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PURPOSE OF THIS PUBLIC CONSULTATION DOCUMENT

The Science Based Targets initiative (SBTi) is developing corporate guidance on beyond value
chain mitigation (BVCM) to accelerate and scale private sector mitigation finance. From 19th June
2023 to 30th July 2023, the SBTi will hold a 6-week public consultation process on this topic to
inform the development of this guidance and related products. This document is structured and
designed to facilitate this consultation pr(
Additional information on the consultation process is provided below.

Please note that this consultation draft document, including the draft recommendations, is not or
intended to constitute legal advice and as such does not establish compliance with any legal or
regulatory requirements. Users should therefore seek independent legal advice on applicable
national law and regulation.

All information that the SBTi receives from respondents will be treated with care and kept
confidential. Results of this consultation will only be communicated in aggregated form. All feedback
will be analyzed and used to draw up the final proposal. However, when analyzing the data, we
need to know which responses are from which stakeholder group, so we kindly ask you to provide
us with information about your organization.
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BACKGROUND

The Science Based Targets initiative (SBTi)

The SBTi is a global body enabling businesses to set ambitious climate mitigation targets in line with
the latest climate science. It defines and promotes best practice in science-based climate target
setting, provides resources and guidance to reduce barriers to adoption, and independently assesses
and approves company targets. The SBTi seeks to drive a race to the top, led by pioneering
companies, which will empower peers, suppliers and customers to follow suit and drive governments
to take bolder action. At the end of 2022, 1638 companies had near-term 1.5°C aligned targets
validated by the SBTi, and a further 136 had SBTi-validated net-zero targets.

The Corporate Net-Zero Standard

In October 2021, the SBTi launched the Corporate Net-Zero Standard which provides guidance,

criteria, and recommendations for companies to set long-term climate targets consistent with
scenarios that limit global temperature rise to 1.5°C with no or limited overshoot (i.e., net-zero carbon

dioxide (CO2) emissions around 2050, accompanied by rapid reductions in non-CO- greenhouse gas

(GHG) emissions). The Corporate Net-Zer o St andard incorporates and b
methodologies for companies to set near-term emission reduction targets and sets out four key
elements:

1. Near-term science-based targets (SBTs): Companies are required to set 5i 10-year targets to
reduce emissions within the company value chain in line with 1.5°C pathways.

2. Long-term SBTs: Companies are required to set targets to reduce emissions within the company
value chain to a residual level in line with 1.5°C scenarios by no later than 2050.

3. Beyond value chain mitigation: Companies are encouraged to take immediate and consistent
action to mitigate emissions beyond their value chains to support global efforts to limit global
temperature rise to 1.5°C.

4. Neutralization of any residual emissions at the net-zero target date: Companies are required
to neutralize the climate impact of any residual emissions at the net-zero target year and any GHG
emissions released into the atmosphere thereafter through the permanent removal and storage
of carbon from the atmosphere.
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Figure 1: Elements of the SBTi Corporate Net-Zero Standard

Long-term SBTs: by 2050 at the latest

' s

Abatement within the value chain (includes removals for
. the forest, agriculture and land (FLAG) sector only)

Ty
~
~ | i
~ ! [
~ ! : Mitigation beyond a company's value chain (emissions
! reductions and removals)
D |
~ : . Indicative ramp up of removals to ensure emissions are
H neutralized at the net-zero target date
h —
— | | -

Near-term science-based target

-~ B +
]
]
|

Emissions (tCOze)

’ Net-zero emissions

The Corporate Net-Zero Standard includes a set of criteria that must be met for net-zero target(s) to
be validated by the SBTi, as well as a set of recommendations that are important for transparency
and best practice but are not required. This includes the recommendation on beyond value chain
mitigation:

R9 & Beyond value chain climate mitigation: Companies should take action or make
investments outside their own value chains to mitigate GHG emissions in addition to their
near-term and long-term science-based targets. For example, a company could provide
annual support to projects, programs and solutions that provide quantifiable benefits to
climate, especially those that generate additional co-benefits for people and nature.
Companiels should report annually on the nature and scale of those actions pending further
guidance.

The case for beyond value chain mitigation

Recent analysis by the Earth Commission reinforces the goals of the Paris Agreement on Climate
Change, indicating that the fisafe boundaryo t
other species requires stabilization of the global mean surface temperature at or below 1.5°C of
warming.? According to the Intergovernmental Panel on Climate Change (IPCC) Sixth Assessment
Report, the best estimate of the remaining carbon budget for a 50% chance of limiting warming to

1.5eC with no or | imited o¥6tEXhThis translates toapeaking®f0 0

global GHG emissions between 2020 and, at the latest, before 2025.3

However, even at t his Afsafe boundaryo of 1.5
exposed to unprecedented temperatures, and more than 500 million could be exposed to long-term

sea-level rise**At t odaydés | evel of warming (estimated
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iThe Earth Commission identifies this fisafe boundaryo based o

elements; maintaining biosphere and cryosphere functions; and accounting for Holocene and previous interglacial climate
variability.
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people are already exposed to temperature extremes.®” In some regions of the world, climate impacts
are becoming so frequent and severe that no adaptation strategies can fully avoid losses and

damages®The Earth Commi ssion therefore concludes

should be set at or below 1.0°C of warming T a temperature threshold which has already been
passed.®

There is an enormous gap between where we are headed and where we need to be in order to limit
warming to 1.5°C, let alone to return to below 1.0°C.%° Policies presently in place around the world
are projected to result in about 2.7°C of warming.!! Estimates suggest that annual climate finance
needs to increase by at least seven times by 2030, reaching at least USD 4.3 trillion per year
compared to approximately USD 665 billion today.*?

Companies around the world recognize the existential threat of climate change and are voluntarily
taking action beyond what is required by regulation today. At the time of writing, more than 5000
companies have committed to reduce their value chain emissions in line with a 1.5°C pathway through
their commitment to the SBTi, with these companies representing more than one-third of global
market capitalization.'®** Many of these companies are already working to align their capital flows
with the Paris Agreement and are deploying climate mitigation finance towards the achievement of
their SBTs. In 2020, corporates and commercial financial institutions deployed an estimated USD 260
billion of climate finance (around 20% of overall climate finance).®

However, given that there are many companies across the world that are not yet decarbonizing their
businesses in line with a 1.5°C pathway, and given that there are sources of emissions that sit outside
of corporate value chains altogether, much more needs to be done today to address the climate
finance and mitigation gap. The Climate Policy Institute (CPI) argues that while private sector finance
is increasing, it is not doing so at the pace necessary considering public sector capacity constraints.*®

For this reason, the SBTi calls on companies to go above and beyond their science-based targets,
to also invest in mitigating climate change beyond their value chains and contribute to societal net-
zero i what the SBTi refers to as beyond value chain mitigation (BVCM).

There is a growing expectation for companies to pursue BVCM, and companies are expressing
interest in doing so. Analysis conducted by Systemiq for the SBTi showed that almost 70% of
surveyed companies felt that the private sector should be doing more than abatement of value chain
emissions for society to limit warming to 1.5°C, but that there was a need for more guidance on best
practice.’

The SBTi 6s expected technical out put s

In recognition of the critical importance of BVCM, and in response to demand from corporates, the
SBTi has assembled a team and a network of expert advisors to develop guidance for companies on
BVCM which will be published in Q4 2023. The guidance document will:

Further clarify the definition of BVCM,;
Articulate the need for companies to go beyond their SBTs to also invest in BVCM;
Explore the business case for BVCM,;
Provide recommendations on:
1 Determining a commitment to BVCM;
1 Deploying finance and resources across mitigation activities;
1 Claims, transparency and reporting with regards to BVCM.

Pwn =

The proposed focus of the guidance is visualized below.
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Figure 2: Proposed focus of the BVCM guidance
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PURPOSE OF MITIGATION OUTCOME residual emissions at net-zeroresidual emissions at net-zero|
target date target date

We intend to define the different types of intervention / mechanism

TYPE OF INTERVENTION through which BVCM commitments can be fulfilled

TYPE OF ACTIVITY We intend to define the different types of mitigation activities which
would fulfil BVCM commitments

To complement this guidance, the SBTi will also publish a research paper in Q4 2023 that explores
incentives for BVCM over which the broader climate ecosystem has influence, including civil society,
academia, policymakers, standard setters, advocacy organizations and multi-lateral organizations. It
will consider both barriers to investment (such as a current lack of consistent guidance on best
practice), as well as positive incentives such as claims, tax incentives and voluntary and regulatory
disclosure requirements on climate risks and opportunities and transition planning. The research
paper will provide recommendations for different actors and identify areas for further research with

the aim of offering a shared fitheory of changeo

the coming decades.

