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A. Summary

1. The 27th Conference of the Parties (COP27) to the United Nations Framework Convention on Climate
Change (UNFCCC) established a fund to respond to loss and damage (L&D), with the goal of supporting
particularly vulnerable developing countries. Parties agreed that the Fund for Responding to L&D
(FRLD) would be housed within the World Bank for at least four years, upon the approval of its
governing instrument. Additionally, the COP28 decision created a Board (the Board) and an
independent secretariat for the FRLD. At COP29, the World Bank signed a hosted agreement to fully
operationalize the FRLD.

2. The Paris Agreement addresses L&D in Article 8, outlining various areas for cooperation and
facilitation that, among others, include: early warning systems (EWS); emergency preparedness; slow-
onset events (e.g., sea level rise); non-economic losses; and resilience of livelihoods. However, L&D is
not explicitly defined—nor is there a universally accepted definition of equity—within international
law or the UNFCCC.

3. The FRLD will begin dispersing funds for addressing L&D in 2025. The Board and Parties will need to
consider equity in calling for donors and distributing L&D finance to recipients. This paper explores
how the Board and Parties can ensure equitable L&D finance distribution. Options could include: a
proposed equity framework; support mechanisms or a constituted body for Least Developed
Countries (LDCs) and/or Small Island Developing States (SIDS); an informal process under the
Conference of the Parties serving as the meeting of the Parties to the Paris Agreement (CMA), such
as a workshop; or an expert group under the Warsaw International Mechanism (WIM).
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Questions for Consideration

e How can Parties be guided in assessing equity as it relates to both stating needs and
determining the level of support for L&D?

e Should Parties support the development of additional guidance regarding donors and
recipients for L&D finance to facilitate Board decisions?

e Would an equity framework benefit the FRLD?

4.

Context

Since the Paris Agreement was adopted, Parties have made progress on enhancing financial support
for L&D. At COP27 (November 2022), Parties established funding arrangements for L&D, including the
FRLD, which was established to provide financial support to developing countries particularly
vulnerable to the adverse impacts of climate change in addressing L&D. Parties acknowledged the
urgent and immediate need for new, additional, predictable, and adequate financial resources to
assist developing-country Parties that are particularly vulnerable to climate change.? Parties further
agreed to identify and expand the sources of funding for L&D.2

In December 2023, COP28 operationalized the FRLD and funding arrangements for addressing and
responding to L&D. The COP28 decision also established the Board,® which has a broad mandate to
develop and operate a resource allocation system.* Additional guidance is needed before the FRLD
can begin disbursement.>

At COP29 (November 2024), Parties fully operationalized the FRLD.The World Bank signed the
agreement to host the FRLD, enabling it to accept contributions and disburse funding. The Philippines
also signed the agreement to host the Board. Parties outlined the Board's 2024-25 Work Plan, which
includes rapid approval of funding, the development of a long-term fundraising strategy in 2025, and
enhanced coordination with other climate finance sources.”

Key Issues for Equity and L&D Finance

Addressing equity in L&D finance is complicated by the lack of definitions for L&D, equity, or the
“particularly vulnerable.”

Defining L&D

8.

Measures to address and respond to L&D aim to deal with the aftermath of climate impacts from both
slow- and sudden-onset events. While L&D is not explicitly defined under the Paris Agreement, Article
8 sets out areas of cooperation and facilitation which include: EWS, emergency preparedness, slow-
onset events, non-economic losses, and resilience of livelihoods.?

Defining Equity

9.

Similarly, there is no agreed or formal definition of equity under the UNFCCC, the Paris Agreement, or
under international law generally. Equity is commonly understood as applying legal rules in a fair and
just manner, considering particular circumstances, to achieve an unbiased process or result.’ The
obligations of Parties are variously differentiated under the Paris Agreement, providing an important
context for equity considerations. The Paris Agreement emphasizes the principle of common but
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differentiated responsibilities and respective capabilities (CBDR-RC) in light of different national
circumstances, reflecting the need for equitable approaches based on each country’s context.11!

The Paris Agreement’s preamble references “the principle of equity” and recognizes that Parties
should respect, promote, and consider “gender equality, empowerment of women and
intergenerational equity.”? The Paris Agreement further states that “this Agreement will be
implemented to reflect equity and the principle of CBDR-RC, in the light of different national
circumstances.”?3 Equity is also embedded in, or closely connected with, other important principles
such as distribution, equality, and the right to promote sustainable development.

The UNFCCC has embedded equity as one of its guiding principles. Article 3.1 of the UNFCCC states
that “Parties should protect the climate system for the benefit of present and future generations of
humankind, on the basis of equity and in accordance with their common but differentiated
responsibilities and respective capabilities.”*® This principle—summarized through CBDR-RC—aims to
ensure differentiation in common responsibilities based, amongst others, on capabilities and national
circumstances. Article 3 of the UNFCCC further states that: “Accordingly, the developed country
Parties should take the lead in combating climate change and the adverse effects thereof.”

