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Despite the increasing uptake of internal carbon pricing,
impact on decarbonizing value chains remains limited

Enhancing GHG emission reduction
impact of internal carbon pricing

1. Increase uptake of internal
carbon pricing approaches

2. Improve existing approaches to
best practice

What would be considered as
best practice approaches?

23%

from
il

their practice

Source: CDP, Embedding a carbon price into business strategy, September 2016.

2 © ECOFYS. A Navigant Company. | 06/04/2017 | Long Lam

CARBON PRICING

UNLOCKED



A best practice internal carbon price could lead to an
ambitious reduction of a company’s carbon footprint and
contribute to the achievement of the Paris Agreement

| | Achieve Paris-compatible // /% Lead to actions from company
A company objectives (e.g. SBT) | 1 | and value chain partners

GHGS

.z~ Focus on GHG emission — |, Evaluate and realign the
;1,,;5;', hotspots in the value chain ,,)/ approach based on results

Note: Internal carbon pricing is a tool and companies can also choose to use other
approaches to achieve GHG reductions, mitigate climate risks and find revenue opportunities

SBT = Science-based targets
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The three dimensions of internal carbon pricing:
a conceptual framework to best practice approaches

Height Different shapes of
Carbon price level internal carbon pricing
7
Depth 1%

Business influence

Width

GHG emission coverage Impact on GHG
emissions

. CARBON PRICING
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Companies use different methods to set their internal

carbon price level(s)

Height

In 2016, reported internal | Carbon price level
corporate carbon prices were in
the range of US$0.3-893/tCO,e

Price setting approaches

Current compliance price

Future compliance price

Social cost of carbon

Implicit carbon price

Abatement costs

>

>

Most companies use current
or future compliance prices

Some companies use
different prices depending
on the business decision

Others use a combined
approach with a minimum
price under low compliance
prices
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Best practice approach: a carbon price that induces
emission reductions in line with the Paris Agreement?

Height
Best practice carbon price levels is | Carbon price level
different for each company and can
change over time
Company A Company B
Emissions Emissions
=
T~ | High price N _
T~ _ | needed T~ T lowprice
- ~ 4 needed
Time Time
—— Business-as-usual — — Paris-compatible targets (e.g. SBT)

Note: this is a simplistic illustration. In practice many factors play a role in the internal
carbon price level needed to achieve emission reductions in line with the Paris Agreement

. CARBON PRICING
6 © ECOFYS. A Navigant Company. | 06/04/2017 | Long Lam
UNLOCKED



Most companies focus on scope 1 and 2 emissions in their
internal carbon pricing approach, much less on scope 3

Width =
GHG emission coverage

Global value chain emissions

Scope 3 Scope 2 Scope 1 Scope 3
Upstream Power and heat Direct Downstream

Upstream Downstream

GHG emissions Examples of relevant decisions
Scope 1 Investment and production decisions
Scope 2 Energy purchasing decisions

Scope 3 upstream Material sourcing decisions

Scope 3 downstream | R&D decisions for future products

Note: Some companies only apply their internal carbon pricing approach to a limited scope,
because other GHG emissions are covered under different climate initiatives
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Best practice approach: needs to consider the whole
value chain and focus on GHG emission hotspots?

Width ==
GHG emission coverage

CONSUMPTION
PERSPECTIVE

Electricity,

Mobility

and
househald
appliances.

B ciothing

shelter

construction

23 For transparency reasons, flows smaller than 0.2 GICO.e have been omitted unless 2 sector would otherwise
disappear (i.e. the sectors ‘textiles, leather and wearing 2pparel’ and ‘wood, paper and publishing would hav
fuel use for space heating or cooking, as well as fuel use in private cars. disappeared but have been kept in manually).

Source: Generation Foundation and Ecofys. 2016. Impacts of a global carbon price on consumption and value creation — Implications for carbon pricing design, London, United Kingdom.
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Most companies use internal carbon pricing as a risk
mitigation tool in investment and operational decisions

Depth
Two main approaches used ¢ Business influence

& Shadow price > widely used, influence varies

$ Internal fee > limited use, concrete influence

Different types of decisions to influence
> Investment (CAPEX) > Strategic

> Operational (OPEX) > Marketing
> Procurement > R&D planning
> Product > Remuneration of staff
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Best practice approach: materially affect business
decisions and have strong support from the board?

