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Executive Summary

On 1 January 2026, the European Union’s Carbon Border Adjustment Mechanism
(CBAM) entered its definitive operational phase — marking the first time a jurisdiction
has systematically externalised a carbon price beyond its borders to imports of
carbon-intensive goods. (Taxation and Customs Union)

Designed to internalise carbon costs embedded in imported products and prevent
“carbon leakage” (the shifting of production from regulated to less regulated
jurisdictions), CBAM applies a price on the carbon content of imported steel,
aluminium, cement, fertilisers, electricity and hydrogen — aligning treatment with
domestic producers who pay under the EU Emissions Trading System (EU ETS).
(Carbon Market Watch)

How should organisations build operating models that make CBAM an
engine of competitive advantage — not a source of disruption?

It argues that CBAM’s impact extends far beyond customs paperwork: it reshapes
supplier governance, data systems, commercial contracts, pricing strategies,
decarbonisation roadmaps, and leadership accountability. To thrive in a CBAM-
focused environment, companies must replace compliance ambiguity with strategic
capability: fully integrated carbon data systems, cross-functional governance,
supplier incentives and enablement, risk-aware culture, and scenario planning for
cascading regulatory expansions.

This whitepaper draws on emerging economic modeling, policy analysis, trade
impacts, and real-world indicators of early implementation to help leaders convert a
compliance liability into an operational asset.
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1. The Departure Point: CBAM in Context

For decades, carbon pricing has been central to climate mitigation theory and
practice. Economists consider carbon pricing one of the most efficient tools to reduce
greenhouse gas emissions — provided prices are high enough and applied
comprehensively. Latest models estimate the social cost of carbon at over $300 per
tonne when accounting for global economic feedbacks — far exceeding many current
policy prices. (Wikipedia)

The EU’s own carbon market (EU ETS), launched in 2005, now covers around 40 % of
the Union’s emissions and has seen allowance prices exceed €100 per-tonne COz,
signalling increasing regulatory ambition. CBAM's emergence is directly tied to the
EU’s “Fit for 55” agenda — a commitment to reduce emissions by 55 % by 2030
compared to 1990 levels. (vdma.org)

CBAM is not a tax in the traditional sense: it is a border adjustment that mirrors the
EU ETS price gap between domestic obligations and the absent carbon prices for
imported goods. The aim is to:

e Level the playing field between EU and non-EU producers,

* Incentivise cleaner production methods globally, and

* Prevent carbon leakage — a persistent barrier to climate progress.
(Taxation and Customs Union)

The policy’s phased rollout — reporting in the transitional phase (2023-2025)
followed by financial obligations from 2026 — reflects significant technical
complexity. (Asuene)
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2. Why Businesses Must Care: Beyond Customs Paperwork

The operational impacts of CBAM stretch well beyond import declarations:

a) Commercial Risk

Supply-Chain
Transparency

c) Contractual Dynamics :

d) Strateqic
Decarbonisation
e) Competitive

Positioning

Suppliers without verified emissions data become
less competitive because importers must use default
values, which are typically higher and lead to larger
payment obligations. (CarbonChain)

Companies must now know emissions at installation
level for covered goods — a high bar for many global
supply chains with fragmented data practices.
(CarbonChain)

Commercial agreements may need revisiting to
clarify carbon cost sharing, quality assurance, data
provision rights and liabilities.

CBAM pushes decarbonisation upstream — importers
and their suppliers must design low-emission process
strategies or face recurring financial costs.

Early adopters of robust carbon measurement and
mitigation systems will see improved pricing
transparency, stronger buyer-supplier relationships
and reduced risk premiums.

The policy’s phased rollout — reporting in the transitional phase (2023-2025)
followed by financial obligations from 2026 — reflects significant technical

complexity. (Asuene)
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3. The Anatomy of a Strategic CBAM Operating Model

A CBAM operating model must be integrated, cross-functional, and forward-looking.
We describe five interconnected systems that together create organisational
resilience and agility.

3.1 Carbon Data Governance as a Core Enterprise Capability

At its core, CBAM is a data problem.

