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Hurdles that set the stage for capture of community forests

Governments and companies the world over are
touting carbon offsetting as a solution in the
fight against climate change. Instead of taking
urgently needed decisive action to phase out
the burning of coal, oil and gas and cut fossil
carbon burning down to real zero, they merely
promise to reduce greenhouse gas emissions to
“net-zero”. The seemingly small difference
between "“net"-zero and real zero hides a
dangerous gamble: a promise of “net"-zero
emissions allows companies to keep pumping
up oil and gas -  as long as they can pretend
that emissions are cancelled out by savings
elsewhere or that someone elsewhere takes an

equivalent amount of carbon out of the
atmosphere. This theory of offsetting is deeply
flawed and leads to rising greenhouse gas
concentrations in the atmosphere, not least
because alleged savings claimed by carbon offset
projects purporting to reduce emissions have time
and again been found to be based on spurious and
implausible assumptions. This has resulted in
millions of phantom credits having been issued to
carbon projects and sold to polluting companies
who claimed that their emissions had been
compensated — when in reality that was not the
case'. The inconvenient truth is that carbon
offsetting exacerbates the climate crisis?.

« Carbon offsetting does not reduce overall emissions. By buying carbon credits, polluters can keep
polluting because greenhouse gas emissions allegedly reduced or avoided elsewhere allow
continued release of greenhouse gases — and all the other pollution - at the polluter's operations.

« Carbon offsetting lets polluters responsible for historic emissions off the hook. Most carbon
offset projects take place in the global South. Thus, communities in the global South are made to
reduce emissions even though they are not responsible for the mass release of fossil carbon that
is causing climate chaos. The purported savings are then bought as carbon credits by corporate
polluters, i.e., those responsible for the massive release of greenhouse gases over the past 200
years, so they do not have to reduce their own emissions.

« Carbon offsetting is intrinsically prone to manipulation and exaggeration of purported emission
reductions. In addition, land-based offsets in particular have caused countless conflicts and land
grabbing on a large scale where outside carbon companies impose land use and access
restrictions on communities whose territories are declared carbon project areas.

« Carbon offset profits are not climate finance. Financial benefits from carbon offsetting accrue
overwhelmingly to entities in the global North. Among the profiteers of carbon offsetting are the
buyers of carbon credits paying to claim other countries’ climate action as their own and project
developers, investors, traders, consultants, certification schemes and financial service companies
involved in the generation and trading of carbon credits. Communities in the global South, whose
historical and actual emissions are negligible in comparison, meanwhile, are expected to change
their way of life and reduce emissions so big polluters in the global North don't have to make these
changes. Carbon offsetting is therefore the opposite of climate finance. Yet, a growing number of
(industrial country) governments are now advancing the fake claim that carbon markets will
deliver billions in ‘climate finance' Real climate finance would see countries of the global North
with a responsibility for the historic accumulation of greenhouse gases in the atmosphere — not
only drastically cut fossil fuel use but also provide predictable funding to countries in the global
South in need of resources to fund action to adapt to the rapidly changing climate and to address
loss and damage, the already existing unavoidable harm caused by climate change.

For more information, see: Milieudefensie Factsheet Series False Solutions - Offsetting



https://en.milieudefensie.nl/news/02484-opm-factsheet-carbon-offsetting-02.pdf

At the 29th UN climate conference in Aserbaijan
in November 2024, governments nonetheless
agreed to keep promoting this fake solution by
adopting rules for carbon trading under the UN
Paris Agreement's Articles 6.2 and 6.4. In a
context where the global North has been failing
to commit and deliver adequate financial
support to address the impacts of a rapidly
changing climate to the global South?
governments are preparing to take part in
carbon trading. By introducing new carbon
market laws, they hope to ‘cash in' on projected
billion-dollar carbon trades now that the Paris
Agreement negotiations have cleared the way
for carbon offset markets under the UN climate
treaty.

There is thus a clear link between the increase in
carbon offset regulation across the global South
and Article 6 of the UN Paris Agreement: to take
part in government-to-government carbon
credit trades under Article 6.2 or to facilitate
private sector companies' profiting from Article
6.4 offset credit sales, governments need to
show that they have the legal framework in
place to ensure smooth trading, define who
holds the legal rights to carbon sold as credits
and monitor the trades.

This briefing takes a first glance at legal
changes underway in countries in the global
South to facilitate the trading of carbon stored
in forests and trees and identifies some
worrying trends:

Forestry laws are being amended so that
corporate concession holders can use their
concessions for carbon credit generation. Laws
introducing national carbon markets,
meanwhile, contain at best weak and non-
binding requirements for carbon project
operators to respect the rights of Indigenous
Peoples and communities’ customary rights to
lands. In combination, these trends are already
driving an expansion of corporate control over
Indigenous Peoples' territories and community
lands.

Analysis of carbon market legislation in Colombia,
Indonesia, Liberia and Malaysia reveals that:

« In Colombia, offsetting provisions in the carbon
tax law protect profits of extractivist companies
exploiting the country's territory. Companies can
substantially reduce their carbon tax payments on
fossil fuel use by buying carbon credits. These must
have been generated by projects in Colombia and
can be used instead of paying (part of) the carbon
tax adopted in 2016. Buying carbon credits has
been the far cheaper option for corporations than
paying the tax. According to the carbon markets
lobby group International Emissions Trading
Association (IETA), companies used offsets to
cover 37 percent of the 2017-20223 emissions
covered by the carbon tax* The offset option also
generates profits for private companies and big
conservation NGOs operating carbon projects
while it deprives the state of tax revenue, and

consequently, reduces funding available for
targeted action to tackle root causes of
deforestation®. Prodeco, for example, the

Colombian subsidiary of Swiss mining corporation
Glencore, reduced its carbon tax payments by two-
thirds this way®. Carbon credits from projects
purporting to protect forests also helped the
company greenwashing its public image and
conceal impacts of its dirty coal mining operations.

A similar scenario seems to be emerging in Gabon
where a January 2025 presidential decree
introduces a ‘carbon fee' on 50 percent of the
emissions released by each airplane and cargo ship
arriving in or departing from Gabon. As with the
carbon tax in Colombia, the presidential decree in
Gabon announces that from 2026, companies will
have the option to buy carbon credits in lieu of
paying (part of) the carbon fee. These credits
would come ‘from sequestration or avoidance
projects, prioritising projects developed in Gabon',
the decree states’.

