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Key messages

This study investigates domestic carbon standards in Europe. In a general context of higher carbon prices and with a growing
interest from companies to finance local emissions reductions projects, several European countries have started developing
their own domestic carbon certification standards since the early 2010s.

What is the current situation?

The benchmark conducted on nine domestic schemes identifies five key features:

BUSINESS

The market is consolidating: At least 3 MtCO,e are available to be purchased of which 66%
are ex-ante. At least 2.5 MtCO,e are waiting to be validated or verified. Furthermore, five new
domestic schemes have been launched since 2015, which points to an upcoming diversification
and consolidation of the current supply of domestic projects in Europe.

"%

METHODOLOGIES & ACTIVITIES

A launching pad for agriculture and land-use projects: 98% of domestic carbon units tracked
are from the land-use sector. We identified four categories of methodologies: (1) forestry;
(2) peatlands; (3) other innovative carbon removals (wood products, biochar, soil carbon); and
(4) agriculture where methodologies are recent and the first projects have yet to be validated.

PRICE AND PROJECT SIZE

Higher prices per tons CO,. European carbon projects are in average smaller than international
carbon projects. They present higher prices with an average of 13 €/tCO,e within a range from
6 €/tCO,e to 110 €CO,e in Europe vs 4.6 €/tCO,e on international markets with a price range
from 0.4 €/tCO,e to 72 €CO,e.

Qe

GOVERNANCE

European standards are a public affair. Five standards are directly managed by public entities and
four are semi-public, with strong partnership with public actors. This is a European specificity
when most of international carbon standards are managed by private actors.

©

MRV

Common guidelines with specific features adapted to national contexts. The “additionality”
concept is used by all standards. Nonetheless, the criteria retained for its demonstration are
heterogenous. Validation is mostly documentary, and verification is realized mostly five years after
the start of project, with field visits. Project duration varies between 7 to 100 years, depending
of the methodology used, and determines the need of ex-ante or ex-post crediting.

2 | 14CE ¢ December 2019



KEY MESSAGES

What are the challenges faced by domestic carbon standards
and the solutions implemented?

e Reduce MRV costs and simplify processes. To allow the development of local carbon projects, MRV frameworks have
been adapted to fit to small-scale projects and lower costs: discount rates to manage uncertainty, development of
group certification scheme, diversification of auditors to carry out verification. Domestic standards (as well as most other
MRV frameworks) are exploring the possibility of using remote sensing data and general information collection systems.
Nevertheless, MRV costs are still identified as a challenge across Europe.
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¢ Deal with land-use specificities. The land-use and agriculture sectors are subject to specific time dynamics and risks.
To deal with these, ex-ante credits are used by most standards for land-use methodologies, and discount rates and buffer
pools are implemented as collegial insurance systems to deal with non-permanence risk.

¢ Value beyond carbon benefits to allow for higher carbon prices. Standards need to value environmental, social and
economic co-benefits of projects, as well as the contribution to local development, especially to allow for higher carbon
prices.

¢ Dedicated resources to the standard promotion and dissemination: If the standards’ management by public actors can
increase buyer’s trust, public institutions might have less resources to dedicate to the promotion of the standard and its
dissemination throughout the territory.

¢ Bring clear and coherent communication guidelines to support the contribution to national climate targets: some
domestic standards knowingly disregard the “double claiming issue” and are increasingly viewed as a mean to achieve
national climate targets and environmental goals. In addition, communication frameworks are slowly being built to differentiate
the environmental integrity of projects from the voluntary climate strategy of companies.

What are the perspectives?

e Abroad, carbon projects are increasingly being linked to compliance tools (emission trading scheme, carbon tax
or sectorial compliance offsetting) as a way to channel private investments towards concrete climate projects.
Using carbon projects for a compliance demand could be a viable option to trigger climate actions within the
so-called ‘diffuse sector’, but should be explore carefully in order to not induce unintended “rebound effect” elsewhere
in national economies.

e These carbon frameworks developed at domestic level could also be used to steer subsidies towards result-based actions.
The reform of the Common Agriculture Policy (CAP) could partly (e.g. eco-shemes) rely on these standards to attribute
subsidies and incentivize transition to low carbon practices in agriculture.

e Synergies between domestic standards on the European level could be developed on several topics:

- Development of methodologies is one of the costliest activities. Sharing and disseminating already developed tools and
methodologies would support a wider coverage of practices in Europe.

