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ABOUT VCMI

The Voluntary Carbon Markets Integrity Initiative (VCMI)
is a multistakeholder platform to drive credible, net zero
aligned participation in voluntary carbon markets (VCMs).
VCMTI's goal is to ensure VCMs make a significant and
meaningful contribution to climate action and limit global
temperature from rising to 1.5°C above pre-industrial
levels, while also supporting the achievement of the UN
Sustainable Development Goals (SDGs).

Through consultation with stakeholders from civil

society, the private sector, Indigenous Peoples, local
communities, and governments, VCMI intends to develop
and communicate guidance on how carbon credits can be
voluntarily used and claimed by businesses and others as
part of credible, net zero decarbonization strategies. It also
engages countries to support development of strategies to
access VCMs to drive ambitious climate mitigation.

The UK Government is supporting VCMI, as announced by
COP26 President-Designate Alok Sharma at the Climate
and Development Ministerial on 31 March 2021. To date,
VCMI has been led by Meridian Institute, a US-based
not-for-profit organization, and supported by consultants
(hereafter referred to as the VCMI Consortium).

The VCMI Consortium’s role is to refine the scope,
governance and processes that will underpin VCMI in its
future phases. The Initiative is co-funded by the Children’s
Investment Fund Foundation (CIFF) and the UK Department
for Business, Energy and Industrial Strategy (BEIS).

ABOUT THIS PAPER

Aligning VCMs with the 1.5°C Paris Agreement Ambition:
A Global Consultation Report of VCMI (hereafter simply
the Consultation Report or CR) is a product of the VCMI
Consortium. As described in more detail below, the intent of
the paper is to spur dialogue and an exchange of ideas to
inform the development of VCMI guidance during the next
phase of the VCMI process, which will be overseen by the
VCMI Steering Committee.

The subject matter addressed in this Consultation Report
relies upon a complex, evolving, and interrelated set of key
terms. In an effort to be clear about the definitions used,
the VCMI Consortium has developed a Glossary of Key
Terms (Annex A).
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The Voluntary Carbon Markets Integrity
Initiative (VCMI) aims to coalesce
stakeholders around a shared vision for high
integrity use of carbon credits for voluntary
purposes and work together to realize this
vision. As companies and other non-state
actors set climate targets, there is growing
interest in voluntary carbon markets (VCMs).
Provided the carbon credits purchased are of
high integrity, VCMs provide an opportunity
to channel private sector finance into
mitigating climate change, protecting nature
and supporting sustainable livelihoods at a
time when finance is urgently needed.”

VCMI is looking to connect with and align and
amplify those initiatives that share VCMI's
vision for high integrity VCMs. In addition,
VCMI will focus on a few key areas where
there is a clear need for additional work.

As such, this Consultation Report (CR) is
intended to serve as a foundation for an
intensive consultation process that will

be initiated alongside the official launch

of VCMI. More details on this process are
described below. The Report proposes areas
of engagement that are complementary to
existing initiatives that seek to enhance the
integrity of VCMs. As such, we are looking for
input and feedback from a large and diverse
group of stakeholders. This Report draws

on extensive discussion and consultations
with practitioners, civil society, businesses,
governments, and academics, and is
supplemented with a number of working
papers that can be found [here].

VCMI — Voluntary Carbon Markets Integrity Initiative

This document:

Provides an overview of the opportunity
for VCMs to make a meaningful
contribution toward the Paris Agreement
ambition to limit global warming to 1.6°C
above the pre-industrial era;

Proposes a role for VCMI and offers what
we hope will be a compelling vision for the
future of VCMs, along with ten principles

to enable high integrity and high ambition
voluntary corporate actions;

Takes a more in-depth look at a number
of critically important issues for high
integrity supply and demand in VCMs;

Proposes an option for how to categorize
different types of claims, utilizing claims in
relation to corporate engagements

in VCMs;

Proposes options for strengthening
oversight of VCM integrity through a
spectrum of potential private assurance
arrangements and;

Discusses the governance arrangements
for VCMI itself and our planned next steps.

*Companies may provide payments for the transfer of verified emission

reductions and removals as carbon credits on a registry platform, or otherwise
provide payments for those verified emission reductions and removals but
without necessarily requiring transfer. Both activities are described in this
report as the “purchase of” or “payments period of” carbon credits.
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Accelerate Credible
Climate Action




O
(9]
D
-
-
@®
|
ge)
3
©
O
o
e
-
%)
@
5
24
2
Ll
[92)
e
T
Loy
g
5
[e}
il
=
o
<
(@)}
@
b

High Integrity Voluntary Carbon Markets
Can Accelerate Credible Climate Action

Under the Paris Agreement, 197 Parties to
the United Nations Framework Convention
on Climate Change (UNFCCC) committed to
avoiding the catastrophic impacts of climate
change by limiting global warming to well
below 2°C, with best efforts to not surpass
1.5°C, compared to pre-industrial levels!
Current climate pledges would result in 2.4
°C of warming above pre-industrial levels this
century — far above the defined “safe upper
limit” of 1.5°C of warming.”® While action to
mitigate climate change and adapt to its
impacts is urgently needed, global finance
flows are further entrenching unsustainable
economic pathways.*® The United Nation’s
Intergovernmental Panel on Climate Change
(IPCC) reports that an additional investment
of US $2.4 trillion is needed each year in

the energy system alone until 2035 to limit
warming to 1.6°C°

Many companies are stepping up to support
global climate action. Despite the disruptions
of the COVID-pandemic, in 2020, the number
of corporate “net zero” climate commitments
more than doubled.” Companies are under
increasing pressure from consumers,
investors, and governments to show they

can constructively contribute solutions to the
climate problem. At the time of writing, more
than 3,000 companies have signed up to the
United Nation’s Race to Zero campaign,® and
more than 1,500 companies have committed
to set science-based greenhouse gas (GHG)
emission reduction targets as part of the
Science Based Targets initiative (SBTI).
More than 700 businesses — with a combined
revenue of US $S4.3 trillion and employing

10 million people globally — are urging
governments to adopt policies to reverse
nature loss in this decade.”®

VCMs provide an opportunity to direct
private finance, at speed and scale, to
mitigate climate change. They can channel
significant private sector finance over the
next three decades into investment-ready
carbon saving activities, which can also have
positive ‘co-benefits’ such as energy access,
biodiversity conservation, and sustainable
economic development. The market size

was US $320 million in 2019 but could

be worth between US S5 — 30 billion per
year by 2030, with perhaps two thirds of
this channeled into nature-based solutions
(NBS).” As an illustration of the potential
scale of impact, if the Fortune Global 500
companies committed to compensating 100946
of their unabated Scope 1and 2 emissions by
2025, voluntary demand for carbon credits
would reach b GtCO,e in that year alone. At
an illustrative price of US $10/1CO_g, this
would cost the Global 500 US S25 billion —
less than 0.1%6 of their total revenues and less
than 1.5% of total profits.”®

But integrity is crucial. VCMs have faced
criticism in the past, e.g. around poor
environmental integrity, greenwashing, or
mis-selling. Without integrity, VCMs will not
fulfil their potential to channel finance in

line with the Paris Agreement temperature
goal. They could incentivize companies to
‘offset’ rather than reduce their emissions,
undermining decarbonization efforts and
leading to misleading claims. A shift is needed
to address risks to integrity — on both demand
and supply sides — and build trust and
credibility in VCMs that are fit for the future.

“‘Businesses need to get serious and ensure their climate commitments and
strategies are ambitious, credible, and aligned with Paris. The days of buying cheap,

low-quality credits and delaying feasible decarbonization options are over.”
Rachel Kyte, VCMI Co-Chair
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The Role of VCM|

VCMI is an umbrella initiative that aims to
engage key stakeholders in pursuing a shared
mission that aims to ensure the use of VCMs
strengthens — rather than undermines —
global action towards achieving the goals of
the Paris Agreement. This mission will require
a deep collaboration among civil society,
public institutions, and private companies.
VCMI will seek to connect, align, and amplify
efforts that minimize integrity risks and
maximize the proposed vision for the future
of VCMs.