+ In Indonesia, changes to forestry laws allow
companies to use existing logging and plantation
concessions to generate carbon credits. In



Malaysia, the state government of Sarawak has
created a "Forest Carbon Activity"” license which
grants rights to the carbon stock found within a
project area (defined as "Carbon Forest Area”).
Changes such as these are likely to exacerbate
land conflicts, increase greenhouse gas
concentrations in the atmosphere and expand
corporate control over customary lands:

o Exacerbating land conflicts. Large-scale
corporate land concessions regularly lead to
conflict when state institutions issuing
concessions ignore Indigenous Peoples' and
community rights to their customary lands.
Legal changes aimed at establishing
national frameworks for carbon markets
are allowing companies to generate carbon
credits from concessions already issued to
them. The legal changes introduce carbon
storage as legitimate use in concessions.
This will provide profits from carbon credit
sales to corporate concession holders while
communities risk being locked out of their
customary lands. Indigenous Peoples,
peasant farmers and fisherfolk will face
security guards preventing them from
accessing their customary lands that a
company declares as carbon storage area
where community use is prohibited or
severely restricted. This is already a reality
for communities whose life spaces are
affected by the Rimba Raja and Katingan
REDD carbon projects in Indonesia and in
many other places across the global South®.
Carbon offset regulations being developed
are set to significantly increase such
conflicts and restrictions on community use
of their customary lands.

¢ Increasing greenhouse gas
concentrations in the atmosphere.
Phantom credits have been a reality ever
since offsetting was invented over 40 years
ago. Phantom credits increase the
concentration of emissions in the
atmosphere because they are not backed
by actually avoided or reduced emissions
(see box). If they are used e.g. by an oil
company to sell allegedly carbon-neutral
petrol, overall emissions in the atmosphere

increase because the real emissions from the
petrol are not compensated if the carbon
credit is a phantom credit.

Forest and tree plantation offset projects
have been particularly prone to generating
phantom credits (and causing conflicts with
communities?). There is no indication that
legal frameworks now introduced in countries
in the global South to ‘scale up' carbon
markets will magically prevent the issuance of
phantom credits. Under emerging legal
frameworks, companies will be able to receive
credits for carbon storage in parts of existing
or newly created concessions where they may
have had no intention to log or convert to
plantations  because the commercially
valuable trees had already been taken out, the
land is too swampy, too steep or otherwise
unsuitable. This creates phantom credits
because no  deforestation or forest
degradation is avoided. A case in point is a
carbon project being set up by the notorious
logging company Samling in  Malaysia™.
Jurisdictional carbon programmes in Gabon
and Guyana show that phantom credits are
also a reality in government-led carbon offset
programmes™. In the so-called voluntary
carbon market, offset projects purporting to
reduce emissions from commercial logging
also have a long record of over-estimating
emission savings and generating phantom
credits™. Analysts found that a logging
operation in Alaska received carbon credits for
trees "that were probably never in danger of
being cut down, in an already extensively
logged area™."

e Expanding and reinforcing corporate control
over public lands. Governments have already
handed out concessions over large community
territories across the global South, often
ignoring Indigenous Peoples’ and community
rights to their customary lands or issuing
illegitimate concessions over customary
territories of Indigenous Peoples and forest-
dependent communities. Not all concessions
are immediately actively used by companies,
for a variety of reasons. Laws sanctioning the
use of such concessions for the generation and



sale of carbon credits allows corporate
concession holders to profit from
concessions already granted to them but
that they were not yet actively using — or
not planning to ever use for the stated
concession activities that would imply
deforestation. By inventing a story that
without the revenue from carbon credit
sales they would carry out the
deforestation legally permitted in the
concession agreements, even if they had no
intention to do so, they can pocket extra
profits. As a result of such changes in
forestry laws that allow companies to
generate carbon credit from concessions
they already hold,communities risk being
locked out for longer and lose access to
more of their customary lands (often
illegitimately) assigned to corporate
concessions.

The legal changes may also undermine land
reform processes. Organisations in Brazil
have long warned that carbon offsetting
provisions introduced in the 2012 Forest
Code might be undermining land reform
efforts™. In a context of extremely unequal
land ownership, land owners in Brazil are
obliged to show that land they claim
ownership over fulfils the 'social function' as
defined in the country's Constitution of
1985. Where this 'social function' of the land
cannot be proven by the land owner, state
institutions are able to assign the land to
the land reform process, making it available
for the settlement of landless peasants.
The introduction of carbon offsetting in the
2012 revision of the Forest Code allows
individuals  claiming  ownership  over
hundreds of thousands of hectares of land
to fend off attempts to assign areas to the
land reform process by claiming these vast
areas of land are being used for carbon

storage - and that therefore the
constitutionally required 'social function' of
land is met.

+  The government of Liberia is in the process
of defining the role of carbon trading in its
climate policies and laws. It has, however,
already entered into initial agreements that
might allow foreign companies to trade carbon
stored in forests in Liberia. Communities holding
customary rights were not consulted before the

government  signed a Memorandum of
Understanding in 2023 with Blue Carbon LLC., a
company established in October 2022 by Sheikh
Ahmed Dalmook Al Maktoum, a member of the
Dubai Royal Family™. Had it gone ahead, the deal
would have given Blue Carbon LLC rights to
manage one million hectares of land,
approximately 15 percent of the country's forests,
for 30 years. The deal is widely seen as breaching
the 2009 Community Rights Law with Respect to
Forest Lands and the 2018 Land Rights Law. Both
laws grant communities the right to free, prior and
informed consent for any activity that may impact
their customary lands.

« The World Bank, UNDP and international
conservationist NGOs like The Nature Conservancy
(which recently reported net assets worth nearly
10 billion USD") often claim that communities
stand to benefit from 'scaled-up’' carbon markets.
There is little evidence to support this claim.
Emerging laws paving the way to ‘scale-up' carbon
offsetting are unlikely to change this situation; they
contain only vague and mostly optional provisions
to protect communities' territorial rights.

For example, carbon laws in Colombia and
Indonesia  cover  technicalities of  carbon
quantification and the tracking of carbon trades in
online registries in great detail. By contrast,
provisions to protect Indigenous Peoples’ and
peasant community rights to their territories are
either absent or inadequate, contain vague
language and application is non-binding. In
Malaysia, emerging carbon market legislation, in
combination with federal and state governments'
longstanding failure to recognize Indigenous
Peoples’ legal rights to customary lands, is likely to
effectively shut Indigenous Peoples out of active
engagement in what is touted as big opportunity
for communities to generate revenues. Legislation
under way suggests that doing so would require
governments to recognise Indigenous Peoples'
rights to land- which to date they have refused to
do, limiting recognition of Indigenous Peoples'
rights to usufruct rights to their territories”.

In Papua New Guineaq, a coalition of environmental
groups raised alarm in May 2024 when the
government revised the country's draft carbon law
and deleted the requirement for the relevant
Minister to obtain the Free, Prior and Informed
Consent (FPIC) of customary landholders before



entering into REDD credit sales™. In Brazil's
Amazon states Pard and Amazonas, civil society
organisations  (Pard™) and the public
prosecution agency (Amazonas)?® are
challenging state governments' signing of
carbon trade agreements over Indigenous
Peoples' territories and public lands without
prior consultation of Indigenous Peoples and
forest-dependent communities.

