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About the Nordic Dialogue on
Voluntary Compensation

The Nordic Dialogue on Voluntary Compensation (“the Dialogue") aims to inform
Nordic and international stakeholders on using voluntary compensation of
greenhouse gas (GHG) emissions as part of efforts towards and beyond carbon
neutrality.

Specifically, the Dialogue aims to promote the high integrity, coherence and
transparency of voluntary compensation. It fosters a common understanding of key
issues and concepts and alignment with the principles and long-term goals of the
Paris Agreement and the United Nations Sustainable Development Goals.

In the context of the Dialogue, voluntary compensation includes both offsetting and
non-offsetting use of mitigation outcomes (emission reductions or removals).
Offsetting is the purchase and ownership of mitigation outcomes to counterbalance
an actor'’s carbon footprint. Non-offset uses of mitigation outcomes are when an
actor pays for mitigation outside of their value chain but does not use this to
counterbalance their carbon footprint.

The Dialogue brings Nordic public and private actors together to co-create
recommendations and action points for a Nordic best practice approach to
voluntary compensation, drawing on and complementing relevant international and
national initiatives.

The Dialogue is managed by Perspectives Climate Research gGmbH and facilitated
by an international team of leading climate experts from Perspectives Climate
Research, IVL Swedish Environmental Research Institute, Carbon Limits and Tyrsky
Consulting.

The Dialogue is funded by the Nordic Council of Ministers' Working Groups for
Climate and Air (NKL) and Environment and Economy (NME).

For more information, please visit: www.nordicdialogue.com


http://www.nordicdialogue.com/

About this report

This report was prepared under the Nordic Dialogue on Voluntary Compensation. It
provides an overview of key concepts and issues and maps key international
guidance and initiatives relevant to voluntary compensation. This report aims to
foster a common knowledge base for the high-integrity use of voluntary
compensation as part of actors' broader mitigation efforts towards and beyond
carbon neutrality.

This report was co-authored by Hanna-Mari Ahonen (Perspectives Climate
Research), Kenneth Mdllersten (IVL Swedish Environmental Research Institute) and
Randall Spalding-Fecher (Carbon Limits). The authors would like to thank Francois
Sammut (Carbon Limits), Kati Berninger and Oras Tynkkynen (Tyrsky Consulting),
and Juliana Kessler, Matthias Krey and Aayushi Singh (Perspectives Climate
Research) for their valuable inputs.

The views presented in this report do not represent any official position of the Nordic
Council of Ministers.



Summary

To contribute to the Paris Agreement's (PA) long-term goal to limit global warming
to 1.5 degrees Celsius, countries and non-state actors, such as companies,
municipalities, organisations and individuals, are taking steps towards and beyond
carbon neutrality and making claims about their climate impact and contribution to
mitigation. Most actors are not able to reduce their emissions to zero solely through
own mitigation action, at least in the short-to-medium term. Through voluntary
compensation of greenhouse gas (GHG) emissions, actors can take responsibility for
their remaining emissions by supporting additional GHG emission reductions and
removals (hereafter referred to jointly as 'mitigation outcomes') that occur outside
the actors' boundaries. These mitigation outcomes could be generated by activities
that, for example, promote renewable energy, energy efficiency, clean transport,
waste management, carbon dioxide capture and storage, protection of forests or

reforestation.

Voluntary compensation of greenhouse gas emissions

In this report, voluntary compensation includes both offsetting and non-offsetting
use of mitigation outcomes. Offsetting is the purchase and ownership of mitigation
outcomes from outside the actor's boundary or value chain to counterbalance an
equivalent amount of the actor's emissions within its boundary or value chain
(‘carbon footprint"). Non-offset uses of mitigation outcomes are when an actor pays
for mitigation outside of their boundary or value chain but does not use this to
counterbalance (i.e., offset) their emissions. In other words, for non-offsetting uses,
the actor may make a financial contribution to the mitigation activities but it does
not own the mitigation outcomes.

Voluntary compensation is not a substitute for the actor's own mitigation action.
When used to complement sufficient own mitigation, voluntary compensation
enables actors to voluntarily contribute to accelerating society's transition to net
zero emissions more than what they are required by law — and able - to do through
own mitigation action. For voluntary compensation to truly contribute to
accelerated global mitigation, its integrity must be ensured. High-integrity voluntary
compensation means using high-quality mitigation outcomes that are not double
counted towards more than one purpose.

High-integrity voluntary compensation can unlock urgently-needed additional
finance to accelerate and scale up mitigation and support sustainable development
co-benefits. However, if integrity is compromised, voluntary compensation can
undermine global progress towards the 1.5-degree pathway. Stakeholders have
raised significant concerns about the integrity of past and current voluntary
compensation practices and related claims, underscoring the need for further
guidance and oversight. Therefore, clear and coherent guidance on voluntary
compensation is needed both for actors supplying mitigation outcomes for voluntary
compensation and those buying and using them. Currently, guidance on voluntary
compensation and related claims is fragmented and rapidly evolving to adapt to the



context of the PA and the United Nations Sustainable Development Goals (SDGs).
Recent international multi-stakeholder initiatives, such as the Science-Based Targets
initiative (SBTi), the Taskforce on Scaling Voluntary Carbon Markets (TSVCM) and
the Voluntary Carbon Market Integrity Initiative (VCMI), are developing guidance
and frameworks, aligned with the PA and SDGs, that are relevant for voluntary
compensation. The Nordic Dialogue on Voluntary Compensation aims to develop a
high-integrity Nordic approach to voluntary compensation.

This report maps key international guidance and initiatives relevant to voluntary
compensation. It aims to foster a common knowledge base on high-integrity use of
voluntary compensation as part of actors' broader mitigation efforts towards and
beyond carbon neutrality.

Demand-side issues

When it comes to setting targets for climate change mitigation, actors most
commonly strive for net-zero and carbon neutrality. In this report, we assume that
carbon neutrality also covers other GHGs, as is often the case. At the level of global
emissions, net-zero emissions have the same meaning as carbon neutrality: both
refer to a balance between (global) GHG emissions and removals. At the sub-global
level (e.g., at the level of countries, sectors, companies or individuals), a standard
definition of net zero and carbon neutrality is still missing. Current carbon neutrality
and net-zero targets differ in terms of ambition level (alignment with 1.5-degree
pathway), timeframe, GHGs covered, scope (only direct or also indirect emissions),
activities and strategies (only mitigation within own boundaries or also
compensation outside own boundaries; balancing own remaining emissions with
voluntary compensation based on emission reductions and/or removals). Net-
negative and climate positive approaches imply going beyond net zero and carbon
neutrality but also do not have accepted definitions.

These targets are key drivers for voluntary compensation — especially offsetting —
and related claims. Voluntary offsetting is used by actors to counterbalance part or
all of their remaining emissions, and often — but not necessarily — also to make
related claims about carbon neutrality or net-zero emissions. For example, a
company may claim that its product is carbon neutral if it has purchased and owns
an equivalent amount of mitigation outcomes to offset the product's GHG
emissions. It is important to recognise, however, that carbon neutrality or net-zero
emissions are not equivalent to zero emissions. Instead, they imply that some
emissions remain and are offset with mitigation outcomes achieved elsewhere.

Good practice elements for high-integrity voluntary compensation include
prioritisation of own mitigation action, robust quantification of carbon footprints,
use of high-quality carbon credits, avoidance of double counting, transparent and
accurate reporting, and clear and truthful claims and marketing.

Voluntary compensation is usually done by purchasing carbon credits issued by a
recognised crediting standard in the voluntary carbon markets (VCMs) and retiring
or cancelling these credits in a carbon registry. There are numerous crediting
standards that issue carbon credits against mitigation outcomes meeting relevant
criteria and that maintain carbon registries to track carbon credit ownership and
minimise the risk of double counting. Each carbon credit represents an additional,



verified GHG emission reduction or removal of one metric tonne of carbon dioxide
equivalent (tCO,e).

At the corporate level, some international initiatives are proposing to distinguish
between carbon neutrality and net-zero claims. The SBTi is developing a framework
for corporate net-zero targets, and proposes that companies can only make claims
about achieving net-zero emissions once it has reduced its emissions in line with the
1.5-degree pathway and 'neutralised’ any remaining emissions with emission
removals. The SBTi encourages companies, on their way to net zero, to also offset
their remaining emissions with mitigation outcomes generated outside their
boundaries, potentially allowing companies to achieve carbon neutrality before they
reach net zero. The VCMI also proposes that credible carbon neutrality claims are
accompanied by own mitigation commitments and progress in line with the
1.5-degree pathway.

Non-offsetting use of carbon credits is emerging as an alternative to offsetting. This
refers to supporting mitigation outcomes outside the actor's own boundaries
without using them to offset the actor’'s own emissions and making related claims
about carbon neutrality. Instead, the actor could make a non-offset-based claim
about supporting a host country in achieving its mitigation pledge.

Supply-side issues

Carbon credit quality criteria are very similar across crediting standards, and
compatible with criteria recommended by various sources of guidance. They aim at
ensuring environmental integrity of mitigation outcomes through additionality, valid
baselines, robust quantification methodologies, monitoring, reporting, independent
verification, addressing risks of non-permanence and leakage, and avoidance of
double counting. At the same time, crediting standards differ in terms of their
governance, geographic and activity-type scope, operationalisation of criteria and
approach to environmental and social impacts, leading to both real and perceived
differences in the integrity and co-benefits of carbon credits issued under the
standards. According to the TSVCM, the current VCMs do not operate efficiently due
to both real and perceived challenges in the quality of carbon credits. To overcome
these challenges, the TSVCM is developing a threshold standard for high-integrity
carbon credits, a standardised taxonomy of carbon credit attributes, and an
assessment framework for crediting standards.

The VCMI serves as an umbrella initiative for promoting the high-integrity use of
carbon credits for voluntary purposes. It aims to develop guidance for buyers of
carbon credits, including categories of legitimate voluntary use of carbon credits and
related claims, to ensure that stakeholders can easily understand the GHG impact of
a company's actions. According to the VCMI, credible carbon neutrality claim should
be accompanied by a strong, forward-looking mitigation commitment by the
claimant. Some VCM actors, such as the Gold Standard, require offset-based claims,
such as carbon neutrality claims, to be based on mitigation outcomes that avoid
double claiming with the host country pledges. This ensures that voluntary offset-
based claims are based on mitigation outcomes that go beyond what countries have
already promised to deliver. For mitigation outcomes that are generated during the



PA's implementation period from 2021 onwards, this requires that the host country
not count this mitigation outcome towards its own mitigation pledge to the PA, by
applying a corresponding adjustment (CA) when creating their emissions balance
(i.e., adding back the mitigation outcomes before comparing the country’s emissions

and removals to its mitigation pledge).

Although the VCMs are voluntary by nature and largely driven and operated by
private actors, there are various ways in which public entities are seeking to
facilitate and even regulate carbon credit quality, responsible voluntary
compensation and the integrity of related claims. Public entities have developed
good practice guidance and even domestic crediting standards, carbon registries and
carbon neutrality labelling schemes. Some countries are cooperating to develop
capacity and infrastructure to generate mitigation outcomes, authorise their
international transfer and implement CAs consistent with the rules for market-
based cooperation under Article 6 of the PA. Although this cooperation aims to
generate carbon credits that are eligible for meeting national pledges under the PA,
it could also facilitate non-state buyers' access to Article 6-compliant carbon credits

for voluntary compensation.



Summary of good practice elements relevant to voluntary compensation

Good practice element

Robust and
comprehensive
calculation of own
emissions (GHG
footprint)

Prioritisation of
sufficient own
mitigation action
(voluntary
compensation not used
to substitute or
postpone own action)

Using high-integrity
carbon credits for
compensation

Reporting of own
emissions and voluntary
compensation in a
transparent, accurate
and disaggregated
manner

Making clear, truthful
and verifiable claims
about targets and the
voluntary (offsetting
and non-offsetting) use
of carbon credits

Compliance with good
marketing practices
when using claims
about own emissions,
voluntary compensation
etc. for marketing

Level of agreement Key guidance

High Carbon protocols for e.g., calculation
and verification of carbon footprints
and product lifecycle emissions (e.g.,
GHG Protocol, ISO)

High The Science-Based Targets initiative

(SBTI) is developing a standard for
setting and verifying 1.5-degree-
compatible net zero targets for
companies, including small- and
medium-sized enterprises. ICLEI -
Local Governments for Sustainability
has developed a Climate Neutrality
Framework for cities and regions.

TSVCM is developing Core Carbon
Principles, a standard taxonomy for

High regarding the principle of using
high-integrity carbon credits.
Diverging views on what constitutes carbon credit attributes and an
high-integrity credits, the extent to assessment framework for crediting
which different crediting standards standards to promote the
succeed in ensuring carbon credit standardisation of high-integrity
integrity, and preference for carbon carbon credits. Many crediting
standards are revising their criteria
to align with the PA. The Carbon

Credit Quality Initiative is developing

credits based on emission reductions
vs removals.

a scoring tool for carbon credit
quality.

High International and national guidance
for companies on reporting GHG
emissions and aggregate use of
carbon credits (e.g., Global Reporting
Initiative, GHG Protocol, Carbon
Disclosure Project, 1ISO, UK
Environmental Reporting Guidelines),
and on the role of voluntary
compensation in the broader
mitigation strategy (e.g., WWF).

Development of guidance is
underway, e.g., SBTi and VCMI. VCMI
is developing guidance on claims

High regarding the principle of
ensuring the integrity of claims. Lack
of consensus on definitions for
claims. about targets and the voluntary use
of carbon credits, including a
classification of claims based on a
range of features, e.g., emissions
coverage, ambition of targets, types
of carbon credits and accounting
treatment of carbon credits.

High regarding the principle of International (e.g., ICC),

complying with good marketing supranational (e.g., EU) and national
practices. Lack of consensus on guidance on green claims, including
definitions for claims (see above). some guidance specifically on carbon

neutrality claims.
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Gaps

Insufficient access to and quality of
scope 3 (indirect value chain
emissions) data

SBTi guidance is still under
development, does not cover all sub-
sectors and is not readily applicable
to e.g., micro-sized enterprises or
individuals. Assessment of
'sufficiency' and ‘alignment with the
1.5-degree pathway' inevitably entails
subjective judgement and important
equity issues.

Guidance and tools for high-integrity
carbon credits are still under
development and focus on carbon
credits issued under crediting
standards.

Lack of specific guidance and
platforms for standardised reporting
of disaggregated and detailed
information on the carbon credits
used for voluntary compensation and
their role in the broader mitigation
strategy.

Lack of standardised definitions and
classification of claims, which are a
precondition for independent third-
party verification of claims.

Lack of standardised definitions and
classification of claims, which are a
precondition for assessing
compliance with good marketing
practices. The average consumer has
limited understanding of voluntary
compensation and related claims.



Sammanfattning

For att bidra till Parisavtalets l&ngsiktiga mal att begrénsa den globala
uppvarmningen till 1,5 grader Celsius, tar lander och icke-statliga aktérer, sdsom
foretag, kommuner, organisationer och individer, steg mot och bortom
vaxthusgasneutralitet. Dessa l&dnder och évriga aktérer gér ocksd i vissa fall ansprék
kopplade till omfattningen av den egna klimatpdverkan och sina bidrag till att
minska densamma. De flesta aktérer har inte mojlighet att reducera sina egna
utslapp till noll pd kort till medelldng sikt. Genom frivillig kompensation av
vaxthusgasutslapp ('klimatkompensation') kan aktérer d& - p& vagen mot noll -ta
ansvar fér sina dterstdende utsldpp - genom att stédja additionella minskningar av
vaxthusgasutslapp och borttagning av vaxthusgaser frdn atmosfaren som sker
utanfér grdnserna for deras egna aktiviteter. | denna rapport anvdander vi begreppet
vaxthusgasminskningar som en gemensam beteckning fér additionella minskningar
av vaxthusgasutsldpp och borttagning av vaxthusgaser frdn atmosfdren. Sddana
vaxthusgasminskningar kan skapas genom aktiviteter som till exempel framjar
férnybar energi, energieffektivitet, hdllbar avfallshantering, avskiljning och geologisk
lagring av koldioxid, skydd av skogar eller plantering av ny skog.

Frivillig klimatkompensation

| denna rapport omfattar begreppet 'frivillig klimatkompensation' tvd olika
anvandningsomrdden for véxthusgaskrediter, dels klimatkompensation med
"kvittning" av de egna utsldppen, dels klimatkompensation utan sddan kvittning.

«  Med kvittning menas kép och dgande av vaxthusgaskrediter frédn utanfér
aktorens grdns eller vardekedja for att 'rdkna ned' aktérens vixthusgasavtryck.

+  Kompensation utan kvittning ar ndr en aktér betalar fér vaxthusgaskrediter
frdn utanfér sin grans eller vardekedja men inte 'raknar ned’ sitt
vaxthusgasavtryck. Uttryckt pd ett annat satt, for icke-kvittningsandamal kan
aktéren ge ett ekonomiskt bidrag till nédgon annans klimatdtgarder utan att

samtidigt géra dgaransprdk pd resultatet.

