
 

ASSESSMENT 
FRAMEWORK 

CORPORATES 

Table of Contents:  

SUMMARY 1 
OVERVIEW OF THE NET ZERO ASSESSMENT 
FRAMEWORK 3
HOW TO SUBMIT COMMENTS 3
PROPOSED ASSESSMENT FRAMEWORK 4
INTRODUCTION 4
SCOPE 6
DISCUSSION OF THE SCORING 
COMPONENTS 7
APPENDICES 31 
MOODY’S RELATED PUBLICATIONS 48

Analyst Contacts: 

SYDNEY +612.9270.8117

Brian Cahill +612.9270.8105
Managing Director - MIS Env Social & 
Governance 
brian.cahill@moodys.com 

NEW YORK +1.212.553.1653

Swami Venkataraman +1.212.553.7950
Associate Managing Director 
swami.venkataraman@moodys.com 

Richard Cantor +1.212.553.3628
Vice Chairman-MIS 
richard.cantor@moodys.com 

PARIS +33.1.5330.1020

Daniel Marty +33.1.5330.1071
Vice President - Senior Credit Officer/MDG 
daniel.marty@moodys.com 

LONDON +44.20.7772.5454

Medrisch, Frank +44.20.7772.5618
Vice President - Senior Analyst 
frank.medrisch@moodys.com 

» analyst contacts continued on the (second to) last page  

NOVEMBER 7, 2022 

Proposed Framework for Net Zero 
Assessments 
Request for Feedback 

Summary 

We are seeking feedback on a proposed framework for Moody’s Investors Service (MIS) to provide 
Net Zero Assessments of non-financial corporate entities, including public sector and non-profit 
entities that have business-like revenue-raising capacity. This new product would provide an 
independent and comparable assessment of the strength of an entity’s carbon transition plan. 1 
Net Zero Assessments would be assigned to entities that have meaningful carbon transition plans 
and the assessments would be expressed on a five-point scale ranging from NZ-1 (highest score) 
to NZ-5 (lowest score). These assessments would be accompanied by component scores 
representing our assessment of the plan’s ambition to align with temperature scenarios and of the 
quality of the plan in terms of implementation. Net Zero Assessments would reflect a point-in-
time analysis and would be updated upon request by the scored entity on an annual or ad hoc 
basis. 

In response to climate change, a large number of entities have set targets to reduce their 
greenhouse gases (GHG) footprints, and some have also expressed an intention to eventually 
achieve a net zero2 emission state on or before a fixed date. Carbon transition is one of the most 
important environmental risks for non-financial corporates over the longer term. According to the 
Moody’s environmental risk heat map, 15 sectors with $5 trillion of debt have high or very high 
exposure to carbon transition risk. However, an entity can make a net zero commitment even if it 
currently faces limited credit risk from a rapid emissions reduction scenario, and the ambition and 
implementation quality of that commitment can be assessed. A Net Zero Assessment is 
applicable to both rated and non-rated entities. While this proposal relates to non-financial 
corporates, we expect to expand NZAs to additional sectors over time. 

Investors face considerable challenges in comparing decarbonization plans across companies 
because of limited and inconsistent disclosure requirements, differences in the magnitude, 
coverage and timing of targets, and differences in the capacity of firms to implement their 
business transformation plans and meet their stated targets. As a result, there is growing demand 
from market participants to have better tools and information available to help them understand 
the relative positioning of non-financial corporates as they transition to a low-carbon future. Net 
Zero Assessments will help meet this need. 

1 For clarity, the Net Zero Assessment takes into account other greenhouse gases (GHG), in addition to carbon dioxide. 
2 See the glossary in Appendix D for a definition. 
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Net Zero Assessments are not credit ratings and do not directly address credit risk or provide an opinion on 
the credit implications of an entity’s transition plan.  

The two components of our proposed Net Zero Assessment Framework are as follows: 

» Ambition score: For this component score, we would assess the level of ambition of the emissions cuts 
implied by an entity’s targets. Under our proposed approach, we would consider the share of the 
entity’s emissions covered by its targets and benchmark targets against different decarbonization 
pathways, with the most ambitious pathway reaching global net zero by 2050 and limiting global 
temperature increases to 1.5 degrees Celsius. This score would be expressed on a six-point scale. 

» Implementation score: For this component score, we would assess the implementation quality of an 
entity’s transition plan. Under the proposal, we would consider the actions and assumptions of an 
entity’s emissions transition plan, the effectiveness of the entity’s governance as well as the strategic 
coherence of its business and climate strategy. We would assign a better Implementation score where 
we consider there is a higher likelihood of achieving targeted emission reductions. This score would be 
expressed on a five-point scale. 

This framework would apply globally to all non-financial corporate entities, including utilities, corporate 
infrastructure and real estate investment trusts (REITs). This assessment framework would also apply to 
public sector and non-profit entities that have business-like revenue-raising capacity through the 
implementation of fees for service, such as municipal utilities, airports, toll roads, ports, mass transit 
enterprises, hospitals, housing agencies (excluding housing finance agencies) and higher education 
institutions. This framework would not apply to project finance, structured instruments or public entities 
that do not have their own GHG targets. Over time, we may expand the applicability of the framework to 
other entities, such as financial institutions and governments. 

In establishing Net Zero Assessments, we would consider publicly available information and non-
public/confidential information, including that shared as part of our engagement with the entity. Sources of 
publicly available information can include an entity’s public reporting, such as its financial, sustainability or 
periodic regulatory publications or additional data disclosures encouraged by separate disclosure standards 
or frameworks, such as those of CDP, the Task Force on Climate-related Financial Disclosures (TCFD) or the 
Glasgow Financial Alliance for Net Zero (GFANZ). 

  

This publication does not announce 
a credit rating action. For any credit 
ratings referenced in this 
publication, please see the 
issuer/deal page on 
https://ratings.moodys.com for the 
most updated credit rating action 
information and rating history. 
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Overview of the Net Zero Assessment Framework 

The Net Zero Assessment would be expressed as a five-point scale representing gradations of meaningful 
carbon transition plans. The Net Zero Assessments would comprise two key components, which would be 
the Ambition and Implementation scores. Exhibit 1 provides an illustration of the proposed assessment 
framework. 

EXHIBIT 1 

Overview of the Net Zero Assessment Framework 

 
Source: Moody’s Investors Service 

How to Submit Comments 

In this Request for Feedback, we are seeking comments on our proposed framework for Net Zero 
Assessments for non-financial corporates. The text of the proposed assessment framework follows. Prior to 
publication of the assessment framework, we may also consider other changes to the assessment 
framework as a result of the consultation process and our internal review. 

We invite market participants to comment on the Request for Feedback by January 31, 2023, no later than 
11:59 p.m. US Eastern time, by submitting comments to NetZeroAssessment@moodys.com. Upon 
appropriate consideration of received comments and our internal review, we plan to adopt and publish the 
Net Zero Assessment Framework. 

mailto:NetZeroAssessment@moodys.com
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Proposed Assessment Framework 

Net Zero Assessments 

Introduction 

In this assessment framework, we explain our general approach to providing Net Zero Assessments. Net 
Zero Assessments indicate our opinion of the strength of an entity’s carbon3 transition plan relative to a 
global net zero pathway consistent with the most ambitious goals of the 2015 Paris Agreement on climate 
change of limiting temperature increases to 1.5 degrees Celsius, with global net zero achieved in 2050. The 
assessment has two components: Ambition and Implementation. 

Net Zero Assessments are not credit ratings4 and do not directly address credit risk or provide an opinion on 
the credit implications of an entity’s transition plan. 

The Intergovernmental Panel on Climate Change (IPCC), the UN body for assessing climate change 
science, defines net zero as the point where emissions of greenhouse gases resulting from human activity 
(also referred to as anthropogenic) are balanced by anthropogenic removals over a specified period. The 
Paris Agreement calls for achieving a global net zero state by the second half of the century to limit global 
warming by the end of the century to well below 2 degrees Celsius, and to pursue efforts for 1.5 degrees 
Celsius, compared with pre-industrial levels.  

There are estimations of the amount of additional carbon dioxide (CO2) emissions the world can afford to 
emit to limit temperature increase by 2100 to 1.5 degrees Celsius above pre-industrial levels, with a 
particular degree of likelihood. This amount of emissions is called a carbon budget. For example, the carbon 
budget for a 50% likelihood to limit warming to 1.5 degrees Celsius is around 500 gigatonnes of CO2, or just 
11.6 years of 2019 emissions, after 1 January 2020. Hence, emissions of more than 500 gigatonnes of CO2 

by 2050 would most likely put the world in line with a scenario of a temperature increase that is higher than 
1.5 degrees Celsius.  

EXHIBIT 2 

Different Carbon Budgets Lead to Different Global Temperature Rises 

 
*Non-exhaustive list. 
Source: Moody’s Investors Service 

 
3 The Net Zero Assessment takes into account all GHGs. 
4 For more details, see Rating Symbols and Definitions. A link to Rating Symbols and Definitions can be found in the “Moody’s Related Publications” section. 
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There are different pathways the world can take to not surpass a given carbon budget, for example 
depending on the speed of emissions reductions — also referred to as abatements — and the expected 
deployment of carbon removal technologies. The benchmark scenarios we use 5 assume that most of the 
efforts needed to avoid exceeding the carbon budget arise from cuts in emissions, leaving very limited 
residual emissions in 2050, which are counterbalanced by carbon removals. 6 These benchmarks can be used 
to estimate the approximate decarbonization efforts an entity needs to contribute to Paris Agreement goals 
and a 2050 global net zero state. 

EXHIBITS 3  EXHIBITS 4 

Illustrative Pathway to Net Zero Aligned with 
Paris Agreement Goals 

Pathway to Net Zero Mainly Comes from 
Reductions in Gross Emissions into the 
Atmosphere, Not from Carbon Dioxide Removals 

 
Source: Moody’s Investors Service 
 

Many non-financial corporates have been adopting GHG reduction commitments that claim to arrive at 
“net zero” emissions that can be difficult to assess relative to a pathway consistent with the 1.5 degrees 
Celsius warming threshold. In practice, non-financial corporates’ GHG emissions targets vary substantially, 
particularly with respect to the share of their emissions covered and the timing of their proposed reductions. 
Moreover, non-financial corporates’ plans are different in terms of their specificity and entities’ 
commitments and capacities to execute their plans. Providing independent and consistent assessments of 
the overall strength of non-financial corporates’ emissions reduction plans therefore benefits investors, 
policymakers and other market participants. Our Net Zero Assessment approach provides differentiation 
between entities that set ambitious targets and those that set targets that imply limited efforts relative to 
what is needed under a 2050 global net zero scenario. Beyond the ambition of the targets, our approach 
also differentiates among entities whose targets are supported by robust transition plans and governance 
processes and those whose targets are subject to heightened implementation risks and are thus less likely to 
be achieved. 

In establishing Net Zero Assessments, we typically consider data, information or assessments found in or 
calculated or estimated from an entity’s public disclosures, from published research or indicators (e.g., 
proprietary scores) of MIS or other Moody’s entities, or from relevant third-party sources. We may also use 
non-public information provided by the entity.  

Net Zero Assessments are point-in-time opinions that can be updated upon request by the scored entity on 
an annual or ad hoc basis.  

Our presentation of this assessment framework proceeds with (i) the scope of this assessment framework; 
(ii) a definition of assessment symbols and scales; and (iii) a discussion of the scoring components. In 
Appendix A, we provide details on parameters needed for scoring the Ambition component score. In 

 
5 See the “Ambition” section below for more details. 
6 See the glossary in Appendix D for a definition of carbon removals. 
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Appendix B, we provide guidance for assessing the governance factor under the Implementation component 
score. In Appendix C, we discuss some sector-specific assumptions for two sectors, automotive original 
equipment manufacturers (OEMs) and oil and gas — independent exploration and production and 
integrated oil companies, in assessing the Ambition and Implementation components. Over time, we will 
add sector-specific guidance for other sectors to this appendix. In Appendix D, we provide a glossary of the 
most common terms used in this assessment framework.  

Scope 

This assessment framework applies globally to all non-financial corporate entities, including utilities, 
corporate infrastructure and REITs. This assessment framework also applies to public sector and non-profit 
entities that have business-like revenue-raising capacity through the implementation of fees for service, 
such as municipal utilities, airports, toll roads, ports, mass transit enterprises, hospitals, housing agencies 
(excluding housing finance agencies) and higher education institutions. This framework does not apply to 
project finance, structured instruments or public entities that do not have their own GHG targets. 

Net Zero Assessment Symbols and Scales 

A Net Zero Assessment (NZA) represents our opinion of the strength of an entity’s carbon 7 transition plan 
relative to a global net zero pathway consistent with the most ambitious goals of the 2015 Paris Agreement 
on climate change of limiting temperature increases to 1.5°C, with global net zero achieved in 2050. The 
assessment has two components: Ambition and Implementation. Net Zero Assessments are expressed on a 
five-point scale that represents gradations of meaningful carbon transition plans. We would not provide Net 
Zero Assessments to entities whose carbon transition plans are not meaningful. In the sections below, we 
describe how we arrive at Ambition and Implementation scores that underpin our overall assessment. 
Exhibit 5 provides the definitions of the scoring levels. 

EXHIBIT 5 

Net Zero Assessment Scale 

Score Definition 

NZ-1 The entity’s carbon transition[1] plan is leading. Its ambition and implementation are together broadly 
consistent with the most ambitious Paris Agreement goal of limiting temperature increases to 1.5 degrees 
Celsius, with global net zero achieved in 2050.  

NZ-2 The entity’s carbon transition plan is advanced. Its ambition and implementation are together broadly 
consistent with Paris Agreement goals of limiting temperature increases to at least well below 2 degrees 
Celsius. 

NZ-3 The entity’s carbon transition plan is significant. Its ambition and implementation are together generally 
consistent with limiting temperature increases to 2 degrees Celsius or below, albeit short of Paris Agreement 
goals.  

NZ-4 The entity’s carbon transition plan is constructive. Its ambition and implementation are together generally 
consistent with limiting, at worst, temperature increases to 2.35 degrees Celsius, but deviates from Paris 
Agreement goals.  

NZ-5[2] The entity’s carbon transition plan is limited. Its ambition and implementation are together generally consistent 
with limiting, at worst, temperature increases to 2.60 degrees Celsius. 

[1] The Net Zero Assessment takes into account all GHG, not only carbon dioxide.  

[2] We do not provide Net Zero Assessments to entities whose carbon transition plans are not meaningful either because their ambition is not 
consistent with limiting temperature increases below 2.60°C or because their implementation has very material gaps or significant weaknesses. 
2.60°C corresponds to the peak temperature outcome by 2100 under the Stated Policies Scenario (STEPS) of the IEA’S 2021 World Energy 
Outlook, with a 50% likelihood. Temperature increases lower than implied by STEPS (2.60°C) suggest efforts that go beyond the global trajectory 
implied by policies announced as of 2021. We fix the upper bound temperature limit using the 2021 STEPS scenario to avoid changes to our scoring 
definitions as government policies, and hence the STEPS scenario itself, evolve over time. 

Source: Moody’s Investors Service 

 
7 The Net Zero Assessment takes into account all greenhouse gases. 
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We combine the Ambition score and the Implementation score to arrive at the Net Zero Assessment using 
the aggregation shown in the table in Exhibit 6. In arriving at the final Net Zero Assessment, the 
Implementation score either keeps the Ambition score unchanged or results in a downward adjustment 
from the Ambition score to reflect limitations in the plan to achieve the stated ambition. As a result, at a 
given level of ambition, improvements in the Implementation score can lead over time to a better Net Zero 
Assessment. Where implementation is undeveloped, we will score NZ-5 regardless of the Ambition score. 
We may consider the carbon transition plan to be Not Meaningful (NM) where the ambition is not 
consistent with limiting temperature increases below 2.60°C or where implementation has very material 
gaps or significant weaknesses, for example based on an absence of actions related to the most material 
sources of emissions or an entity’s recent behavior that is contradictory to its decarbonization targets.  

EXHIBIT 6 

Arriving at the Net Zero Assessment 

 
[1] The Implementation Score is capped at Solid, Moderate and Minimal when the Ambition score is Above 2°C, Well Above 2°C and Above 2.6°C, 

respectively. Striped cells indicate combinations that are not scored. 

