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Neutralisation and Mitigation
Beyond Value Chain

What can be achieved in this chapter?

Corporate net-zero emissions strategies usually
consist of a combination of mitigation tactics which
lead to different outcomes for companies, society
and for the climate. Whilst a company should do its
best in order to reduce emissions, to achieve net-zero
it needs to employ neutralisation measures to fully
counterbalance the impact of its residual emissions.
During the transition period mitigation measures
beyond a company’s value chain are essential for
accelerating the transformation into a low-carbon
economy. These three tactics - abatement,
neutralisation and beyond value chain mitigation
(BVCM), are indispensable components of any robust
net-zero strategy.

Below topics are covered in this chapter:

» understand the concept of neutralisation and
BVCM;

= learn how to differentiate carbon credits in terms
of project types and qualities;

» determine what to look for when making purchase
decisions; and

» understand how and when to use neutralisation and
BVCM at different stages of the net-zero journey.

Box 4. Definition of Neutralisation and BVCM

What is Neutralisation and BVCM?

Neutralisation and BVCM as mitigation
tactics

After developing action plans for abatement

(Type I and Type Il measures) in the last chapter, a
company should look at how to address the unabated
emissions during the transition period and residual
emissions in its journey to net-zero. This involves
primarily two tactics: neutralisation and BVCM.
These two approaches serve different purposes in a
net-zero strategy. It is important to understand the
different mitigation tactics that a company can use in
its net-zero strategy. If the actions a company takes
do not match the claims it makes, this may carry
reputational risks.

“Neutralisation” refers to measures taken by a company, both within and outside of its value chain,
to remove carbon dioxide from the atmosphere and permanently store to counterbalance the impact
of GHG emissions within the value chain of the company that remain unabated. “Beyond value chain
mitigation” (BVCM) refers to actions taken by a company to reduce, avoid or remove GHG emissions

outside of its value chain in the transition to net-zero.

Reaching net-zero emissions requires neutralising a
company’s residual greenhouse gas (GHG) emissions
with an equivalent amount of carbon removals. An
effective neutralisation strategy involves removing
carbon from the atmosphere and storing it for a
long-enough period to fully neutralise the impact of
any of the company’s GHG emissions that continue to
be released into the atmosphere.

While reaching a balance between emissions and
removals is the end goal of a net-zero journey,
corporate actions to reduce, avoid or remove
emissions beyond a company’s value chain can
contribute to the global transition to net-zero.
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Box 5. Definition of Carbon Neutral

What is Carbon Neutral?

According to the Intergovernmental Panel on Climate Change (IPCC), the term "carbon neutral" refers to
a state when human-caused carbon dioxide emissions are balanced globally by carbon dioxide removals
over a specified period. Nevertheless, the term is generally used to describe a specific state when the
total GHG emissions arising from an entity, facility, product or event are offset by accredited carbon
credits, which may involve either carbon avoidance or removal. It is common for companies to set a
carbon neutrality target covering all of their direct operations (usually including Scope 1 and 2 emissions)
and certain Scope 3 emissions for a specific facility, product, brand or event. A robust verification
standard for carbon neutrality can be found in PAS2060.3*

This is not to be confused with the concept of “neutralisation” in the taxonomy for net-zero strategy,
which only permits carbon removal credits to be used to counterbalance the impact of residual emissions

when a company lays claim to “net-zero”.

Avoided emissions is a relative metric estimated by
comparing the climate impacts of a given product,
activity, or service against the climate impacts of

a reference product, activity, or service. Due to its
relative nature, avoided emissions cannot be used to
substitute carbon removals.

If a company lays claim to “achieving a net-zero
target”, it must neutralise the residual emissions
within its value chain with an equivalent amount of
permanent carbon dioxide removals. However, carbon
avoidance credits play an important role to encourage
more funds to be channelled into green projects,
which are essential for the transition to a low-carbon
economy. Many carbon avoidance and reduction
projects, if structured well, can offer sustainability

34 Refer to BSI official website for more details on the standard.

co-benefits such as biodiversity enhancement,
poverty alleviation or other community gains in
pursuit of UN Sustainable Development Goals (SDGs).

Since carbon avoidance is of a transitional nature,
more investments for carbon removals projects will
be needed as we get closer to the net-zero target
year. Hence companies are encouraged to contribute
to early planning, research and development for
nature-based and technology-based removal
solutions.

