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SUMMARY

Rapid and far-reaching decarbonisation of the energy
system is essential to achieving the objectives of the
Paris Agreement. Of particular importance is the “critical
decade” between 2020 and 2030, where emissions need
to fall 7.6% every year. Committed emissions from planned
and operational energy infrastructure already exceed the
remaining carbon budget for a pathway consistent with a
50-66% probability of meeting the 1.5 degrees Celsius (°C)
temperature goal.

In 2018, development finance institutions (DFls) — both
multilateral development banks (MDBs) and members of the
International Development Finance Club (IDFC) — pledged to
align their activities with the goals of the Paris Agreement.
A growing number of private sector asset owners and asset
managers have also begun to set net-zero targets or make other
kinds of climate and environmental, social, and governance
(ESG) commitments. In line with these commitments, both DFIs
and the private sector have broadly moved away from directly
financing coal, but they continue to provide significant finance
for new gas projects and related infrastructure.
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A limited number of DFIs have started to adopt restrictions
for gas finance, but most DFIs lack clear and effective
strategies on phasing out fossil fuel support —including gas
—in line with the Paris Agreement. DFI energy and climate
policy updates provide an opportunity to shift DFIs’ current
lending trends to keep up with accelerated global climate
targets.

Considering its significant climate impact, gas should not
be seen as a bridge or transition fuel. Lifecycle assessments
of gas generally undermine rationales for the use of
gas as a climate-friendly alternative. Swift technological
progress and the falling costs of renewable energy-based
alternatives, energy storage, and the electrification of end
uses means that investments in gas are not only increasingly
incompatible with overall climate targets — they are also
associated with serious high-emission lock-in, transition,
and physical climate risks. These developments, however,
have different consequences for each part of the gas value
chain, from upstream extraction, export, and midstream to
the various end uses.
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e Upstream and export gas projects are clearly not aligned
with the Paris agreement. This includes gas exploration,
extraction and production, gathering, and processing, as
well as liquefied natural gas (LNG) liquefaction terminals
and LNG carriers. The emissions of existing and approved
oil and gas extraction projects already exceed the carbon
budget consistent with 1.5°C of warming. Continued
upstream gas investment undermines global climate
goals, is inconsistent with the objective of reducing
carbon dioxide (CO,) emissions to net-zero by 2050,
hinders exporting countries” economic diversification, and
increases debt for assets at a high risk of stranding.
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*denotes context specific circumstances

e Midstream pipelines face high lock-in and transition
risks and cannot be considered aligned with the Paris
agreement. Despite claims that repurposing pipelines in
the future provides a justification for their construction,
there are a number of significant feasibility and cost
challenges to repurposing gas pipelines for other uses
such as hydrogen transport. There is a great deal of
uncertainty regarding the feasibility and cost implications
of converting gas infrastructure to transport low-carbon
gases. In addition, centres of supply and demand for low-
carbon gases do not correspond with current patterns in
gas trade. These factors make pipelines highly likely to lock
in further emissions and increases transition risk.
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e Mature and cost-competitive clean alternatives e In new residential and commercial buildings and

eliminate the necessity for gas for multiple downstream renovation projects, commercially available mature
uses. Lock-in and transition risks, especially in the power options for electrification eliminate the need for gas for
sector, are particularly high. Gas power plants used space and water heating, as well as cooking. Liquefied
for baseload, generally combined cycle gas turbines petroleum gas (LPG) for clean(er) cooking should only
(CCGT) lock-in continued emissions, as they displace be considered in cases where stable electricity is not
and discourage additional renewables in the electricity available or a feasible option. Renewable biogas produced
system. Furthermore, battery technology, other storage with sustainable feedstocks should be prioritised over an
options, smart grids, demand response, and other load expansion of fossil fuels.

management options are greatly decreasing the need
for peaking power plants. An investment in gas-fired

Electrification options for road transport eliminate

peaking power plants can only be considered Paris- arguments for compressed natural gas (CNG), which
aligned under exceptional circumstances where no viable offers little to no climate benefit compared to
clean alternatives exist and it can be shown that the plant conventional fuels.

enables and promotes greater integration of renewables.
For heat, gas investments must also be avoided wherever
possible. Support for gas-fired combined heat and

LNG is similarly not Paris-aligned as a fuel for shipping.
Although mature zero-carbon alternatives are not yet

power (CHP) should only be given in conjunction with a commercially available for long distance shipping on a large
rapid expansion of renewable heat sources and energy scale, the engine and fuel storage needs for LNG present
efficiency improvements, in the context of a transition serious lock-in and transition risks. Dual-fuel engines
to lower-temperature, flexible fourth generation district that run on for example, marine gas oil and can later be
heating system. converted to use ammonia are a superior alternative.

Renewed political momentum for climate action and increased scrutiny of lending
policies and investment flows have led to growing pressure on public and private finance
institutions to progress in their efforts for Paris alignment. Building on and providing
input for banks’ decision-making processes can facilitate Paris-aligned reforms of energy
lending policies and climate strategies and action plans. DFIs can play an important role
in the shift towards decarbonisation, but their strategies and current practices should

be critically reviewed and reformed. To this end, DFIs should establish new investment
criteria that are reflective of the climate-related and economic risks associated with gas
investments, ensuring that any investment in gas infrastructure that can be avoided

is avoided. For DFlIs, it is important in this context to consider the rapidly evolving
technological maturity and competitiveness of renewable energy-based alternatives,

as well as the electrification of end uses. The objectives of DFIs’ energy policies should
be to mobilise finance to mainstream these alternatives universally, facilitate a just and
inclusive transition, and exploit key opportunities in alternative fuel supply chains such
as green hydrogen.
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1. INTRODUCTION

Rapid and far-reaching decarbonisation of the energy
system is essential to achieving the objectives of the Paris
Agreement. Of particular importance is the “critical decade”
between 2020 and 2030, where emissions need to fall 7.6%
every year (UNEP, 2019). The misconception persists that
gas can play a significant “bridge” role in decarbonisation.
Committed emissions from planned and operational energy
infrastructure already exceed the remaining carbon budget
for a pathway consistent with a 50-66% probability of
meeting the 1.5 degrees Celsius (°C) temperature goal (Tong
etal., 2019).

The most promising and cost-efficient strategy to
decarbonise the energy system is to electrify all possible end
uses and shift electricity generation away from fossil fuels
and towards renewable energy. The technological maturity
of wind and solar power and electricity storage options has
progressed rapidly, as have electric alternatives for many end
uses. Shifting electricity generation away from fossil fuels is
not only a climate change imperative but also represents the
only approach that avoids exposing developing countries to
significant transition and lock-in risks. The decarbonisation
of developing countries’ energy systems can also help
strengthen their adaptive capacity and improve resilience,
given the vulnerability of the gas value chain to physical
climate risks. This is essential, as developing countries are
simultaneously the least responsible for climate change
and the most vulnerable to its impact. They have the great
challenge of expanding energy access and meeting growing
energy demand, while having the least resources to finance

decarbonisation.

In 2017, multilateral development banks (MDBs) and
International Development Finance Club (IDFC) members
pledged to align their financial flows with the objectives of
the Paris Agreement, which implies that banks must redirect
their activities to make their finance flows “consistent with
a pathway towards low greenhouse gas emissions and
climate-resilient development” as per Article 2.1c of the
Paris Agreement (UNFCCC, 2015). As such, for development
finance institution (DFI) support to be Paris-aligned, it must
be consistent with the Paris temperature goal. Specifically,
this requires DFIs to ensure that operations are consistent
with the objective of keeping global warming well below 2°C,
with the aim to limit the global temperature rise to a 1.5°C
increase, while also minimising temperature overshoot and
negative emissions and enhancing resilience and adaptive
capacity. Considering that developing countries are the most
vulnerable to and are already suffering from the impacts
of climate change, it is central to DFIs” mandate to support
developing countries to avoid a high emission development
pathway. Therefore, DFls must ensure that they not only do
no harm (which they would do if they were to undermine
the transition), but also take a lead in supporting and
accelerating the low-carbon transition (14CE, 2019).

DFls, notably MDBs and IDFC members, are in the process
of developing tools and approaches to align themselves
with the Paris Agreement. This paper seeks to explore the
gas debate in the context of DFIs’ alignment efforts. We
begin by outlining our methodology, before reviewing the
current status of DFIs’ investments in gas infrastructure,
considering the climate impact of gas and different
modelled Paris-aligned pathways. We then discuss various
investment considerations with regard to the gas value
chain, based on inputs from Paris-compatible scenarios
(sectoral criteria), lock-in risks, transition risks, and resilience
considerations. We then discuss the results of our analysis,
draw conclusions, reflect on the study’s limitations, and
recommend areas for further research.
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1.1 METHODOLOGY

In order to provide guidance on an approach to determining
Paris alignment of gas-related investments, we draw on
previous work on the Paris alignment of natural gas, recent
publications on climate modelling, a review of the current
status of technological progress in terms of alternatives,
and recent updates to development banks’ Paris alignment
approaches.

