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Executive Summary:

Carbon credits are a necessary tool to finance carbon removals which are
required to achieve the transition to a net-zero economy by mid-century and limit
global warming to 1.5°C. Carbon credits represent a tradable unit of carbon
emission reductions or removals from one part of the economy to compensate for
emissions in another part of the economy.

Large-scale removals are required to offset residual emissions that cannot be
reasonably abated by 2050 to meet net-zero targets; ETC estimates around 150
GtCO, would be required by 2050. This would require on average 15 Gt/year of
removals (equivalent to around a third of global emissions today being removed),
but we are off-track to achieving this, currently removing only 2 Gt/year.

Corporate purchases of high-quality carbon removal credits should scale rapidly,
as part of ambitious corporate net-zero targets. Corporations play a key role in the
carbon credits market, making up an estimated 90% or more of market activity
today, with the rest from governments and philanthropy.

Many leading corporates in climate action are validated by science-based net-zero
targets, defined by the Science Based Targets Initiative (SBTi). In March 2025, SBTi
published its revised Corporate Net Zero Standard V2 (CNZS V2) draft which
proposes high-ambition guidelines for setting and achieving corporate net-zero
targets.

ETC generally endorses the high-ambition corporate strategies set out by the SBTi's
CNZS V2, which include reductions across Scope 1, 2 and 3 emissions as well as
neutralisation via carbon removals of residual emissions within the net-zero aligned
pathway. However, the ETC describes a continuum of action for different corporates
- based on the cost of decarbonisation as a proportion of revenue and the ability to
pay for carbon removals credits.

The ETC had previously recommended beyond net-zero pathway action to
address ongoing emissions in the form of carbon removal credits or highly-
additional reduction credits (limited to funding early coal-phase out and ending
deforestation in low-income countries).! Recent updates from SBTi and VCMI now
also propose additional recognition for corporates taking action beyond their net-
zero pathways.

[1] ETC (2021), Mind the Gap: How Carbon Dioxide Removals Must Complement Deep Decarbonisation to Keep
1.5°C Alive.
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https://www.energy-transitions.org/publications/mind-the-gap-cdr/
https://www.energy-transitions.org/publications/mind-the-gap-cdr/
https://www.firstclimate.com/post/what-are-scope-1-scope-2-and-scope-3-emissions?lang=en
https://www.firstclimate.com/post/what-are-scope-1-scope-2-and-scope-3-emissions?lang=en

Corporate net-zero pathways are based on several key elements

A high-ambition corporate net-zero pathway

Emissions (tCO.,e)

Reducing gross emissions
Scope 1, Scope 2, Scope 3
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Within the Net-Zero Pathway
Greenhouse gas emissions (GHGs):

« Scope 1: Direct emissions, mostly resulting from
combustion of fossil fuels.

« Scope 2: Indirect emissions from electricity use.
« Scope 3:

« Indirect emissions from the production of
purchased materials (upstream - e.g., use of
steel).

e Indirect emissions from the distribution or use of
produced assets (downstream - e.g.,
transportation of goods to consumer).

Carbon removals to offset any residual emissions (that cannot
be reduced from company value chains), thereby neutralising
remaining emissions on the path to achieve net-zero.

Beyond the Net-Zero Pathway
depends on the type of company and its ability to pay

Beyond Value Chain Mitigation (BVCM) to offset ongoing
corporate emissions. E.g.,

» High-integrity carbon credits (removals, or reductions
from early coal phase-out or stopping deforestation).

 Investment in low-carbon tech R&D.

Even further action beyond corporate pathways.




ETC generally welcomes and endorses the proposals set out in the SBTi's
Corporate Net-Zero Standard V2 for setting high-ambition corporate targets

ETC’s view on SBTi's consultation

=
& SRSED 1) Provisions for ambition within net-zero alighed pathway to reduce emissions

/ TARGETS

Set Scope 1 and Scope 2 emissions reduction targets to achieve net-zero as quickly as possible and compensate for any emissions overshoot
on the pathway with both high-integrity carbon removals credits and a steeper pathway to net-zero targets.

Scope1&2

Set near- and long-term Scope 1 neutralisation targets to address residual emissions ahead of the net-zero target year

Set scope 3 emissions reduction targets that cover all "high-impact”* scope 3 emissions on a net-zero pathway.

Scope 3 Gain recognition for setting residual/“low-impact” Scope 3 neutralisation targets
« ETC supports recognising Scope 3 neutralisation targets of companies that have the ability to pay. A company with a high cost of
decarbonisation, may drive more impact by spending money on emissions reductions within their value chain than addressing residual Scope
3 emissions in the near-term.

/ TARGETS

~
& SASED 2) Provisions for ambition beyond net-zero aligned pathway to reduce emissions

If possible, go beyond with pathway targets by setting “beyond value chain mitigation” (BVCM) targets, which can include use of high-quality removals
credits, to offset ongoing emissions.

« ETC is supportive of these principles, which were not previously included in SBTi's CNZS V1.2; ETC recommendations in “Mind the Gap” previously laid out the
need for this action.

