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Daily Agenda

Day 1 14 Oct 2024 Regional Dialogue on Carbon Pricing

Day 2 150ct 2024  Training on Article 6 of the Paris Agreement
Day 3 16 Oct 2024  Training on Article 6 of the Paris Agreement
Day 4 17 Oct 2024 NDCs 3.0 & Thematic Areas

Day 5 18 Oct 2024 Climate Finance & Enablers Clinic
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Speed Networking with a Twist

Instructions: Choose from the following

questions:

1. Roam the Room and find a

partner. 1. If you could have dinner with anyone,
2. Each pair will have 2 minutes to living or dead, who would it be and why?

introduce themselves and answer

one of the provided questions. 2. If you won 10 Million dollars tomorrow,
3. After the 2 minutes are up, find a what would you do?

new partner and repeat the

process. 3. If you could live anywhere in the world

for just a year, where would it be?

Remember, the goal is to make meaningful connections while enjoying light, engaging conversations
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RediCAP: SESSIONS

Leveraging Carbon
Policies for NDC
achievement and
progression

Taking stock of the
Carbon Markets - Main
Instruments and Trends

Carbon Markets & Article
6 Cooperative
Approaches

Implementing Carbon
Pricing for Climate Action

Voluntary Carbon
Markets




NDWARD
ISLANDS

. . IS " RESEAR
United Nations y SERUGAHN

Climate Change RCC Caribbean

Collaboration for Climate Action

Collaborative
instruments for

ambitious climate
action (CiACA)

Supported by:

Zusammenarbeite(GIZ) 6mbH and Climate Action PARTNERSHIP

4 Federal Ministry AN
Deutsche Gesellschaft __ \ ; .
g I z s S 78 | for Economic Affairs N D C 77

on the basis of a decision
by the German Bundestag




Ci-ACA

o Consultations
==» o Studies
o Training

— In accordance with needs
— On a purely voluntary basis

r
i
i
i
i
i
i

--------- =» Also groups of Parties

Objective:

«---
«--

o Also for future NDCs

Carbon tax
© o Also for LEDS

o Emission Trading Systems
o Hybrid systems

«-----I

o Cooperative approaches
o South-south exchange/learning




Ci-ACA. Regional Dialogue on Carbon Pricing

Latin America South Asia
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Ci-ACA. Example of Support

. = e d de
Comercio de Emisiones (SCE) &
Mercados por decision « I
o ..Resultaqos por disefio

Dominican
Republic

Emission
Trading System

RCC Caribbean

Collaboration for Climate Action

Pakistan

Opportunity for
domestic carbon pricing

() IGES

4
R

RCC Asia and the Pacific

Collaboration for Climate Action

Nigeria

Carbon Pricing

Assessment

3 3
(€)
N\ '3

o ~E BOAD

RCC West and Central Africa

Collaboration for Climate Action

2

‘Study on tha Intreduction of Carban Pricing
Insiruments in Pakistan

Dratt for Hatianal Reiew -

‘Saady on the Inroducdon of

Carboe Fricing Inserursems In Pakkstan

Assessing the potential
for an ETS in Pakistan

ASSESSMENT OF CARBON
PRICING INITIATIVES IN NIGERIA

SEPFTEMNBER 202
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Regional Collaboration Centre - UN Climate Change

* RCC Asia-Pacific supports 40 countries in Asia and

St. George?
the Pacific (in coordination with IGES)

Dubai
* RCC MENA and South Asia supports 22 Arab €©) ™
States and 8 South Asian countries (In coordination =~ o
. gt ot Sl World Green
with WGEO) e 3 Economy
Windward Organization

» RCC East and South Africa supports 19 countries in
Southern and East Africa (In coordination with
EADB)

* RCC Central and West Africa supports 26
countries in 15 Member States of the Economic
Community of West African States (ECOWAS) and
11 French-speaking countries (in coordination with
BOAD))

Islands Research & (WGEO)

Education Foundation

éangkok
(€)I1GES

Kampala

@ ) eadb Institute for Global

, , . T Environmental
* RCC Latin America provides supportto 17 e Strategies
o g g Q 9 9 g nite ations >
countries in Latin America (In coordination with Efvironment Banque Ouest - ' 9
Programme Africaine de v
UN EP)' ’ Développement - ,
q c in th East African
» RCC Caribbean supports 16 countries in the Development Bank
Caribbean region (In coordination with WINDREF).
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RCC Latin America RCC Caribbean RCC West and Central Africa RCC East and Southern Africa RCC MENA and South Asia RCC Asia and the Pacific
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Regional Collaboration Center for the Caribbean
(RCC Caribbean)

JACARIOOM Counte BEMO=E
Including Cuba and ' S P2
Dominican Republic) @ E HLA-
u v —-
Antigua and Barbuda, - —
Bahamas, Barbados, 3
Belize, Dominica, ..m i - Founded in 2013. It established a partnership

Grenada, Guyana, S between the UNFCCC and the Windwards
Haiti, Jamaica, St o - Islands Research Center (WindRef) located at the
Lucia, SKN, SVG, SL, St George's University, Grenada.

Suriname, Trinidad “ sTraTTs
and TOb'um n J — ‘ “ . ANTIGUA AND

6 OECS Member States @ Orgenbsstiondt SuN

Antigua and Barbuda, =) O®n - e

Dominica, Grenada, St AIEIE W
Kitts and Nevis, St os Crmentyy Soisbey Ry
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Increasing ambition over time - Reaching the long-term objectives

The Paris Agreement recognizes that its objectives will be
achieved through time

It builds on aggregate and individual progression/ambition

It establishes a mandatory cycle of NDCs:
*First submission by 2015
*Updated submission by 2020 with 2030 targets
Enhanced ambition submitted every 5 years
‘Next NDCs are due in 2025

Feedback Mechanisms
oGlobal Stocktake
oEnhanced Transparency Framework




Arrangements of the Paris Agreement

Paris Agreement Goals Ambition Cycle
Implement
national action
Mitigation ; ~ Mitigation
keep temperature increase to Ne(‘ﬁ%lgl) %E%ets Adaptation, M’e?ms
well below 2 °Cand 1.5 °C => every 5 years) of Implementation

Plan and commit Transparency of
Adaptation national action national action
increase the ability to adapt

and foster resilience

Higher Enhanced
National Transparency
Ambition Framework
Finance flows consistent with \ Global Stocktak (
path to low GHG emissions and (282; >toc a (‘Z'
ope =~ €veE
resilient development years) Y

Review collective action against goals and
commit to further action




Overview of Global Stocktake Outcome (2023)
Decision 1/CMA.5

Keep 1.5 °Cin reach, Urgent deep GHG emissions reduction, Encourage economy wide NDCs,
Transitioning away from fossil fuels, Tripling Renewable energy & Doubling energy efficiency by 2030,
Preserve and restore ocean and coastal ecosystem, Transition to sustainable consumption and production Mainstreaming GST

Outcomes

Dialogues on GST,
Finance, Mountains
and Children

Revised NDC and Long-
term Strategies

Incremental, multisectoral and transformational actions, Universal Early Warning Systems,
Adaptation targets to reach global goal on adaptation,
Enhance national adaptation plans and adaptation communications

Scaling up mobilization, $100bn Commitment, doubling adaptation finance,
Support New Collective Quantified Goal on Finance, Technology Implementation Programme,
Enhanced capacity building support

UN Secretary General
Event

Communicating
Biennial Transparency
Report

Urgency for action, equity, best available science, sustainable development




Global Stocktake Guidance for NDCs

* Encourages Parties to come forward in their next NDCs with ambitious, economy-wide emission reduction targets,
covering all GHGs, sectors and categories and aligned with limiting global warming to 1.5 °C, as informed by the
latest science, in the light of different national circumstances

* Developed country Parties should continue taking the lead by undertaking economy-wide absolute emission
reduction targets, and that developing country Parties should continue enhancing their mitigation efforts and are
encouraged to move over time towards economy-wide emission reduction or limitation targets in the light of
different national circumstances

* Notes the importance of aligning NDCs with LT-LEDS, and encourages Parties to align next NDC with LT-LEDS

» Recalls the NDC process for new 2025 NDCs (NDC 3.0):

v" Submission of new NDCs by 2025 (NDC 3.0) — mandatory for all
2025 NDCs to be submitted 9 to 12 months in advance of the CMA 7 » 10 February 2025
2025 NDCs with an end date of 2035 — encouraged

2025 NDCs to be a progression beyond the Party’s current NDC and reflect its highest possible ambition
— mandatory for all

2025 NDCs to provide ICTU information — mandatory for all
2025 NDCs to use adopted accounting approaches — mandatory for all

<N X

ENERN

AN

2025 NDCs to provide information on how the preparation of the NDC has been informed by the o
of the GST — mandatory for all i

* Notes the capacity challenges of the LDCs and SIDS related to preparing and communicating NDCs



Ownership

International cooperation
Integrate financing considerations across
sectoral approaches and beyond a longer

timeframe,

Including financial sector actions, Ambition
on international cooperation,
Implementation of arrangements on
financing the NDC and translation into
investment opportunities,

Provide policy continuity,
Mobilizing Private sector engagement,

Transition that is just and equitable and leaves
no one behind
Creation of quality and decent jobs,
Engagement of broader stakeholders,
Just & sustainable development priorities are
supported
Considerations on energy and debt security