An initial approach was proposed in Germanwatch and

NewClimate’s 2018 working paper “Aligning Investments

with the Paris Agreement Temperature Goal- Challenges

and Opportunities for Multilateral Development Banks”

(Germanwatch & NewClimate Institute, 2018). The working

paper classifies gas-related investments in electricity

generation as “conditionally aligned” if:

 the project is economically viable despite factoring in a
robust shadow carbon price;

e the project will be decommissioned before a targeted year
for full decarbonisation;

e the project is aligned with national decarbonisation
pathways; and

* based on additional factors such as future demand,
system flexibility, idle capacity, capacity pipeline, and
infrastructure repurposing.

Similarly, pipelines in the 2018 working paper could be
considered conditionally aligned if: there is sufficient future
demand; if current infrastructure capacity is insufficient for
this level of future demand; and if the projects is consistent
with a national 2050 decarbonisation pathway.
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Since then, the technological progress of various
alternatives has further reduced the need for gas-fired
energy generation, a number of DFIs have presented their
approaches towards Paris alignment, including guidance on
gas, and new political momentum has pushed the debate
to the forefront of development finance discussions.
Furthermore, the scientific understanding of carbon budget
constraints and the significant greenhouse gas (GHG) impact
of gas, including the amount of fugitive emissions, has also
notably improved (see Section 2.2). We therefore revisit
our previous proposed investment guidance for gas for
different parts of the value chain, integrating current climate
science, including new findings regarding climate change
impacts and risks, as well as an updated appraisal of the
technological maturity and costs of alternatives.

1.2 JOINT ALIGNMENT
APPROACH

In their effort to align themselves with the Paris Agreement,
DFls have established a number of dimensions that lay out
their approach to alignment. In 2018, MDBs proposed a joint
framework, based on six “building blocks”, which sets out
their approach to meeting the goals of the Paris Agreement
(World Bank, 2018). Also in 2018, IDFC members proposed
a similar parallel framework with a number of common
elements.

11
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Table 1: MDB and IDFC Paris Alignment approaches, based on IDFC (2018) and World Bank (2018)

MDB Paris Alignment “building blocks” IDFC alignment commitment and actions

1. Alignment with mitigation goals: operations compatible
with the mitigation objectives of the Paris Agreement.

1. Increasingly mobilise finance for climate action.

2. Adaptation and climate resilience: operations ensuring
climate-resilient development and the promotion of
adaptive capacity.

2. Support country-led climate-related policies.

3. Provision of scaled climate finance: mobilisation of
finance and direct lending to support an accelerated
transition.

3. Catalyse investments and mobilise private capital.

4. Engagement and policy development support: technical
assistance and collaborative partnership building.

4. Recognise the importance of adaptation and resilience,
especially in the most vulnerable countries.

5. Reporting: development and harmonisation of
reporting approaches.

5. Support the transition from fossil fuels to renewable
energy financing.

6. Alignment of internal activities: alignment of MDBs’
internal processes and operations/policies.

6. Internal transformation of institutions (IDFC members).

Although still under development, preliminary assessment
criteria for the first two MDB building blocks have been
drafted, which are intended to be applied to project
types that are not included in the MDBs’ universal
positive or negative lists (Rydge, 2020). Our analysis of
the Paris alighment of gas investments focuses on the
first and second building block of the joint MDB Paris
alignment approach, but also discusses connections
with other relevant building blocks of the approach,
where appropriate. In the mitigation building block,
the framework recommends evaluating a project’s (in)
consistency with respect to countries’ national plans and
nationally determined contributions (NDCs)/long-term
strategies (LTSs), sector-specific mitigation objectives,
clean technology alternatives, lock-in risks, and transition
risks. In the adaptation building block of the framework,
MDBs intend to assess supportive activities in terms
of their alignment with countries’ climate-resilient
development pathways via context-specific evaluation of
physical climate risks.

We provide inputs on the interpretation of evaluation
criteria MDBs have defined for the first two building blocks
of the joint Paris alignment framework and discuss how
they relate to gas investments. We do not focus on specific
countries, but, rather, provide a high-level interpretation
of evaluation criteria, hence excluding the dimensions that
directly refer to countries’ NDCs and LTSs. However, it should
be noted that current NDCs are cumulatively insufficient
to reach the Paris Agreement’s temperature goals (UNEP,
2019, 2020a), many are out of date, having been submitted
in 2014 and 2015, and many developing countries have not
yet developed an LTS.

For most value chain components analysed in this report,
elements of the MDB alignment approach can inform
more restrictive policy development. For those value chain
components where DFI support is not categorically non-
aligned, we propose a number of guiding questions that
DFls can use to evaluate the context-specific consistency of
the investment requests with the Paris Agreement. Figure 1
provides an overview of the building blocks evaluated in this
report, as well as an indicative overarching evaluation logic.

12
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Figure 1: Selection of questions from MDB Paris alignment framework for mitigation and adaptation

If the project is gas related (full value chain):

Mitigation

Lock-in risks

Sector-speciﬁc Is the project consistent with sector-specific
criteria Paris Agreement criteria/carbon budgets?

Does the project promote opportunities
to transition to Paris-aligned activities,

yes no unclear

0
O

i.e. no carbon lock-in risks?

Transition risks Is the project economically viable, pricing in
transition risks, i.e. low risk of stranding?

20,

Adaptation

Resilience Does the project build adaptive capacity
and resilience?

Resilience Does the project account for physical
climate risks?

O
O

If any response is no:

NOT ALIGNED

In the mitigation building block, MDBs include an evaluation
of project consistency with national and sector-specific Paris
alignment criteria, i.e. the compatibility of the project vis-a-vis
the remaining carbon budget. Benchmarks, such as carbon
budget scenarios, emission intensity thresholds, or renewable
energy deployment scenarios, can also be applied to exclude
clearly misaligned projects in a specific sector (Germanwatch
& NewClimate Institute, 2018). We reference available
modelled benchmarks for the sectors we analyse.

Furthermore, the joint Paris alignment framework also
assesses a project’s potential for misaligned technology lock-
in and transition risks, which can lead to stranded assets. We
explore how these criteria can be applied to gas projects at
different stages of the value chain and what they mean for
DFl support for gas projects in most contexts.

In the adaptation building block, the joint Paris alignment
framework focuses on context-specific assessment of the
physical climate risks associated with a project and checks
whether projects contribute to building adaptive capacity,
helping countries pursue resilient development pathways.
While this will vary according to the local context, we assess
whether gas projects are generally more prone to physical
climate risks than alternative technologies.

Based on the conclusions and the relevant lock-in,
transition, and physical climate risks, we propose
potential investment guidance for different kinds of direct
investments in the gas value chain.

13



PARIS ALIGNMENT OF GAS?

1.3 DEFINITION OF VALUE
CHAIN COMPONENTS

Our analysis covers a number of elements up and down the
gas value chain. Based on the investment considerations, we
propose the following three asset groupings: (1) upstream
and liquefied natural gas (LNG) exports; (2) midstream
pipelines; and (3) LNG imports and downstream—the
last of which includes different sub-categories based on

end use. Although usually understood as a midstream
value chain element, we consider LNG export and import
infrastructure separately and in conjunction with the
upstream and downstream parts of the value chain,
respectively, given their similarities in terms of the
associated lock-in and transition risks. Furthermore, we
consider the climate-related aspects of new infrastructure
(greenfield), refurbishment (brownfield), and retirement
and decommissioning.

Figure 2: Gas value chain components

Upstream and
LNG Export

Upstream
transport/

pipelines

Gathering
and
processing

Exploration,
extraction, and
production

Liquefaction
terminals

Midstream Pipeline

LNG Import and
Downstream

- XN
— =

Space heating,

Transmission
and storage

water heating
and cooking

Distribution

Regasification

terminals
Transport
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2. BACKGROUND AND
CURRENT STATUS

As a growing number of countries — both developed
and developing — set net-zero targets, more attention
is also being paid to the financial support to emissions-
intensive investments made abroad. In particular, there is
a growing political debate about support for fossil fuels in
development finance. While some frame gas as a transition
or “bridge” fuel, the adverse climate impacts of gas, its
lock-in and transition risks, and the technological maturity
and competitiveness of alternatives significantly limit
the extent to which gas can and should still play a role in
development efforts.

The European Union (EU) has already announced that it
“will discourage all further investments in fossil fuel based
energy infrastructure projects in third countries?, unless
they are fully consistent with an ambitious, clearly defined
pathway towards climate neutrality in line with the long-
term objectives of the Paris Agreement and best available
science” (Council of the European Union, 2021). As part of
the international coalition Export Finance for Future (E3F),
a group of EU countries consisting of Denmark, France,
Germany, the Netherlands, Spain, and Sweden along with
the United Kingdom (UK), have committed to eliminating
public export guarantees for coal and phase out support
for fossil fuel projects, although agreed principles are yet
to be laid out in detail in the majority of the countries
(Government of France, 2021). The UK enacted a new policy
on national government support for the fossil fuel energy
sector overseas in March 2021. Under the policy, the UK
will stop export finance, aid funding, and trade promotion
for fossil fuel sectors, including gas, albeit with several
exceptions (BEIS, 2021). Additionally, the new Biden-Harris
administration in the United States (U.S.) has directed
the federal government to “seek to end international
investments in and support for carbon-intensive fossil fuel-

”, u

based energy projects”; “work with other countries, through
both bilateral and multilateral engagements, to promote
the flow of capital toward climate-aligned investments
and away from high-carbon investments”; and for the U.S.
International Development Finance Corporation (DFC) to
“implement a net-zero emissions strategy to transition its
portfolio to net-zero emissions by 2040” (The White House,
2021). In its new guidance on fossil fuel energy at the MDBs,
the US, however, allows for narrow support for gas (US
Treasury, 2021). This is particularly significant, considering
that the U.S. is often one of the largest shareholders in
MDBs.

