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Despite the plethora of mixed reviews surrounding the success of
COP26 last year, it can be agreed that the event signaled a unified,
directional push towards a net-zero future. Over 150 countries
submitted new or updated emission reduction plans, formally
referred to as “Nationally Determined Contributions” or NDCs, up
from 75 countries that submitted NDCs in the previous year. These
countries represent 90% of the world’s GDP and 80% of global
emissions.
For the first time since its conception, fossil fuels and coal were
explicitly highlighted in the drafted text, with coal being further
condemned for its impact on climate change. There was also a
financial steer not present in previous meetings which symbolized the
inclusion of private markets bearing climate change responsibility in
addition to regulators and policy makers, who previously carried the
full burden squarely on their shoulders.
Whilst the dust has settled and excitement waned surrounding the
outcomes of COP26, there is still much to unpack for onlooking
companies unsure of their roles and responsibilities. The
commitments made will impact all international sectors and market
participants from here on out.
We break down what is important for companies to take heed of and
how they will impact corporate performance, business growth and
strategy.
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▪ Participants agree to phase
down unabated coal power
and end fossil fuel subsidies

▪ More than 140 countries and
financial institutions agree to
cease deforestation by 2030
▪ Countries agree to revisit
current emission targets in
2022 with potential yearly
roundtable

▪ Over 100 governments target
methane emissions reductions
by at least 30% this decade
▪ Newly established ISSB will
work with the IASB to develop
mandatory reporting
standards

▪ More than USD 130 trillion in
private capital from financial
institutions is committed to net
zero

▪ Financial pledges totaling USD
950 million for developing
nations and ongoing tax
structure
▪ China and the U.S. agree to
cooperate on Paris
Agreement goals
▪ China, Japan and Korea
commit to end overseas
financing of coal projects

▪ 20 countries agree to end
overseas fossil fuel financing,
diverting USD 18 billion to
clean energy
▪ India announces net zero
emissions target by 2070
▪ Coalition of 28 companies
band together to accelerate
green hydrogen power

▪ Article 6 of Paris Agreement
Rulebook finalized and
approved
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This year’s COP attracted significant attention from private onlookers,
particularly from financiers and investors looking to weigh in on the
transition challenge.

The event also saw the launch of the Glasgow Financial Alliance for Net
Zero (GFANZ), a coalition bringing together 450 finance companies,
amounting to $130 trillion in managed financial assets, all pledging to steer
their portfolios towards the 2050 carbon-neutrality goal.
In the words of founder Mark Carney, the pact will “…move climate change
from the fringes to the forefront of finance so that every financial decision
takes climate change into account”.

JPMorgan announced their plans to spend $2.5 trillion this decade on
sustainable deals, with Bank of America, Citigroup and Morgan Stanley
committing to similar amounts. Recently, HSBC, Asia’s top European
corporate lender, announced that they expect their clients to have exited
coal-based electricity generation by 2023.
A trend is beginning to emerge amongst private funders. We anticipate that
this GFANZ coalition will cause a ripple effect for other private capitalists to
turn away from oil, gas and coal and towards all things green.

Alok Sharma, COP26 President, stated; “we are calling on action from
everyone - businesses, civil society and each part of the global financial
system to meet the Paris Agreement goals”.
Investor preferences are shifting with their capital following suit. Their
interest in ESG performance should not be viewed as just another consumer
trend, but as a vision board to the future of ESG as an integral puzzle piece
of corporate strategy and performance.
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Sustainability reporting is not a new
phenomenon – clear and globally
consistent sustainability reporting
however, seemed unicorn-like prior to
the announcement of the newly
established
International
Sustainability Standards Board (ISSB).
The new ISSB, a merger between the
Climate Disclosure Standards Board
and the Value Reporting Foundation,
has agreed to develop a global
baseline for sustainable reporting
standards. 37 Countries, including the
U.S., backed the launch of a simplified
set
of
sustainability
reporting
disclosures that were mandatory and
legally enforceable.
The ISSB will work alongside the
International Accounting Standards
Board (IASB) to ensure alignment
between IFRS’ financial reporting
standards and the ISSB’s standards,
forming the IFRS Sustainability
Disclosure Standards.
G20 leaders have welcomed the
program to establish standardized
sustainability reporting. So far, the
IFRS has stated “[c]onsistent with the
approach taken for the IASB’s

Accounting Standards, it is for
jurisdictional authorities to decide
whether to mandate use of the ISSB’s
standards”.