Climate resilient future Finance flows linked with Long-term plans Act as transformation plan, in line with national

Reflecting the national realities, strengthening circumstances —
resilience informed by science, ‘ Backed up by complementary legislation, sectoral
Interlinkage between adaptation and mitigation transition plan, policy road maps, investment plan,
Built on Nature -Based solutions Rooted in national development plans and linked with

SDGs, NAPS, TNAs, NB SAPs, DRR strategies
Linked with work of other relevant conventions and
regional /national initiatives

Aligned with 1.5C,
Aligned with Parties’ Long-term development
plan and strategies,
Informed by science,
Net zero emissions by or around mid-century

Identify technology and capacity needs

Su pport Greater clarity on technology needs, including

technology needs assessment and roadmaps;

for N DCS Enabling technology uptake and identify capacity

3 0 needs and building capacity

Technically sound
Following UNFCCC decisions, Transparent & accountable,
Apply ICTU guidance, Facilitate use of Article 6, Facilitate

Follow-up on the GST
Mitigation, Adaptation, Finance,
Technology, Capacity-building, L&D, RM
and Cooperation

reporting under transparency (ETF- BTR, GHG inventory) & §
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Economic Instruments to incentivize GHG

emission reduction

1. Carbon Pricing:
. Carbon Taxes:
. Cap-and-Trade Systems

2. Subsidies and Incentives:
- Renewable Energy Subsidies
- Energy Efficiency Incentives

3. Green Bonds:
. Climate Bonds: Feed-in Tariffs

4. Public-Private Partnerships (PPPs):

International Climate Finance

Technology Transfer Agreements

Tax Credits and Deductions

Tradable Renewable Energy Certificates (RECs)

Ecosystem Service Payments




What is carbon pricing?




How carbon pricing works




Initial situation: World without Carbon Pricing

v

Atmosphere = “free dumping ==
ground for carbon pollution III]

v

GHG intensive development

v

Climate crisis

v

. Cost of air pollution:
ASSO?'ated ’ 4.2 million deaths /,
pollution 3 trillion USD/yearf

cost




How carbon pricing works

A few considerations:

= Governments require tax income to be able to operate
= Carbon pricing is not about increasing taxes

= Carbon pricing is about taxing the “bads” (pollution) instead
of taxing the “goods”

/ﬂ]jl (e.g. tobacco
products)

Response to signal No response to signal

4 Reduces the 4 Creates revenues
associated health costs

“4 Reduces associated
import costs




Price signal on carbon emissions

Carbon Price:

Price signal on greenhouse
gases (GHG) emissions: X$
per tCO,e

To take into account [all of]
[part of] the cost of carbon
pollution (social cost of
carbon) in decisions
(planning, investments,
operations, etc.).

Recognized by most
economist as the simplest,
most straightforward and
most cost-effective way to
address GHG emissions.




Price signal on carbon emissions

National GHG

emissions .
A Business as

usual (BAU)

l l Economic signal

GHG with carbon
pricing

2020 2030 2040 2050 2060




Instruments to create a price signal on carbon

Energy-sector-only instruments Pricing on GHG emissions

Fossil fuel tax Carbon tax

Tradable energy efficiency Emission trading system (ETS)

certificates
Payments for Payments for emission reductions
renewable energy (e.g., CDM; carbon funds; etc.)
Tradable renewable Payments for REDD activities
energy certificates (forestry)

Incentivizing clean energy Incentivizing emission reductions
and carbon stocks




Co-benefits of carbon pricing

e Reduce emissions
« Encourage action by peers

 Environmental and health benefits

« Economic diversification / job creation

o Penetration of new technologies
o Attracting investments

« Raises revenue for other purposes
o Investments / cutting inefficient taxes

* Increased energy security
 Reduced waste
 Reduce the cost of fossil fuel subsidies

» Reduced exposure to carbon border
measures




Issues to discuss about carbon pricing

= |nitial introductory price may not be sufficient for putting countries on a path
towards achieving the Paris Agreement

o Carbon pricing alone may not be sufficient
Complementary measures may be needed (e.g., setting standards)

o Economic actors however understand (and often expect) that carbon pricing will
increase over time - planning for future higher carbon prices

o Carbon pricing is a flexible instrument; its stringency and coverage can be revised up
over time (e.g., along with climate commitments)

o Long-term: Carbon pricing is an important tool for managing GHG emissions for as long 4
as there are GHG emissions to manage I



Achieving National Priorities

Objective / priority

Solution

Trigger investments

Revenues from carbon pricing to give loan guarantees for investors
(e.g. in sustainable energy projects)

Limit trade exposure from
pricing carbon

Provide large discounts and compensations to entities covered (e.qg.
free allowances under ETS)

Reduce poverty

Focus reinvestments in job creation

Increase energy access

Reuse income to fund/support sustainable decentralized energy
access

Increase income equality

Redistribute the proceeds on a per capita basis

Improve business
climate/competitiveness

Use revenues to cut taxes which hinder wealth creation (income tax /
capital gain tax)

Ensure adaptation

Investments in adaptation measures

Increase energy independence

Reinvest in measures which reduce energy imports




Choice Of A Carbon Pricing Solution

International context Domestic National priorities /
circumstances / objectives
The carbon pricing context
approach may need to The carbon pricing Carbon pricing delivers
consider global approach needs to fit in substantial benefits in
developments at the the specific domestic terms of sustainable
international level context development
Choice of a Co-Benefits
carbon pricing <=
solution Carbon pricing delivers

substantial benefits in
terms of sustainable
development




Common themes & Key aspects to consider

= Scope & coverage: which sectors/GHGs to include? Which threshold?

= Governance and oversight: which are the institutional arrangements?

= MRV and enforcement: who is in charge of MRV? Where does it take
place?

= Revenues: how are revenues used?

= Flexibility and linking:

= Stringency setting (cap or price level): how to set it? When should it be
revised?

= Discount or allocation of emission rights: yes or no? on which basis?
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Landscape of Instruments

Achieving LT-
LEDS

Which instrument
where? In which
sector?

Competing
wm:‘-_——’;—--’>

How to create a
coherent
landscape?

Achieving
future NDCs
Buying N Achieving the
ITMOs NDC

Selling ITMOs

Competing

with Voluntary

climate action

Other sources of support (e.g.

climate finance, tech support, etc.)

Which measures have which cost/effort?

Carbon tax




Pricing Carbon Emissions: Major Approaches

Baseline Baseline
emissions emissions

Price as a result

‘of supply /

demand

NS

Impact
(unknown)




Pricing carbon emissions: carbon taxes

Carbon taxes

« Tax-free threshold can be applied to protect trade-exposed sectors

 Flexibility and linking (with other countries) is also possible

o For example, participants in South African carbon tax can lower their taxable emissions by
acquiring “emission reduction units” from activities outside the scope of the tax (e.g.,
afforestation activities, reduction of methane emissions from landfills)

«  Major difficulty: assessing the impact of the carbon tax
o Impact = actual GHG - baseline GHG

|
Difficult to determine

o What GHG emissions have been in the baseline scenario? (without the tax)




Pricing carbon emissions: ETS

Emission Trading systems (cap-and-trade)

Principle: Tradable-permit system for GHG emissions

- Aggregated limit (the cap) on GHG emissions which can be emitted
- The number of emission units available is limited and reflects the size of the cap in the ETS

- Guarantees that aggregated emissions from all participants will remain within the level set
by the cap

« Entities covered by the ETS need to hold one emission unit (allowances) for each tonne of
GHG emitted but can buy / sell units

*  Price on carbon: will depend on the balance of the demand (the total of GHG emissions) and
the supply (the size of the cap and corresponding number of emission units) in the ETS.




Carbon Tax and Emission Trading: Commonalities and
Differences

* Both are regulated by the government

» Both put a price on carbon and thereby help to make low-carbon alternatives more
attractive, changing consumption patterns and supporting low-carbon investments.

« Individuals and firms can decide how best to respond to the price

« Generate public revenue that can be used, for example, to invest in climate and
energy measures

« Acarbon tax can be easier to implement (no new infrastructure required)

- ETS provides more flexibility (e.g., offsets, banking, extending ETS across borders by
linking with other systems)

»  Hybrid: carbon tax and ETS are not mutually exclusive
. possibility of complementary ETS and carbon taxes covering different sectors.
. implement carbon tax as a step towards establishing an ETS
e.g., price floors and ceilings in an ETS; offset certificates instead of paying the carbon tax.




About Carbon Pricing and Carbon Markets

Mandatory Carbon Pricing Voluntary action

Emission Voluntary
Carbon Trading compensations
taxes/fees Systems (e.g., by
(ETS) businesses and
individuals)

P
)
q
o
o
S
3
o
q
X
®
[l
7

Project & programme-based
approaches (e.g., carbon
standards, CDM, Art.6.4 Mech.)




