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« The key vulnerabilities in VCMs (Voluntary Carbon Markets) I0SCO identified were:
v the quality of carbon credits and availability of information pertaining to their quality,
v data availability, accessibility, and general lack of transparency in the market,
v’ the operating framework of registries,
v' conflicts of interest across the value chain, and

v the lack of standardisation (e.g. verification processes).

— IOSCOMIBTRI BIYRTZIT1 A& ()1>FIVT1ZE>THERET 2L 2y bt (BRI L OS2 BESSF. (i) SmED
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« These final Good Practices are directed at: (i) relevant regulators and authorities interested in carbon credit
markets in their jurisdictions that function with integrity, (ii) trading venues interested in listing and trading high-
quality spot carbon credits or carbon credit derivative products, and (iii) relevant market participants.

— JYRTSIFARTSENIR S ERVN BERTHIZIEELRS A —H— R HiGOERE CO1 > T JUT (M L CHT5
NIZEOTHD. FRFIHOILEREHDENS |1 ZIEE T D2EHD. IOSCONBR THHIRERIRE. MimOAIEHE. IR ERU
A, MNCSRTIY - YRIDARRICEDE, ERM. MENE. MigF R BIERNRTEERNI -0y 2 I (SIS
EXCISIOE

« While not legally binding, IOSCQ’s twenty-one (21) Good Practices aim to support sound market structures and
enhance financial integrity in VCMs, facilitating orderly and transparent trading of carbon credits. The Good
Practices address transparency, liquidity, and price discovery, as well as potential fraud or greenwashing, based
on IOSCO's objectives of investor protection, fair, efficient, and transparent markets, and reducing systemic risk.
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« Standardization is important for 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 standardization should also 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.

N—R>iEZzDRIeE I (HLARSEZLHICFIO-/ULTO—EHHEE.

» Global consistency, where possible and if consistent with domestic processes and mandates, is an important
component of scaling carbon markets as potential fragmentation in the market could create diverse and
different liquidity pools, thereby limiting the scope for growth.

NI -H—HR>HiEE DIET BFEIOREO T, FBRNCIEE T ABISEH (CHEE) THANE,

« 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 investor protections and
afford sufficient and fair access to market participants.

ILSwhOZEBET L2 L TERBEEER, &5t L(CE. 12002y MUHEROE E(CARFEENDHE . B2
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« A carbon credit is only meaningful if counted once and reqgistries play an important role with regards to
preventing double counting.

« From the perspective of market integrity, double counting can occur in two ways: (i) a single carbon credit is
sold to multiple buyers, misleading them about the actual carbon offset achieved, and (ii) different entities
claim the same carbon credit for their emissions reductions, overstating the total environmental benefit.
Both practices undermine market integrity, inflate the perceived impact on emissions reduction, and can lead
to significant financial losses and reputational damage for market participants. 8
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« ---conflicts of interest in the carbon credit ecosystem — both at primary and secondary market level — are a
potential vulnerability and an issue of concern in VCMs. Carbon crediting programs, for example, may rely on
compensation from the certification of credits, thus incentivizing them to approve projects lacking
measurable emission reductions. Third-party auditing and verification firms may be receiving payment from
project developers, and all of the various entities involved in having a project certified may themselves be
purchasing and selling carbon credits.

— MH _EOMIEDFE JL 2y NRMZERIEm - BT 1T VWIS NEAIEMITINED. BIE/TX L THD,

* Regulatory treatment:---refers to how these instruments are characterized and regulated by relevant
authorities. While in certain jurisdictions, derivatives on carbon credits fall under the regulatory framework
applicable to commodity derivatives, there is less certainty about the credits themselves and they can be
characterized in different ways, such as financial instruments, commodity instruments, etc.

— ISy O - T —AIRHEES (C DL T, IOSCODESG:ET - 7 — 42t AR B EIREE TEMARMNHFEINTLR
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« Carbon credit ratings and data product providers were not specifically identified within the scope of the ESG
ratings and data product providers covered by I0OSCO’s Final Report on Environmental, Social and
Governance (ESG) Ratings and Data Products Providers. However, many of the issues and challenges
discussed in that report with respect to ESG ratings and data product providers such as those relating to
conflicts of interest and separation of roles, may also be relevant to carbon credit ratings and carbon data
products providers, as was suggested by a large number of respondents to the IOSCO consultation,
including some carbon credit rating agencies.
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« As confirmed by respondents to IOSCQO’s consultation report, most trading of carbon credits is currently
executed bilaterally OTC, often through an intermediary, with limited pricing information publicly available.
Several factors might explain the high share of OTC trading, including: the relatively small size of the
market; the lack of standardization in the credits; the complexity of the transactions stemming from the
variety of project types, standards and methodologies; the buyers’ desire to establish exclusive relationships
with projects and beneficiaries; and the varying levels of buyer sophistication.