«  Complexities involved in making carbon
storage in forests and trees a tradable financial
product, the persistent emergence of
contradictions involved in this endeavour and
the ease for vested interests to manipulate
carbon trading rules have seen carbon market
laws change frequently, with regulations often
accommodating priorities pushed by vested
interests. The volume of regulation that carbon
trading involves and the frequent changes are
likely to overwhelm civil society and community
organisations' capacities to meaningfully
monitor these processes. Intergovernmental
agencies, private sector companies and
international conservationist NGOs, meanwhile
have the financial and staff capacity to lobby for
their priorities in the process of developing
national legislation for carbon offset trading in
the global South. This is already evident in the
development of carbon market laws in Liberia
(Flora & Fauna) and Colombia (Conservation
International).

This initial assessment suggests that national laws
and regulations that are being put in place to
advance carbon markets and trading of forest
carbon credits will deliver profits to corporations
that have long been implicated in conflicts with

communities and are responsible for
environmental destruction. International
consultancies, financial market firms and

speculators, many based in the global North, also
stand to profit from ‘scaled-up’' carbon markets.
Communities, meanwhile, risk facing empty
promises of 'fair benefits, a substantial loss of
autonomy over customary lands and restrictions
imposed on how they use their territories.

Initiatives run by intergovernmental agencies like
the World Bank and the United Nations
Development Programme (UNDP) have shaped
emerging carbon market laws and regulations.
This, in turn raises the question of whose interests
are taking priority in carbon market laws that are
being put in place in the global South. First
experiences suggest that these carbon market
laws risk undermining hard-won advances in the
recognition of Indigenous Peoples’ rights and
community control over the customary lands they
depend on. Offsetting initiatives eligible under

existing carbon pricing regimes such as in
Colombia, or underway, as in Indonesia and
Malaysia, stand to aggravate violation these
rights.?’

The UN Paris Agreement was adopted in 2015. Under the Agreement, countries commit to take
action to limit the average global temperature increase to 1.5 degrees above pre-industrial levels. To
achieve this commitment, they pledge to balance out greenhouse gas emissions with “removals by
sinks" in the second half of the century. The longer governments drag their feet in ending fossil fuel
emissions, the stronger they will come to rely on unproven and risky technologies they hope will
permanently “remove” greenhouse gases from the atmosphere. They also introduced carbon trading
into the Paris Agreement. The Agreement's Article 6 sets out two mechanisms that allow
governments or companies to avoid the necessary domestic emission cuts by paying someone
elsewhere to balance out their emissions with (purported) additional emission reductions or by
removing carbon from the atmosphere??. Article 6.2 allows countries to trade offset credits - called
Internationally Transferred Mitigation Outcomes (ITMOs) - with one another through bilateral
agreements. Article 6.4 will function much like the CDM under the Kyoto Protocol: Private sector
project developers obtain a letter from the country in which they are running their project and them
register their carbon project with an entity called Art.6.4 Supervisory Body, created and overseen by



the UN climate change convention. Organisations such as Verra and the GoldStandard, which
operate controversial methodologies developed in the voluntary carbon market to turn project
owner's stories of emissions that would have been released without their carbon project into carbon
credits, are pushing for their methodologies to be used to calculate Article 6.4 credit volumes.®

As with credits generated by CDM projects, carbon credits from Article 6.4 offset projects can be
bought by countries, companies and individuals. There is, however, a crucial difference to the CDM:
Under the Paris Agreement, all countries that ratified the agreement are preparing national
greenhouse gas balances where they record national emissions and submit reports to the UN
climate conference on how they are reducing emissions in accordance with their national pledges.
Trading carbon credits therefore takes place in a very different context than at the time of the CDM.
It may lead to an (alleged) greenhouse gas emission being counted or claimed twice, in the national
greenhouse gas balance sheet of a country hosting a carbon project (e.g., showing a decrease in
nation-wide deforestation) and by the carbon credit buyer (claiming that a product is carbon-
neutral because a carbon project elsewhere reduced deforestation). To avoid such ‘double-counting’,
the country in which the offset project is located must confirm that it is not counting credits sold by
a carbon project operating on its territory in its national greenhouse gas balance (and may charge
a fee for this from those claiming the alleged emission saving). Different from the CDM, the sale of
carbon credits under the Paris Agreement therefore directly affects the national greenhouse gas
balance of the country hosting a carbon project. Because forest carbon projects typically alter land
use in the global South while project investors and buyers of the credits typically are linked to capital
in the global North, Article 6 enshrines colonial power and profit relations and undermines climate
justice.

Another aspect turns Article 6 into an irresponsible climate gamble: Underlying the eligibility of
land-based carbon storage? in Article 6 trading is the unfounded claim of equivalence between
geological and biological carbon storage. The fossil carbon has been locked away from contact with
the atmosphere for millions of years while carbon stored in trees circulates between vegetation,
soils and atmosphere over much shorter periods of time?. Inventors of the 'net-zero’ emissions
concept recently reiterated their warning that it “was never intended to refer to land-use change,
but geological carbon?".

One of the first government-to-government carbon trades linked to the Paris Agreement's carbon
trading mechanisms was announced even before the rules were agreed. Switzerland provides
funding to replace diesel busses in the Thai capital Bangkok with electric busses. In return, a
substantial part of the alleged emission savings from the bus replacement in Thailand will be
booked in Switzerland's national greenhouse gas balance sheet, not that of Thailand. A media
investigation revealed that fewer busses than claimed had been replaced and that the project
owner was readying the old diesel busses for sale rather than taking them out of service altogether,
as was assumed in the carbon credit calculations?. The example highlights how private companies
profit from carbon trading under Article 6 of the Paris Agreement (the Swiss financing of the buses
goes to a private company) while more public funds will have to be spent by the Thai government to
fulfil its own national emission reduction targets; this may be harder to achieve, and be more
expensive, compared to replacing diesel busses with electric busses - for which the government of
Switzerland is counting the savings.



A quarter century of World Bank initiatives for carbon

offsetting in the global South

The World Bank is a long-term proponent of
carbon offsetting, supporting CDM projects
through funds like the Prototype Carbon Fund
even before the ink on the CDM rules was dry.
Following the decision by governments in 2001
to not include forest carbon projects in the
CDM?, the World Bank became a key lobbyist
for forest carbon markets, setting up two pilot
initiatives, the Forest Carbon Partnership
Facility (FCPF) and the BioCarbon Fund.

These funds raised expectations among
participating governments in the global South
that substantial sums in  “results-based
payments” would be available to them if they
went through World Bank and UNDP-assisted
"carbon market readiness” procedures. These
included hiring external consultants to set up
forest carbon monitoring schemes, run ‘capacity
building’" workshops and prepare reams of
documents. Widely seen as costly failures, the
FCPF and the BioCarbon Fund nonetheless
paved the way for legislation now emerging in
many countries such as Ethiopia, Indonesia,
Colombia, Zambia, Liberia and Mexico, to name
just a few (see Annex Il for a list of World Bank

initiatives promoting carbon markets in the global
South).

These World Bank funds piloting carbon credit
projects and programmes were not the only
initiatives the World Bank used to promote carbon
offsetting over the last quarter century. Their
country programme funding was also used to
advance carbon market regulations through what
they call ‘technical assistance’. This provided
another avenue to push the claim that carbon
markets are the only way for governments in the
global South to access climate funds "at scale”.