Frivillig klimatkompensation ersdtter inte aktérers dtgarder fér att minska de egna
utslappen. Nar klimatkompensation anvands for att komplettera tillrackligt
ambitiésa egna dtgarder, kan aktérer genom frivillig kompensation bidra till att
pdskynda samhallets évergdng till netto-nollutslapp till en hdgre grad jamfért med
ett fall med enbart egna &tgdrder. For att frivillig klimatkompensation verkligen ska
bidra till ett accelererat globalt klimatarbete mdste dess 'integritet’ sdkerstallas.
Frivillig klimatkompensation med hog integritet innebdr att man anvander
hogkvalitativa vaxthusgaskrediter som inte raknas dubbelt (for mer an ett syfte).
Det har vackts farhdgor om klimatkompensationens integritet vilket understryker
behovet av ytterligare vdgledning och dversyn. Fér narvarande dr den véagledning om
frivillig klimatkompensation som finns fragmenterad och under snabb utveckling for
att anpassas till de férutsattningar som Parisavtalet skapar och FN:s mal fér
hdllbar utveckling (SDG). Bland de internationella initiativ som utvecklar vagledning

och ramverk for klimatkompensation i linje med Parisavtalet och SDG:erna marks
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Science-Based Targets-initiativet (SBTi), Taskforce on Scaling Voluntary Carbon
Markets (TSVCM) och Voluntary Carbon Market Integrity Initiative (VCMI). '"Nordic
Dialogue on Voluntary Compensation' syftar till att utveckla ett nordiskt
angreppssatt for frivillig klimatkompensation med hég integritet.

Denna rapport kartldgger viktiga internationella riktlinjer och initiativ som ar
relevanta for frivillig klimatkompensation. Den syftar till att skapa férutsattningar
for en samsyn kring vad som utgoér anvdndning av frivillig klimatkompensation med
hég integritet som en del av aktérers bredare anstrangningar for
vaxthusgasminskningar med sikte p& och bortom vaxthusgasneutralitet.

Klimatkompensationens anvdndarsida

Nar det gdller att satta upp mal fér att minska klimatpdverkan stravar alltfler
aktoérer efter netto-nollutsldpp och véxthusgasneutralitet. P& den globala nivan har
netto-nollutslédpp samma innebdrd som véaxthusgasneutralitet: bdda syftar pd en
balans mellan (globala) vaxthusgasutslapp och -borttag. P& den icke-globala nivén
(t.ex. for lander, sektorer, féretag eller individer) saknas fortfarande en
standarddefinition av netto-nollutsldpp och vaxthusgasneutralitet. De
vaxthusgasneutralitets- och netto-nollmal som férekommer skiljer sig dt nar det
gdller ambitionsnivé (férenlighet med 1,5-gradersmdlet), tidsram, vilka vaxthusgaser
som omfattas, rdckvidd (endast direkta eller dven indirekta utslédpp), etc.
Nettonegativa och "klimatpositiva” tillvdgagdngssatt inneb&ar ambitioner som
stracker sig bortom netto-noll och vaxthusgasneutralitet men saknar ocksé

vedertagna definitioner.

Sddana mdl avseende minskad klimatpdverkan, och relaterade ansprdk, &r viktiga
drivkrafter bakom frivillig klimatkompensation. Madnga aktérer kommer inte att
kunna uppnd vaxthusgasneutralitet eller netto-nollutslapp, dtminstone pé kort till
medelldng sikt, enbart med egna &tgarder. Frivillig kompensation anvdnds dé& fér att
kvitta en del av, eller alla, &terst&dende utsldapp, och ofta -men inte nédvandigtvis-for
att géra relaterade pdstdenden om véxthusgasneutralitet eller netto-nollutsldpp. Till
exempel kan ett féretag hdvda att dess produkt ér véxthusgasneutral om det har
kdpt och dger en motsvarande mangd vaxthusgaskrediter for att kompensera for
produktens vaxthusgasutslapp. Det ar dock viktigt att inse att begreppen
vaxthusgasneutralitet eller netto-nollutsldpp inte motsvarar nollutslapp. Istéllet
antyder de att vissa utslapp kvarstdr och kompenseras med hjalp av
vaxthusgasminskningar som har uppndtts ndgon annanstans.

God praxis for frivillig klimatkompensation med hég integritet inkluderar hég
prioritering av egna &tgarder fér vaxthusgasminskningar, robust kvantifiering av
egna vdxthusgasutsldpp, anvdndning av hdgkvalitativa vaxthusgaskrediter,
undvikande av dubbelrdkning, transparent och korrekt rapportering samt tydliga och
sanningsenliga pdstdenden och marknadsféring.

Frivillig kompensation gors vanligtvis genom att képa vaxthusgaskrediter som
utfardas av en erkdnd krediteringsstandard pd de frivilliga vaxthusgasmarknaderna
(Voluntary Carbon Markets, VCM) och att dessa krediter dras tillbaka/annulleras i
ett register. Det finns mdnga krediteringsstandarder som utférdar
vaxthusgaskrediter mot vaxthusgasminskningar som uppfyller relevanta kriterier och
som foér register 6ver kreditinnehav och minimera risken fér dubbelrdkning. Varje
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vaxthusgaskredit representerar en additionell, verifierad vaxthusgasminskning
motsvarande ett ton koldioxidekvivalenter (tCO,e).

P& féretagsnivd féreslar vissa internationella initiativ att skilja mellan pdstdenden
om vaxthusgasneutralitet respektive om netto-nollutslapp. SBTi utvecklar ett
ramverk fér féretags netto-nollmdl och féresldr att ett féretag bara ska kunna géra
ansprdk pé att ha uppndtt netto-nollutslépp nar det har minskat sina utslapp i linje
med 1,5-gradersbanan och 'neutraliserat’ eventuella kvarvarande utsléapp baserat pa
aktiviteter som tar bort vaxthusgaser ur atmosfdren. SBTi uppmuntrar féretag att
pd vdgen mot netto-noll ocks@ kompensera sina &terstdende utsldpp med projekt
som bidrar till utsldppsminskningar som genereras utanfér deras grdnser, vilket
mo&jliggdr for féretag att uppnd vixthusgasneutralitet innan de nér noll. Aven VCMI
féresldr att trovardiga pédstdenden om vaxthusgasneutralitet skall ta sin
utgdngspunkt i dels &taganden angdende egna vaxthusgasminskningar, dels visade

framsteg i en takt som ar kompatibel med 1,5-gradersmadlet.

Icke-kvittande anvdndning av vdxthusgaskrediter vaxer fram som ett alternativ till
kvittning. Detta avser att stédja vixthusgasminskningar utanfér aktérens egna
grdnser utan att anvdnda dem fér att “rédkna ned" de egna utsldppen och géra
relaterade pdstdenden om vaxthusgasneutralitet. Istdllet kan den kompenserande
aktdren goéra ett icke-kvittningsbaserat pdstdende om stéd till ett vardlands
anstrdngningar att bidra till vaxthusgasminskningar.

Klimatkompensationens utbudssida

Olika krediteringsstandarder tillémpar valdigt lika kvalitetskriterier for
vaxthusgaskrediter och kriterierna ligger val i linje med rekommendationer frén
relevanta vdgledningskdllor. De syftar till att garantera miljéintegriteten hos
vaxthusgaskrediter genom additionalitet, relevanta referensbanor, robusta
kvantifieringsmetoder, évervakning, rapportering, och oberoende verifiering,
hantering av risker fér icke-permanens och indirekta effekter samt undvikande av
dubbelrdkning. Samtidigt skiljer sig krediteringsstandarder &t nér det galler hur de
styrs, deras omfattning geografiskt och avseende aktivitetskategorier,
operationalisering av kriterier samt tillvdgagdngssatt for att hantera miljdmassiga
och sociala konsekvenser. Detta leder i sin tur till bdde verkliga och upplevda
skillnader gdllande integritetsnivén hos véxthusgaskrediter frdn olika standarder
liksom gdllande sidoeffekter forknippade med krediterna. Enligt TSVCM fungerar de
nuvarande frivilliga klimatkompensationsmarknaderna inte effektivt p& grund av
bdde verkliga och upplevda utmaningar néar det gdller kvaliteten p&
vaxthusgaskrediter. For att dvervinna dessa utmaningar utvecklar TSVCM en
standard med "tréskelkrav” avseende vaxthusgaskrediters integritetsnivd, en
standardiserad taxonomi for ytterligare "attribut” och ett bedémningsramverk for

krediteringsstandarder.

VCMI fungerar som ett paraplyinitiativ fér att frdmja anvdndning av
vaxthusgaskrediter for frivilliga @ndamal som prdglas av hdg integritet. Det syftar
till att utveckla vagledning for képare av vaxthusgaskrediter, inklusive en indelning av
legitim frivillig anvdndning av krediter i kategorier samt darmed relaterade ansprék,
for att sdkerstdlla att intressenter enkelt ska kunna férstd effekten av ett féretags
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handlingar. Enligt VCMI bér ett trovardigt ansprdk avseende véxthusgasneutralitet
4&tféljas av ett starkt, framdatsyftande &tagande om egna vaxthusgasminskningar.
Vissa aktérer pd den frivilliga klimatkompensationsmarknaden, till exempel Gold
Standard, kréaver att kvittningsbaserade pdsté&enden, till exempel pdstédenden om
vaxthusgasneutralitet, ska baseras pd vaxthusgasminskningar som inte rdknas
dubbelt mot vardlandsdtaganden. Detta fér att sdkerstdlla att frivillig
kvittningsbaserad kompensation baseras pd vaxthusgasminskningar som gdr utdéver
vad lander redan har lovat att leverera. Fér véxthusgasminskningar som genereras
under Parisavtalets genomférandeperiod frédn 2021 och framat innebdr detta krav
pd att vardlandet inte rdknar in de aktuella vaxthusgasminskningarna i uppfyllandet
av sitt eget dtagande under Parisavtalet. Fér att detta ska vara méjligt krévs att
vardlandet tilldmpar sd kallade 'corresponding adjustments' nér det skapar sin
utsldppsbalans (dvs. att landet lIdgger tillbaka de aktuella vixthusgasminskningarna,
och sdledes rapporterar dessa, innan landets rapporterade utsldpp jamférs med

landets &tagande).

Aven om de frivilliga klimatkompensationsmarknaderna &r frivilliga till sin natur och
till stor del utvecklas och drivs av privata aktérer, finns det olika s&tt pd vilka statliga
etc. organisationer férsoker bidra till - i vissa fall genom reglering -
vaxthusgaskrediter av hog kvalitet, en ansvarsfull frivillig klimatkompensation liksom
rimliga relaterade pdstdenden. Statliga organisationer har utvecklat riktlinjer fér
god praxis och till och med inhemska krediteringsstandarder, register for
vaxthusgaskrediter och system fér mdrkning avseende vaxthusgasneutralitet. Vissa
lander samarbetar fér att utveckla kapacitet och infrastruktur fér att generera
vaxthusgasminskningar, godkdnna deras internationella éverféring och genomféra
'corresponding adjustments' i dverensstdmmelse med reglerna for
samarbetsformerna enligt artikel 6 i Parisavtalet. Aven om artikel 6 syftar till att
generera vaxthusgaskrediter som ar berdttigade att uppfylla nationella dtaganden
enligt Parisavtalet kan det ocksd underlatta for icke-statliga kdpare att f& tillgéng
till artikel 6-kompatibla vaxthusgaskrediter for frivillig klimatkompensation.
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Sammanfattning av bdsta praxis-element som dr relevanta foér frivillig
klimatkompensation

Bdsta praxis-element

Grad av samstdmmighet

Centrala végledningar

Kunskapsluckor

Robust och heltdckande
berdkning av egna
utslapp
(vaxthusgasavtryck)

Prioritering av egna
vaxthusgasminskningar
(frivillig ersattning
anvdnds inte for att
ersdtta eller skjuta upp
egen 4tgard)

Klimatkompensation
med vaxthusgaskrediter
av hég integritet

Rapportering av egna
utslapp och frivillig
kompensation pd ett
Sppet, korrekt och
detaljerat satt

Att géra tydliga,
sanningsenliga och
verifierbara p&stdenden
om mal och frivillig
klimatkompensation
(kvittning och icke-
kvittning)

Overensstammelse med
god
marknadsféringspraxis
vid anvandning av
pdstdenden om egna
utslapp, frivillig
kompensation etc. i
samband med
marknadsféring

Hog

Hog

Hog betraffande principen om
anvdndning av vaxthusgaskrediter av
hoég integritet. Skilda uppfattningar
om vad som utgdr hdgintegritets-
krediter, i vilken utstrdckning olika
krediteringsstandarder lyckas
sdkerstdlla krediternas integritet,
olika preferenser avseende
véxthusgaskrediter baserade pd
utsldppsminskningar respektive
borttagning av koldioxid ur
atmosfaren.

Hog

Hég betraffande principen om att
sdkerstdlla pdstdendens integritet.
Bristande samsyn om definitioner
avseende olika pdstdenden.

Ho6g nar det gdller principen om att
folja god marknadsféringspraxis.
Bristande samsyn om definitioner
avseende pdstdenden (se ovan).

Protokoll for berdkning och verifiering
av vaxthusgasavtryck och produkt-
livscykelutslapp (t.ex. GHG Protocol,
1SO)

Science-Based Targets Initiative
(SBTi) utvecklar en standard fér att
faststdlla och verifiera 1,5 graders-
kompatibla netto-nollmdl fér féretag,
inklusive smé& och medelstora
foretag. ICLEI - Local Governments
for Sustainability har utvecklat en
ram for vaxthusgasneutralitet for
stdder och regioner.

TSVCM vutvecklar fér standardisering
av vad som dr véxthusgaser av hog
kvalitet s& kallade "Core Carbon
Principles”, en standardtaxonomi fér
"ytterligare attribut” och ett ramverk
for utvardering av
krediteringsstandarder. M@nga
krediteringsstandarder reviderar sina
kriterier for att anpassa sig till
Parisavtalet. Carbon Credit Quality
Initiative utvecklar ett podngverktyg
for vaxthusgaskreditkvalitet.

Internationellt (t.ex. Global Reporting
Initiative, GHG Protocol, Carbon
Disclosure Project) och nationell
vagledning (t.ex. UK Environmental
Reporting Guidelines) fér féretag om
rapportering av vaxthusgasutsldpp
och aggregerad anvandning av
vaxthusgaskrediter (t.ex. ISO) och
om rollen for frivillig
klimatkompensation i den bredare
klimatdtgdardsstrategin (t.ex. WWF).

Utveckling av végledning pdgér, t.ex.
SBTi och VCMI. VCMI utvecklar
végledning om pdstdenden angéende
mal och frivillig kompensation,
inklusive en klassificering av
pdstdenden baserat p& en rad
egenskaper, t.ex. vilka utsldpp som
omfattas, mélens ambitionsnivé,
typer av véxthusgaskrediter och
bokféring av krediter.

Internationell (t.ex. ICC), dverstatlig
(t.ex. EU) och nationell vagledning
om "gréna” p&stéenden, inklusive viss
végledning specifikt om pdstéenden
om vdxthusgasneutralitet.
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Otillracklig tillgéng till och kvalitet p&
data frén scope 3 (vardekedjans
indirekta utslapp)

SBTi-vdgledningen ar fortfarande
under utveckling, técker inte alla
undersektorer och dr inte latt att
tilldmpa pé t.ex. mikroféretag eller
individer. Bedémning av "tillracklig
egen anstrdngning" och "anpassning
till 1,5-gradersbana” innebdr
oundvikligen subjektiva bedémningar
och viktiga jémlikhetsfrégor.

Vagledning och verktyg for
beddmning av vaxthusgaskrediters
kvalitet ar fortfarande under
utveckling och omfattar inte
vaxthusgaskrediter som inte utfardas
inom ramen fér
krediteringsstandarder.

Brist pd specifik vagledning och
plattformar fér standardiserad
rapportering av detaljerad
information om de
vaxthusgaskrediter som anvdands for
frivillig kompensation och deras roll i
den bredare klimatdtgdrdsstrategin.

Brist pd standardiserade definitioner
och klassificering av pdstdenden, som
i sig ar en férutsattning for
oberoende tredjepartsverifiering av
pdstdenden.

Brist pd standardiserade definitioner
och klassificering av pdstdenden, som
ar en forutsattning for att bedéma
Sverensstdmmelse med god
marknadsféringspraxis. Den
genomsnittliga konsumenten har
begrénsad férstdelse for frivillig
kompensation och dérmed
férknippade pdstéenden.



Yhteenveto

Pariisin sopimuksen pitkdn aikavdlin tavoitteena on rajoittaa ilmaston
[dmpeneminen 1,5 asteeseen. Tavoitteen edistdmiseksi valtiot ja monet ei-valtiolliset
toimijat, kuten yritykset, kunnat, jarjestét ja yksityishenkil6t, toimivat
hiilineutraaliuden saavuttamiseksi ja ylittdmiseksi ja tekevat niihin liittyvia
ilmastovadittdmid. Useimmat toimijat eivat kuitenkaan pysty vdhentdmaddan
padstsjadan nollaan pelkdstddn omin toimin, ainakaan lyhyelld tai keskipitkalla
aikavdlilla. Paastdjen vapaaehtoisen kompensaation avulla he voivat ottaa vastuun
jaljelle jaavistd padstodistadn tukemalla lisdisid pddstdvdhennyksid ja poistoja
("hillintatuloksia") toisaalla. N&ita hillintatuloksia voivat tuottaa esimerkiksi
hankkeet, jotka edistdvat vusivutuvaa energiaa, energiatehokkuutta, padstétonta
liikennettd, jatehuoltoa, hiilidioksidin talteenottoa ja varastointia, metsien suojelua

tai metsitysta.