Source: SBTi (2025)

*“High-impact potential emissions” are defined by SBTi as either: > 1% of total Scope 3 emissions or >10,000 tCO,e per year; on the SBTi’s list of emissions-intensive activities in any tier of the value chain; or
significant categories of emissions from Tier 1 suppliers. 4

**“ ow-impact potential emissions” are defined by SBTi as emissions that fall outside of high-impact categories e.g., low emissions intensity within value chain (%) and low traceability suppliers.


https://sciencebasedtargets.org/resources/files/Net-Zero-Standard-v2-Consultation-Draft.pdf
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Context: the current landscape of corporate sustainability frameworks

Voluntary corporate participation in carbon markets currently makes up an estimated 90% or more of carbon market activity. SBTi and VCMI are two leading
organisations providing corporate guidance around use of voluntary carbon credits. Meanwhile, more regulated disclosure of corporate use of carbon credits
is being introduced, for example, in the EU via the CSRD.

Though overall carbon market activity has stagnated in the last few years, largely due to integrity concerns around carbon credits and global political and
economic disruptions, the carbon market is evolving. Regulated corporate demand (e.g., through the EU Emissions Trading Scheme) and country demand
(through Article 6 of the Paris Agreement) is expected to drive increased demand for carbon credits.

SCIENCE
BASED
TARGETS

DRIVING AMBITIOUS CORPORATE CLIMATE ACTION

Science-Based Targets Initiative (SBTi):

SBTi is recognised as a leading body for corporate
net-zero target setting and driver of corporate

carbon credit demand.

= Almost 7500 companies have SBTi validated
targets, of which, 1400 have net-zero targets.

= |n 2023, the number of companies with SBTi
validated targets represented 39% of the
global economy by market capitalisation.

= SBTi companies have collectively reduced
emissions by 29% between 2015 and 2020

= SBTi's Net-Zero Corporate Standard Version
2.0 public consultation closes on June 1st,

2025.

VCMI

Voluntary Carbon Markets Initiative (VCMI):
VCMI focuses on how companies use carbon
credits within the net-zero corporate strategies
set by the SBTI.

« VCMI requires carbon credits meet its Core
Carbon Principles to ensure credit integrity and
is independently assessed by the Integrity
Council for the Voluntary Carbon Market
(ICVCM).

« VCMI opened public consultation on their
Scope 3 Claim in 2024. A report summarising
the consultation process and outcomes is
expected to be publishing in 2025.

Corporate Sustainability Reporting Directive
(CSRD):

CSRD is an EU regulatory framework aiming to
standardise and improve environmental, social,
and governance (ESG) reporting across all large
companies and listed entities in the EU.

* It mandates comprehensive disclosure of
emissions, and any carbon credits purchased,
including removals from within corporate value
chains or beyond.

» The European Commission is gradually phasing
this in, starting with some select large
companies in 2025, then extending to listed
SMEs and non-EU parent companies by 2029.

Sources: SBTi (2024),

; Senken (2024),

; Ceezer (2024),

; Senken (2024),



https://sciencebasedtargets.org/reports/sbti-monitoring-report-2023
https://www.senken.io/glossary/vcmi
https://www.senken.io/glossary/csrd
https://www.senken.io/glossary/csrd
https://www.ceezer.earth/insights/what-the-csrd-means-for-carbon-credit-portfolios#:~:text=Reporting%20requirements%20regarding%20carbon%20credits,insetting)%20must%20be%20reported%20too

Section 1: Carbon credits are a necessary tool
to finance carbon removals and achieve the
transition to a net-zero economy by mid-
century and limit global warming to 1.5°C

» There are two main categories of carbon credits which can be purchased; use of
credits should predominantly represent carbon removals, not reductions.

1. Removals are needed to ensure we can meet the “net” in net-zero, as
some sectors cannot abate all emissions through decarbonisation
technologies available today.

2. Reduction must be clearly additional, and only used for limited cases (e.g., o ‘ . .
ending deforestation and coal phase out in developing countries). ‘ ‘

« ETC projected that significant amounts of removals would be required for a 1.5°C
aligned trajectory (150 GtCO, of cumulative removals by 2050). However, there is
a gap between current demand projections and ETC scenarios.

« Carbon removals can be met both with natural (e.g. trees), engineered (e.qg.
Direct Air Capture (DAC)), or hybrid solutions (e.g. Bioenergy with Carbon
Capture and Storage (BECCS), biochar). Carbon removals must have high
integrity, as defined by its permanence, leakage prevention, additionality,
credibility, and quantification. \

« Carbon removals may need to account for a greater share than previously
estimated to remain within climate targets, due to slower process in some
decarbonisation pathways. Scaling carbon dioxide removals at pace and scale
will require very strong policy support, large-scale financing and significant
technological progress.



