ks

:

UK Parliament POSTnote 713
POST By Helen Hooker,

Jonathan Wentworth
24 January 2024

Carbon offsetting

Overview

A carbon credit represents the reduction, removal or prevented release of
greenhouse gases by natural or technological processes. Businesses and
individuals can purchase credits on the voluntary carbon market and may use
them to offset their own emissions.

Ensuring that credits truly represent carbon reduction or removal is complex
and uncertain. It can be difficult to determine that carbon would have been
emitted otherwise and whether any carbon storage is permanent.

Projects that generate carbon credits can raise funds and potentially benefit
society and the environment by protecting and restoring natural ecosystems
and increasing biodiversity. However, some projects can have adverse
impacts on the environment and indigenous peoples and communities.
There is a lack of transparency in reporting the use of carbon credits and
whether the carbon offsets are used in place of direct emission reductions.
The CCC recommended that Government publish guidance for businesses on
what activities it is appropriate to 'offset' and when. A Government
consultation will consider supporting the growth of high-integrity carbon and
nature markets, including the role of regulation.

Commentators suggest that regulation of both carbon crediting projects and
business use of credits could improve carbon market integrity. Some
emerging guidelines suggest carbon credits should not be used to offset
emissions directly.



Carbon offsetting

Background

A carbon credit is an instrument representing the avoidance, reduction or removal of
atmospheric greenhouse gases (GHG), measured in tonnes of carbon dioxide
equivalent (tCO.e). There are three main outcomes for projects creating carbon
credits:

e Avoided emissions, for example by preventing deforestation and forest
degradation (REDD+, PN 466).

o Reduced emissions, for example by restoring peatlands (PN 668).

« Removal and storage of CO,, for example by direct air capture® or restoring
forests (PN 549, Table 1).2

There are three types of carbon markets that trade carbon credits:

o the regulated compliance market (e.g., EU or UK Emissions Trading Schemes),?
where credits can be claimed by businesses, regions or countries as ‘offsets’ and
count towards Nationally Determined Contributions (NDCs)® and national net
zero targets

o the unregulated voluntary carbon market (VCM), where individuals or companies
claim the credits towards their voluntary climate commitments

o the proposed Article 6 framework under the Paris Agreement, which enables
countries to contribute towards other countries’ NDCs

The evidence of low prices and mixed integrity of credits have led to concerns from
the Climate Change Committee (CCC), the independent advisory body, that offsets
might be used by businesses as a substitute to directly reducing emissions, despite
their uncertainty.®

The VCM held a global value of $2 billion in 2021. Since January 2022, the average
price of nature-basedc carbon credits has fallen from over $18.50 to under $1.50.%7
Globally, there is evidence that within the system there are over-estimates (over-
crediting) of the amount of emissions that are avoided or reduced.®°° Some studies
conclude that many projects linked to the Kyoto Protocol’s Clean Development
Mechanism (CDM) would likely have happened without the carbon credit
investment.!!

2 Direct air capture and storage (DACCS) systems aim to extract CO; from ambient air and permanently
store the captured CO; in a geological storage medium.!

b Nationally Determined Contributions, or NDCs, are countries’ self-defined national climate pledges
under the Paris Agreement, detailing what they will do to help meet the global goal to pursue 1.5°C.*

¢ Nature-based credits depend on biological systems, such as conserving forests or further biological
sequestration of carbon.
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Types of carbon credit project

Most projects issuing carbon credits to the VCM are avoided and reduced nature-
based projects, such as preventing deforestation. Globally in 2023, 99.9% of carbon
dioxide removals were nature-based and 0.1% were engineered solutions (Table 1)
resulting in biological® (PN 290, PN 636) or geological® sequestration of carbon.?!>

The World Bank stated that forestry and land use projects declined significantly
between 2021 and 2022, from 36% to 23%.” Ocean-based approaches or blue
carbon (PN 651) credits are newer. They refer to the carbon stored in marine and
coastal ecosystems like mangroves, seagrasses, and salt marshes.6-1°

Table 1: IPCC categories of land-based Carbon Dioxide Removal (CDR)

