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What are transition plans?



What is ‘Transition’?
Transition means a transition from current climate and environmental performance levels
towards a climate- neutral, climate-resilient and environmentally sustainable economy in a 
timeframe that allows reaching:

(a) the objective of limiting the global temperature increase to 1,5 °C in line with the Paris 
Agreement and, for undertakings and activities within the Union, the objective of achieving 
climate neutrality by 2050 and a 55 % reduction in greenhouse gas emissions by 2030 as 
established in Regulation (EU) 2021/1119 of the European Parliament and of the Council;

(b) the objective of climate change adaptation; and

(c) other environmental objectives of the Union, as specified in Regulation (EU) 2020/852 as 
pollution prevention and control, protection and restoration of biodiversity and ecosystems, 
sustainable use and protection of marine and fresh-water resources, and the transition to a 
circular economy.

European Commission’s Guideline 2023/1425 of 27 June 2023 on facilitating finance for the transition to a 
sustainable economy



What is a ‘Transition Plan’?

A transition plan: 
Ø is a detailed multi-year account of targets and actions
Ø that sets out how a given firm will ensure that its business model and 

strategy are compatible with a specific objective, such as the goal of 
limiting global warming to 1.5°C above pre-industrial levels in line with 
the Paris Agreement.*

* Paris Agreement commits to “making finance flows consistent with a 
pathway towards low greenhouse gas emissions and climate-resilient 
development.” (Art. 2(2)(c))



What is a ‘Prudential’ Transition Plan?

“the overview and articulation of the strategic actions and risk 
management tools deployed by institutions, based on a forward-
looking business environment analysis, to demonstrate how an 
institution ensures its robustness and preparedness for the transition 
towards a climate and environmentally resilient and sustainable 
economy.”

EBA, Consultation on ESG risk management, January 2024



What are the different 
objectives of transition plans?



Different Functions of Transition Plans 

Voluntary TPs

market-led (e.g. GFANZ)

TPs backing up financial 
institutions' 'net zero' pledges
global, large institutions

Mandatory disclosure TPs

regulatory requirement, 
market conduct rules

transparency on Paris-
alignment strategy
broad scope (non-financial 
corporates)
select jurisdictions (EU, UK)

Prudential TPs

risk management focused 
(esp. transition risk, risk of 
'misalignment' with 
transition)

a way to bring in C&E risks 
within the scope of 
microprudential framework

EU (only banks)

more strategy focused more risk management focused
broader scope in content & application narrower scope in content & application
publicly available disclosure not necessarily publicly disclosed



Transition planning vs transition plans 
NGFS distinguished ‘transition planning’ from a 
‘transition plan’ 

• Differentiating between what is an internal process 
and what is an external-facing document.

• ‘Transition planning’ is the internal process 
undertaken by a firm to develop a transition 
strategy to deliver climate targets and/or prepare a 
long-term response to manage the risks associated 
with a transition

• ‘Transition plans’ are a key product of the transition 
planning process and are mainly used as an 
external- facing output for external audiences (e.g. 
public stakeholders or supervisors) which represent 
the strategy of how firms plan to align their core 
business with a specific strategic climate outcome.



Purpose of Transition Plans 
• mandatory regime largely focused on 

(public) disclosures that are more strategy 
focused, broader in scope and content è
but they can also be helpful in dealing with 
the complexities of C&E risks..,

• NGFS 2022 survey found that across the 
network:
• role of micro- prudential authorities in 

relation to transition plans has not been 
defined

• no commonly agreed definition
• majority (52%) of respondents see 

transition plans as having a role to play 
in mitigating risk. Source: NGFS (2023)



What problems 
are prudential 
TPs meant to 

solve (in the EU)?



Integrating C&E risk into the prudential framework

Basel Pillar Overview Progress 

Pillar I –
Regulatory 
capital 
requiremen
ts 

Banks and credit rating agencies 
improve their capacity to assign 
risk-weights to C&E risk (potentially 
subject to new regulatory 
standards). Also includes capital 
add-ons/buffers, large exposure 
limits, liquidity/leverage ratios and 
so on. 

Discussions ongoing at 
legislative level in the 
context of 
microprudential reform. 
EBA (2023) 
recommendations for 
methodological 
adjustments.

Pillar II –
Supervision 

Banks set their strategy and risk 
management for C&E risk subject 
to supervisory evaluation and 
binding supervisory guidance. 

C&E risk incorporated into 
the supervisory processes 
as part of 2024 CRR/CRD 
reform.

Pillar III –
Disclosures 

Disclosure rules for C&E risk 
together with metrics developed 
by banks and supervisors. 
Templates + definitions. 

EU Pillar 3 Disclosures (2022 
Pillar 3 ESG ITS).

