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Beyond COP26: An Action
Plan for CEOs

As measures to tackle climate change accelerate,
more companies will approach their own carbon
transitions with the same results orientation as
any other strategic transformation.

by Torsten Lichtenau, Jenny Davis-Peccoud,
Emmet Gaffney, and Mattias C. Karlsson
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At a Glance

P In the wake of the 26th Conference of the Parties, a UN conference on climate change, senior
executives can expect more regulations, greater demands for climate-related financial disclosures,
and closer scrutiny from investors and customers.

P Many companies have announced ambitious plans to reduce their emissions, in some cases to
net zero, but fewer are making great progress turning those ambitions into action.

P Four initiatives can help: making the carbon transition integral to strategy, finding ways to
monetize investments in carbon reduction, embedding the transition into the business, and
engaging middle management.

Managing and mitigating climate change is the greatest challenge of our time, and the 26th UN
Conference of the Parties in Glasgow, Scotland—better known as COP26—represents a milestone in
the world’s efforts to take concerted action.

Six years after the landmark Paris Agreement, nations in early November will take stock of the progress
they’ve made on previous commitments, including their Nationally Determined Contributions (their
commitments to reduce emissions and adapt to climate change) and the goal of mobilizing $100 billion
a year to help developing countries adapt to climate change. Countries will continue to try to resolve
fundamental regulatory issues, such as Article 6 of the Paris Agreement, which aims to foster voluntary
cooperation in implementing NDCs and is critical for developing carbon pricing and markets.

While the policy work continues, the question that many senior executives of corporations will ask is,
“What do we do after COP26 has concluded?”

Perhaps the most important action they can take is to prepare for a great acceleration. As rapidly as
changes were coming before COP26, they’ll almost certainly speed up in such areas as:

« Regulations. Carbon taxation and emissions-trading schemes that cover 21.5% of global green-
house gas (GHG) emissions in 2021 will expand, and the price of carbon (already above €60 per ton
of carbon dioxide equivalent in the European Union’s Emissions Trading System) will probably
continue to rise. Governments will deploy more subsidies to spur change, such as the US Department
of Energy’s Energy Earthshots initiative, which aims to reduce the cost of low-carbon hydrogen
to $1 per kilogram within a decade.

- Financial disclosure. Requirements for companies to report on their climate risks will increase.
In the UK, pension systems, banks, insurers, and other premium-list companies must already
meet the framework of the Task Force on Climate-related Financial Disclosures. Globally, the
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International Financial Reporting Standards Foundation is laying the groundwork for a set of
common reporting standards, and the US Securities and Exchange Commission has invited
public input on climate change disclosures.

- Science-based targets. As more companies set goals to reduce emissions, the Science Based
Targets Initiative (SBTi) is growing rapidly as a gold standard for setting ambitious decarbonization
targets—with annual growth of 130% in the number of participating companies over the past five
years. Companies’ targets are becoming more holistic, including Scope 3 emissions when they
make up at least 40% of the total. They’re also more ambitious, with SBTi accepting only Scope 1
and 2 targets in line with the Paris Agreement’s goal of keeping warming within 1.5°C. Targets are
also becoming more concrete, with clearer definitions of net-zero carbon emissions and guide-
lines specific to sectors.

- Scrutiny from investors. Sustainability, and climate change in particular, has become a key crite-
rion for investors, both active and passive, and increasingly plays a role in investment decisions.
For example, the Investment Association, the UK’s trade group for asset managers, plans to issue
“amber warnings” for companies that fail to report climate-related financial disclosures. Globally,
climate-related behavior increasingly influences investment decisions. The Net Zero Asset
Managers Initiative brings together 128 fund managers with $43 trillion under their care in a pledge
to make investment decisions that support the goal of net-zero emissions by 2050 or sooner.

« Customer expectations. As more companies set targets that include not only the Scope 1 and 2
emissions they have the most direct control over, but also Scope 3, they look to their supply chain
to help them make further reductions. BMW plans to reduce carbon emissions across the entire
life cycle of its vehicles, from production through ownership, by at least 40% by 2030, and is
including CO, performance in its decision process for awarding contracts. Other automakers
are committing to procure green steel now, since supply might be constrained in years to come.
Volvo has already received its first batch of low-carbon steel from SSAB this past summer.

Given this acceleration, the focus clearly is shifting from target setting to delivery. In Bain’s work with
large companies that are acting on their ambitions and starting to reduce their emissions, four specific
principles are guiding decisions that make a tangible difference (see Figure 1).