[2] Entities that have an Ambition score of Above 2.6°C or whose implementation has very material gaps or significant weaknesses do not qualify for 
an NZ-5. We view carbon transition plans for those entities as Not Meaningful (NM) and do not provide a Net Zero Assessment.  

Source: Moody’s Investors Service 

Discussion of the Scoring Components 

In the sections below, we discuss the considerations relevant for assessing the Ambition and 
Implementation components and the mechanics used to arrive at those component scores. 

Ambition 

For this component score, we assess the level of ambition of the emissions cuts implied by an entity’s 
targets. To assess the level of ambition, we consider the share of the entity’s emissions covered by its 
targets and benchmark targets against different decarbonization pathways, with the most ambitious 
pathway consistent with limiting global temperature increases to 1.5 degrees Celsius and reaching global net 
zero by 2050. A better Ambition score thus implies a higher contribution by the entity to limiting 
temperature increases and meeting global net zero objectives. We score ambition on a six-point scale. 
Scoring scale definitions are shown in the table in Exhibit 7. 
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EXHIBIT 7 

Ambition Score 

Score Definition 

1.5°C The entity’s ambition is 1.5°C Paris-aligned, i.e., it is broadly consistent with a 2050 global net zero pathway and the 
most ambitious Paris Agreement goals of limiting temperature increases, which corresponds to a temperature range of 
below 1.55°C under our scoring scale.  

Well Below 2°C The entity’s ambition is Paris-aligned, i.e., it is broadly consistent with Paris Agreement goals of limiting temperature 
increases to well below 2°C, which corresponds to a temperature range of 1.55°C to 1.80°C under our scoring scale. 

2°C or Below The entity’s ambition implies substantial contribution to carbon transition although it falls short of Paris Agreement 
goals, limiting temperature increases to between 1.80°C and 2.05°C under our scoring scale.  

Above 2°C The entity’s ambition implies material contribution to carbon transition although it deviates from Paris Agreement 
goals, limiting temperature increases to between 2.05°C and 2.35°C under our scoring scale. 

Well Above 2°C The entity’s ambition implies modest contribution to carbon transition, limiting temperature increases to between 
2.35°C and 2.60°C under our scoring scale.  

Above 2.6°C* The entity’s ambition implies a contribution to carbon transition that is not meaningful, limiting temperature increases 
to, at best, above 2.60°C under our scoring scale. 

Note: 2.60°C corresponds to the peak temperature outcome by 2100 under the Stated Policies Scenario (STEPS) of the IEA’s 2021 World Energy 
Outlook, with a 50% likelihood. 

Source: Moody’s Investors Service 
 

In the section below, we explain our general approach for scoring each factor and sub-factor under the 
Ambition scorecard, and we describe why they are meaningful indicators of ambition. 

Ambition Scorecard  

Key considerations in assessing the level of ambition include the coverage of the targets across all scopes of 
emissions (Scope 1, 2 and 3)8 and all greenhouse gases covered by the Kyoto Protocol and the Doha 
Amendment, 9 as well as the magnitude of the GHG emissions cuts implied by the entity’s targets over time. 

Scope 1 refers to direct emissions from the entity’s activities and emissions produced by its facilities and 
vehicles. Scope 2 refers to indirect emissions from the production of the energy used by the entity, such as 
from heating the entity’s office buildings. Scope 3 refers to emissions from sources not controlled by the 
entity but arising from its activities, such as from the use of products sold. 

Under our Ambition scorecard described in Exhibit 8 below, we assess the level of ambition for planned 
Scopes 1 and 2 emissions reductions separately from Scope 3 emissions reductions. For most sectors, we 
assign greater weight to Scopes 1 and 2 targets in our overall component assessment of ambition. Our 
approach reflects the more direct control entities have to reduce Scopes 1 and 2 emissions, in particular in 
the short term. Although it is important for entities to decarbonize their value chain to claim meaningful 
ambition, and entities have levers to drive decarbonization, emissions reductions remain somewhat 
contingent on actions by suppliers and customers as well as other stakeholders (e.g., policymakers). The 
difference in weights also highlights the challenges that entities confront in reliably tracking and accounting 
for Scope 3 emissions, compared with Scopes 1 and 2 emissions. 

For some sectors, products sold would need to be phased out (e.g., fossil fuels) or radically redesigned (e.g., 
electric cars) for entities in these sectors to achieve meaningful emissions reductions due to the irreducibly 
high carbon intensity of their use by customers, which is incorporated in Scope 3. For such sectors, we 
reverse the weights assigned to the different scopes as described in Exhibit 9. For a list of the sectors for 
which we reverse the sub-factor weights, please see Appendix A. 

 
8 See the glossary in Appendix D for a definition of emission scopes. 
9  There are seven greenhouse gases that are significantly linked to climate change and covered under the Kyoto Protocol and the Doha Amendment, which are carbon 

dioxide (CO2), methane (CH4), nitrous oxide (N2O), hydrofluorocarbons (HFCs), perfluorocarbons (PFCs), sulfur hexafluoride (SF6) and nitrogen trifluoride (NF3). 



 

 

  

9 NOVEMBER 7, 2022 REQUEST FOR FEEDBACK: PROPOSED FRAMEWORK FOR NET ZERO ASSESSMENTS 

  

CORPORATES 

We also assess short-term and long-term emissions reductions separately under our scorecard and place 
greater emphasis on short-term targets. While ambitious long-term commitments are required to 
contribute meaningfully to Paris Agreement goals, it is essential that entities cut emissions significantly in 
the next decade for the world to have a reasonable likelihood of achieving the Paris Agreement goals. We 
define short-term targets as dates that are at least two years into the future and up to 2035. We define 
long-term targets as those falling between 2036 and 2060.10 

The calibration of weights to the various factors and sub-factors within the Ambition scorecard recognizes that 
entities can receive a 1.5°C Ambition score using a combination of actions, with a number of different options for 
setting Scope 3 targets, particularly in the short term. However, receiving the best score requires 1.5°C Ambition 
scores for Scopes 1 and 2 for short- and long-term targets, as well as for the Scope 3 long-term target. 

EXHIBIT 8 

Ambition Scorecard 

Factor Factor Weight  Sub-factor Sub-factor Weight  Sub-factor Metric Sub-factor Adjustment* 

Short-term Targets 60%  

Scopes 1 and 2 75%  Implied Temperature Rise Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Scope 3 25%11  Implied Temperature Rise Target type 
Target coverage and quantification 

Long-term Targets 40%  

Scopes 1 and 2 60%  Implied Temperature Rise Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Scope 3 40%  Implied Temperature Rise Target type 
Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Note: We may assign final sub-factor scores that are different from initial sub-factor scores based on other considerations (for more details, please see the “Assigning Final Sub-factor Scores” section). 

Source: Moody’s Investors Service 
 

EXHIBIT 9 

Ambition Scorecard for Sectors with Reversed Weights 

Factor Factor Weight  Sub-factor Sub-factor Weight  Sub-factor Metric Sub-factor Adjustments* 

Short-term Targets 60%  

Scopes 1 and 2 25%  Implied Temperature Rise Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Scope 3 75%  Implied Temperature Rise Target type 
Target coverage and quantification 

Long-term Targets 40%  

Scopes 1 and 2 40%  Implied Temperature Rise Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Scope 3 60%  Implied Temperature Rise Target type 
Target coverage 
Cumulative emissions 
Regional benchmarks 
Intensity targets and growth projections 

Note: We may assign final sub-factor scores that are different from initial sub-factor scores based on other considerations (for more details, please see the “Assigning Final Sub-factor Scores” section). 

Source: Moody’s Investors Service 

 
10 For more details on our treatment of targets, please see Appendix A. 
11 If Scope 3 is less than 30%, we assign 100% weight to Scopes 1 and 2 within the Short-term Targets factor. For a list of sectors typically expected to have less than 30% 

scope emissions, please see Appendix A. 
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Our starting point for assessing each of the four sub-factors is the Implied Temperature Rise (ITR) metric, 
which we may adjust downward or upward based on adjustment considerations to arrive at the initial sub-
factor score. We may assign final sub-factor scores that are different from initial sub-factor scores based on 
other considerations (for more details, please see the “Assigning Final Sub-factor Scores” section). Sub-
factor scores and factor scores are aggregated using the sub-factor score and factor weights, respectively, 
shown in Exhibits 7 and 8 to arrive at the factor scores and overall Ambition score. 

Implied Temperature Rise Metric 

The ITR metric is a forward-looking assessment of the implied global temperature rise, expressed in degrees 
Celsius, associated with the entity’s GHG emissions targets as compared with benchmarks for the sector. 
The ITR metric provides an important indication of the entity’s ambition to reduce its GHG footprint and 
thus contribute to limiting global temperature rises. 

Exhibit 10 provides an overview of the assessment process for the ITR, and in the text below we discuss the 
process in more detail. 

EXHIBIT 10 

Implied Temperature Rise Assessment Process 

 
Source: Moody’s Investors Service 

 

In arriving at the ITR associated with an entity’s GHG emissions targets, we consider the extent of alignment 
between an entity’s decarbonization targets and carbon emissions benchmarks. The carbon emissions 
benchmarks are based on various climate and technology development scenarios, which depict specific 
global conditions with associated emissions trajectories and temperature outcomes. Scenarios are 
developed based on a set of assumptions and model rules that provide a range of different temperature 
outcomes against which we compare entity targets, and which provide sufficient information to calculate 
relevant sector benchmarks. Sources of these global warming scenarios include three International Energy 
Agency (IEA) climate scenarios: Stated Policies Scenario (STEPS), Sustainable Development Scenario (SDS) 
and Net Zero Emissions by 2050 (NZE).  
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EXHIBIT 11 

Global Warming Scenarios Used for Constructing Benchmarks 

Scenario Description Peak Temperature Outcome by 2100 

Stated Policies Scenario 
(STEPS) 

Governments implement policies they have already 
announced. 

2.60°C with 50% likelihood 

Sustainable Development 
Scenario (SDS) 

Governments implement policies sufficient to reach the 
Sustainable Development Goals on climate, energy access 
and air pollution; and on a path aligned with the “well 
below” 2 degrees Celsius objective of the Paris Agreement.  

1.65°C with 50% likelihood 

Net Zero Emissions by 
2050 (NZE) 

Modeling of what would be needed to put global CO2 
emissions on track for net-zero by 2050.  

1.5°C with 50% likelihood 

Source: International Energy Agency, World Energy Outlook 2021 
 

We follow two main approaches to construct benchmarks: (i) the rate of reduction approach that is typically 
used to build sector-agnostic benchmarks; and (ii) the convergence approach that is typically used to build 
sector-specific benchmarks. Under the rate of reduction approach, entities are expected to achieve the same 
rate of annual reduction in absolute emissions, independent of the starting level of emissions. We typically 
use the convergence approach for sectors that are homogenous in their business profile and for which 
carbon intensity measures and targets can be constructed. Under the convergence approach, the entities in 
a particular sector are expected to converge to the same average carbon intensity level. To construct sector-
specific benchmarks, we calculate or estimate decarbonization benchmarks from industry-specific data on 
emissions and production provided in the scenarios described in Exhibit 11. 

The benchmarks we use are based on gross emissions rather than net emissions. Gross emissions are the 
actual greenhouse gases emitted into the atmosphere, while net emissions also take into account other 
natural or technological processes that absorb carbon directly from the atmosphere (carbon removals), 
limiting their accumulation in the atmosphere. Most climate scenarios forecast a very limited availability of 
carbon removals as a climate change mitigation solution, at least in the next three decades. 12 Therefore, we 
typically do not consider carbon offsets and other forms of carbon removal solutions as scalable options 
that can be replicated by a large number of entities as a main driver for climate change mitigation at a 
global scale and do not include them in our scoring. 

Depending on each entity’s business activities, we may use either the rate of reduction approach or 
convergence approach. In cases where an entity has multiple activities, and some of these have specific 
convergence benchmarks, we also consider the coverage of those activities by the targets in selecting the 
benchmarks. For more details on sectors for which we use sector-specific benchmarks and our approach for 
selecting benchmarks, please see Appendix A. We may update or create additional benchmarks over time 
based on new or updated scenarios.  

Once we have selected the appropriate benchmark for the entity’s activities, we project the entity’s GHG 
emissions using its reported emissions in the base year and its targets and compare these projections with 
the point-in-time emissions estimates of the three benchmarks (NZE, SDS and STEPS) in the target year. To 
arrive at the projection of the entity’s emissions, we primarily use the entity’s self-reported Scopes 1, 2 and 
3 emissions data and targets. 13 If necessary, we may make adjustments to reported data using estimates or 
assumptions. For more details on how we project an entity’s emissions for the purpose of our ITR score, 
please see Appendix A. 

 
12 For instance, the IEA’s Net Zero Emissions by 2050 scenario anticipates just 1.9 gigatonnes of carbon dioxide removal in the year 2050, which represents only about 5% 

of 2019 non-AFOLU CO2 emissions. AFOLU relates to agriculture, forestry and other land use. 
13 Data is either publicly disclosed or non-public information provided as part of the scoring process. 
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EXHIBIT 12 

Illustrative Point-in-time Comparison Between Emission Benchmark and Entity’s Target 

 
Source: Moody’s Investors Service 
 

Based on the projected emissions of the entity and the benchmark, we then calculate the entity’s ITR using 
linear interpolation the following formula: 

𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰 𝑻𝑻𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑰𝑰 𝑹𝑹𝑰𝑰𝑹𝑹𝑰𝑰 = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑥𝑥 +  
𝑇𝑇𝑡𝑡𝑇𝑇𝑇𝑇𝑙𝑙𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 − 𝑇𝑇𝑡𝑡𝑇𝑇𝑇𝑇𝑙𝑙𝑥𝑥
𝑇𝑇𝑡𝑡𝑇𝑇𝑇𝑇𝑙𝑙𝑒𝑒 − 𝑇𝑇𝑡𝑡𝑇𝑇𝑇𝑇𝑙𝑙𝑥𝑥

× (𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑦𝑦 − 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑥𝑥) 

Where, 

Temperature x is the peak temperature reached during the period and corresponds to the lower bound 
benchmark scenario (for example, if the lower bound benchmark scenario is NZE, then the temperature is 
1.5°C). Where a lower bound benchmark is not found (the entity’s total projected emissions are already at 
the lowest level), the entity is assigned a temperature assessment of 1.5°C. 

Temperature y is the temperature corresponding to the upper bound benchmark scenario (for example, if 
the upper bound benchmark scenario is SDS, then the goal temperature is 1.65°C). Where an upper bound 
benchmark is not found (the entity’s total projected emissions are already at the highest level, exceeding 
the STEPS benchmark), the entity is assigned a maximum temperature assessment of 2.6°C. We do not 
extrapolate a temperature rise beyond this level as that would involve our predicting a temperature increase 
for emissions levels. 

Totalentity is the entity’s point-in-time projected emissions for the given future period. 

Totalx is the point-in-time emissions estimate associated with the lower bound benchmark scenario for the 
given future period. 

Totaly is the point-in-time emissions estimate associated with the upper bound benchmark scenario for the 
given future period. 

We put the temperature outputs in scoring ranges using the six-level scale described in Exhibit 13.  
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EXHIBIT 13 

Implied Temperature Rise Scoring Ranges 

Temperature Output Implied Temperature Rise Score 

≤ 1.55°C 1.5°C 

1.55°C - 1.80°C Well Below 2°C 

1.80°C - 2.05°C 2°C or Below 

2.05°C - 2.35°C Above 2°C 

2.35°C - 2.60°C Well Above 2°C 

> 2.60°C Above 2.6°C 
Source: Moody’s Investors Service 
 

Adjustments 

The adjustments discussed below can result in downward or upward adjustments to the ITR scores under 
the four different sub-factors of our Ambition scorecard to arrive at the initial sub-factor score. which is 
expressed on the same six-point scale as for ITR. A downward adjustment by one lowers the ITR score to the 
next lowest score. We may assign a final sub-factor score different from the initial sub-factor score based on 
other considerations (for more details, please see the “Assigning Final Sub-factor Scores” section). 

Scopes 1, 2 and 3 

TARGET COVERAGE 

A lower coverage of an entity’s GHG emissions by its emissions reduction targets implies, all else being 
equal, lower emissions cuts. In arriving at the coverage of the targets, we typically review operational (e.g., 
business segments, geographies, facilities) exclusions, GHG type exclusions (e.g., CO2, methane) and other 
inventory exclusions (e.g., specific scope categories), which count as deductions to our coverage estimation. 
Where an entity sets distinct targets across the three dimensions discussed above, we assess the coverage 
holistically, i.e., looking at coverage of the entity’s total GHG emissions. 