About Carbon Pricing and Carbon Markets

NDC achievement Mandatory carbon pricing Voluntary action

Voluntary
compensations
(e.g., by businesses
and individuals)

Emission
Trading
Systems (ETS)

Carbon
taxes/fees

Party accounted
emissions

Project & programme-based
approaches (carbon
standards)




Relation to the Paris Agreement

- For achieving successive NDCs (adjustable policy which can be

Potential roles : :
revised over time)

for carbon o
pricing * For LT-LEDS (long-term economic signal)

 Also, potentially for cooperative mitigation action under Art. 6

Carbon pricing can play an important role in realizing the ambitions of the Paris Agreement
and implement the Nationally Determined Contributions (NDCs).

Article 6: Establishes the potential of trading emission reduction credits across borders,
between nations or jurisdictions. This can encourage the linking of carbon pricing
approaches across countries and jurisdictions resulting in the reduction of emissions by a
magnitude greater than what is possible solely domestically or nationally.

Para. 136 of the first COP 21 Decision (1/CP.21 Adoption of the Paris Agreement):
recognizes the important role of providing incentives for emission reduction activities,
including tools such as domestic policies and carbon pricing.

« Two-thirds of all submitted Nationally Determined Contributions (NDCs) under the Paris
Agreement consider the use of carbon pricing and carbon markets to achieve their emlss
reduction targets




Carbon Pricing Co-Benefits against UN's SDGs
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Outline

PART 1: The Logic

Externalities as the Key Analytical Problem (KAP)
Damage from CO, Emissions as the Social Cost of Carbon; Integrated Assessment Models

Carbon Pricing as the “Pigouvian” Solution to KAP

PART 2: Policy Proposal and Policy Process
Carbon Taxation as a form of Carbon Pricing (in a world with voluntary contributions and geoengineering)
Science and Economics of (Upstream) Carbon Taxation at the Wellhead

“Case Study” of Guyana

PART 3: CT Design & the Nesting of (Vested) Interests

Guyana’s Net Zero Claim
Carbon Pricing in the World and the EU’s CBAM
International Cooperation: International Transfers & Climate Clubs




1. The Logic ... and the World’s
Greatest and Widest-Ranging
Market Failure




Externalities

e Externalities — positive or negative - occur when the decisions or choices of
one economic actor affect the profits or well-being of others “for free”

* Oil companies, for example, decide how much oil to produce, affecting untold number
of others

» Positively, if shareholder returns increase (but this is not a market failure)
* Negatively, if there is damage from the production and use of fossil fuels

 Stock externality: The damage is due to accumulation of ‘flow’ externalities

* i.e,, It is the cumulative stock of long-lasting CO, emissions in the atmosphere

* Basic problem is that the generator of the negative externality decides how

much of the externality to produce but is not taking into account the effects
of the externality on others.




vpes of Public/Social Interventions WHAT SCRAP

METAL IS THE MOST
PROFITABLE?

THE HIGHEST PAYING TYPES OF
SCRAP METAL FOR RECYCLERS

——

* There are six broad classes of public/social/private solutions:

s ) Beea e W
: AL o |

* Moral suasion — e.g., Greta Thunberg (and even the Paris Agreement sum gt 2= -

Direct production of environmental quality — e.g., Geoengineering
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Economic Instruments: Compliance Carbon Markets

1. European Union Emissions Trading System (EU ETS)

Established: 2005

Region: European Union

Scope: Covers energy-intensive industries, the power sector, and commercial aviation within the EU, Norway, Iceland,
and Liechtenstein.

Mechanism: Cap-and-trade; companies receive or purchase allowances and must surrender enough allowances to cover
their annual emissions. Companies can trade allowances, creating a financial incentive to reduce emissions.

2. California Cap-and-Trade Program

Established: 2013
Region: California, USA
Scope: Covers major industrial sources, electricity generators, and fuel distributors.

Mechanism: Cap-and-trade; companies are allocated or purchase allowances, with a decreasing cap on total emissions
over time. This program is also linked with Quebec’s carbon market.

3. Regional Greenhouse Gas Initiative (RGGI)

Established: 2009
Region: Northeastern and Mid-Atlantic states in the USA (10 states as of 2023)
Scope: Primarily targets CO: emissions from the power sector.

Mechanism: Cap-and-trade; power plants must purchase allowances for each ton of CO: they emit. States auction these
allowances and use the revenue for renewable energy projects, energy efficiency, and other chimate inttiatives.

4. Chinese National Emissions Trading Scheme (China ETS)

Established: Launched nationwide in 2021

Region: China

Scope: Initially covers the power sector, with plans to expand to other industries.

Mechanism: Cap-and-trade; power plants receive allowances based on carbon intensity benchmarks. Companies can
trade allowances within this national market. This system builds on prior regional pilot programs in seven Chinese cities
and provinces.

5. Korea Emissions Trading Scheme (KETS)

Established: 2015
Region: South Korea
Scope: Covers multiple sectors, including power, industry, building, and waste.

Mechanism: Cap-and-trade; companies are allocated allowances based on benchmarks and historical emissions.
Companies can trade these allowances, with the government gradually reducing the cap over time.

7. New Zealand Emissions Trading Scheme (NZ ETS)

Established: 2008

Region: New Zealand

Scope: Covers multiple sectors, including forestry. waste, industnial processes. and agriculture (with modified
requirements).

Mechanism: Cap-and-trade; companies must obtain and surrender New Zealand Units (NZUs) equivalent to their
emissions. Forestry offsets are also integrated into the system, allowing for reforestation as a means of compliance.

8. Quebec Cap-and-Trade System

Established: 2013
Region: Quebec, Canada
Scope: Covers industries such as electricity production, fossil fuel distributors, and large emitters.

Mechanism: Cap-and-trade; companies purchase allowances and rade them to comply with emissions targets. Linked
with California’s cap-and-trade program. allowing for cross-border trading.

9. Swiss Emissions Trading Scheme (Swiss ETS)

Established: 2008 (linked to the EU ETS in 2020)

Region: Switzerland

Scope: Covers large energy-intensive industries and aviation (since linkage with EU ETS).

Mechanism: Cap-and-trade; companies receive allowances based on benchmarks and trade them as necessary. The
linkage to the EU ETS allows for greater market integration and flexibility.

10. Japan’s Regional Carbon Markets

Japan does not yet have a national cap-and-trade system, but Tokyo and Saitama have implemented regional programs:
0 Tokyo Cap-and-Trade Program: Established in 2010, talgatmg large buildings and factories in Tok
©  Saitama Prefecture Program: Established in 2011, covering large buildings and facili
Prefecture. 7

These programs focus on energy efficiency improvements and emission reductions, with trading 3
two




Economic Instruments: Compliance Carbon Markets

* Markets for CO, emissions (the externality) created by regulatory
agencies

* Regulatory agency/market authority that sets a “cap” on total allowable CO,
emissions

* The commodity that is traded is the “right” or permit to emit 1 ton of CO,

e Total number of permits = aggregate allowable emissions or cap

* Market authority allocates (freely) an equal number of “tradeable emissions
permits” to each company

* Once the cap is less than the total CO, emissions companies will rationally
emit in aggregate, there will be a market or demand for permits

e Buyers: Those firms that find themselves emitting more than their allocation of permits

» Sellers: Those firms that find themselves emitting more than their allocation of permits




Compliance Markets Put a Price on Emissions

* The interaction of buyers and sellers in the market for pollution rights gives
rise to a market-clearing price

* This is the price of the externality; it is a price on carbon

* A well-designed compliance market causes firms to internalise the damage done by
producing products that are otherwise wholly beneficial

* Putting a price on carbon results in an “optimal” amount of CO, emissions
The cost of [fossil fuels] rises because a price has been put on emissions

Companies can avoid the increased costs by reducing output; using alternative
processes and inputs; “add-on” technologies (e.g., CCS)

Firms have different abatement capabilities; emissions reduction is cost effective

 Consumers react to the higher prices by reducing consumption
* This is the mitigation effect of carbon pricing




Voluntary Carbon Markets

* Participants to offset their emissions (anywhere in the world) by supporting
projects (anywhere in the world) that reduce or remove CO,from the
atmosphere

* Forestry & land use, renewable energy, energy efficiency, carbon capture & storage,
methane capture

* Each offset purports to represent a metric ton of CO, equivalent (tCO,e) avoided or
removed from the atmosphere

* Third party certification standards & trust required

 Market are fragmented

* Information asymmetries and uncertainty are pervasive
* Incentives are not (necessarily) aligned

* Double-counting, leakage and additionality concerns




2. Policy Proposal: Carbon Taxation as Carbon Pricing




$ 1 MSC = MPC + MD,ojyion
I( ° . °
A “Plgc Pricing
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(MSC)
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* Q, represents the market equilibrium (where MPC=MPB), and
* Q* represents the optimal level of output (where MSC=MSB)
e Qutput is lower, environmental damage is optimal




e (a—d): tax = to the divergence between MPC and

MSC

* The tax shifts the MPC curve by an amount equal
to the marginal damage of CO, emissions

* The market itself arrives at an optimal equilibrium
of Q*

 The externality is internalized; firms’ private costs
increase by the “carbon price”

»

. Quantity of Crude
Q = il

e Government is now earning tax revenues
* Give back to the consumer?
* Finance the provision of environmental goods?