The World Bank has not been alone in pushing
carbon markets into the regulatory frameworks of
the global South. UNDP and development
institutions of industrialized countries such as
USAID, Norway's NORAD, Germany's GIZ and
others have equally been promoting carbon
markets in the global South with a raft of
initiatives over the past 20 or so years?. Regulatory
frameworks bear those institutions' handwriting,
directly or indirectly, as documents such as the
BioCarbon Fund Initiative for Sustainable Forest
Landscapes 2023 annual report show?°.

Cause for concern: Carbon laws pave way for corporate

profits and community pain

Colombia is seen as a front-runner when it
comes to introducing carbon pricing laws in the
global South. The government established
carbon pricing as a central tool to achieve the
country's commitment to reduce greenhouse
gas emissions by 51 percent by 2030 and
approach carbon neutrality by 2050, It adopted
a carbon tax on some fossil fuel uses in 2016. An
amendment to the law in 2077 made continued
burning of taxed fossil fuels cheaper because
companies could significantly cut their carbon
tax payment by buying carbon credits from

domestic offset projects instead. This is referred to
in the law as "non-causation of the carbon tax”,
meaning that emissions from taxable fossil fuel
use are not considered in the calculation of the tax
if the user has bought an equivalent amount of
carbon credits. Colombia's experience with carbon
markets thus provides some clues on who stands
to really benefit from carbon trading under the
Paris Agreement's carbon market mechanisms and
how vested interests shape legal frameworks for
carbon markets in the global South.
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US-based conservation NGOs such as
Conservation International, carbon market
proponents and companies from the extractive
industries sector championed the 2017
amendment which opened the door for
companies to significantly cut their carbon tax®.
The amendment also allows private sector
operators to profit from selling credits from
their carbon projects while less tax revenue
accrues to the state.

The example of Prodeco, the Colombian
subsidiary of Swiss mining giant Glencore,
shows how a polluting mining company profits
from this amendment; it also highlights the role
of conservationist NGOs such as US-based
conservation group Conservation International
in facilitating corporate profiteering from the
offset option introduced by the 2017
amendment. The company is greenwashing its
diesel pollution at the mining site in Colombia's
Cesar region by buying carbon credits from a
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REDD+ project supported by USAID and
conservationist NGOs on Colombia's Pacific coast.
According to Prodeco, Conservation International
was instrumental in putting the company in
contact with the carbon project operators (see
below). Both, the mine and the carbon project
affect Afro-Colombian communities and the land
they depend on. Prodeco profits from spending
around 2/3 less compared with paying the carbon
tax in full. Buying carbon credits also enables the
company to greenwash the pollution from running
diesel generators at the mining site by declaring
them ‘carbon neutral®®. Meanwhile, Afro-
Colombian communities near the coal mining site
continue to experience serious health impacts,
dispossession, water scarcity and contamination,
and loss of their cultural and ethnic rights3 while
Afro-Colombian communities near carbon project
sites are struggling to protect their territorial,
ethnic, and cultural rights and face restrictions on
how they can use the land®.

1



Carbon projects and violation of community rights

The chronology below shows that carbon
market laws in Colombia have frequently been
amended since they were introduced. Several of
these amendments followed external lobby to
introduce or expand opportunities for carbon
offsetting. Community and Indigenous Peoples’
rights, by contrast, had no such lobby; they are
referenced merely in a non-binding collection of
existing laws. Little surprise perhaps that
conflicts ensue, particularly because REDD+
carbon projects be definition involve a change in
how the land inside the project area is used. This
often translates into restrictions imposed on
community use of their territories.

Three examples highlight this risk. The Pird
Parand Indigenous Peoples saw their territorial
rights violated by the operator of the Baka
Rokarire REDD project who obliged the
community to reduce their chagras (communal
fields) by 30 percent®. In 2024, the country's
Constitutional Court ruled in favour of the Pird
Parand. It ordered the environment ministry
(MADS), which is in charge of overseeing the
offset provisions, to amend existing legislation
to better protect Indigenous Peoples and Afro-
Colombian communities constitutional rights to
their territories.

Similarly, a provision in the USAID-funded
Colombian BioREDD+ programme contract
states that communities must restrict their
hunting and fishing®. The programme includes
REDD projects in eight communities in the
Colombian Pacific region; conservation NGO
Fondo Accidén is the contract operator of the
BioREDD+ projects for USAID. Prodeco buys
carbon credits from a BioREDD+ project. In an
interview, Prodeco's director also revealed the

Chronology of carbon tax and

Law 1753 is the first carbon pricing law to be

passed in Colombia. The law's Article 175
creates RENARE, a virtual repository for
information related to greenhouse gas
mitigation initiatives in Colombia. It also

incorporates the National System of REDD+
programmes and projects. RENARE is envisaged
as a public monitoring, reporting and
verification (MRV) system and tracking
platform, including for REDD initiatives (Article
10 of Resolution 1447/2018). An operational MRV

importance of the conservation NGOs in helping
his company access carbon credits. "“They
[Conservation International]l] made contact with
USAID and with Fondo Accién, which had been
working on the REDD project in the Pacific for
more than five years, even before carbon taxes
were generated in Colombia. There is a USAID
project which is a very, very large project, which is
called the BioREDD project, which was basically
the impulse that generated the structuring of the
REDD project in the Pacific, by replicating the
model of the REDD Project, that was a pioneer in
the country.38"

The company behind the Tdngara REDD+
Conservation project, which covers more than
10,000 hectares of the Mayorquin, Raposo and
Anchicayd communities in the Valle del Cauca
claimed to hold land titles for the community
territories holding collective titles under Colombian
regulations®. Where carbon projects operate on
lands where land tenure is disputed, the risk of
communities being exposed to conflict as a result
of carbon projects operating on their lands is even
bigger-°.

There are also indications that illegal armed groups
in Colombia have used proceeds from REDD+
projects to fund themselves. In 2024, the
Colombian Ombudsman's Office released early
warning No. 007-24 which confirms that at least in
one case, a dissident faction of the First Armando
Rios Front had benefitted financially from a
REDD+ project in the Colombian Amazon. The
Ombudsman's Office reports that a company
operating a REDD project had sought and
obtained the armed group's endorsement to enter
the territories.

carbon market laws in Colombia

platform is a prerequisite for a country to take part
in carbon trading under the Paris Agreement's Article
6. To be eligible for (results-based) payments or to
sell carbon credits, REDD+ initiatives in Colombia
must register with RENARE. The platform is
administered by IDEAM, the Colombian Institute of
Hydrology, Meteorology, and Environmental Studies
(Law 2294 of 2023%); RENARE has been
inoperational or offline for extended periods since it
was created, limiting public access to REDD project
information.
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Article 171 of Law 1753 calls on the environment
ministry (MADS) to develop a policy to halt
deforestation. The policy, presented in 2017, is
strongly influenced by the country's
participation in the UN-REDD Program and
commits the government to achieving zero
gross deforestation by 2030.