Please note that, at this time, the SBTi will strongly encourage companies to invest in BVCM but will
not require or validate BVCM targets, claims, activities or investments.
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PUBLIC CONSULTATION ON BEYOND VALUE CHAIN
MITIGATION

Objectives of the public consultation

As discussed, BVCM is an important complementary mechanism for delivering climate finance and
mitigation at the necessary speed and scale. It is complementary in the sense that companies should
always employ BVCM to supplement, and never to substitute for, climate mitigation within their own
value chains. In developing guidance and mechanisms to incentivize companies to implement BVCM,
there are several complex technical and value-based considerations. This public consultation
document explores these considerations and offers a proposal or a set of options for finalizing the
BVCM guidance document and supporting research paper.

While there is no expectation of achieving consensus, given the importance and complexity of this
topic, we are hoping to receive consultation responses from a large and diverse group of stakeholders
to understand different perspectives on the topic. It is worth noting that during the public consultation
period, the SBTi will conduct direct outreach to certain important stakeholder groups that might not
otherwise be captured through the online process.

Purpose of this document

As mentioned above, the purpose of this document is to elicit feedback from a diverse set of
stakeholders on the topic of BVCM to inform the development of SBTi products. The document is not
a draft of the guidance or of the supporting research paper on incentives.

Structure of this document

This document is structured around nine consultation topic areas. Each topic area section includes a
discussion of the topic (for example, presenting the key considerations and conceptual framing), and
provides a proposal and/or options for the SBTI
The consultation topics are as follows:

Defining BVCM

Overarching process for BVCM

Determining the nature and scale of the commitment to BVCM
Deploying resources and finance across BVCM activities
BVCM-related claims

Reporting on BVCM

Incentives for BVCM

Terminology

lllustrative case studies

CoNorwWNE

If readers find that the terms used in this document are unfamiliar, we recommend that they refer to
consultation topic 8 on terminology where we provide definitions for key terms used within this
document (some of which are under consultation).
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Instructions for responding to the public consultation

Please read this document and consider the consultation questions (these are included in the light
orange boxes throughout the document) and then complete the online form (which contains those
same questions) here.

Please let us know if you need more information or support in completing the consultation process.

Consultation timeline

The public consultation will run for 6 weeks from 19th June to 30th July 2023. Please complete and
submit your consultation survey response by the deadline of 23:59 ET, 30th July 2023.

Key contacts

Please contact standards@sciencebasedtargets.org if you have questions about the consultation
process.

Next steps

The SBTi will consider the consultation responses and work to complete the deliverables with an
expected launch date in Q4 2023. The SBTi will also provide a summary of the consultation process.
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CONSULTATION TOPIC 1: DEFINING BVCM

1.1 Defining BVCM: Discussion

Climate change mitigation is defined by the IPCC as a human intervention to reduce emissions or
enhance the sinks of greenhouse gases (and encompasses carbon dioxide removal (CDR) options).*®
A companyods value chain emissi 3308s asdefedtbhnteeiGHG s c o p e
Protocol Corporate Accounting and Reporting Standard.*®* One coul d t herefore arg
value chain mitigationdo simply refers to a compan
sinks of GHGs thatdoesnotresul t i n a change in that companyés sc

In the SBTi Corporate Net-Zer o St andar d, BVCM is described as:
that f all outside a companyés value chai nsionsioncl ud:i
remove and store GHGs from the atmosphere. o The St
of BVCM activities: forestry (e.g., Jurisdictional REDD+), conservation projects (e.g., peatland or
mangrove), energy efficiency (e.g., cookstove projects), methane destruction (e.g., landfill gas

projects), renewable energy (e.g., solar/wind/biogas), industrial gases (e.g., N2O destruction at nitric

acid facilities), scale-up of Carbon Dioxide Removal (CDR) technologies, e.g., Direct Air Capture and

Carbon Storage (DACCS)."

While at this time the SBTi does not plan to validate company targets relating to BVCM, there is a
need to provide more detailed guidance on what activities and investments would fulfil company
commitments to the BVCM recommendation within the SBTi Corporate Net-Zero Standard. In order
to provide this guidance, we have considered and consulted with our partners and expert advisory
group on a number of questions, including:

a) What is a mitigation action or investment?

b) Does the mitigation action or investment have to have a guaranteed outcome, or is it sufficient
that it has an expected outcome?

c) Does the mitigation action or investment have to lead to quantifiable mitigation outcomes? If
so, what methods should be used to quantify mitigation outcomes?

d) To what extent does the mitigation action or investment have to be additional?

e) To what extent can there be double claiming of mitigation impacts between companies?

f) To what extent does the mitigation action or investment have to lead to permanent mitigation

outcomes?
g) How can we clarify the distinction between BVCM and neutralization of residual emissions?
h) How does t he companyods claim 1impact whi ch r

commitments?

We include a short discussion on (and highlight different perspectives regarding) each of these
guestions below.

a) What is a mitigation action or investment?

A mitigation action can be defined as an intervention that results in GHG reductions or removals (see
the I PCC definition of mitigation above). I n cons
useful to refer to the IPCC definition of climate finance 1 i.e., the financial flows whose expected
effect aims to reduce net greenhouse gas (GHG) emissions and/or to enhance resilience to the

i The list of examples included in the Corporate Net-Zero Standard were non-exhaustive. Other examples of CDR include
biomass with carbon removal and storage (BiCRS), and enhanced weathering.

10
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impacts of current and projected climate change.?® This therefore raises the question of whether the
action or investment needs to have guaranteed mitigation outcome or whether it is sufficient that the
mitigation outcome is expected. This question is explored in (b) below.

b) Does the mitigation action or investment have to have a guaranteed outcome, or is it
sufficient that it has an expected outcome?

A company might invest in innovation, research and development (R&D) to develop new technologies
whose purpose is to reduce or remove GHGs. However, finance deployed into innovation and R&D
does not necessarily guarantee that a mitigation impact will occur. It is therefore necessary to consider
whether or not BVCM should be limited to finance deployed with guaranteed mitigation outcome (or
whether and how this might differ for different types of claims).

On the one hand, there is a need to incentivize investment into mitigation R&D and innovation which
may not have a guaranteed mitigation outcome. By 2050, it is expected that almost 50% of emissions
reductions required to achieve net-zero will come from technologies currently at demonstration or
prototype stage.?! These technologies need to rapidly scale. However, at the same time, given the
need to peak emissions by 2025, one could also argue that BVCM should be limited to guaranteed
and verifiable mitigation outcomes, at least in the short-term.

c) Does the mitigation action or investment have to lead to quantifiable mitigation
outcomes? If so, what methods should be used to quantify mitigation outcomes?

Certain actions or investments made by a company might have mitigation impacts that are very
difficult to quantify. For example, investment and activities related to capacity building, behavior
change, or policy advocacy can directly or indirectly deliver mitigation outcomes, but quantifying,
attributing and accounting for the mitigation
is challenging. Despite this, these investments are critical to ensure that there is an effective enabling
environment in which mitigation can occur.

In terms of the methods that could be used to quantify mitigation outcomes, the Greenhouse Gas
Protocol defines inventory accounting methods to track GHG emissions and removals within a
defined inventory boundary over time relative to a historical base year.?? This is the mechanism
through which companies measure progress towards their science-based targets. However, since
BVCM falls outside the scopes 1, 2 and 3 inventory of the company, that company cannot account
for BVCM using inventory accounting methods.

