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Project Genesis 2.0

A Prototype for Smart Contract-based Carbon Credits attached to Green Bonds
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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.
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IOSCO 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 liquidity pools, thereby not allowing for growth.
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The existence of multiple registries 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:

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

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