CDR METHOD IMPLEMENTA- STORAGE FINANCIAL TRADE-OFFS and

TION OPTIONS TIMESCALE COST RISKS
($ per tonne
of CO2)
Afforestation, Agroforestry; tree  Decades to Afforestation/  Afforestation/ reforestation:
Reforestation,  planting, centuries (in reforestation; ~ Inappropriate deployment
Improved silviculture; timber  vegetation, $0-$240 Cls [EIERSl(Es € neietise
: L . competition for land
Forest in construction; buildings, Agroforestry (limiting land for
Management bio-based soils) and forest biodiversity conservation
(PN 636) products management: ~ and food). Agroforestry:
not enough limited impacts on

agricultural crop

data production. Forest
management: if fertiliser
use and introduced species
are involved, risks include:
reduced biodiversity,
increased eutrophication$,
and upstream GHG

emissions.
Soil carbon Agricultural Decades to $45-$100 Increasing carbon
sequestration practices; pasture centuries sequestration can occur at
(PN 662) management (in soils, the expense of production.

Sequestration contribution
per hectare is small and
hard to monitor.

sediments)

d Biological carbon sequestration refers to the uptake and storage of atmospheric carbon in vegetation,
soils and woody products.!?

¢ Geological carbon sequestration is the process of storing carbon dioxide in underground geologic
formations.13:14

fincluding risk of violations of customary landowners’ land rights.

9 Eutrophication is the gradual increase in the concentration of phosphorus, nitrogen, and other plant
nutrients in a lake or river.
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Biochar" Cropping and Centuries to $10-$345 Negative impacts from
(PN 358) forestry residues;  millennia dust.
urban and (in soils and
industrial organic  sediments) Competition for biomass.
waste; purpose-
grown biomass
crops
Peatland and Rewetting; Decades to Not enough Some peatlands are used
wetland revegetation centuries data for food production, so
restoration (in vegetation, could result in competition
(PN 668) soils, for land.
sediments)
Bioenergy with  Cropping and 10,000+ years $50-$200 Growing energy crops
Carbon Capture forestry residues;  (in geological increases competition for
and Storage urban and formations) land (limiting land for
(BECCS) industrial organic biodiversity conservation
(PN 618) waste; purpose- andifood)s
grown biomass
crops
Direct Air Solid sorbent; 10,000+ years $100-$300 High energy requirement
Carbon Capture liquid solvent (in geological could lead to growing
and Storage formations) competition for
(DACCS) !ow-carbon energy or
increased GHG
emissions. Some DACCS
processes require water.
Enhanced rock  Spreading crushed 10,000+ years $50-$200 Dust emissions.

weathering

silicate rock

(in minerals)

Potential for increased GHG
emissions from energy
generation.

Source: IPCC AR6 WGIII Factsheet CDR (Note: Ocean CDR methods are explained in an additional table on the Factsheet)

Risks of carbon offsetting

When implemented carefully, climate mitigation projects potentially have
environmental and societal benefits, including protecting and restoring natural
ecosystems, restoring and increasing biodiversity, delaying carbon emissions and
creating new green finance.?*->* However, there are risks to the integrity of projects
and achieving net zero targets.

h Biochar is the carbon rich remains of organic material that has been heated to decompose and remove

most of the hydrogen and oxygen containing molecules.
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Integrity of carbon credits

The effectiveness of carbon credits as a policy mechanism is influenced by their
integrity, which is dependent on several factors.

Impacts on human rights and social safeguards

It is estimated that 250bn tonnes of carbon is stored on tropical land held and used
by indigenous peoples and local communities. A study of 24 countries found that over
half (52%) of this carbon is stored in community-held lands and territories that have
not yet been titled as such by national governments.?

The UN Declaration on the Rights of Indigenous Peoples includes their collective right
to be consulted on, and to give or withhold their free, prior and informed consent to
any carbon credit project that might impact their lands, territories or resources. This
includes territories not yet titled by national governments.?%?” However, there are
numerous reports of human rights violations relating to carbon crediting projects
preventing deforestation (Box 1).2-%°

Beyond carbon and environmental safeguards

Tree planting through revegetation, afforestation’ and reforestation’ projects
potentially has environmental benefits.