Whilst the details of the disclosure
requirements are still being finalized,
it is our view, that this mandate will
significantly
disrupt
corporate
strategy,
governance
and
performance. Once sustainability
reporting becomes “transparent and
comparable”
it
will
become
increasingly difficult for companies to
hide and defend inactivity.
Like
financial
reporting
and
compliance, climate disclosures will
require auditing and a signature by
staff equivalent to that of a CFO for
financial
accounting
regulation.
Companies will not only need to
understand emissions reporting to
avoid possible penalties from lack of
compliance, but they will also need to
invest in a workforce that has the
expertise to measure and verify
carbon accounts in accordance with
the upcoming standards.

and publicly communicate these plans
by 2023. Such forecasts will require an
accurate
picture
of
current
performance thus solidifying the case
for
strengthening
emissions
measurement capability, a core
component of the E in ESG.
Climate-conscious companies are
seen to be rewarded in the
marketplace. We are expecting
financial performance to be more
directly
linked
to
sustainability
performance in a way we have not
seen before.
Whilst this is new phenomenon for
both
the
regulators
and
the
stakeholders required to comply,
adopting a proactive stance by acting
now is advisable. Since the proposed
ISSB’s standards will be built upon
existing
frameworks,
companies
should take the time to become
accustomed
with
the
current
voluntary
frameworks
and
assessment guidelines.

UK firms will be required to outline
how they intend to become net zero
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At COP26, over 100 countries have pledged to reduce methane emissions by
30% by 2030, relative to 2020 levels. The Global Methane Pledge signatories
represent 50% of global methane emissions and a significant milestone for
global effort towards tackling methane curtails.

Whilst some progress is more welcomed than none, observers have
criticized the lack of transparency surrounding how this reduction is
expected to be achieved.
Questions such as – How will the countries involved divvy their quota
responsibilities? Will participating countries unite on a single standard set of
policies, or will they be given the autonomy to decide their own? – are all
still yet to be answered.

As we get closer to 2030, Monitoring, Reporting and Verification (MRV)
systems will become increasingly mandated, moving away from a present
voluntary based approach to a standardized methodology particularly
between the countries who have pledged.
Companies will need airtight detection and measurement processes across
their entire value chain in order to comply with any proposed requirements
and offer up a transparent approach to emissions management.
Science has long stressed that the greatest reduction potential is from the
energy sector. The IEA estimates that it is technically possible to avoid
around three-quarters of today’s methane emissions from global oil and
gas operations. Indeed, non-energy sectors may get off more lightly than
energy companies with respect to methane mitigation. Whether through
retrofitting existing operations or avoiding certain processes altogether, the
energy sector will be expected to make significant changes in the near
term.
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The topic of forestry featured for the first-time during COP talks, leading to
a first-of-its-kind pledge by over 100 countries and 30 financial institutions
to put an end to deforestation. By 2030, this pledge would have protected
90% of the world’s forest cover avoiding 18.9 gigatonnes of CO2 emissions.1

Together, cosigners agreed to accelerate conservation and invest in
indigenous communities, backed by close to $20 billion from both public
and financial institutions.
The Glasgow Leaders Declaration on Forest and Land Use also included a
commitment from over 30 financial institutions to divest from commoditydriven deforestation activities.
With pledges to both cut emissions and end deforestation by an increasing
number of private companies, we expect this announcement to spearhead
increased demand for nature-based carbon offsets, also creating a surge in
their near-term price.

Carbon Credits Issued by Project Type (tCO2e)

1
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The dual challenge undoubtedly hits
developing countries hardest. Many
of the countries’ most vulnerable to
effects of climate change – smog,
natural disasters and sea level rises to
name a few, are also amongst the
least wealthy.
Further to this, many of them are
reliant on petroleum or other energyintensive product export revenues,
which creates a conflict and an
impossible decision between
mitigating social or climate risk.
India, Nigeria and China for example,
and other similar countries, would
relish (and most already have) the
opportunity to advance their
economies in a similar way to the
‘West’ using fossil fuels as the medium
for productivity. Thus, the reduction of
fossil-fuel use for the purposes of
climate change is often economically
unattractive and offers little incentive
for countries benefiting from fossil use
to engage or comply.
COP26 highlighted the shortcomings
behind previous efforts at tackling the
climate challenge on the global scale.
One of which was the failed promise

by the economically developed
nations of delivering $100 billion per
year from 2020 in climate finance to
less advantaged countries. The
COP26 decision text indicates a
welcomed effort to exceed the target
by 2023, with some countries already
making pledges. By COP end, $950
million had been pledged – $350 to
the Adaptation Fund and $600 million
to the Least Developed Countries
Fund (LDAF).

manufacturing capabilities as well as
those producing polluting raw
materials.

At the political level we can expect
many of the wealthier countries to set
up coalitions and international funds
to support developing countries to
make up for lost time and funds.
Developed countries at COP26 were
urged to double their pledges towards
adaptation finance specifically by
2025 from 2019 levels, estimated at
$40 billion.

Industry stakeholders will need to take
control of their foreign producing
value chains as well as the processes
involved at each stage to avoid
increasing production costs.

From a geo-political viewpoint, this
tax could impact the export income of
developing countries will little uptake
in renewable energy generation or
involvement in offset practices, if
climate financing and technological
support is not extended from richer
nations.