These national policy trends are significant not only for
bilateral development finance, but also because these
countries are major shareholders in MDBs and will have
considerable influence on their ongoing financing of fossil
fuels on both an individual and collective basis.

2.1 DFIS’ ENERGY
INVESTMENT POLICIES

Between 2017 and 2019, public financial support for
fossil fuels was over twice as high as that for renewable
energy infrastructure (Muttitt et al., 2021). In 2020,
total investments in oil and gas infrastructure by the
World Bank Group (WBG), Inter-American Development
Bank (IDB), Asian Development Bank (ADB), Asian
Infrastructure Investment Bank (AlIB), African Development
Bank (AfDB), European Investment Bank (EIB), European
Bank for Reconstruction and Development (EBRD),
Islamic Development Bank (IsDB), and New Development
Bank (NDB) amounted to about United States Dollar (USD)
3.4 billion (see Table 2).

1 For the EU, third countries are any countries that are not EU or European Free Trade Association (EFTA) member states.
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Table 2: DFI’s energy sector investments (million USD) in 2020, based on Oil Change International (2021)

Renewable
energy* S 673 $13 $95 $671 $ 3,670 $ 988 S- S- $1,169
and batteries

Oil and gas $233 $3 S- $984 $923 $273 $21 S- $ 955

* Excluding hydro and biomass/biofuels

DFIs’ current energy lending approaches vary in both breadth and depth with regard

to fossil fuel financing and specifically gas financing. Although no DFI has a complete
categorical exclusion of gas, there is a wide spectrum of DFI policies concerning gas, from
restrictive policies against gas finance with some exceptions to DFls acting as significant
financiers of gas and related infrastructure. DFI support for gas-related projects takes
various forms, including lending for new development, refurbishment, retirement and
decommissioning, guarantees, and technical assistance and advisory services.
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Figure 3: Restrictiveness in MDBs’ gas policies

Least
restrictive
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Most

restrictive

NDB and AlIB (2018) IDB (2020) and EBRD (2021b) EIB (2019)
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The EIB has comparatively the most restrictive policy with
regard to (direct) investments in gas-related infrastructure.
The EIB’s energy lending policy excludes most kinds of
investments in unabated fossil fuels along the entire value
chain from 2022 onwards (EIB, 2019). As such, the EIB is the
only DFI that excludes support to downstream gas projects,
albeit with some notable exceptions, including support for
LNG-fuelled vessels in the maritime sector (see Figure 3).

The WBG (2021a), IDB (2020), ADB (2009), and EBRD
(2021b) all exclude support for upstream gas projects in
their draft methodologies, although some with notable
exceptions. The AfDB (2012) excludes gas exploration only.
The NDB (no dedicated energy policy), the IsDB (2019),
and the AlIB (2018) do not formally exclude support to gas
projects, irrespective of the stage of the value chain.

Generally, with the exception of the EIB, many DFIs imply that
they see gas as playing a role in the decarbonisation of energy
systems, and some DFls explicitly or implicitly support coal-to-
gas switching. Although an investment in fossil fuels, this is

investments and

will assess all

investments for
consistency with
NDCs and LTS.
Exceptions for
poor countries.

even controversially categorised as climate finance in the joint
MDB IDFC definitions of climate mitigation finance (MDBs,
2020). The EBRD previously described the switch to gas as “a
key step towards a cleaner energy system for many countries”
(EBRD, 2019, pp. 37), but recently pledged to only support gas
projects that credibly align with a low-carbon strategy (EBRD,
2021a). The ADB refers to the switch from coal to cleaner
alternatives, including gas, as desirable in its energy lending
policy (ADB, 2009), although a new draft energy policy
proposes a number of conditions that may lead to some
restrictions on gas lending (ADB, 2021). The AlIB presents
investment support to gas-fired power generation as a part
of a country’s transition towards a sustainable, low-carbon
energy mix (AlIB, 2018, pp. 17). The WBG Climate Change
Action Plan 2021-2025 cites the World Bank’s existing policy
of not financing upstream oil and gas upstream projects since
2019 and mentions a planned assessment for consistency
with NDCs, LTSs, and mitigation of “long-term carbon lock-in”
risks, but still implies that the World Bank sees a useful role
for gas in a transition away from coal (World Bank, 2021a).

2 Indirect investments through support of counterparties is a further area of consideration. The EIB is currently working to develop

counterparty alignment guidelines.
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2.2 GAS IN THE CONTEXT OF PARIS AGREEMENT
GLOBAL WARMING LIMITS

Although a number of DFls are currently updating their
lending policies, most DFI energy lending policies are not
yet consistent with Paris-compatible transition scenarios
and require a significant shift to play a more proactive
role in helping developing member countries decarbonise.
Current policies often do not adequately reflect gas’s climate
impacts, overestimate both the needs and development
benefit of gas, and are overly optimistic in terms of the
business case for both gas infrastructure and fossil fuel-
based end uses.

The Intergovernmental Panel on Climate Change (IPCC) is
“highly confident” that limiting global warming to 1.5°C
with no or limited overshoot depends on reaching net-zero
carbon dioxide (CO,) emissions by the middle of the 21
century and deep reductions in non-CO, emissions (IPCC,
2018a). To achieve the 1.5°C target, global emissions must
be cut by an average 7.6% per year during the “critical
decade”? from 2020 to 2030 (UNEP, 2019). The IPCC’s
1.5°C-compatible mitigation pathways include a significant
decrease in gas use in the energy system by 2030 and a
rapid decline in the carbon intensity of electricity and the
growing electrification of end uses up to 2050 (IPCC, 2018b).

CO, emissions from already developed fossil fuel reserves
(oil, gas, and coal mines and fields that are currently under
construction or in operation) are likely to exhaust the 2°C
carbon budget and put the 1.5°C temperature goal out of
reach (IEA, 2021b).

Although at the point of combustion, gas is cleaner than
other fossil fuels in terms of CO, and other local pollutants,
it is nevertheless a fossil fuel with a significant climate
impact (Balcombe et al., 2017). Looking beyond the point
of combustion, fugitive emissions severely undermine gas'’s
climate benefit.

Methane, the main component of gas, is a highly potent
GHG and the second largest driver of climate change. Thirty-
five percent of human-caused methane emissions come
from the fossil fuel sector, 23% of which results from oil and
gas extraction, processing, and distribution (UNEP, 2021).
Methane has a shorter atmospheric lifetime than CO,, but
a significantly higher global warming potential (GWP): 84-
87 times more than CO, over a 20-year timeline and 28-36
times more than CO, over a 100-year period (IEA, 2020d).*

Methane emissions from gas in 2019 were estimated to be
43 million tonnes (Mt), about two thirds of which originated
from upstream and midstream activities (IEA, 2020a). Key
sources of methane leakage include well completions,
liquid (LNG) unloading processes, pneumatic components
and compressor units in transmission infrastructure, and
incomplete combustion at the end use. Super-emitters,
such as well blowouts or pipeline ruptures resulting from
poor operation and maintenance or inefficient process
equipment, also have a significant impact (Balcombe et al.,
2017). Historically, there have been a number of estimates
of methane leakage in the upstream value chain, but recent
analysis by Traber and Fell (2019) suggests that leakage
rates are likely to be significantly underestimated. This is
supported by a recent study in the journal Nature, which
found that previous estimates of global anthropogenic fossil
fuel methane emissions (not naturally occurring) are likely to
be underestimated by 25-40% (Hmiel et al., 2020).

3 Also referred to as the “decisive decade” by US President Biden in the Leaders Summit on Climate on 22 April 2021.

4 As GWP 100 is the most commonly used timeframe to set goals and compare warming impacts, we also use it as the primary basis

for our analysis.
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Figure 4: Value chain component-specific emissions, based on McKinsey & Company (2020b)
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High methane leakage rates can decrease or fully offset the mitigation benefits of
switching from coal to gas for electricity generation. At normal rates of upstream methane
leakage (e.g. 0.9-3.6%, as measured across the U.S.), considering only the downstream CO,
combustion emissions would result in the underestimation of climate impact by 16-65%
(GWP 100) or 38-157% (GWP 20) (Burns and Grubert, 2021). Depending on the timeframe
assumed in the conversion of methane’s global warming rate to a CO, equivalent, gas’s
climate impact can be as damaging as that of coal for energy systems, with methane
leakage rates of around 4% (GWP 20) or 7% (GWP 100). Remote sensing of methane
leakage from some U.S. oil and gas extraction basins reveals leakage rate estimates of
1.4-3.9%, while two of the world’s largest gas fields in Turkmenistan are estimated to
have a collective methane leakage rate of approximately 4.1% (Schneising et al,, 2020).
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3. UPSTREAM
AND LNG EXPORT

Upstream and LNG export infrastructure includes exploration, extraction and production,
gathering, processing, and LNG liquefaction terminals and carriers. Although export-
oriented LNG projects are often seen as a separate category from upstream projects, they
both face similar considerations with regard to lock-in and transition risks. Upstream and
LNG export investments are misaligned in terms of a number of different factors: sector-
specific criteria and comparisons with climate modelling, impacts on the fossil fuel lock-in
of economies, and transition risks. These are discussed in further detail below, along with
resilience considerations.