A Carbon Tax at the Wellhead

The UCT-W is a carbon tax that rests on two indisputable principles:

* A physical principle: A unit of fossil fuel will emit the same amount of
carbon wherever and whenever it is burned

* An economic principle: The incidence of a tax (i.e. who ‘really’ pays the
tax) is unrelated to the point of collection of the tax or who pays the
tax

* “Irrelevance of Who Pays the Tax” affirms salience of the relative elasticities of
demand and supply

* . As such, an upstream carbon tax in Guyana will achieve the same
emissions reduction results as at tax imposed at (say) the pump in the
United States




A “Guyana” UTC-W

* Tax the carbon content of oil and gas produced in Guyana:

* Specify a carbon tax rate of (say) S50 per metric ton of CO, emissions

* Apply this rate to the CO, emissions sequestered in every barrel of oil.
* 0.433 metric tons of CO, emissions will be released when a barrel of oil is combusted

* The tax liability on every barrel of oil

e S50 X 0.433 X [No. of Barrels of Oil]
 This amount accrues to the GoG

* The burden of the tax would be the same if the tax were levied on the
consumers “at the pump” in developed countries

* Where does the $50/metric ton of CO, come from?
* The Social Cost of Carbon (SCC)




CO2 Daily Annual Revenues
Content - Carbon Revenues Annual from Fiscal Regime
No. of Daily Price from UTC- | Revenues from in Current PSA
Barrels/Day| Output | (SUS/ton) w UTC-W (US78/barrel)
380,000 164,540 50 8,227,000 3,002,855,000 1,541,650,500
380,000 164,540 190 31,262,600 11,410,849,000 1,541,650,500
600,000 259,800 50 12,990,000 4,741,350,000 2,434,185,000
600,000 259,800 190 49,362,000 18,017,130,000 2,434,185,000
1,000,000 433,000 50 21,650,000 7,902,250,000 4,056,975,000
1,000,000 433,000 190 82,270,000 30,028,550,000 4,056,975,000

PRICE/BBL
$78.00
CONTRACTOR GOVERNMENT

ROYALTY ==> 2% —  $1.56

* Profit-to-be-shared after royalty (2%) and cost

recovery (75%) 0.25
T S e  Profit share to each party 0.12
e Govt. take (%) 0.14

$76.44

9.555 = PROFIT OIL SPLIT —) 9.555
50% 50%

0 —— TAX ———— 0
0%

GROSS REVENUE
$9.55 NET CASH FLOW $11.12

46.23% TAKE 53.77%




Estimating the Social Cost of Carbon (SCC)

= Three general steps in estimating the social cost of carbon:

1. Predictimpact of 1 extra ton of CO, on climate using a climate
forecasting model

2. Measure impacts of changes in climate on economic productivity,
health, property damage, etc.

3. Calculate current social cost by converting future costs to current
dollars (discounting)




The “US” Social Cost of Carbon (SCC)

= Putting together all of these estimates, what is the social cost of
carbon?

= QObama Interagency Working Group on Social Cost of Carbon was
tasked with answering this question

= Compiled data on estimated impacts of carbon emissions
=  Applied a discount rate of 3% to future costs

—> Social cost of carbon set at $51 per ton of CO, emitted

= This number is now used in numerous policy decisions,
ranging from fuel-economy rules for cars to regulations on
power plants




3. CT Design & the Nesting of (Vested)
Interests




Guyana’s “Net Zero” Claim

youtube.com/watch?v=2rJ3yjJNQdU&Iist=PPSV&t=9s

* Guyana claims that its forests

e Store over 19.5 gigatons of carbon dioxide and
e Captures 154m. metric tons each year

* Production, refining and combustion of 1 mpd:
e Approximately 157m. tons of carbon dioxide emissions annually

e Net Zero?

* What matters is the stock of CO, emissions

* Before oil production started in Guyana, this stock threatened the achievement of
the Paris Agreement goals

* With oil production, refining and combustion of Guyana'’s fossil fuel exports, this risk=— =
is now greater, regardless of the fact that Guyana as a country might be netzerofiie—

i
ke




The EU’s CBAM

* Border adjustments guarantee that all countries will have to price
carbon

* The list of products that will be covered will expand
* Challenges at the WTO have not been successful

e Countries that have a carbon tax will avoid the CBAM

* If the CBAM is expanded to include petroleum products, developing
countries will have to pay this tariff to EU countries

e A UTC-W will avoid this transfer of revenues to the EU




Stock Externalities and International Transfers

* The stock of cumulative emissions will keep on rising without
reduction of new emissions and removal of existing already released
emissions

* Both reductions and removals are in the nature of international public
goods that must be financed if they will be provided

* All countries, including those “less” responsible, bear the costs of
warming

* Vulnerable, developing countries require climate financing for adaptation and
resilience are also public goods

* Climate justice requires that climate financing be available as
transfers from those “more” responsible to those less responsible

e The UCT-W ‘effects” this international transfer




International Cooperation on Carbon Pricing

 Climate Club of developing oil-exporting countries that implement a
UCT-W
* Collaborative approach for these nations to manage carbon
e “Self-financing” of adaptation and resilience building

* Financing for research and development on CCS, renewable energy solutions,
and sustainable land management practices

* Alignment on Trade and Carbon Border Adjustments
* Collectively negotiate responses the border adjustments

* Crowding in of carbon pricing and emissions reductions among oil
exporting countries

 Non-members face a natural punishment




Brief History

* Kyoto Protocol agreed to create a world carbon dioxide
emissions markets
* Countries and companies could buy and sell certificates of emission

* European Union Emissions Trading System is the largest carbon
market in the world, representing more than three quarters of the
international trade in carbon

The Canadian province of British Columbia in 2008 set a
carbon tax and reduced fuel consumption seven times more
than the local government expected

* Some 50 countries have a carbon pricing scheme in some form.
But the global average carbon price is currently only S2 a ton,
far below what the planet needs



http://www.activesustainability.com/renewable-energy/what-are-carbon-markets/
http://www.activesustainability.com/renewable-energy/what-are-carbon-markets/

Concluding Remarks

* Many countries and many oil companies have “signed on” to the
carbon tax

* It will more than likely be introduced “at the pump” in developed
countries

* Guyana stands to lose significant revenues and to lose an opportunity
to give leadership to nudging the world to adopting a common price
on carbon — unless it acts now as suggested in the UGGI Policy Brief.




* Carbon pricing, based on Article 6 of the Paris Agreement, is here.

* Border adjustments guarantee that all countries will have to price
carbon

* UCTW addresses both climate mitigation and adaptation, and climate
finance. It will get us to cooperate with each other.

* Regional Fund for Climate Adaptation and Loss & Damage

* Resolves ‘deep paradox’ of rich biodiversity and oil & gas production

* Investors will not be deterred from oil & gas development in LAC
* Other countries will be unable to block/retaliate against UCTW

* UCTW is superior to other proposals on many grounds
* Can be used by countries in the NDCs
e Consistent with notions of a “just transition” and “climate justice”




* Consistent with Article 6, but as a “non-market” approach
* Concern: Article 6 draft rulebook only accommodate downstream
CT
* Internationally transferred mitigation outcomes (ITMOs) incentivise
and facilitate participation

* 4.a: “To promote the mitigation of greenhouse gas emissions while
fostering sustainable development”

e 8.a: “To promote mitigation and adaptation ambition”

* UCTW generates revenues that can be used for mitigation and
adaptation — so fully consistent with Article 6

e UCT-W revenues must be used to finance NDCs

* Emissions reductions achieved the UCTW can be incorporated into
the ITMO framework

e Total of UCTW and price of ITMOs to add up to SCC or net-zero
‘warranted price’
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Dominican Republic. Emission Trading System




CI-ACA in Dominican Republic

« National
Consultation on
Carbon Pricing
Instruments

2018

- Study for the
Evaluation of Carbon
Pricing Instruments
in the Dominican
Republic

- Roadmap for the
Implementation
of a Domestic
ETS andits
Potential Linkage
with a Renewable
Energy
Certificate
Scheme

2023

« Carbon Market
Simulation

Training Exercise

-

* Emissions
Trading
Scenarios in the
Dominican
Republic, Supply
and Demand;
Carbon Market
Pilotage




Phase 1. Carbon Pricing in the Dominican Republic

Through MexiCo2, a mapping of actors and a survey of existing information
and legal framework was carried out.

Interviews were conducted with key actors and interested parties.

As a result, a feasibility assessment of the different instruments for setting a
price on carbon was carried out.




Impuesto
al carbono

Sistema de
Comercio de
Emisiones

Instrumento
hibrido

Certificados
Verdes

Reducciones
de emisiones

Reducciones
de emisiones

Reducciones
de emisiones

Energias
renovables

Pros

Facil comprension.

Bajo costo de implementacion.
Fuente de ingresos para
gobiernos.

Certeza sobre precios (precio
fijado por gobierno).

Puede utilizar infraestructura
administrativa actual.

Permite el uso de
compensaciones.

Fuente de ingresos para
gobiernos.

Relativamente facil de vincular
internacionalmente,

Certeza sobre reducciones de
emisiones.

Permite el uso de
compensaciones.

Fugas de carbono son
relativamente faciles de
gestionar.

« Disefiado para necesidades

especificas de la jurisdiccion.

» Usualmente permite el uso de

compensaciones.

+ Facil comprension.
Certeza relativa sobre generacion

de energias renovables.
Mayor capacidad de generacion
eléctrica.

Contras

La efectividad depende de la tasa del
impuesto (generalmente debe ser
alta).