Make carbon transition a pillar of strategy. Too often, sustainability and carbon transition strategies
are formulated as afterthoughts. Instead, they should be part of the core strategy process, and address
defense (mitigating risks) as well as offense (new opportunities). A company’s ambitions for its carbon
transition should guide decisions about where to play (new products, markets that benefit from the tran-
sition) and how to win (new business models, low-carbon differentiation), and translate these into
resource allocation and capability building. UK supermarket leader Sainsbury’s, for example, is making
carbon reduction a cornerstone of its strategy, with pledges to reduce Scope 1 and 2 emissions to net
zero by 2040, and working with suppliers to cut Scope 3 emissions by 30% by 2030. Among the concrete
steps the retailer has taken recently are switching to energy-saving lithium-ion pallet trucks, and
installing its millionth aerofoil, a technology that saves energy in open refrigeration displays.
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Figure 1: Four principles help companies move toward their carbon transition goals
I

1D
=

Make carbon Get more bang Embed carbon Avoid the
transition a pillar from your transition into the hourglass effect
of strategy net-zero buck fabric of the business
Ambitions to reduce Measure the carbon Price carbon internally, Senior managers and
emissions should guide transition like the rest link compensation new hires may be
decisions about where of the business, incentives to transition enthusiastic supporters,
to compete and and find ways to goals, and track but the transition
allocate resources. monetize investments GHG emissions needs buy-in from
in carbon reduction. as you would costs. middle management.

Source: Bain & Company

Get more bang for your net-zero buck. Increasingly, companies are pushing their carbon transitions
with the same rigor as any other business initiative, which means improving the efficiency and effective-
ness of the effort while also measuring and reducing cost. For example, Bosch says it has been carbon
neutral in Scope 1 and 2 emissions since 2020, which it attributes to developing a unique expertise
in energy efficiency and emissions reduction, saving the engineering and technology company hundreds
of millions of euros since it started its decarbonization journey in 2007. It’s also about finding opportuni-
ties to monetize investments in sustainable technologies. Cemex is selling a range of concrete, Vertua,
which contains 70% less embodied carbon and offsets the rest of its emissions to deliver a carbon-
neutral product. Upfield, a producer of margarine and other spreads, has identified the opportunity
to reposition itself as a leader in plant-based foods by introducing carbon labeling to help consumers
make better food choices based on emissions data.

Embed carbon transition into the fabric of the business. Without the right supporting practices, the
best strategy and value creation plan will fall flat. Three tactics in particular are helping companies
through their carbon transitions.

« Pricing. Internal carbon pricing is becoming mainstream; more than 2,000 companies repre-
senting $27 trillion of market capitalization have embraced it. Once carbon is priced, companies
consider it like any other cost in their decisions about capex, procurement, and R&D, and it
guides portfolio decisions. It’s not unusual to see pricing of $50 to $100 or more per ton of CO,
equivalent, with the median of $25 in 2020.
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- Incentives. Linking short-term and long-term incentives to the transition ensures it remains on
the agenda. Leading companies have a significant share of variable pay linked to sustainability
and deploy these incentives across the organization. For example, Danone ties 20% of senior
executives’ annual compensation to social and environmental targets.

« Tracking. Leading companies increasingly treat GHG emissions as they would cost, and they
track, report, and manage them similarly. Instead of a once-a-year, compliance-driven, Excel-
based exercise, they use the latest software-as-a-system platforms like Persefoni to extract data
from their systems and convert activities into precise carbon emissions. This helps them under-
stand their footprint and guides improvement.

Avoid the hourglass effect. Sustainability initiatives have a lower success rate than other transfor-
mations, with only 7% of them meeting all of their goals, compared with 12% of all change efforts.
One reason is the hourglass effect. Top management embraces the transition, and new workers have
often chosen their employer based on sustainability credentials. That leaves middle management to
translate the ambition into reality, while also managing revenue, cost, and safety. These staffers may
have limited knowledge of the topic and little experience managing trade-offs. Leadership can help
by simplifying targets, clarifying trade-offs, and providing the training and education that employees
need to make good strategic decisions. As with any transformation, a rigorous change-management
program ensures successful results.

The transition away from carbon and toward net-zero emissions is likely to be a top priority for many
executives for the rest of their careers. The work will take decades, but it begins with a pragmatic set
of meaningful steps. Here are several key questions to help get started on the Monday after COP26.

- Iscarbon transition integral to our strategy and taken into consideration in decisions about where
to compete and how to allocate resources?

« Do we address both defense (transition and physical risks from carbon transition) as well as offense
(commercial opportunities from carbon leadership)?

« Do we have a plan to monetize our carbon leadership with our customers, by gaining market share
or premium pricing?

« Have we embedded a meaningful internal carbon price to inform decisions across the organization?
- Are we able to track, report, and manage greenhouse gas emissions as we do cost?
« Areincentives linked to success in carbon reduction?

« Isthere a person accountable for managing change for our carbon transition?
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