Vapaaehtoinen kompensaatio

Tdssd raportissa vapaaehtoinen kompensaatio kattaa hillintdtulosten kayton seka
toimijan omien pddstdjen ilmastohaitan kumoamiseen (engl. offsetting) ettd
ilmastonmuutosta hillitsevien toimien tukemiseen (engl. non-offsetting). Omien
pddstojen ilmastohaitan kumoamiseksi toimija ostaa omistukseensa hillintatuloksia,
jotka on toteutettu toisaalla. Toimija voi myods tukea hillintatuloksia kayttamatta
niitd omien pddstdjensd ilmastohaitan kumoamiseen. Tallgin toimija tukee
hillintatuloksia taloudellisesti, muttei omista niitd.

Vapaaehtoinen kompensaatio ei korvaa toimijan omia p&dstévdhennyksid. Se
vauhdittaa siirtymdd kohti vahdpddstdistd yhteiskuntaa, jos se ylittdd lain
edellyttdmat ja omin toimin toteutettavissa olevat padstévahennykset. Jotta
vapaaehtoinen kompensaatio aidosti vauhdittaisi siirtymadd, sen luotettavuus tulee
varmistaa. Luotettava vapaaehtoinen kompensaatio perustuu laadukkaisiin
hillintatuloksiin, joita ei ole laskettu useampaan tarkoitukseen. Vapaaehtoisen
kompensaation ja siihen liittyvien vaittdmien nykyisid kdytantojd on kyseenalaistettu
ja kritisoitu laajasti, ja yhteisten pelisddntdjen ja laadunvalvonnan tarve on kiistaton.
Selkedd ja yhtendistd ohjeistusta tarvitaan sekd vapaaehtoisen kompensaation
tuottajille ettd sen kdyttgjille. Nykyinen ohjeistus on hajanaista, ja sitd sopeutetaan
parhaillaan Pariisin sopimuksen ja YK:n kestdvdn kehityksen tavoitteiden kontekstiin.
Useat vudet kansainvdliset aloitteet kehittdvat parhaillaan ohjeistuksia (esimerkiksi
Science-Based Targets initiative, Taskforce on Scaling Voluntary Carbon Markets ja
Voluntary Carbon Market Integrity Initiative). Vapaaehtoista kompensaatiota
koskeva pohjoismainen dialogi pyrkii kehittdmaddan yhteispohjoismaiset pelisddnnét
laadukkaalle kompensaatiolle.

Tama raportti kartoittaa vapaaehtoiseen kompensaatioon liittyvat kansainvaliset
ohjeet ja aloitteet. Raportin tavoitteena on tukea pohjoismaisia ja kansainvalisia

toimijoita vapaaehtoisen kompensaation laadun edistdmisessd osana laajempia
hiilineutraaliuspyrkimyksia.
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Kysyntd

Toimijoiden ilmastotavoitteet tahtdavat yleisimmin nettonollaan tai
hiilineutraaliuteen. Tassd raportissa hiilineutraalius kattaa hiilidioksidin lisdksi my&s
muiden kasvihuonekaasujen pddstot. Globaalilla tasolla nettonollap&adstét ja
hiilineutraalius ovat synonyymejd: molemmat kuvaavat tilannetta, jossa globaalit
pdadstot ja poistot ovat tasapainossa. Maiden, sektorien, yritysten ja
yksityishenkildiden tasolla yleisesti hyvaksyttyd nettonollan ja hiilineutraaliuden
mddritelmadd ei sen sijaan vield ole. Nykyiset hiilineutraalius- ja nettonollatavoitteet
poikkeavat toisistaan mm. kunnianhimon (yhteensopivuus 1,5 asteen tavoitepolun
kanssa), aikajanteen, padstsjen kattavuuden (mitkd kasvihuonekaasut, vain suorat
vai myds epdsuorat pddstdt), toimenpiteiden ja strategioiden (vain omat toimet vai
my&s kompensaatiota, pddstdvahennyksiin ja/vai poistoihin perustuva
kompensaatio). Nettonegatiivisuus ja ilmastopositiivisuus viittaavat nettonollan ja
hiilineutraaliuden ylittymiseen, mutta niillekddn ei ole yleisesti hyvaksyttyja
mddaritelmid.

Hiilineutraalius- ja nettonollatavoitteet luovat kysyntdd vapaaehtoiselle
kompensaatiolle, varsinkin toimijan omien pddstdjen ilmastohaitan kumoamiselle ja
siihen liittyville vaittdmille. Kumoamisen yhteydessd tehdddn usein — muttei aina -
hiilineutraaliuteen tai nettonollaan liittyvid vaittamid. Yritys voi esimerkiksi vaittdaa
tuotettaan hiilineutraaliksi, jos se on ostanut ja omistaa tuotteen p&dstoja
vastaavan madrdn hillintdtuloksia pddstéjen ilmastohaitan kumoamiseksi. Tdma ei
kuitenkaan tarkoita, ettd tuote olisi pddstétdn vaan ettd toiminnasta aiheutuu
pddstoja, jotka kompensoidaan.

Laadukkaan vapaaehtoisen kompensaation hyviin kaytdantsihin kuuluu omien
pddstovdhennysten priorisointi, vankka pdadstélaskenta, laadukkaiden
hillintatulosten kayttd, kaksoislaskennan valttaminen, 1dpindkyva ja tarkka

raportointi, ja vdittdmien ja markkinoinnin selkeys ja totuudenmukaisuus.

Vapaaehtoinen kompensaatio toteutetaan yleensd ostamalla vapaaehtoisilta
hiilimarkkinoilta hyvitysyksikoitd (eng. carbon credits), jotka on sertifioitu yleisesti
hyvaksytyn hyvitysstandardin puitteissa, ja mitatéimalla ne pddstorekisterissa.
Tarjolla on lukuisia hyvitysstandardeja, jotka laskevat liikkeelle hyvitysyksikoitd
laatukriteerit tayttavid hillintdtuloksia vastaan ja yllapitdvat padstorekistereja
hyvitysyksikdiden omistuksen ja kdytdn seuraamiseksi sekd kaksoislaskennan riskin
minimoimiseksi. Yksi hyvitysyksikkd vastaa yhden hiilidioksidiekvivalenttitonnin
(tCO,e) suuruista lisdistd ja todennettua kasvihuonekaasun padstévdhennystd tai

poistoa.

Jotkin kansainvdliset aloitteet ehdottavat yritysten hiilineutraaliusvdittdmien
eriyttdmistd nettonollavaittdmistd. Tieteeseen perustuvia tavoitteita koskeva SBTi-
aloite kehittad parhaillaan kriteerejd yritysten nettonollatavoitteille. Sen mukaan
yritys saisi vdittdd saavuttaneensa nettonollapddstétason vasta sitten, kun se on
vahentdnyt omia (ml. arvoketjun) pddstsjadn 1,5 asteen tavoitepolun mukaisesti ja
"neutraloinut” jdljelld olevat padsténsd vastaavalla maaralld hiilidioksidin poistoja
ilmakehdastd. Lisdksi SBTi kannustaa yrityksid, matkallaan kohti nettonollaa,
kumoamaan pddstdjensd ilmastohaitan pddstdévahennyksiin tai poistoihin
perustuvilla hillintatuloksilla, jotka on toteutettu yrityksen arvoketjun ulkopuolella.
Jos tieteen mukaisella tavoitepolullaan oleva yritys kumoaa jaljelld olevien
pddstojensd ilmastohaitan tdysimaddrdisesti, se voisi saavuttaa hiilineutraaliuden
ennen nettonollapadstétasoa. My6s kansainvdlinen VCMI-aloite, joka kehittda
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parhaillaan ohjeita vapaaehtoiseen kompensaatioon liittyviin vaittdmiin, esittdd
uskottavan hiilineutraaliusvdittdman edellytykseksi sitd, ettd toimijalla on 1,5 asteen
mukainen tavoitepolku, jota se my&s toteuttaa.

Hyvitysyksikoiden kdyttd hillintdtoimien tukemiseen on nousemassa omien pddstdjen
ilmastohaitan kumoamisen vaihtoehdoksi. Talldin toimija tukee hillintatuloksia
toisaalla, esimerkiksi oman arvoketjunsa ulkopuolella, kdyttdmattd niitd omien
pddstsjensd ilmastohaitan kumoamiseen tai hiilineutraaliusvaittdmiin. Sen sijaan
toimija voi tehdd ilmastotekovdittdmadn eli todeta tukevansa kansallisen

ilmastotavoitteen saavuttamista siind maassa, jossa hillintdtulos toteutuu.

Tarjonta

Hyvitysstandardien laatukriteerit hyvitysyksikdille ovat keskenddn hyvin
samankaltaisia ja linjassa lukuisten suositusten kanssa. Laatukriteerit pyrkivat
takaamaan hillintdtulosten luotettavuuden edellyttdmalla esimerkiksi lisGisyyttd,
vankkoja perusuria, laskentamenetelmid, seurantaa ja raportointia, rilppumatonta
todentamista, pysyvyys- ja hiilivuotoriskin hallintaa sekd kaksoislaskennan
valittdmistd. Hyvitysstandardit eroavat toisistaan hallintomallin, maantieteellisen ja
hanketyyppien kattavuuden, kriteerien toimeenpanon sekd ympdristd- ja sosiaalisten
vaikutusten kasittelyn osalta. NGma vaikuttavat kasityksiin laatueroista eri
standardien mukaisissa hyvitysyksikdissd. Vapaaehtoisten hiilimarkkinoiden
kehittdmistd edistdvan tyéryhmadn (TSVCM) mukaan hyvitysyksikéiden laatua
koskeva epdluulo estdd talla hetkelld markkinoiden tehokkaan toiminnan. Tilanteen
parantamiseksi TSVCM kehittdd parhaillaan minimikriteeristéd laadukkaille
hyvitysyksikadille, yhtendistd jaottelua yksikdiden lisdominaisuuksille ja

arviointikehikkoa hyvitysstandardeille.

VCMI kokoaa yhteen vapaaehtoisen kompensaation luotettavuutta edistavat
toimijat ja aloitteet. Sen tavoitteena on kehittad ohjeet hyvitysyksikdiden ostadijille,
mukaan lukien kategoriat uskottaville vaittamille, ja lisatd yritysten
ilmastovaikutusten ymmadarrettdvyyttd. VCMI:n mukaan uskottavan
hiilineutraaliusvdittdman tekeminen edellyttdd, ettd vaittaman tekijalld on
kunnianhimoinen ilmastotavoite. Jotkut hiilimarkkinatoimijat, kuten Gold Standard,
edellyttdvat, ettd pddstdjen ilmastohaitan kumoutumiseen liittyvat vaittamat,
kuten hiilineutraaliusvaittdma, perustuvat hillintatuloksiin, joita ei hyvaksilasketa
isdntdmaan kansalliseen ilmastotavoitteen tdyttdmiseen. Tdma varmistaa, ettd
omien pddstdjen ilmastohaitan vapaaehtoinen kumoaminen perustuu
hillintatuloksiin, jotka ylittavat Pariisin sopimukselle jo ilmoitetut kansalliset
tavoitteet. Pariisin sopimuksen toimeenpanokaudella vuodesta 2021 [Ghtien
toteutuneiden hillintdtulosten osalta tdma edellyttad, ettei isantdmaa hyvaksilaske
niitd kansalliseen tavoitteeseensa vaan tekee vastaavat mukautukset (engl.
corresponding adjustments) pddstétaseeseensa.

Vaikka vapaaehtoinen hiilimarkkina on nimensd mukaisesti luonteeltaan
vapaaehtoinen ja pitkdlti yksityisten toimijoiden sddntelyn varassa, myds julkiset
toimijat voivat edistdd - ja jopa sddnnelld - vapaaehtoisen kompensaation
luotettavuutta. Julkiset tahot ovat muun muassa kehittdneet ohjeita hyvista
kdytdnnoistd sekd perustaneet kotimaisia hyvitysstandardeja, pddstérekisterejd ja
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hiilineutraaliutta koskevia ympdristéomerkkijarjestelmid. Jotkut maat kehittavat
yhteistydssd valmiuksia ja prosesseja hillintdtulosten tuottamiselle, niiden
kansainvdlisille siirroille ja vastaaville mukautuksille Pariisin sopimuksen
markkinayhteistydn sadntojen (ns. 6 artiklan) mukaisesti. Tdmdn yhteistyon
puitteissa Pariisin sopimuksen kriteerit tayttavid hillintdtuloksia voisi tuottaa myés
ei-valtiollisten toimijoiden vapaaehtoiseen kdyttoon.
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Tiivistelmd vapaaehtoiseen kompensaatioon liittyvistd hyvistd kdytdnnoistd

Hyvdét kdytdnnot

Yhteisymmadérryksen taso

Keskeinen ohjeistus

Puutteet

Omien p&dstodjen
(hiilijalanjéljen) vankka
ja kattava laskenta

Omien
padstévahennysten
priorisointi ja riittavyys
(vapaaehtoista
kompensaatiota ei
k&ytetd omien toimien
korvaamiseen tai
lykk&amiseen)

P&dastojen kompensointi
laadukkailla
hyvitysyksikailla

Omien p&dstdjen ja
vapaaehtoisen
kompensaation
lapinakyva, tarkka ja
eritelty raportointi

Selkeat,
totuudenmukaiset ja
todennettavissa olevat
vaittamat
hyvitysyksikdiden
vapaaehtoisesta
k&ytoéstd omien
pddstojen
ilmastohaitan
kumoamiseen ja
hillintatoimien
tukemiseen

Hyvien
markkinointikdytdntsjen
soveltaminen
vapaaehtoiseen
kompensaatioon
liittyviin
markkinointivaittédmiin

Laaja yhteisymmadrrys

Laagja yhteisymmadrrys

Laagja yhteisymmadrrys laadukkaiden
hyvitysyksikdiden kdyttdmisestd.
Erigvid ndkemyksia laadun
mittareista, eri hyvitysstandardien
laadunvarmistuksen tasosta ja
paastévahennyksiin vs. poistoihin
perustuvien hyvitysyksikoiden
suosimisesta.

Laaja yhteisymmadrrys

Laaja yhteisymmadrrys vaittadmien
laadun varmistamisen periaatteesta.
EriGvia nadkemyksia vaittamia
koskevista mddritelmistd.

Laaja periaatetason yhteisymmdérrys
hyvien markkinointikdytdantdjen
soveltamisesta. Erigvié ndkemyksia
vaittdmid koskevista madritelmistd
(ks. ylla).

Ohjeistukset esim. hiilijalanjdljen ja
tuotteen elinkaaripddstdjen
laskentaan ja todentamiseen (esim.
GHG Protocol, ISO)

SBTi-aloite kehittdd yrityksille
standardia 1,5 asteen tavoitteen
mukaisten tavoitteiden asettamiseksi
ja todentamiseksi. ICLEI on laatinut
hiilineutraaliuskehikon kaupungeille ja
kunnille.

TSVCM kehitt&a minimikriteeristéa
laadukkaille hyvitysyksikaille ja
yhtendistd jaottelua yksikdiden
lisdominaisuuksille seka
arviointikehikkoa
hyvitysstandardeille. Useat
hyvitysstandardit pdivittavat
kriteerejaddn yhteensopiviksi Pariisin
sopimuksen kanssa. Carbon Credit
Quality Initiative -aloite kehittad
hyvitysyksikdiden laatua koskevaa
pisteytysjarjestelmaa.

Kansainvalinen ja kansallinen
ohjeistus (yritysten pdd&stojen ja
hyvitysyksikdiden kdytén raportointiin
(esim. Global Reporting Initiative,
GHG Protocol, Carbon Disclosure
Project, ISO, Ison-Britannian
ympdristoraportointiohjeet) ja
vapaaehtoisen kompensaation rooliin
osana laajempaa ilmastostrategiaa
(esim. WWF).

Ohjeiden kehitysty6 on kdynnissd,
esim. SBTi ja VCMI. VCMI kehittad
ohjeita tavoitteisiin ja
hyvitysyksikdiden kayttoon liittyville
vaittamille, ml. vaittamien joottelu,
joka huomioi esim. pdd&stojen
kattavuuden, tavoitetason,
hyvitysyksikk&étyyppien ja
hyvitysyksikdiden kayttotarkoituksen
perusteella.

Kansainvalisid (esim. Kansainvdalinen
kauppakamari ICC), ylikansallisia
(esim. EU) ja kansallisia ohjeita
ympdristovdaittamistd, ml.
hiilineutraaliusvaittamia koskevia
yleisig ohjeita.
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Epdsuoria arvoketjupdd&stdja (ns.
scope 3) koskevan tiedon
puutteellinen laatu ja saatavuus

SBTi:n ohjeistus on vield kehitteilld.
Se ei kata kaikkia toimialoja eika
sovellu esimerkiksi pienille yrityksille
tai yksityishenkildille. Arviot
riittdvastd ja 1,5 asteen tavoitepolun
mukaisista toimista ovat
subjektiivisia ja niihinliittyy tarkeitd
oikeudenmukaisuuskysymyksid.

