and it was an international multi-stakeholder
process involving different organizations, regulators, and central
banks from different jurisdictions, not just the UK, aiming to design a
framework that could be applied in any context, sector and
geography. As the TPT has been very successful, it has now been
merged into the ISSB.

Three aspects characterize the framework: ambition (reflecting the
urgency to act); action (translating strategic ambition into concrete,
short-term steps); and accountability (enabling delivery through
robust governance and reporting). The level of ambition is not
prescriptive: it is obvious that, as a company, you should contribute to
limit global warming to well below 2°C, but you can start anywhere
and then scale up over time.

The framework takes a strategic and rounded approach which sets out
three overlapping elements: firstly, the entity needs to decarbonize,
and to do it, it needs a destination, for example net zero by a
particular date. The second element is responding to the entity’s
climate-related risks and opportunities of the transition. The third one
concerns how the entity contributes to an economy-wide that
happens in society. Example: a bank could decide to introduce a net-
zero target by 2050. To get there, it could plan to divest from carbon
intensive companies and to get rid of clients that are particularly
polluting. But does this actually contribute to society achieving net
zero? Probably it wouldn't. It would result in a decarbonized portfolio,
but polluting companies still exist, and they are just be made
somebody else's problem, which does not solve the problem. The
correct argument should be: financial institutions like banks should be
thinking about how they're going to engage with polluting companies
or provide them capital, which would have a better effect. So, the TPT
is forcing entities to think about the broader context of the transition
and how they can contribute to it, which is crucial now.

The framework that's been created, despite being focused on climate
mitigation and adaptation, can be also used for nature and just
transition, for example, and it will increasingly be framed for
sustainability Transition Plans in general. We do not want a company
to have a climate TP, a nature TP, a just TP and so on. They will all
come together organically.

Also, a range of multilateral and regulatory forums are considering the
role of transition planning and TP regulation. For instance, entities like
NGFS, I0SCO, the Financial Stability Board, the G20, the G7 and so on,
are helping to ensure that emerging standards and best practice is all
consistent and the TPT framework has been very helpful for that.
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In addition to transparency in capital markets via disclosures from
listed and large non-listed companies, there are also some other
reasons why companies will find it increasingly sensible to not only
have a TP, but a decent one. The first is that governments will
increasingly link access to subsidy to TP disclosures or high-quality
TPs. In the area of Transition Finance, banks for example will set KPIs
in sustainability-linked loans and bonds that are linked to TPs.
Investors will put pressure on companies that don't have good ones.
The situation is similar for public financial institutions and public
procurement: the provision of loans, guarantees, and insurance
depends on TPs or suppliers to central and local government require
TPs.

We will also see this in the context of equivalency with CBAM: for
example, in Europe, market access depends on TPs disclosure
requirements. The same happens for planning and national
infrastructure.

One crucial reason why this is important, particularly for governments,
is that embedding TP requirements across different areas
simultaneously can quickly drive adoption and use, helping to
accelerate the realization of climate policy objectives without
additional public money. And in the context of constrained fiscal
budgets, that's quite important. In some jurisdictions you must have a
Transition Plan and it must meet a certain standard, in others it might
be that you just need one, but over time the expectations will be that
it's not sufficient just to have a TP, you need to have a good one.

All these things don't have to happen at the same time, they can be
introduced in slightly different ways and in different places, but the
point is that it all adds up to make it more sensible than not to have a
decent Transition Plan, even if you don't have a disclosure
requirement. And this is particularly important in the energy system
and will be linked to the provision of finance for the energy transition.
There is increasingly evidence that the transition, particularly in the
energy system, is happening right now — not quickly enough to meet
the goals of the Paris Agreement, but still very quickly. Our job is to try
to accelerate it and we can do that with effective Transition Finance,
which is dependent on credible Transition Plans. If Transition Plans are
adopted in the energy system and we apply strong pressure for them
to be effective, we can deliver Transition Finance efficiently. Then we
can bend the curve more to get there a bit quicker, which is what we
need to do.

Contacts

Chairman, DCS
Email: spareglio@deloitte.it

Communication & Eminence Manager, DCS
Email: gortolani@deloitte.it

I think some of the changes that are being proposed are quite
sensible, and the desire to make everything much more efficient is
good. And it is all bound together in a broader conversation on
European competitiveness. Multiple aspects have been quite
influential for this process, such as broader economic conditions,
global geopolitics, and people pointing out more and more that some
of all this regulation might not be needed and have unintended
consequences.

I think we need to be a bit clearer about what we're trying to achieve.
One of the arguments for a lot of this disclosure has been how market
participants get the data they need. | would argue that disclosure is
not a very good way of getting data for the analysis we need to do,
partly because when we think about disclosures from a data
perspective, we are not actually disclosing much data, a lot of it is
backward looking and has quality issues. Moreover, only some
companies disclose. So, | think that if we want to solve the data
problem, we might want to do that using other means that might not
require an excessive burden on companies. | am referring to using
new datasets, new sensors to see what's going on in companies
without them disclosing. We do a lot of work, for example on
geospatial data. All this would help reduce the reporting burden and
provide useful information. | feel like we need more of that.

Also, | think there's a distinction between disclosure for information
and disclosure for strategy: as for Transition Plans and corporate
strategy, it is important to disclose because then stakeholders,
including investors, can compare strategies and say for example “this
company might have this risk exposure, but it's got a great strategy”.
And a strategy is also a commitment for a company. So, we should get
companies to think more strategically about these issues: whether
that's through disclosure requirements or other things, | think it is
where the emphasis should be on. On the other hand, the kind of
disclosure requirements trying to solve the information problem in
the sustainability context is less compelling and we need other
interventions.
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