— N EFEF - TFEOMEBEDHC, BRI DT ). HiFIERPREBMEORIEOEELEEIZIES,

« Considering this, intermediaries play an important role in facilitating trade between buyers and sellers.
Intermediaries can pool different orders to facilitate trading activity, provide clients with market information
not readily accessible to many participants, and provide liquidity by bridging the gap between bids and offers.
They will typically charge a commission for their services, as they do in other financial markets.

— INSOMNEFERIKBEI THIIHEEHD. BEELIE B ES. HIZE tMOIRERANOERRMH. BNSI{EE.
N=TY XA JOFEMEDIRML. B, Y-yt nfe, AySH-EXDRMIEFETH D,

« These intermediaries can be financial institutions, and they can play several key roles in carbon credit
markets. They provide financing to other investors, facilitate trading, market making and liquidity provision,
develop products such as structured products to facilitate market access, and provide hedging services. In
addition, there may also be shorter term traders focusing on market-price distortions and arbitrage
opportunities.

— JUDYNIURBRIREEF(TRNTA -V X - RN EFDURIN S DIREZIRHL . URVEIRY —ILEL THEBELIS S,

« Finally, carbon credit insurers offer buyers protection against potential underperformance or invalidation of
credits. A couple of respondents to IOSCQO’s consultation mentioned that insurance and buffer pools can play
a role as risk management tools. Some carbon credit programs include particular buffers in order to cover
for specific risks like forest fires for forestry carbon offsets. However, one respondent to IOSCO’s consultation
suggested they could potentially be insufficient and that there should be minimum permanence requirements
to encourage the development of an insurance market. Carbon credit insurance can therefore play a role
when such buffers are either non-existent or to increase the buyer protection because they would be
insufficient, for example in case of a major disaster.
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I. Regulatory Frameworks (ZR&EIDIL—LT—4)

» Good Practice 1 — Regulatory treatment:
Consistent with their respective mandates, relevant regulators and other authorities could consider ways to
provide clarity regarding the legal and regulatory treatment of carbon credits.

» Good Practice 2 — 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 3 — Domestic and international consistency and cooperation:
Consistent with their respective mandates, to foster the global development of VCMs, regulators and other
relevant authorities where possible could consider seeking both domestic (between various domestic authorities)
and international consistency and if appropriate, consider outreach with peer regulators when developing their
own regulatory approach to carbon credits.

Regulators could also seek to make use of cross-border enforcement cooperation, such as that provided by
I0SCO’s MMoU or EMMoU, when suspected fraudulent or manipulative activities have a cross-border nature.

» Good Practice 4 — Participants’ skill and competence:
Consistent with their respective mandates, relevant regulators and other authorities could consider promoting the
need for financial and investment 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.

17
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« Good Practice 5 - Standardization:
Consistent with their respective mandates, relevant regulators and other authorities could consider engaging with
carbon crediting programs, spot market trading platforms, derivatives exchanges, carbon credit rating agencies,
private sector initiatives, and other market participants and stakeholders, 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 carbon credits. This could include comprehensive disclosures
on: (1) the project development process; (2) verification of, and accounting for, emissions reductions and
removals; (3) auditing methodologies; and (4) the entities responsible for measurement, monitoring, 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 around registries, as custodians of carbon credits, to ensure they are accurate, complete, and
current in order to serve as reliable sources of information regarding the attributes, issuance, ownership, transfer,
and retirement and/or cancellation 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.

18
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I11. Secondary Market Trading (fRi@hi%)
Good Practice 10 — Access to VCMs:
Consistent with their respective mandates, regulators and other relevant authorities could consider requirements or policies to
foster 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 and with practices in other financial markets, relevant regulators and other
authorities could consider requiring that trading venues and registries 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 requiring an entity
operating a VCM derivatives exchange 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 as those disclosures that are required in traditional,
regulated financial markets. An entity operating a VCM is understood as an entity that lists carbon credits that underlie
regulated derivatives.

« 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:

19
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I11. Secondary Market Trading CGiti@mmi%z)

» Good Practice 18 - Enforcement actions:
Consistent with their respective mandates, relevant regulators and other authorities should consider bringing enforcement
actions if there are fraudulent or abusive practices in VCMs, such as false or 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 also consider implementing rule enforcement programs with disciplinary mechanisms, including monetary
sanctions to deter trade practice violations, as well as recidivism.

» This would include putting in place measures to detect and deter 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, where
appropriate, personnel to perform the functions of a Chief Compliance Officer and Chief Regulatory Officer.

» Good Practice 21 - Disclosure of Carbon Credits Use:
Consistent with their respective mandates, relevant regulators and other authorities in relevant jurisdictions could
consider, consistent with their jurisdiction’s domestic legal requirements, encouraging or requiring disclosures
regarding an entity’s use of carbon credits to achieve any net GHG emission targets.

20