We define specific coverage thresholds under which we would apply downward adjustments to the ITR 
score (see Appendix A). Below certain thresholds, we would cap the sub-factor score given the limited 
overall emissions cuts the targets can lead to. 

Thresholds and related notching adjustments are set differently across the four sub-factors, reflecting the 
need for an entity’s emissions reduction targets to cover a more substantial share of emissions for Scopes 1 
and 2 and over the longer term across all scopes to achieve material emissions cuts. On the other hand, the 
thresholds for Scope 3 short-term targets allow for less coverage of the entity’s Scope 3 emissions. This 
approach recognizes the typically limited number of material Scope 3 categories14 on which entities can 
have a meaningful influence in the short term. This is the case for Category 1, for example, which comprises 
emissions from the purchases of goods and services, where value chain partners would need to both provide 
accurate emissions data and to attain emission reductions in their operations. 

For Scope 3 short-term targets, we also consider supplier engagement targets in our calculation of target 
coverage. Supplier engagement targets are short-term levers that help entities increase their influence over 
Scope 3 emissions. We would typically only include supplier engagement targets in our calculation of target 
coverage if entities have committed to have their suppliers set ambitious emissions reduction targets. These 
supplier engagement targets would typically have the following characteristics: (i) expire in the next few years 
from assessment date; and (ii) be aligned with a level of ambition that is broadly consistent with Paris 
Agreement goals. While giving credit to these targets in our calculation of target coverage for Scope 3 short-
term, we may adjust the ITR score downward based on our quantification analysis, as explained below. 

 
14 The GHG Protocol classifies Scope 3 upstream and downstream emissions into 15 categories. 
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For sectors where we place greater focus on Scope 3 emissions, 15 we apply specific Scope 3 short-term and 
long-term coverage requirements.  

We provide more details in Appendix A on the level of adjustments based on the coverage of an entity’s 
emissions targets across Scopes 1, 2 and 3. 

CUMULATIVE EMISSIONS 

In our measurement of ITR, we use a point-in-time approach that indicates the extent of divergence between 
an entity’s projected emissions pathway and the benchmark at a given point in time (the target year).  

We recognize that global temperature increases are, however, dependent on the emissions pathway and 
vary based on exactly how emissions decline over time to reach a target. A cumulative approach, based on 
the cumulative divergence between the entity’s emissions and a benchmark over time, for the measurement 
of the ITR better fits the physical relationship between cumulative emissions and warming outcomes and 
thus the carbon budget concept. For example, an entity may have an ambitious target but delay most of the 
emissions reduction efforts close to its final target year, hence emitting more, cumulatively, over the period 
covered than an entity that may front-load its efforts. On the other hand, our point-in-time ITR approach 
strikes a balance between analytical accuracy and the simplicity of assumptions needed to arrive at an 
analytical outcome. 16 The risk of large inaccuracies in the ITR value is largely mitigated by our scoring 
approach, in which we consider both short-term and long-term targets. 

Nevertheless, where the ITR value for Scopes 1 and 2 short-term or long-term or Scope 3 long-term17 is 
1.5°C or Well Below 2°C under our point-in-time measurement, we also typically assess the targets on a 
cumulative-emissions basis. In case of large differences in outcomes between the cumulative and point-in-
time approaches, typically where the ITR on a cumulative basis is above 2 degrees Celsius, we may apply a 
downward adjustment of one scoring level to the relevant scope’s ITR score.  

REGIONAL BENCHMARKS 

Given regional differences in historical emissions levels and the different stages of countries’ economic 
development, the Paris Agreement includes the principle of common but differentiated responsibilities, 
whereby emerging economies are given more time to reduce emissions than developed economies. 

For entities with activities located in developing markets that represent a vast majority of their total 
emissions, typically above 90%, and that are not global commodities, regional benchmarks can provide a 
fairer indication of expected emissions reduction efforts. For example, electricity typically has a regional 
market structure that allows us to assess the ITR using regional benchmarks. We typically assess the ITR 
using regional benchmarks for entities only where the ITR score using the global benchmarks is 2°C or Below 
or Well Below 2°C. Where the ITR18 using regional benchmarks is 1.5 degrees Celsius, we may apply an 
upward adjustment of one scoring level.  

We do not consider regional benchmarks in cases where targets are set based on economic intensity or non-
standard physical intensity targets (see below for more details on non-standard-physical intensity targets). 
For an indicative list of sectors for which we may use regional benchmarks, please see Appendix A.  

 
15 See Appendix A for an indicative list of these sectors.  
16 Assessing the ITR using a cumulative approach requires projecting an entity’s emissions throughout the period, using any interim target available and making 

assumptions about the trajectory of emissions between targets. 
17 We do not assess Scope 3 short-term targets using the cumulative approach because of the lower expected accurate quantification of the target (as discussed above). 
18 We use the point-in-time temperature alignment approach for the purpose of the regional benchmark assessment. 
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INTENSITY TARGETS AND GROWTH PROJECTIONS 

For entities that use intensity targets, we assess whether the entity’s targets imply absolute emissions 
increases. 19 Where our growth projections imply absolute emissions increases, we typically apply a 
downward adjustment of one scoring level. For entities in emerging markets where absolute emissions in 
the region and industry are expected to grow over the assessed period under globally recognized 
decarbonization scenarios, 20 we typically do not apply this downward adjustment, provided that the entity’s 
emissions increase is not greater than that implied by the recognized scenarios. 21  

Scope 3 Only 

TARGET TYPE 

Entities may set emissions reduction targets in the form of economic intensity targets (e.g., CO2 emissions 
by EBITDA in USD millions) or non-standard physical intensity targets (e.g., CO2 per employee or CO2 per 
square of retail space). These targets typically constrain our capacity to accurately project emissions given 
the number of assumptions needed to convert these targets into a format that allows us to assess their 
alignment with standard benchmarks, and these targets can vary significantly in their formulation across 
companies. We therefore consider whether particular targets can be readily compared to appropriate 
benchmarks on a case-by-case basis.  

Where such targets are used, we typically apply the following approaches: (i) for physical intensity targets, 
we use a benchmark reflecting the change in carbon intensity of real GDP, calculated based on the growth 
rate of absolute emissions and the growth rate of real GDP; and (ii) for economic intensity targets, we use a 
benchmark that reflects the change in carbon intensity of nominal GDP, calculated based on the growth 
rate of absolute emissions and the growth rate of nominal GDP. We typically cap the relevant short-term or 
long-term Scope 3 sub-factor score at 2°C or Below and Above 2°C respectively, and we may assign a lower 
score if the target is less ambitious than the benchmarks described above. For sectors for which we apply 
specific Scope 3 benchmarks, where such targets are used for Scope 3, Category 11, we assign a score of 
Well Above 2°C to the short-term or long-term Scope 3 sub-factor score. This approach reflects our view 
that such targets create very meaningful uncertainties on future emissions reductions while robust target 
setting for Scope 3 emissions is very important in those sectors. For more details, see Appendix A.  

TARGET COVERAGE AND QUANTIFICATION 

Entities may set supplier engagement targets as a way to encourage reductions in Scope 3 emissions, which 
we would consider in our assessment of short-term target coverage. We nevertheless consider that this type 
of target is of weaker quality than other targets because it is not possible to assess in quantitative terms the 
timing and extent of contemplated GHG emissions reductions, and it is challenging to track them. 

However, entities may set quantified emissions reduction targets as part of their short-term Scope 3 
reduction strategy alongside supplier engagement targets. For example, an entity may have a supplier 
engagement target seeking to have 60% of its suppliers (based on the entity’s supplier expenditures) set 
emissions reduction targets while also targeting a reduction of GHG emissions from business travel by 30% 
by 2025. We call the supplier engagement target the “unquantified” part of the short-term Scope 3 target 
and the target for reducing business travel the “quantified” part of the target. In assessing the target’s 
coverage, we consider that the sum of the coverage corresponding to the quantified and unquantified parts 
of the target comprises the total coverage of the short-term Scope 3 target. 

 
19 For more details on how we may convert intensity targets into absolute targets, please see Appendix A. 
20 We do not include STEPS. 
21 We do not assess absolute emissions increases for non-standard Scope 3 targets. See the “Target Type” section for more details on non-standard targets and their 

treatment. 
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In general, a higher degree of coverage and quantification increases the entity’s potential for emissions cuts 
as well as the accuracy of our assessment regarding the ITR of short-term Scope 3 targets. Therefore, in the 
presence of supplier engagement targets, we would apply downward adjustments to the ITR score where 
the quantified portion of the targets is not high. The level of this numeric adjustment would be based on 
both the level of total coverage of Scope 3 emissions by the target and the level of quantification of the 
target. We apply a lesser downward adjustment as target coverage and quantification increases to reflect 
the stronger reliability of the ITR score associated with the quantified part of the target. 

Where a target is essentially unquantified, i.e., it is typically less than 5% quantified, we cap the sub-factor 
score at 2°C or Below, and the score would be lower as target coverage diminishes. For clarity, we only 
consider supplier engagement targets in our assessment of short-term Scope 3 emissions, and do not 
consider supplier engagement targets in our assessment of long-term Scope 3 emissions. For more details, 
please see Appendix A. 

Assigning Final Sub-factor Scores 

We may assign final sub-factor scores that are different from the initial sub-factor scores based on 
considerations that include outstanding strengths or severe gaps in one or several targets assessed under the 
sub-factors (e.g., an ITR that would be substantially below 1.5°C or above 2.6°C), sector specific 
considerations or scenario analysis. For example, we may test different assumptions around growth rates 
where we use intensity targets (see Box 1). We may also assess the ITR using different benchmarks in cases 
where the entity has different activities that are not fully captured by the primary benchmark used or where 
there are multiple globally recognized benchmarks for a given sector. 
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BOX 1 

Using Assumptions in Estimating Implied Temperature Rise 
Entities may set targets that apply to different emissions scopes and horizons, and these targets may be expressed 
differently, for example in absolute or intensity (physical or economic) terms or as renewable electricity targets. In assessing 
an entity’s emissions reduction ambition, we may make some assumptions in order to project emissions targets against the 
most appropriate benchmarks. Those assumptions may relate to growth in production, financial performance and energy 
consumption per unit of product, among others.  

Different assumptions can lead to varying ITRs, in particular where the necessary assumptions on emissions are very 
material to an entity or where the assumptions cover a longer time period. For example, an entity with mixed businesses for 
which aluminum production accounts for the majority of emissions may set an absolute emissions reduction target, which 
we would convert in intensity terms to compare with an aluminum sector benchmark that is expressed in intensity terms. 
The conversion would require making assumptions on growth rates of aluminum production over time. As described in 
Appendix A, we typically use conservative assumptions and rely on STEPS growth assumptions for the conversion. However, 
STEPS growth assumptions may be materially different from the entity’s growth projections, recent industry trends, or 
market consensus around medium-term growth in the industry. Where this is the case, we consider the ITR using different 
assumptions to assess the sensitivity of the ITR to these assumptions. See below for an illustrative example of the 
benchmarking of an entity’s intensity targets based on different growth assumptions. 

EXHIBIT 14 

Illustrative Example of Sensitivity Testing on Growth Assumptions 

 
Source: Moody’s Investors Service 

 

Arriving at the Overall Ambition Score 

The final score for each sub-factor is mapped to a numeric score (see Exhibit 15). The numeric score for each 
sub-factor is multiplied by the weight for that sub-factor, with the results then summed to produce 
aggregate numeric short-term and long-term factor scores. Each of these numeric factor scores is then 
multiplied by the weight for that factor, with the results then summed to produce an aggregate numeric 
Ambition score. The resulting numeric score is mapped backed to the six-point scale to arrive at the 
Ambition score based on the scoring ranges in Exhibit 15. 

EXHIBIT 15 

Factors and Overall Ambition Scoring Ranges 

Score Numeric Sub-factor Score Used for the Ambition Scorecard Scoring Ranges 

1.5°C 1 1 ≤ x ≤ 1.3 

Well Below 2°C 2 1.3 < x ≤ 2 

2°C or Below 3.05 2 < x ≤ 3.05 

Above 2°C 4.75 3.05 < x ≤ 4.75 

Well Above 2°C 6.5 4.75 < x ≤ 6.5 

Above 2.6°C 8 6.5 < x ≤ 8 
Source: Moody’s Investors Service 



 

 

  

18 NOVEMBER 7, 2022 REQUEST FOR FEEDBACK: PROPOSED FRAMEWORK FOR NET ZERO ASSESSMENTS 

  

CORPORATES 

Implementation 

For this component score, we assess an entity’s capacity to implement its carbon transition plan. Key 
considerations in assessing implementation quality include the entity’s governance and the clarity of and 
soundness of its plan. A stronger Implementation score indicates that the entity is putting in place the 
necessary structures and processes and taking the actions required to meet its emissions reduction targets. 
We score implementation on a five-point scale, from Strong to Undeveloped. Scoring scale definitions are 
shown in the table in Exhibit 16. While we assess every entity’s plan on its own merits, this assessment is 
performed in the context of the entity’s Ambition score. Thus, while a given plan may be well-defined and 
have few uncertainties or risks, it may not be sufficient to achieve the entity’s emissions reduction 
ambitions. This relationship is reflected in our scoring scale definitions below. 

EXHIBIT 16 

Implementation Score 

Score Definition 

Strong The entity exhibits an implementation quality that is strongly supportive of its ambition. It demonstrates 
best practices and thus provides the highest level of confidence in the entity’s capacity to attain targets. 
The GHG reduction plan has a strong clarity and soundness. The governance is at least solid, or the 
clarity and soundness of the plan may be solid, but the entity has strong governance. Overall, the 
implementation quality provides a meaningful level of confidence in the entity’s capacity to attain 
targets with an Ambition score of up to 1.5°C.   

Solid The entity exhibits an implementation quality that is solidly supportive of its ambition. There are clear 
strengths identified in clarity and soundness or in governance, and these strengths are only partially 
offset by areas requiring further development identified in either of the two dimensions. Overall, the 
implementation quality provides a meaningful level of confidence in the entity’s capacity to attain 
targets with an Ambition score of up to Well Below 2°C.  

Moderate The entity exhibits an implementation quality that is moderately supportive of its ambition. There are 
some strengths identified in clarity and soundness or in governance. There is, however, at least one 
material area requiring further development in either of the two dimensions. Overall, the 
implementation quality provides a meaningful level of confidence in the entity’s capacity to attain 
targets with an Ambition score of up to Above 2°C. 

Minimal The entity exhibits an implementation quality that only offers minimal support to ambition. There may 
be some strengths but there are also multiple material areas requiring further development identified in 
the entity’s governance or the clarity and soundness of the plan. It is considered insufficient to achieve 
targets better than with an Ambition score of Well Above 2°C.  

Undeveloped The entity exhibits an implementation quality that is undeveloped. There may be some strengths, but 
these are largely outweighed by very material gaps identified in the entity’s governance or the clarity 
and soundness of the plan. Those gaps indicate that substantial work remains to develop 
implementation capacity more likely to lead to achievement of targets. Overall, it limits the capacity to 
implement meaningful emissions reduction targets. 

Source: Moody’s Investors Service 
 

In the sections below, we provide an overview of our Implementation Scorecard and explain our general 
approach for scoring each factor in the scorecard, and we describe why they are meaningful indicators of 
implementation quality. 



 

 

  

19 NOVEMBER 7, 2022 REQUEST FOR FEEDBACK: PROPOSED FRAMEWORK FOR NET ZERO ASSESSMENTS 

  

CORPORATES 

Implementation Scorecard  

EXHIBIT 17 

Implementation Scorecard 

Factor Sub-factor Considerations and Metrics 

Governance 

GHG Accounting 

Strength of GHG Disclosures  

Third-party Assurance and Methodologies 

Targets Frequency and Reporting 

Integration of Climate Objectives 

Corporate Climate Conduct 

Quality of Board Oversight 

Management Incentives 

Binding Mechanisms  

Clarity and 
Soundness 

Short-term Targets 
Scopes 1 and 2 

Scope 3 

Long-term Targets 
Scopes 1 and 2 

Scope 3 
Source: Moody’s Investors Service 
 

Arriving at the Overall Implementation Score 

Under our Implementation Scorecard described in Exhibit 17 above, we use a matrix to combine the 
Governance and the Clarity and Soundness factors scores to arrive at the Implementation score. 