Donor Obligations for L&D and the “Particularly Vulnerable”

12.

13.

14.

15.

In the Paris Agreement, in recognizing the importance of averting, minimizing, and addressing L&D,
Parties should enhance action and support “on a cooperative and facilitative basis.”'® Moreover,
Parties have “agreed that Article 8 on L&D does not involve or provide a basis for any liability or
compensation.”” As such, financial support for L&D is voluntary.'®® An advisory opinion by the
International Court of Justice (ICJ) on States’ obligations under international law regarding climate
change, including L&D, could support or be at odds with the Paris position.?>?! The decision is
expected to be issued in 2025.22

In terms of recipients of L&D finance, Parties have agreed across recent decisions on the Santiago
Network, L&D funding arrangements, and the FRLD that assistance and financial resources are for
“developing countries that are particularly vulnerable to the adverse effects of climate change.”?
However, countries considered “particularly vulnerable” are not defined. UNFCCC equity principles
include a reference to being guided by “the specific needs and special circumstances of developing
country Parties, especially those that are particularly vulnerable to the adverse effects of climate
change.”?*

But the Paris Agreement’s Article 8 does not specify the beneficiaries of the action and support for
activities related to L&D. It could be helpful to look at whether trends in support for adaptation might
be used to understand who could qualify for L&D funding. However, the Paris Agreement and the
UNFCCC have embedded the notion of the special circumstances of SIDS and LDCs.?>

Options to Guide Consideration of Equity in L&D Finance

Options for how the Board and Parties might ensure equitable L&D finance distribution are set out
below, such as: establishing a proposed equity framework; establishing support mechanisms or a
constituted body for LDCs and/or SIDS; requesting an informal CMA process (e.g., a workshop); or
creating an expert group under the WIM.

Option 1: Equity Considerations for Recipients and Donors

16.

As the Board begins consideration on the distribution of funds, how can it be guided to ensure
distributions are fair and equitable? Further defining equity for L&D under the UNFCCC or Paris
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Agreement seems unlikely.?® Parties could request an informal process under the CMA, such as a
workshop, to assist Parties in unpacking the many elements of equity for the FRLD.

Applying equity principles for vulnerable groups, communities, and ecosystems means ensuring that
LDCs’ and SIDS’ capacity constraints are considered.?’” One way to do so would be to establish a
constituted body for LDCs or SIDS to assist these Parties with responding to L&D. Alternatively, this
work could be undertaken by the LDCs expert group (LEG) which is mandated to provide technical
guidance and support to LDCs.?%%°

Parties could also consider whether an expert group under the WIM Executive Committee could be
mandated to enhance support for LDCs and SIDS in order to ensure equitable implementation of L&D
support and action.

COP29 negotiations on the new collective quantified goal (NCQG) on climate finance included
submissions and calls for a minimum allocation floor for financing dedicated to SIDS and LDCs. While
the final outcome did not reflect minimum allocation floors, the NCQG decision text acknowledges
the “need for public and grant-based resources and highly concessional finance, particularly for
adaptation and responding to L&D in developing country Parties especially those that are particularly
vulnerable to the adverse effects of climate change and have significant capacity constraints,” like
LDCs and SIDS.3° On that basis, Parties could pursue efforts to set a minimum allocation floor for L&D
finance either within the FRLD or L&D funding arrangements.

At the most recent Board meeting which took place in April 2025 in Barbados, the Board approved
the “Barbados Implementation Modalities” which decided that 50 percent of the FRLD capital
available would be dispersed to SIDS and LDCs.3!

Additionally, the NCQG includes provisions for donors to “at least triple annual outflows [...] from 2022
levels by 2030” from the operating entities of the UNFCCC Financial Mechanism, which includes the
FRLD.32 This would presume that donor Parties might be incentivized to increase any climate finance
contributions to these funds.

Option 2: Exploring an Equity Framework

22.

In addition to the mandate given to the Board to develop and operate a resource allocation system,
the Board or Parties could develop an equity framework for both donors and recipients of the
FRLD.333% Below are questions the Board and Parties could consider in whether to establish an equity
framework, these include:

e How to ensure that the most vulnerable countries, SIDS and LDCs, are not left behind?

e Can “countries that are particularly vulnerable” be defined?

e How can the finance and development gap between LDCs and other developing countries be
prevented from widening further, and instead, accelerate the sustainable development of LDCs?

e How to ensure accessible and fairly distributed L&D finance and that future climate risks are
accounted for in accessing funding?

e How to ensure the quality of funding for L&D and to reduce the risk of unsustainable debt?

e What is the potential risk of establishing perverse incentives that can lead to reduced levels of
adaptation efforts?3°

e How to apply the principle of CBDR-RC, in the light of different national circumstances, to donor
countries?
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