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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
Executive Summary

In the evolution from carbon management to corporate climate stewardship, best
practices converge on key pillars to inform a robust climate strategy. These pillars,
outlined in the accompanying Corporate Climate Stewardship Guidelines, include

measurement and disclosure of greenhouse gas (GHG) emissions, reducing emissions
according to what science shows is necessary to limit global warming to well below 2
degrees, actively supporting global decarbonisation through contributions to climate
finance, and advocating for strong policy to help ensure other companies align their
strategies with a climate-secure future.

This guide focuses on the third pillar, “Finance the global transition to a zero-carbon,
resilient economy.” It presents the rationale and guidance for business
to engage in climate finance in the era of the Paris Agreement,

which builds on the market instruments many companies have
used to drive decarbonisation beyond their own borders.
Emerging mechanisms focus on supply chain interventions

the global
and also address the growing need for climate resilience transition to a

zero-carbon

and adaptation to climate change already underway. resilient

economy

This guide outlines options and practical recom- 2

REDUCE
mendations for formulating and fulfilling a climate climate

impact in
finance commitment to help companies gain rec- 1 line with 4

MEASURE + science ADVOCATE
ognition for their efforts to demonstrate leader- DISCLOSE for strong
climate policy

ship in climate action. impact and frameworks

risks

Figure 1. This guide focuses on pillar 3 of the
Corporate Climate Stewardship Guidelines
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT

A CLIMATE FINANCE COMMITMENT:

Whether commiting to financing emission reductions
within the value chain, using markets to purchase
carbon credits, or channeling finance to other efforts to
reduce carbon or increase resilience, businesses can
benefit from:

Recognition for climate leadership and
contribution to Paris Agreement

Quantified contributions to the Sustainable
Development Goals (SDGs)

Improved reporting to CDP
Lower cost of reducing emissions in some cases

Reduced exposure to carbon taxes or other
compliance obligations and/or prepare for future
compliance

Shared value to stakeholders, especially when
supporting projects within supply chains

Reduced disruption to supply chain from climate
change
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
Background

The ambition of the Paris Agreement
provides the private sector with an oppor-
tunity to help not only close the ‘ambition
gap’ to keep global warming well below

2 degrees, but also contribute to adapta-
tion and climate finance—to be the engine
accelerating the transiton to a low-carbon,
resilient world. In this new climate era,
best practice corporate climate action
calls for companies to take full account-
ability for their GHG footprints and to
internalise the social and environmental
costs of their emissions. Unless a com-
pany has reached zero emissions, this in-
cludes providing the financing for equiva-

Figure 2. Closing the ambition gap to ensure a
safe operating space for the planet.
Source: Science Based Targets

lent emission reductions somewhere else
in the world and contributing to climate
resilience and adaptation. Companies can
use this commitment as an incentive to in-
novate, further drive down emissions, and
gain recognition for climate leadership.

Historically, financing emission reductions
outside corporate boundaries has primar-
ily happened through carbon markets by
trading carbon credits. Indeed, purchas-
ing carbon credits is one of several ways
to finance the low carbon transition. A
key strength of using markets in this way
is lower costs of abatment. That is, cut-
ting more carbon for less money. In ad-
dition, by choosing carbon credits from
standards that require contributions to
sustainable development, each dollar
invested does more than lower emissions
— they also deliver great social and envi-

ronmental value.
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
Limitations of carbon offsetting + solutions for a new era

1. Perception as substitute for
internal emission reductions

A key challenge companies historically
faced when purchasing carbon credits is
that it was perceived by some as a sub-
stitute for reducing an organisation’s own
footprint. While it has been documented
that companies that purchase carbon
credits are actually more likely to have

internal reduction targets, it is clear that

simply shifting the source of emission
reductions is not sufficient to phase out
net GHG emissions from all sources in the
time scales required. Therefore, for cred-
ible climate stewardship, commitments

to climate finance, which can include

the purchase of carbon credits, must go
alongside ambitious science-based inter-
nal reduction targets.

2. Broad ‘one-size-fits-all’ solution

The concept of carbon neutrality to date
has been positioned as a blunt solution

that applies to any company regardless
of the details of their operations. To il-
lustrate: if carbon neutrality is the uniform
call to action, an IT company with a rela-
tively small carbon footprint but tremen-
dous influence and resources would be
awarded the same recognition for going
carbon-neutral as a major grocery chain,
whose value chain emissions are not only
exponentially higher, but far more difficult
to measure and manage.

One solution has been to focus only on
Scope 1and 2 for carbon neutral claims.
After all, one company’s Scope 3 emis-
sions are another’s Scope 1 or 2. Said
differently, it's someone else’s problem.
But following this to its logical conclusion,
virtually all responsibility falls on just a few
— fossil fuel extractors, energy companies,
logistics and transport, and large manu-
facturers. And while these heavy emitters
must step up, all businesses and indeed
all individuals share a responsibility for
owning their piece of the puzzle in driving
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT

demand to these heavy-emitting sectors.
Going back to the example of the grocery
retailer: Does its Scope 1and 2 footprint
represent the material part of its impact?
Decidedly not. But should that company
be solely responsible for its entire foot-
print, including all of Scope 3 emissions?
Upstream suppliers and downstream cus-
tomers should also play their part.