Depth
/7 Business influence

Strong influence
Passing criterion for business decisions

Generating funding for climate action

Embedded in overall costs calculations

Semi-quantitative in non-binding scoring

Qualitative non-binding decision factor

Tracking compliance and policy advocacy
Weak influence

: CARBON PRICING
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We are developing guides to enhance the uptake of best
practice internal carbon pricing approaches

Best practice guides

C-suite guide How-to guide
> Trigger internal carbon > Design best practice
pricing interest approach

> Match objectives with best > Tackle practical
practice approaches implementation issues

> Discover new climate risks > Integrate in wider
and opportunities corporate strategy

We would be interested in hearing from companies
with best practice approaches, in particular from the
food value chain

: CARBON PRICING
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Contact details

ECOFYS For more information or interest
participating in this study,

generation please contact Ecofys:

Long Lam — Senior Consultant

., l.lam@ecofys.com
INCDP

DRIVING SUSTAINABLE ECONOMIES

"Best practice approaches to internal carbon pricing” is a
research topic under the Carbon Pricing Unlocked partnership

CARBON PRICING To receive news and updates

unLOCKED about our partnership, please

............................................................... Sign up at CDu@eCOfvs.Com

CARBON PRICING FOR SUSTAINABLE GROWTH
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At a glance: Ecofys. A Navigant Company.

global Energy practice

Ecofys has five offices in four countries: Utrecht, the Netherlands; Cologne &
Berlin, Germany; Brussels, Belgium; London, United Kingdom - as part of
Navigant, our experts are based in more than 20 offices in the US, Hong Kong
and the Middle East

Global consulting company founded in 1984 with the mission to enable
sustainable energy for everyone - since 2016, Ecofys is part of Navigant’s

fi‘ Over 600 experts skilled in energy, climate, environment, economy,
% communication, legal, and psychology - in 2007, eleven of our experts supported

004 the IPCC, being awarded with the Nobel Prize together with Al Gore

More than 30 years of experience in developing and evaluating policies,
sustainability strategies, and scenarios for companies and sectors provides us with
deep knowledge of markets and consumer behaviour

Our strength lies in our strategic understanding of complex energy and climate
transition issues: Ecofys connects the dots within the triangle between
governments, energy players, and (energy-intensive) end-users

Copyright information: Free icons provided by icons8.com as CC BY-ND 3.0
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Find us

On the spot Online

Ecofys Group E C O FYS E. E
Kanaalweg 15-G | www.ecofys.com

3526 KL Utrecht - The Netherlands

Ecofys Germany (Cologne) linkedin.com/
Am Wassermann 36 @ecofys n fb.com/ecofys m company/
50829 Cologne - Germany ecofys
Ecofys Germany (Berlin) XING 2 Xing.com/companies/ecofysgermanygmbh
AlbrechtstraBe 10 c

10117 Berlin - Germany m SlideShare  slideshare.net/Ecofys

Ecofys UK

1 Alie Street

London E1 8DE - United Kingdom

NAVIGANT

_ www.nhavigant.com
Ecofys Belgium

Avenue Marnix 28

1000 Brussels - Belgium @NavigantEnergy linkedin.com/
. ¢ f offi m company/
Find the full set of offices here. @NavigantRsrch navigant-energy
14 © ECOFYS. A Navigant Company. | 06/04/2017 | Long Lam e BRI

UNLOCKED


https://www.navigant.com/locations
https://www.linkedin.com/company/ecofys
https://www.xing.com/companies/ecofysgermanygmbh
https://www.facebook.com/Ecofys
https://twitter.com/Ecofys
http://www.slideshare.net/Ecofys
https://twitter.com/NavigantEnergy
https://twitter.com/NavigantRSRCH
https://www.linkedin.com/company/ecofys