- Technical collaboration around remoted sensed solutions is seen as one of the biggest steps in making monitoring
or verification most cost-efficient.

- Common communication guidelines at the European level on different issues raised by emission reductions projects
(double-claiming, context of use of local carbon projects) could be a way to boost buyers’ confidence in domestic standards
and ensure long-term demand.

Domestic carbon standards in Europe - Overview and perspectives ¢ 14CE | 3



Since the late 2000’s, several domestic carbon standards
have emerged throughout Europe, both at the national
and regional level. Generally launched by a public entity
(government or local authority), their objective is to provide
European carbon projects with a credible certification
framework, in order to meet the needs of the existing
demand for local emissions reductions and removals. If these
standards now address a voluntary demand from entities that
are not legally bound to reduce their emissions, let’s recall
that domestic carbon certification in Europe started with the
Joint Implementation mechanism during the first period of
the Kyoto protocol (2005-2012), which was first dedicated to
compliance demand. The actors involved and the dynamics
created in several European countries can partly explain how
actual domestic standards have been shaped.

1.1. The legacy of Joint
Implementation mechanism
in Europe

In order to help them comply with their emissions reduction’s
targets under the Kyoto Protocol, Annex | countries could
to a certain extent invest in emissions reduction generated
through carbon projects. Two mechanisms were designed to
provide a certification framework to carbon projects: the Clean
Development Mechanism (CDM) for projects in non-Annex |
countries and the Joint Implementation (JI) for projects in
Annex | countries. Respectively 2 billion of Certified Emission
Reduction (CER) and 871 million Emissions Reduction Units’
(ERU) have been issued. Even though these two mechanisms
collapsed in 2012 as the demand from European companies
dried out, JI stimulated interest in domestic carbon projects
and helped the development of skills and knowledge in
several countries.

JI mechanisms provided the opportunity for countries
to acquire knowledge and technical capacity to build
voluntary domestic standards

There were two possible procedures for the development of
JI projects. On the one hand, track 1 JI allowed the country
to create its own rules for JI projects approval, verification
and ERU issuance with a limited international supervision.
To use this procedure, countries had to comply to several
requirements, as for example developing a national registry
and a reliable and audited monitoring system for national
GHG emissions and removals. The rationale was that if a
country has a reliable national monitoring system, it would

1. A European history of domestic projects:
from Kyoto to Paris

ultimately have to compensate for a possible leniency in JI
supervision by more intense climate mitigation in other sectors
to meet its Kyoto target. On the other hand, Track 2 involved
an international body called the Joint Implementation
Supervision Committee (JISC), who was in charge of
project approval, verification bodies accreditation and
ERUs issuances. In the end, Track 2 only represented 2%
of total issued ERUs. Track1 Jl was most widely used system
because considered simpler (JISC 2016).

Hosting JI projects implied strong institutional requirements for
European countries, in order to ensure environmental integrity?
and buyers’ confidence (Mullins 2002). In practical terms,
it helped governments to get acquainted with Monitoring
Reporting and Verification (MRV) frameworks (setting
baselines, reporting processes, designation of external
institutions for validation and verification ....). In France, know-
how accumulated while supervising JI projects between 2008
and 2012 helped to trigger interest in the development of a
domestic carbon certification framework (Lidsky et al. 2015)
and provided useful feedback for the design of the ‘Label
Bas Carbone’. More generally, a lot of countries which today
manage a voluntary standard (namely Germany, France, The
Netherlands or Spain), actually implemented Track 1 JI.