However, research suggests focusing on carbon alone risks the wider benefits of
forests.3? International attempts to maximise biological carbon sequestration have
resulted in monoculture® plantations.' These have limited benefits for restoring
ecosystems or increasing biodiversity and are more susceptible to disease.

To ensure that ‘net zero plus™ outcomes are sustainable, efficient and equitable and
that ecological disbenefits are avoided,3! the ‘The Right Place for the Right Tree’
should be fully understood.3?-3*

India had the sixth largest tree planting programme in the world in 2021. However, a
study of 430 tree plantations in the District of Himachal Pradesh found a 0% net
increase in forest cover and that the tree types planted were not beneficial to local
people.3>

Additionality — would the project happen anyway without carbon credits?

The project funding provided via carbon credits should be the deciding factor in the
project going ahead.3¢ Renewable energy projects are now cheaper than fossil fuels
in most countries, so are likely to occur without carbon credits. The largest registries

i Afforestation is a process where new forests are planted across land without trees.
i Reforestation is the conversion of previously forested land, back to forest.
k' Monoculture is the cultivation of a single crop in a given area.

' Note that monocultures are not permitted in the UK. A maximum of 65% of one species can be
planted.

™ *Net zero plus’ means a project that is sequestering carbon and creates other additional environmental
or social benefits.
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Verra and Gold Standard" no longer issue renewable energy carbon credits
accordingly.?’

Box 1: A carbon credit programme in Guyana

The Wapichan people of Guyana monitor and protect the Amazon rainforest. The
South Rupununi District Council (SRDC) is the representative institution of the 21
Wapichan communities. Supported by international NGOs, including the Forest
Peoples Programme,?® the Wapichan people monitor illegal logging and mining (PB
45), water quality, and illegal border crossing (between Brazil and Guyana) in
their territory.

The Wapichan people first heard through news media that the Guyanese
government had sold carbon held within their land to a US oil company.3” The
Wapichan villages had not been consulted about this sale, nor had they given
their consent to it. A national indigenous NGO in Guyana, the Amerindian Peoples
Association, subsequently submitted a complaint to the Architecture for REDD+
Transactions (ART) for certifying credits violating indigenous peoples’ land and
resource rights.

Indigenous villages were told by the government that 15% of the $750 million
sale would benefit the 242 indigenous villages in Guyana, but they were not a
part of designing this ‘benefit-sharing mechanism’ concerning carbon stored in
their ancestral lands.

The news of the 2022 sale was reported to have caused confusion and anxiety
within the indigenous communities. It also raised several questions, including:
What is a carbon credit? Why am I receiving this amount of money? What is the
payment for? Will I need to leave my home? What changes will be made to our
land?3°40

The credits sold were the first high-integrity credits to be certified by ART-
TREES®. ART-TREES credits are supported by the LEAF coalition, a public private
partnership focused on halting tropical deforestation by 2030.4142

The TREES standard claims to be consistent with a range of international
frameworks to provide assurance of robust environmental and social safeguards.
These include UN Framework Convention on Climate Change (UNFCCC) decisions,
including the Paris Agreement, the Warsaw Framework and the Cancun
Safeguards.*#*

The country or jurisdiction producing TREES credits can choose whether they
want to comply with both national and international law, or just national law. The
Forest Peoples Programme states that in many countries, the rights of indigenous
peoples are not adequately protected in national laws and relying on national
laws when defining high-integrity carbon credits entails a risk to indigenous
peoples’ rights.*

n Carbon offset registries track offset projects and issue offset credits for each unit of emission reduction
or removal that is verified and certified.
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Carbon credits issued for areas where deforestation would not have occurred risks
rewarding conservation that may have happened anyway.3646:47

Over-estimation (over-crediting)

The 2022 global carbon budget attributed 5 billion tCO,° emissions annually to
tropical deforestation, second only to fossil fuel use (35 billion tCO,),* with the
deforested area increasing slightly to 5.8 million hectares (Mha) worldwide.*°
Protecting tropical forests would limit the impacts of worsening climate, such as
droughts.>™>3 REDD+ credits are issued where a project is deemed to have reduced
deforestation relative to a baseline.P Unobservable and highly uncertain baselines
affect the accuracy of emissions reduction estimates for these nature-based
credits.46'47'54'55