Hyvitysyksikdiden laatua koskevien
ohjeiden kehitysty6 on kesken ja
keskittyy hyvitysstandardien
mukaisiin hyvitysyksiksihin.

Tarkkojen ohjeiden ja alustojen
puuttuminen yhtendiselle ja eritellylle
raportoinnille, ml. vapaaehtoiseen
kompensaatioon kdytetyistd
hyvitysyksikdistd ja niiden roolista
ilmastostrategiassa.

Vaittamid koskevien yhtendisten
madritelmien ja jaottelun puute.
Md&daritelmid ja joottelua tarvitaan
vdittdmien riippumattomaan
todentamiseen.

Vaittamida koskevien yhtendisten
mdadritelmien ja jaottelun puute.
Mdadaritelmid ja joottelua tarvitaan
hyvien markkinointikdytdntsjen
arvioimiseen. Keskivertokuluttajalla
on rajallinen ymmaérrys
vapaaehtoisesta kompensaatiosta ja
siihen liittyvistd vaittamista.
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1. Introduction

Countries and non-state actors, such as companies, municipalities, organisations
and individuals, are taking steps towards and beyond carbon neutrality, to
contribute to the Paris Agreement's (PA) long-term goal to limit global warming to
1.5 degrees Celsius. Companies are facing increasing pressure from consumers, civil
society, shareholders and institutional investors to set and implement mitigation
targets that are consistent with the 1.5-degree pathway. For example, the UK
requires companies to have credible net-zero targets and plans in place to bid for
major government contracts (UK Government, 2021) while France is preparing
legislation to require companies receiving state aid to have net zero targets
compatible with national sectoral carbon budgets (Legifrance, n.d.).

One key element of the discussion on carbon neutrality and net zero is the view that
all actors should prioritise action to reduce their own greenhouse gas (GHG)
emissions in line with a 1.5-degree pathway. However, the reality is that most actors
will not be able to eliminate all of their emissions, at least in the short-to-medium
term. Actors can take responsibility for their GHG emissions by supporting
additional GHG emission reductions and removals (hereafter referred to jointly as
'mitigation outcomes') that occur outside the actors' boundaries. This compensation
is typically done through the purchase of carbon credits, which are an emissions unit
that is issued by a crediting standard and represents an emission reduction or
removal of GHGs. Carbon credits are traded on voluntary carbon markets (VCMs).

In the context of this report, voluntary compensation includes both offsetting and
non-offsetting use of carbon credits. To date, the voluntary use of carbon credits has
focused on offsetting. Offsetting is the purchase and ownership of carbon credits to
counterbalance an actor's own emissions (carbon footprint or value chain
emissions). Non-offset uses of carbon credits are when an actor pays for mitigation
outside of their value chain but does not use this to counterbalance their value chain
emissions. In other words, for non-offsetting uses, the actor may make a financial
contribution to the mitigation activities, but it does not own the mitigation
outcomes.

To date, most carbon credits used for voluntary offsetting have been generated by
activities that displace fossil fuel-based energy generation with renewable energy
sources or protect existing forests from deforestation and degradation. Other
activity types include reducing emissions from waste disposal, transportation,
industrial and chemical processes, promoting energy efficiency, household fuel
switching and efficiency (e.g., improved cookstoves or water filters), and removing
carbon dioxide (CO,) from the atmosphere through afforestation and reforestation
(Donofrio, et al., 2020). Technological removals, such as capturing CO, from
bioenergy use or directly from the air and permanently storing it in deep
underground reservoirs or mineralisation approaches, are emerging as a new activity
category seeking to accelerate deployment with support from voluntary
compensation (Carbon Direct, 2021).

Ensuring the integrity of voluntary compensation and related claims is crucial. High-
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integrity voluntary compensation can unlock urgently-needed additional finance to
accelerate and scale up mitigation and support sustainable development co-
benefits. If integrity is compromised, however, voluntary compensation can
undermine global progress towards the 1.5-degree pathway. Stakeholders have
raised significant concerns about the integrity of past and current voluntary
compensation practices and related claims, underscoring the need for further
guidance and oversight to promote the integrity of voluntary compensation.
Guidance on voluntary compensation and related claims is currently fragmented and
rapidly evolving to adapt to the context of the PA and the United Nations
Sustainable Development Goals (SDGs).

This report maps the current international guidance and initiatives on voluntary
compensation of emissions. It aims to foster a common knowledge base on high-
integrity use of voluntary compensation as part of actors' broader mitigation efforts

towards and beyond carbon neutrality.
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2. Policy context and key concepts

This section provides an overview of the international climate policy context and key
concepts covered in this report, highlighting areas of agreement and diverging views
among VCM actors.

2.1 The Paris Agreement

The PA's long-term goals include pursuing efforts to limit the increase in the global
average temperature to 1.5 degrees compared to pre-industrial levels, and making
finance flows consistent with a pathway towards low GHG emissions and climate-
resilient development. The IPCC warns that, if warming reaches two degrees, the
impacts of climate change would become significantly more severe and the globally
agreed SDGs significantly more difficult to achieve compared with limiting warming
to 1.5 degrees (IPCC, 2018a). To achieve this temperature goal, the PA aims for the
global peaking of GHG emissions as soon as possible and rapid reductions thereafter
in line with best available science, to achieve a balance between GHG emissions and
removals in the second half of this century.

Under the PA, all countries are required to include mitigation pledges in their
Nationally Determined Contributions (NDCs). They should also strive to formulate
long-term low GHG emission development strategies (LT-LEDS). The
implementation of mitigation targets in all countries under the PA from 2021
onwards is a major change compared with the mitigation targets under the Kyoto
Protocol, which covered only 37 countries and around 10- of global GHG emissions at
the end of 2020. The current NDCs (as of August 2021), which cover climate action
until 2030, imply well above two degrees of warming by 2100, and are less than a
fifth of the mitigation effort needed to stay on the path to limiting warming to 1.5
degrees (Climate Action Tracker, 2021). We refer to this as the '‘ambition gap"

The PA enables countries to voluntarily cooperate in achieving their NDCs, in line
with the criteria included in its Article 6. Article 6 covers both market-based and non-
market-based cooperation. It builds on over two decades of experience gained with
and lessons learned from market-based cooperation under the Kyoto Protocol,
namely under the Clean Development Mechanism (CDM), Joint Implementation (JI)
and International Emissions Trading. Under Article 6, countries have the power to
authorise public and private entities to participate in voluntary cooperation, and
authorise international transfers of mitigation outcomes for use towards NDCs as
well as for other purposes. The PA also establishes an internationally governed
crediting mechanism (Article 6.4 Mechanism, A6.4M), which could also serve as the
basis for international transfers. The PA sets requirements for countries that engage
in or authorise cooperation that involves the international transfer of mitigation
outcomes. They must ensure environmental integrity and transparency, including in
governance, apply robust accounting, including to avoid double counting, and
promote sustainable development. Participating countries must report on these
aspects as part of their regular reporting to the PA, which is subject to a technical
expert review. Double counting can be avoided by countries through robust national
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GHG inventories, accounting and reporting under the PA, including the application of
corresponding adjustments (CAs) whereby a host country adds back any
internationally transferred mitigation outcomes (ITMOs) in its 'emissions balance’.
The emissions balance serves as the basis for assessing progress towards its
mitigation pledge.

As of September 2021, the rules to operationalise Article 6 had not yet been
adopted. They are expected to be adopted at the COP26 climate conference in
Glasgow in November 2021. In December 2019, a group of countries outlined a set of
principles for robust Article 6 rules, known as the San José Principles on High
Ambition and Integrity in International Carbon Markets (see Box 11) (Direccién de
cambio climdtico, 2019).

2.2. Targets towards and beyond carbon neutrality

At the sub-global level, e.g., at the level of countries, sectors, companies or
individuals, a widely accepted, standardised definition of net zero and carbon
neutrality is still missing. Current carbon neutrality and net-zero targets are self-
defined by actors and differ in terms of, inter alia:

+ ambition level (i.e., alignment with 1.5-degree pathway)

+ timeframe

+ GHGs covered

+ scope (i.e., only direct or also indirect emissions),

+ activities, and

« strategies (i.e., only mitigation within own boundaries or also compensation
outside own boundaries; balancing own remaining emissions with voluntary
offsetting based on emission reductions and/or removals).

The terms 'climate positive' and 'net negative' imply going beyond carbon neutrality.

The PA's global goal to achieve a balance between global GHG emissions and
removals is synonymous with net-zero emissions as defined by the
Intergovernmental Panel on Climate Change (IPCC). According to the IPCC, "net-
zero emissions are achieved when emissions of greenhouse gases to the atmosphere
are balanced by anthropogenic removals [...]" (IPCC, 2018b). At the sub-global level,
the Science-Based Target initiative (SBTi) is developing a standard for corporate
science-based net-zero targets. To achieve net zero according to the SBTi definition,
companies would have to mitigate their own value chain emissions in line with the
1.5-degree pathway and 'neutralise’ (counterbalance) any residual emissions with
removals by the target year (CDP, 2020). It is important to recognise that net-zero
emissions are not equivalent to zero emissions. Net zero implies that some emissions
remain in the value chain and that those emissions are counterbalanced with
removals.

The Climate Ambition Alliance, launched in September 2019, brings together
countries, businesses, investors, cities and regions that are committed to net zero by
2050 at the latest. Through the alliance, over 120 governments, covering around
70% of global GDP, have, as of August 2021, committed to develop plans to reach
net-zero emissions by 2050 and to submit more ambitious NDCs (UNFCCC, 2021). In
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addition, over 3 000 organizations have committed to net zero under the alliance's
Race to Zero campaign. In April 2021, the Race to Zero campaign published refined
criteria that outline the minimum standard for initiatives of businesses, investors,
cities, regions and universities for robust and credible net-zero commitments (Table
1) (Race to Zero, 2021). The UNFCCC's Carbon Neutral Now (CNN) initiative
supports organisations in meeting Race to Zero requirements and has developed
guidelines for participation in the CNN (Climate Neutral Now, 2021).

Table 1. Race to Zero criteria for net-zero commitments

Minimum criteria required for participation in the Race to Zero campaign

'Starting Line' criteria define procedural steps for all actors in the Race to Zero

Pledge at the head-of-organization level to reach (net) zero GHGs as soon as possible, and by mid-
century at the latest, in line with global efforts to limit warming to 1.5 degrees. Set an interim

Pledge target to achieve in the next decade, which reflects maximum effort toward or beyond a fair share
of the 50% global reduction in CO, from 2010 by 2030 identified in the IPCC Special Report on
Global Warming of 1.5 degrees.

Bl Within 12 months of joining, explain what actions will be taken toward achieving both interim and
an
longer-term pledges, especially in the short- to medium-term.

P d Take immediate action toward achieving (net) zero, consistent with delivering interim targets
rocee
specified.

Commit to report publicly both progress against interim and long-term targets, as well as the
Publish actions being taken, at least annually. To the extent possible, report via platforms that feed into the
UNFCCC Global Climate Action Portal.

‘Leadership Practices’ define substantive areas where networks and initiatives must at least reach the current frontier of best practice and

indicate how leaders can push beyond it.

Targets must cover all greenhouse gas emissions:
1. Including Scope 3 for businesses and investors where they are material to total emissions and
where data availability allows them to be measured sufficiently.
Scope 2. Including all territorial emissions for cities and regions.
Leading targets may also include:
1. Cumulative emissions (for all actors)
2. Consumption emissions (for cities, states, and regions).

1. In the transition to (net) zero, prioritize reducing emissions, limiting any residual emissions to
those that are not feasible to eliminate.

Sinks and credits 2. Clearly specify what sinks or credits are used to make what, if any, neutralization claims, clarifying
how sinks and credits are used both on the path to (net) zero, and after (net) zero is obtained. Any
neutralization of residual emissions must transition to permanent removals by the time (net) zero

status is achieved.

Seek to enable all actors to contribute to the global transition toward (net) zero through
£ t and it engagement, information sharing, access to finance, and capacity building. Develop pledges, plans,
mpowerment and equi
P quity and actions in consideration of equity, drawing on, inter alia, the SDGs and Articles 2 and 4 of the

PA.

*Corporate emissions are categorised into three scopes: Scope 1 refers to the company's direct emissions, scope 2 to emissions relating to the company's energy use
and scope 3 to indirect emissions in the company's value chain (not included in scope 2) (WBCSD/WRI, 2004).
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At the global level, the IPCC defines carbon neutrality as synonymous with net-zero
CO, emissions. At the sub-global level, actors that cannot yet reduce their emissions
- sometimes referred to as their carbon or GHG footprint — to zero would need
offsetting for their emissions beyond those compatible with a 1.5-degree pathway in
order to make carbon neutrality claims. Carbon neutrality is commonly used to refer
to a situation where an actor ‘offsets its emissions with (at least) an equivalent
amount of mitigation outcomes achieved elsewhere, covering also other GHGs in
addition to CO,. Increasingly, the actor’s own ambitious mitigation action is
considered a precondition for credibly claiming carbon neutrality. That is, an actor
cannot credibly claim to have achieved carbon neutrality by relying fully on
mitigation outcomes generated by others (VCMI, 2021b). As is the case with net
zero, carbon neutrality does not mean zero emissions.

In this report, we refer to carbon neutrality as a general concept that can also cover
other GHGs besides CO,. Climate neutrality is often used synonymously with carbon
neutrality, to indicate that multiple GHGs covered. Climate neutrality is, however,
defined by the IPCC as “... a state in which human activities result in no net effect on
the climate system. Achieving such a state would require balancing of residual
emissions with emission (carbon dioxide) removal as well as accounting for regional
or local biogeophysical effects of human activities that, for example, affect surface
albedo or local climate”, hence a broader concept than carbon neutrality (IPCC,
2018b).

Some targets go beyond carbon neutral and net zero, aiming for net-negative GHG
emissions. At the global level, net-negative emissions are achieved when
anthropogenic removals are greater than anthropogenic emissions (Obersteiner, et
al., 2007). At the sub-global level, net-negative emissions may be achieved by
offsetting an actor'’s emissions with more than an equivalent amount of mitigation
outcomes. The terminology can be confusing, however, because the term 'negative
emissions' is sometimes use for permanently removing GHGs from the atmosphere
through human-induced natural sequestration or technological capture of GHGs and
their permanent storage (IPCC, 2018b). In this report, this action is simply called
‘removals’. Finally, a ‘climate positive' approach would also mean going beyond
carbon neutrality (see Box 1).
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Box 1. Climate positive approach

The World Wide Fund For Nature (WWF) (2019) has developed a draft climate
positive framework, under which climate positivity “means to achieve a state of net
negative emissions by 2040 at the latest and reducing and physically removing more
[GHG] gas emissions from the atmosphere than the whole value chain emits

regardless of business growth".

A climate positive company should set an SBTi-aligned target, support the low-
carbon movement, and not rely on carbon credits in a way that would delay own
mitigation action. Furthermore, “carbon credits used to achieve net negative
emissions should be clearly communicated as a short to mid-term measure and
should be reported separately from company emissions. Meaningful, robust and
lasting carbon removals should be realised as an element of fulfilling the ambition of
the Climate Positive Framework".

2.3 Voluntary compensation of greenhouse gas emissions

As discussed earlier, in this report, voluntary compensation includes both the concept
of offsetting as well as non-offsetting. Offsetting refers to an actor purchasing and
owning mitigation outcomes which they use to counterbalance their own value chain
emissions. Traditionally, if the offsetting volume was the same as the actor's total
emissions, they were considered ‘carbon neutral’, even though the actors' own
emissions might not have been in line with any particular long-term global emissions
trajectory. Voluntary offsetting enables actors with emissions to make offset-based
claims, such as claims about carbon neutrality or net zero, and is thus often
motivated by a carbon neutrality or net-zero target. By contrast, using offsetting for
compliance enables actors to comply with mitigation obligations (e.g., emissions

caps or obligations to pay carbon taxes).

There is wide agreement that high-integrity offsetting must be based on real
mitigation outcomes that are not double counted (see Section 3.1 and Figure 1).
Furthermore, high-integrity offsetting should not be used to substitute or postpone
ambitious own mitigation action (see Section 4.1). It is important to recognise that
offsetting an actor's own emissions with mitigation outcomes elsewhere does not
eliminate these emissions and is thus not equivalent to having zero emissions. This is
why it is important for actors to also implement own mitigation in line with the
1.5-degree pathway. This investment in mitigation inside of the actor's boundary or
value chain contributes towards the mitigation pledge of the country in which the
actor resides. High-integrity voluntary offsetting enables actors to finance more
mitigation than what could be achieved through own action alone, based on
mitigation outcomes beyond what countries have already pledged that they would
deliver, thereby increasing global mitigation compared to the situation without
voluntary offsetting. If integrity is not ensured and offsetting is used to substitute
own mitigation action, however, voluntary offsetting may undermine global
mitigation by making it more difficult for countries to meet their pledges.
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Figure 1. Voluntary offsetting's impact on global net emissions

Source: Authors

Traditionally, compensation has been used as a synonym for offsetting. However,
some recent initiatives (e.g., SBTi and TSVCM) tend to differentiate between
offsetting based on emission reductions, referring to it as ‘compensation’, and
offsetting based on removals, referring to it as ‘neutralisation’. As discussed earlier,
in this report, compensation is a broader term, covering mitigation outcomes -
typically carbon credits — associated with either emission reductions or removals and
with the potential for both offsetting and non-offsetting uses of those mitigation
outcomes (Figure 2).

