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* [T]he Taskforce on Scaling Voluntary Carbon Markets (TSVCM) estimated that demand for carbon credits could increase by a factor of 15
or more by 2030 and by a factor of up to 100 by 2050 Overall, TSVCM noted that the market for carbon credits could be worth upwards of
$50 billion in 2030.

— OB, BTG RiBhiE. EFOFERCFRIAREVS3DDRTEROX LBEERN RS ENFE.

 \oluntary Carbon Markets (VCMs) have various challenges and both existing and potential vulnerabilities. ..
(i) primary market issuance ...

(if) secondary market trading ...
(iii) issues regarding the use and disclosure of use of carbon credits by buyers.

— [0SCOD$RRI 2TV RTZIT1 Al IWIBH RSN SOREME(COVTERZHTIREDTIEEL,
BERhiGIEEL ERIE COREHCE T L ZERULED,
» IOSCO’s work is not focused on environmental integrity; instead, the proposed set of Good Practices presented in this report are practices
that relevant regulators and other authorities or market participants could consider in addressing vulnerabilities described in the paper.

While not legally binding, they are intended to support sound market structures and enhance financial integrity in the VCMs such that
carbon credits can be traded in an orderly and transparent way.

— IWNSA)—N—NOHIGEZRAERCHS .. TL DY MFEITICOWT, &35 - RN FEITIRICR SNBSS B EARNBREI 0T — A
D=J0HA IV RGIRTFEDECAFIELR LA (IEFAM - BEAM EZM FEESXTEE,

* VCMs are relatively young and still at a nascent stage of development.

+ Issuance and monitoring of voluntary carbon credits is generally unregulated, as is the case for most cash commodity markets. At this time
there is no specific requlatory framework nor guidance on the issuance of credits as there may be, for example, for the issuance of bonds or
for initial public offerings of equity.

+ Standardization is important to enhance the credibility, transparency, and comparability of climate change mitigation projects, thereby
enhancing the ability of market participants to assess and compare the quality of different projects. This should improve the effectiveness
of the carbon market as a whole. Standardization helps provide clarity and confidence to buyers, sellers, and other stakeholders
participating in carbon credit transactions.
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* As with any other traded asset market, VCMs should be fair and orderly, economically sound as to pricing and information flow,

and structurally resilient. VCMs should also have appropriate customer protections and sufficient access to market participants.

— R H—AHIBE BREEE L TS THRINTVS, JO—/ UL TO—BIHENEE,

» 10SCO believes that the integrity of the VCM market is critical. Effective VCMs will make it easier for market participants to

identify, buy, sell, and/or retire high integrity credits. At present, however, VCMs do not yet function as effectively as they should
and remain fragmented.

Global consistency is an important component of scaling carbon markets as fragmentation in the market could create diverse and
different liguidity pools, thereby not allowing for growth.

- BEROEHFENMFEI ST T, MEVIBTTETOREE TR ATy MEDILIEN — 85t F 25| ST nlEEE,
COESRIAII IS B DEFRNGBE SR - iDL HAF e REI 8 E.

The existence of multiple reqgistries can lead to issues with double counting. Double counting occurs when two parties attempt to
claim the same emission offset or contribution to climate change mitigation.

Double counting is a serious concern, as a carbon credit is only meaningful if counted once.

Commenters on the Discussion Paper raised the concept of a meta-registry.

Key Consideration 9 also suggested the implementation of a global registry akin to the Climate Warehouse Initiative would help
address fragmentation risks stemming from multiple issuers maintaining separate registries
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 Particular, potential benefits of Distributed Ledger Technology (DLT) highlighted by respondents typically related to
Measurement, Reporting and Verification (MRV) processes and included references to these respondents’ beliefs that DLT could:

i. Increase transparency, efficiency, and traceability by ensuring that carbon emission data on the blockchain are immutable and
traceable via tamper-proof public records. The ability to trace transactions has the potential to help mitigate the risk of double
counting or double claiming of carbon credits as well as transactional counterparty risk.

ii. Reduce transaction costs, which will facilitate accessibility by smaller organizations.
* However, DLT also presents risks. The following vulnerabilities were highlighted in the Discussion Paper:

i.  Potential exposure of investors (including retail investors) to significant price volatility, while the complexity of the product
makes it difficult to understand this risk;

ii. If not properly constructed, competing tokenization projects may result in double-counting credits;

— =R ISy -BhE . HHREFOY -EXZFE—F ML TVSIHEE. IREREEGIEEEFLOM
CTEAENBHISHERNMFET HEN DD,

» There may be conflicts of interest between traders and investors, where traders also have a proprietary interest in carbon credits, or
where they are also responsible for generating carbon credits through offset projects. This could incentivize traders to manipulate
carbon credits prices by, for example, issuing buy/sell recommendations to their customers, while doing the opposite with their
own carbon credits. Traders might try to increase carbon credit demand by issuing buy recommendations.