Through Law 1819, the government of Colombia
introduces a carbon tax (Impuesto Nacional al
Carbono, INC), as part of a general tax reform.
The carbon tax is initially set at 15,000
Colombian pesos (USD 5.50) per tonne of CO2.
In 2024, the tax stood at 25,799 pesos per tonne
of CO2;in 2025, it amounts to 27,399 pesos. The
tax initially covers emissions®? from burning
liquid fossil fuels and fossil gas use in some
industrial sectors, which make up around 28
percent of the country's total emissions. The
government expects the carbon tax to lead to a
reduction of CO2 emissions by 4.3 million tonnes
between 2017 and 2030 as companies cut
emissions to reduce their carbon tax bills.

Extractive industries and US-based
conservationist NGOs lobbied for the
government to amend the carbon tax law of
2016 only one year after it was adopted“.
Decree 926/2017 introduces the possibility for
companies to buy carbon credits instead of
paying the carbon tax. If a company fulfils the
provisions detailed in Decree 926, it can claim
‘carbon neutrality’ and avoid paying the carbon
tax#4, The Decree stipulates that carbon credits
must have been generated after 1 January 2010
and come from carbon projects implemented in
Colombia.

As in Mexico, the initial carbon tax law was later
amended to introduce carbon offsetting.
REDD+ projects are one of the project types
from which companies can buy carbon credits in
Colombia and Mexico and avoid carbon tax
payments altogether or reduce their carbon tax
bills. In Colombia, the introduction of the carbon
credit option into the carbon tax law triggered a
noticeable increase in REDD+ projects across
the country“®. One publication notes an average
increase in carbon projects of 42 percent per

year following the adoption of Decree
926/20174¢. As of November 2024, the
Colombian government's RENARE monitoring
system lists over 80 REDD+ projects; a

database (https://geo-grafiarmc.com/)
maintained by Censat Agua Viva mentions over 90
projects.

Adopted in 2016, the carbon tax becomes
operational in January 2017. With the passing of
Decree 926/2017 in June 2017, companies can avoid
100 percent of their carbon tax payment by buying
carbon credits from domestic offset credits.

The environment ministry (MADS) introduces the
National Safeguards System (SNS).*” The stated
objective of the system is to ‘prevent that
fundamental rights are affected, ensure that fair
benefits accrue to communities from REDD+
activities on their territories and that rights and
the integrity of ecosystems is maintained“. The
SNS, strongly influenced by WWF, the Natural
Heritage Foundation and the UN-REDD program
merely compiles existing policies and measures to
protect Indigenous Peoples’ and Afro-Colombian
community rights and calls on carbon project
developers to comply with this non-binding
National Safeguards System.

The National REDD+ Strategy, officially called the
Comprehensive  Strategy for Deforestation
Control and Forest Management (EICDGSB) is
also adopted in 2017. Article 171 of Law 1753/2015
mandated the environment ministry to elaborate a
policy to halt deforestation. The resulting National
REDD+ Strategy is strongly influenced by the
country's participation in the UN-REDD Program.
It defines the goal of achieving_zero gross
deforestation by 2030 and thereby (supposedly)
avoiding the release of 32.4 metric tonnes of CO2e
(MTCO2e) into the atmosphere®.

In 2017, the government of Colombia also launches
the Bolsa Mercantil de Colombia or Colombian
Mercantile Exchange, a voluntary carbon market
platform aiming to attract investors to set up
carbon projects in Colombia. Also in 2017, it joins
fellow Pacific Alliance Countries Chile, Mexico and
Peru in signing the Cali Declaration in which the
countries commit to strengthen offset markets in
the region. 2017 also sees the Colombian
government join the World Bank Carbon Pricing
Leadership Coalition and attend the One Planet
Summit in Paris where the Carbon Pricing in the
Americas cooperative framework is launched. As
part of the framework, countries including
Colombia, Canada, Chile, Mexico, Costa Rica and
seven states from the US and Canada announce
plans for a trading platform to link carbon markets
across the Americas.
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Climate Change Management Law 1931/2018 is
adopted. Article 30 of Law 1931 outlines a
national emission trading scheme, the National
Programme of Tradable Emission Quotas of
Greenhouse Gases (Programa Nacional de
Cupos Transables de Emision de Gases de Efecto
Invernadero, PNCTE). The law includes
provisions to link trading of emission quotas
introduced through the PNCTE with the carbon
tax and the carbon offset option introduced into
the carbon tax law in 2017. The PNCTE is still
under construction as of January 2025.

Resolution  1447/2018  defines  minimum
requirements for how projects aiming to sell
carbon credits or receive 'results-based
payments' calculate their emission reductions.
The resolution demands that these initiatives
use Colombia's Forest Reference Emission
Levels (NREFs, developed with support from the
UN-REDD Program) as baseline from which they
calculate emissions that the activity supposedly
prevents. By mandating the use of the NREFs
for the calculation of emissions supposedly
prevented by forest carbon projects, the

government of Colombia hoped to prevent that
project developers continue to use implausible
assumptions for their calculations. With Resolution
1447/2018 covering only one of several variables
used in these calculations, project developers are
still able to choose inadequate reference regions
and historical periods that maximize the volume of
carbon credits they can sell. Unsurprisingly,
research published in 2021 found that forest
carbon / REDD+ project developers had chosen
reference regions and historical periods that were
not the most plausible but maximized carbon
credit volumes®. For carbon projects that
calculated their baselines before 2019,

Resolution 1447 provides an exemption and allows
the use of what is referred to as "Maximum
Mitigation Potential (PMM)", a figure determined
by the Colombian Institute of Hydrology,
Meteorology and Environmental Studies (IDEAM).
The resolution also introduces an Emission
Reduction and Removal Accounting System which
is connected to the RENARE platform and keeps
track of emissions avoided or reduced in the
different GHG mitigation programs and projects
on a national scale.

Design exclusively for this report
Sandra Rengifo, Censat Agua Viva
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Resolution 256/2018 amends already existing
environmental licensing processes in Colombia
as well as the procedures to change the status
of forest reserve areas and the issuance of
logging permits. The environmental
compensation manual connected with these
licensing processes is amended so that once the
legal environmental compensation requirements
are fulfilled, the entity applying for an
environmental license can also generate carbon
credits from the forest for which an
environmental license is requested®. This
procedural change is enshrined in Article 19 of
Law 2169 in 202152,

The Colombian government updates the
Nationally Determined Contribution under the
UN Paris Agreement. It introduces provisions to
use Article 6.2 carbon credits (ITMOs) to achieve
the country's target of halting deforestation by
2030. Crucially, this update changes the
government's target to halt forest loss by 2030
from zero-gross (halting the loss of forest cover)
to net-zero deforestation by 2030. By
introducing this change, the target would still be
achieved even if deforestation continues post
2030, as long as any forest destruction is
balanced out by an increase in forest cover or
tree plantations®. The Colombian government
has set the goal of expanding tree plantations
by 300,000 hectares by 2030%,

Article 17 of Law 2169/2021 clarifies that
projects interested in selling carbon credits
through the Paris Agreement'’s Article 6 must be
registered on the RENARE platform®®. Article 21
of the same law introduces the possibility for the
environment ministry MADS to request
additional information from those operating
carbon projects, visit project sites if irregularities
are found, request investigation by the
competent authorities®. Referring to this
Article, the ministry created a working group on
social and environmental safeguards with a
mandate for the group to 'seek to create,
strengthen and streamline the institutional
arrangements required in this area'®” The
working group, which is part of the Directorate
of Climate Change and Risk Management at the
MADS, has been looking into seven carbon
projects with alleged Vviolations of the

fundamental rights of communities whose
territories overlap with the carbon project area.