To guide this collective action, VCMI proposes
the following as a vision for the future of
voluntary carbon markets:

Voluntary carbon markets will make a
significant, measurable, and positive
contribution to the transition of the

global economy to a 1.5°C future

while also promoting inclusive,
sustainable development in line with
the United Nation’s Sustainable
Development Goals (SDGs).

During the Inception Phase of VCMI, the
VCMI Consortium gathered insights, ideas,
and concerns through over 50 interviews
with nearly 200 stakeholders representing
perspectives from civil society, the private
sector, governments, and Indigenous
Peoples representatives. In addition, the
VCMI Consortium, in collaboration with the
UN Development Programme’s Climate

and Forest Team, participated in two group
sessions with 85 participants from 32 forest
countries in Africa, Asia-Pacific, Latin America,
and the Caribbean.

VCMI — Voluntary Carbon Markets Integrity Initiative

Two initial priorities for VCMI in the coming
months include:

1.

Promoting demand-side integrity.
VCMI intends to propose a

categorization scheme for legitimate
voluntary use of carbon credits

and related claims to ensure that
stakeholders can easily understand the
climate impact of a company’s actions.
Linked to this, VCMI will promote

the associated “business cases” for
voluntary purchases of carbon credits
to help scale high integrity VCMs.

2. Promoting supply side integrity

and access. The VCMI's focus on

the supply-side will be to engage with
countries to develop policy options

and strategies and build technical
capacity to promote access to high
integrity VCMs. The VCMI will also seek
to engage in and monitor supply-side
integrity efforts to ensure transparency
and assurance of high-quality carbon
credit supply.

Initial priorities of

' the VCMI Initiative

Figure 1 — Proposed Role of the VCMI in Supporting

Global Efforts to Achieve the Paris Agreement

The Paris Agreement

Global goal to avoid dangerous

climate change by limiting global
warming to well below 2°C and
pursuing efforts to limit it to 1.5°C

1. Vision for Voluntary Carbon Markets

VCMs make a significant, measurable, and
positive contribution to the transition of the global
economy to a 1.5°C future while also promoting
inclusive, sustainable development in line with the
United Nation’s Sustainable Development Goals.

2. Ten Principles for High Integrity and High Ambition
Voluntary Corporate Climate Action

VCMI proposes Ten Principles which relate to both the supply-side
access and demand-side of the VCMs and are intended to guide
country access strategies and corporate climate action and to
support the vision for the VCMs.

3. Supply-side Integrity and VCM Access Strategies

VCMI will monitor, collaborate with, and engage in efforts to ensure
supply side integrity and assist low and moderate income countries
develop and implement VCM Access Strategies.

4. Claims Categorization, Utilization and Supporting Transparency Criteria

VCMI proposes high-level categorization and utilization scheme for claims and
associated criteria that can be used by companies to transparently communicate
how carbon credits are being utilised as part of their climate mitigation strategies.

Consultation Report
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Principles for High Integrity and High
Ambition Voluntary Corporate Climate Action

VCMI proposes ten overarching principles
for high integrity and high ambition voluntary
climate action. The principles relate to both
the supply-side and demand-side of the
VCMs and intend to guide private sector
climate action. They reflect input received
during VCMI’s initial inception phase and
build upon the excellent work of a number of
organizations and initiatives including — but

not limited to — the Science Based Targets
initiative, the Science Based Targets Network,
the Natural Climate Solutions Alliance, the
Oxford Principles for Net-zero Aligned Carbon
Offsetting, the Greenhouse Gas Protocol,

the Climate Disclosure Standards Board,

the Taskforce on Climate-related Financial
Disclosures, and Climate Action 100+.

Ten Principles for Voluntary Corporate Climate Action

10.
Collective &
predictable

action

2]

2.
Comprehensive
action

3

Consistent Vision Equity-oriented
action

action

Voluntary carbon markets will
make a significant, measurable, and
positive contribution to the transition
of the global economy to a 1.5°C future

38

NDC-enabling
action

while promoting inclusive, sustainable
development in line with the United
Nation’s Sustainable Development
Goals (SDGs).

4.
Nature-positive
action

7. 5.
Transparent Rapid action
action
Scaled-up
action

VCMI — Voluntary Carbon Markets Integrity Initiative

Company strategies, targets, activities, and
engagement in VCMs are underpinned

by the latest scientific consensus on safe
upper limits for global warming. As such,
the 1.6°C Paris Agreement temperature
target (with no or limited overshoot) is the
North Star™ Companies align with the
science-based mitigation hierarchy which
means delivering emission reductions within
their value chains as a first-order priority.

2. Comprehensive action

Private sector climate targets and action
are built upon accurate and complete
greenhouse gas inventories in line with the
requirements set out in the GHG Protocol.”®

3. Equity-oriented action

Private sector climate action is consistent
with achievement of broader Sustainability
Development Goals (SDGs)™® and

the concept of a “just transition”"” As
such, business activities ensure social
safeguards and support healthy, inclusive,
and resilient livelihoods and economies.

4. Nature-positive action

Private sector climate action, including
actions taken through VCMs, is aligned
with the need to bend the curve on nature
and biodiversity loss and move toward

a nature-positive state of recovery and
renewal.®

5. Rapid action

Companies take immediate action on
climate recognizing that this decade is
critical if we are to avert potential tipping
points — for example, where carbon sinks
turn into sources due to temperature
rises.” In recognition of this, businesses
set and take action to realize short-term
targets (e.g. b years) — as well as ambitious
mid- and longer-term targets.

6. Scaled-up Action

Businesses raise their ambition to make
significant investments in climate mitigation
outside their value chains — for example,
through voluntary purchases of high integrity
carbon credits.

7. Transparent action

Companies are transparent about the
scope, boundary, use of carbon credits, and
terminologies relating to their commitments
and activities and should publicly report on
progress and learnings.

8. NDC-enabling action

Companies contribute to the finance
flows needed to achieve and enhance
climate ambition in Nationally Determined
Contributions (NDCs) under the

Paris Agreement.

9. Consistent action

Companies require climate action plans

that fully align their businesses with net zero.
This spans everything from their investments,
governance structures and their lobbying
efforts and the advocacy of affiliated
membership of industry associations.

10. Collective and predictable action

Companies align VCM engagement with host
country policies and work in partnership with
other corporates, NGOs, local stakeholders,
and communities to collectively maximize the
climate and sustainable development benefits
of carbon markets.

Consultation Report 19
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Real and Verified Carbon Credits

Currently, companies and investors rely

on carbon standards developed and
maintained by private sector and NGO
entities (which are elaborated upon below)
that set out the criteria and requirements
for the issuance of carbon credits. This
includes an assessment of the activities and
methodologies generating carbon credits in
relation to common quality features: (i) robust
baselines; (i) additionality; (iii) permanence
of emission reductions or removals; (iv)
addressing leakage; and (v) absence of
double counting.?® Carbon methodologies
endorsed by standard setting bodies require
those quality features, in addition to the
requirements set forth in the standards
themselves. Some standards will also
assess and certify other attributes such as
biodiversity conservation and sustainable
livelihoods.?" And although all reputable
carbon standards seek to verify carbon
credits reliably, they vary in their approach to
securing these quality features (i—v above),
leading to different quality outcomes.

Investors and companies do not currently
have the tools to easily compare quality
features and/or cost of carbon credits.
While VCM registries” enable the public
to view some details about projects and
carbon credits, divergences between the

VCMI — Voluntary Carbon Markets Integrity Initiative

way registries collect and organize data can
make comparison difficult.” In addition, this
data is not always detailed enough to enable
independent assessments of carbon credit
quality features across the full spectrum of
their carbon methodologies. Price may be
indicative of the quality of carbon credits,??
but not always due to the fragmented and
relatively opaque nature of VCMs. While
some exchangest provide an indication of
carbon credit prices, these are not always
publicly accessible and do not necessarily
disaggregate between different carbon credit
types or represent prices across VCMs.