Figure 5: Upstream and export midstream natural gas value chain components
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3.1 INPUTS FROM
PARIS-COMPATIBLE
SCENARIOS: SECTOR-
SPECIFIC CRITERIA

Current gas production is already at levels well above
Paris-aligned levels. Therefore, DFIs’ support for upstream
gas projects, including exploration, extraction, and
processing, as well as export infrastructure, is inconsistent
with sector-specific Paris Agreement criteria. Global gas
production levels must decline by 3% per year between
2020 and 2030 to be aligned with the 1.5°C target (SEI
et al., 2020). If production capacity increases in line with
governments’ current plans,” gas generation levels would
increase by an average of 2% per year through 2030 (SEI
et al., 2020), undermining the Paris temperature targets.
Support for, or investment in, upstream gas projects that
increase gas production, through both the development
of new capacity and lifetime extension of existing assets, is
therefore inconsistent with the Paris Agreement.

DFIs” support for export infrastructure (both greenfield
projects and refurbishments that extend asset lifetime),
such as LNG liquefaction terminals, indirectly promotes and
enables increased levels of gas extraction. DFI support for
LNG export infrastructure is therefore similarly inconsistent
with sector-specific Paris Agreement criteria.

3.2 LOCK-IN RISKS

DFIs’ support for upstream gas projects undermines
opportunities to transition to Paris-aligned activities
by contributing to carbon-intensive technology lock-in.
The long lifetime of gas infrastructure and its associated
significant climate impact contradict claims that it can serve
as a transition fuel. The carbon lock-in potential of upstream
gas investments is particularly high in that it also drives
continued and expanded reliance on gas in downstream
segments of the value chain—especially in the producing
country (Muttitt et al., 2021).

Investments in extraction, processing, and export-oriented
gas infrastructure in resource-rich countries can generate
foreign income; such investments are also likely to have
a number of adverse impacts, namely, the so-called
resource curse, including Dutch disease, where oil and gas
exports undermine other sectors’ export competitiveness,
leading to increased dependence on fossil fuel extraction
and uncertain overall economic benefits (IMF, 2014).
Furthermore, expectations of plentiful domestic fossil fuel
resources tend to lower efforts to increase energy efficiency
and the expansion of renewable energy (Muttitt et al.,
2021). This represents a form of lock-in, in that a country’s
dependence on export revenue generated from fossil
fuels is likely to undermine economic diversification and
prevent the country from pursuing a broader sustainable
development pathway.

5 Government plans and projections from Australia, Canada, China, Indonesia, Norway, Russia, and the U.S. are considered in this

analysis (SEl et al., 2020).
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3.3 TRANSITION RISKS

In 1.5°C/well below 2°C-compatible scenarios, demand for
gas steadily declines, meaning that continued investment
in upstream and LNG export infrastructure is highly
vulnerable to transition risks.

Some industry analysts, fossil fuel producers, and oil and gas
companies still project sustained gas demand (see Table 3).
These projections are used to justify continued investment
in upstream gas. However, these projections disregard the
energy-specific carbon budget and the Paris 1.5°C/well
below 2°C temperature goal. Sector modelling of energy
demand growth for the 1.5°C/well below 2°C scenario shows
a peaking of gas in the energy system either immediately or
in the near future (before 2025), with a subsequent decline
of up to 85% by 2050 (see Table 3). Notably, in the recent
International Energy Agency (IEA) Net Zero Scenario, no new
oil or natural gas fields are developed beyond existing fields
and those already approved for development (IEA, 2021b).
The IEA further notes that many of the LNG liquefaction
terminals for export currently planned or under construction
will also be stranded in a net-zero transition.

Transition risks for upstream gas are therefore significant,
and considering the growing number of countries
committing to net-zero carbon targets, supply is increasingly
likely to outstrip demand, eventually resulting in a downward
pressure on gas prices and stranded assets, where gas
prices fall below plants’ break-even price (Cust, Manley and
Cecchinato, 2017). Capacity additions, specifically in LNG
infrastructure, already outpaced demand growth in multiple
key markets before the coronavirus disease 2019 (COVID-19)
crisis (IGU and BCG, 2019). Weaker outlooks for gas resulted
in multi-billion asset write downs in 2020 (Felix and Bousso,
2020). During this period, renewables continued to expand
rapidly, and the IEA now expects that the renewable
installed capacity will overtake gas well before the end of
2022 (Evans, 2021).

The macroeconomic risks associated with natural gas export
dependence (resource curse, see Box 1), in combination
with the risk of stranded assets, leave no economic rationale
for new gas extraction, generation, and export infrastructure
(Muttitt et al., 2021).
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Table 3: Gas sector outlook and scenarios

Paris- Base Role in
aligned year energy
system

IPCC (2018) 1.5°C low overshoot, 2020 2020 2050 -43%
limited negative emissions
pathway (median)

1.5°C low overshoot, 2020 2020 2050 -85%
limited negative emissions
pathway (min)

BNEF (2020a) NEO Climate 2019 2023 2050 76%
BP (2020) Net Zero 2018 2025 2050 35%
IRENA (2021b) 1.5°C 2021 2025 2050 48%
IEA (2021a) Net Zero by 2050 2020 2020 2050 55%
*
IEA (2020d) Sustainable Development ® 2020 2025 2040 12%
BNEF (2020a) NEO Economic Transition ® 2020 - 2050 +15%
IEA (2020d) Stated Policies ® | 2020 - 2040 +30%
BP (2020) Business-as-usual X | 2018 ; 2050 +33%
McKi
ckinsey & Company | b mand projection X | 2019 2037 2050 +6%

(2021)
ExxonMobil (2019) Demand projection ® 2017 - 2040 +36%
shell (2021) Demand projection ® | 2020 - 2040 +41%
Gas Exporting Countries

"t B Countri Demand projection ® 2019 - 2050 +50%

Forum (2021)

*Assumes a smaller role for renewable expansion and large amounts of negative emissions after 2040, with questionable feasibility.
The scenario would give a 66% chance of limiting warming to 1.8°C but may lead to an overshooting of 2°C (Trout, 2019).
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Box 1: Just and inclusive transition

Multiple low-income countries, especially in Africa, are in the
process of building natural gas export capacity, thus increasing
their dependence on gas exports (see Figure 6). This expansion
is misaligned with the Paris temperature goal of 1.5°C/well
below 2°C, and its economic and development impacts are
uncertain.

Many (developing) countries expect resource rents and
improved energy security from the exploitation of their domestic
gas resources. However, overall, economic returns are at the
very least uncertain and could even be negative. Developing
countries with fossil fuel resources often experience a “resource
curse”, wherein the extraction, production, and export of fossil
fuels adversely affects the country’s output and economic
development. Capital-intensive natural resource projects in
developing countries often drive an influx of large volumes of
foreign investment, but the lack of domestic expertise means
that much of this value is recycled back to foreign suppliers,
technicians, and investors. In addition, the resulting appreciation
of the domestic currency can negatively impact other export-
oriented industries/sectors, as it renders their exports less

competitive (Dutch disease). Commodity price volatility, as
well as the absence of strong institutions capable of limiting
destructive rent-seeking effects, can be other factors that often
contribute to the correlation between high natural resource
wealth and low growth.

In these contexts, DFls should provide support for a just
transition away from all fossil fuels or the leapfrogging of
fossil fuels where they are not yet developed). This would
help developing countries avoid the resource curse and future
stranded assets by supporting opportunities for inclusive
growth (especially for those affected or most vulnerable) and
investing in clean energy. DFIs should employ project indicators
and assessment metrics that help prioritise funding requests
targeting projects that promote just and inclusive transitions
for workers and communities in affected sectors. DFIs should
also review and reform their policy-based lending support to
ensure that inclusiveness and justice are integral components
of any fungible financial support. Last but not least, DFls should
engage to promote local, regional, and global efforts towards
just and inclusive transitions in developing countries.

Figure 6: Gas exporting developing countries, based on World Bank (2021)
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3.4 RESILIENCE

The physical impact of climate change already has
implications for investment considerations for upstream
and export-oriented midstream gas infrastructure.
Current and probable future impacts should be taken
into consideration to maximise, or, at the very least, not
undermine, the climate resilience of assets and impacted
communities.

