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Carbon Crediting - Overview

« Creates a supply of tradable credits for each unit of verified emissions
reduction or removal.

- Are complementary and need a source of demand for credits to have
value. For example, from:

— atax or)cm ETS (e.g. reduce compliance costs by accessing abatement in uncovered
sectors

— results-based finance (as basis for recognizing climate benefits)
— corporations for voluntary purposes.

» Useful in sectors, activities, or regions where there are barriers to direct
ETS/tax coverage.
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More detadail in the crediting guide

DECIDING ON THE PROJECT CYCLE BEFORE YOU BEGIN
OVERSEEING AUDITORS UNDERSTANDING THE

DOMESTIC CONTEXT

ESTABLISHING

GOVERNANCE :
AND SUPPORTING Governance and Getting USING EXISTING

assurance for started S
FRAMEWORKS ' = MECHANISMS
domestic crediting

mechanisms

A GUIDE TO DEVELOPING DOMESTIC K

CARBON CREDITING MECHANISMS \ & ¢¢

DEVELOPING DeSig'?ing d dom‘%StiC DECIDING ON THE SCOPE
METHODOLOGIES crediting mechanism

X

ADOPTING, REVIEWING AND DECIDING ON CORE ELEMENTS
REVISING METHODOLOGIES

A Guide to Developing Domestic Carbon Crediting Mechanisms: https://openknowledge.worldbank.org/handle/10986/35271



https://openknowledge.worldbank.org/handle/10986/35271

Why use crediting?
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Carbon crediting markets

« COP26 Article 6 rulebook major milestone and improves certainty
— Creates path for contributions to NDC goals

- Market fragmentation will likely continue
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Carbon Global Volume of Issuances by Crediting Mechanism Type (2018-2022)
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Crediting in the policy mix |~

Policymakers should avoid creating situations
where emissions reductions under one
program, like an emissions trading system,

can also be eligible for carbon credits.

Increase mitigation in
activities and sectors not covered L .

Reduce cost of compliance
Avoid coverage overlap Crediting .'
Needs external source of

demand | o -



Promoting environmental integrity

THE CORE CARBON
PRINCIPLES

EMISSIONS IMPACT . » .
v — To be effective, crediting mechanisms
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Sy
=
Low
transaction
e Balance
b'lt'radf-c;ffs competing
etween key design criteria

criteria

W

O

High
environmental
integrity

Minimal
administrative
burden




>4 :
4 swizerLAND?
NOVA EUETS®

e ) < South Africa and Colombia

OFFSETS et companies use credits to satisfy

a» carbon tax obligations
— Singapore to allow offsets in
OffSE'I' U Se SERAY jmlj carbon tax from 2024
o
in ETSs
around
DLEZIS INTERNATIONAL

'I' h e WO rI d OFFSETS St

Iﬁ@ ‘-

CALIFORNIA?

MEXICO

KAZAKHSTAN

Source: ICAP (2023). Offset Use Across Emissions Trading Systems



Sectors covered

National Use of Offsets
GHG
revenues allowed
o ff Power Industry  Transport Buildings  ©OVerage
s e t u s e Chile 2017 v v 38% General 100%

budget

Environment
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South o General o
T Africa 2019 v v v 80% budget 0%
Singapore 2019 v v 80% General o
budget 5024
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General

United .
the world N

Note: Although electricity is exempt from the current phase of the South Africa carbon tax, the 80% coverage
value includes electricity generation

Source: International Monetary Fund. 2023.; various (see below).



FIGURE 12
MAP OF NATIONAL AND SUBNATIONAL CREDITING MECHANISMS
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Using elements of existing
crediting mechanisms

RELIANCE ON DOMESTIC
ADMINISTRATION

Chile, Alberta,
Colombia, Australia,
Mexico k. China, Korea
South RELIANCE ON EXISTING : ,
Africa MECHANISMS .

FULL RELIANCE GATEKEEPING OUTSOURCING INDIRECT RELIANCE

Use credits from Conditionally Issue own credits Issue own credits
existing crediting use credits from but outsource and replicate design
mechanisms existing crediting certain functions elements/functions

mechanisms



Governance and supporting
systems - key elements

Monitoring, reporting and verification

e Methodology development
e Project registration, validation and verification
e Compliance and enforcement

Registry infrastructure and administration

e Credit issuances
e Transfers and acquittal/retirement
e |nformation publication

Governance

e Policy authority and oversight
e Rulemaking
e Implementation




POLICY AUTHORITY &
OVERSIGHT FUNCTIONS

» Agree on scope sectors, technologies, * Approve methodqlog!es, technical
project types, methodologies standards, and guidelines
» Agree on use of elements of existing o Approve accreditgtion rules for
crediting mechanisms independent auditors
¢ Allocate all other functions * Review implementation decisions,
if appropriate

* Address grievances and appeals

aa IMPLEMENTATION FUNCTIONS & TECHNICAL ADVISORY FUNCTIONS
e Accredit auditors to carry out validation * Review international methodologies, technical
and verification guidelines, default factors
* Review and register eligible projects * Oversee development of new methodologies,
e Certify and issue emission reduction units technical guidelines, default factors by third
parties

e Maintain a registry of projects and _
emission reductions and international links * Develop new (top-down) methodologies

Source: Adapted from Spalding-Fecher et al. 2017, 2018.



THANK YOU
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