Non-offsetting use of mitigation outcomes can be the actor’s way to take
responsibility for its emissions without claiming that the actor's emissions have been
offset. Various actors, including WWF (2019), Carbon Market Watch (2020) and
Gold Standard (2021a), are developing guidance for non-offsetting approaches.
Through non-offset-based claims, actors can voluntarily support the achievement of
national mitigation pledges of the countries hosting the mitigation activities, which
could be different from the country(ies) where the actor resides. The national
mitigation pledge for the host country could be the achievement of it NDC under the
PA and/or a national target going beyond the NDC, e.g., a carbon neutrality

target.

In the case of offsetting, the counterbalancing of the entity's own remaining
emissions could be reflected in the actor's own GHG reporting while, for a non-
offsetting use, this would not be the case. While offsetting is often motivated by
achieving carbon neutrality targets, non-offsetting is motivated by other goals or
commitments to support mitigation and co-benefits, possibly with preference for
specific activities and technologies in particular countries.
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Figure 2. Different types of voluntary compensation of GHG emissions

Source: Authors

2.4 Carbon standards, crediting standards and the voluntary
carbon market

Carbon market mechanisms are instruments to generate and enable trading of
emissions units, each representing one metric tonne of CO, equivalent (tCO,e).
Carbon markets can increase the flexibility of how, where and by whom mitigation
outcomes are financed and generated, thereby mobilising results-based finance for
cost-effective mitigation action from public and private sources. Carbon market
mechanisms fall into two main categories (see Box 2), namely emissions trading
systems (ETSs) (also referred to as cap-and-trade schemes) and crediting standards
(also referred to as baseline-and-credit schemes). ETSs are tools for complying with
mandatory mitigation obligations while crediting standards can cater for both
voluntary and compliance purposes.
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Box 2. Carbon market mechanisms
Emissions trading systems (ETSs)

Under an emissions trading system (ETS), a regulator sets a collective cap on the
GHG emissions of covered entities and issues emission allowances equivalent to the
emission cap. These allowances are then allocated to covered entities e.g., for free
and/or through auctions. One emission allowance represents the right to emit one
tCO2e. At the end of each reporting period, actors that are covered by the cap must
surrender emission allowances equivalent to their emissions to the regulator.
Regulators may allow the use of emission allowances from other ETSs and/or
carbon credits (see below) for compliance, subject to specific quantitative and/or
qualitative restrictions. Actors can buy and sell emission allowances and carbon
credits in the carbon markets. The number of emission allowances is limited by the
emission cap. The amount of emission allowances may be reduced over time,
through a tightening emission cap and/or other provisions. The integrity of the ETS
is defined by the stringency of its cap, as well as other design features. ETSs can
cover various sectors, typically at least energy generation and energy-intensive
industry, but in some cases also waste, transport, domestic aviation, buildings and
forestry (ICAP, 2021b).

Examples: International Emissions Trading for countries with targets under the
Kyoto Protocol; ETSs in California, China, the European Union (EU), Republic of
Korea, Mexico, New Zealand, and Quebec. For more examples, see the ETS Map of
the International Carbon Action Partnership (ICAP) (ICAP, 2021a).

Crediting standards

Under crediting standards, carbon credits are issued into a carbon registry for
mitigation outcomes. Carbon credits are generated by approved activities and are
additional, quantified against a conservative crediting baseline, monitored and
verified, and meet all other relevant criteria. One carbon credit represents one tCO2e
of mitigation. A wide range of activity types could be used to generate carbon
credits (e.g., renewable energy, energy efficiency, waste management, industrial gas
destruction, CO2 capture and storage, protection of forests, afforestation and

reforestation).

Examples: CDM (see below) and JI in countries without and with targets under the
Kyoto Protocol, respectively; Verified Carbon Standard (VCS), Gold Standard for the
Global Goals (GS4GG), American Carbon Registry (ACR), Climate Action Reserve
(CAR). For more examples, see (World Bank, 2021).
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Ensuring the environmental integrity of carbon market mechanisms is key to making
them a tool for driving ambitious mitigation. In this context, environmental integrity
means that the use of carbon markets does not lead to a net increase in global
emissions (Schneider & La Hoz Theuer, 2019). Otherwise, carbon market mechanisms
could undermine global mitigation efforts. Over the past 20 years, a wide range of
guidance, criteria and protocols have been developed by various actors, aimed at
safeguarding the environmental integrity of carbon market mechanisms. We refer to
these as carbon protocols. We define carbon protocols broadly to also include
guidance on GHG emission calculations and reporting, as well as marketing of
carbon neutral products etc. In this report, we focus on carbon protocols relevant for

voluntary compensation.

The vast majority of voluntary compensation is based on carbon credits issued by a
handful of leading crediting standards. An ETS or a carbon tax scheme can be a
source of demand for carbon credits that meet relevant criteria, and crediting
standards may adapt their criteria to cater for this demand. Furthermore, emissions
allowances from ETSs can also be used for voluntary offsetting.

During the past 20 years, numerous crediting standards have emerged to issue
carbon credits against mitigation outcomes that meet specific criteria relating to
additionality, baseline setting, monitoring, reporting and verification, leakage,
permanence, double-counting, and in some cases also environmental and social
impacts and safeguards. The purpose of these standards is to ensure the
environmental integrity of carbon credits and their use, including to ensure that each
carbon credit represents at least one tCO,e permanently reduced or removed.
Crediting standards also include the approval of methodologies, the accreditation of
validation and verification bodies, and the operation of a carbon registry for
approved activities and issued carbon credits (Michaelowa, et al., 2019q; Broekhoff,
et al., 2019). Crediting standards may be governed by independent, international,
bilateral, regional, national or sub-national bodies (see Table 2). National and sub-
national crediting standards focus on domestic mitigation activities while
independent and international crediting standards typically have a broader
geographic scope. Some crediting standards focus on a single activity type in a
single country (e.g., the Woodland Carbon Code focuses on woodland creation in the

UK) while others cover activities in a wide range of sectors globally.

A crediting standard originally designed for voluntary offsetting use may be
approved for compliance use (see Table 2). For example, Gold Standard for the
Global Goals (GS4GG) and Verified Carbon Standard (VCS) are eligible to provide
carbon credits for use towards compliance under the South African and Colombian
carbon tax. Carbon Action Reserve (CAR) and American Carbon Registry (ACR)
cater for California's Compliance Offset Program. Furthermore, all of these
standards are eligible to generate carbon credits for compliance use under the
Carbon Offset Reduction Scheme for International Aviation (CORSIA). And vice
versa, crediting standards, such as the CDM, that were originally designed for
compliance use may also be used for voluntary compensation.
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Table 2: Examples of crediting standard governance and use (World Bank, 2021)

Crediting standard Governance

Voluntary Compliance
Clean Development Mechanism (CDM) International . .
Gold Standard for the Global Goals (GS4GG) Independent . .
Verified Carbon Standard (VCS) Independent . °
Climate Action Reserve (CAR) Independent ° °
American Carbon Registry (ACR) Independent . .
Joint Crediting Mechanism (JCM) Bilateral o*
Thailand Voluntary Emission Reduction Program .
(T-VER) National .
Australian Emission Reduction Fund (ERF) National . .
California Compliance Offset Program Sub-national °

*JCM aims to generate ITMOs for compliance use towards national mitigation pledges under the PA (Greiner, et al., 2020).

Carbon credits intended for voluntary use are traded in the voluntary carbon
markets (VCMs). The VCMs emerged in parallel to the compliance market, outside of
the internationally supervised compliance framework under the Kyoto Protocol and
jurisdictionally supervised compliance schemes such as the EU ETS (Hamrick &
Gallant, 2017). Unlike compliance markets, the VCMs do not have centralised
supervision. Instead, buyers choose between various crediting standards offered by
private entities or NGOs (Hermwille & Kreibich, 2016). The volume of carbon credits
retired has increased constantly and there has been a steady accumulation of
oversupply of issued carbon credits (Figure 3).
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According to the Taskforce on Scaling Voluntary Carbon Markets (TSVCM), a private
sector-led initiative working to scale effective and efficient VCMs, global
decarbonisation in line with the PA's goals will require "a large, transparent, verifiable
and robust voluntary carbon market, one that promotes genuine action of high
environmental integrity” as many companies, especially in hard-to-mitigate sectors,
will need to offset emissions to achieve their decarbonization goals (TSVCM, 2021a).
The TSVCM (2021a) estimates that the VCMs would need to grow 15-fold by 2030 to
meet growing demand for high-integrity carbon credits driven by companies'
decarbonisation efforts that rely extensively on offsetting. However, according to
the TSVCM, the current VCMs do not operate efficiently due to both real and
perceived challenges in the quality of carbon credits, as well as other challenges. To
overcome these challenges, the TSVCM is developing a threshold standard for high-
quality carbon credits, a taxonomy of additional carbon credit attributes and an
assessment framework for crediting standards. Other initiatives are also operating
in this space. For example, the Voluntary Carbon Markets Global Dialogue is an
international initiative that focuses on the supply of high-integrity carbon credits,
working with developing countries to identify how VCMs could support national
climate plans and local priorities, stimulate sustainable development and unlock
more private investment (Voluntary Carbon Markets Global Dialogue, 2021). The
Voluntary Carbon Market Integrity Initiative (VCMI) will also engage with countries
to develop strategies and capacity to access high-integrity VCMs (VCMI, 2021a).

In this report, we focus on voluntary offsetting that is based on carbon credits that
have been issued under a crediting standard and retired or cancelled in a carbon
registry. However, there are also actors that offer voluntary offsetting based on
mitigation outcomes that have not been issued under a crediting standard. They are
typically small in scale and cater for the domestic market. Furthermore, emission
allowances issued under ETSs are sometimes used for voluntary offsetting.
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3. Generating carbon credits

3.1. Carbon credit quality criteria

Ensuring environmental integrity is a key overarching goal for all crediting standards,
meaning that carbon credits represent real, measurable and long-term mitigation of
(at least) one tCO,e, and their use does not lead to a net increase in global emis-
sions compared to a situation without their use (Schneider & La Hoz Theuer, 2019).

Crediting standards use carbon credit quality criteria to ensure environmental
integrity. There is a wide agreement on carbon credit quality criteria across crediting
standards and guidance (see Table 4), embodying a common conceptual
underpinning as well as two decades of learning-by-doing and cross-pollination
across crediting standards. The Kyoto Protocol's CDM pioneered the
operationalisation of carbon credit quality criteria (Box 3), and other crediting
standards have drawn extensively on CDM's technical work and practical lessons.

Box 3. Clean Development Mechanism (CDM) - the first international crediting
standard

The Clean Development Mechanism (CDM) of the Kyoto Protocol was
operationalised in 2001 as the first full-scale application of a crediting standard.
Under CDM, the international community gained practical experience of how to
operationalise key criteria for carbon credits, including their issuance on the basis of
‘real, measurable, and long-term benefits related to the mitigation of climate
change' and ‘reductions in emissions that are additional to any that would occur in
the absence of the certified' activity (UNFCCC, 1998). The CDM Executive Board
approved, consolidated and regularly revised detailed methodologies and procedures
for CDM with the objective to ensure transparency, efficiency and accountability
through independent auditing and verification. Under CDM, Certified Emission
Reductions (CERs) representing over 2 billion tCO,e of mitigation outcomes have
been issued for more than 8000 registered projects and programmes between 2005
and 2021 (UNFCCC, n.d.) (UNEP DTU, 2021). As of September 2021, there are almost
250 approved CDM methodologies for a wide range of activity types in various
sectors (UNEP DTU, n.d.).

According to Broekhoff et al. (2021, p. 57), "although most critical studies of carbon
[credits] have focused on the CDM and JI because of their high profile, many of the
same issues are likely to arise in other [crediting standards] as well. For some
[crediting standards] - like Verra (i.e., VCS) and the Gold Standard - this is because
they incorporate CDM methodologies by reference, so there is substantial overlap in
the kinds of projects they certify. In other cases, [crediting standards] have used
CDM methodologies as a starting point in developing their own standards. Although
a number of [crediting standards] have followed approaches that differ from the
CDM, no [crediting standards] should be considered categorically free of all concerns
about [carbon credit] quality.”
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As shown in Table 3, there is wide agreement across crediting standards and relevant
guidance that carbon credit quality criteria relating to the quantification of the

underlying mitigation outcome include:

« Demonstration of additionality: Additionality means that the mitigation activity
would not have happened without the incentives provided by the carbon credits
(Schneider, et al., 2020). Often this is assessed by ensuring that the mitigation
outcomes exceed what is required by law, regulation, or legally binding mandate
and that the activity would not be financially viable without the revenue from
the sale of carbon credits. In the context of the PA, mitigation outcomes need to
be additional to those needed to achieve the host country's mitigation pledge to
the PA (Ahonen, et al., 20217).

«  Application of a robust crediting baseline: Carbon credits are calculated relative
to a baseline scenario that is the hypothetical scenario that would occur in the
absence of the incentives from the crediting standard, based on conservative
assumptions and in accordance with approved baseline methodologies
(Schneider, et al., 2020). In the context of the PA, baselines need to take into
account existing and planned mitigation policies that are needed to achieve the
host country's mitigation pledge to the PA, as well as net-zero emissions in the
long term (Michaelowaq, et al., 2021; Ahonen, et al., 2027; Partnership for Market
Readiness, 2017). According to the draft rules for market-based Article 6
cooperation, internationally transferred mitigation outcomes must apply
baselines that are set below business-as-usual (BAU) (UNFCCC, 2019a; 2019b;
2019c; 2019d; 201%e).

+  Application of a robust monitoring methodology: Under the existing crediting
standards, a large selection of monitoring methodologies has been developed
for quantifying the mitigation outcomes of different activity types, including
requirements for data sources and collection, formulas for calculations, the
setting of appropriate system boundaries as well as reporting (Michaelowa, et
al., 2019). Monitoring refers to the process of data collection over time,
providing basic, accurate and precise datasets for relevant variables (UN-REDD,
2009).

+ Ex-ante third-party validation of the activity design: An accredited independent
third-party entity validates that the proposed activity design meets relevant
criteria under a crediting standard. In most crediting standards, a positive
validation is a precondition for registering the activity.

+  Ex-post third-party verification of mitigation outcomes: After the activity has
started, in most crediting standards an accredited independent third-party
entity periodically assesses that the mitigation outcomes generated during a
specific monitoring period are quantified in accordance with applicable
approved methodologies, based on accurate data and conservative
assumptions, to assure that the mitigation outcomes are not overestimated
(Broekhoff, et al., 2019). 'Forward, or 'ex-ante’, crediting on the basis of
expected future mitigation outcomes leads to over-issuance risks (e.g., related
to the possibility that the activity fails to perform as expected and/or that
future events such as regulatory changes undermine the additionality or
mitigation outcome ownership) (Broekhoff, et al., 2019; Schneider, et al., 2020).

+  Addressing non-permanence: Non-permanence refers to the reversal of all or
part of the generated mitigation outcomes, for example due to a natural
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disaster or activity mismanagement. The risk of non-permanence differs across
activity types and is particularly pronounced for many carbon removal activities
that store carbon in reservoirs (e.g., forests, soils, etc.). The risk of reversal
depends on how activity owners manage the underlying drivers for reversals. To
be eligible to generate carbon credits, the non-permanence of mitigation
outcomes must be addressed in a robust manner. Crediting standards pursue
varying approaches to reduce non-permanence risks and to compensate for any
non-permanence. Key factors determining whether non-permanence is
appropriately addressed include the establishment of liability for reversals (e.g.,
by requiring buffers), the duration for which the occurrence of reversals is
monitored and accounted, as well as whether and how any reversals are
compensated (Broekhoff, et al., 2019).

- Addressing leakage: In many cases, a mitigation activity will have both intended
and unintended effects on emissions. Unintended increases in emissions
attributable to the mitigation activity outside of its boundaries are referred to
as leakage (Schneider, et al., 2020). An example of leakage is when an activity
that aims to protect a specific forest area from logging leads to increased
logging outside the protected area. If quantification methods fail to account for
emission increases caused by the activity at some sources (even indirectly), then
the mitigation outcomes will be overestimated. Leakage must be appropriately
addressed in order to prevent overestimation of an activity's mitigation
outcome (PMR, 2015).

+ Avoiding double counting: The underlying mitigation outcomes should not be
counted more than once. Double counting can occur through double issuance,
double use or double claiming (see Box 4). The risk of the first two types of
double counting can be addressed by crediting standards through e.g., unique
serialisation upon issuance, cancellation' or retirement upon use, and
cooperation across standards (Schneider, et al., 2014). Addressing the risk of
double claiming may, in some cases (see Section 4.2), require the host country to
apply CAs (see Box 6). Crediting standards can help to avoid double claiming by
labelling carbon credits that have CAs as a carbon credit attribute (see Section
3.2).

1. The definitions of cancellation and retirement vary between crediting standards and carbon registries. For the
purposes of this report, retirement refers to a situation in which the carbon credit is directly used towards a
carbon neutrality or GHG reduction goal (VCMI, 2021a).
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Box 4. Double counting

VCMI (2021a) defines double counting as “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:

1. Double issuance - more than one carbon credit is issued for the same mitigation
outcome, if more than one of these carbon credits is counted towards achieving
climate change mitigation. This can occur, for instance, when the same
mitigation activity is registered under two different crediting standards or more
than once under the same crediting standard.