Carbon tax law 1819/2016 is amended by Law
2277/2022 to cover emissions from burning
thermal coal®®. Starting in 2025, emissions from
burning thermal coal are covered by the carbon
tax, though with exceptions. No carbon tax is
applied for coal exports and coal used in coking
plants. There continues to be no carbon tax levied
on fossil fuel exports, on the production of fossil
fuels on national territory for domestic use, on
industrial fossil gas use and on fossil fuel use in
aviation and maritime navigation. Law 2277 also
limits the use of carbon credits to 50 percent of an
operator’'s taxable carbon emissions, down from
the option introduced by Decree 926/2017 to avoid
the carbon tax payment altogether and buy carbon
credits to cover 100 percent of the taxable
emissions.

Also in 2022, the government of Colombia and the
Ministry of Trade and Industry of the Republic of
Singapore sign a Memorandum of Understanding
to 'exchange of experiences and information on
carbon credits and negotiate "a legally binding
Implementation Agreement that establishes a
bilateral framework for the authorization and
transfer of internationally transferred mitigation
outcomes ('ITMOs")." In other words, the
government of Colombia will — presumably for a
fee - transfer the right to count emission
reductions from activities taking place in Colombia
to the government of Singapore®’.

Following a legal case by Indigenous Peoples
against a carbon project operating on their
territory without their consent®°, the
Constitutional Court, through judgement 248,
suspends the project for six months and orders the
environment ministry MADS to create 1) a protocol
to ensure project developers operating REDD+
projects in Indigenous Peoples' territories respect
peoples’ constitutionally protected rights; 2) a
strategy to monitoring and control carbon projects
in collective territories; 3) a process to inform
indigenous communities involved about the
complexities of carbon projects; and 4) establish a
monitoring committee for compliance with this
ruling®'.
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How vested interests have shaped Colombia’s carbon market

legislation

Vested interests promoting carbon offsetting
have shaped key aspects of carbon pricing in
Colombia, such as the legal processes listed
above. This includes a range of foreign carbon
market proponents such as like USAID, the
World Bank and UNDP, the key agency involved
in the UN-REDD programme; US-based
conservation NGOs and investors in carbon
projects®.

The Colombia country page on the UN-REDD
website, for example, makes reference to the
UN-REDD  programme  having provided
‘technical input and support to increase the
commitment to reduce emissions from
deforestation in Colombia's updated NDC and
expanding ‘safeguards information’ in the
national greenhouse gas registry platform,
RENARE®. The UN-REDD programme, along
with WWF and the US-based Natural Heritage
Foundation, was also involved in the preparation
of the National Safeguards System (SNS) which
integrates ‘safeguards’ that in theory must be
complied with in REDD+ programmes and
projects®.

As part of the "Colombia Partnership for Market
Readiness (PMR) technical assistance project”,
the World Bank coordinated a number of
consultancies and reports carried out by
international organisations such as
Environmental Defense Fund, World Resources
Institute and Climate Focus on the design of
carbon pricing legislation in Colombia®®. In 2020,
the World Bank carried out a consultancy for the
environment ministry MADS, the National
Planning Department (DNP) and the Ministry of
Finance and Public Credit (MHCP, by its Spanish
acronym). As part of the consultancy, the Bank
provided policy recommendations regarding
changes to the carbon tax law and its offsetting
provision. The World Bank recommendations
include changing legislation so carbon credits
sold to companies to cover taxable emissions
could also be counted towards the governments
NDC commitment to halt deforestation by
2030. It also recommended an expansion of the
list of carbon projects eligible to sell carbon
credits to companies with emissions covered by

the carbon tax law, and/or inclusion of additional
emission sources such as emissions from natural
gas and LPG consumption. Carbon tax revenues,
the World Bank proposed, should be used to
support carbon projects and the development of
national carbon standards®. Several of the
suggestions were taken into account in the 18 July
2022 draft decree prepared by the MHCP, which
sought to modify Article 221 of Law 1819/2016
which introduced the carbon tax.

Through the Partnership for Market Readiness, the
World Bank has also been actively involved in the
preparation of the draft decree introducing the
PNCTE which was adopted as part of Law
1931/2020. The draft decree proposed the methods
for assigning emission allowances (by auction or
free of charge) and included a provision allowing
the use of carbon credits from the voluntary
carbon market for up to 10 percent of emissions
regulated under the PNCTE, along lines proposed
by reports prepared in the context of the
Partnership for Market Readiness®’.

More recently, the environment ministry MADS,
together with the DNP, the MHCP and the
Financial Superintendency of Colombia (SFC by its
Spanish acronym), and the World Bank have
started work to define the legal nature of carbon
credits and tradable emission quotas®®. These
definitions are expected to have far-reaching
implications for the trade in carbon credits and
resolution of disputes (see BOX - Page 25).

For over a decade, US-based conservationist
organisations Conservation International and The
Nature Conservancy as well as USAID have
promoted forest carbon projects in different parts
of Colombia. Together with extractive industries,
they led calls for the government of Colombia to
pass Decree 926/2017 which added the carbon
offset provision to the carbon tax law®. As
operators of REDD+ projects eligible to sell carbon
credits that companies could use instead of paying
the carbon tax, the conservation industry stood to
benefit financially from the offsetting provisions
introduced by Decree 9267°.
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Once Decree 926/2017 had introduced carbon
offsetting into the carbon tax law, conservation
NGOs and other proponents of carbon projects
such as the Colombian Association of Carbon

Market Actors (Asocarbono) and Ecoversa
lobbied to protect and expand these offsetting
provisions. After the government limited the use
of carbon offsets to 50 percent of a company's
taxable carbon emissions with carbon tax Law
2277/2022, Conservation International Colombia
and Asocarbono were among the groups which
published a report claiming that deforestation
could be reduced more if carbon credits could be
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used to cover 70 or even 80 percent of a
company's taxable emissions.

In the same report, the groups call for carbon
credits from industrial tree plantations to count
towards the country's '‘net'-zero’ deforestation
goal. Their spurious claim: ‘only’ 1.2 hectares of
monoculture tree plantations would be required
to offset the loss of carbon from each hectare
deforested whereas limiting activities counted
towards the 'net-zero’ deforestation by 2030
target to forest restoration initiatives would
require 13 hectares for each hectare of natural
forest that is destroyed”'.