One of the most widely understood mechani sms
value chain is through the purchase and retirement of carbon credits. Carbon credits are units that
are issued by a carbon crediting program and represent a GHG reductions or enhanced GHG
removals which are quantified using intervention accounting methods (or project accounting
methods). Intervention account methods measure system-wide GHG impacts relative to a
counterfactual baseline scenario or performance benchmark that represent the conditions most likely
to occur in the absence of the mitigation project that generates the credit.?®> In intervention
accounting, companies can evaluate actions through (a) forward-looking (or ex-ante) assessments to
inform decision-making by estimating future impacts of implemented or potential actions, or (b)
backward-looking (or ex-post) assessments to evaluate the effectiveness of actions after
implementation by estimating impacts to date.?*

ii In life cycle assessment, inventory methods correspond to attributional methods and intervention methods correspond to
consequential methods.
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d) To what extent does the mitigation action or investment have to be additional?

Additionality is a defining concept of carbon credit projects and programs. Carbon credits produced
by a project or program are considered additional if the activity would not have taken place in the
absence of the purchase of the carbon credit. Conversely, if the project or program and associated
emissions reductions or removals would have occurred regardless of the payment for carbon credits,
the resulting credits are not considered additional. Carbon crediting programs include various
fadditionality testso to prove the additional

1 A demonstration that the proposed project activity is not legally required (or that non-enforcement
of the legal requirements is widespread);

T An fAinvestment analysiso of whether the project

revenues;

T A Abarriers anal ysi so de rltemativetoathei progct wohld ot bea
prevented by (non-financial) implementation barriers (e.g., social, institutional, or technical
barriers);

T A Aicommon practice analysisodo demonstrating
or is distinct from similar types of activities that are common practice.?®

If companies are purchasing carbon credits as a mechanism by which to invest in BVCM, the
additionality requirements would be stipulated by the carbon crediting program. However, since the
SBTi envisions an array of mechanisms for channeling finance into BVCM (including but not limited
to carbon credits), we must consider which additionality tests are relevant where investment is
channeled through mechanisms other than carbon credits. Clearly there is a need to incentivize flows
of finance to where it is most needed (i.e., where it is not already an attractive financing opportunity
or where it is not being addressed by policy) and therefore additionality is an important consideration.
However, some have argued that there is scope to lower the bar on additionality for BVCM (since it

is voluntary and i n add-basedwalue dhain taaget)cas imgpuddringedtsizes c i e n

finance to flow into mitigation measures where there is a return on investment (ROI) but where the
payback periods are longer or the risk is higher making the investment less attractive compared to an
alternative investment which does not deliver climate mitigation.

e) Towhat extent can there be double claiming of mitigation impacts between companies?

The draft GHG Protocol Land Sector and Removals Guidance defines double claiming as a form of
double counting which occurs where multiple parties claim the right to a single emission reduction,
removal, or mitigation outcome.?®

In the draft Land Sector and Removals Guidance, the GHG Protocol states:
f "Scope 1, scope 2, and scope 3 are mutually

INSTITUTE WWF

ity

t |

t hat

excl

no double counting of emissions or removals between the scopes within one company 6 s

inventoryé Scope 1 and scope 2 are defined to
account for the same emissions within scope 1 or
T ABy definition, scope 3 emissions or removal s o
controlled by other entities in the value chain (e.g., raw material suppliers, waste management
companies, lessees and lessors, distributors, retailers, customers, etc.). As a result, it is expected
that across different reporting entities a given emission or removal will be counted more than once
across the scopes (i .e., as one entityds scope
3 emissions or removals). o
f AThe double counting of emissions by smwenays or

accounting frameworks [corporate GHG inventories with national GHG inventories] is inherent,
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as a given source will appear in both a company?o
operates in that country. oo

T ADoubl e count i ncgrn reganding i5EIG @edits, dhat apply different accounting
approaches (i.e., inventory accounting for corporate GHG inventories versus project/intervention
accounting for GHG credits) and involve uniqgue ¢c

1T ACompanies shall n o GHGredudidnerremoval that haa beenanedited and
sold if the credit is used (or could potentially be used) [by a company] as an offset or for
compensation. 0

f A"To avoid double counting of credits used as of
emission reductions or removals associated with the sale of credits used as offsets from the
companyds GHG target accounting. To do so, compa

o Inventory emissions and removals: scope 1, 2 and 3 emissions and scope 1 and 3
removals, independent of GHG credit purchases/sales, and

o Emissions and removals adjusted for sold credits: scope 1, 2 and 3 emission values that
are adjusted for GHG credits issued or generated within the inventory boundary.

o Companies shall use the emissions and removals values adjusted for sold credits when
accounting for progress toward a target. o

The GHG Protocol conducted a comprehensive consultation process on this draft guidance and is
currently working to finalize the guidance, including the accounting requirements on double counting
and claiming. Questions have been raised around the feasibility of avoiding double claiming in all
situations and whether or not double claiming always presents a risk to overall global mitigation
efforts. The SBTi is working closely with the GHG Protocol and other technical experts on this topic
and intends to align with the finalized GHG Protocol guidance on this topic.

f) To what extent does the mitigation action or investment have to lead to permanent
mitigation outcomes?

Permanence is the longevity of a carbon pool and the stability of its stocks, given the management
and disturbance environment in which it occurs.?” Companies with SBTi net-zero targets are required
to neutralize the climate impact of any residual emissions at the net-zero target year and any GHG
emissions released into the atmosphere thereafter through the permanent removal and storage of
carbon from the atmosphere. However, for companies engaging in BVCM as they transition towards
net-zero, there is a need to define the extent to which companies would need to provide evidence that
measures are in place to ensure the continued storage of the carbon as a result of BVCM investments
and activities. Some have argued that having lower requirements on permanence for BVCM could
incentivize investment into lower cost, but shorter-lived, mitigation outcomes which are important
given the rapidly shrinking carbon budget.

Again, the topic of permanence (and associated accounting rules) is being considered within the
context of the finalization of the GHG Protocol Land Sector and Removals Guidance and the SBTi is
engaging closely with the GHG Protocol and other technical experts on this topic.

g) How can we clarify the distinction between BVCM and neutralization of residual
emissions?

There is demand for the SBTi to clarify the distinction between BVCM and neutralization of residual
emissions. The table below compares these two concepts.

13
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Table 1: Comparing and contrasting BVCM and neutralization

Area of distinction

United Nations
Global Compact

WORLD
RESOURCES
INSTITUTE

Definition as per the
Corporate Net-Zero
Standard

Beyond Value Chain Mitigation

Mitigation action or investments

t hat f all out sid
chain, including activities that
avoid or reduce GHG emissions,
or remove and store GHGs from
the atmosphere.

Neutralization of residual emissions

Measures that SBTi companies
take to eliminate the climate impact
of residual GHG emissions which
are released into the atmosphere at
and after the SBTi-aligned net-zero
target date through permanent
removal and storage of carbon from
the atmosphere. Carbon removals
can be implemented within or
beyond the value chain for the
purpose of neutralization of residual
emissions.

Purpose

To increase the likelihood of
achieving societal net-zero.
Investing in mitigation action
beyond corporate value chains
can accelerate the net-zero
transition and address the
ecological crisis.

To reach a state of net-zero
emissions at company level.
Carbon removals will be required to
counterbalance the impact of any
unabated emissions that remain
once companies have achieved
their long-term science-based
target.

GHG reductions or
removals

GHG reductions and removals

GHG removals

Within / beyond the
value chain i.e.,
scopes 17 3

Beyond the value chain. BVCM
activities are not accounted for in
the companyds sc
GHG inventory.

Within or beyond the value chain

Temporal prioritization

Immediate: once the SBTi-aligned
net-zero target has been set.

Mid-term: once the SBTi-alignhed
net-zero target has been achieved.

Status within the
Corporate Net-Zero
Standard

Recommendation

Requirement

Recommendations/
requirements in the
Corporate Net-Zero
Standard

Recommendation for companies
to take action or make
investments outside their own
value chains to mitigate GHG
emissions in addition to their near-
term and long-term science-based
targets. Companies should report
annually on the nature and scale
of those actions.

Companies are required to remove
carbon from the atmosphere and
permanently store it to
counterbalance the impact of any
unabated emissions that remain
once companies have achieved
their long-term science-based
target, and for subsequent years
thereafter. The neutralization of
unabated emissions applies to both
the emissions reduction target(s)
boundary and to any unabated
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emissions that have been excluded
from the GHG inventory.

Examples

A company could provide annual
support to projects, programs and
solutions providing quantifiable
benefits to climate, especially
those that generate additional co-
benefits for people and nature.

