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Navigating the
carbon credit
market

Five lessons forreducing the
risk of greenwashing

To help meet decarbonisation goals,
organisations are increasingly looking to
secure high-quality carbon credits in the
nascent offsets market. They should be

deliberate in their research and goals to
successfully discern the integrity of offsets
available for purchase, or risk accusations
of greenwashing by investing in low-
quality credits that do not deliver the
promised benefits.




The carbon offset marketis booming

In the fast-growing carbon offset market — which increased by 4x between 2020 and 2021 - there
are concerns that some organisations are using carbon credits to ‘greenwash’ their operations
and that these credits may not deliver the promised carbon benefits. Given the rise of Nature-
based Solutions (NbS), some of the most heavily criticised credits, organisations need to be aware
of how best to navigate the market to secure the right offsets for their decarbonisation journeys.

Increased interest...
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...but with substantial criticism
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AMERICAN Guardian

Nov 2022 - FIFA’s offsets used to claim the World Jan 2023 - Revealed: more than 90% of rainforest carbon
Cup was ‘Carbon Neutral” were of questionable offsets by biggest certifier are worthless, analysis shows

benefit to environment due to use of renewable

projects that did not require carbon financing Bloomberg
\ Dec 2020 - Criticism directed against major developer of

. L carbon credit forestry projects — The Nature Conservancy
AmericanAirines  J.PMorgan ) i .
(TNC) - for creating credits that do not create claimed

Aug 2022 - Companies such as JP Morgan and environmental benefits
United Airlines have made claims of ‘net zero’

using credits of questionable quality

A significant challenge facing organisations looking to lower their emissions is establishing
the role carbon credits play in their energy transition strategies while balancing the

risks of greenwashing and public criticism, while new regulations proposed by the

US Securities Exchange Commission for the disclosure of carbon credit transactions'

adds further pressure to ensure carbon credits in their portfolios are high quality.

1. US Securities and:Exchange Press Release Mar 2022


https://www.pip.global
https://www.sec.gov/news/press-release/2022-46
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Five insights to acquire high-;‘ci‘qcvllity offsets

1. Reduce youremissions before youlook to carbon offsets

Companies are increasingly backing up their net zero targets with commitments to act, with over
half of Global 500 companies setting abatement targets, up 78% since 2020 (see figure below).
However, some appear to be leaning on carbon offsets to achieve their ambitions instead of
reducing their own emissions.
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Note: Hard to decarbonise sectors prefer longer term targets (2031-2050) or are not setting targets at all.
Source: Imperial College Business School in London and Climate Impact Partners

Having clear emissions reduction targets and a detailed roadmap to deliver them is critical
to quantifying potential carbon credit volume requirements, but also in communicating that
credits are used only once every effort has been made to reduce emissions.

Emissions reduction journey of companies

Measure Reduce Offset

Measure company Reduce company Offset the remainder while
emissions to understand emissions quickly and as continuously focusing on
scope of effort required cost-effectively as possible reducing

Interestingly, achieving emissions reductions is also crucial for any organisation looking to
purchase high-quality offsets, as sellers of unique or high-quality carbon credits frequently
perform their own due diligence on potential buyers — asking pointed questions on targets and
efforts to reduce emissions — to ensure their credits were not associated with a buyer at risk of
greenwashing accusations.


https://www.pip.global

2.Understand why youneed carbon offsets, soyou canfind
the most suitable products

At a high level, there are three basic reasons companies buy carbon credits:

First understand the underlying reason for purchase...

Offset Own Emissions Create Net Zero Products Trade Carbon as an Asset

..then get specific on important criteria

Solution Type

Carbon Credit Credit Retirement Improved Forest Management
Project Geography Timeline Sustainable Agriculture

Landfill Methane Capture

Having a detailed understanding of why an organisation is seeking carbon credits will define key
criteria to help source the “best” credits to satisfy its decarbonisation commitments.

After understanding the main driver for a purchase, organisations can detail preferences for
project geography, credit retirement timeline and solution type to find the most suitable credit to
meet their goals.

In our experience, large organisations had
better outcomes engaging with market
participants when they were able to clearly
state their specific objectives (e.g, interest

in using carbon credits for specific regions

to align with climate commitments by

specific years). For example, one company
faced supply chain difficulties in procuring
renewable energy equipment, delaying their
2030 emission target by one to two years. With
land restoration activities underway as part

of various decommissioning projects, high
integrity Nature-based Solutions were identified
as the most suitable credits to reinforce their
commitment to the ecology and communities
they operated in. Armed with the knowledge of
which regions they wanted to source credits
from, and the rough quantity and type of
credits needed, they were able to source the
most suitable credits to achieve their aims.



https://www.pip.global

3.Beready toexplore various solutions, as high-quality
carbon credits are scarce, expensive and have drawbacks

Carbon credits come in a variety of solutions and — broadly speaking — the market places a
premium on solutions that remove carbon and store it for long periods of time.