An approach based on shared account-
ability, climate stewardship rather than
just carbon management, and collabora-
tion can ‘crowd in’ new players and spur
innovative approaches.

3. Focus only on mitigation

Carbon credits have been used primar-
ily as a tool for carbon mitigation. Yet it’s
more important than ever to make our
global economy and communities resil-
ient to climate impacts already under-
way. These efforts are largely unfunded.
What’s more, activities that have a climate
mitigation impact should not be consid-
ered in isolation — they are part of the
way people shelter their families, perform
jobs, secure food, and move from place
to place. Therefore, finance channeled

to reducing carbon can and should also
be structured in a way that maximises a
broad range of positive SDG impacts, in-
cluding climate adaptation and resilience.

4. Accordance with Paris Agreement

Under the Kyoto Protocol, only Annex 1
countries (primarily the developed world),

made reduction commitments, which
made it simple to trade carbon between
companies in developed countries and
projects in the developing world. How-
ever, in the Paris Agreement, every coun-
try has a target framed in its Nationally
Determined Contribution (NDC). To further
complicate, “the NDCs submitted under
Article 4 are diverse in many aspects:
target types, timeframes, metrics, sectoral
scopes, and the distinctions between
unconditional and conditional elements
of NDCs.” (Howard, Chagas, Hoogzaad,

Hoch). This wide variance makes it more
difficult to ensure that a carbon credit
comes from a project that both goes
beyond ‘business as usual’ and is not
‘double counted’ — two key promises of
carbon offsetting.

In a 2016 policy brief “A New Paradigm

for Voluntary Climate Action: ‘Reduce
Within, Finance Beyond,” Gold Standard
CEO Marion Verles proposed a new ap-

proach that solves this conundrum: rather
than a company owning or retiring carbon
credits, they can claim to have financed
or provided the funding for emission
reductions. These emission reductions
would continue to be robustly quantified
and verified by a third party, but would

be documented in Certified Emission
Reduction Statements, rather than traded
in carbon credits. This new mechanism

is not only fit-for-purpose under the Paris
Agreement, it also has practical applica-
tions in the context of corporate value
chain activities.
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT

5. Connection to core business customers, or partners, or to select projects
that contribute to the Sustainable Develop-
Some companies struggle with the fact that ment Goals that align with corporate values
carbon credits come from projects outside and priorities. Beyond this, broadening the
their corporate boundaries, distant from scope to include other dimensions of climate
the priorities of their core business. There finance can make this more relevant for
are several ways to address this. A simple businesses in a wide variety of sectors and
approach is to choose projects that take geographies, as outlined in the next section.

place in regions near facilities, suppliers,

Carbon management ) Climate stewardship

Companies set emission Companies set emission
reduction targets based reduction targets based
on internal assessments oh science

Reduction targets focus Companies drive climate
only on Scope 1and 2 solutions throughout the

emissions value chain

Business contributes to
closing the emissions,
finance + adaptation gap

Business contributes to
closing emissions gap

Offsetting as a Climate finance
carbon reduction mechanism

Figure 3. The evolution from carbon management to climate stewardship
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
New channels for climate finance

Connecting climate finance commitments
to corporate value chains is an emerg-
ing opportunity to address many of these
challenges. Revisiting the earlier retailer
example: When upstream Scope 3 emis-
sions constitute a large percentage of a
footprint, heavy supply chain emitters can
develop ‘insetting’ projects within their
own boundaries to issue carbon credits
that they can then directly ‘retire,” which
means they would not be sold further.
However, to make supply chain interven-
tions even more pragmatic, new frame-
works are in development to enable com-
panies to quantify and certify the impact
of emission reduction projects activities
within their Scope 3 boundaries.

This framework, being developed by
Gold Standard, CDP, WWF, WRI and other
partners, will provide guidance on mak-
ing credible claims around the emission
reductions, climate finance, and SDG

impacts of the project without the need to

issue or trade carbon credits.

Companies in the financial sector, on the
other hand, can direct their finance com-
mitment to financial products that drive the
low-carbon transition, from climate bonds
or green bonds to new project financing.
(Though the authors would like to highlight
the need for credible quantification and
verification of climate and development
outcomes from these instruments.)

This represents an opportunity for differ-
ent companies in different sectors to in-
novate and find new ways to contribute to
climate mitigation and adaptation in ways
that can ultimately benefit their stakehold-
ers and even their own bottom line.