A study of 26 REDD+ projects across 6 countries found most projects didn't
substantially reduce deforestation. 18 projects were over-credited by up to three
times and claiming these credits as offsets would result in a net increase in
atmospheric CO,.*°® The method used and results in one of these studies have been
contested by other researchers and parties involved in REDD+.°7-°8 However, Gold
Standard no longer issues REDD+ carbon credits because of over-estimation
concerns.>®

Leakage — do emissions increase elsewhere?

Carbon offsetting projects in one area could lead to emissions increasing elsewhere.
For example, if the driver of deforestation (such as land use for agriculture, PN 617)
is unaddressed, protecting one area could increase deforestation elsewhere. Similarly,
afforestation or reforestation could reduce the amount of land available for
agriculture or conservation.>#60.61

Permanence and durability of nature-based projects

Carbon storage timeframes differ between biological (1 to 100 years) and geological
storage (>10,000 years).” The storage timeframes of projects need to be understood
and priced accordingly. Over 96% of credits issued (to May 2023) were for avoided or
reduced emissions, which are subject to risks affecting biological storage timeframes.
Most of the remaining carbon removal credits were for temporary storage.

Climate change may increase the susceptibility of some nature-based projects to
pests, disease, wildfires and wind affecting biological sequestration.3?? Between
2001 and 2021, a timber-producing forest area equivalent to the size of Great Britain
was lost to wildfire, with research suggesting increasing wildfire risks with climate
change.® Registries attempt to address permanence risks through “buffer pools”.

A portion of carbon credits generated by nature-based carbon credit projects is set
aside and placed in a “buffer pool” instead of being sold. Buffer credits can be
cancelled from the pool if a “reversal” takes place, with the aim to ensure the

° A billion tonnes of CO; are also referred to as a gigatonne (GtCO;), GtCO. is the abbreviation of billion
tonnes of carbon dioxide equivalent, the unit allowing comparison of the potential warming impact of
different GHGs. In 2022, global GHG emissions from all sources reached 53.8 Gt CO2eq.*®

P A baseline represents what would likely have happened without the crediting program.
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integrity of previously issued credits.? However, some evidence suggests that buffer
pools could be depleted by the other risks mentioned above.54%>

Double counting

Double counting occurs when the seller and buyer of credits both claim the carbon
offset to report lower net CO, emissions. This could be business-to-business, or
business-to-country. Project overlap, such as the same area of forest being protected
by two different schemes, also results in double counting.6¢”

Risks to achieving net zero targets

Research published in 2023 estimates that the remaining global carbon budget (RCB)"
for 1.5°C is less than half the previous 2020 budget estimate. It shows a 50% chance
of reaching 1.5°C within 6 years, based on current emissions. Net zero would need to
be achieved by 2034 instead of 2050 to keep within 1.5°C.86°

Carbon Brief 2023 analysis showed that two-thirds of the world’s largest companies
with net-zero targets are using carbon offsets to help meet climate goals.*® Most
purchasers were from financial services, oil, gas and petrochemical and consumer
goods organisations.””°

There are financial incentives to exaggerate the credit integrity and increase credit
supply.®”%72 Use of low-integrity, low-cost credits are cheaper than direct emissions
reductions but they will likely cause a net increase of atmospheric CO,.”%” The NGO
Carbon Market Watch state the transparency and integrity of ‘carbon neutrality”™
claims remain low.”3

The 2023 Corporate Climate Responsibility Monitor report by the Carbon Market
Watch assesses the climate strategies of 24 major global companies. For 22
companies with targets for 2030, findings show that these targets translate to a
median absolute emission reduction commitment of 15% of the full value chain
emissions between 2019 and 2030.7 The report states that global planned reliance
on forestry- and land-related offsetting outstrips the technical potential of these
natural resources as well as highlighting the non-permanence of biological storage.