EXHIBIT 18 

Implementation Factor Scores 

 
 Governance Score 

Strong Solid Minimal Undeveloped 

Clarity and 
Soundness 
Score 

Strong Strong Strong Solid Moderate 

Solid Strong Solid Moderate Minimal 

Moderate Solid Moderate Minimal Undeveloped 

Minimal Moderate Minimal Minimal Undeveloped 

Undeveloped Minimal Undeveloped Undeveloped Undeveloped 
Source: Moody’s Investors Service 
 

Factor: Governance 

Why It Matters 

The governance of an entity provides important indications of its ability to establish structures and 
implement processes to reach its emissions reduction targets. Overall governance processes that foster 
accountability can favorably influence the willingness and ability of an organization to attain its stated 
targets. Conversely, gaps in measurement and controls around GHG emissions metrics and targets can 
negatively influence an entity’s capacity to attain its targets and may indicate a lack of organizational 
commitment to these initiatives.  

How We Assess It 

In assessing this factor, we consider two main dimensions: GHG Accounting, and Integration of Climate 
Objectives. 
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Key considerations in assessing the GHG Accounting sub-factor include the strength of GHG disclosures, 
the presence of third-party assurance on GHG emissions measurement, the robustness of accounting 
approaches used to measure GHG emissions, and the tracking and reporting of transition targets. 

Key considerations in assessing the Integration of Climate Objectives sub-factor include the climate related 
commitments of the organization, including around Just Transition,22 the presence of mechanisms to foster 
alignment of interests in the organization, the quality of board oversight and expertise or competency on 
climate-related issues, and the binding mechanisms associated with the plan. Oversight and buy-in from the 
highest levels of an entity are key to effectively supporting the transition to lower emissions, as is 
incorporating the commitment to reduce emissions into the entity’s core values and business goals. 
Evidence of how climate change risk and opportunity assessment is addressed within the top decision-
making structures of an entity is a relevant indicator of how committed the entity is to reducing its 
emissions, and how well integrated the transition is with the entity’s strategies and business plans. 
Commitment at the highest levels of the entity increases the likelihood of effective action to reduce GHG 
emissions.  

In assessing the integration of climate objectives with the entity’s governance, we consider the extent to 
which executive compensation is linked to the entity’s emissions reduction plan. Clear incentives, especially 
at the executive level, to reward progress toward emissions reduction targets weigh positively in our 
assessment. 

Effective management of emissions reduction targets requires specific climate change expertise related to 
setting targets that align with the Paris Agreement goals, deploying effective means to identify, track and 
reduce GHG, and preparing for the likely direct and indirect effects of climate change on the business. The 
entity’s likelihood of reaching its targets is increased by having senior executives with related experience or 
by naming a board member or committee with responsibility for attaining climate change-related goals. 

We also consider the entity’s binding mechanisms to reach its emissions reduction targets, such as inclusion 
of its targets in regulatory filings. Finally, we also consider the coherence of an entity’s broader business 
plans and activities with its climate goals. It is important that in the course of the normal conduct of its 
business, the entity does not demonstrate behavior that is contradictory to its stated climate commitments. 

Arriving at the Governance Factor Score 

We score a number of aspects related to each consideration. Each aspect is scored on a four-point scale, and 
each point on the scale has a numeric value, which ranges from +2 to -4. For some aspects there are fewer 
than four available scores. 23 Exhibit 19 below provides an overview of the different aspects scored. We 
discuss in more detail how we assess the different aspects in Appendix B. 

  

 
22 For the purposes of this assessment framework, we define Just Transition as a carbon transition that is inclusive and fair, creates social and economic opportunities for all 

impacted populations and mitigates any challenges. Social dialogue and respect for fundamental labor principles and rights are key elements of a Just Transition. 
23 In Exhibit 28 in Appendix B, unavailable scores are marked NA. 
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EXHIBIT 19 

Overview of Governance Scorecard 

Consideration  Aspect 

GHG 
Accounting 

Strength of GHG 
Disclosures 

GHG disclosure covers at least target boundary. 

Proxies or non-public information are needed to assess target coverage. 

Scopes 1 and 2 emissions are reported comprehensively. 

Scope 2 emissions are reported based on location-based and market-based 
disclosure. 

Scope 3 emissions are reported comprehensively. 

The entity discloses carbon credits separately from GHG metrics and targets. 

Third-Party Assurance 
and Methodologies 
around GHG Disclosures 

The entity discloses the methodology used to estimate/measure GHG inventory. 

GHG disclosures are third-party verified. 

Targets Frequency and 
Reporting 

Targets are formulated based on absolute emissions. 

There are several GHG emissions targets – defined as any quantitative objective 
related to emissions reductions expressed as a "target”. 

Progress against key targets is tracked and reported. 

Integration of 
Climate 

Objectives 

Corporate Climate 
Conduct 

The entity’s behavior is coherent with its stated climate commitments. 

Environmental and social risks associated with the implementation of transition 
plans are identified and managed. 

Quality of Board 
Oversight 

The entity discloses evidence of board or board committee oversight of the 
management of climate change. 

The entity has named a position at the board level with responsibility for climate 
change. 

The entity is able to demonstrate the board’s experience with respect to 
managing climate risks. 

Management Incentives Climate-related key performance indicators (KPIs) are tied to CEO or other 
senior executive compensation plans. 

Binding Mechanisms 
Targets considered in the Ambition component are stated using the word 
"target" or "commitment.” 

Targets are subject to approval and oversight by owners or public authorities. 
Source: Moody’s Investors Service 
 

Numeric scores are aggregated using equal weights, and the resulting numeric score is mapped back to an 
overall initial Governance factor score. We may adjust the Governance factor score based on different 
considerations, including significant gaps in one or several areas and sector-specific considerations.24 We 
provide more details on sector-specific considerations in some sectors in Appendix C. 

EXHIBIT 20 

Governance Scoring Ranges 

Scoring Ranges for the Initial Governance Factor Score Initial Governance Factor Score 

≥ 19 Strong 

15 ≤ x < 19 Solid 

8 ≤ x < 15 Minimal 

x < 8 Undeveloped 
Source: Moody’s Investors Service 
 

 
24 An example of a sector-specific consideration is the approach used to calculate Scope 3 emissions for automotive OEMs and certain other sectors (e.g., Well to Wheel, 

Wheel to Tank) for Categories 1 (Purchased Goods and Services) or 11 (Use of Products Sold). For more details, see Appendix C. 
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Factor: Clarity and Soundness 

Why It Matters 

The clarity of an emissions reduction plan is important because a plan that is transparent can be understood 
and adhered to by those who must put it into effect and by stakeholders, increasing accountability. A clear 
plan describes in meaningful detail how an organization intends to reduce GHG emissions through key 
actions, quantifies emission reductions and their impact and provides the assumptions behind the plan. 
Clarity goes beyond disclosures because it provides relevant information about a plan’s sophistication. The 
soundness of a plan is important because success in reducing GHG relies on actions that are realistically 
achievable and assumptions that are plausible and appropriately conservative. Thus, a clear and sound plan 
puts an entity in a stronger position to attain its stated emissions reduction goals. 

How We Assess It  

In assessing this factor, we consider both the clarity and the soundness of key actions and assumptions that 
pertain to material drivers of emissions cuts across different scopes and time horizons. We score along the 
same four sub-factors as in the Ambition component: Short-term Scopes 1 and 2, Short-term Scope 3, 
Long-term Scopes 1 and 2, and Long-term Scope 3. Each sub-factor is scored on a three-point scale as 
described in Exhibit 21. A positive score typically represents strengths of key actions and assumptions of the 
plan that materially outweigh any area requiring further development. A neutral score represents an overall 
balance in strengths and areas requiring further development, and a negative score means that areas 
requiring further development outweigh strengths. In our assessment, we weigh strengths and areas 
requiring further development based on the materiality of the targeted emissions reductions attached to 
related key actions and assumptions.  

EXHIBIT 21 

Sub-factors Scores and Numeric Scores 

Score  Numeric Sub-factor Score Used for the Clarity and Soundness Scorecard 

Positive 1 

Neutral 2 

Negative 3 
Source: Moody’s Investors Service 
 

The numeric score for each sub-factor, described in Exhibit 21, is multiplied by the same weight for that sub-
factor as in ambition (see Exhibits 17 and 8). As a result, we place a greater emphasis on short-term actions 
and assumptions. This is because material cumulative emissions reductions in the long-term can occur only 
if an entity starts to implement measurable actions in the short term and builds on them over time.  

The resulting numeric scores are then summed, and the sum is mapped back to the five-point scale to arrive 
at the initial Clarity and Soundness factor score based on the scoring ranges in Exhibit 22. We may assign a 
final Clarity and Soundness factor score different from the initial factor score based on considerations that 
include outstanding strengths or significant gaps in one or several key actions or assumptions pertaining to 
targets assessed under the sub-factors. Also, we would assign a score of Strong only to entities that have 
plans featuring attributes consistent with an ambition of 2°C or Below. In other words, a plan can only be 
scored in relation to its ambition. The level of planning needed to reach highly ambitious targets is different 
from the level needed to meet limited ambitions. Entities that have an ambition of Above 2°C or worse can 
attain an Implementation score of Modest at best. 
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EXHIBIT 22 

Clarity and Soundness Scoring Ranges 

Scoring Ranges for the Initial Clarity and Soundness Factor Initial Clarity and Soundness Factor Score 

x ≤ 1.2  Strong 

1.2< x ≤ 2  Solid 

2 < x ≤ 2.25  Moderate 

2.25 < x ≤ 2.5  Minimal 

x > 2.5 Undeveloped 
Source: Moody’s Investors Service 

Assessing Clarity and Soundness 

In scoring the four sub-factors, we typically assess the clarity and soundness of key actions and assumptions 
along three dimensions: technical, business and financial. We discuss in the sections below considerations 
relevant in assessing the three dimensions.  

Our assessment of technical, business and financial aspects depends on the entity’s own characteristics and 
the nature of the actions that are needed for it to achieve its targets for reducing emissions. For example, 
financial considerations typically have greater bearing for sectors that are capital-intensive or where 
transition plans are expected to involve very significant investments and costs. Entities whose transition to 
lower emissions does not entail significant costs would likely provide fewer details on financial strategy. As 
another example, an entity would need to provide a greater level of detail on technical aspects associated 
with the adoption of a specific technology in cases where emissions abatements largely involve non-existent 
or nascent technologies compared to abatements that involve mostly existing or incremental technology 
improvements. Similarly, details on regulatory or government policy assumptions are typically only needed 
for sectors whose decarbonization pathways are substantially dependent on developments in those areas 
(e.g., for the aviation sector, passenger taxes and development of alternative, low emissions transportation, 
such as high-speed rail). Generally, the level of complexity and breadth of actions to be taken is expected to 
be greater for companies that have material carbon transition risks, for example companies in sectors where 
Moody’s environmental heat maps indicate high or very high exposure to carbon transition risk.  

For sectors with recognized sector-specific transition pathways to lower emissions, we rely on the 
underlying scenarios to provide benchmarks in our assessment of the soundness of an entity’s plan. We 
typically use information drawn from the IEA scenarios underpinning their sector benchmarks as the starting 
point of our assessment. Those scenarios rely on a number of actions to be taken by entities within a sector 
and assumptions around market, regulatory or technology developments to depict plausible pathways for 
different sectors to reduce carbon emissions. We may also consider other sources of information such as 
other recognized pathways, including pathways with regional considerations, as well as available guidance 
on the technological readiness and potential contribution to decarbonization of new and emerging clean 
technologies (e.g., the IEA’s Clean Energy Technology Guide) and peer analysis (e.g., where the entity is 
placing efforts in different solutions compared to sector peers, the reason for its approach).  

Where sector-specific scenarios are unavailable, we use generic guidance informed by sources similar to 
those described in the preceding paragraph. This generic guidance, discussed in Exhibit 23, provides an 
indicative description of a plan that is considered to have strong clarity and soundness and the areas 
requiring further development that may result in weaker sub-factor scores. Supplementary sector-specific 
guidance is provided in Appendix C. 

Important considerations in our assessment of technical, business and financial soundness are the entity’s 
recent track record and our assessment of its governance (see section above). Failure to stay on track with 
planned actions and emissions cuts, without any explanation or corrective action to compensate for the lag, 
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would lower our view of the transition plan’s robustness. Conversely, a very strong recent track record in 
meeting stated objectives and reducing emissions typically mitigates gaps in planned future actions, 
provided these gaps are not meaningful. Similarly, strong governance is an attribute that can somewhat 
mitigate uncertainties in emissions reduction estimates claimed by the entity in cases where these 
estimates are not directly linked to recognized benchmarks.  

TECHNICAL DIMENSION 

Technical considerations relate to aspects of the plan that will drive emissions reductions. We typically 
consider how clearly key actions and assumptions related to GHG emissions reductions are presented in 
quantifiable units across scopes (and across activities and geographies, if relevant to the plan), as well as the 
nature of those actions and assumptions. Examples of actions we would assess include the anticipated 
deployment of technologies, product development and shifts to newer products, and value chain 
engagement strategies, for example to reduce energy consumption of value chain stakeholders, including 
the levers to be used.  

Some plans may not explain how the entity can achieve its emissions reduction targets, and some plans 
may include actions or assumptions that overstate the speed and magnitude of an entity’s emissions 
reductions. We typically score such plans negatively. In considering the technical plausibility of an entity’s 
actions and assumptions to reduce emissions in line with its targets, we qualitatively assess the nature of 
the planned actions, the drivers of the assumptions as well as the potential speed and magnitude of the 
emissions reductions associated with these actions and assumptions.  

Scope 1 25 

In Scope 1, we consider the clarity and soundness of a company’s planned actions to reduce its direct 
emissions from operations. A clear plan provides transparency regarding the nature of the changes an entity 
intends to make in terms of operational processes and the timing of these changes. Some of the changes 
may be dependent on the development and scaling up of technologies that are non-existent or are currently 
unavailable at scale. Clarity on the future reliance on new technologies, including the anticipated resulting 
GHG reductions upon their adoption, is important to benchmark plausibility. 

For entities whose transition plan largely relies on the adoption of non-existent or nascent technologies or a 
complete redesign or phase-out of their products, the reasonableness of the solutions is an important 
consideration in our assessment of technical soundness, including their readiness or expected availability 
over time and the potential emissions reduction gains associated with these solutions. However, plans 
overly dependent on a long-term unproven technology deployment that lacks feasible short-term reduction 
actions are likely to receive lower scores for soundness. Sound short-term actions also increase the 
likelihood that longer-term emissions reductions will materialize. For example, an entity’s investments in 
nascent technologies, in the form of R&D expenditures, joint ventures or partnerships, and pilot projects is 
likely to support the future deployment and scaling up of those technologies. Although an entity’s individual 
efforts to deploy an innovative technology are rarely sufficient for its widespread adoption, individual 
entities’ efforts are needed to attain ambitious emissions reduction goals. Such efforts signal these entities’ 
commitment to their plans and enhance their knowledge of the long-term technical decarbonization 
options. We would assign a score of Solid at best to an entity whose transition plan, all else being equal, 
relies extensively on the deployment of unproven technologies in the long-term.  

An entity’s reliance on proven technologies or solutions is typically considered sound to the extent that the 
entity does not overstate emissions reductions associated with these technologies or has supported its 

 
25 Some of the actions described in Scope 1 can also pertain to Scope 3 depending on the level of integration of an entity’s activities. For example, an entity may reduce its 

Scope 1 emissions by outsourcing the manufacturing of products, which would mechanically increase its Scope 3 emissions. 
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commitment to these solutions through measurable business targets or, at minimum, a clear quantification 
of the deployment plan. A limited track record of implementing proven technologies or solutions may not 
weigh negatively in our assessment, provided there have not been material problems and provided the 
entity has sound governance, i.e., a Governance score of at least Solid. In assessing the soundness of an 
entity’s technical actions, we also consider whether the operational steps or product life-cycle phases26 
targeted by the action represent the most material sources of emissions. 

