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e Thank you, Commissioner Johnson, for the opportunity to speak at this inaugural
meeting of the subcommittee. The following remarks are derived from my
comment on the proposed guidance for Designated Contract Markets (DCMs)
listing Voluntary Carbon Credit (VCC) derivatives contracts.?

e The Commission proposes to create a new commodity characteristic in Appendix
C documentation to demonstrate DCM compliance with Core Principle 3 to
prevent the listing of contracts susceptible to market manipulation.® This proposal
accommodates the process for “continuous improvement” of VCCs in the
rulebook of the Integrity Council for the Voluntary Carbon Market (ICVCM).

e |ATP invites the subcommittee to consider how and when revisions to the
ICVCM rulebook and those of other private standards organizations would be
reported by DCMs to market participants, intermediaries and the Commission.
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The subcommittee should also consider how these revisions should be recorded in
self-certification documents for existing and new VCC derivatives contracts.

e We illustrate the challenge of applying these revisions to inform market
participants with two VCC issues that may affect market integrity.

e First, carbon accounting and crediting methodologies tacitly assume that there is a
1:1 ratio between fossil fuel emissions and nature-based emissions sequestration.
That assumption underlies the concept of “offsetting.” Both the Intergovernmental
Plan on Climate Change (Chapter 5.6.2.1)* and climate scientists have
documented a growing asymmetry between emissions and sequestration.> Carbon
Market Watch®, Carbon Plan’ and academic researchers® have characterized this
assumption as the false equivalence of offsetting. ICVCM revisions to robust
quantification and crediting methodologies will be driven by his growing
asymmetry. The market participant expectation of offsetting their emissions by
buying VCCs or VCC futures will persist regardless of legal scrubbing of VCC
contracts to state vaguely that their purpose is to “address environmental
concerns.”

e Second, another source of revisions that will affect VCC integrity and price
formation concern the relative degree of permanence, or durability of emissions
storage relative to the persistence of greenhouse gases in the free atmosphere. A
major market disruptive factor in VCC credit issuance is the growing scale and
frequency of emissions reversals, since reversals will affect the relative
permanence and corresponding price of VCC issuances. The ICVCM is currently
considering whether to extend the credit program monitoring of offset projects
from 40 years to 100 years. This extension would have major consequences for
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buffer account sustainability and the liability of project developers and their host
country governments for monitoring projects and avoiding reversals.

e In conclusion, let me suggest that there is no categorical divide between market
integrity and environmental integrity.® Standards to improve environmental

integrity for the purpose of scaling up VCC trading volume and value suggest as
much. Thank you.
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