2. Double use: A situation in which the same carbon credit is used more than once
towards achieving climate change mitigation. This could, for example, occur if
an entity would use a single carbon credit to fulfil two different purposes.

3. Double claiming: A situation in which the same mitigation outcome is claimed by
more than one entity towards achieving a mitigation target. For example, by
the host country in which the mitigation outcome occurs (i.e., towards its
domestic or international pledge) as well as by another actor using the carbon

credit or voluntary offsetting.

In addition to carbon credit quality criteria relating to quantifying mitigation
outcomes, there is broad support for considering key environmental and social
aspects associated with carbon credit generation. However, their consideration
varies considerably across crediting standards, ranging from minimal (ex-ante)
consideration to extensive (ex-ante) assessment and safeguards and (ex-post)
monitoring, reporting and verification. There are also labels specifically developed as
an add-on to crediting standards, focusing solely on the environmental and social
aspects of mitigation activities.

The Sustainable Development Initiative (SDI) advocates for and raises awareness on
the opportunities associated with strong sustainable development provisions in
carbon markets in the PA era (Gold Standard, n.d.). The SDI has mapped best
practice, tools and guidance for sustainable development assessment of climate
actions. Globally accepted best practices for credible sustainable development
assessment include the following main elements (Arens, et al., 2014):

- Indicators for sustainable development assessment, guidance and tools/
methods of impact assessment

«  Appropriate guidance for effective engagement of all impacted stakeholders,
ensuring that stakeholders are involved from the design stage and provided
with relevant communication channels to access information and raise
complaints

+ Credible assessment of any negative impact the mitigation activity or policy
may cause

+  Robust monitoring, reporting and verification requirements including third party
involvement to ensure credibility and impartiality
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The GS4GG started as an add-on standard for assessing and tracking sustainable
development impacts of CDM activities. Over time, it developed into a fully-fledged
crediting standard that covers both mitigation and other sustainable development
impacts. The Gold Standard has developed a set of requirements and guidelines for
sustainable development assessment, covering demonstration of the contribution to
sustainable development, stakeholder consultation and engagement, do-no-harm
safeguarding and gender equality (Gold Standard, 2019). The Gold Standard
requires activities to demonstrate contribution to at least two additional SDGs
besides climate action (SDG 13), and monitor and verify these contributions based
on SDGs targets and indicators, a Gold Standard-approved SDG tool or a Gold
Standard-approved methodology (Gold Standard, 2019).

Some forest-related activities combine VCS with the Climate, Community and
Biodiversity (CCB) Standards (Verra, n.d.). The CCB Standards work as an add-on
label to crediting standards, focusing on the environmental and social impacts of
land management activities. It aims to promote activities that improve the well-
being and reduce the poverty of local communities, and conserve biodiversity.
Further criteria for high-quality carbon credits have also been proposed, such as
facilitation of transition towards net zero emissions (Schneider, et al., 2020).
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Table 3: Carbon credit quality criteria under selected crediting standards and guidance (non-exhaustive)
- Explicitly included (-) Implicitly/partly included

Criteria Crediting standards Guidance

VCS GS4GG  Ab.4M GHG-P CORSIA ICROA TSVCM UK-ERG DCA

Additionality . . . . (o) . . . . . ° .
Valid baseline . . . . . . . . . . ° .
Monitoring &
L] L ] L] [ ] [ ] [ ] L] L] L] L] L ]

reporting
Ex-ante

L] L] L ] L] L] L] L] L]
validation
Ex-post

L] L] L] L] L] L[] L] L] L] ° L]

verification

Ex-post
. L] L] L] L] L] L] L]
issuance only
Permanence ° ° ° ° ° ° ° ° ° ° °
Addressing
L] L] L] L] L[] L] L] L] L] L] L] L]
leakage
No double
. (.) L] L] L] (.) L] L] L]
counting
Stakeholder
) . . . . .
consultation
Do-no-harm ° ° ° (o) ° ° ° °
SD impact
L] L] L] (.) L] L]
assessment
SD monitoring
. . L] L] L]
& verification
Abbreviation Description Source
SD Sustainable development n/a
CDM Clean Development Mechanism (UNFCCC, n.d)
VCS Verified Carbon Standard (Verra, 2019)
GS4GG Gold Standard for the Global Goals (Gold Standard, 2019)
Ab.4M Article 6.4 Mechanism (draft rules) (UNFCCC, 2019d; UNFCCC, 2019e; UNFCCC, 2019f)
GHG-P GHG Protocol for Project Accounting (WBCSD/WRI, 2005)
CORSIA Carbon Offsetting and Reduction Scheme for International Aviation (ICAQ, 2019)
ICROA International Carbon Reduction and Offset Alliance (ICROA, 2021)
TSVCM Taskforce on Scaling Voluntary Carbon Markets (TSVCM, 2021b)
UK-ERG UK Environmental Reporting Guidelines (HM Government, 2019)
DCA German Development and Climate Alliance (Development and Climate Alliance, 2020a)

San Jose Principles for High Ambition and Integrity in International Carbon
SJP Market P 9 oty (Direccién de cambio climatico, 2019)
arkets

ccal Carbon Credit Quality Initiative (Schneider, et al., 2020)
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3.2. Carbon credit attributes

In addition to the one tCO,e of mitigation outcome that each carbon credit should
embody, carbon credits have also other attributes, such as those relating to the
underlying mitigation activity, that determine their suitability for particular uses and
claims, as well as their perceived quality and value.

The TSVCM is developing a standard taxonomy of additional carbon credit
attributes, with the dual aim to drive scale and liquidity through standardisation and
enable a price differential for carbon credits with specific benefits (TSVCM, 2021b).

According to the TSVCM (2021b), additional attributes could be operationalized
within existing registry structures by attaching information labels to carbon credits
that meet the Core Carbon Principles criteria. For example, in addition to being
labelled as meeting the Core Carbon Principles, carbon credits would carry
information about e.g., their activity type, co-benefits and any CAs.

Key issues relating to five key attribute types proposed by the TSVCM are
summarised below:

«  Activity type (removal vs avoidance/reduction): There are diverging views on
whether removals should be prioritised over emission reductions (Allen, et al.,
2020; Gold Standard, 2020). There is wide agreement that, over time, as
accelerated mitigation drives emissions towards zero, focus of mitigation will
necessarily shift from emission reductions to removals. Those advocating
prioritisation of removals point to the need to balance emissions with removals.
Advocates of emission reductions note that acceleration of emission reductions
implies reduced need for removals. They also point out that most nature-based
removals are associated with much greater risks of non-permanence and
leakage than emission reductions (Broekhoff, 2020). Furthermore, they suggest
that some arguments in favour of prioritising removals are flawed (see Box 5).

+  Removal method (nature-based vs. technology-based): There are diverging
views on whether nature-based solutions should be prioritised over technology-
based methods (Gehrig-Fasel, et al., 2021; Broekhoff, 2020). Advocates of
nature-based solutions emphasise the high potential for co-benefits while
others point out the higher risks of non-permanence and leakage associated
with nature-based solutions compared with technology-based solutions (e.g.,
direct air capture, carbon capture in exhaust streams). Activities focusing on
reducing deforestation have been found to have a relatively high risk of inflated
baselines (Carbon Market Watch, 2021; Compensate, 2021; Eharaq, et al., 2027;
West, et al., 2020).

+  Storage method (biological vs geologic): It is widely recognised that biological
storage faces significantly higher risks of non-permanence than geological
storage and mineralisation approaches (Jeffery, et al., 2020). The durability of
storage in different products, such as wooden building materials, is associated
with uncertainties and deserves further research.

« Co-benefits: There are differing views on the extent to which co-benefits should
be included as a carbon credit quality criterion and as carbon credit attributes.
There is wide support for case-by-case assessment of potential (both negative
and positive) environmental and social impacts of mitigation activities, ideally
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based on reputable standards or labels such as the GS4GG, CCB Standards
(see Section 3.1).

+ Corresponding adjustments (CAs): There is wide agreement that crediting
standards should differentiate between carbon credits with and without CAs,
given that CAs may be a precondition for certain uses of carbon credits, such as
compliance under CORSIA and the PA (Gold Standard, 2021a; TSVCM, 2021b;
Verra, 2021). There are different views on whether CAs should be a precondition
for the use of carbon credits for voluntary offsetting (see Section 4.2 and Box
6).

Further attributes that may influence the eligibility of and preference for certain
carbon credits include vintage (i.e., the year of the generation of the mitigation
outcome) and location. Regarding vintage, there is a tendency towards prioritising
recent vintages over older ones (WWF, 2019; Allen, et al., 2020). Compliance
schemes, such as the EU ETS and CORSIA, have implemented vintage restrictions
for eligible carbon credits, which may influence buyer preferences also in the
voluntary market. In its pilot phase (2021-2023), CORSIA accepts carbon credits
based on mitigation outcomes that are generated by the end of 2020 by activities
that were registered under eligible standards no later than 1 January 2016 (ICAQO,
2021). Regarding location, there are diverging views on whether and to what extent
certain country groups, such as Least Developed Countries (LDCs) should enjoy
preferential treatment and/or simplified requirements (Gold Standard, 2021a).
Under the EU ETS, carbon credits from new activities were eligible for compliance in
2012-2020 only if they were located in LDCs (European Parliament and the Council,
2011).
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Box 5. Offsetting based on emission reductions vs removals

Some experts have argued that the net impact on global emissions of offsetting
using carbon credits based on emission reductions would be different from using
carbon credits based on removals. The flaw in this argument is explained using
Figure 4.

Business-as-usual (BAU): In case 1, two entities (A and B) each emit 1tCO,e into

atmosphere. Entity C emits zero emissions. The net impact on global emissions is 1 +
1+ 0 =2tCOe.

Own mitigation: In case 2, entity A reduces its emissions by 1tCO,e to zero while
entity B takes no action and emits 1tCO,e. Entity C takes no action and emits zero
emissions. The net impact on global emissions is reduced to O + 1=1tCO,e.

Offsetting using emission reductions: In case 3, entity A takes no mitigation action
and emits 1tCO,e while entity B reduces its emissions by 1tCO,e to zero. Entity A
purchases the emission reduction of 1tCO, from entity B to offset entity A's
emissions. Entity C takes no action and emits zero emissions. The net impact on
global emissionsis 1+ 0 + O = 1tCO5e.

Offsetting using removals: In case 4, entities A and B take no action and each emit 1
tCO,e. Entity C removes 1tCO,e from the atmosphere and permanently stores it,
resulting in a negative emission of -1tCO,e. Entity A purchases the removal of 1
tCO, from entity C to offset entity A's emissions. The net impact on global emissions
is1+1-1=1tCOye.

Therefore, regardless of whether entity A reduces its value chain emissions, or
offsets its emissions based on emission reductions or removals, the net impact on
global emissions is the same.

CASE 1: NO EMISSION CASE 2: ENTITY A REDUCES CASE 3: ENTITY A OFFSETS CASE 4: ENTITY A OFFSETS
REDUCTIONS OR OWN EMISSIONS OWN EMISSIONS WITH OWN EMISSIONS WITH
REMOVALS ENTITY B'S EMISSION ENTITY C'S REMOVAL
REDUCTION

2 =)
M m Em

Emissions

Emissions
Emissions
Emissions

g GHG g GHG g GHG g . CHC
e IMPACT e IMPACT e IMPACT : IMPACT
[ [} [ [

24 3 3 4
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Figure 4. Net GHG impact of emission reductions and removals (Source: Authors)

Source: (Mollersten, 2021)
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Box 6. Corresponding adjustments

The PA gives host countries the power to authorise the international transfer of
mitigation outcomes achieved in their country for use towards other countries'
mitigation pledges (Nationally Determined Contributions, NDCs) or for other
purposes. Such other purposes could include use for compliance under CORSIA or
use for voluntary purposes.

The authorisation is voluntary, but it triggers a requirement for the host country to
add back the internationally transferred mitigation outcomes (ITMOs) to create an
"emissions balance" that is compared to its NDC target. The authorization also leads
to a requirement to report to the PA how it ensures environmental integrity and
robust accounting and promotes sustainable development (UNFCCC, 2018). The
adjustment is done by implementing ‘corresponding adjustments' (CAs). The
emissions balance represents a country's national GHG emission level, adjusted for
any transfers and/or acquisitions of ITMOs. The emissions balance, rather than the
country's actual GHG inventory, is used to track progress towards the country's NDC
achievement (for those countries with NDC goals expressed in units of GHGs) (see

Figure 5).

Domestic
emission
reductions
(20)

NDC goal (90)

Domestic

emiss.ion ITMO ITMO

reductions transfer transfer
(40) (30) (30)

NDC goal (60)

Actual Adjusted - Actual
GHG emissions GHG Adjusted
BAU inventory reported inventory emissions
emissions (60) for NDC (90) reported
(100) (90) for NDC
(60)
TRANSFERRING COUNTRY ACQUIRING COUNTRY

Figure 5. lllustration of corresponding adjustments

Source: Spalding-Fecher, et al. (2021)

In terms the voluntary carbon market, the implementation by the host country of
corresponding adjustments would ensure that the underlying mitigation outcome
does not count towards the host country's NDC. If the mitigation outcome is then
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Emissions

Removals
e

voluntarily retired or cancelled, it represents mitigation above and beyond what
countries have pledged to do in the NDC goals (see Figure 5), provided that the
mitigation outcome is of high integrity. This, in turn, ensures the counterbalancing
effect of voluntary offsetting (see also Figure 1).

Business-as-usuul (BAU)

No host country corresponding adjustments
» Mitigation counts towards pledges (NDCs)
» Contributes to current ambition

With host country corresponding
adjustments

» Mitigation counts beyond pledges (NDCs)
» Contributes to ambition-raising

Removal
pledge

Figure 6. Corresponding adjustments and ambition-raising

Source: Authors
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3.3. Assessing crediting standards

Carbon credit quality criteria are operationalised by crediting standards (see Table
4). Differences in how these criteria are operationalised leads to both real and
perceived differences in the integrity of carbon credits issued under these standards.
Differences also arise from the crediting standards’ different scopes in terms of
functions, geography and/or activity types.

Crediting standards provide processes for developing and approaching
methodologies, monitoring, verification and certification requirements (e.g., third-
party accreditation, validation and verification and carbon credit issuance) and
registration and enforcement systems (e.g., registry operations). Some cover all
countries and activity types while others focus on specific regions and/or
technologies (Kollmuss, et al., 2008). On the other hand, some carbon protocols,
such as the GHG Protocol for Project Accounting, only cover the principles, concepts
and methods for quantifying, reporting and/or verifying mitigation outcomes, and
do not provide the institutions, processes or infrastructure for generating carbon
credits.

While there is wide consensus on carbon credit quality criteria, there are differing
views on the degree to which different crediting standards succeed in ensuring these

criteria for different activity types and host countries and across time.

Various actors have developed, and in some cases applied, criteria for crediting
standards. Assessment of crediting standards typically address requirements with
respect to overall programme governance, transparency, clear procedures and public
participation, procedures for independent validation and verification, clear
methodologies for quantification/accounting, the legal nature of units, and registries
for the identification and tracking of units. Ongoing key initiatives covering
standard-level guidance include:

+ International Carbon Reduction and Offset Alliance (ICROA), a non-profit
organisation made up of carbon credit providers in the VCM, has listed crediting
standards that ICROA considers consistent with ICROA's principles for carbon
credits (ICROA, 2021).

+ Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA), a
scheme established by ICAO, accepts carbon credits that are issued under
ICAO-approved crediting standards (ICAO, 2021) on the basis of carbon credit
eligibility criteria (ICAQO, 2019).

+ The Taskforce for Scaling Voluntary Carbon Market's (TSVCM) new governing
body will develop an assessment framework for standards, for use by the
proposed governance body to evaluate whether a crediting standard may issue
carbon credits that are labelled to meet Core Carbon Principles (CCP). This
framework will include criteria for governance; transparency and public
participation provisions; clear and transparent requirements for independent
third-party verification; legal underpinning; publicly accessible registry; registry
operation; mis-issuance of carbon credits; and registry terms and conditions. It
seeks to go beyond current quality standards, for example by recommending
that crediting standards eligible for issuing CCP-labelled carbon credits require
the demonstration of financial additionality through profitability or return on
capital considerations, application of baselines that are set by third parties and
maintaining of collective buffer pools in line with their project portfolio risk.
(TSVCM, 2021b)
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Carbon Credit Quality Initiative aims to provide independent, user-friendly
scorings for the quality of carbon credits. The initiative has developed criteria
for high-quality carbon credits and a methodology for assessing the quality of
carbon credits based on assessing standards, methodologies and activity type
risks. During the course of 2021, the project team is piloting the Initiative's
methodology to assess three project types (landfill gas utilisation, afforestation
and reforestation, and efficient cookstoves) and four crediting standards (CDM,
VCS, GS4GG and CAR), and developing a tool that allows users to feed data on
key carbon credit features to generate carbon credit scoring. (Carbon Credit
Quality Initiative, n.d.)
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4. Using carbon credits, making
claims and marketing

4.1. Good practice elements relevant to high-integrity voluntary
compensation

There is wide agreement that the following elements are relevant for the good
practice use of carbon credits for voluntary compensation. Table 4 provides an
overview of selected sources of guidance.