The emergence in some countries of a real and lasting
interest from national actors to finance local carbon
projects

Countries like France and Germany, in addition to being active
in JI projects in Western Europe, presented the specificity
of having both domestic offsets projects developers and
investors in their territories. Beyond compliance demand, a
report assessing the impact of domestic JI projects in France
recommended exploring the establishment of a voluntary
domestic standard to meet the demand from some French
companies to invest in local projects (Lidsky et al. 2015).
A study conducted in 2016 in France showed that almost
60% of offset buyers would rather finance projects in the
region where they are present and especially in France
(Tronquet, Grimault, et Foucherot 2017). Furthermore, a
survey conducted on voluntary carbon markets in Germany
between 2012 and 2013 demonstrated a clear preference
for domestic projects from 50% of respondents. However,
only 10% of German buyers’ retired certificates, representing
respectively 0.3 and 0.4 MtCO, in 2012 and 2013, were
issued from German projects (Wolters et al. 2015).

In the Netherlands, although no domestic projects were
hosted in the country, a call to finance JI projects (trough

1 Jl projects have issued ERU units during the period 2008-2015 meanwhile CDM projects are still active and could registered from 2001 onwards.

2 According to Mollins, four institutional requirements were related to environmental integrity (setting rules on how to define baseline projects, defining
monitoring and reporting methods, designing respected accredited designated operational entities and guaranteeing transparency of information) and other
five institutional requirements were related to investor confidence ( defining project eligibility requirements for projects and institution to participate in JI,
creating a central co-ordination authority through the national focal point institution, establishing a national registry and strong legal infrastructure and financial

institutions).
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1. A EUROPEAN HISTORY OF DOMESTIC PROJECTS: FROM KYOTO TO PARIS

Emission Reduction Units Procurement Tenders, ERUPT)
was launched in 2001, purchasing for example 60%
of ERU issued in Czech Republic (OECD 2002; Brohé,
Bellassen, et Monceau 2012). In total, a volume of 9MtCO,
were acquired through ERUPT tenders. While active as an
investor in international projects through Jl and CDM, the
Netherlands did not host JI projects domestically. Instead,
within the country, a program was launched in 2001 with a
budget of 11.5 M€ by the Dutch national fund for Rural Areas
(National Groenfonds) gathering domestic 217 landowners
who received subsidies to implement afforestation activities.
In 2011, the fund opted to have its projects certified by the
voluntary carbon standard CarbonFix, with a fixed price of
25 €/tCO e (Peters-Stanley 2012). These certificates aimed at
being sold to Dutch buyers, stating the interest for developing
domestic projects with certificates for domestic use only.

In many European countries, the end of JI projects meant
the temporary end of domestic carbon projects?, as
private standards operating on the voluntary market
were not present in Europe. However, domestic carbon
certification frameworks were considered by some national
and local authorities a good tool to trigger emissions reduction
practices in the diffuse sectors not covered by the EU ETS.
Therefore, as described, several countries capitalized on
the experience of JI mechanisms in Europe to build their
own domestic standards, namely France with the Label Bas
Carbone, Germany with MoorFutures or The Netherlands
with the Green Deal.

1.2. The double-claiming issue
slowed down the development of
voluntary carbon projects in Europe

Alongside JI and CDM expansion, voluntary demand has
grown and international voluntary standards have massively
developed. However, they were mainly focused on non-
Annex | countries and never really established in Europe,
despite a strong European demand partly interested in
local projects.

The double-claiming issue partly explains the absence of
voluntary standards in Europe. As carbon projects are — in
principle — visible in the host country’s national inventory,
they help achieve the national emissions reductions target.
Therefore, the emission reduction can be claimed by both
the buyer and the host country. To avoid for a same emission
reduction to be counted ‘twice’, voluntary standards required
countries hosting the project to cancel AAUs. Although
the rationale behind this position is debatable, as double-
claiming between a company and its host country does not
undermine environmental integrity in the voluntary context
(Tronquet, Grimault, et Bellassen Submitted), it resulted in
very few voluntary carbon projects being certified by
international standards in Europe until recently.

Therefore, several countries started designing their own
carbon certification framework, in order to allow local projects
to benefit from a credible MRV framework and domestic
emissions reductions.