There are two main categories of carbon credits which can be purchased

CARBON CREDITS:

Represent a tradable unit of reductions in emissions of carbon dioxide (CO,) or Demand for voluntary
greenhouse gases made by a company, sector or economy to compensate for carbon credits 2024
emissions made elsewhere in the economy.
MtCO,e
REMOVAL:
Projects that remove carbon from the atmosphere, and therefore ‘neutralise’ 180

In 2024, 9% of credits were
for Carbon Removal.

emissions.

Nature-Based Solutions (NBS)

e.g., afforestation/restoration or Energy-based solutions

improved management solutions e.g., Direct air capture (DAC)
(enhanced soil carbon sequestration)

81% of credits were for
> Reductions, putting
investment into renewable
energy scale-up, or NBS
reduction.

REDUCTION:

Projects that indirectly reduce emissions from entering the atmosphere outside
of the buyer’s value-chain.

Energy-based solutions
e.g., renewable energy generation,
methane capture & utilisation in low-
income countries

Nature-Based Solutions (NBS)
e.g., avoided deforestation and forest
degradation

2024




The vast majority of voluntary carbon credits purchased today are ‘reduction’

credits, not ‘removals/neutralisation’
Demand for voluntary carbon credits 2016-2024
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(1) Assumed that the vast majority of CCS credits are for point-source CCS, and therefore a reduction credit. (2)REDD+ refers to Reduced Emissions from avoided
Deforestation and forest Degradation, as well as the sustainable management and enhancement of forest carbon stocks

Source: MSCI (2025), Frozen Carbon Credit Market May Thaw as 2030 Gets Closer.

In 2024 9% of credits were
for Carbon Removal.

The majority of credits are
reduction offset credits,
putting investment into

renewable energy scale-up,
or NBS reduction.

REDD+ refers to avoided
deforestation as well as
sustainable management of
forest carbon stocks. These
credits are NBS reductions.


https://cbm-dev-trove-research.msci.com/en/report/frozen-carbon-credit-market-may-thaw-as-2030-gets-closer
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Bogus Carbon Credits are a ‘Pervasive’
Problem, Scientists Warn

Carbon offsets are ‘riddled with fraud.’

Can new voluntary guidelines fix that? __.
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& Revealed: more than 90% of rainforest
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worthless, analysis shows
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The role of Reduction credits should be limited due to concerns about
integrity and additionality; Removals should be prioritised

In principle, trade in carbon credits can help to

finance emissions reductions faster elsewhere, when

countries and companies face high costs to reduce
their own emissions. However, there are strong

arguments for limiting reliance on reduction credits:

1.

Closing the gap to net-zero by mid-century
requires carbon dioxide removals to fully offset
residual gross emissions.

Future abatement costs can be reduced by
company or country actions to reduce their own
emissions and drive technological progress.

Major concerns have been raised about the
additionality of several categories of reduction
credits sold in some markets. Reduction credits
might support progress (e.g., towards renewable
energy) that may have occurred in any case and
are therefore not additional.

Source: ETC (2021),

Although, purchase of carbon credits for removals
and some specific high-integrity reductions can
still play a useful role in addition to ambitious
internal emissions reductions. In particular:

To fund many categories of removals which will
only occur if someone pays for them, for
example, direct air capture and storage or
reforestation projects.

Some specific categories of reductions (e.g.,
early coal phase-out and ending deforestation)
where crucial emissions reductions will only
occur if supported by a financial flow from
developed to developing countries.

11


https://www.energy-transitions.org/publications/mind-the-gap-cdr/

Carbon removals are crucial for staying within the carbon budgets for a
1.5°C pathway

CDR is needed in addition to deep and rapid decarbonisation

The 1.5°C aligned carbon But even ambitious The carbon budget'overshoot

budget emissions trajectory decarbonisation scenarios gap’ —the amount of CDR needed

look's a bit like this: look a bit like this: to stay within the 1.5°C carbon
budget-looks like this:

4 + 4

_. CDR needed

~500 Gt CO, 2050 ~570-725Gt CO, 2050 ~70-225 Gt CO, 2050
(2020-2050) (2020-2050) (2020-2050)

ETC Carbon Dioxide Removals scenario :

» Total cumulative removals reaching up to 150 GtCO, over the period of 2020 to 2050.

» Nature-based solutions providing almost all the pre-2030 removals, and most removals up to 2040.

« But with BECCS and DACCS growing rapidly in the 2030s and 2040s, and with removals via DACCS reaching 2-3 GtCO, per annum

by 2050

Note: The 500 Gt CO, carbon budget was estimated at the beginning of 2020. The budget has since significantly reduced, increasing the need for removals.
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There are several types of carbon removals solutions, with varying
considerations, including around ensuring integrity

HYBRID/BIOMASS WITH CARBON REMOVAL ENGINEERED
NATURAL CLIMATE SOLUTIONS STORAGE SOLTUIONS
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‘RESTORE’ BIOCHAR
.
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= forests, peatlands) slow decomposition CO2 produced underground
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»  stored in biosphere stored in biosphere feedstock not sourced feedstock not sourced  power insufficiently
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economic return return; soil health
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Current global trajectory is far from reaching a 1.5°C pathway; carbon removals
may therefore need to play an even bigger role to reach climate targets