When neutralisation or BVCM tactics are applied, the
most common action is to purchase carbon credits
but direct actions by financing or investing in carbon
avoidance or removal projects may also be taken.
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Table 12. Mitigation tactics

Mitigation tactic

Direct actions

Indirect actions

Typical projects

Neutralisation

Develop and invest in
carbon removal projects
Validate carbon credits in
the financed projects via
recognised standards
Use accredited carbon
credits to counterbalance
the impact of residual
emissions to achieve
net-zero

Purchase accredited
carbon removal credits
- either nature-based or
technology-based
Provide debt funding to
carbon removal projects
Retire carbon credits at
recognised registries to
avoid double counting

Nature-based solutions,
e.g. afforestation,
mangrove restoration
Technological solutions,
e.g. direct air capture,
enhanced mineralisation

BVCM

Develop and invest

in carbon avoidance,
reduction or removal
projects outside of
company value chain
Validate carbon credits in
the financed projects via
recognised standards
Use accredited carbon
credits to counterbalance
the impact of unabated
emissions during
transition period

Purchase accredited
carbon avoidance,
reduction and removal
credits from brokers or
retailers

Provide debt funding to
carbon avoidance and
reduction projects
Retire carbon credits at
recognised registries to
avoid double counting

Avoided nature loss,

e.g. prevention of

forest degradation or
deforestation
Technology-based
avoidance, e.g. wind
farms, solar farms,
biomass, biogas digesters,
hydropower
Nature-based solutions,
e.g. afforestation,
mangrove restoration
Technological solutions,
e.g. direct air capture,
enhanced mineralisation
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Carbon credits: criteria and standards

Carbon credits help to fund projects that are able to reduce, avoid or remove emissions. There are many
different types of carbon credits. To facilitate a purchase decision, companies may assess carbon credits
against below qualities:

Table 13. Common qualities of a credible carbon credit®*

Criteria Explanation

Real Carbon offsets represent real emission reductions or removals that have already
occurred (not projected to occur in the future).

Additional Emission reductions or removals are in addition to what would have occurred otherwise

(without the financial incentives provided by revenue generated by offset sales).

Based on realistic
and credible baseline

Carbon credit should be issued against a defensible, conservative estimated emissions
baseline that assumes a “business as usual” trajectory (i.e. emissions without the
implementation of the emissions reduction, avoidance or removal project). Baseline
should be recalculated on a regular, conservative time frame.

Measurable Emission reductions or removals generated from the offset projects can be accurately
quantified.

Verifiable Emission reductions or removals are verified by an independent auditor against an
established protocol or methodology.

Permanent Carbon offset projects have established approaches to lower the risk of reversal and

emissions are compensated in the event of non-permanence (e.g. through buffer pools).

Minimised leakage

Leakage happens when emission reductions occurring within the boundary of the project
result in emission increases elsewhere. Carbon offset projects should demonstrate that
any leakages are minimised and accounted for as a result of the project activity.

No double-counting

Emission reductions and removals should not be used more than once to achieve climate
targets or goals. There should be no double issuance, double use, and double claiming
with international mitigation targets.®

Co-benefits

Carbon offset projects may generate positive environmental and social benefits beyond
avoiding, reducing or removing emissions. Examples include reducing air pollution,
supporting poor communities, improving public health and well-being. These co-benefits
are often good communication tools for stakeholders.

Do no net harm

Carbon offset projects have established approaches to identify related environmental
and social risks and take actions to avoid significant harm and to mitigate associated
harm.

35 The criteria are developed referencing WWF position and guidance on voluntary purchases of carbon credits, What makes a high-quality
carbon credit and Taskforce On Scaling Voluntary Carbon Markets (TSVCM) Phase 1 Report.
36 Refer to What makes a high-quality carbon credit for more information on terminology.
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Box 6. Definition of Carbon Credit

What is a Carbon Credit?

Carbon credits are transferable instruments certified by governments or independent certification bodies
to represent the reduction, avoidance or removal of carbon dioxide equivalent. When a carbon credit is
purchased by a company, it can be used to offset emissions within the company’s operations and/or value
chain. Once the carbon credit is purchased, it should be retired forever and cannot be used again. This
concept of voluntary carbon credit is not to be confused with the emission reduction certificates used in
emission trading systems, such as EU ETS, which are also known as carbon credits in certain mandatory

markets.