Earlier this year, the EU introduced a
carbon border tax, the first of its kind
which will levy a duty for all imported
goods by the amount of emissions
produced to create them. When fully
implemented in 2026, this could
drastically affect international trade
from countries with carbon-intensive
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COP26 finally witnessed a deal
reached on the Paris Agreement’s
Article 6, after four years of
negotiations. The Paris Rulebook is the
legally binding treaty for international
climate change policy, first proposed
in 2015 at COP21 Paris and signed by
196 party members going into effect
the following year. The details in the
Rulebook have been the point of
discussion ever since.
Article 6 of the Paris Agreement is the
framework that instructs a country’s
voluntary climate response towards
its NDC pledges. It covers the use and
tradability of credits, the complexity
surrounding double counting and the
international use of offsets, all of
which are heavily dependent on the
efficacy of its design. Article 6’s role in
global climate reduction strategy for
governments and corporations alike is
highly significant and reflected in the
controversy that surrounds it.
The process around Internationally
Transferred Mitigation Outcomes
(ITMOs),
carbon
credits
which
involves
transferring
emission
reductions from one country’s GHG
inventory
to
another’s,
was

formalized. Now, host countries will
be able to authorize the use of ITMOs
to other countries and to private
companies including those trading in
the voluntary market.
Article 6 requires both the host
country where the carbon project is
located and the purchaser to make
“corresponding adjustments” to its
own inventory to reflect the emission
reduction achieved and credited to
the buyer’s inventory, with the buyer
adjusting by the same amount. Should
the host country wish to use the credit
generated towards its own NDCs it
has the authority to do so without
requiring an accounting adjustment.
This seeks to address the double
counting issue in the mandatory
carbon market and validate the
authorization
status
of
credits
supplied.
The Article 6 draft text proposed a
new crediting mechanism, created to
replace Kyoto Protocol’s Clean
Development Mechanism (CDM). For
some time, there has been contention
surrounding the previous version of
credits, Certified Emission Reductions
(CERs), supplied under CDM and its
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ability to be used towards current
emission targets. It has been agreed
that a limited number of CERs can be
carried over and used subject to
particular requirement to support the
transition to the new Article 6
mechanism and progress towards
NDCs.
Also agreed was a levy, termed the
“share of proceeds” for all credits
issued under the new Article 6.4
mechanism of 5% to raise finance for
developing
countries
via
the
Adaptation Fund.
Article 6 is the carbon market fully
operationalized. Many of the changes
spelled out here will drastically impact
carbon inventory accounting and
carbon
credit
offsetting.
All
participants will need to become well
versed in the accounting adjustments
and the conditions.
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There is no denying that the world is
moving towards a lower carbon
future, but the pace and proportion of
integrated greener cleaner energy
has proven a challenging balancing
act.
COP26 saw the biggest coal financers
– China, Japan and Korea – commit to
end overseas financing of coal
projects this year. 25 countries also
agreed to end investment in unabated
fossil fuels overseas in order to divert
funds to clean energy, estimating a
$17.8 billion shift to green investments.
The ‘phase down’ as opposed to
‘phase out’ approach was shunned by
critics, but it is the Carnrite view that
this switch in language was an honest
admission of what can be achieved in
the time set out, particularly from
developing countries and the role that
cost-effective fuel plays in their
development.
Fossil fuels are still required in the
short term from a productivity and
wealth
generation
standpoint,
however a pivot to greener solutions
is inevitable.

The 28 companies which make up
H2Zero, pledged to accelerate
hydrogen technology and production
across various sectors. Largely made
up of European energy companies,
together they have committed to
11GW of green hydrogen production
capacity, 18 million tonnes per year of
‘low-carbon hydrogen’ supply and
EUR 7.6B worth of hydrogen
investment by 2030. The mitigation
effect amounting to over 200 million
tonnes of CO2 per year.

Until the Paris Agreement 1.5 degrees
goal is in clear view, and even beyond
that, we will continue to witness
government responses to diversify
energy systems away from polluting
sources and the call on producers to
make this possible.

We see that the hydrogen economy is
set to becoming an industry rising
star, with its development largely
fueled by oil and gas production
companies and made possible by
fossil fuels taking on the burden of
becoming the energy transition’s cash
cow.
Overall, the COP26 consensus was
that both demand and supply must
transform itself to becoming greener,
although the hue and intensity of said
green still rests on policy framework,
incentivized investment, and new
carbon markets.
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CARNRITE
TAKEAWAYS & ANALYSIS
Whilst the policy-makers and regulators are the key influencers in the scale and pace of net-zero
adoption, the private sector will have a significant role to play and the opportunity to spin the
climate challenge as an opportunity as opposed to a disruption.

Despite differing views on the events of COP26 or the progress (or lack thereof) towards climate
goals, it can be agreed that there is plenty of work to be done over the next decade across all
sectors. As with all transformational endeavors, small manageable changes make all the
difference. Here’s our view on what to tackle and when.
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FOUNDATIONAL ACTIVITIES REQUIRED TODAY
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ESTABLISHING A SUSTAINABLE ORGANIZATION
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STRATEGIC POSITIONING FOR FUTURE OPPORTUNITIES
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