Transition plans in some sectors (e.g., power generation or automotive manufacturers) typically have 
greater soundness regarding their path to emissions reductions in the long-term, either because the 
technological solutions are available and commercially viable today or there is a high degree of visibility into 
their future availability and commercial viability. For companies in these sectors, it is typically easier to 
achieve better long-term scores for clarity and soundness. 

Scope 227 

For Scope 2 emissions, relevant entity information would include a granular breakdown of the sources of 
future energy consumption and details about energy efficiency strategies. For sources indicated as 
renewable, a clear plan would detail the methods for acquiring the renewable energy. A clear plan would 
also be transparent on energy efficiency measures, for example, whether they are based on improved 
operational processes and how the entity plans to implement these measures. The clearest plans would 
provide a quantification of energy efficiency measures, preferably in the form of energy efficiency targets. 

In assessing an entity’s planned shift to renewable energy, we consider the methods for claiming renewable 
energy sourcing. We typically consider renewable energy certificates (RECs), purchasing power agreements 
(PPAs) and on-site generation as sound mechanisms, although we would only consider RECs as reasonable 
for short-term emissions reductions, recognizing that other, more robust options may take time to 
implement. We would also consider whether RECs meet recognized criteria of quality. To be considered 
sound, plans based on RECs should be supported by additional actions in the long term, such as plans or 
targets to increase energy efficiency or shift to other arrangements like PPAs or on-site generation over 
time. 

The strongest plans also include energy efficiency measures. This is because limiting global warming 
depends not only on decarbonizing energy sources but also on implementing efficiencies to decrease energy 
intensity, so that future energy demand remains in balance with the supply of renewable energy. In our 
assessment, we may consider how reasonable the entity’s plan is in terms of the magnitude of the emissions 
reductions it attributes to energy-efficient measures relative to sector peers.  

A share of Scope 2 emissions can be assumed to decrease passively, i.e., without the entity taking any 
concrete action, as energy providers are expected to reduce the emissions intensity from their sources of 
generation. Plans that rely on the assumption that the power sector’s carbon intensity or absolute emissions 
will diminish faster than anticipated under recognized pathways of similar ambition as that of the entity’s 
targets typically weigh negatively in our assessment.  

Scope 3 

For Scope 3 emissions, a clear plan will typically provide transparent details on the key short-term actions 
the entity plans to take to foster emissions reductions across its value chain, including plans to reduce 
inputs in the manufacturing process or use recycled materials, plans to increase the energy efficiency of 

 
26 Cycle phases of a product relate to the different phases of product life (e.g., product design, resources, production, packaging, transportation, usage, waste disposal, 

recycling). 
27 Power-related emissions are usually Scope 2 but can be Scope 1 when the electricity is produced on-site or by facilities owned by the entity. 
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their products in the use phase, as well as strategies to engage with suppliers and customers in order to 
reduce their emissions. Where plans rely on actions by the rest of the supply chain outside the scope of the 
entity’s engagement activities, we would consider how transparently the plan explains the rationale for 
assuming that those actions will be carried out. 

A sound plan typically relies on the entity engaging in  a variety of active strategies to reduce emissions in 
different parts of the value chain, as opposed to passive strategies in which the entity relies entirely on other 
parties’ actions. Examples of active strategies typically include supplier engagement policies or targets; 
customer engagement campaigns; plans, actions and targets to reduce inputs in the production of goods 
and services; plans to develop a circular economy; waste-reduction measures; and developing low-carbon 
products, that result in lower emissions during their production and use compared with conventional 
products.28 For example, an entity may redesign a product to extend its life cycle, lower its energy 
consumption in its use phase or replace a product with an entirely new one that has a lower carbon 
footprint, for example, by selling battery-electric vehicles instead of vehicles with an internal combustion 
engine, or by selling biofuels instead of conventional fossil fuels. 

A sound supplier engagement strategy would typically include the following key attributes: applicability to a 
large share of suppliers in terms of their GHG footprint; formal targets for achieving supplier 
decarbonization and emissions reporting (either through quantified emissions reduction targets or supplier 
engagement targets); the enrollment of third parties to mediate or verify the engagement strategy; and 
robust tracking and reporting of suppliers with targets or emissions disclosures. An additional consideration 
is a robust sourcing governance framework, which is indicated by the presence of a series of attributes, 
including: a policy for accepting new suppliers requiring they have emissions targets and disclosures; an 
escalation framework tied to this policy; remuneration of key sourcing employees tied to achieving supplier 
decarbonization and financial incentives for suppliers to advance carbon transition.29 In addition, a positive 
track record in driving suppliers’ emissions reductions would also increase our confidence in the potential 
success of the strategy. All else being equal, a supplier engagement strategy is easier to implement when 
key levers of suppliers’ decarbonization are less costly or rely on available technologies. 

Similarly, the breadth and depth of an entity’s customer engagement strategies, for example based on 
awareness campaigns or financial incentives, can be important indicators of the soundness of the action. We 
recognize that for most sectors, having a direct impact on downstream emissions is more challenging for 
the entity than reducing upstream emissions because of the lower degree of control the entity has on 
downstream emissions and the lower maturity of solutions available to drive emissions down. For 
companies for which we reverse weights in our Ambition scorecard (see Appendix A) such as the fossil fuel 
industry or automotive manufacturers, phasing out of activities with material emissions or a fundamental 
product redesign are typically required conditions for a sound plan, with customer engagement strategies 
typically seen as secondary.  

Offsets, Carbon Removals and Avoided Emissions 

Transparency into how carbon offsets, carbon removal solutions and avoided emissions factor into the 
quantification of expected emissions reductions is another important consideration. While compensation 
and neutralization associated with the use of offsets and carbon removal solutions can play a critical role in 
supporting the transition to net-zero emissions at the global level, we typically consider that direct 

 
28 See more details in Scope 1 discussion. 
29 When prioritizing these features, we would first look for disclosed supplier engagement targets, third-party involvement and robust monitoring and reporting of progress 

in the strategy. When one of these three features is not present, we would typically require the other two plus a combination of some aspects indicating a robust 
sourcing governance framework. 
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emissions reductions are a more certain driver of decarbonization. As a result, a material reliance on offsets 
or carbon removal solutions to reach targets weighs negatively in our assessment of soundness. 30 

BUSINESS DIMENSION 

Business aspects relate to entities’ strategies regarding the future of their business, the viability of these 
strategies in a low-carbon economy and how, overall, the business strategy aligns with the emissions 
reduction transition plan. An entity may transition its business model to other activities to continue 
generating value in a low-carbon economy. This can be done by adapting existing activities to low-carbon 
product strategies, developing new activities outside the existing core business of the entity31 and phasing 
out of some existing activities not consistent with a low-carbon economy. In establishing its business 
strategy, an entity makes a number of assumptions around expected business growth, pricing and demand 
as well as regulatory and government policy assumptions. The clearest plans provide insight into these 
assumptions and transparency into plan feasibility in light of market and policy trends. 

A sound business plan increases the likelihood of the entity successfully attaining targeted emission cuts, in 
particular where the plan requires substantial shifts in the business mix. In assessing the soundness of a 
business plan, we qualitatively consider the reasonableness of assumptions around growth, market demand, 
prices and costs of products. Variations in assumptions around prices, the existence of product substitutes 
and regulatory policies (e.g., subsidies for low-carbon products or taxes on more carbon-intensive 
substitutes) can materially impact the future acceptance of low-carbon products by customers and thus 
raise questions about the business viability of an entity’s emissions reduction plan. 

In assessing the soundness of an entity’s plan to drive decarbonization within its value chain, we typically 
consider the capacity that an entity may have in aligning its suppliers and customers with its own climate 
goals. For example, entities may have greater influence on their suppliers when their orders account for a 
meaningful share of the suppliers’ business and when multiple sourcing alternatives exist. A reliance on large, 
publicly listed suppliers may also facilitate the adoption of ambitious emissions reduction compared to small- 
and mid-sized companies (SMEs). Greater concentration in the supplier base can also support value chain 
decarbonization efforts as it may be easier to engage and coordinate emissions reduction actions. 

When the commercial viability of low-carbon products essentially relies on a significant shift of consumer 
behavior, in particular for retail customers, this may weigh negatively on our expectation of customers’ 
acceptance. Conversely, an entity may be better able to drive customer acceptance when the customer base 
is primarily composed of corporate or government entities and they have ambitious climate targets or there 
are clear regulatory incentives such as subsidies for low carbon alternatives. 

FINANCIAL DIMENSION 

Financial aspects relate to the investments and operational costs an entity needs to implement the plan and 
the means to finance those costs. Tangible and intangible investments are key indicators of an entity’s 
financial support and planning for carbon transition. Key information typically includes the planned amount 
or share of low-carbon capital expenditures in the form of research and development costs or investments 
related to low-carbon technologies or products. Write-downs, remediation and regulatory costs related to 
the business plan can also be relevant indicators, depending on the entity’s business plan. 

In assessing the financial soundness of a plan, we qualitatively consider the reasonableness of the estimated 
investments and operational costs associated with the deployment of new technologies. We may also 
consider proposed changes to the operational and business model against known costs for similar emissions 
reduction strategies, for example, strategies based on the IEA’s assumptions, or based on peer comparisons 

 
30 See also Appendix A for more details on the treatment of offsets, carbon removal and avoided emissions. 
31 Our determination of whether an existing or new activity (or capital expenditure related to that activity) is low carbon would be informed by relevant taxonomies, such 

as the European Union taxonomy for sustainable activities.  
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or market studies. We also typically assess an entity’s financial capacity to finance the plan. Costs that are 
outsized compared to the entity’s financial capacity create risks that the plan will not be implemented fully 
and on time. Importantly, we consider whether the business and financial aspects of the plan plausibly 
support the entity reaching its GHG reduction targets, i.e., whether the entity has sufficient financial 
flexibility to implement its plan. We do not consider or provide any opinion on the specific credit impact of 
the business transition. 
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EXHIBIT 23 

Clarity and Soundness Scoring Guidance 

 Clear and Sound Plan Indicative Areas Requiring Further Development 

Technical 
Dimension 

Scope 1 
Actions underpinning the low-carbon strategy are clearly described.  
Absence of negative short-term track record. Presence of supporting 
non-emissions targets (e.g., share of low-carbon production capacity). 
Where the low-carbon strategy essentially relies on the adoption of a 
few key technologies, there is a clear plan explaining the nature of the 
technologies, the timing for adoption and the benefits in terms of 
associated emissions reductions. Where technologies are nascent or 
not at scale, the adoption of these technologies is typically supported 
by clear short-term actions that would support the commercial 
adoption of the technologies, including timely investments in research 
and development, leadership in deploying pilot projects and 
operationalization of these technologies. Emissions efficiency of these 
technologies appear not to be overstated. 
Where the low-carbon strategy essentially relies on incremental 
changes to products, processes, etc., there is a clear short-term plan 
that explains the nature of the actions, their timing and the benefits in 
terms of associated emissions reductions and how these actions are 
supported by business targets in the short-term (e.g., share of 
production capacity that is low-carbon by 2030). These incremental 
solutions typically have a proven track record of generating similar 
emissions reductions; or, in the absence of a track record, there are 
science-based benchmarks or robust documentation to support the 
estimation of expected benefits.  
Scope 2 
Absence of negative short-term track record. Presence of supporting 
non-emissions targets (e.g., share of renewable energy). 
The Scope 2 emissions reductions rely, in the short term, on both 
renewable energy sourcing and reductions in energy use. The method 
for claiming renewable energy sourcing in the short term is robust 
(e.g., Renewable Energy Certificates (RECs) meeting robust review 
criteria (e.g., RE100), power purchase agreements (PPAs), on-site 
generation), and the associated emissions reductions are reasonable. 
Long-term planning includes a shift from RECs to PPAs or on-site 
production, supported by sourcing targets in the short-term. 
Reductions in energy use are material and are typically driven by 
energy efficiency measures, product redesign or operational process 
improvement, supported by energy efficiency targets in the short-
term. Claimed energy consumption reductions are overall in line with 
similar measures adopted by the industry.  
Scope 3 
Absence of negative short-term track record. Presence of supporting 
non-emissions targets (e.g., share of suppliers engaged into net zero 
initiatives). 
The entity has a clear, active strategy to reduce most of its Scope 3 
emissions, with a focus on short-term actions. Key aspects of its 
strategy may include aggressive and binding supplier engagement 
actions with enrollment of a third-party to guide or verify the supplier 
engagement activity, customer engagement campaigns, and concrete 
plans to reduce inputs, develop a circular economy, implement waste 
reduction measures or develop low-carbon products.  
For companies whose Scope 3 emissions are key (see Appendix A), 
such as companies in the oil and gas sector, a significant phasing out 
of certain activities or product redesign is a required condition for 
attaining a score of Solid or better.  
Longer-term Scope 3 emissions reductions typically rely on a balanced 
active and passive strategy, with assumptions around passive 
reductions sufficiently conservative, i.e., no more ambitious than 
anticipated under recognized pathways of similar ambition as that of 
the entity’s if the above short-term criteria are met. 

Scope 1 
Lack of clarity in the actions underpinning the low-carbon strategy.  
Presence of negative short-term track record. Absence of supporting 
non-emissions targets. 
The plan largely relies on technological solutions to reduce emissions 
that are not scalable, or those technologies are not expected to 
generate the emissions reductions contemplated under the plan. There 
is a very significant risk of the technology solutions not being ready at 
the time anticipated by the plan, because of limited advancement or 
no start in the development of those technologies, technical 
complexity of the solution itself, the time needed to scale the 
technology, or a lack of active planning by the entity to support the 
development and adoption of the technology. The emission reductions 
associated with the technical solutions are seemingly overstated.  
Where the low-carbon strategy essentially relies on incremental 
changes to products, processes, etc., there is a lack of a short-term plan 
explaining the nature of the actions, their timing and the benefits in 
terms of associated emissions reductions. These incremental solutions 
do not have an established track record of generating similar emissions 
reductions; or there are limited or no science-based benchmarks or 
robust documentation to support the entity’s estimation of expected 
benefits; or the planned emissions reductions are outsized compared to 
recent reductions based on similar types of solutions.  
 
Scope 2 
Presence of negative short-term track record. Absence of supporting 
non-emissions targets. 
The entity relies excessively on passive strategies for reducing Scope 2 
emissions. The Scope 2 emissions reductions claimed are largely 
inconsistent with globally recognized energy decarbonization scenarios. 
There may not be any robust method for claiming renewable energy 
sourcing in the short term, or the entity is relying on RECs or other 
similar approaches over the long-term. Emissions reductions related to 
other measures, such as energy efficiency, are missing or are not 
meaningful, or the expected emissions reductions are substantially 
larger when compared to similar measures adopted in the industry, 
with no reasonable explanation. 
Longer-term assumptions on power sector’s carbon intensity or 
absolute emissions diminish faster than anticipated under recognized 
pathways of similar ambition as that of the entity’s target.  
Scope 3  
Lack of clarity in the strategy to reduce most of its Scope 3 emissions, 
in particular on short-term actions. 
Presence of negative short-term track record. Absence of supporting 
non-emissions targets. 
The entity relies excessively on passive strategies for reducing Scope 3 
emissions. In the short term, there is no meaningful active upstream or 
downstream strategy. Supplier engagement strategies and 
procurement policies may show gaps, for example, they do not contain 
binding, compelling or corrective measures that give sufficient 
likelihood of success in monitoring and driving suppliers’ 
decarbonization. The strategy does not involve sound incremental 
product shifts to limit their upstream or downstream carbon footprint. 
For companies whose Scope 3 emissions are key, the plan does not 
have any meaningful phasing out of carbon-intensive activities or 
product redesign.  
Longer-term Scope 3 emissions reductions also rely excessively on 
passive reductions. Longer-term emissions reductions may also be 
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EXHIBIT 23 

Clarity and Soundness Scoring Guidance 

 Clear and Sound Plan Indicative Areas Requiring Further Development 

inconsistent with global decarbonization anticipated underrecognized 
pathways of similar ambition as that of the entity’s target. 

 Key levers for the decarbonization of suppliers rely on existing 
technologies or are currently seen as scalable.  
Offsets, carbon removals and avoided emissions 32  
The entity may use offsets and other forms of carbon removal 
solutions, but the entity’s transition plan primarily focuses on 
emissions reductions. In all cases, the entity clearly explains the role of 
carbon offsets and carbon removal solutions in its transition plan, 
including whether they are used to claim emissions reductions. The 
entity’s plan relies on offsets and carbon removal solutions only in the 
long-term as a neutralization strategy for residual emissions. 
The entity also reports avoided emissions separately, or explicitly 
excludes them, and does not claim emission reductions from them.  