+ Robust and comprehensive calculation of own emissions (carbon footprint):
There is wide agreement that own emissions, covering both direct and indirect
emissions (scopes 1, 2 and 3 of the value chain in the case of companies), should
be determined in accordance with carbon standards for GHG accounting and
reporting and use publicly available and nationally relevant emissions factors
from reputable and recognized sources. However, the use of different standards
for reporting emissions and the lack of precision in those standards reduces
transparency and comparability, and access to and reliability of scope 3 data
are also insufficient (Moéllersten & Kallmark, 2020).

«  Prioritisation of sufficient own mitigation action: There is wide agreement that
sufficient own mitigation should be prioritised, and voluntary compensation
should not be used to substitute or postpone own mitigation action. There is
increasing pressure from consumers, civil society, shareholders, investors and
even governments for companies to set targets and actions in line with the
1.5-degrees pathway. However, guidance is still under development (see Section
2.2), does not cover all sub-sectors and is not readily applicable to e.g., micro-
sized enterprises or individuals. Assessment of 'sufficiency’ and ‘alignment with
the 1.5-degree pathway' inevitably entails subjective judgement and important
equity issues.

« Using high-integrity carbon credits for compensation: There is wide agreement
regarding the principle of using high-integrity carbon credits but diverging views
on what constitutes high-integrity credits, the extent to which different
crediting standards succeed in ensuring carbon credit integrity, and preference
for carbon credits based on emission reductions vs removals. Guidance and
tools for high-integrity carbon credits are still under development and focus on
carbon credits issued under crediting standards. The ideal high-ambition
approach to net zero is to complement own mitigation towards net-zero
targets in line with the 1.5-degree pathway by compensating remaining
emissions with high-integrity carbon credits already on the way to net zero
(Adams et al. 2021; CPLC 2021).

+ Reporting of own emission and voluntary compensation in a transparent,
accurate and disaggregated manner: There is wide agreement that actors
should report own GHG emissions, progress towards commitments and plans
on an annual basis using reputable protocols for GHG accounting and reporting.
The use of voluntary compensation should also be reported on an annual basis,
separately from own emissions, and information should be provided on the
carbon credits used for voluntary compensation. There is a range of
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international and national guidance for companies on reporting emissions and
aggregate use of carbon credits, and on the role of voluntary compensation in
the broader mitigation strategy. However, there is a lack of specific guidance
and platforms for standardised reporting of disaggregated and detailed
information on the carbon credits used for voluntary compensation and their
role in the broader mitigation strategy.

Making clear, truthful and verifiable claims about targets and the voluntary use
of carbon credits: There is wide agreement on the principle of ensuring the
integrity of claims. Development of guidance is underway, including on claims
about targets and the voluntary use of carbon credits (see Section 4.2). There is
a lack of standardised definitions and classification of claims, which are a
precondition for independent third-party verification of claims.

Compliance with good marketing practices when using claims about own
emissions, voluntary compensation etc. for marketing. There is wide agreement
principle of complying with good marketing practices. There is international,
supranational and national guidance on green claims, including some guidance
specifically on carbon neutrality claims (see Section 4.3 and 5.1). However, the
lack of standardised definitions and classification of claims, which are a
precondition for assessing compliance with good marketing practices. The
average consumer has limited understanding of voluntary compensation and

related claims.
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Table 4: Selected sources of guidance relevant to best practice elements for voluntary compensation (non-
exhaustive)
- Explicitly included (-) Implicitly/partly included

Own targets and Carbon credit ) . .
Reporting Claims Marketing

Source Carbon footprint

action quality

I1SO 14021* (ISO, 2016) . .

GHG Protocol for Project

Accounting (WBCSD/WRI, . . .
2005)
Gold Standard (2021a;
L] L] L]
2021b; 2019)
Science-Based Targets
initiative (SBTi) (2020; . . (o) ° (o)
2021)
ICROA Code of Best
L] L] L] L] L]
Practice (ICROA, 2021)
German Development and
L] L] L] L] L] L]
Climate Alliance (2020a)
WWF (2019) . ° (o)** ° . °
VCMI (2021a; 2021b) . .
TSVCM (2021b) . . . (o) .
Carbon Pricing Leadership
. ° (o) ° .
Coalition (CPLC) (2021)
VCS (Verra, 2019) ° .

Clim'Foot (Clim'Foot, n.d.) °

*Primary objective is to identify misleading marketing claims.
**Reference to ongoing work on carbon credit criteria under the Carbon Credit Quality Initiative (Schneider, et al., 2020)

4.2 Integrity of claims

The Voluntary Carbon Market Integrity Initiative (VCMI) proposes the categorisation
of carbon credit-related claims into commitment claims and achievement claims,
with the former referring to forward-looking commitments (e.g., becoming a net-
zero company by 2030) and the latter referring to achievements to date (e.g.,
providing a carbon neutral product) (VCMI, 2021b). For both categories of claims,
the VCMI proposes further classification to reflect quality and mitigation impact. It
proposes to differentiate claims based on, for example, the existence, scope,
ambition and validation of a target, the existence of a credible strategy, progress
towards target and use of carbon credits to offset past, present and/or future

emissions.

Guidance on high-integrity commitment claims is still under development, and
current commitment claims by companies are often vague and difficult to assess,
validate and compare (VCMI, 2021b). The SBTi is developing a standard for assessing
and validating corporate net-zero targets (CDP, 2021), and the Carbon Pricing
Leadership Coalition's (CPLC) Task Force on Net Zero Goals and Carbon Pricing will
promote a common understanding of what net zero means and how it can be
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achieved for national and sub-national governments and institutions, the private
and financial sector, and civil society. It will also explore the role carbon pricing
mechanisms in this context (CPLC, 20217). ICLEI has developed a Climate Neutrality
Framework for cities and regions (ICLEI, 2020). At the municipal level, criteria for
municipalities striving towards carbon neutrality have been developed, inter alia,
under Finland's Hinku network - Towards Carbon Neutral Municipalities, including an
approval process to assess the fulfilment of relevant criteria (Finnish Environment
Institute, 2020).

Guidance on high-integrity achievement claims is also still under development. To
date, the voluntary use of carbon credits has mainly focused on offsetting and
making offset-based claims, such as carbon neutrality claims (Gold Standard,
2021a). The implementation of the PA extends mitigation pledges to all countries,
prompting a re-framed debate on its implications for voluntary offsetting and
consideration of alternative, non-offset-based claims. With traditional offsetting,
there is a risk that actors (1) use offsetting as a substitute to sufficient own
mitigation action and (2) double claim the underlying mitigation outcomes towards
both the host country's mitigation pledge and voluntary offsetting. These risks do
not apply to non-offset-based claims, which, by definition, are claims to support the
host country in achieving its mitigation pledge, rather than to counterbalance own
emissions. Carbon Market Watch advocates non-offsetting use of carbon credits on
the basis that "this would make companies’ claims more accurate, recognizing that
the achieved emission reductions could actually be displacing host country action,
and could, inter alia, be non-permanent. Beyond a change in rhetoric, this would
protect consumers from false advertising which misleads them into believing that
certain products and services have no impact on the climate” (Carbon Market
Watch, 2020, p. 3).

To mitigate the risk of using offsetting to substitute or postpone own action, the
VCMI proposes a strong commitment to reducing own emissions as a precondition
for a credible carbon neutrality or net-zero claim. This reduces the risk of offsetting
being used as a substitute for own mitigation.

As mentioned earlier, a key area of divergence is around avoiding double claiming of
the same mitigation outcomes towards national mitigation pledges and voluntary
offsetting. Prior to the implementation of the PA in 2021, mitigation outcomes that
were counted towards the host country's mitigation pledge, for example under the
Kyoto Protocol, were not eligible for voluntary offsetting. Until 2020, offsetting was
primarily based on mitigation outcomes from countries without mitigation pledges
where double claiming was not an issue, namely developing countries and the United
States (Kreibich & Hermwille, 2020). In industrialised countries with mitigation
pledges, voluntary offsetting focused mainly on marginal activities, such as wetland
restoration, that were outside the scope of the national pledges (e.g., Max.Moor in
Switzerland and MoorFutures in Germany) (Kreibich & Hermwille, 2020), with the
exceptions of New Zealand (see Section 5.1) and Japan.

As mitigation pledges expand to all countries under the PA, VCM stakeholders are
revisiting and debating the need to avoid double claiming in the context of voluntary
offsetting and its implications for the integrity of related claims. Gold Standard and
Verra, administrators of the two leading crediting standards catering for both the
VCMs and CORSIA, have adopted differing positions on requiring CAs for mitigation
outcomes used for voluntary offset-based claims. For mitigation outcomes
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generated from 2021 onwards, the Gold Standard will require that Gold Standard-
issued carbon credits are used for offsetting and offset-based claims only if they are
based on mitigation outcomes with CAs (Gold Standard, 2021a). According to Gold
Standard (20271a) and Carbon Market Watch (2020), mitigation outcomes without
CAs should only be used for non-offsetting purposes and related non-offset-based
claims, such as mitigation contribution or climate finance claims. Verra, the
administrator of the VCS, is of the position that mitigation outcomes without CAs
could also be used for voluntary offsetting and related offset-based claims, provided
that it is clearly communicated that these mitigation outcomes count towards the
host country's mitigation pledge (Verra, 2021).

In May 2021, the G7 Ministers responsible for climate and environment affirmed "the
fundamental importance of environmental integrity and sustainable development in
the design of high integrity carbon market mechanisms, including those used for
voluntary purposes, which should be based on robust rules and accounting that
ensure avoidance of all forms of double counting” (G7, 2021). The German Climate
and Development Alliance (Box 8) emphasises the need to prevent double counting
of mitigation outcomes by the host country (towards its NDC) and the voluntary
carbon credit buyer (towards voluntary purposes), and calls for standards to contain
provisions to prevent such double counting (Development and Climate Alliance,
2020a).

The VCMI has not yet addressed the issue of CAs but intends to provide guidance on
the matter in the future, taking into account any relevant decisions reached at the
COP26 climate conference in November 2021 (VCMI, 2021b). To date, the TSVCM has
excluded CAs from the scope of its work but the issue may be considered in the
future by the proposed governance body expert panel, in the context of Core Carbon
Principles and/or carbon credit attributes (TSVCM, 2021b). The International
Standard Organisation (ISO) is developing a standard on carbon neutrality (ISO,
n.d.).

There are diverging views on whether to treat claims based on domestic mitigation
outcomes in the same way as claims based on international mitigation outcomes.
Gold Standard (2021a) argues that both domestic and international mitigation
outcomes used for offset-based claims should be subject to CAs. In the context of
New Zealand, two types of carbon neutrality claims for the voluntary use of
domestic mitigation outcomes have been explored: “Carbon Horizon" claims to help
New Zealand meet its national mitigation pledge (NDC) and "Carbon Frontier”
claims about financing mitigation beyond the NDC (Leining & White, 2021).

4.3. Responsible marketing

Environmental or green claims are statements made by companies or organisations
about the environmental benefits of a particular good or service (OECD, 2011). There
is a wide range of guidance on green claims, aimed at improving their credibility and
legitimacy and preventing ‘greenwashing’, that is, unsubstantiated or exaggerated
statements about environmental benefits.

International standards in place include the ISO 14020 series that deals with the
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communication of information about environmental aspects of products, including a
product's carbon footprint. ISO 14021 deals with self-declared environmental claims.
Its primary objective is to identify misleading marketing claims, so they can be
removed from the market. ISO 14021 addresses claims of carbon neutrality in a
rudimentary fashion, consistent with the standard's purpose. ISO 14026 covers
communicating a carbon footprint calculated in accordance with ISO 14067. The
reasoning behind this approach is that the ability of the purchaser of a product, even
a business purchaser, to take on board explanatory environmental information as
part of the purchasing decision is very limited. If the label says ‘carbon neutral’, that
is generally all the information that the purchaser is going to absorb. As with ISO
14021, the objective of ISO 14026 is to create a level playing field in the marketplace.
Helping to address climate change using market forces may be an indirect benefit,
but it is not the primary focus of ISO 14026. Corresponding PAS standards include
PAS 2060 for carbon neutral products and PAS 2050 for calculating lifecycle
emissions from a product.

The International Chamber of Commerce's (ICC) framework for responsible
environmental marketing communications includes guidance for applying ICC
principles to claims relating to carbon footprint, carbon offsets and carbon
neutrality (ICC, 2019). ICC recommends claims to be accompanied by qualifiers to
"avoid consumer misperception that the carbon claim means that the product or
package poses no adverse impact” (ICC, 2019, pp. 22-23). To avoid creating
misperception of having eliminated their emissions, WWF recommends companies
to avoid making carbon neutrality or net zero claims about their business or
products or referring to offsetting, and, instead, being clear about their remaining
GHG emissions, own efforts to reduce them and how carbon credit purchases fit into
their long-term vision and strategy to decarbonise own operations (WWF, 2019).
WWEF also points to the lack of strong consensus, benchmarks and methodologies
on net-zero definitions and pathways in the corporate context. The VCMI, too,
proposes that, when marketing products or services as carbon neutral, the
limitations of the claim are clearly communicated, including that carbon neutral does
not mean zero emissions (VCMI, 2021b).
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5. Public efforts to facilitate good
practice voluntary compensation

5.1 National and EU efforts

Around the world, national governments have taken various roles in promoting
voluntary climate action and facilitating and even regulating good practice voluntary
compensation. For example, a study commissioned by the Ministry of the
Environment of Finland explores options to regulate voluntary compensation and
recommends a package of measures, including: good practice guidance for the
sellers and buyers of carbon credits intended for voluntary compensation; a green
deal among carbon credit users on good practice use of voluntary compensation; a
national registry for domestic voluntary compensation activities and mitigation
outcomes; and consumer protection guidance on marketing associated with
voluntary compensation (Laine, et al., 2021).

Several countries already have practical experience with these measures. For
example, UK has developed good practice guidance (Box 7), the Netherlands has
developed a green deal for suppliers of domestic mitigation outcomes (Cevallos, et
al., 2019) and the German Development and Climate Alliance's ‘green deal’ for users
of carbon credits (Box 8). New Zealand has in place a national procedure that
enabled voluntary offsetting with domestic mitigation outcomes within the scope of
its national pledge under the Kyoto Protocol, while avoiding double claiming.
However, this procedure is based on cancelling Kyoto units and it does not avoid
double claiming with New Zealand's mitigation pledge under the PA. New Zealand is
currently investigating potential options for enabling credible voluntary offsetting
based on domestic mitigation outcomes also under the PA (Ministry for the
Environment, 2020).

Public actors are managing several domestic voluntary crediting standards, such as
the MoorFutures in Germany, the Woodland Carbon Code in the UK, the Registro
Huella de Carbono in Spain, the Label Bas Carbone in France and Carbomark in Italy
(Cevallos, et al., 2019). Some public actors are managing comprehensive national
schemes for promoting domestic voluntary mitigation that cover also own
mitigation action and marketing. For example, Peru (Box 9) and Thailand (Thailand
Greenhouse Gas Management Organisation, n.d.) have national schemes that
award national labels to non-state actors that meet good practice criteria relating
to carbon footprint calculation and verification, achievement of verified own
mitigation and compensation of remaining emissions with eligible carbon credits.
These schemes also approve eligible methodologies, issue carbon credits, and
maintain a registry. In 2022, the European Commission will develop a legislative
proposal on carbon removal certification in the EU (European Commission, 2021).
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Box 7. UK's efforts to facilitate voluntary offsetting
Carbon Offsetting Facility and guidance on carbon offsetting for the public sector

The Government Carbon Offsetting Facility (GCOF) ran from 2006 to 2013, aimed
at offsetting participant government departments’ air travel emissions through the
purchase and cancellation of carbon credits fromm CDM (Department for Transport,
2019). The Department of Energy and Climate Change has also published a guide to
carbon offsetting for the public sector and a practitioner's guidance to the GCOF
(DECC, 2010).

Quality Assurance Scheme for Carbon Offsetting (QAS) and draft Code of Best
Practice for Carbon Offsetting

The UK Quality Assurance Scheme for Carbon Offsetting (QAS) ran from 2009 to
2011. The QAS aimed to help consumers in purchasing high-quality carbon credits
and raise consumers' awareness of the role of offsetting in tackling climate change
(DECC, 2009). Carbon credits that met the requirements could apply for a quality
mark awarded by the QAS. Carbon credit providers could use the quality mark in
their marketing. At the start of the scheme, carbon credits issued under CDM and JI
and emission allowances issued under the EU ETS were deemed eligible for the
quality mark, with a possibility to award the quality mark also to other crediting
schemes at a future point, “subject to a satisfactory level of assurance becoming
available about their quality, and especially additionality." (DECC, 2009, p. 4).

Woodland Carbon Code and Peatland Carbon Code

The UK government has helped to develop the Woodland and Peatland Carbon
Codes which are domestic mechanisms for supporting woodland creation and
peatland restoration.