FIGURE 1. VOLUME OF TRADED CARBON CREDITS TRADED ON VOLUNTARY MARKETS ACCORDING TO PROJECT

LOCATION (LEFT) AND BUYERS LOCATION IN 2016 (RIGHT)

1 20/o 20/0

35% 25%

Projects location

B Europe
B Amérique du Nord
Océanie

Source: Hamrick & Galland, 2017, Regional Analysis

38%

. 9%
Buyers location
5%
0%
0%
B Amérique Latine et Caraibes
Asie
W Afrique

3 Except in United Kingdom where the Woodland Carbon Code was launched in 2011.

Domestic carbon standards in Europe - Overview and perspectives ¢ I4CE | 5

2
=
o
(@)
E
(©)
S
=
]
=
(@]
x
L
n
E
@)
S|
)
(@]
x
[a W}
=
E‘
()
k]
=
(@]
a
(N
(@)
2
(@)
E
2
[
Z
<
i |
[a W}
(@]
@
=)
1
<
5




These domestic initiatives mostly disregarded double-
claiming between a country and a firm, with the following
nuances issues:

¢ In France, the “Label Bas Carbone” technical specifications
begins by restricting its use to non-State actors with the
underlying rationale that France is thus the only country
to claim the reductions and that limiting claiming to a
single non-State actor is therefore sufficient to ensure
environmental integrity.

e |n the United Kingdom, the Woodland Carbon Code was
created in 2011 in order to certify afforestation projects.
It stated that the emissions reductions generated would
contribute to the national target. As the UK’s emissions
reductions target is more ambitious than the European
one, the risk of double monetization is avoided. If Kyoto
units (AAU or RMU) were to be left after 2020, they will
be cancelled and not sold to another country (Nett et
Wolters 2017).

* In Spain, a fund called ‘FES CO, and dedicated to
buying domestic emissions reductions from non-EU ETS
sectors was created. Units are bought at a fixed price of
9.7 €/tCO,e and contribute to the national emissions
reductions target for non-EU ETS sectors, of -10% in 2020
compared to 1990 levels.

¢ |In Germany, the MoorFutures initiative focuses on peatlands
and therefore is not subject to the double-claiming risk
(see below).

e |n Italy, national forestry actors saw a potential double-
claiming issue as managed forests were falling under the

1. A EUROPEAN HISTORY OF DOMESTIC PROJECTS: FROM KYOTO TO PARIS

Kyoto Protocol accounting, which discouraged potential
initiatives at the domestic level (Romano et al. 2015).
Therefore, different forest initiatives developed in Italy:

- The creation of a Forest Carbon Code (Codice Forestale
del Carbonio) which provided good forest practices
guidance without turning into a carbon certification
process.

- The development of forest carbon projects on Italian
soil without third party certification (Brotto et al. 2018;
Hamrick et Brotto 2017).

- More recently, the development of forest projects going
through certification of ecosystem services through
the framework proposed by the Forest Stewardship
Council (FSC) rather than certification relying on
GHG sequestration.

Fortunately, this historical conundrum is being lifted as a
growing number of actors from voluntary markets are admitting
that double-claiming is not a threat to environmental integrity
and that projects could just as well help contribute to national
targets. Last July, ICROA* changed his position on the matter.
The organization publicly took a stance to acknowledge that
voluntary action from private sectors do not overlap with
NDC’s commitment within Paris agreement, if additionality
and reporting were correctly addressed by carbon standards
(ICROA 2019). We are therefore shifting from an objective of
going beyond countries’ targets to contributing to them in
order to and accelerate the transition towards a low-carbon
economy (Tronquet & al (s.d), Gold Standard 2019).

DOUBLE-CLAIMING AS AN OPPORTUNITY FOR PEATLANDS

In Europe, peatlands have been drained for agricultural purposes. Estimate of GHG emissions caused by peatlands
degradations are around 41 MtCO,e/year, 16 MtCO,e/year, 8.8 MtCO,e/year for respectively Germany, the United
Kingdom and the Netherlands (Gather et Niederhafner 2018; Reed et al. 2013; Joosten 2009).

Under the Kyoto accounting, drained peatlands converted in other land uses (croplands and grasslands) were falling
under article 3.4, for which reporting was voluntary until 2012. It took time for this sector to draw attention, establish
GHG accounting guidelines (IPCC 2013) and dispose of accurate national data to assess the climate impact of
peatlands restoration by rewetting. The category “Wetlands Drainage and Rewetting” (WDR) was created for the
second period of KP and was also voluntarily reported. Only two Parties chose this category (United Kingdom and
European Union) but is currently not reported by any annex | countries (UNFCCC, 2018), in spite of some countries
e.g. United Kingdom launching extensive research program (Thistlethwaite 2019).