The development of new tools and access to
more information, such as credit-level data,
would help increase supply-side transparency
and help drive higher prices for quality
features. For example, the Taskforce on
Scaling Voluntary Carbon Markets (TSVCM)
identified concerns with carbon credit quality
as key to buyers’ hesitancy in engaging with
carbon markets?®and are developing a set
of Core Carbon Principles to label carbon
credits that comply with specific quality
criteria and attributes. VCMI will continue to
engage in, collaborate with, and monitor the
TSVCM's activities on supply-side integrity
and governance.

* For example, Verra Registry, Gold Standard Registry, Climate Action Reserve Registry,
American Carbon Registry, Clean Development Mechanism, and Plan Vivo.

1 The World Bank and HIS Markit are collaborating to develop a meta-registry that intends to
consolidate data across registries.

1 For example, the GEO spot and futures contracts can be traded on CBL's exchange. Each
GEO contract corresponds to a tonnage of CO2e offset, thereby enabling price discovery in

the voluntary market.

Image: lan Teh for Panos Pictures/Food and Land Use Coalition

Capacity Building to Support Supply-Side Access

Strong technical and institutional capacity
across entities involved in VCMs is a key
requirement and enabler for generating

a pipeline of high quality carbon credits.
While VCMI recognizes this is not the only
requirement, it will seek to focus and support
capacity building efforts. This is in recognition
of the importance of connecting a dialogue
on high integrity voluntary demand with
supply-side contexts.

To support countries to strategically engage
in VCMs, VCMI will work with country
stakeholders to develop an initial series

of VCM Access Strategies. These VCM
Access Strategies aim to support countries
in their efforts to maximize their return

on investments that will be necessary to
generate high integrity supply (i.e. emission
reductions and removals that are aligned
with national climate strategies, contribute
to — and go beyond — the NDCs, and
support overall global climate action). The
VCM Access Strategies will aim to identify
high integrity buyers so countries and their
potential private sector partners can enter
into effective and constructive partnerships
to identify and accelerate purchases of high

integrity carbon credits through VCMs and
facilitate multi-stakeholder partnerships by
COP26 and beyond.

In short, the VCM Access Strategies
developed under the auspices of VCMI will
identify opportunities for accessing direct
investment into country-specific mitigation
action, aligning VCMs finance flows with
national climate policy and finance priorities.
These strategies will take into account
countries’ prior experiences and particular
circumstances, including existing carbon
finance mechanisms and infrastructure.

An initial portfolio of VCM Access Strategies
will be developed with a diverse range of
countries that illustrate different approaches.
Some of these will be aimed at facilitating
forest countries” engagement with VCMs;
others will be aimed at other types of
emission reductions and removals.

VCMI will also engage a group of countries
who are supporting VCMI's goals and
objectives. These countries will offer strategic
insights, perspectives, and feedback on issues
relevant to the VCMI's work.

Consultation Report 23
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Double Counting and Real or Perceived Risk of

“Double Claiming”

Avoiding “double counting” — i.e. counting
the same emission reduction twice — is a
widely accepted integrity requirement for
VCMs. A related concept often conflated
with “double counting” is that of “double
claiming”. There are situations in which
both the host country where the credit was
generated and the purchasing company
make some use of the emission reduction
or removal represented by the carbon credit.
For example, the host country may report
them as pertaining to government action,
while the company uses the same emission
reduction or removal to make claims about
their climate performance. This is referred
to as “double claiming” and may impact on
the uniqueness of the claim, and there are
concerns that double claiming matters for
the integrity of VCMs.

Double claiming does not result in double
counting of GHG emission reductions under
the Paris Agreement, as long as only one
country counts a relevant emission reduction
or removal as having taken place within its
territory at any given time, including after
any international transfer. In the context of
international transfer of emissions reductions
or removals, such as those envisaged under
Article 6 of the Paris Agreement, the host
country would make a “corresponding
adjustment” to its own accounts to ensure
that it no longer counted the abatement,
which was now being used by the acquiring
country. In the context of VCMs, the host
country would count the GHG emissions
reduction or removal.

When it comes to the overall merits of
corresponding adjustments for VCMs,

there is a debate over whether they would
increase overall mitigation efforts and result
in a net climate benefit. Those in favor of
applying corresponding adjustments in
VCMs argue they increase the credibility of
VCMs transactions, for example by managing
real or perceived risk of double claiming.
These views are countered by concerns that
demands for corresponding adjustments
under VCMs, and the associated institutional
capacity requirements and understanding
regarding implications for NDCs, would limit
VCM purchases and private finance flows.
Questions and approaches concerning the
appropriate application of corresponding
adjustments in VCMs will therefore depend
not only on purchasing and usage contexts,
but also on transitional considerations which
allow for the finalization of Article 6 and
institutional capacity building.

Consultation Report 27
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Credible Corporate Climate Commitments

Shareholders and other stakeholders are
increasingly expecting that companies

align the ambition of their private climate
commitments with Paris Agreement
temperature goals.” This means first
prioritizing Scopes 1, 2, and 3 emission
reductions in line with limiting global warming
to 1.5°C compared to pre-industrial levels and

reaching ‘net zero’ by 2060 or earlier.

What does Net Zero emissions mean?

The IPCC defines net zero as the point
when “anthropogenic emissions of
greenhouse gases to the atmosphere
are balanced by anthropogenic removals
over a specified period”. The Paris Agree-
ment sets out the need to achieve this
balance by the second half of
this century.

VCMI — Voluntary Carbon Markets Integrity Initiative

The ‘net zero’ terminology has acted as

a magnet for voluntary corporate climate
commitments, with companies, cities, and
investors rushing to make announcements
ahead of COP26 in Glasgow this November.?®
At the same time, stakeholders have
expressed concern about the lack of clarity
of those commitments, with widespread
confusion linked to the discrepancy in their
calculation and communication. For example,
commitments include different emission
sources and gases, different scopes or target
boundaries, different timelines, different
emission reduction trajectories, and different
approaches to the use of carbon credits.?®
This is in part because there is no widely
agreed-upon definition of net zero at the
corporate entity level.

Image: Partnerships for Forests

The Role of Carbon Credits in Corporate

Climate Commitments

Credible climate commitments demand clear
pathways to ‘net zero’ and a clear and legiti-
mate role for the use of carbon credits as part
of corporate climate action plans which align
their businesses with net zero. The imperative
for overall and absolute emissions reductions
globally, to keep 1.5°C within reach, necessarily
means the end to ‘traditional’ offsetting —
where carbon credits are purchased instead of
reducing avoidable emissions within the value
chain of a company [see Box 1 below]. It is no
longer sufficient or legitimate to achieve long-
term ‘equivalence’ through counterbalancing
emissions with carbon credits. Instead, the
use of carbon credits should be additional to
abatement and should be carefully managed
to avoid replacing other forms of public and
private action. As a result, proposals for differ-
ent and more nuanced ways of using carbon
credits and associated claims are emerging.

For example, the SBTi has proposed ter-
minology that describes the use of carbon
credits when used in addition to setting a
science-based net zero transition pathway
as follows:

— The term “compensation” refers to: (i) a
company’s efforts to prevent, reduce or
eliminate emissions outside of its value
chain; (i) companies in all sectors can
catalyse action in VCMs as part of an
effort to counterbalance as-yet-unabat-
ed emissions as they transition toward a
state of net-zero emissions; and (i) these
efforts should not be counted as part of a
company’s net zero efforts.

" See e.g., the foundations published by the Science Based Targets initiative:
https:/sciencebasedtargets.org/resources/files/foundations-for-net-zero-
full-paper.pdf and commentary by the WRI: https:/www.wri.org/insights/
corporate-financing-nature-based-solutions-what-next

T TSVCM, CPLC, SBTi etc

1 It is worth noting that neutralization does not necessarily require purchasing
of carbon credits, as emissions can be directly neutralized by a company and
accounted for as Scope 1removals.