Source: Smoleńska and 
van ‘t Klooster (2022)



Limitations to the management of C&E risks

• While C&E factors are drivers of traditional risk categories (credit, 
market) they have features that make them harder to catch within 
existing risk management and supervision frameworks due to: 

1. longer time horizon and complexity
2. limited effectiveness of backward-looking risk management 

approaches 
3. lack of (quality) data

• Supervisory assessment of bank transition plans can complement 
forward-looking scenario analysis and stress testing 



Three (prudential) functions of (prudential) transition plans

1. Prudential TPs could allow to identify any misalignment 
with net zero transition that may result in short- and 
medium-term risks (overcoming tragedy of the horizon). 

2. Prudential supervision focus on alignment could serve 
as a proxy for assessing banks’ long-term risk (micro-
dimension). 

3. TPs could provide supervisors with a better 
understanding of aggregate alignment of the banking 
system as a whole (macro-dimension). 



What do bank TPs currently 
look like?



Current practice: GFANZ
• Foundations

• An articulation of the organization's overall 
approach to net zero across the four key financing 
strategies.

• Implementation Strategy
• A strategy to align business activities, products, 

services, and policies with the net-zero objectives.
• Engagement Strategy

• A strategy to engage with external stakeholders in 
support of the net-zero objectives.

• Metrics and Targets
• A suite of metrics and targets to assess and monitor 

progress towards the net-zero objectives.
• Governance

• A set of structures to oversee, incentivize, and 
support the implementation of the plan

Source: GFANZ (2022)



Current practice: ING 2022 Climate Report

Source: ING (2022)



Current practice: HSCB 
2024 Transition Plan 



Current practice: 
Deutsche Bank 2024 
Transition Plan 



What do ‘robust’ bank TPs 
look like?



A CRD Transition Plan: Art. 76(2) CRD
‘Member States shall ensure that the management body develops and monitors the implementation 
of specific plans, quantifiable targets and processes to monitor and address the financial risks arising in 
the short, medium and long-term from ESG factors, including those arising from the process of 
adjustment and transition trends towards the relevant Member States and Union regulatory objectives 
and legal acts in relation to ESG factors in particular those set out in Regulation (EU) 2021/1119 
(European Climate Law), as well as, where relevant, third country objectives and regulations.

The targets and measures to address the ESG risks included in the plans referred to in the first 
subparagraph shall consider the latest reports and measures prescribed by the European Scientific 
Advisory Board on Climate Change, in particular in relation to the achievement of the climate targets 
of the Union. 

Where the institution discloses information on ESG matters in accordance with Directive 2013/34/EU the 
plans referred to in the first subparagraph shall be consistent with the plans referred to in Article 19a or 
Article 29a of that Directive. 

In particular, the plans referred to in the first subparagraph shall include actions with regards to the 
business model and strategy of the institution that are consistent across both plans. …



A CRD Transition Plan: Art. 87a CRD
Competent authorities shall assess and monitor developments of institutions’ practices 
concerning their environmental, social and governance strategy and risk management, 
including the plans, quantifiable targets and processes to monitor and address the ESG risks 
arising in the short, medium and long-term, to be prepared in accordance with Article 76(2). 

This assessment shall take into account the institutions’ sustainability related product offering, 
their transition finance policies, related loan origination policies, and environmental, social and 
governance related targets and limits. 

Competent authorities shall assess the robustness of those plans as part of the supervisory 
review and evaluation process. 

Where relevant, for the assessment referred to in the first subparagraph, Competent authorities 
may cooperate with authorities or public bodies in charge of climate change and 
environmental supervision.



Developing the framework for prudential transition plans

Expectations 

• Minimum standards
• Timeline, targets, milestones, reference pathways
• Qualitative and quantitative assessment methods
• Stress test scenarios

Assessment

• Alignment of individual banks and risks from misalignment
• Alignment at the aggregate level and financial stability implications

Consequences

• Microprudential (Pillar II corrective measures, Pillar II additional capital requirements, 
Large Exposure Framework [Pillar I], Sanctions)

• Macroprudential (Systemic Risk Buffer [SyRB])

Source: Dikau et al (2022)



Conclusions



Challenges of prudential TPs

• opposition between risk management and 
alignment objectives? 
• juxtaposing business strategy vs risk 

management 
• viability of using Green Taxonomy as 

a risk mitigation technique, links to 
sectoral legislation

• single and double materiality
• internal governance impact (whole 

of bank affair, lines of defence)
• benchmarking ’robustness’ / 

‘credibility’

• cross-border cooperation and 
consistency?
• divergence of practices within the 

EU, in third countries and globally 
• physical/transition risk trade-offs 

across geographies

• future telling?
• forecasts, trajectories, pathways, 

stress tests, scenarios, plans

• scope?
• climate focus, but what’s next?



Thank you!
a.p.smolenska@lse.ac.uk