Importers must report accurate, installation-level greenhouse gas emissions for
covered goods. Where actual data is unavailable, default benchmark values (which
are generally higher) apply, increasing financial exposure. (CarbonChain)

To manage this, organisations need:

.. prioritising verified supplier data, trained
Clear emission data .
a) . , : measurement systems, and documented calculation
hierarchies .
methodologies

similar in rigour to financial controls — with
Assurance . . . .
b) . : documented audit trails, versioning, and third-party
mechanisms e
verification where useful

Integration into carbon data must feed into procurement, ERP,
c) : : : .
business systems planning, and risk dashboards.
Strateaic CBAM pushes decarbonisation upstream — importers
d) 9 . and their suppliers must design low-emission process
Decarbonisation

strategies or face recurring financial costs.

Without these capabilities, CBAM obligations will drive cost volatility and hinder
strategic planning.
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3.2 Cross-Functional Governance Bridges Silos

CBAM is not a sustainability team problem alone. True operating models assign
responsibilities across:

a) Procurement Supplier identification, data requests, onboarding

readiness
b) Legal & Compliance : Contractual language, data rights, liabilities
c) Finance : Cost forecasting, impact on margin structures
d) Operations :  Emissions measurement systems with suppliers
e) Strategy : Alignment with overall decarbonisation roadmap

Formal governance committees are not enough — organisations require decision
rights matrices, escalation triggers, and shared performance metrics to ensure
cohesion.

3.3 Supplier Enablement and Co-Development, Not Policing

Organisations that treat CBAM as a compliance burden often default to audit-centric
relationships with suppliers. Unsurprisingly, suppliers without resources or data
systems struggle — which means missing data, default values, and higher CBAM
costs downstream.

A strategic model treats supplier readiness as a shared capability objective.
Companies invest in:

* capacity building for emissions measurement
* templates and data tools for standardized reporting
* incentives and cost-sharing mechanisms for verified data provision

CBAM penalties should not become a wedge that fractures global value chains;
instead, they become an opportunity to co-elevate capabilities.
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3.4 Commercial Strategy Aligned With Carbon Exposure

CBAM introduces a new cost dimension into commercial strategy. Organisations
need to:

Based on carbon price trajectories — informed

a) Model future price scenarios by the EU ETS and market expectations

e « Hedge or mitigate carbon costs where
Incorporate carbon liabilities 9 9

b) . . feasible
into product pricing models . . . _—
. « Align supplier scorecards with emissions
Finance
performance

This is not theoretical: if large volumes are shipped without action, cumulative
CBAM costs will compound. Analysts estimate that EU CBAM could generate
meaningful revenue (potentially in the tens of billions annually) as carbon pricing
gets phased in and free allocation phases out. (Le Monde.fr)

3.5 Culture and Early Detection: The Human Layer of Compliance

Just as in other areas of sustainability, culture is the invisible control mechanism.
Organisations need:

Psychological safety for reporting uncertainties

« Channels for operational teams to flag data gaps early
« Leadership reinforcement of carbon accountability
» Incentives aligned with performance, not just compliance timelines

Culture effectively determines whether CBAM obligations are an afterthought or a
robust competitive capability.
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4. Navigating Transitional Complexity: Clarity and Risk

CBAM’s phased implementation was intentionally pragmatic:

a) Transitional phase (Oct

2023-Dec 2025) Reporting obligations only. (Asuene)

Financial liability on imported carbon above
benchmark values. (Taxation and Customs
Union)

b) Definitive phase (from Jan
2026)

Key adjustments following experience in the transitional phase include:

imports below 50 tonnes annually are
a) De minimis exemptions : excluded from CBAM obligations.
(EN Integrity Next)

sales have been postponed to 2027, although
financial liability accrues in 2026.
(icapcarbonaction.com)

b) Revised timelines for
certificate purchases

These reforms aim to balance administrative feasibility with climate ambition — but
they also introduce potential confusion and delayed visibility into true financial
exposure.
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5. The Global Competitive and Development Dimension

CBAM introduces a new cost dimension into commercial strategy. Organisations
need to:

« Trade partners such as India have insisted the mechanism remain non-
discriminatory, even as negotiations continue on technicalities. (Reuters)

« Developing economies face elevated exposure due to limited measurement
capabilities, making readiness support essential. (World Bank Blogs)

Moreover, discussions are underway in other jurisdictions (including the UK and
potential US proposals) about similar border carbon adjustments — meaning CBAM’s
operational logic will soon be relevant far beyond the EU. (ccsi.columbia.edu)

Strategic readiness today positions organisations for future global carbon-border
pricing architectures.