— The term “neutralization” refers to: (i) a
company’s efforts (which can either take
place within or outside of its value chain)
to remove carbon from the atmosphere
in order to counterbalance any residual
emissions that are not feasible to abate;
and (i) such neutralization efforts could
be counted as part of a company’s net
zero efforts as they approach their net
zero date*

The diversity of possible usages, claims,
contexts, carbon credit attributes, sectoral
decarbonization pathways, and combinations
therein means there is unlikely to be — and
should not necessarily be — a one size fits
all approach for high integrity VCMs, espe-
cially in the short-term. But common integ-
rity guardrails, transparency, and assurance
mechanisms are essential. This provides the
basis for a shift in the role VCMs can play
to accelerate credible climate action and is
where VCMI will seek to develop common
solutions to promote thriving, trusted, and
impactful VCMs, starting with a focus on
promoting transparent claims.
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Box 1: ‘Traditional’ Offsetting: Context

One of the first carbon transactions was brokered in 1989, but offsetting only properly took off
with the Kyoto Protocol’s flexible mechanisms, particularly the Clean Development Mechanism,
which registered its first project in 2004. Compliance carbon markets that included the use

of “offsets” were, to different degrees, developed at the regional level — with the EU Emissions
Trading Scheme — as well as at national and subnational levels, such as in Canada and Califor-
nia, during the 2000s.

In parallel, albeit at a slower pace and smaller scale, VCMs grew. Different private carbon stan-
dards emerged in the 2000s — such as the Climate Action Reserve, the Gold Standard, the
Verified Carbon Standard, and the American Carbon Registry. By voluntarily purchasing carbon
credits registered under these standards, companies, individuals, and NGOs have been able

to counterbalance a portion of their carbon footprint. In regulated markets, offsetting has been
used to claim compliance with mandatory GHG reduction obligations, whereas in VCMs offset-
ting has predominantly been used to claim carbon neutrality for a particular year of operation,
event, or product.

The intention of using a carbon credit as an offset is that it can enable “equivalent” environ-

mental outcomes to be achieved in a cost-efficient manner and deliver finance where it is often
most needed. Moreover, some types of carbon credits used for offsetting can support environ-
mental and social co-benefits, particularly those generated from nature-based solutions (NBS).

Despite these advantages, the role of offsetting to deliver environmental solutions is clearly
limited. Concerns exist that simply counterbalancing emissions potentially carries a disincen-
tive for actual and steady emission reductions within corporate boundaries. The major risk has
always been that offsetting would turn into a cheap license for companies to continue polluting
and delaying their own GHG reductions.

Consultation Report

33




VIII.
Preliminary Proposal
for Categorization and

Utilization of VCM-
Related Claims
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Today, thousands of companies are making
a variety of claims associated with their
carbon credit purchases, their current

GHG emissions performance, and future
climate commitments.” This proliferation of
carbon credit-related claims comes with an
assortment of different usages — offsetting,
compensating, neutralizing, insetting, and
financing additional mitigation contribution —
as well as concepts, including carbon neutral,
climate neutral, net zero, carbon negative,
and climate positive. The lack of transparency
has resulted in limited public confidence in
corporate claims for several reasons:

Precision: Often, claims are formulated

with vague or imprecise language. Even the
most commonly employed terms — such

as net zero and carbon neutral — are used
by different companies to mean different
things and represent different actions. This
creates confusion about what exactly a
company is claiming and leaves room for
misinterpretation, even when there is no
intention to mislead shareholders, investors,
or consumers. In addition, there is no clear
framework for understanding which claims
imply greater or lesser climate action. This
section of the Consultation Report is a
starting point for the development of a
categorisation and common typology of high
integrity claims that would help to address
this issue.

Transparency: The activities, inputs, or
processes upon which claims are based —
including the nature of any purchased carbon
credits that provide the basis for the claim

- are often internal to a firm’s operations and
largely unobservable to outsiders. Companies
do not always disclose their use of carbon
credits. In addition, there is no common
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mechanism for understanding the quality

of the carbon credits that have been used

in support of these claims. While a number
of climate-related disclosure initiatives

are emerging to shed light on companies’
climate strategies, the quality, consistency,
completeness, and granularity of information
provided remains patchy.

Assurance: The absence of robust or
independent assurance can allow companies
to disguise or strategically overstate their
climate performance for reputational gains
and market share — an approach that has
been dubbed ‘greenwashing’.

But this does not mean that companies
should refrain from engaging in VCMs. On the
contrary, VCMs provide a valuable opportunity
to contribute to mitigating global climate
change. If the carbon credits purchased are
real and verifiable, this can deliver critical
finance for climate mitigation and promote
international and cross-sector partnerships.

To fully maximize this potential, it is important
that any claims made based on engagement
in VCMs accurately reflect the nature of the
engagement. It is essential that companies
are not using carbon credits to make claims
that would mislead their stakeholders —
including investors and customers — into
thinking that the organization is taking more
ambitious mitigation action than they are in
reality. In addition, the array of claims should
be clearly structured according to their
potential climate impact and accuracy in
framing the use of carbon credits, including
what is required from a company to merit
each claim. Finally, the data underlying
these claims should be disclosed and,

where possible, independently verified.

* About one-fifth of the world’s 2,000 largest publicly listed companies — covering over 60%
of global emissions and representing USS 14 trillion in sales — have committed to a “net-zero”

emissions target. click here for more info

and Use Coalition
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Given the diversity in corporate climate commitments and the various ways that carbon credits
can be claimed against such commitments, it is important that companies know exactly what it
is they have committed to and how to responsibly communicate it. A number of quality criteria
apply to all claims (see Box 2)

Box 2: Criteria of Transparent Claims

High-integrity claims that relate to the voluntary purchase of carbon credits should
meet the following criteria:

a) must be true and accurate.

b) must be clear and relevant to their target audience.

c) must be substantiated with objective, transparent, and up-to-date data.

d) must avoid overstating the beneficial environmental impacts of the activities.

e) must avoid creating a false impression or hiding trade-offs.

f) must refer to voluntary actions or achievements that go beyond complying
with existing legislation or standard business practice.

Beyond these general criteria, various criteria could apply to corporate climate-related claims
resulting in categorisation of claims, which VCMI may further develop in the future.



http://https://www.ox.ac.uk/news/2021-03-23-net-zero-pledges-go-global-now-action-needs-follow-words-oxford-eciu-report and  https://www.reuters.com/article/us-global-climate-carbon-business-trfn/net-zero-emissions-Targets-adopted-by-one-fifth-of-worlds-largest-companies-idUSKBN2BF2ZX
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As previously referenced in this report,
companies make a range of claims about
how and why they are using carbon

credits. The types of claims companies

can legitimately make are a function of

the purpose for which companies have
purchased carbon credits and how carbon
credits are ultimately integrated into and
accounted for in corporate climate strategies
and emission reductions pathways.

There are numerous ways to categorize
claims, including distinguishing between
claims made at a corporate level versus at
the brand, service, or product level. Another
way to describe and categorize claims is to
organize them according to the time-point in
which the action or benefit underpinning the
claim is realized:

— Claims about what a company pledges to
do, i.e. a future commitment, are referred
to as commitment claims, such as
reaching net zero by 2050.

— Claims about changes to the status quo,
i.e. what has been achieved, are referred
to as achievement claims, such as
claiming to be carbon neutral today.
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Commitment claims are normally
communicated in companies’ sustainability
reports and media announcements, while
achievement claims are generally made
through labelling, advertising, or other
promotional materials (see Figure 2).

Commitment claims communicate a

corporate climate target — typically an
intention to reduce emissions within a
company’s value chain and/or balance
unabated value chain emissions — by a
certain year in the medium- to long-term.
These claims are, by definition, aspirational
in nature and often convey an intention to
pursue a defined decarbonization trajectory
to reach the announced target.