Sectors with Specific Pathways 

The generic guidance above is supplemented by sector-specific 
considerations provided in Appendix C.  
The key actions and assumptions are clear and broadly consistent with 
those of net zero pathways for the sector. Material deviations are 
explained and supported by sound actions. 

Key levers for decarbonization of suppliers rely on non-existent 
technologies, or on solutions where scalability is currently uncertain. 
Offsets, carbon removal and avoided emissions  
Lack of clarity in the role of carbon offsets and other forms of carbon 
removal solutions as well as avoided emissions in its transition plan, 
including whether they are used to claim emissions reductions. 
The entity’s transition plan substantially relies on claims of emission 
reductions through offsets, carbon removal solutions or avoided 
emissions in the short-term or beyond residual emissions in the long-
term. 
 

Sectors with Specific Pathways 

The generic guidance above is supplemented by sector specific 
considerations provided in Appendix C. 
Divergence from sector pathway lacks well-reasoned explanation. 

Business 
Dimension 

The business strategy associated with the GHG emissions reduction 
plan appears economically viable. Product and operational shifts 
underlying the plan are plausible and support the commercial viability 
of the business strategy based on expected market trends and the 
entity’s business and operational profile. For example, assumptions on 
growth, market demand for products, prices and costs related to 
future business mix are broadly aligned with industry trends, and the 
plan adequately justifies an expectation of commercial viability.  
Value chain stakeholders are expected to be aligned with 
decarbonization efforts, or the company is expected to have 
significant influence on their suppliers or customers. 
The entity focuses on markets with supportive policies or other 
supportive conditions (e.g., enabling infrastructure).  

Lack of clarity in the economic viability of the product strategy, or 
insufficient justification for commercial viability. 
Material risks around product and operational shifts underlying the 
plan, for example due to divergence from expected market trends for 
growth, product demand, prices or costs or risks related to the entity’s 
current business profile and operational capacity. Assumptions around 
regulatory or government policy (e.g., product demand, restrictions) 
are inconsistent with known policies or anticipated scenarios. 
Key levers for decarbonizing the product mix rely on consumer 
acceptance of new products, or significant consumer or supplier 
behavior change. 
Key growth business areas are in geographies with unsupportive policy 
or other unsupportive conditions, such as a carbon-intensive power 
grid or a lack of key infrastructure. 

Financial 
Dimension 

The entity provides a detailed budget for its transition plan. The 
financial investments and overall costs contemplated under the 
transition plan are reasonably sized compared to sector peers. Based 
on the size and time frame of the related expenditures, the entity is 
deemed to have sufficient financial flexibility to accommodate the 
costs required to undergo the transition plan.  

Lack of clarity or quantification in the financing of the plan. 
There is material uncertainty related to the capacity of the entity to 
finance the transition plan, either due to likely underestimation of 
costs or weak financial profile compared to the expected expenditures 
involved and their sequencing.  

Source: Moody’s Investors Service 

 
32 See the glossary in Appendix D for a definition. 
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Appendix A – Ambition Component Parameters 

Sector Benchmarks Selection and Scope Materiality 

The table below provides a summary of the sector benchmark approach taken to assess ITR scores using our Ambition scorecard. The table also provides sector average materiality 
indicative guidance for Scopes 2 and 3. Additional information on sector-specific parameters and considerations is in Appendix C.  

EXHIBIT 24 

Ambition Scoring Parameters by Sector 

 

Benchmark Presence of Material Scope 3 
Emissions (> 30% of total 
emissions) 

Presence of Material Scope 
2 Emissions (> 5% of total 
Scope 1 and 2 emissions) Scopes Weights 

Regional 
Benchmarks Scope 1 Scope 2 Scope 3 

Aluminum Sector-specific intensity 
convergence benchmark 

Sector-specific intensity 
convergence benchmark 

Sector-agnostic rate of 
reduction benchmark 

Yes Yes Basic weights Yes for sector-
agnostic 

Airlines Sector-specific intensity 
convergence benchmark 

NA Sector-agnostic rate of 
reduction benchmark 

No No Basic weights Yes for sector-
agnostic 

Automotive OEMs Sector-agnostic rate of 
reduction benchmark  

Sector-agnostic rate of 
reduction benchmark 

Sector-specific intensity 
convergence benchmark 

Yes Yes Reversed weights Yes for sector-
agnostic 

Cement Sector-specific intensity 
convergence benchmark 

Sector-specific intensity 
convergence benchmark33 

Sector-agnostic rate of 
reduction benchmark 

No No Basic weights Yes for sector-
agnostic 

Chemical Sector-specific rate of 
reduction benchmark 

Sector-specific rate of 
reduction benchmark 

Sector-agnostic rate of 
reduction benchmark 

No Yes Basic weights Yes for sector-
agnostic 

Electric and Gas Utilities Sector-specific intensity 
convergence benchmark 

NA Sector-agnostic rate of 
reduction benchmark 

No (if no gas distribution 
activity) 

No Basic weights Yes for both sector-
agnostic and sector- 
specific 

Fossil Fuels For Oil and Gas: Sector-
specific rate of reduction 
benchmark 
Other (e.g., coal): Sector-
agnostic rate of reduction 
benchmark 

For Oil and Gas: Sector-
specific rate of reduction 
benchmark 
Other: Sector-agnostic rate of 
reduction benchmark  

For Oil and Gas: Sector-
specific rate of reduction 
benchmark 
Other: Sector-agnostic rate of 
reduction benchmark  

Yes No Reversed weights Yes for sector-
agnostic 

Shipping Sector-specific intensity 
convergence benchmark 

NA Sector-agnostic rate of 
reduction benchmark 

No No Basic weights Yes for sector-
agnostic 

Steel Sector-specific intensity 
convergence benchmark 

Sector-specific intensity 
convergence benchmark 

Sector-agnostic rate of 
reduction benchmark 

No Yes Basic weights Yes for sector-
agnostic 

Other Transport OEMs 
and Part Manufacturers 

Sector-agnostic rate of 
reduction benchmark  

Sector-agnostic rate of 
reduction benchmark 

Sector-agnostic rate of 
reduction benchmark  

Yes Yes Reversed weights Yes 

Other Sectors Sector-agnostic rate of 
reduction benchmark 

Sector-agnostic rate of 
reduction benchmark 

Sector-agnostic rate of 
reduction benchmark  

Yes Yes Basic weights Yes 

Source: Moody’s Investors Service 

 
33 Used on a case-by-case basis for entities whose Scope 2 emissions account for more than 5% of total emissions. 
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Selecting Benchmarks for Entities with Different Business Activities 

In case an entity has different activities and there are two or more distinct benchmarks that correspond to 
those activities (different sector convergence approach benchmarks or sector convergence approach 
benchmarks and rate of reduction benchmarks), we typically either use the benchmark that corresponds to 
activity accounting for the large majority of emissions or use a weighted average approach under which ITR 
scores are determined by individual activity for Scopes 1 and 2 short-term and long-term sub-factors and 
the resultant scores for each activity are aggregated by applying weights corresponding to that activity’s 
percentage share of current total Scopes 1 and 2 emissions to arrive at the sub-factor score. Our approach 
may vary depending on how targets are formulated and what activities they cover. 

Converting Targets 

Where needed for our assessment of ambition, we may convert targets from absolute to intensity and vice-
versa. We follow a different approach in converting targets depending on whether the target is short- or 
long-term. 

For short-term targets, we convert using entity-specific growth projections. The growth projections would 
typically be informed by an entity’s business plans, our own internal projections and regional or global 
sector trends.  

For long-term targets, we convert using global sector STEPS growth projections or, if unavailable, the GDP 
growth assumption in IEA scenarios. 

Where entities set targets that do not specify separate Scopes 1 and 2 targets and Scope 3 targets, we 
typically re-allocate targets across scopes based on available information, including information provided by 
the entity. 

Target Coverage Rules 

Target coverage rules are applied as adjustments to the ITR score in the Ambition scorecard. 

EXHIBIT 25 

Target Coverage Rules 
 

Short-term Long-term 

Range Scoring Range Scoring 

Scopes 1 
and 2 

≥ 95% No adjustment ≥ 95% No adjustment 

85-95% Notch down sub-factor by one score and cap score at 2°C or Below 85-95% Score Well Above 2°C 

< 85% Notch down sub-factor by one score and cap score at Above 2°C < 85% Score Above 2.6°C 

Scope 3 See section below ≥ 90% No adjustment 

75-90% Score Well Above 2°C 

< 75% Score Above 2.6°C 
Source: Moody’s Investors Service 
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Target Coverage and Quantification Rules 

For Scope 3 short-term, we use the following formula in our assessment of target coverage and 
quantification adjustment to the ITR score in the Ambition scorecard: 

(1-W)*X + W*6.5 

Where, 

X is the ITR numeric score of the quantified portion of the target (see Exhibit 15 for the corresponding 
numeric scores); 

W is a weight that varies based on both the target coverage and quantification. See the table below for a 
description of target coverage and quantification combinations and resulting weights. 

EXHIBIT 26 

Target Coverage and Quantification Rules – Quantified Targets 

 Quantification 

Coverage 

 >50% <50% 

>90% W=0% W=10% 

65-90% W=10% W=20% 

65-50% W=30% W=40% 

35-50% W=40% W=60% 

<35% W=60% W=100% 
Source: Moody’s Investors Service  
 

For targets that are essentially unquantified (less than 5% quantification), we use the below scoring 
approach. 

EXHIBIT 27 

Target Coverage and Quantification Rules – Essentially Unquantified Targets 

Coverage Score 

≥ 65% Score 2°C or Below 

50-65% Score Above 2°C 

< 50% Score Well Above 2°C 
Source: Moody’s Investors Service  
 

For sectors where we place greater emphasis on Scope 3 (see indicative list above), unless short term Scope 
3 targets cover 90% of Scope 3 category 11 (Use of sold products) emissions and are essentially all 
quantified, we cap the short-term Scope 3 sub-factor score at Well Above 2°C. Otherwise, we score them 
by using the same approach as outlined in Table 26. However, given the importance of having mostly 
quantified (> 50%) Scope 3 targets in these sectors, where less than a majority of targets are quantified, we 
assign a score of Well Above 2°C. 

Targets Treatment 

Entities may have different targets covering different periods. For the purpose of our ambition analysis, 
while we typically select a single target for each short-term and long-term period, in some cases we 
combine targets for the purpose of the analysis, depending on how they are set, as shown in the table 
below. 
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EXHIBIT 28 

Target Treatment for Ambition Scoring 

Multiple Targets 

 Coverage of Targets (scopes, boundaries) Is Similar Coverages of Targets That Partially Overlap 

Short-term Targets Select closest target between five and ten years. Select target that has the largest emissions 
coverage. 

Long-term Targets Select latest target. Select target that has the largest emissions 
coverage. 

Absence of targets 

 Approach Scorecard Application 

Short-term Target 
without Long-term  
Target 

Assume emissions remain constant between 
short-term target and 2050 (in the case of 
Intensity targets, intensity is assumed to remain 
constant). 

Applied for assessing long-term ITR score and 
long-term cumulative notching adjustment.34 

Long-term Target  
without Short-term 
Target 

Assume emissions remain constant until 2035 (in 
the case of Intensity targets, intensity is assumed 
to remain constant). 

Applied for assessing short-term ITR score and 
short- and long-term cumulative notching 
adjustment. 

Absence of Short-term 
and Long-term Targets 

Not scored 

Specific Targets Treatment 

Renewable Electricity  See section “Renewable Electricity Targets” below.  

Economic Intensity Score is capped. See section “Target Type.”  

Non-standard Physical 
Intensity 

Score is capped. See section “Target Type.”  

Source: Moody’s Investors Service 
 

Carbon Offsets, Carbon Removal and Avoided Emissions 

The benchmarks that we use for assessing the ambition of targets do not include any carbon offsets and 
nature-based carbon removal solutions. 35 In some cases, companies may net emissions offsets from their 
GHG inventory and report them as progress toward targets. We exclude these from our assessment of the 
ITR when emissions reductions related to carbon offsets are clearly identified and sized. Otherwise, we 
assume that 50% of the reduction will come from offsets in our assessment of the ITR.  

For Technological Carbon Removal solutions,36 direct-air carbon capture and storage (DACCS) is typically 
not included in the sector-specific benchmarks. We thus also exclude these from our assessment of the ITR 
when the negative emissions related to DACCS are clearly identified and sized. Since entities are much less 
likely to extensively rely on DACCS in the short term compared to offsets to claim emissions reductions, we 
do not apply a similar quantitative adjustment as for offsets in our assessment of the ITR when they are not 
clearly identified and sized. However, we would typically take those into account as a negative consideration 
in our assessment of implementation.  

Avoided emissions are emissions reductions that occur outside of a product’s life cycle or value chain, but as 
a result of the use of that product. Examples of products that avoid emissions include low-temperature 
detergents, fuel-saving tires, energy-efficient ball-bearings, and teleconferencing services. We apply the 
same approach as for DACCs. 

 
34 Target coverage rules discussed in this appendix also apply. 
35 See the glossary in Appendix D for a definition. 
36 See the glossary in Appendix D for a definition. 
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Renewable Electricity Targets 

Instead of explicit Scope 2 targets, companies sometimes set targets to procure a share of their electricity 
from renewable sources. When companies set these kinds of targets, we project entity-level Scope 2 
emissions using the calculations described below. 

Across these calculations, we would assume that the carbon intensity of renewable electricity is 0 tCO2 / 
kWh. The entity’s electricity use is projected using either the global growth rate of the relevant sector or, 
when this is not available, the growth rate of the global economy under the IEA scenarios. 37 For power 
sources obtained from the grid, we would assume that their carbon intensity declines at a rate consistent 
with the global Stated Policies Scenario.  

Step 1: Estimate the carbon intensity of the power used by the entity through time 

For this estimation, we would obtain from the entity the initial period (e.g., 2019) carbon intensity (tCO2 / 
kWh) of their power use, and also the share of renewables procured independently 38 during the same period 
(e.g., 2019). We would then use these datapoints to estimate the initial carbon intensity of the residual 
power obtained from the grid, 39 and project the grid carbon intensity into the future using the carbon-
intensity of the power sector decline rate in STEPS, as described above. 

When the entity is unable to provide the initial period carbon intensity (tCO2 / kWh) of their power use and 
the share of renewables procured independently during the same period, we may estimate the power grid 
intensity based on the entity’s location. However, this may not be possible for companies with operations in 
multiple countries, unless the entity is able to provide the total power use and the share of renewables 
procured independently in each location. 

Because renewable electricity is assumed to have zero carbon intensity, the carbon intensity of the entity’s 
total power use through time results from multiplying (i) the carbon intensity of the residual power 
obtained from the grid times (ii) the share of residual power obtained from the grid through time. 

Step 2: Project absolute Scope 2 emissions through time 

Once the future carbon intensity of the entity’s total power use is modelled, we are able to project absolute 
Scope 2 emissions through time. 

At any given point in time, absolute Scope 2 emissions will equal the carbon intensity of the entity’s 
aggregate power use (tCO2 / kWh) multiplied by the entity’s total purchased electricity (in kWh). The 
entity’s future purchased electricity is modelled as the initial purchased electricity projected into the future 
using either the global growth rate of the relevant sector or, when this is not available, the growth rate of 
the global economy under the IEA scenarios, as previously mentioned. 

 
37 As of the World Energy Outlook 2021 report, the IEA uses the same GDP growth rate assumption across scenarios. If this were to change, for clarity, we would use the 

growth rate of the STEPS scenario or, in its absence, any other exploratory scenario by the IEA. Exploratory scenarios (also known as descriptive scenarios) are those that 
begin in the present and explore trends into the future. Normative (or prescriptive) scenarios describe a prespecified future, presenting "a picture of the world achievable 
(or avoidable) only through certain actions.” 

38 In this context, renewables procured independently means contractual or physical arrangements that the entity undertakes in order to claim the use of renewable power 
beyond the power grid, for example, through Renewable Energy Certificates (RECs), on-site renewable generation or renewable Purchase Power Agreements (PPAs). 