Therefore, this limited inclusion of peatlands in the Kyoto accounting limited the extent of double-claiming. Combined
with rather strong mitigation potential, this limited risk could explain the emergence of voluntary peatlands projects in
several European countries: the United Kingdom (The Peatland Code), Germany (MoorFutures), The Netherlands (Green
Deal) or Switzerland (Max.Moore).

4 ICROA (International Carbon Reduction and Offset Alliance) is a non-profit organization which gathers the leading carbon reduction and offset providers in the
voluntary carbon market.
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2. Overview of national carbon certification

standards in Europe

2.1. General overview

Dedicated to buyers without any GHG emissions compliance
targets, voluntary carbon markets allowed since 2005
the avoidance or sequestration of 437 MtCO, worldwide.
As for Europe, a growing number of local initiatives have
developed over the last few years to provide local certified
emissions reductions projects and answer the buyers’
needs. Motivations behind carbon units purchase is key
and several studies have already stated the preference
of European buyers for domestic projects (Hamrick et
Gallant 2017; Tronquet, Grimault, et Foucherot 2017; Wolters
etal. 2015).

As summarized in Table 1, many domestic standards
emerged in Europe in the last 10 years. In 2019, we identified
12 main domestic schemes in Europe:

e 8 active national or regional schemes: the Woodland
Carbon Code and the Peatland Code in the United
Kingdom, MoorFutures in Germany, Climate Austria and

Okoregion Kaindorf in Austria, Registro Huella de Carbono
in Spain and the Label Bas Carbone in France, Max.Moore
in Switzerland.

e 1 active private and transnational scheme: Puro.earth,
launched by a utility company based in Finland.

e 2 schemes under development: The Green Deal in the
Netherlands and Valvocar in Spain.

e 1 scheme that is not active anymore: Carbomark in Italy.

All those standards have in common being developed
for domestic use (except Puro.earth as described above)
and voluntary demand. It is also worth mentioning other
preliminary work to launch domestic standards, e.g. in
Belgium where feasibility studies were carried out. However,
the initiative did not materialize for political reasons.

The following benchmark aims at giving a general overview
of domestic carbon standards in Europe® and highlights key
success factors for European carbon projects development.

TABLE 1. OVERVIEW OF NATIONAL CARBON CERTIFICATION SCHEME FOR REDUCTION/SEQUESTRATION PROJECTS

IN EUROPE

Name of
the initiative

Country

MoorFutures?@ (MF)
— Moor Voluntary ~ Since 2011  Local

@ Futures

GERMANY

Woodland Carbon
Code® (WCC)

& Woodland
UNITED ® Carbon CO.de
KINGDOM
Peatland Code® (PC)

PEATLAND \Voluntary  Since2015 National

CODE 1'E

[ In development [ Terminated [] Active
Source : information compiled by I4CE

a https://www.moorfutures.de/
b https://www.woodlandcarboncode.org.uk/
¢ http://www.iucn-uk-peatlandprogramme.org/peatland-code

Voluntary ~ Since 2011  National

Eligible LETIOC
AT GHG emissions
reduced/
sequestered
Between
Forestry g 40 €/tCO,e and
and land- Restoration 68,_889 tCO,e 67 €/1CO.o
of peatlands validated 2
use (taxes not
included)
6.3 MtCO,e
registered whose
Forestry . Between
adland: (oS ion arevaldated 6 9/CO@ad
use 17 €4COe
1.1 MtCO,e
are verified”
6,484 tCO,e on
R Restoration 77 ha validated Eeeed
S peatlands with 839 ha of DIIC0 @i
use 10 €tCO e

projects pending

d Price estimation is not representative as carbon units from only one project have been sold (Hoy 2019; Gather et Niederhafner 2018)

5 In the following transversal analysis, we did not include the Puro initiative, Max.Moore and Valvocar, for the following reasons: Puro is not a domestic standard,
and we did not have enough information on Max.Moor and Valvocar. We will nonetheless certainly refer to them during the report to point out interesting features.
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2. OVERVIEW OF NATIONAL CARBON CERTIFICATION STANDARDS IN EUROPE

TABLE 1. OVERVIEW OF NATIONAL CARBON CERTIFICATION SCHEME FOR REDUCTION/SEQUESTRATION PROJECTS
IN EUROPE (CONT.)