How to access carbon credits?

Corporate buyers can have access to carbon credits
mainly through one of the following ways:

Direct purchase from project developers

Getting involved in early stages of project
development helps a company to better understand
the offsets project and influence its outcome. This
method is suitable for large companies who desire
deeper or longer-term engagement with project
developers, such as financing or investment, and are
expecting to secure a large quantity of credits in the
longer term.

Indirect purchase via third-parties, such as carbon
brokers, retailers or open platforms

Purchasing via third-parties is the common channel
for companies looking for a fast and convenient way
to purchase carbon credits. Purchase can be made

from carbon brokers (for larger transactions), retailers

(for smaller transactions) who are members of
international carbon exchanges, or open platforms®’
(for both larger and smaller transactions). This will
allow the company to select from a range of carbon
credits arising from projects that can maximise the
co-benefits it desires most.

What credible standards should companies
look for?

High-quality carbon credits must be verified against

recognised standards and established methodologies.

All credits issued from any of the major carbon
standards will have undergone a robust verification
process by an ISO accredited third-party verifier.
The following table gives a broad overview of the
major international standards for voluntary carbon
credits. This is not an exhaustive list and there are
certain national carbon credit standards which may
meet quality criteria if the purpose of the company’s
offsetting is focused on a particular country or
market.

37 Refer to Projects - Gold Standard Marketplace for available carbon credits from a variety of projects.
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Table 14. Major international standards for voluntary carbon credits

Standard Managed by

Key benefits

Verified Carbon Verra
Standard (VCS)3®

v Verified Carbon Units (VCUs) issued follow quality assurance
principles3® (i.e. are additional, real, measurable, conservative,
permanent, independently verified, uniquely numbered and
transparently listed).

Climate, Community  Verra
and Biodiversity

v Other than climate mitigation, the projects deliver co-benefits
for communities and biodiversity.

Standards (CCBS)* v Includes nature-based carbon removal methodologies (e.g.
mangrove afforestation, and peatland restoration®)

Sustainable Verra v Delivers co-benefits aligned to SDGs (e.g. zero hunger, good

Development Verified health and well-being, gender equality)

Impact Standard

(SD VISta)*®

Gold Standard (GS) Environmental
NGOs, including
World Wide Fund
for Nature (WWF)
and International
Union for
Conservation of
Nature (IUCN)

v Verified Emissions Reductions (VERs) are real, additional,
independently verified, unique and traceable

v Additional criteria include rigorous safeguards, stakeholder
inclusivity, gender sensitivity, and avoidance of high-risk
projects (e.g. large hydropower projects)

v Delivers co-benefits aligned to SDGs (all projects have at least
three SDG impacts, including climate action)

v Includes nature-based carbon removal methodologies (e.g.
reforestation")

What pitfalls should be avoided?

Table 15. Pitfalls and corresponding preventive or mitigation measures

Pitfalls

Preventive or mitigation measures

Go soft on abatement measures and rely
on purchasing carbon credits to achieve
net-zero

Best efforts should be made to reduce emissions within operations
and value chain before using carbon credits as additional
measures in a net-zero strategy.

Purchasing carbon credits that are of
dubious quality

A carbon offset policy should be established to provide a clear
guideline in sourcing and procuring credible, high-quality carbon
credits, and explain how to use the different types of avoidance,
reduction and removal credits to counterbalance the impact

of unabated emissions. Disclosing the project type, validation
standards and retirement mechanism of the selected carbon
credits in public reports is also essential to enhancing credibility.

38 Refer to Verra official website for more information on VCS, VCUs, and VCS quality assurance principles.

39 Refer to Verra official website for more information on CCBS and nature-based carbon removal projects (Zhanjiang Mangrove Afforestation
Project, Zhangye City Afforestation Project in Gansu Province, and Katingan Peatland Restoration and Conservation Project).

40 Refer to Verra official website for more information on SD VISta.

41 Refer to Gold Standard official website for more information on nature-based carbon removal projects (The Nicaforest High Impact
Restoration Program and WithOneSeed Community Forest Programme).
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Choosing Net-Zero Strategies

What can be achieved in this chapter?

There are multiple strategies available for achieving
net-zero. These strategies will demand different levels
of resources from the company and lead to different
outcomes to society and the environment. Choosing
an optimum net-zero pathway will not only ease the
way for taking necessary actions in the company, but
also protect the company against reputational risks in
the transition journey and in its net-zero claims.