A report supported by bodies that include carbon credit certifiers suggest that
companies investing in offsets are reducing their own emissions quicker than their
peers.”* However, the CCC 2023 report on Progress in Reducing UK Emissions states
that there are insufficient mitigation plans from industry to meet the 2030 UK NDC.”®

9 The UK Woodland Carbon Code applies a 20% downward adjustment to initial carbon sequestration
estimates and places a further 20% in a buffer pool to replenish any verified credits that may be lost in
later years.

" The remaining carbon budget (RCB) is the net amount of carbon dioxide (CO;) humans can still emit
while keeping global warming below a given limit with a given probability.

$ Carbon neutrality means having a balance between emitting carbon and absorbing carbon from the
atmosphere in carbon sinks.
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Policy

International policy

In 2021 at COP-26 countries agreed UNFCCC rules to govern and implement
international carbon market mechanisms. There are two market mechanisms, which
are still being operationalised:

e Article 6.2 allows countries to bilaterally trade emission reductions and
removals known as Internationally Transferred Mitigation Outcomes (ITMOs)t

e Article 6.4 introduced a new concept of “mitigation contribution A6.4ERs”,”
which are approved in each country and by a supervisory body and could be
traded as instruments in a market administered by the UNFCCC.””:78

Negotiators were unable to agree on the terms of Article 6 at COP-28, and
negotiations will roll into 2024.7°:80

The UN'’s aviation offsetting scheme (CORSIA)®! aims to offset rises in international
aviation emissions above 2020 levels (PN 615, PN 616), allowing participants to
purchase from an approved subset of voluntary credits to meet compliance
targets.8283

A UN High Level Expert Group has recommended that high-integrity credits should
not be counted toward interim emissions targets on a net zero-aligned pathway by
large corporations, financial institutions, cities and regions, but rather used only to
compensate when all reasonable efforts to reduce emissions have been exhausted.?

Carbon Market Watch have stated “a coalition of companies for climate contributions
is necessary to create a critical mass for the transition to this more constructive
approach.””?

Other VCM regulation

The EU has proposed a new Carbon Removal Certification Framework to regulate and
scale up carbon removal activities.8># Criticisms include misleading language, as it
covers emission reductions and a range of project types from reforestation to
technological removals, with other concerns from commentators over double counting
between private and public registries.8”-

In October 2023, California approved the Climate Corporate Data Accountability Act
that mandates annual, full-scope" GHG emissions data reporting for large
companies.”® In addition, the Voluntary Carbon Market Disclosures Act was approved

tIn 2024, Switzerland has bought from Thailand the first batch of carbon offsets under the 6.2
mechanism.”®

U Full-scope emissions include all scope 1, 2 and 3 GHG emissions. Scope 1 covers direct emissions by
companies. Scope 2 covers indirect emissions associated with their activities such as the electricity
bought to heat buildings. Scope 3 emissions means indirect upstream and downstream GHG emissions
from sources that the company does not own or directly control.
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that requires companies both selling and purchasing carbon credits to disclose project
details.*!

The proposed Californian Carbon Dioxide Removal Market Development Act would
require companies emitting more than 25,000 tCO,e per year to purchase durable’
(permanence>1000 years) negative emissions credits” equal to a portion of their
GHG emissions. The portion would increase from 1% in 2030 to 100% in 2045.°?

National policy

Currently, the purchase and use of carbon credits from the VCM is permitted and un-
regulated in the UK. Since April 2019, large UK companies* must report their global
energy use and GHG emissions (Scope 1&2) annually.®

In their 2023 Annual Progress Report to Parliament, the CCC recommended that
Government should:

e  “Publish guidance for businesses on what activities it is appropriate to 'offset' and
when. Including confirmation that a business can only accurately use carbon credits
to claim to be 'net zero' once nearly all emissions are reduced, and the remainder
are neutralised by high-quality permanent removals.”

e  “Formalise this by: establishing 'net zero' as a statutory definition; drawing on
consumer protection law or advertising standards rules to ensure businesses don't
claim 'net zero' based on an inappropriate reliance on 'offsetting'; setting out in UK
Environmental Reporting Guidelines and the Net Zero Transition Plan Standard a
requirement for businesses to disclose why carbon credits are used rather than
direct emissions reduction in net emissions claims."”>