Eligible approaches are to be
defined in a future revision of the
Corporate Net-Zero Standard, but
may include direct air capture and
carbon storage (DACCS), biomass
with carbon removal and storage

(BiCRS)", and enhanced
weathering.

h) How does t he

commitments?

companydés <c¢claim i mpact wh i

The mitigation activities which can be used to fulfil BVCM commitments are in large part determined
by the claim that a company intends to make, which is itself informed by the regulatory context since
many national and supra-national governments have or are developing their own specific guidelines
and legal requirements on what climate claims companies can make. This is discussed in more detail
in consultation topic 5 but it should be stated that the SBTi is supportive of new types of claims which
represent support or finance to actions that result or may result in climate mitigation outcomes,
including collective actions to contribute to climate mitigation outcomes, where a direct attribution
cannot be made.

1.2 Defining BVCM: Proposal

The SBTi is consulting on two options for a high-level definition of BVCM:

A. Maintain the definition as set out in the Corporate Net-Zer o St andar d:
i nvestments that fall/l
GHG emi ssi ons, or remove GHGs

and store

B. Amend the definition set out in the Corporate Net-Zero Standard to reflect that mitigation

actions or investments may not have
that fal/l outside a companyds seek towwid orheducen ,
GHG emi ssions, or remove and store GHGs

While at this time the SBTi does not plan to validate company targets relating to BVCM, the SBTi will
include more detail on what activities and investments would fulfil the recommendation to engage in
BVCM within the Corporate Net-Zero Standard. As shown in the discussion section above, there is
much to consider in this regard. The SBTi is therefore seeking feedback as part of this public
consultation process to inform this.

v The term BiCRS describes a range of processes that use biomass feedstock to remove CO> from the atmosphere and
store it underground or in long-lived products.
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Public consultation question box 1: questions on defining BVCM

WWF

Questions 11 5 in the online form ask survey respondents to provide contact information,
information on the type of organization that they represent, the sector, the country in which the
organization is headquartered and the status of the organization with respect to the SBTi.

6. In defining BVCM, do you think that the SBTi should:
a) Maintain the definition on BVCM as set out in the Corporate Net-Zero Standard:
AMi tigation action or investments that
activities that avoid or reduce GHG emissions, or remove and store GHGs from the
atmosp her e o ?
b) Amend the definition that was set out in the Corporate Net-Zero Standard to reflect

seek to avoid or reduce GHG emissions, or remove and store GHGs from the
at mospher eo?

c) No comment.

d) Other, please specify.

7. Inyour opinion, BVCM should include:
a) Quantifiable mitigation only.
b) Both quantifiable and unquantifiable mitigation.
c¢) No comment.

8. In your opinion, how important on a scale of 07 100 is it that companies investing in BVCM

important)

9. Linked to the question above, which of the statements below do you support? If neither,
please tick other and specify your position:

commitments if they are subject to the same additionality tests as carbon credits.
b) The SBTi should incentivize investment into mitigation which might not meet strict
additionality requirements but which is currently underfinanced.
c) No comment.
d) Other, please specify.

10. While the SBTi intends to align with the GHG Protocol, we are interested in perspectives on
double claiming between BVCM and corporate scope 1i 3 GHG inventories. In your opinion,
how important on a scale of 07 100 is it that companies investing in BVCM avoid double
claiming between one company® BVCM activities and other comp a n iseed, 2 and 3
GHG inventories? (0 being not important and 100 being very important)

11. Linked to the question above, the SBTi is seeking feedback on perspectives on double
claiming in a situation where one company (Company A) makes an investment to deliver a
BVCM outcome which occurs in the scope 1, 2 and 3 value chain inventory of another

that mitigation actions or investments
action or investments that fall outsi dce

ensure that mitigation outcomes are additional, i.e., the mitigation would not have occurred in
the absence of BVCM activities and investments? (0 being not important and 100 being very

a) Companies should only be able to count actions and investments towards their BVCM

company (Company B). In this situation, which of the below options do you most agree with?

& W in =

Al
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a. Only one of the companies should be able to claim the mitigation outcome and they
should agree which company can claim it (either Company A for BVCM or Company
B for its science-based target).

b. Only Company A should be able to claim the mitigation outcome as BVCM and
Company B must not count the mitigation outcome towards the delivery of its
science-based target.

c. IfCompanyAmakes a cl i mat e iegaodimgits BUCM invesinments,
as opposed to what is often rrefelraiemdo t
companies should be able to claim the mitigation outcome (Company A for BVCM
and Company B for its science-based target). However, if Company A makes a
compensation claim in relation to its BVCM investments, then Company B must not
count the mitigation outcome towards the delivery of its science-based target.

d. Both companies should be able to claim the mitigation outcome regardless of the
claim that Company A intends to make about its BVCM activities and investments
(Company A can claim the mitigation outcome to fulfil its commitment to BVCM and
Company B can claim the mitigation outcome towards the delivery of its own
science-based target).

e) No comment.
f) Other, please specify

12. In your opinion, how important on a scale of 07 100 is it that companies investing in BVCM
ensure permanence of mitigation outcomes? (0 being not important and 100 being very
important)

13. Linked to the question above, which of the statements below do you support? If neither,
please tick other and specify your position:

a) Companies should only be able to count actions and investments towards their BVCM
commitments if they have mitigation measures in place to manage the risk of reversals
including monitoring of the continued storage of carbon.

b) The SBTi should incentivize investment into mitigation with short-lived storage and
therefore, given monitoring of permanence represents a barrier for companies, the
SBTi should set a lower bar for ensuring permanence of mitigation for BVCM (since it
i s above and beyommbasedtamelp any 6s sci e

¢) No comment.

d) Other, please specify.

14. Is the distinction between BVCM and neutralization of residual emissions described in this
document clear? (yes/no)

15. If you have suggestions for how to further clarify the distinction between BVCM and
neutralization of residual emissions, please provide them here. (open text)
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CONSULTATION TOPIC 2: OVERARCHING PROCESS FOR BVCM

2.1 Overarching process for BVCM: Discussion

To ensure that the guidance is practical and actionable, the SBTi intends to set out a step-by-step
process to guide companies investing in and implementing BVCM.

2.2 Overarching process for BVCM: Proposal

The proposed visualization of this process is set out below. Steps 2, 3 and 4 are the main focus of
the guidance (and for which there is the intention to articulate sub-steps). Step 1 is considered as a
prer equi site for company investment into BVCM
standards it will not be addressed in detail within the BVCM guidance. However, the SBTi does intend
to emphasize that step 1 includes investment into R&D that will enable the company to deliver on its
long-term science-based target e.g. a steel company might invest into nascent technology that might
in the future allow zero-carbon hydrogen to be used as a clean feedstock for steelmaking.

In consultation topic 9 we provide a set of three fictional examples to show how companies in
different sectors would apply each of these steps.

Figure 3: Proposed overarching process for BVCM

ASet and submit net-zero targets in line with the SBTi Corporate Net-Zero Standard and
develop and disclose an associated climate transition plan

ADetermine the nature and scale of the commitment to BVCM (see consultation topic 3)

ADeploy resources and finances to BVCM (see consultation topic 4)

ADisclose and transparently report on BVCM and associated claims (see consultation
topics 5 and 6)

but

Note: for information on c | dcmiaal rete onrthstogid®® i on p |

2.3 Overarching process for BVCM: Consultation questions

Public consultation question box 2: questions on the overarching process for BVCM

16. Our objective in including this visualization is to provide a clear process to guide companies
implementing and investing in BVCM. Do you feel that this process is helpful for the reader?
a) Very helpful
b) Somewhat helpful
c) Not so helpful
d) Not at all helpful

17. If you have feedback on this process or the diagram, please provide suggestions on how it
could be improved. (open text)

18
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CONSULTATION TOPIC 3: DETERMINING THE NATURE AND
SCALE OF THE COMMITMENT TO BVCM

3.1 Determining the nature and scale of the commitment to BVCM: Discussion

Conceptual framing

In defining guidance on how companies would determine the ambition of their commitment to BVCM,

t he SBTI must consider the tension between Arespo
Figure 4 below is a conceptual visualization of this tensio n . It shows a compan)
responsibility for climate change through (A) the cost associated with reducing emissions in the

transition to net-zero and neutralizing residual emissions at the net-zero target date and thereafter,

and (B) the social cost associated with the accumulation of GHGs into the atmosphere before

reaching net-zero.