© Copyright 2018 Gold Standard
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
In conclusion: Reduce within, Finance beyond

There is no doubt that further opportunities
will continue to arise to help corporates
play a role in driving the transition to a
zero-carbon resilient economy. The core
concept behind carbon credits — that is, a
mechanism to channel finance from emit-
ters to efforts that contribute to climate
security, remains an essential ingredient to
meeting the ambition of the Paris Agree-
ment. We can’t get there without it. In fact,
the concept must be broadened to include
not only carbon credits, but also certified
emission reductions within value chains,
investments in low-carbon solutions, and
contributions to climate resilience.

Using market instruments like carbon
credits to be fully accountable for re-
sidual emissions remain an effective and
practical tool to complement a corporate
climate strategy, provided the company
1) has set an internal reduction target
that’s in line with what science tells us

is needed to stay well below 2 degrees
warming, and 2) plans long-term strategy
and investments that do not go toward

maintaining and expanding carbon pollut-
ing technologies. As part of a robust strat-
egy for climate action, dedicated funds

to emissions reductions efforts outside
corporate boundaries is the right thing to
do.

Companies are encouraged to use the
Corporate Climate Leadership guidelines
to inform their climate strategies, mov-

ing from carbon management to climate
stewardship, and to refer to the following
Practical Guide for defining and meeting a
climate finance commitment.

Minimise cost
of abatement

Maximise social and
environmental value

Figure 4. Smart use of climate finance
mechanisms can optimise return on investment
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
Guide for Pillar 3 of Corporate Climate Stewardship

Corporates that wish to be recognised as climate leaders are advised to take
accountability for their full carbon footprint. They can do so by making a commitment to
finance the transition to a zero-carbon resilient economy and fulfilling that commitment

by following one of the following pathways or a combination of the two.

Support climate protection
projects reducing emissions in an amount
equivalent to unabated emissions.

1. Introduce certified value chain climate projects
both upstream and downstream (often referred
to as ‘insetting’) that quantify and certify emission
reductions and/or improve climate resilience to
support suppliers, customers and other value
chain partners in their reduction and adaptation
efforts. This can be done pre-competitively with
stakeholders in shared value chains.

2. Use carbon markets to finance emissions
reductions, that is, purchase carbon credits
following the guidelines on page 13, and transition
to new instruments, like Certified Emission

Reduction Statements, as these come to market

as the Paris Agreement comes into force.
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT

PATHWAY B:

To determine a finance commitment, a company
would calculate the remaining unabated emissions
from the given year, and multiply that number by the
social cost of carbon:

Tons of GHG emissions x Social cost of carbon*
= Finance commitment

With that figure, that amount of funding would —
be channeled to efforts that contribute to climate
mitigation, adaptation, or both. This would be done on _,,J—f”’f

an annual basis. /”f/;”

1. Purchase, fund or build renewable energy
-
beyond your own operations, actively
contributing to changing the energy system.

2. Contribute to a new fund that will allow
collective action for climate security projects (fund ——
to be developed).

3. Develop or support new solutions for climate -
mitigation and adaptation around the world.

*There are different estimates on the social cost
of carbon and all come with a level of uncertainty.
However, credible estimates do not fall below $40 USD.

- N
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DEFINING A CORPORATE CLIMATE FINANCE COMMITMENT
Selecting high quality carbon credits to meet climate finance commitments

In a scenario in which all sources of
anthropogenic GHG emissions need to
be phased out, the voluntary carbon mar-
ket stands ‘at the ready’ as a vehicle for
climate finance in the transition to zero-
carbon. It allows for immediate action,
with thousands of existing projects and
the ability to scale quickly. The voluntary
market will evolve with new instruments
to channel the funding needed to meet
the finance needs of NDCs as well as ad-
aptation efforts. Beyond climate impacts,

the voluntary carbon market has dem-

onstrated its ability to deliver develop-

ment benefits that range from health

and livelihoods to biodiverstity conser-
vation and gender equality. And it can
do so at lower costs of abatement. The
World Bank State and Trends of Carbon
Pricing estimates that carbon markets

can deliver emissions reductions at 35%
lower cost by 2030. Use the principles
outlined on the following page to identify
high-quality credits.

The voluntary carbon market has
demonstrated its ability to deliver
development benefits that range from
health and livelihoods to biodiverstity
conservation and gender equality. 2)
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BEST PRACTICE PRINCIPLES

Select carbon credits that are:

» Additional (from projects proven to have
required the carbon finance to move
forward)

Permanent (the emission reduction will
not later be reversed)

Third party verified

NOT from higher-risk projects like
large hydro, nuclear, or fossil fuel
switch

From projects that feature the following as
mandatory requirements:

» Inclusive of local stakeholders

» Deliver and verify sustainable
development impacts

Ensure best practice environmental
and social safeguards

Select sustainable development impacts
relevant to your business objectives and
stakeholder concerns

Focus on countries relevant to your supply
chain if applicable/desired, or consider
projects in countries most vulnerable to
climate change with lowest means to combat
it; for example, projects in serving populations
living under the poverty line or projects in
least developed countries (LDCs) or small
island states
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