Environmental reporting guidelines, including carbon reporting requirements

The UK government's environmental reporting guidelines for companies and
organisations include guidance for reporting on voluntary use of carbon credits. The
guidance defines quality criteria for carbon credits, including additionality, avoiding
leakage, permanence, validation and verification, timing, transparency, and avoiding
double counting. The purchase, retirement, or sale of international carbon credits is
reported separately from buying and retiring domestic units from the Woodland and
Peatland Carbon Codes. In addition to, and separate from reporting own remaining
(‘gross') emissions, the use of international carbon credits and domestic units that
meet quality criteria can be reflected through a ‘net' GHG emissions statement that
reflects the use of units. While both types of units can be reflected in the net GHG
emissions, the guidance notes that domestic units “"are not termed offsets or carbon
credits because they do not meet all aspects of “additionality” requirements, in
common with all domestic emissions reduction projects. (This is related to UK
government policy towards reducing emissions under UNFCCC agreements), This
does not mean that it is inappropriate to finance domestic projects; indeed, doing so
helps the UK to meet its targets efficiently” (HM Government, 2019, p. 116).
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Box 8. Germany's approach to voluntary offsetting

Guidance provided by the German Environment Agency

The German Emissions Trading Authority of the German Environment Agency
adopted a guidebook on voluntary offsetting through climate protection projects in
2018 (German Environment Agency, 2020). Next to the general idea of offsetting
and the need to avoid and reduce emissions first, quality elements of carbon credits
are outlined including additionality, permanence, quantification, monitoring and
verification of emission reductions, transparency and regulations, time of issuance
as well as double counting. The Federal Government has been using CERs to offset
its employees’ GHG emissions from business trips by planes and cars since 2014, and
from all business trips since 2018 (German Environment Agency, 20217).

German Development and Climate Alliance

The German Development and Climate Alliance - a foundation supported by the
Federal Ministry for Economic Cooperation and Development - has introduced
approved standards and processes for German stakeholders engaging in voluntary
offsetting projects (Development and Climate Alliance, 2020a). As of September
2021, the Alliance counts 1,110 supporters including 737 companies, 20 municipalities
and state agencies, 66 sport clubs, 16 civil society organisations, individuals and 24
carbon credit providers as well as individuals (Development and Climate Alliance,
20217a). In general, the German Alliance's approach is based on the ICROA code of
best practice. It is specified that the goal is to reduce as much emissions as possible
before offsetting remaining emissions (Development and Climate Alliance, 2020b).
The supporters sign up to the Alliance's requirements, which include the purchase of
carbon credits from only certain approved standards, which generate certified SDG
benefits in addition to the mitigation impact, are verified ex-post by independent
auditors and avoid double counting (Development and Climate Alliance, 2020aq).
Regarding the avoidance of double counting, the Alliance recommends to only
engage in activities that are implemented after 2020 if they apply CAs
(Development and Climate Alliance, 2021). However, this is not specified as a

participation requirement.
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Box 9: Peru's carbon footprint programme (Huella de carbono Perud)

The Ministry of the Environment of Peru has developed the digital platform "Huella
de Carbono Perd", a tool created to promote and recognise the efforts of public and
private organisations to contribute to the national NDC target for 2030. This
scheme grants carbon neutrality labels to domestic actors that have reported their
verified emissions and achieved verified reductions in own emissions. Only if the
company has received three stars (for emission calculations, verification of the
reductions, automatic identification of emission reductions in two subsequent
years), the company can pursue the offsetting of its emissions to receive the fourth
star (Ministerio del Ambiente, 2021). For each step, certain documentation must be
made publicly available on the platform. For example, regarding the GHG emissions
calculation, information on emissions for each scope must be disclosed. The Ministry
of the Environment sets the criteria for assessing mitigation activities.

In the EU, a green claims initiative is underway to enhance requirements for
companies to substantiate their green claims and environmental impacts using
standard methodologies (European Commission, n.d.). At the national level,
government authorities responsible for fair competition and consumer protection
have issued guidance on environmental claims. However, even where existing
regulation requires claims to be truthful, clear and understandable and prohibits
misleading or false claims in their marketing, its application to climate-related
claims, such as carbon neutrality or net zero, is currently challenging due to the lack
of clear definitions and/or case law for such claims (Swedish Consumer Agency,
2021). Some guidance on environmental claims, such as that of the Commerce
Commission New Zealand (2020), cover also “carbon-offsets/carbon neutral” claims.
Recently, the Swedish Consumer Agency has scrutinised carbon neutrality claims
(Box 10).
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Box 10. Swedish Consumer Agency's work on climate-related claims in marketing

In 2020-2021, the Swedish Consumer Agency conducted a survey, webinars and
studies on climate-related claims, especially relating to voluntary compensation of

GHG emissions.

The survey found that, of the 80% of respondents that had come across the term
‘climate compensation’ ('klimatkompensation' in Swedish), half considered them
difficult to understand. Every fourth respondent had bought something that was
climate-compensated, with foodstuff and flights at the top of the list (Swedish
Consumer Agency, 2020).

To enhance awareness on voluntary compensation of GHG emissions and related
claims, the Swedish Consumer Agency commissioned a study on key terms and
concepts (Mdllersten, et al., 2020). The Swedish Consumer Agency has also
conducted a study on the current status of climate-related claims in marketing,
guidance on climate-related claims in Sweden, Denmark, Norway, Germany and New
Zealand (Swedish Consumer Agency, 2021).

The study concluded that claims such as ‘climate neutral’, ‘climate compensated' and
'net zero' are not precise or clear. An average consumer cannot be expected to
understand the meaning of such simple claims or make informed choices based on
such claims. In general, it is also impossible to judge the quality of the underlying
activity and carbon credits. Furthermore, it may not be clear to consumers that,
despite voluntary compensation, the product or service has own (remaining) GHG

emissions.

The Swedish Consumer Agency has also commissioned a study looking into “net zero
climate impact” claims made in marketing dairy products whose GHG footprint has
been compensated (Einarsson & R66s, 2021).

5.2. International cooperation to build carbon market capacity
and infrastructure

Besides national efforts, some countries are also cooperating internationally to
promote carbon market cooperation in line with Article 6 of the PA. They aim to build
capacity to assess international carbon market potential, harness carbon markets to
promote the achievement and enhancement of national mitigation pledges, and
meet the requirements for authorising and trading ITMOs and applying CAs under
Article 6.

Piloting Article 6 through concrete activities is an effective way to build capacity
through learning-by-doing and testing how Article 6 cooperation could work in
practice. It is also valuable for developing detailed rules for the operationalisation of
Article 6. In the absence of agreed rules for Article 6, the San Jose Principles on High
Ambition and Integrity in International Carbon Markets (Box 11) provide guidance for
many Article 6 pilots.

Although Article 6 pilots are primarily focused on generating carbon credits that are
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eligible for compliance under PA, that is, use by countries towards their mitigation
pledges, Article 6 frameworks developed through piloting can also cater for non-
state buyers of carbon credits, especially those seeking early access to carbon
credits with CAs. Article 6 piloting and procurement could also be set up as a public-
private partnerships, similar to the Prototype Carbon Fund (World Bank, 2019) and
the Baltic Sea Region Testing Ground Facility (Lumijarvi & Ahonen, 2007) which
successfully piloted CDM and JI, respectively. To date, private sector participation in
Article 6 piloting has been limited (Greiner, et al., 2020).

The Joint Crediting Mechanism (JCM), a bilateral mechanism between Japan and 17
partner (host) countries was launched in 2011, four years before the adoption of the
PA (Ministry of Foreign Affairs of Japan, n.d.). In the PA eraq, it aims to adapt to
Article 6 requirements and generate ITMOs for use towards Japan's mitigation
pledge under the PA.

As of September 2021, Switzerland has concluded bilateral Article 6 cooperation
agreements with Peru, Ghana and Senegal (KIiK, 2021). Bilateral Article 6
agreements are a key precondition enabling the private Swiss Foundation for
Climate Protection and Carbon Offset (KIiK) to purchase Article 6-compliant ITMOs
on behalf of Swiss motor fuel importers who are required by law to offset part of
the GHG emissions generated by motor fuel use in Switzerland (KIliK, n.d.).

The Swedish Energy Agency (SEA) is also actively building Article 6-related capacity
through studies and piloting, and seeking to finance activities through purchases of
ITMOs on behalf of the Swedish Government. SEA has commissioned virtual pilot
studies, launched calls for proposals for Article 6 projects, and funded a programme
on developing pilots with the Global Green Growth Institute (Swedish Energy
Agency, 2027a). In August 2021, the SEA announced a new partnership with Gold
Standard to facilitate the Swedish Government's purchases of high-quality ITMOs
under Article 6 (Swedish Energy Agency, 2021b). The partnership aims to serve as a
model for broader international cooperation in mitigating climate change, and
illustrates the strong linkages and interactions between voluntary and compliance
carbon markets and standards.

The Nordic Environment Finance Corporation (Nefco) pioneered the piloting of
international crediting standards already under the Kyoto Protocol in partnership
with Nordic countries and companies. Now Nefco is piloting Article 6 under the
Nordic Initiative for Cooperative Approaches (NICA) in partnership with Sweden,
Finland and Norway. NICA seeks to operationalise international market-based
collaboration under Article 6 and foster partnerships between Nordic private and
municipal actors and their global peers that can deliver real and lasting mitigation
outcomes, promote higher ambition, harness private sector finance and innovation
and deliver sustainable development, including adaptation co-benefits. In 2021, NICA
has been mapping and screening feasible opportunities for Article 6 piloting, paving
way for a detailed design phase (Nefco, 2021). Article 6 pilots and frameworks
developed under NICA could facilitate Nordic non-state actors' access to
compliance-grade carbon credits with CAs and co-benefits that could be used for
high-integrity voluntary compensation.
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Box 11. San José Principles on High Ambition and Integrity in International Carbon
Markets

Under the San Jose Principles on High Ambition and Integrity in International
Carbon Markets (SJP), a total of 32 countries pledge to work together to secure
ambitious rules for operationalising market-based cooperation under Article 6 of the
PA.

According to the SJP, these rules should, at minimum:

«  Ensure environmental integrity and enable the highest possible mitigation
ambition.

«  Deliver an overall mitigation in global emissions, moving beyond zero-sum
offsetting approaches to help accelerate the reduction of global greenhouse gas
emissions.

+  Prohibit the use of pre-2020 units, Kyoto units and allowances, and any
underlying reductions toward Paris Agreement and other international goals.

«  Ensure that double counting is avoided and that all use of markets toward
international climate goals is subject to CAs.

«  Avoid locking in levels of emissions, technologies or carbon-intensive practices
incompatible with the achievement of the Paris Agreement's long-term
temperature goal.

+  Apply allocation methodologies and baseline methodologies that support
domestic NDC achievement and contribute to achievement of the Paris
Agreement's long-term temperature goal.

+ Use CO,-equivalence in reporting and accounting for emissions and removals,
fully applying the principles of transparency, accuracy, consistency,
comparability and completeness.

« Use centrally and publicly accessible infrastructure and systems to collect, track,
and share the information necessary for robust and transparent accounting.

«  Ensure incentives to progression and support all Parties in moving toward
economy-wide emission targets.

«  Contribute to quantifiable and predictable financial resources to be used by
developing country Parties that are particularly vulnerable to the adverse
effects of climate change to meet the costs of adaptation.

+ Recognise the importance of capacity building to enable the widest possible
participation by Parties under Article 6.

Source: Direcciéon de cambio climdtico, 2019
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Annex: Glossary of key terms and concepts

Key terms and concepts included in this glossary are bolded.

Additionality means that the mitigation outcomes of a mitigation activity would not have happened without the

Additionality . . . .

incentives provided by the carbon credits
Baseli Baseline is the hypothetical emissions scenario that would occur in the absence of the incentives from the carbon

aseline

credits

The definitions of cancellation and retirement vary between crediting standards and carbon registries. For the
Cancellation of a carbon purposes of this report, cancellation refers to a situation in which the carbon credit is put out of circulation without
credit being used towards any particular carbon neutrality or mitigation goal. See also the definition of retirement of a

carbon credit.

A carbon credit is issued by a crediting standard against a mitigation outcome representing one additional and
Carbon credit verified tonne of CO, equivalent. Carbon credits are uniquely serialised, issued, tracked, and retired or cancelled by

means of an electronic carbon registry.

. A common term used in the provision of information relating to emissions within the boundaries or value chains of
Carbon footprint . .
individuals, entities, processes and products.

In the global context, carbon neutrality is the same as net-zero CO, emissions, which are achieved when
anthropogenic CO, emissions are balanced globally by anthropogenic CO, removals over a specified period.
Carbon neutrality Carbon neutrality commonly also includes other GHGs. At the sub-global level, entities claim to achieve carbon
neutrality by offsetting their carbon footprint with carbon credits representing at least an equivalent amount of
mitigation outcomes. At the corporate level, there is an emerging view that credible carbon neutrality claims

should be accompanied by ambitious own mitigation targets and action.
An accounting rule under the Paris Agreement that requires countries to add back any transferred ITMOs and

Corresponding adjustment
> el subtract any acquired and used ITMOs to calculate an emissions balance, which is used to assess progress towards

(CA) S . . . . —

their mitigation pledge in their Nationally Determined Contributions (NDCs)

A situation in which the same mitigation outcome is claimed by two different entities towards achieving climate
Double claiming change mitigation, e.g., once by the country in which the mitigation outcome occurs, and once by the entity using a

carbon credit

Doubl i A situation in which a mitigation outcome is counted more than once towards achieving climate change mitigation.
ouble countin
e Double counting can occur through double issuance, double use, and/or double claiming

A situation in which more than one carbon credit is issued for the same mitigation outcome. This leads to double

Double i counting if more than one of these carbon credits is counted towards achieving climate change mitigation. This
ouble issuance
can occur, for instance, when the same mitigation activity is registered under two different crediting standards or

twice under the same crediting standard.

Doubl A situation in which the same carbon credit is counted twice towards achieving climate change mitigation. This
ouble use
could, for example, occur if an entity used a single carbon credit to fulfil two different purposes

. . . In the context of carbon markets, environmental integrity means at least that market-based cooperation must not
Environmental integrity R X L.
lead to an increase in global net GHG emissions.

Internationally transferred . e X e X
. i Internationally transferred mitigation outcome (ITMO) is a mitigation outcome authorised for transfer under
mitigation outcome

(ITMO) Article 6.2 of the Paris Agreement, for use for NDC achievement or other international mitigation purposes

Leak Unintended increases in emissions attributable to the mitigation activity outside of its boundaries are referred to
eakage
& as leakage.
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Mitigation outcome

Monitoring

Nature-based solutions
(NBS)

Negative emissions

Net-zero emissions

Non-offsetting

Offsetting

Permanence

Removal

Reporting

Retirement of a carbon

credit

Scope 1, 2, 3 emissions

Validation

Value chain emissions

Verification

Voluntary carbon markets

Voluntary compensation

of greenhouse gas (GHG)

emissions

Emission reductions and removals are jointly referred to as mitigation outcomes

Processes of data collection over time, providing basic datasets, including associated accuracy and precision, for
the range of relevant variables.

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.
See removal

At the level of global emissions, net-zero emissions have the same meaning as carbon neutrality: both refer to a
balance between (global) emissions and removals. At the corporate level, there is an emerging view that net-zero
can only be claimed in the net-zero target year if the company has reduced its own emissions in line with a science-
based net-zero pathway and counterbalanced any remaining emissions with removals.

Non-offsetting refers to the payment by an actor for mitigation outcomes outside of its boundary or value chain
without owning these mitigation outcomes or using them to counterbalance (i.e., offset) their emissions.

Offsetting refers to the purchase and ownership of mitigation outcomes from outside the actor’'s boundary or
value chain to counterbalance an equivalent amount of the actor's GHG emissions within its boundary or value
chain.

Permanence refers to a situation where the mitigation outcomes generated by a mitigation activity are later not
reversed. is the situation

Anthropogenic activities removing CO, from the atmosphere and durably storing it in geological, terrestrial, or
ocean reservoirs, or in products. It includes existing and potential anthropogenic enhancement of biological or
geochemical sinks and direct air capture and storage, but excludes natural CO, uptake not directly caused by
human activities.

Making public, in a prescribed format, data collected through measuring and monitoring, as well as any outcomes
derived using that data.

The definitions of cancellation and retirement vary between crediting standards and carbon registries. For the
purposes of this report, retirement refers to a situation in which the carbon credit is directly used towards a carbon
neutrality or a mitigation goal. See also the definition of cancellation of a carbon credit.

GHG emissions are categorised into three groups or 'scopes' by the most widely-used international accounting
tool, the GHG Protocol. Scope 1 covers direct emissions from owned or controlled sources. Scope 2 covers indirect
emissions from the generation of purchased electricity, steam, heating and cooling consumed by the reporting

company. Scope 3 includes all other indirect emissions that occur in a company's value chain.

Third-party auditing of mitigation activity design, often in relation to eligibility criteria for registration under a
crediting standard.

A company's Scope 1, 2, and 3 emissions as defined by the GHG Protocol accounting protocol.

In the context of crediting standards, verification is the periodic independent review and ex post determination by
a third-party entity of the monitored mitigation outcomes generated by a mitigation activity during a specific
monitoring period against a crediting standard.

The voluntary carbon markets (VCMs) encompass all transactions of, and in relation to, carbon credits for use

towards voluntary offsetting and non-offsetting purposes

In this report, voluntary compensation includes both offsetting and non-offsetting use of mitigation outcomes.
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