In this chapter robust net-zero strategies available
for companies are illustrated. We will provide some
examples on how these strategies are applied across
the world.

Net-zero strategies

Whilst there is no universal formula for what
constitutes the optimum strategy, the following
three strategies are constructed in alignment with
the guiding principles proposed by the Science-based
Target Initiative (SBTi) as stipulated in p.17 of this
Guide.

Figure 11. Deep Green Strategy for Net-Zero

Deep Green Strategy: SBT + Neutralisation

Adopting a Science-based Target (SBT) means

a company’s gross emissions profile should be
equivalent to the 1.5°C trajectory. It is contributing
its fair share to the global carbon emissions budget
during the transition period. When it approaches
the net-zero target year, it should use neutralisation
measures to fully counterbalance the impact of its
residual emissions.

In order to build a solid foundation for future
neutralisation measures, a company may consider
one of the two following tactics:

- identify the availability of carbon removal credits
and start some trial purchase. This can also help to
neutralise a company’s gross emissions early during
the transition period; or

- identify carbon removal projects and provide
finance via debt or investment. This will enable the
company to secure future carbon removal credits
and, on a broader level, accelerate technological
developments and promote policy changes in
favour of carbon removals.
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Light Green Strategy: SMART + BVCM

If a company are not yet ready to adopt a SBT, it
may choose to set a SMART target in the near-term,
typically within a 5-year time frame. Since the
emissions reduction needed to achieve a SMART
target is likely to fall short of what is required to
achieve a SBT, the company is emitting more than its
fair share of what is needed to keep global warming
within 1.5°C during the transition period. In order

to counterbalance the impact of this overshoot,

the company should support emission avoidance,
reduction and removal activities outside its value
chain through beyond value chain mitigation (BVCM)
measures, including the purchase of carbon credits
or investment in carbon reduction, avoidance and
removal projects.

Figure 12. Light Green Strategy for Net-Zero

Under the Light Green Strategy, the minimum
amount of BVCM should equal to the annual gaps
between SMART target and SBT estimated for the
company. If the company has not assessed the
appropriate SBT or if it wishes to take a prudent
stance, it may counterbalance the impact of a bulk
or whole of its annual emissions during the transition
period.

As the company comes closer to the net-zero

target year, BVCM measures should be replaced by
neutralisation measures so that carbon removals can
fully balance its residual emissions in the target year.
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Positive Green Strategy: SBT + Neutralisation + BVCM

With this strategy, a company is not only contributing
its fair share by reducing value chain emissions at

a rate consistent with the 1.5°C trajectory, it will

help accelerate society’s net-zero transition by
counterbalancing the impact of all emissions during
the entire transition period beyond its value chain.

This will require a combination of three actions:

- set SBT and take abatement measures to meet the
annual targets;

» take BVCM measures to fully counterbalance the
impact of any unabated emissions on an annual
basis, starting from the current year; and

« neutralise all residual emissions with carbon
removal credits when getting closer to the net-zero
target year.

Figure 13. Positive Green Strategy for Net-Zero

In addition to abatement measures along the
company’s value chain, it will need an active strategy
to purchase carbon avoidance, reduction and removal
credits, involving either credit purchase or direct
project investment or both.

If a company successfully implements this strategy, it
can lay claim to being “positive green” - contributing
to global decarbonisation and acting as a climate
steward by helping to close the climate finance gap
or engaging constructively and responsibly in climate
policy. However, mitigation for unabated emissions,
or undertaking partial neutralisation in the transition
period does not entitle a company to claim that
net-zero has been reached early, unless all its residual
emissions are balanced by carbon removals.
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Illustrative examples

Refining net-zero pathway is an ongoing initiative that requires regular reviews on inputs and outputs. In
addition to the three strategies highlighted in the last section — deep green, light green and positive green
approaches, we have prepared some illustrative examples below. They represent different shades of green
strategies which are in general compliance with the guiding principles.

Example 5. Deep Green Net-Zero Strategy

A global commercial real estate services and investment management company

Strateqgy: Deep Green (SBT + Neutralisation)

The company plans to reduce Scope 1 and 2 emissions 68% by 2034 from a 2018 base year. Additionally,
it has committed to reducing Scope 3 GHG emissions from the space managed by the company on behalf
of its clients by 53% per square foot by 2034 from a 2018 base year. The targets are validated by the
SBTi.