Dificil de vincular internacionalmente
Incertidumbre sobre reducciones de
emisiones.

Otorga menos tiempo para
adaptacion de las empresas.

La fuga de carbono es dificil de
gestionar.

Mas dificil de comprender por el
gobierno y entidades cubiertas.

La efectividad depende del disefio del
SCE.

Alto costo de implementacion.
Incertidumbre sobre precios.
Usualmente requiere nueva
infraestructura y estructuras
administrativas.

Otorga mas tiempo para adaptacion
de empresas.

Requiere numero alto de
participantes (entidades cubiertas).

Mas dificil de comprender.

Alto costo de implementacion.
Usualmente dificil de disefiar debido a
la convergencia con otros instrumentos.
Posibles costos mas altos para las
entidades cubiertas (en comparacion
con un SCE).

+ Incertidumbre sobre reducciones de

emisiones.
Posibilidad de superposicion con
otras politicas.

Media

Media a
baja

Aceptacion del
sector privado

Aceptacion del
sector publico




Phase 2. Roadmap for the Design of an Emissions Trading
System in the Dominican Republic

» SCE was the most highly valued option in phase 1, and the feasibility
of its application was further investigated.

» A Strategic Steering Committee (Key Actors) was created, and the
following were also involved: private companies, associations, civil
society, academies, international entities and other government
entities outside of the main ones identified in phase 1.

» Carbon Market Simulation Training Exercise, September 2023.




Phase 3. Initial Consultation and Launch of stakeholder
engagement process in the design of the Dominican
Republic ETS

Work Plan




Recommendations

» Scope of Application

»Emissions Cap

> Allocation of emission permits

»Carbon Leakage

»Use of certified emissions
reductions/offsets

»Monitoring, Reporting and
Verification (MRV) System

» Temporal Flexibility

> Price predictability and cost
containment

» Potential

inks with other ETS

» Stakeholders, communication

and capa

dilities
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Trinidad and Tobago: devising a carbon pricing approach

Kishan Kumarsingh




BACKGROUND/RATIONALE

Reducing global temperature increase to under 2 degrees Celsius has been the backdrop of global
climate policy for the last few years, mostly driven by the Paris Agreement.

Achieving this objective involves the development and implementation of low emission
development strategies.

Exploring approaches for cost effective implementation to reduce emissions

Trinidad and Tobago is the most industrialized economy in the English-speaking Caribbean region.
Trinidad and Tobago also exports manufactured goods, including ammonia, methanol, urea,
fertilisers etc. Oil and gas, and petrochemicals is the dominant economic sector.




BACKGROUND/RATIONALE

Advantages:

- Implementing a carbon pricing mechanism is vital for achieving net-zero emissions, as it provides clear
financial incentives for businesses and consumers to reduce their carbon output and invest in renewable
technologies.

- By internalizing the cost of emissions, it encourages sustainable practices, supports long-term planning,
and generates revenue that can be reinvested in initiatives facilitating the transition to a low-carbon
economy.

- It fosters accountability, promotes cross-sector collaboration, and aligns economic activities with climate
commitments, ultimately driving collective action toward net-zero goals.

- Discourages free carbon pollution and sending the policy signal

- Fit for purpose — no “one-size-fits-all”

- Maintaining the ability to meet the country’s socio-economic needs and sustainable development
objectives

- Impact on exports — carbon border adjustment measures (CBAM)




POLICY CONTEXT

The existing environmental policy and legislative framework incorporates the “polluter-pays-principle”

National Environmental Policy
Environmental Management Act
Subsidiary legislation under the Act

Nationally Determined Contribution

The NDC has also explicitly stated that the country is looking at developing a feasible carbon trading scheme to
reduce emissions in the industrial sector. A carbon pricing system that is appropriately designed to fit a country’s
specific domestic circumstances can play a role in decarbonization if it sufficiently incentivizes low-carbon
action by placing a price signal on economic activity that is linked to fossil fuel intensive investments, thereby
internalizing the cost of GHG emissions.




PRELIMINARY STUDY

The study aimed to identify the opportunities for the development of a carbon pricing
policy in Trinidad and Tobago, and design a policy instrument that provides a price signal
on carbon emissions, to contribute to the achievement of the NDC of the country in the
Paris Agreement and in conjunction with other national priorities.

The main activities were focused on identification, analysis, and making
recommendations of the most appropriate carbon pricing instruments that can assist in
mitigating GHG emissions in Trinidad and Tobago, foster sustainable development and
place the country on a low emission pathway. The activities were primarily descriptive and
qualitative in nature.




PRELIMINARY STUDY - POSSIBLE APPROACHES

- Facility based carbon tax
- Emissions Trading Scheme
- Green Fund restructure




NEXT STEPS - NET ZERO PATHWAY

Development of a national carbon-pricing mechanism to support long term
financing of NZNP plan.

Activities include:

e Review of the existing approaches of carbon-pricing mechanisms
(particularly in the region)

e Consultation workshops and discussions with the relevant stakeholders on
the scope of carbon-pricing mechanism

e A national carbon-pricing mechanism based on the consultation workshops
and provide recommendations on its implementation.
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St Lucia. REDD+ Journey & Future Carbon Pricing
Initiatives




IN THIS PRESENTATION:

* Why Redd+

* Progress so far

 Future Plans

* Proposed Carbon Pricing Initiatives




WHY REDD+

1. To Encourage Private Land-Owners to keep their lands under forests
2. To Assist with meeting Saint Lucia’s NDC targets

3. To Assist with meeting LDN targets

4. To bring in revenue for Saint Lucia (CARBON TRADING)

5. To encourage more reforestation and afforestation programs




PROGRESS SO FAR

« REDD+ Roadmap completed (2017)

Ministry of Agriculture, Fisheries,

Physical Planning, Natural
Resources and Co-operatives
2021

« GHG Inventory for the FOLU sector (2020)

- FREL (2020) (2024)

FOREST REFERENCE
EMISSIONS LEVEL (FREL)




FUTURE PLANS

Upgrade the Roadmap into a full-fledged REDD+ strategy
Develop the Technical Annex to include in upcoming BTR
Develop ground based permanent sample plots to increase accuracy of results

Collaborate with the other agencies needed for the implementation of REDD+ (e.g. Economic
Development, Sustainable Development)

Development of a policy to determine how payments are to be utilized.




PROPOSED CARBON PRICING INITIATIVES

e Carbon Tax

» This involv x on all fossil SEAIN BSal 5 TG
fuels olves ataxonalltoss FINANCING STRATEGY
« To assist in meeting the goals of the
NDC

« To assist in the financing of other
aspects of the NDC




PROPOSED CARBON PRICING INITIATIVES

e Carbon Offsets

 Using the tourism industry by implementation of creative programs to
have visitors offset their carbon footprint

« SLUNCF - Carbon Off-set program with Wayaj travel agency
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Instructions

Stations (8-10 participants)

Belmont Station Grenville Station

» Focus: Carbon Tax * Focus: ETS
« Country: Trinidad and « Country: Dominican
Tobago Republic

Carriacou Station
* Focus: REDD +
« Country: St Lucia

*Fach station will have a round of
discussions of 10 minutes. After every
round, groups move to the next
station.

*At the end of each station, there will
be 5 minutes to report to the
audience. Station representative.

Use flip chart/board:

content
discussion. :
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NDC financing and costs

5.8 trillion dollars per year 387 billion per year
This is the approximate cost of the Estimated to be the cost of national
financial needs expressed in the adaptation priorities for all
NDCs of 78 countries by 2021. developing countries, for the period

2021 to 2030.

UNFCCC
UNEP

International financial assistance

will have to be increased, Financial flows for mitigation
restructuring new sources of public must increase by 3 to 6 times to
and private capital through meet the average annual needs
mechanisms that reduce the cost between 2020 and 2030
of capital.

UNEP




Carbon Pricing Policies for NDC achievement

Carb g h , National Private
arbon pricing has proven to - —~ ~~ Capital

: Budget .- —_—
be one of the most effective /
tools to unlock potential
from the private sector,
companies, as well as
investors.

It is therefore an important
part of the toolkit available
to policy makers, both to
achieve current NDCs at
least cost and to encourage
greater ambition in future

International
Climate Finance




Carbon Pricing Policies for NDC achievement

TAX
$$8

Parties can engage in ==
cooperative

approaches in the
implementation of
their NDCs to allow

for higher ambition in

mitigation and

adaptation actions

(//’

Two-thirds of all NDCs
consider the use of carbon
pricing to achieve their
emission reduction targets,
through international
trading of emissions,
offsetting mechanisms,
carbon taxes, and other
approaches




Carbon Pricing Policies for NDC achievement

13

Countries in the
Caribbean Region
have expresssed in

~ their NDC their
interest in the use of
Market Mechanisms

32%

of the climate change
mitigation cost could be
reduced using carbon
pricing approaches to
meet the emission
reduction targets set in
NDCs, according to the
World Bank

17%
of Parties to the Paris
Agreement stated that
they plan to or will
possibly use at least one
type of
voluntary cooperation
under Article 6 of the
Paris Agreement.




NDC Cost of Implementation. The Caribbean.