Commitment claims refer to a pledge
to reach a carbon or climate-relevant
target over time, such as a science-
based net zero target or a future carbon
neutrality target. The commitment in
question may involve establishing a path
to reduce emissions within a company’s
value chain, and/or an intention to
balance unabated value chain emissions
with carbon credits at a future date.

Figure 2: Overview of Commitment and Achievement Claims

PROMISES AND REPRESENTATIONS TOWARDS INSTITUTIONAL STAKEHOLDERS AND CONSUMERS
The carbon credit is used by a company to offset or compensate for emissions at organizational or product level

1. COMMITMENT CLAIM

Nature

Primary audiance

Examples of claims

Communicates an intent to reach a particular climate target by a certain year in
the medium to long term. Aspirational in nature.

International community as a whole, including investors, shareholders, consum-
ers and civil society organizations.

2040 net zero commitment, 2030 carbon neutral commitment.

2. ACHIEVEMENT CLAIM

Nature

Primary audiance

Examples of claims

Highlights a climatic feature or attribute that has already been measured and
achieved. Conveys a statement of fact.

Consumers and investors.

Carbon neutral company, carbon neutral coffee.

While some companies may choose to only make one type of claim about their interaction with the VCM, others
may wish to make acheivement and commitment claims at different times in their emissions pathway.
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Table 1: Examples of Commitment Claims

Table 2: Examples of Achievement Claims

Commitment

Claim

Achievement claim

To become a net zero
company by a certain year

We announce our plan to reduce our GHG emissions by half by 2030 and
achieve net zero by 20560.

Our pledge is to be net zero by 2050, even as the company continues to grow.
This pledge has been guided and validated by a third party and relates to the
climate goals set out in the Paris Agreement.

To become carbon neutral
by a certain year

We are committed to the goals set out in the Paris Agreement, and we aim to
become a carbon neutral organization by 2050.

Our entire group will become carbon neutral by 2050, including vehicles, offices,
plants, and processes.

To operate carbon-free
by a certain year

We are committing to operating carbon-free by 2030.

According to emerging consensus
(championed notably by the SBTI) to achieve
net zero, companies must align the ambition
of their private targets with the Paris
Agreement temperature goal. This translates
into reducing their value chain emissions at
a specific rate and by a specific date with
interim targets that together form a ‘net
zero abatement pathway’, with any residual
emissions removed by mid-century (or even
before for more ambitious targets). VCMI
encourages companies to go further than
this where they can, through purchasing
additional carbon credits in recognition of
their current and future expected unabated
emissions and/or historical emissions.

Achievement claims are assertions made
by companies that their products already
display certain climatic attributes, or that

VCMI — Voluntary Carbon Markets Integrity Initiative

their business (or specific brands) has
already achieved a specific climate target
or ambition. VCM-relevant achievement
claims define a positive climate or carbon
performance of a product, service, event,
brand, or company. The most common
carbon credit achievement claim is that of
“carbon neutrality” or “climate neutrality”
made at point of sale of products, or in
relation to specific brands or businesses
being “carbon” or “climate neutral” today.3®

Achievement claims refer to consumer-
facing claims made by companies at point
of sale using labels and promotional material
to state that a product, brand, or the entire
organization has achieved (or maintained)
carbon or climate neutrality, or what some
refer to as ‘climate-positive’ status.

Product

Our company has been delivering carbon neutral products since 20XX.
This is possible thanks to emissions reductions and purchasing carbon credits.

The production of our products X and Y has become balance sheet
carbon neutral.

We announce that from today, carbon neutral products will be available in
our most important markets.

Service

We have been delivering 1009 carbon free electricity to our clients.

From now on, the service we provide is carbon neutral. We achieved this by opti-
mizing our internal processes and buying enough carbon credits to compensate
for the unavoidable emissions.

Organisation

Our whole organization has become carbon neutral by cutting our emissions,
procuring renewable electricity, and purchasing carbon credits.

VCMI proposes that a high integrity “carbon/
climate neutral” achievement claim should
be made alongside a net zero commitment
that is validated by the SBTi or an equivalent
scheme (where the company is on track

to meet that commitment). For example,
companies that have a valid pathway to

net zero may wish to make a claim about
their additional climate ambition while on

a “Net Zero Pathway”, highlighting they are
“on track” for net zero and they have also
compensated as-yet-unabated emissions at
that point in time. Companies may go further

and overcompensate for unabated emissions,

making them “climate positive”, as long as
they also have a valid net zero pathway and
are on track to meet it.

In the absence of a valid net zero transition
pathway (i.e. SBTi or equivalent), VCMI
encourages companies to consider other
appropriate claims when purchasing carbon
credits. This is because there is a risk that

a “carbon neutral” claim could mislead
stakeholders to believe that an organization
has aligned its ambition with the global
temperature goals agreed under the Paris
Agreement. VCMI proposes there should be
other appropriate claims companies without
net zero transition pathways can make about
positively supporting climate change outcomes
through the purchase of carbon credits and
will seek to further develop such claims.
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These proposals are put forward in the spirit
of consultation, and with the recognition
that different permutations and sub-
categories need to be further elaborated. In
particular, consideration needs to be given
to companies that want to make a net zero
commitment but operate in sectors for

which a credible net zero pathway has not
yet been articulated. VCMI anticipates that

VCMI — Voluntary Carbon Markets Integrity Initiative

there is space for a variety of legitimate and
credible claims along the ambition spectrum
and that these will need to consider a range
of additional attributes, such as emissions
coverage, types of carbon credits and any
co-benefits, and — where applicable and

in due course — appropriate application of
corresponding adjustments.

Image: © RLU/Partnerships for Forests

At present, most commitment and
achievement claims rely on payments
for the transfer of verified emission
reductions and removals as carbon
credits to a company’s registry account
with the purpose of counterbalancing®”
some portion of its emissions.
Companies may also opt to provide
payments to finance those verified
emissions reductions and removals but
without transfer as carbon credits to the
company’s registry account. This may be
for the purpose of supporting additional
climate and/or other SDG-commitments
without claiming a counterbalancing
effect on the company’s emissions.

Thus, “mitigation contribution” claims
can represent an investment in
emission reductions or removals outside
a company’s value chain without
necessarily requiring a transfer of title of
carbon credits.®® They allow companies
to support results-based action without
the requirements attached to using
carbon credits to counterbalance
emissions within a company’s value
chain as part of net zero claims.

There are different potential ways
companies can communicate and
frame a mitigation contribution in VCM
purchases (either as a commitment

or an achievement claim). For

instance, the World Wildlife Fund
(WWF) recommends, as one possible
approach, that companies set aside

a “corporate climate finance target”

and communicate a commitment to
“investing in effective decarbonization
and climate resilience efforts outside

of their company boundaries”.®®

Carbon Market Watch suggests that

a contribution approach could also be
framed as “contributing to countries’
efforts towards meeting their climate
targets under the Paris Agreement”. It
observes that, while this way of framing
may sound less attractive to businesses,
it can promote stronger ties between
companies and countries and give more
credibility to companies’ commitments.®©
Many have raised questions about the
potential demand or “business case” for
mitigation contribution claims. 4" Further
work needs to be done to assess the
potential for mitigation contribution
claims, including around communication
and incentives.
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VCMs — being voluntary — are largely
privately governed. For over two decades, the
“rules” that form the basis for creating and
issuing a valid “carbon credit” (i.e. an emission
reduction or removal that is verifiably real and
additional and has monetary value in existing
VCMSs) have been set by a number of private
sector and non-profit entities. These entities
serve as the de facto private governance
system for VCMs.

On the supply-side, standard-setting/

carbon crediting bodies develop and approve
methodologies that project developers

must adhere to if their aim is to be issued

a “carbon credit” from that entity. Several

of these have recently been approved by

the International Civil Aviation Organization
(ICAQ) to issue carbon credits under the
mandatory Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA).
Verification and validation bodies exist to
help project developers by assessing whether
their projects are compliant with the rules

of the relevant standards. Standard setting/
carbon crediting entities include mechanisms
for grievances to be raised and resolved, as
per the International Standards Organization
(ISO) requirements for such bodies.