The government of Indonesia has committed to
reducing greenhouse gas emissions by 31.89
percent by 2030. It pledged to increase the
target to 43.2 percent if it receives funding
support and it aims at a net-zero emissions
economy by 205072, Emissions from forestry and
agriculture make up nearly half of Indonesia's
total emissions. The government is hoping that
reducing deforestation will contribute some 17
percent of the reductions towards its national
greenhouse gas targets.

Among the measures the Indonesian
government is introducing to drive down
greenhouse gas emissions, carbon pricing

instruments play a prominent role. Presidential
Regulation (PR98/2021) on Carbon Economic
Value (the "CEV Regulation") was published in
2021 and provides the legal basis for
establishing these carbon pricing instruments.
This umbrella regulation mentions carbon taxes/
levies, emissions trading, carbon offsetting and
‘results-based’' payments for reducing emissions
as possible instruments.

Ministerial regulations have provided more
details. Several of these regulations stand to
impact forest-dependent communities, even
without mentioning them.

They include (1) Regulation 2/2021 on the Job
Creation Law adopted in 2020 (11/2020) which
creates a multi-forestry use business permit
allowing land concession holders to combine
different activities such as logging and operating a
carbon project in one concession; (2) Ministry of
Environment and Forestry Regulations 21/2022 on
implementing procedures for the carbon pricing
instruments  introduced in the umbrella
presidential regulation 98/2021 and (3),
particularly MOEF 7/2023 on ‘'Procedures for
Carbon Trading in the Forestry Sector’. According
to Regulation 7/2023, an entity wishing to operate
a carbon project must have a forest business
license (perizinan berusaha pemanfaatan hutan
(PBPH)) or be engaged in social forestry or
community forestry — with the latter two required
to "partner with a party that has expertise or
experience in carbon measurement, project
planning and implementation, and accessing
carbon markets”.” An annex to 7/2023 provides a
formula to calculate the maximum quota of
carbon credits a company operating a carbon
project can sell into international carbon offset
markets. The remainder of the calculated emission
reductions the government may count towards the
national emission reduction target; for this portion,
the operator might be eligible for a ‘results-based
payment’.
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In early 2023, the Indonesian government also
introduced a carbon trading system for the
power sector. In a first phase, the system
requires 99 coal-fired power stations with a
capacity of more than 25 MW to reduce
emissions per unit of power produced. The
government has announced that it will combine
this carbon trading system with a carbon tax in
2025. Companies that fail to meet the carbon
intensity targets will be subject to a carbon tax
at a rate in line with the carbon quota price of
the power sector emission trading scheme.

Ministry of Environment and  Forestry
Regulation 07/2023, mentions the possibility of
introducing a similar carbon trading system for
the forestry sector’s, This could see logging and
plantation companies combine extractive and
conservation activities in different blocks of

their concessions and sell carbon credits for
emissions reduced beyond government-set
reduction targets that would be counted towards
the national emission reduction target’.

In 2024, the government also inaugurated a
National Carbon Exchange (IDX Carbon) which is
authorized to auction "“correspondingly adjusted
carbon credits”, i.e., the government of Indonesia
guarantees to not count the emission reductions
auctioned towards its own national emission
reduction target. The credits auctioned are
referred to as "Indonesia Authorised Carbon
Credits (IACC)7", Auctions have so far not included
carbon credits from tree planting or REDD+
projects, among others because the government
has not yet determined the proportion of carbon
credits it will allow to be sold internationally as
“correspondingly adjusted” forest carbon credits.

Across Indonesia, 23.5 million hectares of forest have been destroyed between 2000 and 2017 -
that's more than the entire land area of Laos or Ghana. This deforestation has released large
quantities of CO2 into the atmosphere, with mining, logging and plantation industries among the
largest CO2 emitters in the country. The mining of 707,000 hectares of forested land between
2013-2017 has caused 49 percent of this deforestation; converting 586,000 hectares of forests into
oil palm plantations, logging out 400,0000 hectares of natural forests (IUPHHK-HA concessions),
converting 328,000 hectares of forests into timber plantations (IJUPHHK-HT) also contributed to
this deforestation, with the remaining 787,000 hectares of forests destroyed by activities in

overlapping licences legalizing deforestation”.

Carbon trading regulation focus on corporate concession
system puts squeeze on life spaces for communities

The operations of existing concession holders
are a key driver of deforestation. Yet, the
government has seen the carbon and climate
discourse as an opportunity to introduce
additional revenue opportunities for corporate
concession holders. From 2002 until around
2014, Ministry of Environment and Forestry
regulations on carbon trading highlighted two
points: (1) a concession and business permit are
required to operate a carbon offset project and
(2) carbon storage and carbon sequestration
through tree planting are recognized as
legitimate uses in logging and plantation

concessions. Companies already in possession of
such  concessions  could apply for an
"Environmental Services Business License” that
specified carbon storage or sequestration as use
activity and set up carbon projects on all or part of
the concession (since 2022, logging concessions in
Indonesia are multi-activity, allowing a company to
use one part of the concession e.g. for logging and
operate a carbon project in another part of the
concession).”® To operate carbon projects and sell
carbon credits, the companies also require an
‘environmental services' business permit.

19



What these early regulations made clear: no
carbon project without a business permit. A law
firm published an analysis on Ministerial
Regulation 7/2023. It notes that to operate a
carbon  offset project, ‘customary law
communities, social forestry management
approval holders, and communities holding
forest ownership land rights (hutan hak) will
require "assistance from the MOEF or be
required to partner with a party that has
expertise or experience in carbon measurement,
project planning and implementation, and
accessing carbon markets””.  Thus, carbon
market regulations in Indonesia effectively
prevent Indigenous Peoples and peasant
communities from independently operating
REDD projects. Worse, communities have seen
their traditional farming practises and access to

forests restricted by private sector and
conservation groups operating REDD projects on
community lands and profiting from carbon credit
sales.

Ministerial Regulation 7/2023 revoked three of the
earlier regulations and introduces an outline for a
carbon pricing system for the forestry sector. The
regulation maintains the focus on concession
holders as operators of carbon projects but
introduces restrictions on selling carbon credits
into international carbon offset markets and
confirms the requirement for operators of carbon
projects to register their credits in the National
Registration System SRN PPI. However, no details
have been published as of March 2025.

Who gets to count the carbon in trees and forests?

The Indonesian government's approach towards
forest carbon projects operated by the private
sector changed with the adoption of the UN
Paris Agreement. Presidential Regulation PR

98/2021 provides the basis for government
measures that will determine the extent to which
carbon project operators can sell carbon credits
(internationally).