From a financing perspective, true climate leadership would mean going beyond science-based
targets (A) and internalizing the full externality by financing additional climate action (including BVCM)
equivalent to or greater than the cost of (B). The reality today is that very few companies internalize
their full externalities (A and B), instead basing their commitment to BVCM and adaptation based on
their abiltyor wi I Il i ngness to pay (C), resulting in (D),

Figure 4: Conceptual visualization of "responsibility" versus "willingness" to pay at the entity level (please note that the
sizes of the bars are merely illustrative)

Costs of eliminating the externality What this illustrative
(i.e. finance deployed to deliver on company is “willing to pay”

science-based climate targets) to internalize the externality
A

Internalized externality (i.e. finance
Remaining cost of externalities (i e deployed towards e.g. beyond value
the social cost of accumulation of chain mitigation or adaptation)

Climate costs of a company’s
GHG emissions

GHGs into the atmosphere before ()}
reaching a state of net-zero
emissions)
B)

Unaddressed externality (D)

Allocating responsibility for BVCM

The SBTi near- and long-term science-based target pathways are based on a combination of science
and principled judgements that aim to steer voluntary climate action towards achieving the aims of
the Paris Agreement and the Sustainable Development Goals (SDGs). They are constructed from
three main elements: a greenhouse gas (GHG) budget, a set of emission scenarios which represent
a way of distributing the carbon budget over time, and an allocation approach for dividing mitigation
responsibility between all companies.?®

There are two main allocation approaches used to date in the SBTi:

19
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1 Convergence approach: all companies within a given sector reduce their emissions intensity to a
common value (e.g., CO2e per kWh) by some future year as dictated by a global emissions
pathway. The reduction responsibilities allocated to a company vary depending on its initial carbon
intensity and growth rate relative to those of the sector, as well as the sector-wide emissions
intensity compatible with the global emissions pathway. The convergence approach can only be
used with sector-specific emissions scenarios and physical intensity metrics (e.g., tons GHG per
ton product or MWh generated).

9 Contraction approach: all companies reduce their absolute emissions or economic emissions
intensity (e.g., tons GHG per unit value-added) at the same rate, irrespective of initial emissions
performance. The contraction approach can be used with sector-specific or global emissions
scenarios.

While at this time the SBTi does not plan to validate company targets relating to BVCM, there is a
need to provide more detailed guidance on what would be considered best practice in terms of the
nature and scale of the commitment to BVCM. In defining this, we have considered whether and how
responsibility for BVCM could be allocated to cor
principled judgementso that take into account equ

a) Possible allocation approach: Sharing the mitigation gap

One option for allocating responsibility for BVCM to companies could be to quantify the mitigation gap

(i.e., the mitigation required for 1.5°C that is not currently captured in the targets and plans of countries
andnon-stateact or s) and all ocate that mitigation respons.
either equally or proportional to their own emissions or ability to pay. This approach would be aligned

with what is needed to limit warming to 1.5°C. However, practically, it would be extremely challenging

to define and manage since it depends on how many
mitigation gap, both of which would be in a constant state of flux. For this reason, this is not an

approach that the SBTi is considering exploring further.

b) Possible allocation approach: Willingness to pay

Another option could be to leave companies to decide what they are willing to pay for BVCM. Given

the urgency of the climate crisis, ideally all companies would start investing in BVCM today. The
willingness to pay approach could reduce barriers to adoption and create momentum for climate
action. However, it cannot be justified as an app
and therefore this is also not an approach that the SBTi intends to explore further.

c) Possible allocation approach: Polluter pays

Companies transitioning to net-zero (i.e., reducing their emissions in line with a science-based 1.5°C

pathway) continue to release emissions resulting in an accumulation of greenhouse gases in the
atmosphere, contributing to global warming and the associated damage. The commonly accepted

Apol l uter payso principle is a principle of inte
Declaration and signifies that those who produce pollution should bear the costs of managing it to

prevent damage to human health or the environment.®® This principle could therefore be used to

all ocate responsibility for BVCM by requiipang foc
damage associated with its unabated emissions as it transitions to net-zero.

This could be applied in two ways: (i) by delivering mitigation beyond the value chain proportional to
the companyés unabated val ugafindn@a paymennéqavaléenoto tee, (i
societal cost of climate change caused by unabated emissions. This latter option could utilize the
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social cost of carbon which is a tool used by policymakers and other decision makers to internalize
the externalities of climate change and to put the effects of climate change into economic terms to
support decision-making.3! There are challenges with using the social cost of carbon, however, given
estimates of the social cost of carbon are highly sensitive to assumptions, in particular the discount
rate (where a high discount rate places less value on the future and results in a lower social cost of
carbon).®2 Another challenge is that since the social cost of carbon represents the economic damage
of GHG emissions, it would logically follow that funds raised using this tool should be spent on
adaptation and loss and damage as well as mitigation and thus there becomes a challenge in
determining a scientific basis for establishing what should be spent specifically on mitigation in the
context of a companyb6és BVCM commit ment .

d) Possible allocation approach: Ability (or capacity) to pay

Responsibility for BVCM could be all ocatperdenthgas ed o
of profit). A company @Gpendadnitheii ptofits peraCOge afyunabated valBev CM d
chain emissions and the internal investment needed for it to reduce those emissions.33

Analysis by Carbon Gap highlights that this ability to pay differs widely between sectors. The Carbon
Gap graph below shows 142 companies from the Forbes 2000 list that reported scope 1i 2 emissions
data (2020 data). It shows that 141 companies in the sample (78%) had profits exceeding USD
1,000/tCOze of scope 1 and 2 emissions in 2020, representing around 15% of emissions and 85% of
profits in the dataset. If these 141 companies implemented an internal carbon fee of USD 100 applied
against their scope 1 and 2 emissions, it would generate more than USD 15 billion in climate finance,
seven times more than the voluntary carbon market in 2021. This would cost on average 1.49% of
company profits (median 0.6%) or 0.16% of revenue (median 0.08%).%

Figure 5: Profit per tCOze of scope 1 and 2 emissions against the total scope 1 and 2 emissions (tCO2¢) of 179 companies
in the Forbes 2000 list (Source: Carbon Gap, 2022) 3
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When scope 3 emissions are included too, 78 of the 141 companies had profits over USD
1,000/tCOqe. If those 78 companies paid USD 100/tCO-e for their scope 3 emissions (in addition to
the USD 100/tCO-e for scopes 1 and 2 emissions), it would generate an additional USD 12 billion,
costing companies on average an additional 1.57% of profits (median 0.75%) or 0.3% of revenue.
These companies are mainly in the banking, finance, insurance, pharmaceuticals and software &
services sectors.*® This highlights the benefits of an ability to pay approach where large sums of
finance can be generated at relatively low costs for companies in high-profit sectors.

However, a key challenge with using the ability to pay approach to determine responsibility for BVCM
is that it is difficult to justify a scientific basis to determine the percentage of profit per tCOze of
unabated emissions that should channeled into BVCM. The 2023 Climate Inequality Report offers a

INSTITUTE WWF

potenti al met hodol ogi cal or conceptual approach.

that would be applied to individuals and would raise USD 295 billion in annual revenues for climate
change. It would be designedasfollows : i ndi vi dual sd& net assets

USD 1 billion would be taxed at 1.5%, net assets between USD 1 billion and USD 10 billion at 2%,
net assets between USD 10 billion and USD 100 billion at 2.5% and net assets above USD 100 billion
at 3% (see Table 2 below). A similar approach could be applied to BVCM to limit the distributional
impacts of paying to address climate change.®” However, while this approach could be used to
allocate responsibility for BVCM, some could argue that this is more of a value-based approach, rather
than a science-based one. In addition, since it has been conceived to apply to extremely wealthy

owneo

individual s, the extent to which Iiobedetarminedhe appl i e

Table 2: Revenues from a tax on extreme wealth (Source: Climate Inequality Report, 2023)38

Wealth group Number of | Total wealth Proposed tax Total annual tax
adults

(USD billion) rate (%) revenues (USD billion)
All >USD 100 million | 65,130 28,141 - 295
USD 100m i 1bn 62,380 15,295 1.5% 109
USD 1bni 10bn 2,584 8,292 2% 109
USD 10bni 100bn | 155 3,181 2.5% 52
Above USD 100bn 11 1,374 3% 26

e) Possible allocation approach: Hybrid option

Finally, there could be a hybrid option which would take a number of factors into account such as
profits per tCOe unabated emissions, the investment needs for abating value chain emissions and
potentially other factors such as historic emissions or regional distribution of emissions. Again, this
approach is challenging since it requires value judgements about how these different factors should
be weighted but this could be an area for further research.