39 In this context, residual power obtained from the grid means power obtained from the grid net of any renewable contractual arrangements such as RECs. For example, if 
an entity obtained 50 GWh from the power grid in 2019 and also retired 5 GWh of RECs, then the residual power obtained from the grid in this case would be 45 GWh. 
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Step 3: Projecting physical intensity of Scope 2 

This step is not necessary for entities assessed using the absolute rate-of-reduction approach. For such 
entities, the ITR score for Scope 1 and 2 targets would be assessed by adding the projected Scope 1 and 2 
emissions and comparing them to the cross-sector absolute rate-of-reduction benchmark. 

For companies assessed using sector-specific intensity benchmarks that include Scope 2, we would convert 
the projected absolute Scope 2 emissions into Scope 2 carbon intensity per unit of production (e.g., per ton 
of crude steel in the steel sector). The sector activity would be projected using either the global growth rate 
of the relevant sector or, where this is not available, the growth rate of the global economy under the IEA 
scenarios. We add the resulting Scope 2 carbon intensity projection to the Scope 1 carbon intensity 
projection to compare against the combined Scopes 1 and 2 benchmark. 

When Scope 2 emissions today make up less than 5% of total Scopes 1 and 2, they are disregarded in the 
assessment of Scopes 1 and 2 targets. 

DEALING WITH LIMITED DATA IN THE PRESENCE OF RENEWABLE ELECTRICITY TARGETS 

Performing the calculations described above requires that certain datapoints be provided by the entity being 
assessed, for example the initial split between residual power from the grid and renewable power procured 
independently, as well as the initial carbon intensity of the entity’s power use. In the absence of some of 
these datapoints, we may be unable to calculate the future trajectory of Scope 2 emissions implied by 
renewable electricity targets. 

In these cases, we would assess these targets qualitatively when they imply a particularly fast shift to 
renewables. Typically, where entity targets imply a trajectory of reaching at least 80% share of renewable 
electricity by 2025 or 100% by 2030, we would consider these targets to be broadly consistent with a 1.5°C 
implied Ambition score for Scope 2. Targets that imply a trajectory of 100% renewable electricity before 
2035 would be assessed as having a 2°C or Below ambition, and any target that implies reaching 100% 
renewable electricity after 2035 would be assessed as having an Above 2°C ambition. 

When companies already procure all of their electricity from renewable sources and commit to maintain 
these shares, we would also consider this to be broadly consistent with a 1.5°C implied Ambition score for 
Scope 2.   

Entity Boundary 

This boundary refers to the legal composition of the entity and whether the entity has direct control or an 
economic interest over the sources of the emissions. Entities are expected to set their organizational 
boundaries for GHG accounting and targets based on approaches described by the GHG Protocol, for 
example based on operational control or financial control. When they use approaches that we consider to 
be inconsistent with the GHG Protocol, we typically penalize them as part of the Governance score under 
the Implementation pillar. 
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Appendix B – Governance Scoring Guidance 

EXHIBIT 29 

Governance Scoring Guidance 

  Aspect +2 +1 0 -4 

GHG 
Accounting 

Strength of GHG  
Disclosures 

GHG disclosure covers at least target 
boundary. 

NA Yes No NA 

Proxies or non-public information are 
needed to assess target coverage. 

NA No, with flexibility for assessing 
minor40 sub-categories of Scope 3. 

Yes for Scope 3. Yes for Scopes 1 and 2.  

Scopes 1 and 2 emissions are reported 
comprehensively. 

NA Yes, GHG disclosure covers at least 
95%. 

No, GHG disclosure covers less than 
95% but more than 60%. 

No, and GHG disclosure 
covers less than 60%. 

Scope 2 emissions are reported based 
on location-based and market-based 
disclosure. 

NA Yes No NA 

Scope 3 emissions are reported 
comprehensively.  

NA Yes, complete, or only irrelevant 
categories excluded.41 

No, only minor categories excluded.42 No, relevant categories 
excluded or no 
disclosure. 

The entity discloses carbon offsets, 
carbon removals and avoided emissions 
separately from GHG metrics and 
targets. 

NA Yes NA No 

Third-Party 
Assurance and 
Methodologies 
around GHG 
Disclosures 

Entity discloses the methodology used 
to estimate/measure GHG inventory. 

NA Yes No NA 
 

GHG disclosures are third-party 
verified.  

Yes - limited assurance is sufficient.43 NA No NA 

 

Targets are formulated based on 
absolute emissions 
 

NA The entity’s main source of emissions 
is covered by absolute reduction 
targets or, if different, is also publicly 
translated in absolute terms. 

The entity’s main source of emissions is 
not covered by absolute reductions 
targets. 
 

NA 

Targets Frequency 
and Reporting 

There are several GHG emissions 
targets – defined as any quantitative 
objective related to emissions 
reductions expressed as a "target." 

Targets above and beyond those 
considered for ambition. Short-term 
and long-term targets covering all 
scopes, and: (i) if final target is by 
2040, one additional meaningful 
scope target; (ii) if final target is after 
2040, two additional meaningful 

Targets meeting definition criteria for 
the ambition scoring. 

NA NA 

 
40 Minor categories are expected to represent a negligible share of the company’s Scope 3 emissions. 
41 Irrelevant categories refer to categories that do not apply to the activities of a company. For example, companies that do not have franchising business do not need to report on Scope 3, Category 14 (Franchises). 
42 Minor categories are expected to represent a negligible share of the company’s Scope 3 emissions. 
43 Also referred to as negative assurance. A limited assurance is less robust than a reasonable assurance and provides indications that the reviewer is not aware of any misstatement. 
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EXHIBIT 29 

Governance Scoring Guidance 

  Aspect +2 +1 0 -4 

scope targets. Targets that fall within 
three years are counted as one target. 

Progress against key targets is tracked 
and reported (including for Scope 3 
value chain targets) 

NA There is annual reporting, the 
metric(s) used allow for good 
tracking, unambiguous terms are 
used, no or very limited restatements 
that are appropriately justified. For 
Scope 3 value chain targets, there is 
third-party verification of progress or 
involvement to guide targets and 
there are robust processes to review 
and address progress results. 

The reporting frequency is less than 
annual, the metric used does not allow 
for appropriate tracking of progress, 
terms in the metric are ambiguous or 
undefined. Frequent restatements. For 
Scope 3 value chain targets, there is 
third-party verification of progress or 
involvement to guide targets, but there is 
an absence of robust processes to review 
and address progress results. 

No reporting of target 
progress. For Scope 3 
value chain targets, 
there is no third-party 
verification of progress 
or involvement to guide 
targets. 

Integration 
of Climate 
Objectives 

Corporate 
Climate Conduct 

The entity’s behavior is coherent with 
its stated climate commitments. 

NA The entity does not demonstrate 
contradictory evidence in its 
behavior with its stated climate 
commitments. 

NA There is evidence of 
actions that are 
directly opposed to 
stated objectives, 
such as significant 
investments in fossil-
fuel production 
contrary to stated 
plan objectives or 
lobbying that is 
inconsistent with the 
entity’s transition 
plan, which could 
include membership 
in trade associations 
lobbying against 
climate policies or a 
failure to disclose 
trade association 
memberships or 
public engagement. 

Environmental and social risks 
associated with the implementation 
of transition plans are identified and 
managed. Including Just Transition 
risks. 

NA The entity has robust processes for 
identifying and managing 
environmental and social risks 
associated with its transition plan. 
Indications of robustness include 
the presence of tools, processes 
(including a responsible 
procurement policy and process), 
reporting or external audits or 
environmental and social 

The entity has some processes for 
identifying and managing 
environmental and social risks 
associated with its transition plan, but 
the processes have some material gaps. 

There is an absence of 
processes for 
identifying and 
managing 
environmental and 
social risks, or 
material risks are not 
addressed. 
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EXHIBIT 29 

Governance Scoring Guidance 

  Aspect +2 +1 0 -4 

certifications that support the 
identification and control of 
negative environmental or social 
externalities related to main 
actions supporting the transition 
plan. Where risks are identified, 
means and monitoring systems to 
prevent, limit, mitigate or 
compensate for negative impacts 
are clearly disclosed. 

Quality of Board 
Oversight 

The entity discloses evidence of board 
or board committee oversight of the 
management of climate change. 

NA There are structures in place to 
ensure that the board has oversight 
on climate change aspects, for 
example through direct reporting to 
the board or a board committee by 
a C-suite executive, a member of 
the executive committee or a 
committee (not necessarily a 
board-level committee) with 
explicit responsibility for climate 
change response. 

Weaker characteristics than described 
for a +1 score. 

NA 

 Responsibility for the entity’s 
response to climate change lies at the 
board. 

NA A named board member has 
explicit responsibility for the 
entity’s response to climate change. 

Other characteristics than described for 
a +1 score. 

NA 

The board demonstrates experience 
with respect to managing climate 
risks. 

At least one board member, based 
on qualifications or prior experience, 
is a climate expert. 

There is a structure in place to 
ensure that some, if not all, board 
members are regularly exposed to 
climate-related discussions, for 
example through a dedicated sub-
committee attended by at least 
some board members and by 
internal climate experts. 

Weaker characteristics than described 
for a +1 score. 

NA 
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EXHIBIT 29 

Governance Scoring Guidance 

  Aspect +2 +1 0 -4 

Management 
Incentives 

Climate-related Key Performance 
Indicators (KPIs) are tied to CEO or 
other senior executive compensation 
plans.  

There is at least one clear KPI tied to 
CEO or other senior executive 
compensation plans that is very 
closely tied to progress in meeting 
the entity’s reduction emissions 
targets and objectives. 
AND Senior executive compensation 
plans are disclosed and do not 
contain KPIs that are contradictory 
to decarbonization. 

There is at least one clear and 
quantifiable KPI tied to CEO or 
other senior executive 
compensation plans that focuses 
specifically on the company’s 
overall climate change-related 
performance, although it is not 
directly tied to progress in meeting 
the entity’s reduction emissions 
targets and objectives. References 
to ESG scores or very narrow KPIs 
do not qualify for a +1 score  
OR There is at least one clear KPI 
tied to CEO or other senior 
executive compensation plans that 
it is very closely tied to progress in 
meeting the entity’s reduction 
emissions targets and objectives. 

Weaker characteristics than described 
for a +1 score. 

NA 

Binding 
Mechanisms 

Targets considered in the Ambition 
component are stated using strong 
terminology. 

NA The targets considered in the 
Ambition component are stated 
using unambiguous words, such as " 
target" or "commitment." 

The targets considered in the Ambition 
component are stated using other, 
vaguer terms, for example "objective," 
"goal," "aim" or "ambition." 

NA 

Targets are subject to approval and 
oversight by owners or public 
authorities.  

Targets are subject to strong binding 
mechanisms. Examples include 
targets ratified in a binding vote of 
shareholders or governed/mandated 
by controlling entities, and targets 
included in regulatory findings 

Targets are subject to some 
oversight. Examples include targets 
put to a non-bind shareholder vote 
to or loosely mandated by 
controlling entities or regulators. 

Weaker characteristics than described 
for a +1 score.  

NA 

Source: Moody’s Investors Service 
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Appendix C – Sector-Specific Parameters and Considerations 

This appendix provides sector-specific guidance when assessing the Ambition and Implementation 
components of automotive original equipment manufacturers (OEMs) and oil and gas – independent 
exploration and production, and integrated oil companies. This guidance supplements the generic guidance 
provided in the “Clarity and Soundness” section. Over time, we will add sector-specific guidance for other 
sectors. 

Automotive Original Equipment Manufacturers (OEMs) 

Given that the transition to a low-carbon economy requires a transformation by automotive OEMs of the 
end products sold, we typically place more emphasis on Scope 3 targets for this sector in assessing both 
ambition and implementation. As for other sectors where Scope 3 is key, we use reversed weights under our 
Ambition scorecard. Reported targets by automotive OEMs are very diverse in terms of emissions intensity, 
EV share, absolute volume or total emissions.  

Similarly, in assessing the implementation of emissions reduction plans in this sector, we place a greater 
emphasis on the use phase of sold products (Scope 3, Category 11), which is the major source of emissions 
for automotive OEMs.  

Ambition Considerations 

SECTOR BENCHMARK 

The automotive OEM sector-specific benchmark is based solely on Scope 3, Category 11 and passenger cars 
and vans. The ITR score using the sector-specific benchmark is thus representative of ambition for Scope 3, 
Category 11 emissions reductions and passenger cars and vans only. Where companies set Scope 3 targets 
that include other Scope 3 categories or other types of vehicles, we typically assess ITR related to other 
vehicles separately and would take these into account in assigning the final sub-factor scores (see section 
“Assigning Final Sub-factor Scores”). The ITR assessment for other Scope 3 categories or other types of 
vehicles is typically based on the absolute rate-of-reduction benchmark. 

For entities in this sector, unless targets covering Scope 3, Category 11 are fully quantified, we would assign 
a score of Well Above 2°C. 

Implementation Considerations 

CLARITY AND SOUNDNESS 

The reduction of end-use phase emissions in this sector largely depends on the following three aspects: (i) 
the share of alternative fuel vehicles (AFVs), together with (ii) the decarbonization of global power supply, 
and (iii) the improvement in carbon efficiency of future fleets of internal combustion engine vehicles (ICEs).  

A clear plan for an automotive OEM typically provides transparency on the breakdown of expected 
emissions reductions along the technical, business and financial dimensions, including on assumptions 
around future improvements in the carbon intensity of conventional cars and the power supply. 

In considering the soundness of the assumptions made under these dimensions, we would typically 
benchmark these against sector-relevant assumptions made by the IEA under different pathways (e.g., NZE, 
SDS, STEPS) and would also compare the automotive OEM’s assumptions with historical industry trends 
and forecasts. Relevant data points for our assessment include the share of AFVs by type of vehicle: hybrid 
electric vehicles (HEVs), plug-in-hybrid electric vehicles (PHEVs), battery electric vehicles (BEVs) and fuel 
cell electric vehicles. We also consider the automotive OEM’s assumptions about the carbon intensity of the 
power supply and annual improvements in the carbon intensity of conventional cars. As part of our 
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assessment of Implementation, we consider whether the assumptions made by companies are consistent 
with their level of ambition. For example, if an entity’s targets indicate ITR of around 2° Celsius, a very 
aggressive assumption regarding the decarbonization of the power supply would be seen as inconsistent. 
Annual intensity improvements for conventional cars significantly above the historical average may also be 
considered aggressive. 

Another sector-specific consideration in our soundness assessment relates to targets that only address new 
fleet intensity reductions and do not speak to fleet electrification targets. In this case, a company may be 
planning to reach large emissions reductions mostly based on rapid power supply decarbonization but 
without a fast-pace deployment of AFVs. Stronger plans typically have both emissions reduction targets and 
fleet electrification targets for all types of vehicles sold (e.g., cars, vans and trucks). Relevant additional 
information would include the breakdown of fleet electrification by type of AFV, expressed as a share of unit 
sales or as a total amount of AFVs sold, with a clear target date.  

We typically assess the reasonableness of the AFV projections against our industry forecasts and recognized 
third-party data providers specializing in this industry (e.g., Wards Auto). Meaningful differences would 
typically weigh negatively on our assessment of Implementation, unless explained by the entity. 

Where a company has electrification targets, we typically consider whether the company also has emissions 
reduction targets and compare the levels of ambition between the emissions reduction targets and 
electrification targets. Material discrepancies would weigh negatively in our assessment of Implementation. 

In assessing the technical plausibility of the plan, we consider research and development as a percentage of 
sales in the previous year, which is a useful indicator of the company’s commitment to developing new 
technologies that can support the implementation of its emissions reduction plan. 

Other important considerations in the implementation of an automotive OEM’s emissions reduction plan 
include the development of vehicles with self-driving capabilities,44 the ability to secure a sufficient supply 
of batteries and to ramp up electric vehicle production, through increased owned capacity or through 
partnerships and joint ventures. Automotive OEMs that are investing in these technologies now will be 
generally better positioned to meet their ambition targets, whereas those that have not advanced their 
mobility services offering will have to deploy more capital later to catch up.  