Many of these standard setting/carbon
crediting entities develop their proprietary
standards in accordance with procedures
for setting international standards that are
defined and governed by the ISO. These
standards, protocols, methodologies, and
monitoring frameworks have provided the
underlying quality assurance function of
VCMs for the past 15+ years.

On the demand-side, there are few, if any,
private sector standards that provide an
assurance mechanism for determining the
credibility of any claims made relating to the
voluntary use of carbon credits. The ISO

is in the process of developing a “carbon
neutrality” standard to go alongside other
international standards it has established for
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GHG management and related activities.*
This process is expected to take at least

a year or two before the standard is
operational. The SBTi is in the process of
setting the first global standard for corporate
net zero target setting but is currently not
intending to develop standards for making
claims associated with either the setting
and/or achievement of such targets.

Further guidance is needed to ensure
carbon credit-related claims are made

in a responsible manner, preventing
greenwashing, and ensuring companies
indeed merit such claims. There are different
possible private assurance models to
ensure accuracy of both commitment and
achievement claims. In addition, there are
public assurance models (i.e. existing or
new laws and regulations) that can and
should be considered, particularly those
related to “truth-in-advertising” and the
prevention of greenwashing. However, such
public assurance mechanisms will take
time to develop and apply to this complex
and rapidly evolving space. Thus, VCMI is
introducing a framework for analysing the
pros and cons of a spectrum of interim
private assurance models ranging from
decentralized (or principles-based) to more
centralized (or rules-based). Table 3 provides
a summary of these assurance models.

A principles-based model would focus

on developing high-level criteria,
recommending only broad sets of actions

to align commitment claims with the

actions being taken by companies. This is
often implemented as a less centralized
model, leaving greater discretion for

the interpretation of principles and
recommendations in the different contexts.
A principles-based model may be directed at
companies making commitment claims or at
standard-setters guiding companies in their
VCM actions and in setting and achieving
their climate goals.

At the other end of the spectrum, a rules-
based system would ensure that more
detailed and prescriptive rules are developed
for the application of the agreed principles
and criteria. This option is akin to designing
an independent standard, including not only
a set of rules but also a validation and fact-
finding system to verify commitment claims
and ensure these are fully consistent with
the actions being proposed and implemented
by companies. This more centralized option

tends to leave little room for differing
interpretations. It is thus more likely to avoid
greenwashing and deceptive claims, while
promoting and incentivizing those claims
underpinned by more ambitious actions.
However, a fully-fledged standard also
requires much more time and effort to be
developed. It may also overlap with assurance
functions that could be more effectively
undertaken by other existing standards.

Table 3: Proposed Broad Options for Assurance Models

INTEGRITY ASSURANCE MODELS

General
characteristics

Principles-based
(Decentralized)

Hybrid model

Rules-based
(Centralized)

Description

Based on general principles

and criteria. Less centralized are further developed

and with greater room for
interpretation / application.

Principles and criteria

and refined via a code of
best or good practices. If
desired, a third-party may

Based on a concrete set of
rules and verification system
to ensure commitment
claims are framed consis-
tently. Akin to a full fledge

be engaged to provide standard.
independent verification
of commitment claims.

Covered entities Companies and/or Companies and/or Companies

standard-setting bodies

standard-setting bodies

Membership

Multistakeholder

Multistakeholder

May be multistakeholder
or not

Examples following
similar approaches

EDF's Mobilizing Voluntary
Carbon Markets

by IFC)

ISEAL or the Operating
Principles for Impact
Management (hosted

Certification by the Round-
table on Sustainable Palm
QOil (RSPO) or the Round
Table on Responsible Soy
Association (RTRS)
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In the middle of this assurance spectrum
lies a hybrid approach, in which principles
and criteria are followed by additional
guidance — e.g. a code of best or good
practices — that is widely consulted, refined,
and published regularly (e.g. every three
years). This option can provide greater
certainty in the desired application of
principles and criteria, while steering away
from becoming yet another standard to be
observed by companies. The refinement of
criteria and publication at regular intervals
would ensure that guidance remains
relevant and consistent with the evolution of
VCMs and the key technical concepts and
terminologies. If later a need is identified to
ensure greater centralization, a third party
could be designated to independently verify
the framing of commitment claims in line
with the guidance provided.

Another key consideration — on both
demand- and supply-sides — is the need to
ensure complementarity between VCMs and
regulated market-based mechanism, and
other forms of climate regulation. Interactions
between voluntary and regulated markets
are increasingly common. For example,

some existing interactions between VCMs
and compliance-based market mechanisms
include:

— The Clean Development Mechanism
contains a formal body, operating under
international law, with the responsibility of
approving individual projects to generate
“Certified Emissions Reductions” (CERs).
CERs may be purchased voluntarily to
meet self-imposed climate targets.

— Under CORSIA, some voluntary carbon
credit standards and methodology types
have been approved as eligible for use
by airline operators to fulfil their
compliance obligations.*

— At a domestic level, California’s emissions
trading system (ETS) enables companies
to use carbon credits certified by certain
voluntary standard setting/carbon
crediting entities to contribute towards
their obligations.

— Colombia employs a carbon neutrality
mechanism as part of its carbon tax,
which allows companies to reduce their
tax burdens by purchasing carbon
credits from domestic conservation and
restoration projects that are certified
by recognized pre-designated private
standard setting/carbon crediting entities.
A portion of the tax revenues are also
used to invest in nature-based solutions.®

As VCMs continue to grow and scale-up,
greater assurance will be needed. Additional
independent oversight would help build and
secure trust in the market in the short- to
medium- and long-term. This goal will require
careful consideration of quality assurance
and private and public sector assurance
systems and arrangements.

Image: © Feri Latief/Partnerships for Forests
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Next Steps and Future Priorities

Figure 4: Indicative timeline

From July 2021, VCMI will be led by a Steering  also serve as the high-level decision-making of the VCMI Initiative
Committee. The Steering Committee will de- body of VCMI. It will be supported by an
termine the strategic direction of VCMI based  Expert Advisory Group and a Secretariat
on stakeholder feedback. The Committee will (see Figure 3).
March 2021 Establishment of
VCMI Initiative
Figure 3: VCMI Governance Framework March — Inception phase
June 2021 (desk research, stakeholder

mapping, interviews
and analysis, report drafting)

Steering Committee

July 2021 Launch of the
Consultation Report

July - Consultation and

Expert Advisory Group Gl Lo October 2021 refinement phase
Secretariat

November Communications

around COP26

Country Contact Groups

Post-COP26 Consolidation and
implementation phase

Under this framework, VCMI will 3. Supporting strategic country engagement

pursue several areas of further work in to promote access to high integrity VCMs

partnerships with other initiatives, including: and to develop partnerships among and
between countries to help shape both

1. Developing high integrity demand-side domestic and global high integrity VCMs.

guidance for VCMs, including on corporate

claims through engaging with and aligning,  Any additional areas of further work will be
where applicable, with supply-side integrity ~ elaborated upon by the Steering Committee.
initiatives.

2. Supporting “end-to-end” transparency
tools to enable effective oversight and
the development of “fit for purpose”
VCMs integrity private/public assurance
arrangements.
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Annex A: Glossary of Key Terms

TERM DEFINITION

Abatement Measures that companies take to prevent, reduce, or eliminate sources of GHG emis-
sions within their value chains.

Additionality A key characteristic of carbon credits, ensuring that carbon emissions are lower than
if the project had not been implemented.?

Article 6 The voluntary cooperation mechanisms that will assist governments in implementing

their NDCs as part of the Paris Agreement. They include Internationally Transferred
Mitigation Outcomes (ITMOs) between governments, an international carbon market,
and the use of development aid.? The rulebook for Article 6 is the only part of the
Agreement that is yet to be finalized; eligibility of forest units is an open question.