Gas extraction and processing, especially in the case
of hydraulic fracturing of shale (unconventional gas
production), is extremely water-intensive (World Bank,
2016). In regions with limited water supply, upstream gas
activities put additional pressure on water reserves, thereby
also affecting other water-dependent sectors. Areas of high
levels of water stress often coincide with shale formations
(Kondash, Lauer and Vengosh, 2018). Physical climate risks
such as more frequent or longer periods of drought are
likely to aggravate the situation.

Other relevant physical risks include storms, flooding and
sea level rise, increasing temperature levels, and bushfires
(Smith, 2016). With the intensity and frequency of such
extreme weather events increasing, project developers
should account for potential delays in construction or
production caused by physical climate stressors, as well as
price in asset damage risks.

Export value chain segments are affected specifically by
sea level rise, floods, storms, and high temperatures.
LNG liquefaction processes require cooling gas to-160°C,
meaning that higher ambient temperatures result in higher
liguefaction costs (Smith, 2016). Storms can also cause
shipping delays, limiting LNG carriers’ ability respond to spot
market opportunities (Jaganathan, 2020).

PARIS ALIGNMENT OF GAS?

3.5 GUIDANCE

Financial support for upstream and export gas projects is
not Paris-aligned. Based on the mitigation and adaptation
criteria stipulated in the joint MDB alignment framework,
DFls should exclude support to upstream gas projects from
eligibility in future investments. Negative externalities are
significant, given that new gas reserve development is
not compatible with the ever-shrinking remaining carbon
budget. There are significant transition risks undermining
the export business case, and the development of gas
production and export infrastructure reinforces continued
fossil fuel dependence. Depending on the local context,
physical climate risks are likely to be significant, especially
for fracking in water-stressed regions.

Exceptions to the exclusion of gas support are investments
with the aim to reduce fugitive emissions and methane
leakage in gas extraction, processing, and liquefaction in
existing infrastructure (refurbishments, such as monitoring
equipment or maintenance to reduce leakage), as long as
they do not prolong the asset’s lifetime. Support for the
decommissioning of upstream value chain infrastructure is
another Paris-aligned exception in the sector.
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Box 2: Upstream gas project case study

Project name | Country | Region | Signature date | Budget (USD)

Mozambique LNG Areal | Mozambique Eastern Africa 11/06/2020 AfDB finance: 400 million
Total project cost: 24.1 billion

Description

The Mozambique LNG Area 1 project consists of the development of an LNG plant with a production capacity of 12.88 million tonnes
per annum (MTPA), including offshore extraction, pipeline, gas processing, and liquefaction facilities, as well as an LNG export terminal
and other associated facilities. This project represents the largest foreign direct investment (FDI) carried out in Africa to date (AfDB,
2020). The project’s objective is to strengthen Mozambique’s LNG export capacity, and it is expected to make the country the world’s
third largest LNG supplier.

Criteria

Sector-specific criteria

Does the project contribute to the objective of reducing global gas generation levels (by at least 3% a year)?

@ No. The financing of gas exploration, extraction, and processing activities is inconsistent with this sector-specific criteria.

Lock-in risks

Does the project help the country shift to a low-carbon development pathway?

@ No. Significant investment in human capital (local training and employment of 5500 workers) and infrastructure (USD
2.5 billion in auxiliary infrastructure investments) locks in specialisation of local companies and workers in the gas extraction
sector.

Does the project help the country avoid unsustainable export dependencies linked to fossil fuel extraction and export?

@ No. The economic development of the gas sector and associated revenue are likely to result in currency appreciation,
thereby limiting and or undermining other potential export-oriented industries. There is empirical evidence from Mozambique
that, in addition to the negative impact of actual inflows of extractive resource revenue, anticipated revenue also leads to
negative macroeconomic and political effects, long before resource extraction takes place (Frynas and Buur, 2020).

Transition risks

Q | Isthe economic feasibility of the project justified (positive net present value (NPV)), despite a constant and rapid decline in
demand for gas/LNG on the global market?

A @ No. The economic justification of the project is built on the assumption that the global demand for gas will increase between 2020
and 2035 (Balderrama, Kinoshita, Obianagha and Achieng, 2019). Gas demand outlooks aligned with the Paris temperature goal assume
that gas will peak by 2025 at the latest, followed by a rapid decrease in demand (see Section 3.3). Declining gas demand can result in a
potential price collapse, which would generate a risk of stranded assets, as Mozambique LNG Area 1 is unlikely to compete with LNG
suppliers from Qatar, Nigeria, and Russia, which can produce and export gas at lower costs (Steuer, 2019). In a 2°C scenario, most
LNG projects in Southern Africa would not be needed, whereas in a 1.5°C scenario, even projects whose funding is complete would
be unnecessary (Wood Mackenzie, 2020).

ilience criteria

Is the availability of water guaranteed, considering current and future climate impact modelling of drought?

@ Probably. The project is an offshore plant with lower freshwater requirements than shale gas extraction.

Is the project designed to minimise water consumption?

(Not applicable.)

Is the economic feasibility of the plant justified (positive NPV), considering the additional associated costs of resilience
measures and the risk of forgone revenue (e.g. extreme weather events delaying exports)?

@ No. Mozambique is one of the countries most affected by extreme meteorological events worldwide (ranked first in 2019)
(Eckstein, Kiinzel and Schéfer, 2021). Climate risks such as storms, flooding, and sea level rise can seriously affect the setting up of
the production site, delay liquefaction processes in LNG terminals, or cause shipping delays, adversely affecting the economics of
the project in the construction and operation phases.

Investment guidance

This investment is inconsistent with the Paris Agreement, as it fails to comply with most criteria.
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4. MIDSTREAM
PIPELINES

Midstream transmission infrastructure includes domestic
and cross-border transmission pipelines, as well as storage
capacity. Pipeline gas trade makes up close to 90% of global
gas trade (Muttitt et al., 2021). LNG trade, however, has
recently grown, as more and more countries are building

PARIS ALIGNMENT OF GAS?

import/export terminals. Along with more LNG terminals,
the global market for natural gas is also shifting, with
importers increasingly interested in more flexible short-term
contracts and smaller volumes (Bresciani et al., 2020)—the
opposite of the general contract model for pipelines.

Figure 7: Midstream transmission value chain components
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4.1 INPUTS FROM PARIS-
COMPATIBLE SCENARIOS:
SECTOR-SPECIFIC
CRITERIA

DFIs’ support for the new development of midstream
transmission (pipeline) and storage projects contributes to
higher levels of gas extraction in exporting countries and
gas use in importing countries. Notably, in the IEA Net Zero
Scenario, gas trade by pipeline falls by 65% between 2020
and 2050, meaning that much of the existing infrastructure
exceeds or will exceed needs (IEA, 2021b). As such,
pipeline infrastructure investments are inconsistent with
sector-specific Paris alignment criteria, such as the need
for global gas production levels to decline by 3% per year
between 2020 and 2030 to be aligned with the 1.5°C target
(SEl et al., 2020).

4.2 LOCK-IN RISKS

DFIs’ support for greenfield midstream gas transmission
and storage projects is likely to undermine efforts to
transition to Paris-aligned activities. Despite claims that
pipeline projects have the potential to be repurposed to
transport low-carbon gases such as hydrogen, considering
the low feasibility of repurposing infrastructure and the low
likelihood that current areas of supply and demand for low-
carbon gases will correspond with future areas, pipeline
projects pose significant lock-in risks to both buyers and
sellers of gas.

Gas pipelines have lifetimes of up to eighty years (Dutton,
Fischer and Gaventa, 2017). Hydrogen can be blended into
existing natural gas transmission infrastructure only up to
a volume level of 10% without major modification of the
transmission system (Marcogaz, 2019). Specific parts of the
natural gas midstream transmission infrastructure are capable
of handling larger shares, or even pure hydrogen (for example,
plastic and potentially steel distribution and transmission
pipelines, pressure regulators, and cavern storage), while
other transmission infrastructure components cannot be
repurposed without major modification (see Figure 8)
(Marcogaz, 2019). Hydrogen compatibility across end uses is
also variable and often uncertain depending on the exact end
use; this uncertainty reduces the credibility of repurposing
plans for transmission infrastructure.

On a system level, the rationale for repurposing is also affected
by geographic considerations —namely where natural gas are
produced and fed into the system compared to future sources
of low carbon gasses (Vernoit, Malik and Fischer, 2020). Low-
carbon gases, such as biogas or hydrogen, will likely need to
be processed and fed in at decentralised connection nodes,
which in many cases will need to be newly built. The siting
and general viability of low-carbon gas production is further
complicated by the need for freshwater resources (hydrogen)
or biomass stock (biogas).

Concerns over carbon lock-in risks stemming from pipeline
gas transmission infrastructure have been growing. The
U.S. Environmental Protection Agency, for example, urged
the country’s energy regulator (Federal Energy Regulatory
Commission) to expand the scope of climate considerations
under its pipeline policy framework, including the potential
for stranded assets and evaluation of clean energy
infrastructure alternatives capable of meeting future energy
demand (Paul and Weber, 2021).

|
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Figure 8: Hydrogen blending test results, based on Marcogaz (2019)
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4.3 TRANSITION RISKS

Midstream gas transmission and storage projects face
significant transition risks, both because of the limited
knowledge on the feasibility of gas infrastructure
repurposing and the uncertain demand for low-carbon gas
in end use applications where electricity is increasingly
becoming the most cost-effective energy carrier.
Midstream gas transmission and storage projects are
therefore generally unviable in a Paris-aligned economic
context.