.. — Historical = NDCs - 2030 Unconditional targets? 2°C Pathway?/ii
Global GHG emissions = Current policies? NDCs - 2030 Unconditional & conditional targets? 1.5°C Pathway?2iiii
60 -
v | = ~6 GtCO,e
Implementation gap
50 -
11-19 GtCO.e
Ambition gap to 2°C
45 +
40 - 23-30 GtCO.,e
Ambition gap to 1.5°C*
35 - -—— N )
Note: not all countries have adopted
1.5°C as their official target
30 A
25 A
O :: T T T T T T 1
2000 2005 2010 2015 2020 2025 2030 2035

Notes: [i] Based on IPCC Working Group Il Sixth Assessment Report scenario class c1 (limit warming to 1.5°C (>50%) with no or limited overshoot). [ii] Based on IPCC Working

Group Il Sixth Assessment Report scenario class ¢3 (limit warming to 2°C (>67%)). [iii] Range corresponds to range between tenth and ninetieth percentile, central line

corresponds to median.

Sources: ETC (2024), Credible Contributions: Bolder Plans for Higher Climate Ambition in the Next Round of NDCs. Systemiq analysis for the ETC based on [1] IPCC (2022), 1 4
Metadata Browser: Data for Figure SPM.5 - Summary for Policymakers of the WGIII Contribution to the IPCC AR6, [2] UNEP (2023), Emissions Gap Report: Broken Record.



https://www.energy-transitions.org/publications/credible-contributions-bolder-plans-for-ndcs/

Section 2: Corporate purchases of high-quality
carbon removal credits should scale rapidly, as
part of ambitious corporate net-zero targets

« Government spend on carbon credits is currently limited due to available funding, but
operalisation of international carbon markets (Article 6 of the Paris Agreement) is expected to
increase demand for carbon credits. Philanthropy also supports carbon removals projects (e.g.,
afforestation, investment in DAC) however funds are becoming more stretched and diverted
towards other uses.

« Scaling carbon credits therefore significantly relies on corporate purchases.

« The SBTi's CNZS V2 draft proposes new corporate guidance for consultation. ETC generally
endorses the following priority actions, including an expanded role for carbon credits:
- Within the net-zero pathway, companies should:

» Set Scope 1 and Scope 2 emissions reduction targets aiming to achieve net-zero as quickly
as possible.

« Set near-term Scope 1 neutralisation targets to address residual emissions ahead of the net-
zero target year. Net-zero Scope 2 targets should not include any residual emissions.

« Set Scope 3 emissions reduction targets that cover all "high-impact” Scope 3 emissions on a
net-zero pathway.

« Companies that have low costs of decarbonisation could also gain recognition for
neutralising residual/“low-impact” Scope 3 emissions to achieve a net-zero target that
covers 100% of Scope 3 emissions.

- Companies with a low cost of decarbonising their own value chain (as a proportion of
revenue), can also go beyond the net-zero pathway:

» By setting “beyond value chain mitigation” (BVCM) targets, which can include use of high-
quality removals credits to offset ongoing emissions.

15



Carbon credit demand is expected to increase as governments and corporates

deliver on net-zero targets, but gap still exists with ETC Carbon Removals
pathway

Carbon removal credits global demand forecast to 2050

GtCO,e/year — ETC Carbon Removals pathway
I BNEF - demand from global airlines under CORSIA

BNEF - Demand from governments under Article 6
BNEF - Demand from corporates

15 -
Accelerated
10 - corporate action -
and the
introduction of
S near-term
// removals - could
0 | | | | . help to further
2025 2030 2035 2040 2045 2050 scale Carbon
: Removal
ETC CDR scenario : deployment

« Total cumulative removals reaching up to 150 GtCO, over the period of 2020 to 2050.
» Nature-based solutions providing almost all the pre-2030 removals, and most removals up to 2040.

« But with BECCS and DACCS growing rapidly in the 2030s and 2040s, and with removals via DACCS
reaching 2-3 GtCO, per annum by 2050

[1] Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA) is a global market-based measure developed by the International Civil Aviation Organization (ICAO) to address
carbon emissions from international flights.
Source: BNEF (2025), Long-Term Carbon Credit Demand Outlook 2025. Corporate demand is BNEF's ‘price elastic’ scenario.
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Current levels of funding for carbon credits are limited from governments and
philanthropy compared with corporates

Governments can purchase carbon removals both internationally and domestically. Article 6 of the Paris
Agreement allows countries to trade carbon credits towards their domestic targets, such as nationally
determined contributions (NDCs). The global carbon market, operational since 2024, still needs refinement
and monitoring to scale effectively. BNEF estimates that Article 6 demand could reach 1.2 GtCO.e by 2030
and 7.2 GtCO.e by 2050, with regions like the European Union being net importers of carbon credits.
However, the growth in demand requires a high-integrity carbon credit supply, which is currently under
scrutiny due to greenwashing accusations.