Total Cost of NDC Implementation by 2030 (selected countries)

Total Cost (Billion USD)

25.00

22.04
20.00 17.63
15.00
10.00
5.00
1.00 1.20 1.71
0.00 I [ ] I
Grenada Dominica Belize Domi nican Haiti

Republic




Carbon Markets

C

Article 6 can be used for both

compliance and voluntary

e

Voluntary market

\*

]

r ‘N

Compliance market

For compensating
emissions as part of net-
zero or climate neutral
targets

Motivation = self-set
targets

Buyers = corporates /
individuals

Units: voluntary
credits/Article 6.4 MCUs

Self-regulations — codes

of best practice emerging

For achieving NDCs
domestically

Motivation = compliance
with mandated pricing
instrument (carbon tax,
ETS, etc.)

Buyers = compliance
entities (corporates)

Units: emission allowances
& offset credits

Domestic or sectoral

D E Article 6 market )

regulations
\

N

For achieving NDCs
cooperatively

Motivation = to increase
NDC ambition / achieve
NDCs more flexibly

Buyers = Parties
Units: Internationally

Transferred Mitigation
Outcomes (ITMOs)

International
oversight/ ruleg




Overview: Sources of demand




Article 6 of the Paris Agreement

It lays down the foundation for cooperative approaches among countries
to achieve their Nationally Determined Contributions (NDCs) and
increase the ambition of these targets, focused on sustainable

development and poverty eradication.
Additionally, Article 6 Cooperation seeks:

P A R | S 2 O 1 5 To incentivize and facilitate the

UN CLIMATE CHANGE CONFERENCE participation of public and private To Promote regional and

COP21-CMP11 v._ent.ltles in green!'|9us¢:=_ gas international cooperation for
emissions (GHG) mitigation and ambitious climate action.

within the implementation of
NDCs.




Participation in cooperative approaches under Article
6 of the Paris Agreement

/

A

b
"fll‘

Parties to the Paris Agreement may choose to pursue voluntary cooperation in the
implementation of their climate actions (Nationally determined contributions: NDCs) to allow
for:

o Higher ambition in their mitigation and adaptation actions;
o To promote sustainable development; and
o To promote environmental integrity.

N

N Q = : : .
M Higher ambition Sustainable development Environmental integrity

0 Cost- effective mitigation actions,
U Access to low-carbon technologies,

L Carbon
building.

finance,

and

U Environmental, economic and social co- U Robust, transparent governance and
bené€fits for the Host Country. the quality of mitigation outcomes.
capacity U Progress towards Sustainable Development
Goals (SDGs).

Source: Information extracted from the A6IP Capacity Building Tools, Paris Agreement Article 6 Implementation Partnership Center, June, 2024.




Article 6 of the Paris Agreement: Cooperation Towards NDCs

Host country generates units through a UNFCCC centralized

' UNFCCC web platform could be voluntarily used to facilitate matching
mechanism and transfers them to buyer country and other buyers

projects with financial and technical support available in several focus areas

Host country transfers Article 6.2 units (ITMOs) to buyer country

through a bilateral agreement

/
L ()

b Article 6.2 units (ITMOs)

—

Financial support

Host
country

Buyer
Figure 1: Article 6.2 country

Article 6.2
(market)

Source: The Nature Conservancy. Article 6 Explainer. 2023

w—) | NrFoce
——

Financial support

H?St Cantty'/ Buyer country
project developer / entity

Article 6.4

(market)

UNFCCC *

Financial support or
capacity building
Host Buyer country

country / entity

Article 6.8

(non-market)




Article 6 Activities Type

[ Trading of Mitigation Outcomes

Sustainable Forest Management
Conservation of forest carbon stocks

Enhancement of forest carbon stocks

(Reforestation/Afforestation) Transition to renewable

energy

Carbon Removal Technologies
Mitigation Activity

ia 7~ E-mobility

Energy Efficiency
No Trading of Mitigation Outcomes ]

Adaptation, Mitigation and/or Means of Implementation —
Activities
without transfer of mitigation outcomes




Raising ambition through Article 6

Revenues
- - s
Country payment s mitigation
=@ @
ITMO Reimbursement
TRANSFER of costs

cost ﬁ%@

Lower Savings G
. Investment in
Tl T oo — [ > i |
Country mitigation

Source: lllustration extracted from the SPAR6C Program, Carbon Markets and Article 6 of the Paris Agreement, 2023.




What is an ITMO?

ITMOs: Internationally Transferred Mitigation Outcomes

Real Emission Measured in Must be

oo : tCO2 eq. oron
Verified reductions and metrics other generated from

Additional removals than GHG 2021 onwards

Authorized for

Authorized for use for other

use towards an o
NDC mitigation other purposes

purposes
(OIMP)

international Authorized for



https://unfccc.int/sites/default/files/resource/cma2021_10_add1_adv.pdf

Raising ambition through Article 6

Risks

Overselling.

Double Counting.

Opportunity Cost

Management and Infrastructure
costs.
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Harnessing the VCM for NDC implementation

Regional Capacity-Building Workshop on Carbon Pricing and Article 6 Training for the
Caribbean

14 October 2024

Carlos Essus

Deutsche Gesellschaft
fur Internationale
Zusammenarbeit (GIZ) GmbH



Part | — Introduction to the Voluntary Carbon Market



Instruments to put a price on CO,

Voluntary carbon Domestic carbon
WEG market crediting systems

mechanism

___ Carbon
credits/offsets

Compliance Article 6

market mechanisms

)\

Emission trading

systems (ETS) — Allowances

Spmmmmmmnnsn
-----------—’

1
I
L
1
II
1 =
| -
Il
1=
1=
1|z
1 :
1] =
1
1
1
1
1
1
—
1
1
\

\

O
=
O
‘=
o
-
O
O
p
@
O

Non-market
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What is the VCM?

« Marketplace where emission certificates are traded outside of regulated markets. It allows
companies and individuals to voluntarily offset their greenhouse gas emissions.

« Primary purpose - to provide a mechanism for organizations and individuals to compensate for
their unavoidable emissions through the purchase of carbon credits.

« Crucial > the VCM is not intended as a substitute for direct emissions reductions. Rather, it serves
as a complementary tool to support organizations in their journey towards net-zero goals, ideally
used in conjunction with robust emissions reduction strategies.

.’O\.
;@\ Carbon credits HET O _.0
| | - shali| O
- mmm i ()
C |
Activities generating emission Organisations / individuals willing
reductions or removals as a result of Carbon finance to pay voluntarily for certified
carbon finance incentive emission impacts
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A self-regulated market

« Self-regulated market: generation of emission reductions under
the VCM is governed by GHG protocols, programs, and
methodologies that are administered by independent or national
standards.

Key principles

\
| \ VERRA]

1. Additionality 1. Prioritisation of internal

2. Permanence reductions/avoidance

3. No leakage 2. Transparent and credible Gold Standard
4. Real and verified claims

5. Uniquely claimed 3. Responsible purchasing

23/10/2024 Harnessing the VCM for NDC implementation Page 141



Snapshot of key types of actors in the VCM

atmosfair CQuest C A I g Sets
Project Exchanges
developers a
life - saving - stoves FORLlANCE AIFCBI’DDn @
WIN Y Carbon EXxchange OO
e

Gold Standard

Standards

.
e

Registry

23/10/2024

(9 south pole .
VERRA AENOR re:carbin)

@ Retailers Auditors

ClimatePartner

ERMCVS n,vno/nD

CLIMATE Informed Assured
ACTION CLIMATE
RESERVE IMPACT

PARTNERS

*Includes examples of each type of actor, not an exhaustive list*
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Corporate climate pledges are on the rise

23/10/2024

Companies with validated targets

ANNUAL CUMULATIVE NUMBER OF COMPANIES WITH
APPROVED TARGETS AND COMMITMENTS, 2015-2023

5000

4000

3000

2000

1000

2015 2016 2017 2018 2019 2020 2021 2022 2023
Year

Source: SBTi Monitoring Report 2023
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MARKET CAPITALIZATION PENETRATION OF 390/
COMPANIES WITH SCIENCE-BASED TARGETS O

OR COMMITMENTS VS, GLOBAL DATA By the end of 2023,

companies with science-
based targets or
commitments represented
39% of the global economy
by market capitalization.

Market cap coverage of companies with validated . Global market cap

science-based targets or commitments

$117.5

$100 trillion

$0 trillion $50 trillion

Source: SBTi Monitoring Report 2023
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Status of the VCM

Figure 1. Voluntary Carbon Market Size, by Value of Traded Carbon Credits, pre-2006 to 2023

2500 -

2000 -

1500 -

1000 -

Annual Walue millions USD)

500 -

$10.88

$530M $534M

I I I 1T

$285M $32UM
TTE

pre- 2005 2006 2007 2008 2009 2010 20M 2002 2013 201 2015 2016 2007 2008 2019 2020 2021 2022 2023

2005
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—— Cumulative Value

Source: Forest Trends' Ecosystem
Marketplace, State of the VCM 2024

Harnessing the VCM for NDC implementation

$T2M |
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Cumulative Value (billions USD)
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VCM in turmoil The
Guardian

o 0n 19 January 2023, the Guardian and Die
Zeit published the results of a joint
investigation on the VCM accusing Verra—
the world’s premier certifier of carbon
credits—of grossly overstating the
emissions reductions associated with its
“avoided deforestation” credits.

