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Case in point - What is PACTA?    
• Measure the alignment of financial portfolios with climate scenarios, PACTA quickens the shift to net zero in the 

financial industry.

• Initially, 2° Investing Initiative (2DII) created PACTA with support from the United Nations Principles for Responsible 

Investment. The PACTA stewardship was handed by 2DII to RMI, formerly known as Rocky Mountain Institute, in 

June 2022. 

• Under the direction of RMI, PACTA will continue to be an independent, free, open-source approach and tool that 

offers forward-looking, scientific scenario analysis to the financial and supervisory community, assisting users in 

making financing decisions that are in line with climate change. RMI intends to allocate resources towards 

enhancing PACTA's usability and relevance in daily investment decision-making and reporting obligations.

• The PACTA study evaluates the actions that financial institutions should take in relation to enterprises operating in 

climate-relevant industries in order to reduce the rate of increase in global temperatures. It utilizes a proactive, 

dynamic approach that is predicated on the five-year production plans of the companies that a portfolio firms 

itself with.

• As different sectors require different actions to accomplish the goals of the Paris Agreement, the technique 

measures alignment per sector or per technology. Certain industries must change (like the power industry), while 

others must phase out (like the fossil fuel industry). Some industries must move more swiftly than others.



What is PACTA?

An open-source, 

free software 

program called 

the Paris 

Agreement Capital 

Transition 

Assessment 

(PACTA) allows 

users to assess 

how well financial 

portfolios 

correspond with 

various climate 

scenarios and to 

examine 

individual 

enterprises.



What is Paris alignment of finance?

• The term "Paris alignment" describes how money flows from the public and private sectors align with the 

goals of the Paris Climate Agreement. 

• The Paris Agreement's Article 2.1c describes this alignment as ensuring that financial flows follow a course 

that leads to reduced greenhouse gas emissions and development that is resilient to climate change. This 

kind of alignment will support the increase in financial flows required to fortify the international response 

to the threat posed by climate change.  

• Driving systemic change might be taken into consideration at the strategic level first. In light of this, we 

must inquire as to whether the public and commercial sectors are making the necessary efforts to 

guarantee that financial decisions take climate change into account and are consistent with the goals of 

the Paris Agreement. 

• If not, what steps are need to take next? 



Industries Accounting for 75% of Emissions Are Covered by
PACTA

• Currently, PACTA covers climate-relevant industries: power, coal mining, car manufacturing, cement, steel, coal, 

and aviation. These industries together are responsible for over 75% of greenhouse gas emissions worldwide.

• In addition to central banks, over 1,500 financial institutions globally have utilized PACTA to evaluate the 

regulated firms they oversee, such as the European Insurance and Occupational Pensions Authority (EIOPA), the 

California Department of Insurance, the Bank of England, and others. 

• PACTA is used to test over 600 portfolios per month on average.

• A critical feature of PACTA is that it relies on physical, asset-based company data as the core analytical concept, 

which provides granular, regional, sector-specific, forward-looking production pathways that can be compared 

with various scenarios.

• This core alignment functionality is complemented by a stress-testing module for investors that measures various 

climate scenarios’ influence on asset prices. 



PACTA and its versions 



PACTA uses



THE PROCESS OF ACHIEVING PARIS ALIGNMENT CONSIST OF DIFFERENT  
PHASES 



PACTA for Banks

• Financial organizations who want to know how well or poorly their assets match different climate scenarios 

can benefit greatly from using climate scenario analysis. Financial institutions can utilize this data to 

better focus their investments in accordance with climate scenarios, make judgments about setting targets 

for climate change, and learn more about how to interact with their clients regarding their individual 

climate activities. For climate-related disclosures, such as those advised by the Financial Stability Board's 

Taskforce on Climate-related Financial Disclosures, climate scenario analysis can also be applied.

• This is a tool that investors have had exclusive access to for their bond and stock portfolios for far too long. 

However, a deeper involvement of the banking sector in these initiatives is vital to meet the targets set 

forth in the Paris Agreement. Ultimately, banks are essential to the fight against climate change because of 

the loans they make and the interactions they have with customers. In an effort to expand its flagship 

methodology into the corporate loan market, PACTA has worked.

• With the introduction of new data gathering methods, more complex and detailed data, and text-matching 

software, foundation for banks has been set to be able to evaluate corporate lending practices in a 

meaningful way in relation to climate scenarios.



PACTA for Banks

• Banks can assess how well their corporate lending portfolios correspond with climate scenarios by using 

PACTA for Banks, which covers a number of important climate-relevant industries and technological 

advancements. 

• By giving banks information about how the capital stock and spending plans of their corporate clients align 

with the climate, it offers a significant advancement in climate scenario analysis for financing.

• Created as a public utility, PACTA for Banks is provided without charge to a variety of stakeholders in the 

banking, academic, and non-profit sectors. 