In addition to assessing end-use phase emissions of sold products, we also assess how companies are 
planning to reduce emissions from the manufacturing phase, with emphasis on the sourcing of more 
sustainable manufacturing materials and electricity use. The main areas of focus for the automotive sector 
include the input of steel used in the manufacturing process, mining operations used in the manufacture of 
batteries and the recycling of material. Examples of positive actions include the substitution of components 
in vehicles to reduce the carbon footprint (e.g., shifting from steel to aluminum in certain applications), 
partnership with steel manufacturers to develop lower-CO2 steel pilots, or the securing of contracts with 
steel manufacturers to use less carbon-intensive technology options. On the battery production side, an 
automotive OEM’s actions to reduce emissions together with evidence of robust supplier engagement 
strategies (as described for other sectors) are positive considerations in our assessment. 

GOVERNANCE  

The reporting of the target progress is done on a well-to-wheel basis. In other words, it includes emissions 
from the production of fuels or electricity (well-to-tank, “WTT”) and tailpipe emissions (tank-to-wheel, 
“TTW”). We would take this into account in assigning the final Governance factor score. 

 
44 Relevant sources for the assessment include the guidelines of SAE International 
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Oil and Gas – Independent Exploration and Production and Integrated Oil Companies 

The considerations in this section apply to companies that produce oil and natural gas as a principal part of 
their business. 45 For companies that have substantial integration into petrochemical, midstream or refining 
operations, we would typically apply our approach for diversified companies in assessing Ambition. 46 

A vast majority of carbon emissions in this industry occur during the downstream use of the products oil 
and gas producers sell to companies and end users in the refining and marketing, power generation, 
transportation and other sectors (Scope 3 emissions), and the remaining emissions are related to operations 
and inputs (Scope 1 and 2 emissions). Within Scope 1 emissions, natural gas leakage (fugitive methane or 
CH4) in production and pipeline transmission is an important source of emissions. We typically assume all 
oil and gas products are ultimately combusted or otherwise enter the atmosphere in GHG form (Scope 3, 
Category 11).  

In order to reach net zero in the next few decades, oil and gas companies need to undertake a combination 
of actions: addressing the use of products sold, which are the key source of emissions, and developing plans 
to significantly or completely phase out combustible fossil-fuel production. We use reversed weights under 
our Ambition scorecard. 

Ambition Considerations 

SECTOR BENCHMARK 

Strategies to reduce carbon emissions in the sector tend to focus on carbon intensity. Many companies in 
the sector have strategies to diversify operations toward producing low-carbon energy sources such as 
renewable electricity or biofuels. Others may shift their production toward natural gas production instead of 
oil to reduce carbon intensity. However, emissions will not diminish in absolute terms solely by attaining 
reductions in carbon intensity, and some companies may only partially be shifting away from oil and gas 
production toward other business lines (e.g., renewable power generation). For example, according to the 
IEA’s NZE scenario, a 1.5°C aligned pathway requires stopping investments in new fossil fuel projects from 
2021 onward. In this scenario, fossil fuels fall from almost four-fifths of total energy supply currently to 
slightly over one-fifth by 2050. According to this scenario, the industry can rapidly decarbonize if it changes 
its offerings to non-fossil fuel energy sources and other low-carbon energy-related products and services.  

Therefore, our benchmarks for the sector are based on absolute carbon emissions. We use two separate 
sector-specific rate-of-reduction benchmarks, one for Scopes 1 and 2 combined, and another for Scope 3 
(Category 11) emissions. 

TARGET COVERAGE 

GHG inventories and targets in the sector may be calculated in different ways, which could affect our 
assessment of target coverage for the Ambition scorecard. We describe below some of the target coverage 
considerations that may apply to companies in the industry and that may result in downward adjustments 
for target coverage.  

Operational boundaries: Contractual obligations in the sector are complex, with multiple actors typically 
involved in oilfield exploration, development and production in different operational and financial roles. The 
choice of consolidation approach to GHG accounting can result in different carbon footprints for companies 
in the sector.  

 
45 For clarity, this appendix does not apply to petrochemical producers. 
46 For more information, see the ”Selecting Benchmarks for Entities with Different Business Activities” section. 
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We consider whether emissions-reduction targets apply to the totality of a company’s operations, including 
assets where a company has operational control in addition to non-controlled assets based on a company’s 
equity share. Through its equity stake, a company has a financial interest in an asset and exposure to the 
asset’s production even if it does not operate the asset. Therefore, in our scoring of Ambition, we consider 
whether the company also manages these carbon-related risks and includes them in its emissions-reduction 
strategy. 

Third-party crude processing and sale: We consider whether targets also apply to emissions derived from 
sales of third-party crude production refined or processed by the company.  

Methane: Methane represents a sizable share of upstream and midstream emissions for oil and gas 
companies, and therefore we consider whether GHG is included in GHG inventories and GHG reduction 
targets. Where methane is included in a company’s targets, we typically adjust the Global Warming 
Potential47 (GWP) assumption for methane that a company uses in order to match the GWP assumption 
used for the construction of our benchmark, if required.  

Where a company’s GHG disclosures or targets do not cover emissions from a company’s owned 
production and global product sales on a full-equity basis, including downstream product sales from third-
party crude as well as methane emissions, we would estimate the implied difference in reported emissions, 
and we would use these estimates in our scorecard adjustments for target coverage. Where it is not possible 
to make these estimates due to the lack of available data, we would typically notch down the sub-factor 
score(s) by one or two scores, based on how many of the aspects discussed above are present and our 
qualitative understanding of how meaningful the overall difference in target coverage is. 

Implementation Considerations 

CLARITY AND SOUNDNESS 

As for other sectors, we assess the plausibility of key actions and assumptions within the plan and whether 
they support the achievement of targets. In this sector, a sound net zero plan includes a strategy to reduce 
emissions from the perspectives of emissions intensity as well as absolute emissions.  

Sound emissions reduction plans in the industry are expected to address Scope 3 absolute emissions with 
clear indications of a willingness to reduce fossil-fuel production in the medium to long term. For example, a 
plan consistent with an ambition of limiting global temperature rise to 1.5°C should make clear that the 
company has stopped approving new oil and gas projects. 

Some companies may provide weaker indications of their long-term willingness to reduce fossil-fuel 
production. These indications may include the following: targets or publicly disclosed plans to reach at least 
a plateau in fossil-fuel production in the next 10 years; public statements that exploration and development 
capital spending or activity has peaked and will decline to zero within the next five years; or targeted 
declines in absolute emissions outpacing targeted emissions intensity declines in the short-term (by 2035), 
which implies a decline in fossil-fuel production. 

Similarly, a company’s investment strategy may provide some (albeit weaker) signals of a future decline in 
oil production. For example, a company may avoid investments that are expected to be significant enough 
to outpace the natural rate of decline in production. 

A decline in fossil-fuel production is only likely from a business and financial perspective if the company has 
a plan to diversify its revenue sources by shifting its product mix toward low- and zero-emissions products, 
which may be based on acquisition of existing assets or organic growth. Meaningful investment in low-

 
47 The Global Warming potential helps comparing the global warming impacts of different gases relative to carbon dioxide. 
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carbon products in the near term is an important indicator of the company’s willingness to diversify. 48 For 
this metric, we only consider capital investment that contributes to the low-carbon transition and exclude 
other hydrocarbon-based income streams, such as natural-gas-fired power generation. A company that 
bundles any fossil-fuel related revenues (including production of natural gas or gas-fired power generation) 
or capital spending in its disclosures of low-carbon capex or low-carbon revenues would constrain our 
visibility into the reality of the efforts being made to support the development of low-carbon products and 
thus limit the benefit we would ascribe to such investment in assessing the soundness of the plan. 

Certain companies in the sector have plans to invest in the development of carbon capture and storage 
(CCS) technologies and to provide CCS as a service for others. A company’s plans to claim emissions 
avoided resulting from CCS as emissions reductions on its own footprint would typically weigh negatively in 
our implementation assessment, except where used on its own sold products and value chain stakeholders. 
We consider CCS as another long-term revenue diversification option; however, we place more emphasis on 
the presence of investments in proven solutions in assessing a company’s short-term targets.  

In assessing the clarity and soundness of a company’s plan and actions related to Scopes 1 and 2, we 
typically focus on the following considerations. 

The Reduction of Methane Leakage in the Upstream, Transport and Delivery Process 

Companies in countries with methane emissions pricing (such as that proposed by the US Inflation 
Reduction Act) would be seen as having greater probability of reaching targets in this area, a positive 
consideration in our assessment. Making investments in satellite and other leak-detection technologies to 
measure these emissions more accurately would also be considered positively. Conversely, where 
companies are investing in natural gas and LNG infrastructure expansion, an absence of explanation of how 
mitigation costs for methane emissions are factored in would weigh negatively in our assessment. 

Reduction of Flaring to Curb CO2 Emissions  

Flaring, in which a company burns natural gas in the process of extracting oil, produces carbon emissions. In 
our implementation assessment, a target for zero routine flaring targets by a company in the short term 
would be a positive consideration, unless it increases methane leakage. Alternatively, companies may invest 
in technology or make operational improvements to use the raw natural gas that is extracted alongside oil, 
instead of burning it as routine flaring. Some countries set maximum flaring targets, which can support 
emissions cuts.  

Improvement of Energy Efficiency in Operation and Production 

The improvement of energy efficiency in a company’s operation and production is mainly related to Scope 1 
emissions and is beneficial in reducing the energy cost of a company’s operation. A company’s usage of 
more renewable electricity and low-carbon feedstocks for energy helps to reduce Scope 2 emissions.  

GOVERNANCE 

The target coverage considerations discussed in the “Ambition Considerations” section above may also 
indicate gaps in the entity’s governance when they are also present in its GHG emissions reporting. Where 
we assess the difference to be large between the actual GHG footprint of the entity and its disclosures or 
where the entity fails in covering the three boundaries discussed in the target coverage considerations, the 
final Governance factor score we assign may be lower than the initial score.  

 
48  We view capital spending as a stronger indicator of diversification toward low-carbon products than small-scale research and development (R&D) efforts, which are 

not likely to deliver significant emissions reductions in the short term. 
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Appendix D – Glossary 

Avoided Emissions: Emissions reductions that occur outside of a product’s life cycle or value chain, but as a 
result of the use of that product. Examples of products that avoid emissions include low-temperature 
detergents, fuel-saving tires, energy-efficient ball-bearings and teleconferencing services. 49 Avoided 
emissions may not necessarily mean that emissions have been reduced overall in absolute terms, but rather 
that emissions are lower than they might have been otherwise. 

Bioenergy with Carbon Capture and Storage (BECCS): Carbon dioxide capture and storage (CCS) 
technology applied to a bioenergy facility.50 Compared to other uses of carbon dioxide capture and storage 
(CCS), BECCS typically51 results in negative emissions, while other CCS uses do not. This is because 
bioenergy production is in itself typically a zero-carbon or low-carbon process52 as the carbon released in 
the biomass combustion was first extracted from the atmosphere during the growth stage of plants. 
Therefore, capturing these carbon dioxide emissions typically results in net-negative life cycle emissions of 
BECCS. CCS does not typically result in negative emissions when used in other applications, such as 
capturing carbon from industrial processes or fossil fuel combustion. 

Carbon Dioxide Capture and Storage (CCS): A process in which a relatively pure stream of carbon dioxide 
from industrial and energy-related sources is separated (captured), conditioned, compressed and 
transported to a storage location for long-term isolation from the atmosphere.50 Alternatively, the carbon 
dioxide can be utilized to create a new product, such as synthetic fuels, a process called carbon dioxide 
capture and utilization (CCU). If the CO2 is stored in a product for a climate-relevant time horizon, this is 
referred to as carbon dioxide capture, utilization and storage (CCUS). 

Carbon Dioxide Removal (CDR): Anthropogenic activities removing carbon dioxide from the atmosphere 
and durably storing it50in such a way that it will not contribute to global temperature warming. Carbon 
removal can be achieved through nature-based or technological solutions (see nature-based carbon removal 
and technological carbon removal). For our definition, carbon removal does not include carbon dioxide 
capture and storage (CCS) in most of its applications, except when paired with bioenergy production (see 
bioenergy with carbon capture and storage (BECCS)). 

Carbon Offsets: Carbon offsetting relates to reducing GHG emissions (including through avoided 
emissions), or increasing GHG removals through activities external to an entity, in order to compensate for 
GHG emissions such that an entity's net contribution to global emissions is reduced. Offsetting is typically 
arranged through a marketplace for carbon credits or other exchange mechanisms. Offsetting can only be 
used to claim net zero status to the extent it is like-for-like with any residual emissions53 (see the net zero 
definition below). 

Compensation: Actions to help society avoid or reduce emissions outside an entity’s value chain. These 
actions should not be regarded as emissions reductions of the entity, rather as activities supporting the 
global climate change mitigation effort. 

Direct-Air Carbon Capture and Storage (DACCS): The process of capturing carbon dioxide directly from 
the ambient air50 (as opposed to capturing it from point sources, such as a cement factory or power plant) 
and generating a concentrated stream of CO2 for durable storage. It is distinct from carbon dioxide capture 

 
49 Source: World Resources Institute 
50 Source: IPCC 
51 Depending on the total emissions of the BECCS supply chain. 
52 Depending on the total emissions of the biomass supply chain. 
53 Source: UN Race to Zero 
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and storage (CCS) in that CCS captures the carbon from point sources instead of directly from the 
atmosphere and is typically not a carbon-negative technology like DACC. 

Greenhouse Gases: Gases that cause the greenhouse effect, which is a process that occurs when the sun’s 
energy passes through the earth’s atmosphere and warms the planet's surface. The warmed surface then 
radiates heat that is absorbed by greenhouse gases such as carbon dioxide, which retain heat. 

Kyoto Protocol: The Kyoto Protocol is an international treaty that was adopted in 1997 and operationalizes 
the United Nations Framework Convention on Climate Change by committing industrialized countries and 
economies in transition to limit and reduce greenhouse gas (GHG) emissions in accordance with agreed 
individual targets. The Convention itself only asks those countries to adopt policies and measures on 
mitigation and to report periodically. 

Life Cycle Emissions: Life cycle emissions are all the emissions associated with the production and use of a 
specific product, from cradle to grave, including emissions from raw materials, manufacture, transport, 
storage, sale, use and disposal. 

Nature-Based Carbon Removal: Anthropogenic activities restoring and/or enhancing natural reservoirs 
(e.g., soil, ocean or plants) where carbon dioxide is stored. Includes afforestation, reforestation, soil 
regeneration, restoration of mangroves, salt marshes and sea grasses, etc. Excludes natural carbon dioxide 
uptake not directly caused by human intervention. 

Net Zero: The UN Race to Zero defines net zero as a state when anthropogenic emissions of greenhouse 
gases to the atmosphere are balanced by anthropogenic removals. Organizations are considered to have 
reached a state of net zero when they reduce their GHG emissions following science-based pathways, with 
any remaining GHG emissions attributable to that organization being fully neutralized by like-for-like 
removals exclusively claimed by that organization, either within the value chain or through purchase of valid 
offset credits. 

Neutralization: Actions to remove carbon from the atmosphere and permanently store it to counterbalance 
the impact of any residual emissions (see residual emissions). 

Residual Emissions: Emissions within the value chain that remain unabated after all technically feasible 
efforts to reduce them have been implemented. 

Scopes: Scope 1 emissions are direct emissions from owned or controlled sources. Scope 2 emissions are 
indirect emissions from the generation of purchased electricity. Scope 3 emissions are all indirect emissions 
(not included in Scope 2) that occur in the value chain of the reporting entity, including both upstream and 
downstream emissions. 

Technological Carbon Removal: Removing and storing carbon from the atmosphere that results in 
negative emissions, not using nature-based carbon removal. It may include direct-air carbon capture (DACC) 
and bioenergy with carbon capture and storage (BECCS). It does not include CCS in most of its applications, 
except for BECCS. 

Well to Wheel (WTW) emissions: Well-to-wheel emissions include all emissions related to fuel production, 
processing, distribution and use. In the case of gasoline, emissions are produced while extracting petroleum 
from the earth, refining it, distributing the fuel to stations and burning it in vehicles. In the case of 
electricity, most electric power plants produce emissions, and there are additional emissions associated with 
the extraction, processing and distribution of the primary energy sources they use for electricity 
production.54 

 
54 Source: US Department of Energy 
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Moody’s Related Publications 

For further information, please refer to Rating Symbols and Definitions, which is available herel. 

 

https://ratings.moodys.com/documents/PBC_79004
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