ZEITZLONLINE

S
- |t found that by using an unrealistic, WOX :

Phan
unverifiable reference case (baseline), tom Offsets and Carbon

S ) e : Decei
unjustifiably high emission reductions were eit
certified and marketed. This caused dsmostare
. . ar .
immense reputational damage to the | VeﬁaCacbonstgﬂsoba\heatmg
voluntary market. vesﬂgaﬂongﬁq ndmay worse
o s
mcre
‘phan’[()
A heap of jupk.
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Initiatives that address integrity issues

O

SCIENCE
In response to these concerns, a set of integrity initiatives BASED
have stepped in to play a market governance role and set / TARGETS
clear, high standards for quality both on the supply and

demand sides. VCMI e b
Initiative

Some initiatives cover the demand side and focus on how
companies should set credible and ambitious reduction OC

i THE INTEGRITY COUNCIL
targets and when and how carbon credits should be used.

FOR THE VOLUNTARY CARBON MARKET

o\

Others set quality criteria for carbon market activities,
targeting the supply side of the market.

ccql

Carbon Credit
Quality Initiative
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Supply side integrity

THE GORE CARBON
PRINGIPLES

The CCPs set a global benchmark
to'ensure integrity in-the voluntary
carbon market.

23/10/2024

GOVERNANCE

Effective governance

Tracking

Transparency

Robust independent third-party validation and verification

EMISSIONS IMPACT

5. Additionality
6. Permanence
7. Robust quantification of emission reductions and removals

8. No double counting

SUSTAINABLE DEVELOPMENT

Sustainable development benefits and safeguards
Contribution to net zero transition

Harnessing the VCM for NDC implementation
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Demand side integrity

1. Maintain and publicly disclose an annual greenhowss gas emissions inventory

[ 2% ]

_ Set and publicly disclosa science-aligned near-term emission reduction targets, an
ply Set and publicly discl ligned 1 t e d
with the pubdichy commit to reaching net zero emissions no later than 2050

Foundational 3. Demonstrate that the company is making progress on fina '1c_ial sllocation, governance,
Criteria and strategy towards mesting a near-tarm emission reduction target

4. Damonstrate that the company’s public policy advocacy supports the goals of tha
Pariz Agreement and does not represent a barrier to ambitious climate regulation

1. Maintain and publicly disclose an annual greenhouse gas emissions inventory

Comply 2. Set and publicly disclose science-aligned near-term emission reduction targets, and
with the publicly commit to reaching net zero emissions no later than 2050

3. Demonstrate that the company is making progress on financial allocation, governance,

Foundational
O and strategy towards meeting a near-term emission reduction target

4. Demonstrate that the company’s public policy advocacy supports the goals of the
Paris Agreement and does not represent a barrier to ambitious climate regulation

To substantiate a VCMI Claim, it is essential that
Obtain companias provide information relating to thea
'H"Iird-parl'\r Foundational Criteria and claim-specific
soourance requiremernts, i_r-:IL-:Ii'1g_ nformation ralating '.-:u\'.EE
Follcwi g the rjReren of "I|g|'--:|-l_l.a||‘t'f -_arfcir n:r—:-c:tE. Tha -._-'._,MI

A Framesvork outlines procedures for reporting
VCMI MRA and independant third party assurance of kay
Framework: metrics which companies shall adhere to in order to
maka 8 VIChI Claim.

vcmintegrity.org
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Why is the VCM important?

Global 4 ;
g untries' targets
net Without €0 Existing and planned
emissions policies
i Action gap:
Z > More action to meet current targets
&Qﬁ‘ ’% " Ambition gap

B cois &
Danet Y
e

» Time
(G N\ J
Y Y
Existing targets
and policies

> More ambition beyond current targets

Future targets
and policies

Adapted from: Laine et al.. 2023: Guide to aood practices for voluntarv carbon markets

Source: Perspectives Climate Group 2023
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Discussion:
How should host-countries guide VCM-investors
to enhance NDC-implementation?
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Different roles of host countries

- Governments can engage with carbon markets in a
variety of ways: as regulators, activity proponents, or
facilitators.

Responsibilities include:

« Designing regulations that ensure that projects align
with national priorities and observe appropriate
safeguards

« Possibly directly implement or finance programs or
project activities (e.g., through Public agencies)

« Putin place incentives that attract carbon investments,
thereby also focusing on directing investments into
priority sectors
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Implementation of National Voluntary

Carbon Footprint Programs (NVCFP)
In Latin America

Connections to Voluntary Carbon

Markets (VCM) in the context of the
Paris Agreement
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N

UNDP, NVCFP and VCM pROVISE BB

L Key private sector role for the implementation of National Determined Contributions (NDC).
L NVCFP - Mechanism to encourage and organize active participation from companies.
O The connection with VCM as a key element for aligning with NDCs and Long-Term Strategies (LTS) .

L The UNDP’s Climate Promise initiative have contributed to the establishment of the first NVCFP
experiences in Latin America (Chile, Peru, Panama, Dominican Republic and Ecuador).

O Experiences have been systematized by the UNDP in the “Guidance for the Implementation of
National Voluntary Carbon Footprint Programs in Latin America”. 2022

O The Guidance have been adapted to create a self-guided course. 2023

https://www.learningfornature.org/en/courses/implem
entation-of-national-voluntary-carbon-footprint-
programmes-in-latin-america-nvcfp/

\ RN


https://www.learningfornature.org/en/courses/implementation-of-national-voluntary-carbon-footprint-programmes-in-latin-america-nvcfp/
https://www.learningfornature.org/en/courses/implementation-of-national-voluntary-carbon-footprint-programmes-in-latin-america-nvcfp/
https://www.learningfornature.org/en/courses/implementation-of-national-voluntary-carbon-footprint-programmes-in-latin-america-nvcfp/

CLIMATE 3

NVCFP in LAC supported by PNUD in operation PROMISE i

HUELLADE
CARBONC

@RTH

Corporativo
Carbono

HuellaChileJ

Programa de Gestidn del Carbono

r\ ECUADOR
@ CARBONO CERO

Programa Ecuador

HuellaChile - 2013 Chile Corsgfaliicve;f juela | |Huella e Carbono Perd Carbono Cero (PECC)
+2300 organizations 2021 Panama +1800 organizations 2021 Ecu.ado.r
registered + 100 organizations registered + 370 or.ganlzat|ons
registered registered

The most recent program (2022) is 'Empresas

por el Clima' in the Dominican Republic, E M p p
which is unique in being a private sector b oR
initiative promoted in partnership with the EL L

government. It currently has 70 registered
companies




Objectives of a NVCFP:

Promote the participation of the private sector in the implementation of the NDCs.

Contribute to the scaling and growth of the
ambition of the NDC and LTS goals. (Socialize

the NDCs).

Motivate the quantification and
reporting of GHG emissions
according to national needs

Identify and support the establishment of
new GHG reduction and carbon neutrality
strategies

Provide transparent and
standardized tools to prepare a
comparative and real GHG inventory.

Support the construction/development of
capacities on carbon management.

Provide recognition for voluntary
management of GHG emissions

Contribute to the monitoring of NDC
and Long-Term Strategies (LTS)
measures

Leverage private financing including the use
of domestic voluntary carbon markets.

0000




CLIMATE S

NVCFPs and carbon neutrality through voluntary PROMISE M
carbon markets

Carbon Markets
4 )

- Offset emissions by financing the equivalent amount of
carbon dioxide reduced through a mitigation activity.

BUYERS SELLERS

- The NVCFPs of Peru, Panama, Chile, and Ecuador* promote
the creation of national voluntary carbon markets
(*compensation mechanism):

* National mitigation efforts are funded.

* International carbon credits still an option possible, not
ruled out, but provisions would be needed to avoid double
counting.

* Reductions priority is to be maintained in national
accounting.

o

v A

Emissions Emission
offsetting Reductions

=

£ - UNDP has developed a portfolio of services for addressing

the markets.
%, I\ 7



https://climatepromise.undp.org/what-we-do/areas-of-work/carbon-markets

-

NVCFPs and carbon neutrality through voluntary
carbon markets (Cont.)

O The carbon neutrality schemes of Chile, Panama, and Peru use recognized voluntary
standards such as the Clean Development Mechanism (CDM), Verified Carbon Standard
(VCS), and Gold Standard.

U They only accept national projects to boost investment within the country and
support the implementation of the NDCs.

(J Due to certain regulatory restrictions on carbon market development, Ecuador has
designed alternative mechanisms to carbon markets. This is the case of the Ecuador
Zero Carbon Program (PECC) with its National Compensation Scheme.




DIPLOMA

Huella de Carbono Pera

El Ministerio del Ambiente del Peru le otorga a

El reconocimiento “Huella de Carbono Peru” Nivel 4.

Por neutralizar las emisiones de Gases de Efecto Invernadero calculadas utilizando la

herramienta Huella de Carbono

Periodo: 2021

Recognition
certificate

neutralization
Example: Peru’s
carbon

Footprint
program

Py
@ PERU | M
ol

(@) icontec

,

Razén Social

Sub-sector:
Actividades.