Avoided emissions

Emission reductions that occur outside of a product’s life-cycle or value chain, but as
a result of the use of that product. 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.

Baseline

The business-as-usual scenario the mitigation activity is compared against. The base-

line must be robust and realistic. It runs the risk of being inflated to generate more
credits.®

Cancellation of a
carbon credit

The definitions of cancellation and retirement vary between carbon standards and
programs. For the purposes of this work, cancellation refers to a situation in which
the carbon credit is put out of circulation without being used towards any particular
carbon neutrality or GHG reduction goal. On the other hand, retirement refers to a sit-
uation in which the carbon credit is directly used towards a carbon neutrality or GHG
reduction goal. See also the definition of retirement of a carbon credit below.

=Y

DEFINITION

Carbon dioxide
removal / greenhouse
gas removal

Carbon dioxide removal (CDR) refers to the process of removing CO,, from the atmo-
sphere. Since this is the opposite of emissions, practices or technologies that remove
CO, are often described as achieving “negative emissions™. The process is sometimes
referred to more broadly as greenhouse gas removal (GHGR) if it involves removing
gases other than CO.,

There are two main types of CDR: either enhancing existing natural processes that re-
move carbon from the atmosphere (e.g. by increasing its uptake by trees, soil, or other
“carbon sinks”) or using chemical processes to, for example, capture CO, directly from
the ambient air and store it elsewhere (e.g. underground). All CDR methods are at
different stages of development and some are more conceptual than others, as they
have not been tested at scale.’

Carbon neutrality

In the global context, carbon neutrality is the same as net zero carbon dioxide (CO,)
emissions which are achieved when anthropogenic CO,, emissions are balanced
globally by anthropogenic CO, removals over a specified period.? But in the sub-global
context, companies can achieve carbon neutrality through purchase of carbon cred-
its from activities that reduce, avoid or temporarily capture GHGs equivalent to the
volume of all CO, emissions.?

Carbon offset

A carbon offset broadly refers to a reduction in GHG emissions — or an increase in
carbon storage (e.g., through land restoration or the planting of trees) — that is used
to compensate for emissions that occur elsewhere. A carbon credit that is being used
for the purpose of offsetting is a transferrable instrument certified by governments

or independent certification bodies to represent an emission reduction of one metric
tonne of CO,, or an equivalent amount of other GHGs.'® VCMI recommends avoiding
the conflation of offsets and carbon credits as carbon credits can be used for purpos-
es other than offsetting, and offsetting can be accomplished through other mecha-
nisms than purchasing carbon credits.

Carbon credit

An emissions unit that is issued by a carbon crediting program and represents an
emission reduction or removal of greenhouse gases. Carbon credits are uniquely seri-
alized, issued, tracked, and cancelled by means of an electronic registry.®

56 VCMI — Voluntary Carbon Markets Integrity Initiative

Carbon Standard /
Carbon Standard Setting

The term carbon standard is often used to refer to an entity that develops and pro-
mulgates standards (i.e. methodologies, protocols, and requirements) that must be
adhered to by project developers and applied third-party validators in order for a proj-
ect to be issued a carbon credit. In this report, we have tried to distinguish between
the entity — which we refer to as a carbon standard setting body or entity — and the
standards that are promulgated by those entities. Carbon standard setting bodies
are also often referred to as “carbon crediting entities” due to the fact they issue and
maintain a registry of the carbon credits that they issue.
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TERM

DEFINITION

Compensation

Measurable climate mitigation outcomes, resulting from actions outside of the value
chain of a company that compensate for emissions that remain unabated within the
value chain of a company.

Compliance
market

A market for carbon offsets created by the need to comply with a regulatory act.
Compliance markets include cap-and-trade domestic schemes™ (e.g. European Union
Emissions Trading Scheme, California cap-and-trade, Colombia’s carbon tax) and
sectoral schemes (e.g. Carbon Offsetting and Reduction Scheme for International
Aviation (CORSIA).

Corresponding
adjustment

Accounting rule to ensure that when countries trade carbon credits, the credit is
counted towards the buyer’s Nationally Determined Contribution under the Paris
Agreement and detracted from the seller’s Nationally Determined Contribution.”

Counterbalance

This is a term used by the World Resources Institute and the Science Based Target
initiative in various materials.®*In a WRI blog by Andrew Steer and Craig Hanson
posted in April 2021 they state: “We tentatively propose ‘counterbalance’ as a replace-
ment for the word ‘offset.” The latter implies a least-cost choice or equivalent reduction
on the part of the emitter, while the former is intended to capture the notion of voluntary
support to decarbonization outside an emitter’s value chain, to complement aggressive
reduction within the emitter’'s own Scope 1, 2 and 3 emissions. We are not insisting on this

specific term: the terminology is less important than the substance.” ®

Decarbonization

Measures that prevent the release of CO, emissions associated with electricity,
industry, and transport.

Double counting

A situation in which a single greenhouse gas emission reduction or removal is counted
more than once towards achieving climate change mitigation. Double counting can
occur through double issuance, double use, and/or double claiming.

Double issuance

A situation in which more than one emissions unit or credit is issued for the same
emissions or emission reductions. This leads to double counting if more than one of
these emissions units or credits is counted towards achieving climate change miti-
gation. This can occur, for instance, when the same project is registered under two
different carbon programs or twice under the same carbon program. This situation
can lead to double issuance if carbon programs do not implement proper controls to
ensure that, if a project is registered with more than one program, offset credits are
cancelled by one program before offset credits are issued by another program for the
same emission reductions or removals.
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Double use

A situation in which the same emissions unit or carbon credit is counted twice to-
wards achieving climate change mitigation. This could, for example, occur if an entity
would use a single emissions unit or carbon credit to fulfil two different purposes.

Double claiming

A situation in which the same emission reduction or removal is claimed by two dif-
ferent entities towards achieving climate change mitigation, e.g. once by the country
in which the emission reduction or removal occurs, and once by the entity using an
emissions unit or credit, such as an airline operator under CORSIA.

Hard to Abate

Economic sectors with relatively higher abatement costs than the rest of the econo-

Sectors my. These include heavy industry sectors (cement, steel, chemicals) and heavy-duty
transport (heavy-duty road transport, shipping, aviation).
Insetting The term “insetting” has been used to refer to a company’s efforts to prevent, reduce,

or remove emissions within its own supply chain, but outside of its operational bound-
aries.® The Science Based Target initiative considers such insetting measures to be
distinct from efforts to “neutralize” or “compensate”, instead proposing that insetting
measures are directly accounted for in a company’s efforts to abate all of its supply
chain emissions as it pursues its net zero target.”

In 2015, the International Carbon Reduction and Offset Alliance (ICROA) defined
insetting as “a carbon reduction project, verified by an offset standard, which occurs
within a company’s supply chain or supply chain communities”. ICROA also formu-
lated three best practices in the use of insetting as a management strategy. Firstly,

to claim to be insetting and account for reduced or removed emissions accordingly, a
company must invest financially in the development and maintenance of the insetting
project. This project can be developed by the company, its suppliers, or third-party or-
ganizations. Secondly, the investment project must involve a supply-chain activity (i.e.
involving the production or sourcing of raw materials, product transformation, or prod-
uct transportation) and the supply chain community (all stakeholders with a direct link
with the supply chain). Lastly, the activities covered must generate additional, unique,
measurable, and verifiable emissions reductions.™

Internationally
Transferable
Mitigation Outcomes
(ITMO)

Carbon credits provided under Article 6 of the Paris Agreement that can be
transferred between countries as a means to meeting Nationally Determined
Commitments (NDCs).?°

Jurisdictional
approach

A sub-national or national set of rules to create carbon assets from REDD+ activities.
This includes a baseling, a national or subnational registry and potential rules for
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Jurisdictional

trading or seeking payments for results. Traditionally, results-based finance for

approach REDD+ has been dependent on jurisdictional setups.?’ These minimize the risk of

continued leakage, inflated baselines and double counting.