Plans for natural gas transmission infrastructure repurposing
do not necessarily align with a country’s strategy for
the wider energy transition. A country’s final demand
for low-carbon gases beyond hard-to-abate sectors is
highly uncertain. Sectors currently dependent on natural
gas infrastructure (e.g. residential heating or cooling
and transport) are likely to be electrified as part of their
decarbonisation process. Electrification is a more cost-
effective means of decarbonisation than gas infrastructure
repurposing with low-carbon gases (Ueckerdt et al., 2021).
Therefore, new transmission assets run the risk of becoming
stranded, as clean technology alternatives increasingly
suppress future demand for gas (Paul and Weber, 2021) .

There have been multiple cases where pipelines have
become stranded before even becoming operational.
International transmission pipelines spanning multiple
countries or regions face political and reputational risks,
where regulatory changes or strong public opposition delay
or stop project development. This has been the case with
the North Stream 2 Pipeline between Russia and Germany,
the Keystone pipeline in Canada and the U.S., and the
Guaymas-El Oro gas pipeline in Mexico (Browning et al.,
2021). Large pipeline transmission projects have long lead
times, due to extensive permitting and environmental
safeguarding requirements. Over time, more ambitious
climate action can invoke regulatory changes that further
limit the development of large gas pipeline transmission

projects.
|

4.4 RESILIENCE

Physical climate impacts pose risks to midstream
transmission and, to a lesser extent, storage infrastructure.
Flooding, excessive precipitation, sea level rise, and related
physical factors can directly or indirectly (e.g. via soil erosion
or landslides) damage midstream transmission assets
(Jackson, 2018). Pipeline ruptures can cause significant
methane leakage, which may remain undetected for some
time. Transmission assets at risk (and the corresponding
commodity loss) also adversely affect the economics of
projects. When taking investment and support decisions,
DFIs should account for the physical climate risks and costs
and consequences of transmission asset damage.

The overall resilience of a country’s energy system is
adversely affected when centrally dependent infrastructural
elements face significant physical climate risks. Midstream
gas transmission and storage infrastructure investments are
unlikely to improve countries’ adaptive capacity, especially
compared to decentralised systems based on decentralised,
local renewable energy generation and end use electrification.

4.5 GUIDANCE

Financial support for midstream gas transmission is generally
not Paris-aligned. Plans for the repurposing of transmission
lines and storage should not justify investments in new natural
gas infrastructure, given the lock-in and transition risks resulting
from technological uncertainty with respect to repurposing
plans and geographic shifts for low-carbon gas production
supply and demand. Prone to physical climate risks over
long distances, gas transmission and storage infrastructure
deployment also does not support countries towards climate
resilient development.

Exceptions to the exclusion of gas support are investments
that reduce fugitive emissions and methane leakage across
midstream natural gas transmission (e.g. monitoring
equipment and maintenance). Such measures are often
economical, with the saved gas quickly paying for the
investment (IEA, 2021a). Retrofits and modification
(refurbishment) of existing infrastructure with the aim of
gradually repurposing assets with low-carbon gases are
also justifiable but should not extend the operational life of
assets used for natural gas transmission and storage.
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Box 3: Midstream gas pipeline project case study

Project name | Country | Region | Signature date Amount in US dollars

TAPI Gas Pipeline Project | Turkmenistan, Central Asia 18 May 2020 ADB finance: USD 1,000 million
(Phase 1) Afghanistan, Total project cost: USD 7,742
Pakistan, India million

Description

The ADB Turkmenistan-Afghanistan-Pakistan-India Pipeline (TAPI) project entails the construction of approximately 1,600
kilometres (km) of gas pipeline. At full design capacity, the 56-inch TAPI pipeline will transport up to 33 billion cubic metres
(m?3) of natural gas per year from Galkynysh Gas Field in Turkmenistan to respective buyers in Afghanistan (5%), Pakistan
(47.5%), and India (47.5%) over the 30-year commercial operations period. Phase 1 of the project includes the design,
procurement, installation, and operation of the pipeline and related facilities in Afghanistan and Pakistan.

Criteria

Sector-specific criteria

Q | Does the project contribute to the objective of reducing global gas generation levels (by at least 3% a year)?

A @ No. The project promotes higher levels of gas extraction in Turkmenistan and is likely to increase gas use in
Afghanistan, Pakistan, and India.

Lock-in risks

Q | Does the project help the country shift to a low-carbon development pathway?

A @ No. The project targets the extraction and combustion of 33 billion m® of natural gas per year for a 30-year period,
produced in an extraction site that is known to have methane leakage rates high enough (4.1%) to result in little to no
environmental benefit over coal (Schneising et al., 2020).

Transition risks

Q | Does the project lead to the gradual repurposing of existing gas transmission infrastructure for use with low-carbon
gases?
Is it technologically feasible to completely repurpose the transmission asset?

® No. Repurposing plans have not been officially disclosed, and the technical feasibility of fully repurposing the TAPI pipeline is
unclear.

Is it clear that the assets will not become stranded? Is this still the case where the electrification of most sectors results
in rapidly declining demand for gas? Is this still the case where decentralised siting of low-carbon producers and offtakers
requires modifications/extensions of the existing assets?

@ No. It is not clear whether demand for gas, whether natural or low-carbon, from Turkmenistan will stay at the

same level over the project lifetime, given the cost-competitiveness of renewable energy (Pakistan, for example, has
recently announced ambitious plans for solar photovoltaics (PV)). It is also likely that pipeline repurposing would require
significant extensions or modifications to accommodate the siting of low-carbon gas producers and consumers.

ilience criteria

Are the transmission assets resilient against physical climate impacts?

@ No. Flooding, excessive precipitation levels, sea level rise, and related physical factors can directly or indirectly
(e.g. via soil erosion and landslides) damage midstream transmission assets (Jackson, 2018), and no strategies have been
disclosed regarding building adaptive capacity.

Will the project strengthen the resilience of the affected country’s energy sector?

@ No. The pipeline represents a centralised transmission asset and will likely undermine countries” energy security and
resilience.

Investment guidance

This investment is inconsistent with the Paris Agreement, as it fails to comply with most criteria.
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b. LNG IMPORT AND
DOWNSTREAM

The gas midstream import and downstream value chain grouping includes regasification

terminals for LNG imports, gas and LNG distribution to end use sectors, and key end uses,

such as electricity generation, district heating, space heating, water heating and cooking,
and transport.

Figure 9: Midstream import and downstream value chain components
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5.1 LNG IMPORT

LNG import terminals include onshore and offshore (floating)
storage and regasification units. Imported LNG is stored in large
tanks before it is vaporised via sea water heat exchangers, air
vaporisers, or gas-fired combustion vaporisers (Agarwal et al.,
2017). Floating regasification plants are growing in popularity
due to their lower capital investment requirements, lower lead
times (2-3 years from project concept to implementation), and
ability to relocate (Gomes, 2020).

5.1.1 Inputs from Paris-compatible
scenarios: Sector-specific criteria

Considering the lack of a complete categorical exclusion for
various gas end uses (see Section 5.2, 5.3), sector-specific
criteria on LNG import infrastructure is not entirely clear. For
example, the IEA Net Zero Scenario expects any additional
LNG export capacity to be at high risk of becoming stranded,
but not necessarily LNG import terminals. The climate impact
of additional LNG infrastructure in general, as well as the
specific impact of LNG import infrastructure, should not be
underestimated. LNG infrastructure is especially harmful to
the climate; because of the associated fugitive emissions and
high energy requirements for liqguefaction, marine transport,
and regasification, LNG lifecycle emissions can be twice as high
as those of domestic gas (Muttitt et al., 2021).

5.1.2 Lock-in risks

Greenfield LNG import terminals are likely to contribute
to a lock-in to gas dependence for all end uses in a given
country and therefore undermine the transition to a Paris-
aligned trajectory.

Developing and emerging countries facing growing energy
consumption levels should make every effort to leapfrog
gas-based energy systems. The development of LNG
import infrastructure is likely to lead to lock-in on both a
physical infrastructure and political/policy level. LNG import
infrastructure is associated with further infrastructural needs,
including transmission, distribution, and storage equipment
(Bresciani et al., 2020). Establishing LNG infrastructure is likely to
create a lobby that will advocate for continued gas use in various
end uses to justify the sunk costs of LNG import infrastructure
development. For developing countries with constrained capital
resources, this reduces finance for and crowds out opportunities
to shift directly to clean energy alternatives.
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Considering the technological uncertainty and increased costs
to convert LNG import infrastructure for use with low-carbon
gases such as hydrogen (see Figure 8), there is a high risk that
such infrastructure would be stranded in a rapid low-carbon
transition.

5.1.3 Transition risks

LNG import infrastructure is subject to significant transition
risks, given the uncertainty regarding LNG demand and the
commodity’s price level.