— H—A>- ISy ORI EREVTOHEE B D OWTIE, REITX 4 T—HURESEHIEELLV, 453’
YNERS(CDWTIE. BRI (EHERAAZ SRt mae U TRIE DI TLVBAN RISy NMIZSTIERL,

» The Discussion Paper noted a lack of a common understanding of the nature of carbon credits as traded instruments...... For
example, carbon credits would not be qualified as financial instruments under EU legislation while emission allowances are. How
carbon credits are treated in any particular jurisdiction will generally determine whether the financial market regulators will have

authority over supervision of the spot market of such credits. Derivatives would however typically fall within the remit of financial
regulators.
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I. Regulatory Frameworks ((2#IDIL—AT—%)

BERARH - BEeE DHD T ZARE

Good Practice 1 — Regulatory approach and scope:
Consistent with their respective mandates, relevant regulators and other authorities could consider ways to apply appropriate and effective
regulation, supervision, and oversight to VCMs, covering, among other things, the issuance, trading, and retirement of carbon credits.

Good Practice 2 — Regulatory treatment:
Where possible and consistent with their respective mandates, relevant regulators and other authorities could consider ways to provide
clarity regarding the regulatory treatment of carbon credits.

Good Practice 3 — Domestic and international consistency and cooperation:

To foster the global development of VCMSs, where possible and if consistent with domestic processes and mandates, regulators and other
relevant authorities could consider seeking both domestic (between various domestic authorities) and international consistency and
alignment when developing their own regulatory approach to carbon credits, including with regards to cross-border cooperation for
enforcement.

Good Practice 4 — Participants’ skill and competence:

Consistent with their respective mandates, relevant regulators and other authorities could consider promoting the need for firms and senior
management to have adequate skills and competence, including an understanding of the benefits and risks of trading in VCMs, and how
existing regulatory frameworks may, or may not, apply. In addition, they could consider developing investor education programs to
improve the public’s knowledge of carbon credits.
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I1. Primary Market Issuance (F{7mi%)

Good Practice 5 — Standardization:

Consistent with their respective mandates, relevant regulators and other authorities could consider engaging with carbon crediting
programs, spot exchanges, derivatives exchanges, private sector initiatives, and other market participants to standardize a taxonomy of
carbon credit attributes, strengthen verification methodologies, and streamline verification processes.

Good Practice 6 — Transparency:

Consistent with their respective mandates, relevant regulators and other authorities could consider appropriate ways to promote
transparency around the creation of a carbon credit. This could include comprehensive disclosures on the project development process,
verification and auditing methodologies, and the entities responsible for measurement, reporting, and verification. Transparency of
contracts and pricing in the primary market could also be encouraged.

Good Practice 7 — Disclosure:

Consistent with their respective mandates, relevant regulators and other authorities could consider appropriate requirements to promote
complete, accurate, and understandable disclosure of information related to the primary issuance of carbon credits as well as transparent
disclosure of any associated risks.

Good Practice 8 — Soundness and accuracy of registries:

Consistent with their respective mandates, relevant regulators and other authorities could consider appropriate requirements, that registries,
as custodians of carbon credits, are accurate, complete and current in order to serve as reliable sources of information regarding the price at
issuance, tracking and/or retirement of carbon credits.

Good Practice 9 — Due diligence:

Consistent with their respective mandates, relevant regulators and other authorities could consider appropriate requirements to ensure that
carbon crediting programs perform adequate levels of know-your-customer (KYC) and due diligence procedures to prevent the use of
carbon credits for money laundering.
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III. Secondary Market Trading (FiEmi%)

+ Good Practice 10 — Access to VCMs:
Consistent with their respective mandates, regulators and other relevant authorities could consider requirements or policies to ensure open
and fair access to secondary market trading on VCMs for interested market participants.

» Good Practice 11 — Integrity of trading:
Consistent with their respective mandates, relevant regulators and other authorities could consider requirements to ensure that VCM
participants observe high standards of integrity and fair dealing with respect to business activities relating to carbon credits.

+ Good Practice 12 — Public reports:
Consistent with their respective mandates, relevant regulators and other authorities could consider requiring that trading venues and
registries, including for OTC trading, make public reports which disclose, on an equal basis to all market participants, relevant data
regarding trading, including, but not limited to, pre- and post-trade price transparency, trading volume, bid-ask spreads, and deliveries of
carbon credits.