In response, the Government acknowledged that the use of credits for offsets should:

e be in addition to direct action by businesses to reduce emissions and in addition
to science-aligned action, consistent with a net zero pathway

o reflect actual additional removal and/or GHG emission reductions

The Government committed to consult by late 2023 on supporting the growth of
high-integrity carbon and nature markets, including the role of regulation.**

In 2023, the British Standards Institute in partnership with Defra published the high-
integrity standards framework for UK nature markets.® The framework presents

v Durable carbon sequestration method means a method of carbon sequestration that can reasonably be
projected to retain a large majority of the carbon atoms out of the atmosphere for 1,000 years and for
which the responsible entity provides a guarantee period of at least 100 years.

" Negative emissions credit means a tradeable environmental attribute representing one metric tonne of
net carbon dioxide removed by a carbon dioxide removal process (PN 618).

X Large companies are any that exceeds at least 2 of the following thresholds in a financial year: 1)
£36m turnover. 2) £18m on balance sheet. 3) 250 employees. Scope 1 covers direct emissions by
companies. Scope 2 covers indirect emissions associated with their activities such as the electricity
bought to heat buildings.
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overarching high integrity principles for all nature markets and specific standards for
carbon.

In October 2023, the UK Transition Plan Taskforce (TPT) published its finalised
Disclosure Framework.®® This is intended to help companies develop, disclose, and
deliver climate transition plans. The report includes disclosure recommendations for
carbon credits purchased, such as the type (nature-based or technological, and
reduction or removal), use (reliance towards achieving transition plan), third-party
verifier/certifier and the methodologies used.

The Government consultation will consider the role of policy and regulation regarding
the role of carbon credits in net zero claims.

Suggested reforms to the VCM

There are several initiatives, such as introducing regulation, seeking to address issues
relating to the integrity of carbon crediting projects.

Raising project integrity

The international Integrity Council for the Voluntary Carbon Market (IC-VCM) is an
independent governance body that aims to create a global benchmark for “high-
quality” carbon credits.”” Programmes will be evaluated by a new assessment
framework against ten Core Carbon Principles (Figure 2).Y These cover credit quality,
governance of credit use and sustainable development including social and
environmental safeguards.®®

Historically, credit buyers relied on carbon crediting mechanisms and standards
(including independent verifications) to assess credit quality with a binary pass or fail
outcome. Specialised carbon credit rating agencies now offer ratings for individual
projects using assessments across several criteria, including the likelihood of
additionality and risk of carbon leakage, using advances in machine learning and
geospatial data acquisition from satellites.’

New technologies such as satellite data could increase the robustness of monitoring,
reporting and verification (MRV) of carbon crediting projects.®® In a few cases, Allied
Offsets have detected overlaps in project areas, which may result in double-counting
of credits.}% A prototype global emission monitoring system is under development by
the Copernicus CoCO2 project utilising global GHG models and assimilating? satellite
data. 101,102

In 2023, the Grantham Research Institute proposed a new conceptual framework on
an alternative, conservative approach to address leakage ‘by design’.1% The Carbon
Market Watch and indigenous peoples organisations recommend that certifiers
include in their standard the UN Declaration on the Rights of Indigenous Peoples?®

¥ The IC-VCM state that carbon-crediting programs with a 98% share of the market have now applied
for assessment against the CCPs.

Z Data assimilation combines imperfect model information and imperfect observations. 0!
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with a specific requirement to obtain free, prior and informed consent from
Indigenous Peoples and local communities.””104

High-integrity UK projects

The UK Woodland Carbon Code (WCC)'% and Peatland Code (PC)!° are
internationally recognised for high standards of sustainable forest and carbon
management. The WCC is endorsed by International Carbon Reduction and Offsetting
Accreditation (ICROA).#1%” Future UK codes under research and development include
the Saltmarsh Code and the Soil Code.!”:1%

The Wildlife Trusts have developed a hew approach for climate action and habitat
restoration that will restore Atlantic rainforests across western Britain. The full
benefits to biodiversity, climate resilience, communities and carbon are being valued
in the programme. The project is financed directly, with the company retiring the
carbon credits that are verified after 2040, but only when they have met their own
emissions reduction targets.'%®