6. Leadership Imperatives in the CBAM Era

Leaders who succeed in the CBAM environment commit to:

» Strategic carbon data management, not episodic reporting

* Supplier co-development, not minimal compliance policing

* Cross-functional governance that elevates carbon as a competitive lever
* Commercial strategies that account for carbon cost exposure

* Cultural norms that reward transparency and early risk detection

CBAM is not merely an operational hurdle — it is a structural shift in how carbon and
commerce intersect on the global stage.
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Conclusion: CBAM as Capability, Not a Cost Burden

The world’s first fully operative border carbon adjustment mechanism has arrived.
While its immediate financial implications may be moderated by exemptions and
phased timelines, the strategic direction is clear: carbon emissions data and
associated costs will become intrinsic to global trade competitiveness.

Companies that build integrated CBAM operating models — rooted in data integrity,
governance, supplier readiness, commercial alignment, and enabling cultures — will
not only comply but gain advantage. Carbon pricing is here to stay; the
organisations that embrace it as an operating capability will lead the next
generation of sustainable, resilient, and globally competitive business.

Sources and Data Points

CBAM Design and Scope

« CBAM is an EU mechanism to align import carbon costs with EU ETS prices,
reducing carbon leakage. (Taxation and Customs Union)

« It covers steel, aluminium, cement, fertilisers, electricity and hydrogen.
(Carbon Market Watch)

Implementation Timeline

» Transitional reporting phase: Oct 2023-Dec 2025. (Asuene)

« Definitive financial obligations start January 2026.(Taxation and Customs
Union)

» Certificate sales postponed to 2027. (icapcarbonaction.com)

Business Guidance and Reforms

« De minimis exemption for imports under 50 t annually. (EN _Integrity Next)

Trade & Competitiveness Context

« India-EU trade deal maintained CBAM intact. (Reuters)

« CBAM could generate significant annual revenues as pricing mechanisms mature.
(Le Monde.fr)
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Context & Governance

The United Diplomatic Council (UDC) serves as the governing sponsor
of this Think Tank because it brings together diplomats,
policymakers, business leaders, and international institutions around
a shared mission: advancing sustainable, inclusive global
cooperation.

The United Diplomatic Council (UDC) serves as the governing sponsor of The Impact
Think Tank bringing together diplomats, policymakers, business leaders, and
international institutions around a shared mission: advancing sustainable, inclusive
global cooperation. With its unique diplomatic reach across regions that supply goods
and services to the EU, the UDC provides the legitimacy, neutrality, and convening
power needed to host difficult conversations between governments, regulators, and
industry. As governing sponsor, the UDC ensures that the Think Tank remains
globally representative, non-partisan, and impact-focused.

THE The Impact Think Tank is an initiative of the United

‘r IMPACT Diplomatic Council (UDC), created to bridge global

* THINK TANK business, policy, and social impact in an increasingly
interconnected world.

The Think Tank’s vision is to help the world gain insights through collaboration, open
dialogue, and evidence-based thinking — bringing together leaders across sectors and
regions to share perspectives, surface challenges, and capture key data that drives
better decisions. Through research, convenings, and cross-border partnerships,
Impact Think Tank translates complex global frameworks into practical strategies —
ensuring that impact is not only discussed, but designed, measured, and acted upon.

About the Author

This white paper contains the views and analyses of Kaveri
Andersson is a strategist and thought leader focused on
sustainable transformation, organisational culture, and
equitable operational systems. She leads research at
Impact Think Tank, blending policy insight, systems design,

and social sustainability frameworks to help organisations
build resilient, inclusive, and future-ready enterprises.
Kaveri has worked extensively on issues of organisational
equality, social sustainability, and cross-sector

Kaveri Andersson transformation, bringing an integrative perspective that
connects regulatory evolution with human systems and
long-term performance.
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