» Good Practice 13 — Pre-and post-trade disclosure:
Consistent with their respective mandates, relevant regulators and other authorities could consider encouraging an entity operating a VCM,
which lists carbon credits that are the underlying for regulated derivatives, derivatives exchanges, or an intermediary to provide pre- and
post-trade disclosures in a form and manner that are the same as, or that achieve similar regulatory outcomes consistent with, those that are
required in traditional, regulated financial markets.

» Good Practice 14 — Derivatives standards:
Consistent with their respective mandates, regulators and other relevant authorities could consider ways to ensure that contract specifications
for carbon credit derivatives include sufficient details on the standards by which the underlying credits were certified, the applicable delivery
requirements, and procedures for market participants.

» Good Practice 15 — Governance framework:

» Good Practice 16 — Risk management:
Consistent with their respective mandates, relevant regulators and other authorities could consider requiring that carbon credit intermediaries,
marketplaces, and exchanges have effective enterprise risk management frameworks in place to address any potential operational or
technological risks associated with the trading of or provision of services relating to carbon credits.

* Good Practice 17 — Conflicts of interest rules:
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III. Secondary Market Trading (Ri@mi%)

* Good Practice 18 — Enforcement actions:

Consistent with their respective mandates, relevant regulators and other authorities could consider bringing enforcement actions if there are
fraudulent or abusive practices in VCMs, such as false and misleading statements regarding the attributes of carbon credits.

> In anticipation, consistent with their respective mandates, relevant regulators and other authorities as well as trading venues could
consider implementing rule enforcement programs with disciplinary mechanisms to discourage trade practice violations, including
monetary sanctions to deter recidivism.

» This would include putting in place measures to ensure the avoidance of fraud with respect to any systems used to issue, track, record,
and/or register ownership of a carbon credit.

» Good Practice 19 — Market surveillance and monitoring of trading:
Consistent with their respective mandates, relevant regulators and other authorities and trading venues could consider appropriate ways to
conduct market surveillance and trade monitoring to identify fraud, manipulation, price distortion, and/or other market disruptions.

» Good Practice 20 — Trading venue resources:
Consistent with their respective mandates, relevant regulators and other authorities could consider ensuring that trading venues maintain

adequate resources to detect and investigate fraudulent or manipulative practices, including a Chief Compliance Officer and Chief
Regulatory Officer.

IV. Use and Disclosure of Use of Carbon Credits ({EFtHR)

+ Good Practice 21 — Disclosure of Carbon Credits Use:
Consistent with their respective mandates, relevant regulators and other authorities could consider, consistent with their jurisdiction’s laws

and domestic legal requirements, encouraging or requiring disclosures regarding an entity’s use of carbon credits to achieve any net GHG
emission targets.
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v" Voluntary Carbon Markets Joint Policy Statement (3%) 3 _E&2PrinciplestffEBTAE

“While VCMs remain relatively small today, they have the potential to grow in the coming years and channel a significant amount of
private capital to support the energy transition and combat climate change, with the right incentives and guardrails in place. At the
same time, we believe fully achieving the potential of these markets requires further action to address challenges that have emerged,
promote robust standards for carbon credit (“credit”) supply and demand, improve market functioning, ensure fair and equitable
treatment of all participants, and instill needed market confidence ”

Principles for Responsible Participation in Voluntary Carbon Markets

1. Carbon credits and the activities that generate them should meet credible atmospheric integrity standards and represent real

decarbonization.
(B=7R> - I 2y NENTARE(CRI T 2EFREDHIEEZ T L. EIROIRRZRZRI L)

2. Credit-generating activities should avoid environmental and social harm and should, where applicable, support co-benefits and

transparent and inclusive benefits-sharing.
(DL >y MRS ORBNDTEEN G, FRIR -t =N RBLEZ RS HELLU. SENRFRDECEFEZIZIHIE)

3. Corporate buyers that use credits (“credit users”) should prioritize measurable emissions reductions within their own value chains. e @ o % Wi

(DL Sy NEBAT BN E B0/ N1 F 1SN TOPREBIREEETHIL) Vohiaiity Cdebei?)
Markets Joint Policy

4. Credit users should publicly disclose the nature of purchased and retired credits.
(IL2yMERBENIBALRLIL Y NEOHBEZRRTHIE)

Statement and
Principles

5. Public claims by credit users should accurately reflect the climate impact of retired credits and should only rely on credits that

meet high integrity standards.
(IL2y MERBEICLD— AR BEREFIRULIZIL 2y MELDURNADA >\ M IERE(CRBRUTZE D TH D ERE)

6. Market participants should contribute to efforts that improve market integrity.
(MIEZSNNEEHZOEEMER L5458 352L)

7. Policymakers and market participants should facilitate efficient market participation and seek to lower transaction costs.
(BRI EZBRUTSBENENMNRNRHSESIZ/EEL. BEIBROERZEKRTHIE) 7
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