Leakage Leakage occurs when a carbon offset project displaces emission-creating activities to
outside the project boundary, rather than halting them in actual terms.??

Mitigation Refers to an approach in which companies either make a financial contribution to an

contribution

emissions reduction or removal activity or they purchase carbon credits with the ob-
jective of contributing to climate change mitigation outside of their value chain. Such
contributions or purchases currently may or may not be used for offsetting purposes.
If they are used for offsetting purposes, there is substantial debate about whether
they can simultaneously be used by host country to achieve its NDC (see double
counting and double claiming above).

Nationally
Determined
Contributions
(NDCs)

Climate mitigation and adaptation targets set by countries as part of the Paris Agree-
ment developed at COP21in 2015. NDCs constitute a commitment by each country
to outline their climate plan post-2020.%°

Natural climate
solutions

Natural climate solutions (NCS) can be considered as a subset of nature based solu-
tions with a specific focus on addressing climate change. NCS has been defined as
“conservation, restoration, and/or improved land management actions to increase car-
bon storage and/or avoid greenhouse gas emissions across global forests, wetlands,
grasslands, and agricultural lands.” %425

Nature-based
solutions

Nature based solutions (NBS) are actions to protect, sustainably manage, and restore
natural and modified ecosystems that address societal challenges effectively and
adaptively, simultaneously providing human well-being and biodiversity benefits.?

Nature positive

Nature-positive means halting and reversing nature loss by 2030, measured from a
baseline of 2020. %’

Negative emissions

Removal of greenhouse gases (GHGs) from the atmosphere by deliberate human
activities, i.e. in addition to the removal that would occur via natural carbon
cycle processes.
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Nesting

The integration of forest carbon projects into jurisdictional REDD+ programs, while
allowing them to continue generating and trading carbon units outside the jurisdiction.
Peru’s market is an example of this approach.?®

Net zero CO,
emissions

Net zero carbon dioxide (CO,) emissions are achieved when anthropogenic CO,
emissions are balanced globally by anthropogenic CO, removals over a specified
period. Net zero CO, emissions are also referred to as carbon neutrality.?

Net zero emissions

Net zero emissions are achieved when anthropogenic emissions of greenhouse gases
to the atmosphere are balanced by anthropogenic removals over a specified period.
Where multiple greenhouse gases are involved, the quantification of net zero emis-
sions depends on the climate metric chosen to compare emissions of different gases
(such as global warming potential, global temperature change potential, and others,
as well as the chosen time horizon).%°

Neutralization

Measures that companies take to remove carbon from the atmosphere in order to
counterbalance the impact of a source of emissions, within the value chain of the
company, that remains unabated.®

Or neutralize:

Defined by the Oxford English Dictionary as “making (something) ineffective by apply-
ing an opposite force or effect.” With respect to halting the accumulation of emissions
in the atmosphere, neutralization of unabated emissions can only occur through nega-
tive emissions.®?

No or limited

overshoot of 1.5°C

Non-overshoot pathways described in the Intergovernmental Panel on Climate
Change (IPCC) 1.5°C special report are: “Pathways that stay below the stabilization
level (concentration, forcing, or temperature) during the time horizon of interest (e.g.
until 2100).” =

Offset / Offsetting

The act of compensating or cancelling out all, or a portion of, the GHG emissions re-
leased to the atmosphere through investments in activities that reduce or remove an
equivalent amount of GHG emissions and which are located outside the boundaries
of the organization or a particular product system. Such investments are often in the
form of purchasing a carbon credit. Offsetting is effected by purchasing and retiring
an amount of carbon credits equivalent to the volume of GHG emissions that is being
compensated.34%®
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Offsetting as
substitution

The act of purchasing carbon credits to be used as a substitute for within value chain
emissions abatement without having a net zero abatement pathway in place.

Permanence

The capacity of reduced emissions not to re-enter the atmosphere. In practical terms,
this means giving the buyer the confidence that declared emissions reductions will
not be reversed by a future event (e.g. that the forest will be cut down).®®

Project-based
approach to REDD
and REDD+

Carbon assets are generated based on an independently established baseline.
Project-based approaches are seen to carry a higher risk of leakage, permanence,
and inflated baselines. Independent standards, such as those developed by the
Verra, Gold Standard or Planet Vivo, have developed leakage and permanence
methodologies and continuously improve them.

REDD and REDD+

REDD refers to reducing emissions from deforestation and forest degradation;®”
REDD+ refers to reducing emissions from deforestation and forest degradation, and
conservation of forest carbon stocks, sustainable management of forests, and en-
hancement of forest carbon stocks® In 2013 the Warsaw Framework was formalized
providing guidance to countries developing REDD+ plans, monitoring systems, base-
lines and safeguards. These guidelines are not intended to guide transactions.

Removals (or
anthropogenic
removals)

Anthropogenic removals refer to the withdrawal of GHGs from the atmosphere as a
result of deliberate human activities. These include enhancing biological sinks of CO,,
and using chemical engineering to achieve long-term removal and storage.®®

Representative
concentration
pathways (RCPs)

Scenarios that include time series of emissions and concentrations of the full suite of
greenhouse gases (GHGs) and aerosols and chemically active gases, as well as land
use/land cover.® The word representative signifies that each RCP provides only one
of many possible scenarios that would lead to the specific radiative forcing character-
istics. The term pathway emphasizes the fact that not only the long-term concentra-
tion levels but also the trajectory taken over time to reach that outcome are

of interest.!

Residual emissions

Residual emissions are emissions sources that remain unabated by the time net zero
is reached in 1.5°C mitigation pathways with low or no overshoot®? The SBTi is explor-
ing a range of approaches for determining residual emissions globally, by sector, and
by activity, which will be included in the public consultation of Net Zero Guidance.®®
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Retirement of
carbon credits

“Retiring” a carbon credit describes the internal transfer of a unit to a retirement ac-
count. The owner of the carbon credit can claim to have reduced emissions and use
those emissions to meet its climate commitments.*

Science-based
targets

Targets that are in line with what the latest climate science says is necessary to meet
the goals of the Paris Agreement — to limit global warming to well below 2°C above
pre-industrial levels and pursue efforts to limit warming to 1.6°C.#®

Shared socio-
economic pathways
(SSPs)

Shared socioeconomic pathways (SSPs) were developed to complement the RCPs
with varying socioeconomic challenges to adaptation and mitigation.*® Based on five
narratives, the SSPs describe alternative socioeconomic futures in the absence of cli-
mate policy intervention, comprising sustainable development (SSP1), regional rivalry
(SSP3), inequality (SSP4), fossil-fuelled development (SSP5) and middle-of-the-road
development (SSP2).4%484° The combination of SSP-based socioeconomic scenarios
and representative concentration pathway (RCP)-based climate projections provides
an integrative frame for climate impact and policy analysis.®®

Validation and
Verification Bodies
(VVBs)

Independent organizations duly approved under a carbon standard provide validation
of mitigation activities and verification of emission reductions. It may also include veri-
fication of other social and environmental co-benefits.

Value chain emissions

A company’s Scope 1, 2, and 3 emissions as defined by the GHG Protocol accounting
standard.®’

Verified emissions
reductions (VER)

Carbon offsets exchanged in the voluntary market usually certified through a volun-
tary certification process using a third-party independent standard.®> The main certifi-
cation standards include VCS, CCB, Gold Standard, Planet Vivo, and auditors include
major firms.

Vintage

The year in which the carbon emission reduction took place. Given the verification
process can take 2—3 years from the project inception, projects may generate credits
for already-reduced emissions. Older vintage generally sells at a lower price.®®

Voluntary Carbon
Market

The voluntary carbon marketplace encompasses all transactions of carbon offsets
that are not purchased with the intention to surrender into an active regulated carbon
market. It does include offsets that are purchased with the intent to re-sell or retire to
meet carbon neutral or other environmental claims.®4
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