Low LNG price levels can render gas-fired electricity or heat
generation attractive in emerging and developing countries.
However, price levels are volatile and difficult to predict
for the medium and long term, as both LNG demand and
supply face significant uncertainties. On the demand side,
the cost advantage of renewable energy, with essentially
zero marginal costs in the downstream sector, is rendering
gas-fired electricity and heat generation increasingly
unattractive. The relative cost advantage of renewables is
likely to increase over time. In contrast, the operating costs
associated with gas extraction, LNG liquefaction, transport,
and regasification will reach lower limits below which
exporting countries will stop exporting, as prices drop below
break-even levels (Steuer, 2019).

Given long lead times, the need for domestic LNG transmission
and distribution infrastructure, and the improbability that
imported LNG as an energy carrier will be able to compete
with renewable energy-based electricity, LNG import
terminals run a serious risk of being underutilised in the
medium term (Choksey and Richter, 2021) and consequently
becoming stranded assets. In light of the growing demand to
consider and take measures to reduce the carbon intensity
in trade policy—for example the proposed European carbon
border adjustment mechanism— the diffusion and adoption
of gas-fired technology in industry associated with the
development of LNG import infrastructure can adversely
affect the competitiveness of developing and emerging
countries’ exports. As energy is a key input, energy security
and affordability are priorities for the industrial sector. DFIs
should ensure that LNG import infrastructure projects do not
jeopardise a country’s industrial sector’s competitiveness,
neither now nor in the near future, when emissions intensity
is likely to be a larger factor in trade (see Box 4).
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Box 4: Electrification of the industrial sector

Fuel for energy accounts for the largest share of fossil
fuel consumption in the industrial sector (see Figure 10),
such as for the generation of industrial heat. For low- to
medium-temperature heat, such as that required in
drying, evaporation, distillation, and activation processes,
electricity-based technologies are commercially available.
It is technologically feasible to employ electric boilers and
furnaces to electrify up to an estimated 50% of industrial
processes (McKinsey & Company, 2020a). Falling electricity
prices and the prospect of carbon pricing schemes will make
the electrification of many industrial processes economically
attractive. For processes demanding high-temperature
heat, such as steel production, green hydrogen, or other
alternative low-carbon fuels can replace gas. DFIs have

the potential to play an important pioneering role in
supporting full industrial decarbonisation in developing
countries by investing in such low-carbon alternatives—
especially considering their excellent renewable energy
potential (Englert et al, 2021). Current investment
considerations should avoid supporting projects that
damage the competitive advantage of developing countries’
export-oriented industries, especially with carbon border
adjustment measures being discussed in a number of
importing countries. In June 2021, a leaked proposal from
the European Commission indicated that the first industries
to be targeted by the EU’s carbon border adjustment
mechanism would include steel, iron, cement, fertilisers,
aluminium, and electricity (Taylor, 2021).

Figure 10: The role of gas in the industry sector, based on McKinsey & Company, 2020a
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5.1.4 Resilience

LNG import infrastructure is vulnerable to a number of
physical climate risks, including storms, flooding, and sea
level rise (Smith, 2016). With the intensity and frequency of
extreme weather events increasing, project developers should
factor in potential delays in construction or operation caused
by physical climate stressors, as well as price in asset damage
risks. Onshore LNG import terminals are built in shoreline
proximity and are hence specifically affected by sea level rise,
flooding, and extreme winds. Storms can also cause shipping
delays, limiting LNG carriers’ ability to meet gas demand.

5.1.5 Guidance

The joint MDB Paris alignment approach includes sector-
specific assessment criteria, as well as consideration of
lock-in risks, transition risks, and physical climate risks®. The
alignment approach, however, does not allow for a complete
categorical exclusion of LNG import infrastructure. As an
input to the Paris alignment considerations, we therefore
propose a number of specific questions that can help a DFl in
decision-making on whether to support or decline support for
a project based on its consistency with the Paris Agreement.

6 (In)consistency with countries’ NDCs and LTSs is also part of the framework but not further explored here.
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If any of the following questions is answered with a no, the
project is likely to undermine the achievement of the Paris
Agreement objectives. The proposed criteria set a high bar
for the justification of (limited) exceptions, which are likely
to be extremely rare if the criteria are robustly applied.

Sector-specific criteria:

e |s it clear that the development of new LNG import
infrastructure will not undermine the decarbonisation
pathway implied by the sector-specific criteria of planned
end uses, i.e. electricity generation, combined heat and
power, and industrial use?

Lock-in risks:

e |s it clear that the development of new LNG import
infrastructure will not undermine incentives to shift
towards zero- and low-carbon alternatives?

e |s it clear that investments in LNG import infrastructure
will not crowd out investments in economically viable and
technologically feasible alternatives?

Transition risks:

e |sit clear that newly developed LNG import infrastructure
is economically viable in a scenario with rapid building
electrification and expansion of renewable electricity
generation?

e |s it clear that newly developed LNG import infrastructure
will not jeopardise a country’s industrial sector’s
competitiveness, both currently and considering future
climate considerations in trade policy?

Resilience/physical climate risk:

e |s the LNG import infrastructure resilient against physical
climate impacts?

¢ Will the project strengthen the resilience of the country’s
energy sector?
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5.2 ELECTRICITY GENERATION

Until recently, gas has played a large and growing role
in global electricity production, reaching over 23%
in 2018 (IEA, 2020e). In developing and emerging
countries, 17% of electricity generation is gas-fired
(Muttitt et al.,, 2021). However, electricity systems in
many countries are approaching transformation points.
The exponentially falling cost of renewable energy and
energy storage technology are defining a new default
approach to electricity generation (Climate Action
Tracker, 2019). Additionally, the onset of the COVID-19
pandemic, associated reduction in energy demand, and
unprecedented expansion of renewable energy have
important implications for the future of gas in the power
sector.

In the electricity system, gas power plants can take on the
role of baseload generators, load following generators, and
peaking power plants. Combined cycle gas turbine (CCGT)
plants traditionally provide baseload and load following
services, have generally relatively large capacities, and
represent major nodes in centralised electricity grids. These
plants are the most efficient in terms of emission intensity
per kilowatt-hour (kWh), but generally lack the flexibility to
quickly ramp up or down.

Open cycle gas turbines (gas combustion turbines, or
OCGTs) traditionally serve as peaking power plants that can
quickly be brought online to meet short-term increases in
electricity demand. Peaking plants are usually comparatively
smaller and are connected to the distribution network in
a decentralised manner, rather than serving as nodes in
the main transmission grid. As peaking power plants are
designed to only run for short periods during peak demand
times, they tend to have lower thermal efficiency and higher
emission intensity than CCGTs.
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Box 5: Energy access and fossil fuels

In 2020, almost 790 million people lacked access to
electricity, mostly in Sub-Saharan Africa (UN, 2020).
Electricity access is a central development objective,
given its importance in advancing progress on a broader
set of sustainable development goals. Renewable energy
technology is best suited to ensuring access to clean,
reliable, and affordable electricity, broadly eliminating the
need for gas-based generation in the sector.

Countries with large energy access gaps are primarily
located in Sub-Saharan Africa and Asia (IEA et al., 2021). The
practical renewable energy potential, specifically from solar
PV, in most countries facing large access gaps is immense
and by far exceeds current electricity demand (ESMAP,
2020a). While practical potentials are high, the levelised
cost of electricity (LCOE) and land use requirements
tend to be low. However, countries often lack favourable
regulatory frameworks, incentive schemes, and adequate
national electrification planning (as measured through low
Regulatory Indicators for Sustainable Energy (RISE) scores),
which are required to rapidly scale up the deployment of
renewable energy solutions (see Figure 11).

DFls should assist developing countries in identifying the
most suitable, cheapest, and least polluting electrification
approach. The expansion of gas-fired generation capacity
and extension of electricity grids to rural areas is often not
the fastest, cleanest, or most economical option (Blechinger
et al., 2019). Centralised grid extension approaches are also
often not comprehensive; large populations in urban and
peri-urban areas in Sub-Saharan Africa are living “under
the grid” (Graber, Mong and Sherwood, 2018), i.e. in the
proximity of existing transmission infrastructure but without
(reliable) electricity connections. .

Renewable energy mini-grids or standalone solar PV
systems can be deployed much faster and can provide
access to electricity (at Tiers 2 and 3, as defined by the
Energy Sector Management Assistance Program’s (ESMAP)
Multi-Tier Framework (MTF) energy access measurement
methodology) more cost-competitively and inclusively and
with important co-benefits for rural livelihoods (Blechinger
et al., 2019). Specific studies show this to be the case in
Sub-Saharan Africa in general (Dagnachew et al., 2017) and
specifically in Kenya (Moner-Girona et al., 2019) and in the
Philippines (Bertheau and Cader, 2019).

