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Leading companies know that proactively
mitigating and

is essential to long-term
survival. To reach 2030 goals and thrive amid
changing planetary conditions, businesses
need operationally feasible and financially
viable pathways to execute high-impact
initiatives. This is the essence of sound
transition finance strategy.

Transition finance remains one of the largest
barriers corporations face in achieving their

goals. Companies typically either don't
understand in the
first place, or they don't have the internal
budget or cross-departmental buy-in to
justify the high upfront investment.

Unfortunately, the risk profiles of climate and
don’t match the financial
products on the market today. Traditional
financing mechanisms such as bonds, debt
instruments, and equity investments have

A

HOW TO PAY FOR THE CLIMATE TRANSITION

fundamentally different time horizons and
definitions of value than the climate, water,
and nature crises demand. As a result,
effective transition finance strategies often
require creative partnerships and outside-
the-box thinking to derisk investments and
right-size costs to operational realities.

This piece aims to help corporations
determine how to pay for climate, nature,
and other sustainability initiatives within
the context of macro-uncertainty. It
provides a repository of finance strategies
for consideration, most independent from
political chaos and regulatory rollbacks, that
innovate on the risk profiles and payback
periods of traditional financing mechanismes.
For companies further along their transition
finance journey, it also provides a high-

level analysis of recommended financing
strategies by initiative and prioritization
criteria.

See also: How much does the corporate climate transition cost?

Transition finance strategies can generally be categorized into 3 mechanisms
depending on the source and flow of capital - self-financing, 3rd party financing, and
public financing. Definitions and capital flow for each mechanism are provided below.

Overlap of financing
mechanisms:
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Providing a debt instrument,
often at a concessionary
rate, to suppliers and

I Provides direct
access to capital for
suppliers
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Landscape of corporate transition finance tools

The appropriate transition finance tool(s) for your company will depend on
your unique organizational structure, value chain, industry, business prior-
ities, and of course the scope of your climate and nature initiatives. While
there's no exact formula on the best financing strategies to use and when,
some are more appropriate than others when it comes to degree of control.
Below, specific financing tools are recommended for initiatives across your
operations, tier 1 suppliers, and full value chain.

Note: The financial tools in this
matrix are categorized to reflect the
typical risk tolerance seen among
corporate stakeholders, with direct
investments in operations perceived
as less risky and investments across
the full value chain as more risky. No
matter your risk tolerance, there are
financial tools to match.

The spectrum of control

FINANCIAL TOOLS IN ACTION:
+ « F15 retailer tax credit transferability

A global multi-line retailer used the Inflation
Reduction Act's tax credit transferability
mechanism to seed a revolving fund
designed to help suppliers switch to clean
energy.

The retailer utilized the IRA'S 48E Clean
Electricity Investment Tax Credit to enter
a tax credit transfer deal with a renewable
energy provider.

Through this deal, the retailer purchased
the energy provider's tax credits at a
discount. The Retailer was able to save ~$7
million on their total tax liability for the year,
the savings of which could be used to seed
its green revolving fund.

>> See how it works

FINANCIAL TOOLS IN ACTION:
Walmart preferential payment terms

Walmart's Supply Chain Finance Program
incentivizes its suppliers to pursue
sustainability initiatives across energy,
waste, and more.

To lower Scope 3 emissions specifically,
Walmart partnered with HSBC to provide
early payment to suppliers who meet
climate expectations.

HSBC's early payments are short-term
loans which Walmart pays off on invoice
due dates. HSBC benefits from the early
payment fee, while Walmart benefits from
improved supplier climate progress and
reporting due.

>> More about the program

FINANCIAL TOOLS IN ACTION:
BASF sustainability incubator

To maintain its competitive advantage
in the chemical industry and
accelerate low-carbon solutions, BASF
launched its corporate incubator,
Chemovator.

Chemovator experiments with high-
risk ideas that wouldn't typically
receive funding through traditional
corporate R&D or venture capital.

The incubator structure reduces

risk for BASF by nurturing nascent
technologies and business models in-
house before they are scaled or spun
off, and portfolio companies receive
early-stage or pre-seed investment.

>> | earn all about it
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All transition finance strategies take time and internal resources to understand and implement. It's
critical to determine what matters most to your company and how this varies by team to assess which
strategies are worth the upfront investment. For instance, finance teams might be particularly interested
in cost type, while operations teams might prioritize strategies by their impact on cash flow.

The framework below outlines principles and underlying criteria to help you assess, score, and compare
the utility of various transition finance strategies.

Innovation often occurs in environments of While some financing strategies, particularly
limitation. When it comes to financing climate tax credits, grants, and loans, may be tied to the
and nature initiatives, the confluence of macro- political pendulum, most function independently
level uncertainties and the barriers of traditional from the federal landscape. Capitalizing on these
financing mechanisms means that businesses opportunities requires careful planning and

need to utilize new resources, tools, and programmatic development, but novel financial
relationships to succeed. and partnership structures do exist.

The case studies linked throughout this piece are
just a snapshot of the creativity seen to date. Over

Innovative transition financing the years, sustainability professionals have never
mechanisms can help de-risk failed to rise to the occasion with innovation and
investments, unlock new funding outside-the-box solutions — no doubt the same will
models, and deliver long-term value be true for the world of transition finance.

for all stakeholders involved.




determine how to finance climate
and nature commitments in an
ever-changing landscape.

The Earth’s natural systems are changing, and

the need for climate action has never been higher.
Our team helps you quantify costs and develop
iInnovative strategies to finance a broad spectrum
of climate and nature initiatives.

Get in touch
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