Philanthropy helps to fund carbon removals projects and carbon credit supply, for example, through
reforesting (e.qg., in Scotland) or re-wilding projects (e.g., in
the Atlantic Forest in Brazil) or investing in emerging technologies such as Direct Air Capture (DAC). In
2023, philanthropic funding for carbon removal reached $175 million per year, according to .
However, philanthropic money is being increasingly diverted to plug aid gaps and is unlikely to reach the
scale required to fund necessary carbon removals globally.

Corporate action currently makes up an estimated 90% or more of carbon market activity. Carbon credits
paid by corporates could remain a key solution if demand is inelastic to cost (BNEF estimates it could reach
7 GtCO2e in 2050) in which case, demand for these credits is going to be a key issue, alongside rising
government demand. However, BNEF expect demand may remain highly elastic as it is today — sensitive to
price and reputational risk. In which case their base-case estimates reaching 1.9 GtCO,e in 2030 and 2.9
GtCO2e in 2050.


https://treesforlife.org.uk/
https://www.durrell.org/get-involved/rewild-carbon/
https://www.climateworks.org/blog/the-state-of-philanthropic-funding-for-carbon-removal/

Corporate net-zero pathways are based on several key elements

A high-ambition corporate net-zero pathway

Emissions (tCO.,e)

Reducing gross emissions
Scope 1, Scope 2, Scope 3

[] Gross emissions

[ carbon Removals

1 Beyond Value Chain Mitigation
*» Net-emissions

"™ Further action

S

Carbon Removals

Beyond Value Chain
Mitigation

Further Action

Within the Net-Zero Pathway
Greenhouse gas emissions (GHGs):

« Scope 1: Direct emissions, mostly resulting from
combustion of fossil fuels.

« Scope 2: Indirect emissions from electricity use.
« Scope 3:

« Indirect emissions from the production of
purchased materials (upstream - e.g., use of
steel).

e Indirect emissions from the distribution or use of
produced assets (downstream - e.g.,
transportation of goods to consumer).

Carbon removals to offset any residual emissions (that cannot
be reduced from company value chains), thereby neutralising
remaining emissions on the path to achieve net-zero.

Beyond the Net-Zero Pathway
depends on the type of company and its ability to pay

Beyond Value Chain Mitigation (BVCM) to offset ongoing
corporate emissions. E.g.,

» High-integrity carbon credits (removals, or reductions
from early coal phase-out or stopping deforestation).

 Investment in low-carbon tech R&D.

Even further action beyond corporate pathways.
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Multiple strategies have been set out for corporate net-zero pathways

Corporate net-zero strategy pathways

tCOe
Gross emissions Bl Reduction ‘Compensation’ Offsets (expected) - Net-emissions’
I Removals 'Neutralisation’ Reduction ‘Compensation’ Offsets (encouraged)
STBi NZCS v1 SBTi NZCS v2 VCMI
Emissions abatement in Emissior@'?ﬁatement(ijn line vtvith Platinum Claim
line with science science. With proposed near-term Accelerating corporate engagement
removals requirements and optional .
BVCM. with voluntary carbon markets
" —————————-—-.—ﬂ.— ...... n.
;tﬁme Time Time
: ) ) v)
Base year Target
year Target year
‘ Target year
Base year Base year
Firms curtail GHG emissions at a pace and While reducing emissions at a pace and scale First, set near term reduction targets and
scale consistent with 1.5°C emission consistent with 1.5°C, remove CO,e how demonstrate progress towards them.
pathways- for most sectors, this means (nature-based removal) or as soon as possible
reaching zero positive emissions. Any (through technology-based removal). Then, select a claim (silver, gold platinum)
remaining emissions after 1.5°C reductions and retire CCP-approved credits (reduction
should be neutralised. Neutralise any residual emissions by purchase or removals) equal to a % of remaining
of removals credits ahead of target date. And emissions. Platinum covers 100%.

optionally, undertake further action with BVCM.

[1] Net emissions as defined by IPCC (remaining emissions neutralized with removals)
Source: Adapted from WEF Alliance Carbon Removal; SBTi Net Zero paper 2020; BCG Analysis

19



It is recognised that addressing Scope 3 emissions is challenging

Each company’s indirect emissions are someone else’s direct emissions. Traceability can be challenging in global supply

chains with multiple levels of suppliers/distributors. Also, year-on-year Scope 3 emissions fluctuate based on company’s 201X-202X
activity, and when viewed in isolation, can conceal actions aligned with long-term emission reduction strategies. ICE Fleet %
For example: If in 202X, a company replaces its fleet of internal combustion engine vehicles (ICE) with electric vehicles (EV), m ®
it will have higher Scope 3 emissions in 202X, but this decision will have lasting emissions reductions effects. () ()
However, making companies accountable for their scope 3 emissions has potential to make the most significant impact 202X-203X
towards reducing emissions. EV Fleet