It aims to achieve net-zero emissions by 2040 across all areas of operation, including its clients and supply
chain. As a signatory of The Climate Pledge, the company will:

* measure and report GHG emissions on a regular basis;

* implement decarbonisation strategies, including efficiency improvements, renewable energy, materials
reductions, and other carbon emission elimination strategies; and

» take actions to neutralise any remaining emissions with additional, quantifiable, real, permanent, and
socially beneficial offsets to achieve net-zero annual carbon emissions by 2040.

In addition, the company has signed the World Green Building Net Zero Carbon Building Commitment,
pledging to only occupy offices which are net-zero carbon in operation by 2030. It is planning to publish
its pathways to net-zero in late 2021, in the interest of transparency and driving advocacy.

Special features

To deliver the net-zero by 2040 commitment, the company has committed to fully abate 95% of its 2018
baseline GHG emissions, and any residual emissions needed to be neutralised will be limited to no more
than 5% of that baseline. It seeks to minimise the purchase of carbon credits by driving the take up of
renewable energy and improving the energy efficiency of its office portfolio as a priority.
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Example 6. Light Green Net-Zero Strategy

A real estate company

Strategy: Light Green (SMART + BVCM)

A vertically integrated real estate company is transitioning from SMART targets to 1.5°C aligned SBTSs.
In addition, the company has been counterbalancing the impact of a portion of its unabated emissions
during the transition.

The company has set SMART Targets to reduce Scope 1 and 2 GHG emissions by 2.5% and carbon
emissions per transaction by 1% from a 2017 base year by 2021. At the same time, the company aims to
align its abatement pathway with the 1.5°C trajectory and has therefore set SBTs through the SBTi. The
company commits to:

» reduce absolute Scope 1 and 2 GHG emissions by 90% by 2030 from a 2017 base year;

¢ increase annual sourcing of renewable electricity from 0% in 2020 to 100% by 2030; and

» reduce Scope 3 GHG emissions from purchased goods and services and fuel-and energy-related
activities by 12.5% by 2030 from a 2020 base year.

The company has also participated in the “Net Zero 2030/2050 Initiative” and has committed to achieve
net-zero by 2030. It plans to achieve this using the following measures:

¢ allocate dedicated budget to improve energy efficiency of the headquarters building and branches;

¢ conduct internal and external stakeholder engagement to promote and raise awareness of
environmental sustainability and green living; and

» allocate dedicated R&D budget to develop innovative green services and digital tools.

Special features

The company has implemented a branch carbon neutrality project and introduced PAS 2060 verification
since 2018. It has used Gold Standard carbon credits from wind farms project to balance the impact of
the GHG emissions arising from 17 out of 450 branches in 2021.
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Example 7. Positive Green Net-Zero Strategy

A multinational technology company

Strateqgy: Positive Green (SBT + Neutralisation + BVCM)

An American multinational technology company plans to be carbon negative by 2030 by aggressively
cutting their emissions in both operations and supply chain. This will be done via:

» shifting to 100% renewable energy by 2025;
o electrifying its global campus operations vehicle fleet by 2030;
* pursuing carbon-zero certifications for its campus modernisation projects; and

* expanding its internal carbon tax to include Scope 3 emissions and using the funds for sustainability
improvements.

The company has set GHG reduction targets that are approved by the SBTi. It is committed to:
¢ continue annually source 100% renewable electricity through 2030;

¢ reduce Scope 3 GHG emissions intensity per unit of revenue by 30% by 2030 from a 2017 base year;
and

* avoid growth in absolute Scope 3 emissions.

Special features

Recognising that relying on carbon avoidance offsets is insufficient in achieving net-zero, the company
has also shifted their focus to carbon removal, and is launching a fund to accelerate the global
development of carbon removal technologies.
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Concluding remarks

The key to a successful net-zero strategy is to set tangible targets that can drive effective corporate action
in abatement, neutralisation and BVCM. The sooner these targets are fully aligned with the 1.5°C pathway,
the better a company is protected against reputational and transitional risks, and the more it is contributing
to tackling the climate crisis. The Exchange will continue to provide more guidance to different industries in
formulating and implementing net-zero strategies in line with international developments.
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