Table 3: Potential allocation approaches for BVCM (Source: Adapted from Systemiq, 2021)3°

Allocation Pros Cons

approach

Sharing the | 1 Aligned with what is needed to 1 Challenging to define and manage
mitigation keep within 1.5°C. since it depends on how many

gap companies opt in and the size of the

ambition gap which will be in a constant
state of flux.
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Willingness | § Could result in a higher adoption |1 No't def endab lbea saesd 0
to pay of BVCM. 1 Not sufficiently nuanced to account for
1 Avoids having to justify a different impacts or economic capacity
science-based or equity-based of different sectors/companies.
approach. 9 Difficult to implement a mechanism to
incentivize/recognize companies taking
action, given the difficulty in
determining a comparable level of
effort.
Polluter 1 Internalization of externalities 1 Companies may not be able to
pays associated with continued generate sufficient profit to bear the
emissions. financial costs associated with damage
1 Estimates of social costs of caused by their unabated emissions.
carbon usually much higher than | § Difficult to determine the social cost of
market prices for carbon credits carbon i it is highly sensitive to
and it would therefore generate assumptions, in particular the discount
larger sums of finance if rate.
companies followed a polluter 1 If using a social cost of carbon, it is
pays approach based on the challenging to determine what should
social cost of carbon. be spent on mitigation versus
adaptation, loss and damage, since use
of the social cost of carbon would bring
these into scope.
Ability to i Companies with greatest 1 The ability to pay differs wildly between
pay financial means have the industries, and is highest among low
greatest capacity to solve emitters.
ecological and social problems. 1 Itis challenging to justify a science-
based approach to determining what
the right amount of profit or revenue
that companies should be responsible
for. This might require reliance on
value-based rather than purely
scientific judgements.
Hybrid 1 Could balance trade-offs 9 Difficult to establish weighting of
option between different approaches different factors 7 requires value
described above. judgements.

Met hods for determining the nature and scale of
The SBTi intends to provide guidance for companies on methods for establishing the nature and scale

of their commitment to BVCM 1T i . e . , Ahow muchd BVCM a company
finance a company should deploy in support of BVCM. The SBTi has identified three potential
methods for companies to determine the nature and scale of their commitment to BVCM:

1. Ton-for-ton: In addition to delivering on its science-based target (covering value chain
emissions), a company would deliver mitigation beyond its value chain proportional to the
climate impact of some percentage of the GHGs emissions of that company in a defined period
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(e.g., in a given year or since the inception of the company). The volume of finance deployed
towards BVCM would be determined by the price that a company pays per tCO.e of BVCM
(in the case of carbon credits, this would be determined by market prices) and the percentage
of unabated emissions that are being fimatched?o

2. Money-for-ton: In addition to delivering on its science-based target (covering value chain
emissions), a company would channel finance into BVCM based on predefined price of the
unabated GHG emissions of that company in defined period (e.g., in a given year or since the
inception of the company). The volume of finance deployed towards BVCM would be
determined by the chosen cost of carbon (e.g., a social cost of carbon or otherwise) and the
unabated emissions in that defined period.

3. Money-for-money: In addition to delivering on its science-based target (covering value chain
emissions), a company would allocate a share of revenue or profit towards financing climate
mitigation beyond the value chain. The volume of finance deployed towards BVCM would be
determined by the chosen denominator (e.g., profit or revenue) and the chosen percentage.

With the exception of Asharing the mitigation
approaches described above can be applied to these three methods, as shown in the table below.

ga

Table 4: Applying the allocation approaches to the three methods for determining the nature and scale of the BVCM

commitment

Allocation

Method for determining the nature and scale of the BVCM commitment

Ton-for-ton

approach
Willingness to pay
(it is expected that

the SBTi will not
recommend this
approach)

Company chooses the
percentage of unabated
emissions to be
matched by BVCM.

' Money-for-ton

Company chooses the
price of carbon and the
percentage of unabated
emissions to which the
price of carbon is
applied.

Money-for-money
Company chooses the
percentage of profit
which will be
channeled into BVCM.

Polluter pays

Company matches
100% unabated
emissions (and
possibly also historic
emissions) with a
proportional amount of
BVCM.

Company applies a
social cost of carbon
applied to at least 100%
of unabated emissions
(and possibly also
historic emissions).

Method not consistent
with polluter pays
principle as it is not
tied to the unabated
emissions.

Ability to pay Some weighting which | Some weighting which The SBTi or other
takes into account takes into account ability | standard setter makes
ability to pay applied to | to pay applied to the a science- and value-
tCO.e of unabated social cost of carbon based judgement on
emissions to determine | and/or to the tCOze of the percentage of
a tCOze volume of unabated emissions to profit which
BVCM to be delivered. | determine a financial companies should

commitment to BVCM to | invest into BVCM e.g.,
be delivered. 1.5%.
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below. Please note that these methods are not presented in order of preference.

Table 5: Methods for determining a commitment to BVCM and their respective pros and cons

Method | Pros Cons
Ton-for- | § Most widely used approach 1 May result in more limited deployment of
ton historically finance as companies can resort to the
1 Companies are required to deliver least-cost option to deliver their
guantifiable mitigation outcomes commitment under this method, resulting
(since the commitment is framed in a gap between the level of finance
based on tCO.e delivered) deployed and the externality
1 Clear tCO2e metric for impact 1 Linked to the above, risk that companies
measurement and verification optimize the price of carbon credits at the
f Encourages value chain emission expense of quality
reductions 1 No link between investment volume and
1 Some argue that it incentivizes externality linked to unabated emissions
mitigation at least cost to society | 1 Increasing backlash in certain markets
as companies can resort to the associated with compensatory claims that
least-cost mitigation option to seek to convey that the tCOze of
deliver their commitment under unabated value chain emissions are
this model netted out or counterbalanced by the
tCO.e of BVCM (resulting in regulatory
risk, litigation risk and reputational risk)

1 Increasing backlash in certain markets
associated with claims that mislead
consumers about the climate impact of
products or services (resulting in
regulatory risk, litigation risk and
reputational risk)

1 Does not account for ability to pay

Money- | Can maximize the amount of 1 Companies are not required to deliver

for-ton finance mobilized from private guaranteed mitigation outcomes as the
sector entities participating in commitment relates to the volume of
BVCM finance rather than the tCO»e outcome

1 May increase finance towards (but of course they can deliver
higher cost mitigation options or guaranteed mitigation outcomes if they
investments with an uncertain or choose)
unquantifiable outcomes (e.g., 1 Impact metrics are less well-established
efforts to stop deforestation, R&D | Di f fi cult to est abl
beyond the value chain or social cost of carbon or otherwise)
capacity building) 1 If the chosen cost of carbon is too low, it
1 Captures investments with high may not generate sufficient finance or
need but more uncertain mitigation to address the externality
outcomes (e.g., technical risk  If using social cost of carbon, it is difficult
phase of R&D, landscape to establish what should be spent on
readiness and implementation mitigation versus adaptation, loss and
activities) damage
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9 Stronger incentive for value chain | § If using a social cost of carbon, does not
emission reductions account for ability to pay (however,
1 Applies the polluter pays principle, companies can use other carbon pricing
i.e., there is a link between approaches to take ability to pay into
investment volume and externality account)
linked to unabated emissions 1 Claims are less well-established
1 Opens up scope for investing in
climate adaptation or policy
advocacy
1 Choice of carbon price can take
into account ability to pay
1 Claims are less likely to imply the
fungibility of unabated value
chains and BVCM, thereby
reducing risk of greenwash
Money- | May increase the use of higher 1 Companies are not required to deliver
for- cost mitigation options or guaranteed mitigation outcomes as the
money investments with an uncertain or commitment relates to the volume of
unquantifiable outcomes (e.g., finance rather than the tCO.e outcome
R&D beyond the value chain or (but of course they can deliver
capacity building) guaranteed mitigation outcomes if they
9 Choice of percentage and of choose)
financial metric can take into 9 Difficult to establish a scientific basis for
account ability to pay determining the share of the chosen
1 Potentially attractive consumer- financial metric to be channeled into
facing claim BVCM
1 Easyto communicate 9 If the chosen share of profit (or other
f  Opens up scope for investing in metric) is too low, it may not generate
climate adaptation or policy sufficient finance or mitigation to address
advocacy the externality
T Doesndt incentivize
abatement as it is not linked to the
unabated emissions
1 Impact metrics are less well-established
T Claims are less well-established

3.2 Determining the nature and scale of the commitment to BVCM: Proposal

Process

The SBTi proposes that companies would follow the below steps for determining the nature and scale
of their commitment to BVCM (to be further refined following this consultation process):

1. Bring stakeholders together to consider the business case for BVCM taking into account

incr eas.i

ng

expectations

in terms of

threat of climate change and business-specific climate change risks and opportunities.