() somee SBTi's NZCS V2 Scope 3 Proposal (2025): tﬁ‘

\ N/ TARGETS

S

Places greater emphasis on targeting the most emission-intensive
activities and greatest influence potential within company value

chains. VCMI's Scope 3 Flexibility Claim (2023):
. “High—im[gact potential emissions” are defined as either: The Scope 3 Flexibility Claim proposes a limited use of carbon credits to
* > 1% of total Scope 3 emissions or >10,000 tCOze per year achieve scope 3 emissions reductions targets. VCMI outlines the following
* on the SBTis list of emissions-intensive activities in any guardrails to embed integrity and ensure that it cannot be used to
tier of the value chain greenwash:
- Significant categories of emissions from Tier 1 suppliers - Companies must first qualify by demonstrating progress towards
- “Low-impact potential emissions” are emissions that fall outside ambitious Scope 1 and Scope 2 targets on the pathway to reaching net-
of high-impact categories e.g., low emissions intensity within zero emissions by no later than 2050.
value chain (%) and low traceability suppliers. « Carbon credits must meet VCMI’s stringent integrity standards.
+ Proposes greater target setting optionality: encouraging companies to + The volume of carbon credits used must not exceed 50% of the
set transition metric/alignment targets, and optionally absolute company’s GHG inventory Scope 3 emissions in the claim year.

emissions or emission intensity targets. . ) . )
» Use of credits must decline over time, leading to complete phaseout no

« Allows greater flexibility for achieving and measuring progress, later than 2035, at which point the company must be on the path to net
including interventions at the activity-pool level (e.g., supply sheds) zero through internal decarbonisation.
when direct traceability is not feasible. It also recognises the use of
“indirect mitigation” approaches (e.g., book-and-claim commodity

certificates) where persistent barriers prevent mitigation at the source. Source: SBTi (2025) e


https://sciencebasedtargets.org/resources/files/Net-Zero-Standard-v2-Consultation-Draft.pdf
https://sciencebasedtargets.org/resources/files/Net-Zero-Standard-v2-Consultation-Draft.pdf
https://vcmintegrity.org/vcmi-claims-code-of-practice/

ETC generally welcomes and endorses the proposals set out in the SBTi's
Corporate Net-Zero Standard V2 for setting high-ambition corporate targets

ETC's view on SBTi's consultation

"\ SCIENGE . . - N . ..
&' BASED _ 1) Provisions for ambition within net-zero alighed pathway to reduce emissions
Set Scope 1 and Scope 2 emissions reduction targets to achieve net-zero as quickly as possible and compensate for any emissions overshoot
on the pathway with both high-integrity carbon removals credits and a steeper pathway to net-zero targets.
Scope1&2
Set near- and long-term Scope 1 neutralisation targets to address residual emissions ahead of the net-zero target year

Set scope 3 emissions reduction targets that cover all "high-impact”* scope 3 emissions on a net-zero pathway.

Scope 3 Gain recognition for setting residual/“low-impact” Scope 3 neutralisation targets
« ETC supports recognising Scope 3 neutralisation targets of companies that have the ability to pay. A company with a high cost of
decarbonisation, may drive more impact by spending money on emissions reductions within their value chain than addressing residual Scope
3 emissions in the near-term.

~
& SASED 2) Provisions for ambition beyond net-zero aligned pathway to reduce emissions

/ TARGETS

If possible, go beyond with pathway targets by setting “beyond value chain mitigation” (BVCM) targets, which can include use of high-quality removals
credits, to offset ongoing emissions.

« ETC is supportive of these principles, which were not previously included in SBTi's CNZS V1.2;
ETC recommendations in “Mind the Gap” previously laid out the need for this action.

Source: SBTi (2025)

*“High-impact potential emissions” are defined by SBTi as either: > 1% of total Scope 3 emissions or >10,000 tCO,e per year; on the SBTi’s list of emissions-intensive activities in any tier of the value chain; or
significant categories of emissions from Tier 1 suppliers. 21
**“ ow-impact potential emissions” are defined by SBTi as emissions that fall outside of high-impact categories e.g., low emissions intensity within value chain (%) and low traceability suppliers.


https://sciencebasedtargets.org/resources/files/Net-Zero-Standard-v2-Consultation-Draft.pdf

What should a responsible company do? There could be a continuum of action

A company’s decarbonisation pathway could be based on the cost of decarbonisation as a proportion of revenue. A company with
high decarbonisation costs could better use money to reduce emissions within its own value chain than purchasing credits for
reductions elsewhere in the economy. The ETC set out this distinction in Mind the Gap (2021).

Decarbonisation Pathways to Net-Zero

tCO,e -
? | Gross emissions

Il Removals
| Beyond Value Chain Mitigation
*+ Net-emissions

®e
.
.
®e
.

Cost of decarbonisation as a proportion of revenue

High Low
e.g., a steel plant e.d., a bank

For firms with higher decarbonisation costs
money may be better spent on decarbonising own

For firms with low decarbonisation costs (as a proportion
of revenue) or with high Scope 2 and 3 emissions, high

operations, rather than investing in carbon credits
to compensate emissions.

impact strategies should focus on emissions removals
alongside decarbonising own operations.