• The toolset has been put to the test over the past two years by 17 of the top global institutions in Europe, 

North America, and South America. 

• It was also created with cooperation from NGOs and industry experts, and it has been evaluated by more 

than a dozen academic institutions.



PACTA at a glance



PACTA methodology 



PACTA for Banks Methodology
• The PACTA for Banks Methodology allows users to perform climate scenario analysis on corporate lending 

portfolios. It consists of three core components: physical asset-level data, financial exposures, and climate 

scenarios. The PACTA methodology relies on an assessment of physical assets (such as steel or power plants) linked 

to financial assets (such as loans, bonds, and shares) and the alignment of these assets with climate scenarios.

• While a specific set of scenario input and asset-based company level data is provided, the methodology used to 

calculate the metrics is stand-alone. Any climate change scenario or asset-based company data (ABCD) set could 

be used to implement the methodology, provided that the ABCD and scenarios use the indicators on which the 

methodology is built.

• The methodology the underlying rationale in more detail describes the output metrics and discusses the required 

inputs. Additionally, it details the scope of the methodology. Finally, it discusses different options for allocating 

the macro carbon budgets from sectoral pathways (scenarios) to micro-economic actors (portfolios/clients) and for 

allocating the physical asset-based company data to financial instruments such as loans.

• It also provides the mathematical formulas used to calculate the metrics.

• It concludes with a breakdown of the sectors covered, including sector overviews, the metrics used, and data 

inputted.









PACTA Methodology - Sectors and metrics

Technology/Fuel Mix Production Volume 

Trajectory
Emission 

intensity



PACTA metrics 
What do the metrics show?



Metrics
- Technology / Fuel Mix Introduction to Climate Change 
Scenarios

• Approximates the portfolio’s relative 
exposure to the economic activities 
that are most impacted by the 
transition to a low-carbon economy

• It is a function of how the portfolio is 
allocated across counterparties, and 
how dispersed these companies’ 
activities are across technologies

Sectors:

Power Sector Fuel Mix – a comparison of the portfolio to a market 

benchmark and the SDS scenario
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Metrics
- Production Volume Trajectoryntroduction to Climate 
Change Scenarios

• Compares the portfolio’s volume 
production trend against the trends set 
as targets from climate scenarios

• It is also benchmarked against the trend 
in the industry as a whole

• Company-level results can be given

Sectors:

Trajectory of the portfolio volume proxy compared to market and scenario 

trajectories (coal-fired power generation – installed capacity)
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Metrics
- Company Level results

• Approximates relative exposures by 
portfolio company to high emissions 
technologies

• The companies are those in which 
positions or bonds are held or that have 
corporate loans 

• Company performance is also 
benchmarked against the trend in the 
industry as a whole

Sectors:



Metrics
- Company level results Climate Change Scenarios

• Targets set using the SBTI’s Sectoral Decarbonization 
Approach (SDA)

• Absolute carbon budgets are set for each sector (taken 
from climate scenarios). These are then converted to 
intensity targets per year for the market (black line)

• The portfolio’s loan weighted average emission intensity is 
calculated at present – then, a yearly target is set. (blue 
line) 

• The green line represents the portfolio’s projected 
intensity

• This is a convergence approach. So, all portfolios’ targets 
will equal the market’s target (scenario) at the end point of 
the scenario 

Sectors:

Actual Portfolio

Cement CO2 intensity metric – The portfolio’s projected intensity 

is compared to its target and the markets target



PACTA Implementation
How do I do it?



Investor Implementation (Equities and Corporate Bonds) 
- Transition monitor platform

•Registration, data-upload and reports are facilitated on an online 
platform developed by 2DII Transition Monitor Platform



PACTA Software
Any user can execute the PACTA analysis on their business lending portfolio using the PACTA for Banks Software. 

It is open-source and free (per the MIT license). R programming knowledge at a minimum is needed.

Three R-written software packages make up PACTA for Banks, and each has an installation and usage guide 

available.



Banks Implementation (Corporate loans)
- Desktop Software

• PACTA for Banks is free and open-source

• The methodology is data, software and scenario-agnostic

• Free data, software, and preformatted scenarios are accessible at http://www.transitionmonitor.com/

Methodology / Supporting 

Documents 

Software Free Data Set  Training Materials   

Link Link Asset Resolution website Link

http://www.transitionmonitor.com/
https://www.transitionmonitor.com/pacta-for-banks-2020/methodology-and-supporting-materials/
https://www.transitionmonitor.com/pacta-for-banks-2020/software/
https://asset-resolution.com/
https://www.transitionmonitor.com/pacta-for-banks-2020/training-materials/


Thank you

Thanks to your commitment and great interest to listen to 
this presentation.  

We look forward to working together. 

Dr.V.V.L.N.Sastry. Sastry  

drsastry12@gmail.com
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