@

sciencebasedtargets.org

w lin

@ScienceTargets

/science-based-targets
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2. Select a method for determining the nature and scale of the commitment to BVCM considering
pros and cons of the different methods (see Table 5 above).

3. For the chosen method, follow the steps to determine the nature and scale of the commitment
to BVCM (the SBTi will define these steps in the guidance document) in line with best practice
recommendations.

Proposed best practice application of methods
The SBTi is seeking feedback on the best practice application of these methods. For all methods, it
is proposed that best practice implies:

U Independent third-party verification of quantifiable mitigation outcomes and co-benefits
delivered.

U Fair, transparent, and equitable distribution of benefits and revenues developed in
consultation with relevant rightsholders and other stakeholders.

U Transparent, understandable and non-misleading claims and in compliance with relevant
regulation on claims (see consultation topic 5).

U Transparent reporting and disclosure (see consultation topic 6 for proposed reporting
requirement).

In addition to the above, Table 6 below presents the proposed best practice applications of each
method.

Table 6: Proposed best practice application of each method for determining a commitment to BVCM

Method Proposed best practice adoption of this method

Ton-for- In addition to delivering on its science-based target (covering value chain emissions),
ton a company delivers verified mitigation outside the value chain proportional to the
climate impact of at least 100% of scopes 1, 2 and 3 emissions that year.

Please note that inclusion of historic emissions might also be considered best practice
for some sectors, but there is acknowledgement that this would not be possible for
many sectors given the magnitude of emissions throughout the lifetime of the
company.

Best practice adoption of this method in particular will also be impacted by the claim
that a company intends to make. For ex
that the BVCM outcomes arenetting out or counterbal anci
value chain emissions, then higher standards are required in terms of e.g.,
permanence, additionality, avoidance of double claiming, avoidance of leakage and
potentially also fungibility for that claim to remain accurate.

Alternatively, if the claim is communicated as a contribution to global climate mitigation
efforts, reputational risk to the claimant is lessened since it not necessary to
demonstrate that the positive environmental impact of the BVCM outcome is
equivalent t o or greater than the negative
emissions. For contribution claims, companies should still take measures to ensure
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that BVCM outcomes are delivered (e.g., through independent third-party verification)
and report transparently on environmental quality attributes around e.g., permanence,
additionality, avoidance of double claiming and avoidance of leakage, etc.

Please note that the regulatory landscape around claims is evolving and this will define
the minimum bar for companies. For this reason, in the BVCM guidance, the SBTi may
advise companies against compensatory claims which seek to convey
counterbalancing of unabated emissions through BVCM. Please refer to consultation
topic 5 in this document for a discussion on claims.

Money-
for-ton

In addition to delivering on its science-based target (covering value chain emissions),
a company channels finance into mitigation outside the value chain based on a social
cost of carbon applied to at least 100% of unabated scopes 1, 2 and 3 emissions in
that year. The social cost of carbon is aligned with credible academic sources and the
company reports transparently on the cost of carbon used and the method for
determining it.

Given the companyés commitment is a fi
portion of finance to mitigation with uncertain or unquantifiable mitigation outcomes to
ensure that investments support R&D into emerging climate technologies and the
creation of an enabling environment for mitigation to occur. More discussion on this is
included in the consultation topic below on deploying finance and resources to different
BVCM activities.

Given the social cost of carbon is used, the company should allocate some portion of
this finance into adaptation, loss and damage. The SBTi is conducting research to
inform recommendations on the use of carbon pricing mechanisms (including the
social cost of carbon and how this could be used to channel finance to both mitigation
and adaptation, loss and damage).

Please note that inclusion of historic emissions might also be considered best practice
but there is acknowledgement that this would not be possible for many sectors given
the magnitude of emissions throughout the lifetime of the company.

Money-
for-
money

In addition to delivering on its science-based target (covering value chain emissions),
a company allocates a share of revenue or profit towards financing climate mitigation
beyond the value chain.

The SBTi is conducting research to inform recommendations on an appropriate
percentage of revenue or profit.

Given the companyés commitment is a fi
portion of finance to mitigation with uncertain or unquantifiable mitigation outcomes to
ensure that investments support R&D into emerging climate technologies and the
creation of an enabling environment for mitigation to occur. More discussion on this is
included in the consultation topic below on deploying finance and resources to different
BVCM activities.
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Please note, it is possible for companies to combine the approaches; for example, a company could
apply a high social cost of carbon to its unabated emissions to establish a financial budget, and deliver
ton-for-ton mitigation equivalent to 100% of unabated scopes 1, 2 and 3 emissions and then deploy
the remaining budget to higher cost or less quantifiable mitigation outcomes, or even spending that
on other categories of climate action such as adaptation.

Please refer to consultation topic 9 which includes a set of fictional examples to show how
these recommendations could apply to companies in different sectors.

3.3 Determining the nature and scale of the commitment to BVCM: Consultation
guestions

Public consultation question box 3: questions on budgeting for BVCM

18. In your opinion, application of which method(s) would result in the greatest outcomes for
climate?
a) Ton-for-ton
b) Money-for-ton
c) Money-for-money
d) No comment
e) Other, please specify

19. In your opinion, application of which method(s) best reflect corporate climate leadership?
a) Ton-for-ton
b) Money-for-ton
c) Money-for-money
d) No comment
e) Other, please specify

20. In your opinion, which method(s) would be the most attractive to companies?
a) Ton-for-ton
b) Money-for-ton
c) Money-for-money
d) No comment
e) Other, please specify

21. In your opinion, application of which method(s) best shield companies from criticism and
greenwashing?
a) Ton-for-ton
b) Money-for-ton
c) Money-for-money
d) No comment
e) Other, please specify

22. In your opinion, what are the key benefits associated with each of the methods described?

23. In your opinion, what are the key risks associated with each of the methods described?

24. In your opinion, what is best practice application of each of the methods described?
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26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

. For the ton-for-ton method, in your opinion, how important is it to ensure permanence of
mitigation outcomes on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-ton method, in your opinion, how important is it to ensure permanence of
mitigation outcomes on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-money method, in your opinion, how important is it to ensure
permanence of mitigation outcomes on a scale of 0i 100 (0 being not important and 100
being very important)?

For the ton-for-ton method, in your opinion, how important is it to ensure additionality of
mitigation outcomes on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-ton method, in your opinion, how important is it to ensure additionality of
mitigation outcomes on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-money method, in your opinion, how important is it to ensure
additionality of mitigation outcomes on a scale of Oi 100 (O being not important and 100
being very important)?

For the ton-for-ton method, in your opinion, how important is it to avoidance of double
claiming between one company's BVCM activities and other companies' scope 1, 2 and
3 GHG inventories on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-ton method, in your opinion, how important is it to avoidance of double
claiming between one company's BVCM activities and other companies' scope 1, 2 and
3 GHG inventories on a scale of 0i 100 (0 being not important and 100 being very
important)?

For the money-for-money method, in your opinion, how important is it to avoidance of
double claiming between one company's BVCM activities and other companies' scope
1, 2 and 3 GHG inventories on a scale of 01 100 (0 being not important and 100 being very
important)?

For the ton-for-ton method, in your opinion, how important is it to ensure avoidance of
double claiming between companies and countries on a scale of 0i 100 (0 being not
important and 100 being very important)?