Source: ETC (2021), Mind the Gap: How Carbon Dioxide Removals Must Complement Deep Decarbonisation to Keep 1.5 °C Alive. 22



https://www.energy-transitions.org/publications/mind-the-gap-cdr/

Ambitious corporate net-zero pathways should focus on reducing
within value chain emissions as much as possible & neutralising
residual emissions by 2050

Set Scope 1 and Scope 2 emissions
reduction targets aiming to achieve
net-zero as quickly as possible.

Scope
1&2

Set near-term Scope 1
neutralisation targets to address
residual emissions ahead of the net-
zero target year.

Set scope 3 emissions reduction
targets that cover all "high-impact”*
scope 3 emissions on a net-zero
pathway.

Gain recognition for setting
residual/“low-impact”** Scope 3
neutralisation targets to achieve
net-zero.

Within pathway
Scopes 1,2 and 3

ETC’s view on SBTi’s consultation

A high-ambition corporate net-zero strategy

Covers
100% of
scope 2 B
emissions T

tCO,e —
Gross emissions

Scope 1, Scope 2, Scope 3

Covers
100% of
scope 1
emissions

Covers
100% of

- scope 3
emissions

| Gross emissions
I Removals
*+ Net-emissions

Carbon Removals

**High-impact potential emissions” are defined as either: > 1% of total Scope 3 emissions or >10,000 tCO,e per year; on the SBTi's list of emissions-intensive activities in any tier of the

value chain; or significant categories of emissions from Tier 1 suppliers.

**“ ow-impact potential emissions” are emissions that fall outside of high-impact categories e.g., low emissions intensity within value chain (%) and low traceability suppliers.
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Scope 1 reductions and the role of credits

Set Scope 1 emissions reduction targets aiming to achieve
net-zero as quickly as possible.

- However, if companies fall short on near-term reduction
targets, they should

« Compensate shortfall via equivalent removals

» Adjust target pathway to continue to meet target date.

Set near-term Scope 1 neutralisation targets to address
residual emissions ahead of the net-zero target year.

- Companies should be recognised for setting near-term
neutralisation targets to help finance and scale removals

over time to address residual scope 1 emissions by 2050.

- For companies with no expected residual Scope 1
emissions, they should be encouraged to participate in
beyond value chain mitigation if possible.

Source: SBTi (2025), Documentation of target setting methods.

Within pathway

lllustrative example: Scope 1 reductions

tCO,e Exceeds by 5

Scope 1and 2
ETC’s view on SBTi’s consultation

tCO,e, so Gross Scope 1 emissions
purchases
K shortfall Permanent Carbon Removals
CEMEEEENE Shortfall compensation (removals credits)
eI -« Net-zero target pathway

- Revised net-zero target pathway

2
)
3
.....
Se
S
L]

lllustrative example: A passenger car manufacturing company called Electric

Motors sets its Scope 1 net-zero target by 2050. Its base year is 2015, and it
reviews its near-term targets every 5 years.

» In 2025, it exceeds its near-term target by 5 tCO,e. To remain on-target to
achieving net-zero by 2050 and account for excess emissions on original
target pathway, it purchases high-integrity carbon removals credits
equivalent to emission overshoot in 2025 and adjusts their net-zero
pathway slope.

+ Meanwhile, it also purchases carbon removal credits towards neutralising
their residual emissions by 2050.
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Scope 2 reductions and the role of credits

Set Scope 2 emissions reduction targets aiming to achieve
net-zero as quickly as possible.

« Companies should reduce 100% their Scope 2 emissions by
latest 2040, by transitioning to zero-carbon energy and
reducing use of fossil fuels.

« If companies face challenges sourcing zero-carbon
electricity locally, there may be a role for use of time-limited
renewable energy credits (RECs), or at last resort, carbon
removals credits, to compensate for the shortfall.

- If companies cannot source zero-carbon electricity (often
due to regulatory constraints for grid), they can source
zero-carbon electricity from other grids for a limited
period.

- If companies face challenges using renewable energy
within own value chain, well-designed Environmental
Attribute Certificates (including RECs and Guarantees of
Origin) could have a role. Any purchase must be from
projects geographically matched to the company’s
operations and time-matched to the use of power, to
ensure additionality.

Within pathway

lllustrative example: Scope 2 reductions

tCO,e

Cannot source local RE supply, so
purchases equivalent RECs
matched by location and time

"""" Scope 2 gross emissions
Environmental Attribute Credits

* Net-zero target pathway

o}

Scope 1 and 2
ETC’s view on SBTi’s consultation

lllustrative example: Passenger car manufacturing company, Electric

Motors, set a Scope 2 target of net-zero by 2040.

In 2025, it sources some electricity for its offices and factories from local
renewable sources.