Carbon credit solutions and market prices — Q4 2022, $USD/t
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2. Sustainable Grasslands project
3. IFM pricing will be higher for credits designated as ‘removals’ vs credits designated as ‘reductions’
4.NbsS prices are based on North American projects which tend to be more expensive

5. Can be considered hybrid as trees are stripped less for traditional wood gathering and thus
forests are allowed to remove more carbon than they otherwise would have

Source: 3Degrees; 8 Billion Trees; Partners in Performance Market Engagement

As volume from these solutions is constrained, major buyers are turning to Nature-based
Solutions due to their broad availability and stakeholder appeal. Nature-based Solutions,
however, often generate pushback with concerns around their integrity including:

> Additionality: In many cases, Nature-based Solutions are questioned because their activities
would have happened anyway without the need for carbon credits

> Leakage: The activity the project reduces (i.e., aggressive logging) simply shifts to another
area outside of the project

> Permanence: Nature-based Solutions is particularly vulnerable to events (fire, pests, changes
in weather, etc.) which could release the carbon that is claimed to have been stored


https://www.pip.global

4.Doyourownduediligence

Even though voluntary registries like Verra or Gold Standard have extensive protocols and strict
standards of verification for projects to create credits, they are not a guarantee of quality or offset
outcome. Organisations should be wary of relying on ‘full service’ carbon project developers to
perform their own due diligence as many have faced public criticism for pushing projects and
issuing credits of suspect quality.®

One way to overcome this challenge is by creating a tailored due diligence process aligned with
your organisation’s overall carbon credit strategy to source high-integrity credits that help meet
your goals and mitigate the risk of greenwashing accusations.

Example of carbon credit due diligence process

Funnel

Filter and segment market using publicly available carbon credit registry
Broad screen

databases
Availability screen Reach out to market participants to understand current credit availability
Co-benefit review Identify projects with broader climate solution activities beyond carbon project
Detailed review Perform deep dive on project documentation to identify potential risks

Direct discussions with projects on key topics, e.g., financial flows, project governance,

Developer deep-dive . ) ; . L
indigenous involvement, project enhancement, partnering opportunities, etc.

Only after understanding what is available in the market can organisations start ‘looking
under the hood’ and running due diligence. This involves subjecting each potential project to
progressively more in-depth analysis to see its true potential rather than relying on publicly
available documentation.

The due diligence process will look different depending on the organisation and its goals. To be
successful in assessing carbon offset quality and securing the right credits, there a few critical
steps organisations should incorporate into their due diligence:

> Co-Benefit Review to understand if the project had benefits beyond reducing/removing
carbon (e.g., substantial conservation activity, local community involvement, etc.).

> Detailed Review to analyse the ‘carbon accounting’ of the project to identify issues such as
additionality, leakage and permanence.

> Developer Deep Dive which involves a direct discussion to get answers on targeted questions
based on identified concerns.

6. Bloomberg critique of Blue Source


https://www.pip.global
https://www.bloomberg.com/news/features/2022-04-28/public-forests-enter-the-carbon-offset-market

5. Gain more control over the integrity of your carbon credits
by moving ‘upstream’ and exploring partnerships toshape

o
anddevelop projects
Spot Co-finance Develop
Purchase from available credits in Participate in project financing to Design and develop projects to
marketplace source potential credits generated create in-house source of credits

offtake/forward M&A

Find volume that will become Buy projects outright and acquire
available in future credits

Cost burden E

The Arnhem land project (detailed below) allowed access to wholesale cost and ability to influence design as best practice

Purchasing at smaller volumes on the spot market is a good way to gain an initial understanding
of the market while limiting risk. However, buyers purchasing large volumes on the spot market
pay a premium and limit their ability to influence/control credit volume and project quality.

Organisations with a longer term and larger need for volume should consider partnerships
directly with trusted/experienced project developers with a proven track record of developing
relevant project types in a targeted geography. This allows buyers to source credits at costs
closer to ‘wholesale’ as well as have the ability to influence how projects are designed to help
them meet their goals and mitigate greenwashing risk.

In Australia, for example, the West Arnhem Land Fire Abatement (WALFA) project was established
by the natural gas provider Conoco Phillips in partnership with traditional owner groups.
Leveraging their knowledge of how to mitigate large late dry-season (and emissions-heavy) fires
in the savannas of northern Australia, the project has produced >900,000 tonnes of abatement
since it was established in 2014 and is considered a best-in-class example of partnership for
carbon credit projects.’

7. Carbon Market Institute



https://www.pip.global
https://marketplace.carbonmarketinstitute.org/west-arnhem-land-fire-abatement-walfa-project/

Conclusion

Carbon credits offer organisations ways to make positive climate impacts outside of their
own emission reduction efforts. Unfortunately, the carbon market is still developing and
establishing trust, so buyers concerned about the risk of greenwashing need to be more
deliberate and thoughtful with their purchases.
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