Figure 1 : IC-VCM Core Carbon Principles

EMISSIONS IMPACT

1. Additionality

2. Permanence

3. Robust quantification of emission reductions and removals
4. No double counting

THE CORE CARBON | sovenmae
PRINBIPLES 5. Effective governance

7. Transparency
The CCPs are a set of interlinked principles | 8. Robust independent third-party validation and verification
to define a threshold standard to ensure :
integrity in the voluntary carbon market.

| SUSTAINABLE DEVELOPMENT

9. Sustainable development benefits and safeguards
0. Contribution to net zero transition

Source: IC-VCM Core Carbon Principles infographic

Business use of carbon credits

The 2020 Oxford Offsetting Principles outline how offsetting needs to be approached
to help achieve a net zero society (revised principles being developed in 2024).11° In
summary:

o  Principle 1: Cut emissions, use high quality offsets, and regularly revise offsetting
strategy as best practice evolves.

@ ICROA is the global umbrella body for carbon reduction and offset providers in the voluntary market.
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e  Principle 2: Shift to carbon removal offsetting.
e  Principle 3: Shift to long-lived storage.
e  Principle 4: Support the development of net zero aligned offsetting.

Since late 2022, the Science Based Targets initiative (SBTi) has been encouraging a
mitigation or contribution approach to be claimed separately by businesses rather
than using carbon credits to offset emissions.*>1!! In 2023, the Voluntary Carbon
Markets Integrity Initiative (VCMI) developed an international business Claims Code
of Practice.!

The code provides guidance on when and how companies should use carbon credits
in line with the contribution approach. The business claims depend on the carbon
credit use and quality thresholds met. The VCMI expands on requirements of other
climate change initiatives (Box 2).pb1

The Gold Standard impact-related claims guidelines states that all “carbon credits
issued or labelled by Gold Standard may be used, following their retirement, towards
claims that reflect or describe the climate change mitigation impact represented by
the credit.”

Illustrative examples of impact-related claims reference the MRV and certification
process.>® A Guide to Climate Contributions produced by the New Climate Institute in
2023 sets out a framework for companies to take responsibility for emissions without
offsetting.!!3

bb At COP-28, Mark Carney and representatives from SBTi, GHG Protocol, VCMI, and IC-VCM outlined the
‘end-to-end integrity framework’ constituted by their standards and policies, reinforcing their mutual
recognition and coordination to assure the VCM operates with maximum integrity.
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Box 2: Science Based Targets initiative

The SBTi Net-Zero Standard defines four key elements for companies in order of
a ‘mitigation hierarchy’:14

1. Near-term science-based target are 5-10 year GHG mitigation targets in
line with 1.5°C pathways.

2. Long-term science-based target show companies how much they must
reduce value chain emissions to align with reaching net-zero at the global or
sector level in eligible 1.5°C pathways by 2050 or sooner.

3. Neutralisation of any residual emissions are measures companies take
to remove carbon from the atmosphere and permanently store it,
counterbalancing the impact of emissions that remain unabated.

4. Beyond value chain mitigation (BVCM) are actions or investments that
fall outside of a company’s value chain. This includes activities that avoid or
reduce GHG emissions, and those that remove and store GHGs from the
atmosphere.

The focus of SBTi are elements 1 to 3. However, SBTi encourages companies to
go further and invest in mitigation outside their value chains to contribute
towards reaching societal net zero. This includes 90% emission reductions
(including scope 3).

BVCM aims to accelerate the global transition, these actions do not count
towards achieving science-based targets: !>

o In the near-term, prioritise securing and enhancing carbon sinks
(terrestrial, coastal and marine etc.) to avoid emissions arising from their
degradation. There is also a critical need to invest in nascent GHG removal
technologies (such as direct air capture and storage).

o In the long-term, when the net zero target date is reached, companies
must neutralise any residual emissions that cannot be abated through
permanent emission removals. Companies must continue to neutralise any
remaining emissions.

¢ Unabated means without any reduction.
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