Eligible Volume of

Name of \étz::tary/ activities GHG emissions

the initiative liance reduced/
P sequestered

® Biomass heating

f ; technology
Climate Austria® (CA)
) Rl | Alternatives drives 130,000 tCO,e Raesl
Voluntary ~ Since 2008 Local energy N o 2 25 €/tCO,e and
(i Transport  ° Led lighting verified 40 €thOze
AUSTRIA @mmusmln * Thermal solar 2
energy
C")koregion Carbon in In 2019, around Between
Kaindorff Voluntary ~ Since 2007 Local Agriculture ) . 25,000 tCO,e** 30 €/tCO,e and
agricultural soil ’ z 2
(OK) e o validated 45 €/tCOe
Registro de huella . e 123,590 1CO.e
orestry reforestation - 2
COEENRNES Voluntal Since 2014  National and  Restoring forest validated whose At east
(RHC) o i estoring forest 49 4591c0.¢ 25 €4C0.¢
land-use areas degraded g 2 2
SPAIN 2 by fires
In deve- Forestry
Valvocar" (Vc) Voluntary  lopment Local and N/A N/A N/A
since 2019 land-use
o Afforestation
¢ Restoration of
degraded forest
:fé)g; Bas Carbone Forestry areas
and i
FRANCE Voluntary  Since2019  National pguse - Conerting 0 for now N/A
LABEL B AS coppices to high
Agriculture standing trees
CARB%INE ® [mprovements
in livestock
management
e Sustainable forest
: Forestry management Between
ITALY (CC"I‘(')mmark Voluntary 20092011 Local  andland-  * Urbanforestry 2760100 4 €/CO,e and
use ¢ Wood products 80 €/tCOe
 Biochar
Forestry .
SWITZERLAND  Max.Moor (Mx) Voluntary ~ 2015-2020  National and RETEITY Not Known AT
peatlands 110 €/tCO,e
land-use z
 Peatland
. Forestry Management
Green Deal (GD) 17 Glaves and « Riothermia to ;’ir:;asGarteen Deal
NETHERLANDS Volontary  lopment National land-use substitute natural N/A
. . h 0.5 MtCO,e/year
since 2017 Renewable  gas in heating (projecti oﬁ)
Green Deal energy public building (in
development)
NORDIC ) e Carbonated
ECUNTHIES Iséln;Ieei(t)i:g Several  Agriculture building elements Average price
(FINLAND, Puro.earth* (Pu) Volontary Ignne h Y I e Wooden building ~ N/A of 96 g/tgo "
BELGIUM, or2019 Building elements 2
SWEDEN)  Biochar

[J In development [l Terminated [ Active
Source : information compiled by I14CE

https://www.climateaustria.at/eng/co2offsetting.html

https://www.oekoregion-kaindorf.at/index.php?id=167
https://www.miteco.gob.es/es/cambio-climatico/temas/mitigacion-politicas-y-medidas/que_es_Registro.aspx
https://spain.climate-kic.org/news/valvorcar-creara-el-primer-mercado-voluntario-de-carbono-de-la-comunidad-valenciana/
http://www.pdc.minambiente.it/en/progetti/carbomark-improvement-policies-toward-local-voluntary-carbon-markets-climate-change
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2. OVERVIEW OF NATIONAL CARBON CERTIFICATION STANDARDS IN EUROPE

2.2. Business:a growing market
for domestic carbon projects

In 2016, annual transactions on international voluntary
markets established that half of issued offsets were sold to
European buyers (mainly private companies), representing
a volume of 8.6 MtCO,e. Despite the theoretical preference
from European buyers for domestic projects, only 4% of
these carbon units were issued from European projects.
This discrepancy could