Periodo de reporte: 2021

REPORTE DE HUELLA DE CARBONO

BOSCH REXROTHSAC.
Sector Comercial: G: Comercio al por mayor y al por menor; reparacion de vehiculos automotores y

Venta al por mayor de otros tipos de maquinaria y equipo

Ventas, reparacidn y servicio en terreno de sistemas y componentes oleohidraulicos
para aplicacion industrial, movil, eléctrica y de automatizacion

La organizacién BOSCH REXROTH S.A.C., generd:

Ademas, por quema de blomasa 0.58 1CO2 y 0.000 tHCFC
Se ha considerado una Incertidumbre: Aceptable.
€l enfoque de consolidacién del limite de informacién ha sido CONTROL OPERATIVO al 100%.

El enfoque para las emisiones indirectas por energla importado es el BASADO EN LA UBICACION

Los resultados del presente inventario de GEI por limite organizacional son:

Tabla: Limite organizacional y emisiones de GEI respectivas

Total GEI

OFICINA DE BOSCH REXROTH

Este reporte de emisiones de GEI de BOSCH REXROTH SA.C., para el afio 2021, es el resultado del
uso de la Huella de Carbono Peri del Ministerio del Ambiente. En el proceso de calculo y reporte se
siguieron protocolos y metodologias estandarizadas: NTP ISO 14064-1:2020,GHG Protocol Corporate
Accounting and Reporting Standard, Directrices del IPCC de 2006 para inventarios nacionales de GEI
(GL2006) y el Quinto Reporte del IPCC (ARS)

68.18

HUELLA DE
CARBONO | #%#%

GHG emiss

ions

L

Inventarios
de GEI

€ presente SAC Ao 20n

ICONTEC confirmacon bese en o indicado e a rerma 150 W064.3 20%

admrstratiat y roductz s s an Averida. rgentina No 1618 Pargue Industral proweci doi Callzo Perd

2 Loscnteres. x 150 uos4

H AEXROTH SAC ubicads en s Averida argenting No

s KONTEC H
REROTHSAL A

6 Los dotos o inkormacion entrogadas por 1a ceganizacién, al equipo veriiador son de ratwakeza NAIErca y ko con Las evidencias recopladas durants 13

cublonas por o akcance de s verfcacion
e GE1 do la arganieacion

150 10641 Gracas 3 125 actvidaces roakacas poe o equipo verfcader
o5 GEL ba SAC

Fecha de aprobacién: 02/01/2023
Declaracion Nro. VER-GEI-NVENTARIO-2023-64%3
Andres Fernando Gil

Verificador Lider

froaL
J4DC. Colomeia

Verification report

Pag.2de8

Razén Social:  BOSCH REXROTH SAC.

Las emisiones GEI de los dos Glimos aos se presenta a continuacion:

logrado reducir sus emisiones GEI

2021 No hay indicador
2020 No hay indicador
Diferencia anuat

Nota. Considera 1a recuccion cuando se analce of msmo
Indicador por af.

2021 6818
2020 782
Diforencia anuat 964 1CO2e
Ena siguiente tabla se indicadores evaluados y analizados, para identficar sila

8| 3
- o . R A
w4 Verified Carbon \ ;‘:a Py ';"‘

Y/ Standard

CLIMATE

v

4l
i 4

Certificate of Verified Carbon Unit (VCU) Retirement

Verra, in ts capacity as administrator of the Verra Registry, does hereby certify that on 26 Oct
2022, 72 Verified Carbon Units (VCUs) were retired on behalf of:

Bosch Rexroth SAC.

Project Name

Forest o in

Indigenous f Ucayali region

VCU Serial Number
11835-361881876-361881947-VCS-VCU-576-VER-PE-14-1360-01072019-30062020-1

Additional Certifications
CcB-Climate Gold; CCB-Community Gold

Carbon Credits
retirement

Powsred by  PX

P LY oL A T

C i
PROMISE nm

50

A |

L)



Reducing the risk of greenwashing

Greenwashing: “dissemination of false or incomplete information by an organization
/jurisdiction/product/person to present an environmentally responsible public image”.

NVCFPs uphold high environmental integrity in VCM by preventing greenwashing

Communication Verification

Environmental practices

\ 0 Only organizations with a current
An NVCFP should provide guidance to f ot ority i

revent or anizatirc)ans frorrgr J MltlgaFlon priority in carbon environmental operating permit
P g ' footprint management: can register with the NVCFP and

i icati i apply for its recognition.
L Be unclear in communicating your actions First Reduction and then Offsettin pPply . g n-
and achievements. - —TSELIng 0 No companies can be in litigation

O Use the recognitions obtained to cover up with the competent authority for

O It is important that NVCFPs reports
on GHG generated by their
participants have been subject to a
third-party verification process to
avoid greenwashing

the commission of an
environmental infraction or crime
cannot access the recognition of a
NVCFP, even if they are registered
in it.

non-eco-friendly production processes.
O Improperly use the seals and/or diplomas
awarded.
O Disclose false data justified in their
participation in a NVCFP

N / N W,




United Nations Development Programme

Guidance for Implementing
National Voluntary Carbon
Footprint Programs in Latin
- America

Guidance for Implementing National
Voluntary Carbon Footprint Programs
in Latin America

English: https://climatepromise.undp.org/research-and-
reports/guidance-implementing-national-voluntary-carbon-

footprint-programmes-latin

Spanish: https://www.undp.org/es/latin-
america/publicaciones/guia-para-la-implementacion-de-

programas-nacionales-voluntarios-de-huella-de-carbono-en-

america-latina

04/PNUD-final-FR_lowres.pdf
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CLIMATE = . — T P . st Uk Government FOR NATURE
m—— by

T s @2 e & == K C= . 0000 E-learning course:
Implementation of National
Voluntary Carbon Footprint
Programmes (NVCFPs) in Latin
America

English:
https://www.learningfornature.org/en/courses/im

plementation-of-national-voluntary-carbon-

footprint-programmes-in-latin-america-nvcf

Spanish:
https://www.learningfornature.org/es/courses/im

plementation-of-national-voluntary-carbon-

footprint-programmes-in-latin-america-nvcf

French:

https://www.learningfornature.org/fr/courses/implementation-
.
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Greenville: Supply and demand 1. How can we ensure transparency and credibility in the VCM to build trust among

side — what do we need for a buyers and sellers of carbon credits?

trusting market? 2. How can we establish effective and credible Measurement, Reporting, and Verification
(MRV) mechanisms in the Voluntary Carbon Market (VCM) to ensure the reliability and
authenticity of carbon credits?

Carriacou: How should host- 1. What policy frameworks and regulatory incentives can host-countries implement to
attract and engage VCM-investors in projects that align with their National Determined

countries guide VCM-investors Contributions (NDCs) and climate goals?

to enhance NDC-

implementation? 2. How can capacity building and knowledge sharing between host-countries and VCM-
investors be fostered to create an enabling environment for VCM investments and
enhance NDC implementation?

Belmont: How can host- 1. What strategies and financial incentives can host-countries offer to attract private
businesses and industries to actively engage in VCM projects and support climate

ntri r riv r . ) . ) : N
CELIRAED SllEi. pfiElE BEhn actions aligned with National Determined Contributions (NDCs)?

to engage in the VCM?

2. How can public-private partnerships, capacity building, and knowledge sharing be
leveraged to foster collaboration and trust between host-countries and private sector
stakeholders, encouraging greater participation in the VCM and the implementation of
climate actions?



Part Il — Guiding principles for GIZ's engagement in carbon markets

 Guiding principles offer orientation and ensure credibility and impact of GIZ's engagement in carbon

markets.

[
Apply robust methodologies

Apply robust
quantification
methodologies

Focus on high-hanging
fruits

o

Use conservative
baseline setting

Align with ambition
raising of NDC

Align with SBTi
requirements

Develop stringent
monitoring and
reporting frameworks

|
Help raise ambition

Create co-benefits

. . O
Test additionalit +
y + Ensure benefit sharing
ﬁ Ensure permanence +
Implement
Rule out double environmental and
i counting . social safeguards
Ensure generation of . v
high-quality carbon credits Avoid leakage Seek additional Consider contribution
benefits claims

Harnessing the VCM for NDC implementation



Current developments

« Initiatives to address challenges and risks:
« Integrity Council for the Voluntary Carbon

Market (ICVCM)
« Voluntary Carbon Market Integrity Initiative
(VCM|) Claims Code
» Carbon Credit Quality Initiative (CCQI) Ofpracme B
«  Conversion of voluntary and compliance Link B £ cricent Cooistoves. e

markets (rules and criteria for VCM need to align
with rules of Paris Agreement)

« Beyond Value Chain Mitigation (BVCM) and
Contribution Claims (buyers do not claim
compensation but contribute to emission
reductions beyond value chain/ a country’s NDC)

23/10/2024 Harnessing the VCM for NDC implementation


https://vcmintegrity.org/wp-content/uploads/2023/11/VCMI-Claims-Code-of-Practice-November-2023.pdf
https://icvcm.org/the-core-carbon-principles/
https://carboncreditquality.org/resources_factsheets.html

THANK YOU FOR YOUR ATTENTION

Please feel free to reach out to us

Carlos Essus

Advisor, Global Carbon Market

carlos.essus@giz.de

AN
www  Wwww.giz.de https://twitter.com/giz gmbh
200 g W noss/ /giz_g
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