However, most of the company’s value chain is located sparsely
populated areas that cannot guarantee direct supply of electricity from
renewable sources. Therefore, Electric Motors chooses to purchase
renewable energy credits towards new wind and solar energy projects in
the country of operation. It uses these credit certificates towards it
Scope 2 emissions reductions in 2025. By 2030, Electric Motors can
directly source renewable electricity through its connected grid, so it no
longer purchases certificates.
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Within pathway

ETC’s view on SBTi’s consultation
lllustrative example: Scope 3 reductions

Scope 3 reductions and the role of credits

« Companies should identify 100% of their scope 3 emissions and
categorise them to focus on meaningful action by:

tCO,e
« “High-impact potential emissions” defined as either from Tier 1 s Bl Scope 3 emissions (low-impact)
suppliers with high traceability, > 5% of total Scope 3 emissions, > 1% T Scope 3 emissions (high-impact)
of total Scope 3 emissions or >10,000 tCO,e and on the SBTi’s listof = =, Neutralisation (removals)
activities in any tier of the value chain. - Net-zero Scope 3 target pathway
« “Low-impact potential emissions” e.g., low emissions intensity within —
value chain (%) and low traceability suppliers. b L L e
Set scope 3 emissions reduction targets that cover all "high-impact” e
scope 3 emissions on a net-zero pathway. W—..
« In cases where Scope 3 emissions cannot be directly mitigated (e.g. Cree 1

HTA), there could be a role for time-limited energy and commodity
EACs. E.g., companies may address their Scope 3 emissions from
corporate travel by purchasing Sustainable Aviation Fuel (SAF)
certificates, though they may not be able to guarantee SAF is used in
the flights they book. )

lllustrative example: Passenger car manufacturer, Electric
Motors, sources materials and parts from many suppliers.

Within its net-zero Scope 3 target, it prioritises reducing
“high-impact” emissions which includes harder-to-abate
sectors such as steel and aluminium production, plastics and
mining critical materials for its batteries. It holds a direct
relationship with many of these suppliers.

Gain recognition for setting residual/“low-impact” Scope 3
neutralisation targets to achieve net-zero target that covers 100% of

Scope 3 emissions. L ,
* However, its wires are assembled by a supplier who sources

. Companies with “low-impact” residual Scope 3 emissions could materials (including copper, plastics, specialty metals) from

address these by increasing traceability within their supply chains and
reducing these emissions directly, or by offsetting the emissions with
high-integrity removals credits by the target year and beyond.

many other suppliers. These contribute only a fraction of a
percentage to overall Scope 3 emissions, so it classifies these
as “low-impact” emissions and chooses to offset these with
carbon removals credits.
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Beyond pathway

Beyond corporate net-zero pathways, corporates with the ability ey
to pay can take further action ETC’s view on SBT's consultation
A high-ambition corporate net-zero strategy
If possible, go beyond pathway Scope 1, 2 and 3 tCOe
targets by setting “beyond value chain mitigation” Within th h
(BVCM) targets, which can include use of high-quality ithin the net-zero pathway
removals credits, to offset ongoing emissions. =
.., N ) //
« Companies can go above and beyond their net-zero
corporate targets by addressing ongoing emissions by el 1
providing additional finance to climate action beyond

their own value chains e.g.,
» funding carbon removals;
« funding clean technology innovation;
 funding restoration or conservation projects.
« Recognition for BVCM efforts alongside reductions and

neutralisation of value chain emissions can give Beyond Value Chain
corporates reputational benefits as a leader in action Mitigation
towards reducing GHG emissions. More broadly, [] Gross emissions
incentivising action can help to accelerate progress to [ Removals
Further Action

mitigate ongoing emissions and scale up finance faster

.. ) Beyond Value Chain Mitigation
for emissions reductions elsewhere. Bl Bey g

* Net-emissions

. . . . "™ Further action
« VCMI’s Platinum Claim is similar, requiring companies to

account for 100% of its ongoing emissions with BVCM to
achieve recognition.

Role for corporation action outside of net-zero pathway (BVCM) was
not previously included in SBTi's CNZS V1.2. V2 proposes companies
should gain additional recognition as an incentive for this effort.
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Carbon credits are a necessary tool for scaling
carbon removals in the transition to net-zero.

However, current levels of funding and high-integrity supply are
insufficient. Scaling carbon removals relies on corporate and
government commitment to decarbonisation goals.

« Large-scale removals are required to offset residual emissions that cannot be
reasonably abated by 2050 to meet net-zero targets; ETC estimates around 150 GtCO,
would be required by 2050. The world is currently off-track to achieving this; and the
need for removals could be even greater to stay with climate targets, as the
decarbonisation trajectories for a 1.5°C scenario are currently off track.

« Therefore, corporate purchases of high-quality carbon removal credits should scale
rapidly, as part of ambitious corporate net-zero targets. The spectrum of action of
corporates should depend on the cost of value chain decarbonisation as a proportion of
revenue to prioritise impact:

- Companies with high decarbonisation costs (e.g. steel producers) may be more
impactful delivering emissions reductions within their own value chains than spending
money on carbon removals credits.

- Companies with low decarbonisation costs (e.g. banks) could incorporate carbon
removals credits early within ambitious net-zero emissions plans alongside action to
reduce emissions within their value chain. Wherever possible, companies should also
choose to fund removals and/or highly-additional reductions beyond their own net-
zero pathways to address ongoing emissions.
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