The large-scale deployment of off-grid renewable energy
solutions would allow developing countries to leapfrog
fossil fuel-based electricity generation for unconnected
populations, which is consistent with DFI climate action
commitments and the energy transition in developing
countries more generally. Energy modelling shows that
100% renewable energy systems are cheaper than fossil
fuel-based alternatives, as fuel cost savings more than
compensate for upfront capital investments in a large
number of contexts, both in developing and developed
countries (Aghahosseini et al., 2019; Fiinfgelt and Skowron,
2020). Countries with ample renewable resource potential
(such as those in Sub-Saharan Africa, and most least
developed countries (LDCs) and small island developing
states (SIDS)) are further unlikely to need storage capacities
of more than 10-20% of total energy generation by 2050
(Finfgelt and Skowron, 2020).

Deployment of new gas-fired generation is not only likely
to delay developing countries’ energy transitions, but
it also subjects countries to readily avoidable transition
risks that can have economy-wide impacts. For example,
where countries depend on imported gas (e.g. LNG), high
commodity prices over an extended period can put a strain
on developing countries’ foreign currency reserves and
result in volatile trade terms.

Insufficient or unfavourable regulatory support for
sustainable energy is often the predominant barrier to fast
and universal deployment of renewable energy solutions
in countries with large access gaps and low energy security
(ESMAP, 2020b). DFIs should support developing countries
in establishing comprehensive national electrification and
energy transition frameworks. These frameworks should
promote the deployment of renewable energy solutions
and provide incentives for private investors, while
simultaneously ensuring affordability for end users. Gas-
fired generation must be avoided where renewable energy
alternatives exist for new power plants to be consistent
with countries’ decarbonisation imperatives.
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Figure 11: Practical PV potential, electricity access rates, economic potential, and RISE scores,
based on ESMAP (2020a) and ESMAP (2020b)
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5.2.1 Inputs from Paris-compatible
scenarios: Sector-specific criteria

The overall extremely limited and shrinking carbon
budget, the associated required rate of overall GHG
emission reductions, and the necessity to reduce methane
emissions from related infrastructure indicate that there
is extremely limited potential for expansion of gas-fired
electricity generation. The lifetime of a gas turbine can be
30-40 years or more (Duquiatan, 2019). The IEA’s Net Zero
Scenario calls for decarbonisation of advanced economies’
electricity by 2035 and that of emerging markets and
developing countries by 2040 in order for other sectors
to decarbonise through electrification (IEA, 2021b). This
means that a power plant built in the early 2020’s must
either be shut down or undergo costly retrofitting to run
entirely on zero-carbon alternative fuels long before the
end of its potentially useful life.

Sector- specific benchmarks on the global level provide life
cycle emission standards and scenarios for the share of gas
in the electricity mix compatible with temperature targets
of 1.5°C/well below 2°C’ (see Table 4).

CCGTs, depending on their capacity, are estimated to
have an emission intensity of 325-488 grammes of CO,
equivalent (gCO,e) per kWh (IFC, 2017). OCGTs have higher
per unit emissions, 448-673 gCO,e/kWh (IFC, 2017). Based
on the global benchmarks provided, expanding electricity
generation capacity with gas-fired generation plants is
broadly incompatible with the Paris temperature targets.

Gas, however, can play various roles in electricity
generation, from baseload to flexible peaking power plant
capacity (see Table 5). From a system level perspective,
in extremely exceptional cases where demand and supply
balancing and other ancillary grid services are not yet
feasibly or reliably provided by renewables and there is a
lack of appropriate grid management or electricity storage
technologies such as lithium-ion (Li-ion) batteries, small-
scale gas-fired peaking plants may contribute to stability
in a grid with high renewables penetration (>10%, see
Muttitt et al. (2021)). This enabling role of gas to support
renewable integration is usually not adequately reflected in
global benchmarks and should be evaluated on a per case
basis (i.e. accounting for the penetration of renewables
in a given electricity system, among other things). In
summary, the benchmarks on the sectoral level are not
in and of themselves sufficient to categorically exclude
individual gas peaking plant projects.

The cited benchmarks do however underline the need for a rapid decline and phase out

of fossil fuels. Specifically, these benchmarks show that every additional gas power plant
that can feasibly be avoided must be avoided. Any exempted support for the development
of new gas-fired generation should follow and support the primary objective of providing
energy access while progressively decarbonising electricity generation on a sectoral level

by 2050 (De Vivero-Serrano et al., 2019).

7 With limited or no overshoot and minimising negative emissions technology.




Table 4: Paris-compatible benchmarks
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Climate Action Tracker | Lifecycle

50-125 gCO.e/kWh by 2030

Paris Agreement-compatible benchmarks

Paris Agreeme‘nt emission 5-125 gCOse/kWh by 2040 for global em?s§ion intensity standards
1.5°C-Compatible standard for the electricity sector, based on
Benchmarks 0 gC0.e/kWh by 2050 a synthesis of regional benchmark
estimates (Climate Action Tracker, 2020).
EU Technical Expert Lifecycle 100 gCO,e/kWh, declining to The threshold is based on EU emission
Group on Sustainable emission 0 gC0,e/kWh by 2050 targets for the energy sector, divided
Finance standard by the expected evolution of electricity

demand (TEG, 2020).

IPCC 1.5°C pathways Electricity
generation

scenario

28.18% (37.23%, 1.75%) in 2030
6.93% (24.87%, 0.00%) in 2050

24.39% (35.08%, 11.80%) in 2020 | Median (maximum, minimum) share of

gas in electricity generation (%) across
1.5°C-compatible pathways with limited or
no overshoot (IPCC, 2019).

5.2.2 Lock-in risks

Depending on their size and planning, investments in gas-
fired electricity generation are subject to significant lock-
in risks, especially where support to gas-fired electricity
generation prevents or reduces market opportunities for
zero-carbon alternatives based on renewable energy,
demand response, and storage.

Support to conventional baseload plants is inconsistent with
the objective of increasing the share of variable renewable
energy in a country’s power mix. The development of new
baseload gas plants and the need to run baseload plants at
constant and high utilisation rates in order for them to justify
their upfront development costs undermines the integration
of higher shares of variable renewable energy generation,
representing an acute carbon lock-in risk (IRENA, 2015). The
development of new gas-fired electricity generation may
have the potential to displace coal-fired generation, but
would also crowd out renewable energy, storage, and other
flexibility options, most of which are already cost-competitive
(Muttitt et al., 2021). Instead, as part of the power system
transformation towards full decarbonisation, DFls should
ensure that higher shares of renewable energy generation
with feed-in priority will increasingly displace inflexible fossil
fuel-based baseload generators (REN21, 2017).

Support to gas-fired peaking power plants in the presence
of economically viable and technologically feasible storage
solutions can further prolong the need for conventional
thermal power plants for ancillary grid services, such
as inertia and reactive power (ReCharge, 2021). In the
absence of storage capacity, this can result in a situation
where electricity system operators remunerate renewable
energy generators for curtailment, while simultaneously
paying for and keeping online gas-fired generators for the
ancillary services they provide —a double payment that can
be avoided through sufficient storage capacity.

Smaller and more responsive peaking power plants close
to centres of electricity demand (generally smaller steam
turbines and combustion turbines) are more compatible
with a growing number of variable renewable energy-
based power plants (Bullard, 2020), but are only required
to enable the integration of larger shares of renewables
where the penetration of variable generation in the
electricity mix is already high. As such, lock-in risks may be
significantly lower for gas-fired peaking plants, although,
depending on the electricity market design and other
regulatory factors, they may still reduce the potential
attractiveness of zero-emission options.
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Table 5: The role of gas in the power system, based on Nelder (2012) and Bullard (2020)

Lock-in risk

Alternatives

Role in power

Kinds of power plants
system

Progressively incompatible/ High: major obstacle to the
obsolete in systems with growing | integration of renewables
renewable penetration

Baseload (operate
70-90% of the time
— only shut down for
maintenance)

Combined cycle natural
gas, coal, and nuclear

Intermediate/load Typically OCGTs (to a PV & wind, in combination Medium/low
following (operate limited extent, also CCGTs, with Li-ion batteries; pumped
30-50% of the time) coal, and nuclear) hydropower; concentrating solar
power (CSP); demand response
programmes (smart grids); time
of use pricing; increased grid
interconnections
Peaking (operate only | OCGTs or oil-fired turbines Li-ion batteries; demand Low

for short periods, e.g.
a few hours a day)

response programmes (smart
grids); time of use pricing;
increased grid interconnections

5.2.3 Transition risks

Gas-based electricity generation — both baseload and
peaking power plants — is subject to significant transition
risks, given the rapidly improving cost-competitiveness
of alternatives. The cost of renewables has decreased
drastically; solar PV and onshore wind have essentially
zero marginal costs, and their construction and operating
costs are lower than those of fossil fuel-based power
plants in electricity markets accounting for two thirds of
the global population (BNEF, 2020b). In terms of the LCOE,®
electricity generated from new wind and solar PV projects
is increasingly cheaper than electricity generated in fully
depreciated coal and gas power plants (Lazard, 2020a).

As higher shares of cheaper renewable energy reduce
the capacity factor (utilisation rate) of gas power plants,

baseload plants (principally CCGT) in particular are
already often stranded as their revenue streams decline.
Lazard’s estimates assume capacity factors of 55-70%,
but Robertson and Mousavian (2021) cite examples of
steeper declines and anticipate