For the money-for-ton method, in your opinion, how important is it to ensure avoidance of
double claiming between companies and countries on a scale of 07 100 (0 being not
important and 100 being very important)?

-
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36. For the money-for-money method, in your opinion, how important is it to ensure avoidance
of double claiming between companies and countries on a scale of 0i 100 (0 being not
important and 100 being very important)?

37. For the ton-for-ton method, in your opinion, how important is it to ensure avoidance of
leakage (where this is relevant for the given mitigation activity) on a scale of 07 100 (0 being
not important and 100 being very important)?

38. For the money-for-ton method, in your opinion, how important is it to ensure avoidance of
leakage (where this is relevant for the given mitigation activity) on a scale of 0 100 (O being
not important and 100 being very important)?

39. For the money-for-money method, in your opinion, how important is it to ensure avoidance
of leakage (where this is relevant for the given mitigation activity) on a scale of 0i 100 (0
being not important and 100 being very important)?

40. For the ton-for-ton method, in your opinion, how important is it to ensure fungibility between
BVCM and unabated emissions on a scale of 07 100 (O being not important and 100 being
very important)?

41. For the money-for-ton method, in your opinion, how important is it to ensure fungibility
between BVCM and unabated emissions on a scale of 0i 100 (0 being not important and 100
being very important)?

42. For the money-for-money method, in your opinion, how important is it to ensure fungibility
between BVCM and unabated emissions on a scale of 07 100 (O being not important and 100
being very important)?

43. Given there are tensions between responsibility and ability to pay, in your opinion, should the
SBTi further explore a hybrid option which weights responsibility and ability to pay by
considering elements such as profits per tCO.e unabated emissions, the investment needs for
abating value chain emissions and potentially other factors such as historic emissions or
regional distribution of emissions? If yes, please provide suggestions if you have them for a
methodology that could underpin this hybrid option. (open text)
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CONSULTATION TOPIC 4: DEPLOYING RESOURCES AND
FINANCE ACROSS BVCM ACTIVITIES

4.1 Deploying resources and finance across BVCM activities: Discussion

During Q1 and Q2 of 2023, the SBTi conducted a series of interviews with companies, as well as a
survey, to understand how companies are currently choosing to deploy their investments into BVCM.
Companies reported that the geography of operations, supply chains and customer base, as well as
their strategic priorities are key factors informing how they choose to allocate resources and finance
towards different BVCM activities. For example, we identified:

1 Food and agriculture companies are deploying resources and finance into avoided
deforestation or restoration in supply chain-adjacent landscapes to improve resilience and to
deliver on wider environmental and nature goals.

1 Consumer-facing companies are deploying resources and finance into their consumer
markets to build a stronger brand reputation and social license to operate in these markets.

1 Heavy emitting sectors are investing into CDR technologies as a long-term risk management
strategy to reduce their future costs for neutralizing residual emissions at their net-zero target
date and thereatfter.

These considerations are important in developing a clear business case internally for BVCM.
However, given the need for global emissions to peak by 2025 and the speed at which new climate
technologies need to be scaled, the SBTi will strongly recommend that companies deploy finance and
resources to where it is most needed from a climate perspective.

4.2 Deploying resources and finance across BVCM activities: Proposal

The SBTi intends to provide recommendations for companies on deploying resource and finance to
different mitigation activities. We are consulting on a set of six principles that companies should
consider when designing their portfolio of BVCM activities and investments (please note that the
current ordering of the principles does not signify their relative priority). We also intend to encourage
companies to club together to pool their funds to deliver greater scale of impact.

Table 7: Draft principles for BVCM portfolio design

Principles Guiding questions for companies

1. Scale: Maximizing U What opportunities would help my company maximize value and
climate mitigation in the deliver near-term, verifiable mitigation impact at scale given the
near-term financial resources available?

2. Urgency: Avoiding i How can my company support and/or channel finance to help
tipping points and lock-in prevent ecological and climate tipping points and avoid high-

carbon technology or infrastructure lock-in?

3. Transformation: i How can my company support and/or channel finance to
Innovating for net-zero activities which might be more uncertain in terms of the
32
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mitigation outcome but which could have cascading positive
impacts and deliver long-term systemic change?
4. Financing Need: i How can my company channel finance to mitigation activities
Focusing on which otherwise would not receive finance because of either
underfinanced mitigation limited or no return on investment (ROI), long payback periods

or higher investment risk?

Ui Where are host countries seeking private sector finance to
support delivery (and potentially enhancement) of Nationally
Determined Contributions (NDCSs) to the Paris Agreement?

5. Co-benefits: Supporting | i How can my company support and/or channel finance to

the SDGs activities which deliver co-benefits such as adaptation,
resilience, livelihoods, just transition, biodiversity, water
security, etc?

6. Climate Justice: i How can my company support activities which contribute to

Addressing inequality climate and earth system justice, for example by channeling
finance to countries and communities with lower responsibility
for climate change but with greatest vulnerability to climate
change impacts?

The guidance will explain the rationale and scientific-basis for each of the principles, and provide a
non-exhaustive list of mitigation activities which align with each principle. Certain mitigation activities
will be aligned with one principle and not another (for example investing in high-cost and risky R&D
would not necessarily align with Principle 1 but would align with Principle 3), and certain mitigation
activities might be aligned with multiple principles (for example investing in certain nature-based
solutions might align with Principles 1, 2, 4, 5 and 6). Moreover, it is important to note that the priority
mitigation activities today will likely be different to the priority mitigation activities in 5, 10, 15, or 20+
years. As such we will clearly state that the guidance on specific mitigation activities which align with
each principle will need to be updated over time whilst giving companies confidence that the activities
described would be considered good practice today.

The SBTi also intends to provide high-level guidance on minimum standards and guardrails which
would apply to different investments, e.g., social safeguards and supply-side quality criteria, pointing
to existing standards and initiatives focused on this.

The sections below provide more detail on each of the principles which will be further refined in the
guidance.

Principle 1. Scale: Maximizing climate mitigation in the near-term

U0 What opportunities would help my company maximize value and deliver near-term, verifiable
mitigation impact at scale given the financial resources available?

Global GHG emissions peak between 2020 and at the latest before 2025 in global modelled pathways
that limit warming to 1.5°C (>50%) with no or limited overshoot and in those that limit warming to 2°C
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(>67%).4° By 2030, GHG emissions need to be cut by 43%. This translates into investment
requirements of USD 4.3 trillion in annual finance flows by 2030.4

Given the need to rapidly cut emissions, the mitigation potential of an investment (tCO.e per unit of
currency spent) is an important factor in prioritizing BVCM activities and investments as it will
maximize mitigation outcomes.

The graphic below from the IPCC Working Group Il report (2022) visualizes the mitigation potential
and cost of mitigation options in the energy, agriculture, forest and other land use (AFOLU), buildings,
transport, industry and other sectors. The blue shading in the bars indicates the GtCO.e of mitigation
potential where the costs are lower than the reference level (i.e., they are cheaper than the existing
technology or practice). The light orange shading indicates mitigation opportunities where costs are
between 01 20 USD/ tCOe. The dark red indicates mitigation opportunities where costs are between
1007 200 USD/ tCOze.*?

For alignment with Principle 1 it is therefore recommended that companies channel some portion of

their investment and resources towards mitigation

bucko, such as those shown i n tdoss, eg.rredpchd congersiorw

of forests and other ecosystems and energy efficiency.

For mitigation options shown in the graph below shaded in light blue (i.e., where the costs are below
the reference level), these investments would be considered as lower priority for companies investing

in BVCM since they would notbe consider ed fAadditional o (i.e., they

For Principle 1, it is also recommended that companies focus a portion of their investment and
resources on quantifiable and lower risk mitigation options to increase the likelihood that mitigation
will occur. Issuing and retiring high-quality, carbon credits that have been verified to a credible third
party standard is one way to ensure that mitigation outcomes have occurred. There are initiatives
such as the Carbon Credit Quality Initiative (CCQI) which provide transparent information on the
guality of carbon credits i it is recommended that companies use tools such as the CCQI to identify
carbon credits which are most likely to deliver real emissions reductions and enhanced removals.*®
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Figure 6: Overview of mitigation options and their estimated ranges of costs and potentials in 2030 (Source: IPCC WGII1)44
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