The Last Jungle in the Mentawai Islands
WALHI National

20



Ministry of Forests and Environment regulations
that have been issued since PR 98/2021 was
published, request existing forest carbon project
operators to register their projects in the
National Registration System SRN PPI and seek
government authorisation before selling carbon
credits. "If Indonesia misses its NDC target due
to double counting, it will cause both us and the
wider  world enormous difficulties,” a
spokesperson for the ministry said in April
20228, The legal framework outlined in
ministerial regulations 21/2022 and 7/2023 aims
to avoid these "enormous difficulties” from
arising. From 2021/2022, the government
effectively put a moratorium on the issuance of
any new credits to existing forest carbon offset
projects. This moratorium is expected to be
lifted in 2025 but was still in place by March

2025. The government hopes the moratorium will
avoid that forest carbon project operators sign
contracts committing them to future sales of
carbon credits - credits the government might
want to count towards its own national emission
reduction target®'.

Ministry of Environment and Forestry Regulation
21/2022 sets out the conditions under which
operators of forest carbon projects can sell carbon
credits internationally. They will among others be
required to maintain an 'offset buffer' of five to 10
and up to 20 percent in case the country's 2030
land use sector emission reduction target is not
met and the government will want to count the
emission reductions in the ‘offset buffer’' towards
its national emission reduction target.

One option in Indonesia’s carbon pricing proposals are so-called 'result-based payments' where the
government is being paid if deforestation rates can be shown to have been reduced below a level
negotiated with the entity providing the payment. Since 2008, the government of Indonesia has
received more than USD 250 million in result-based payments (see below). An additional USD 150
million have been committed through the World Bank Forest Carbon Partnership Facility and the

BioCarbon Fund.

The calculations underpinning the scale of allegedly avoided forest carbon emissions have been
widely questioned: emissions released into the atmosphere as a result of deforestation may not
have been reduced by as much as the calculations suggest. One study concludes that while
deforestation had fallen significantly since 2015-2016, “the exact extent of the reduction in
deforestation depends on the data set used, and the years or time periods compared, varying
between 40 percent and 90 percent®." Assumptions that underpin these calculations thus have a
direct impact on the amount of payment received by the Indonesian government®3,

Ministerial regulation 7/23 indicates that in addition to provincial governments, private sector
companies and corporate concession holders might in future receive a share of result-based
payments. For example, if the government wants to count carbon stored in a concession towards
its national emission reduction target, the concession holder might be eligible to receive result-
based payments for a portion of the forest carbon counted towards the national emission reduction
targets. Depending on how further regulations being prepared address this issue, companies that
have been granted concessions might be able to receive result-based payments even if they had no
intention to actually cut the trees inside the concession.

Indonesia-Norway Partnership: USD 56 million for reporting forest carbon emissions below the level
agreed as part of the partnership in 2016/2017; USD 100 million for emission reductions as a result
of reduced deforestation rates in 2017/2018 and 2018/2019%.
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Green Climate Fund (GCF): USD 103.8 million for reporting that 20.25 million tonnes CO2 were
allegedly avoided as a result of reduced rates of deforestation between 2014-2016°°.

World Bank Forest Carbon Partnership Facility East Kalimantan Pilot Programme: USD 110 million
for having prevented the release of 22 million tonnes CO2 emissions as a result of having lowered
the rate of deforestation in 2019-2020%¢. In November 2022, the Indonesian government received
the first advance payment of USD 20.9 million from the World Bank. According to a letter from the
Provincial government about the distribution of the money, "intermediary institutions" (lembaga
perantara) stand to receive as much as USD 1.4 million in so-called Performance payments and
Reward payments — about 7 percent of the total initial payment of USD 20.9 million®’.

World Bank BioCarbon Fund ISFL Jambi Province Pilot Programme: The government of Indonesia
also expects to receive a total of USD 70 million through the BioCarbon Fund ISFL Jambi Province
Pilot Programme if emissions from deforestation in Jambi can be shown to have been reduced by at
least 14 million tonnes by 2026. In 2024, the government of Jambi received USD 13.5 million for
implementation of activities that are expected to contribute to reducing emissions from
deforestation®®,

Kalimantan Forest Carbon Partnership (KFCP): the KFCP was announced in late 2007 and officially
launched in 2010 through an Indonesia-Australia Forest Carbon Partnership agreement. It was part
of an ambitious programme to demonstrate the potential of forest carbon offsetting. The KFCP
pilot project began with big promises to demonstrate activities, programmes and policies that could
reduce emissions from deforestation and land/forest degradation in Indonesia and provide
sustainable livelihood incentives for local communities; it also attracted much criticism and
opposition. When the government of Australia closed the KFCP in 2013, most of the project's
targets remained unmet. The USD 47 million project aimed to protect 70,000 hectares of peat
forest, re-flood 200,000 hectares of peat land, and plant 100 million trees. A 2012 report on the
project found that only 50,000 trees had been planted and none of the peat had been re-flooded®”.

Chronology of key carbon market regulations with relevance

for forests in Indonesia

Government Regulation 34/2002 on Forest
Management, Preparation of Forest
Management Plans, Forest Utilisation, and Use
of Forest Areas states that carbon storage is

considered a legitimate wuse in forest
conservation, plantation and logging
concessions. The Environmental Services

Utilisation Business Permit (IUPJL), issued by
the Ministry of Forestry includes carbon storage

and carbon uptake through tree planting as
legitimate uses (Articles 20/3d and 27/2d)?°.

Minister of Forestry Regulation P.14/Menhut-Il/

2004 states that to register tree planting projects
in the Kyoto Protocol's CDM, corporate concession
holders must have either an Environmental
Services Utilisation Business Permit (IUPJL) or a
License for utilisation of Timber from Tree
Plantations (IUPHHK-HT) (Articles 3-8 and 11).

Ministry of Forestry Regulations 6/2007 and
3/2008 amend Regulation 34/2002 and confirm
that carbon storage and sequestration through
tree planting are legitimate environmental services
in Protection Forests and Production Forests
(Articles 25/1f in 6/2007 and Article 33/1f in
3/2008).”
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Ministry of Forestry Regulation P.30/MENHUT-
[1/2009 is the first one to specifically mention
carbon trading in connection with REDD. The
regulation is titled Procedures for Reducing
Emissions from Deforestation and Forest
Degradation (REDD)?2.

Regulation P.36/Menhut-11/2009 clarifies earlier
regulations by listing the different types of
forest and plantation concessions which can be
used to operate carbon projects (with the
necessary additional permits)?. The regulation
also clarifies that in the absence of a domestic
carbon market, carbon credits can be sold on
international voluntary carbon markets.

Minister of Forestry Regulation P.20/2012 on
Forest Carbon Implementation regulates the
trade of forest carbon generated from carbon
storage, carbon sequestration and forest
carbon emission reduction activities (Article
3/2). The regulation spells out that concession
holders need a forest carbon implementation
permit in conjunction with their forest or forest
product utilisation permit (Article 7) to operate
carbon projects inside their concessions.
Revoked and replaced by 7/23.

Ministry of Forestry Regulation P.50/MENHUT-
[1/2014 regulates the Indonesian Forest Carbon
Emission Reduction Certificate (SPEKHI) and
the Indonesian Carbon Certificate Market
(Articles 1 and 10).?* This Regulation describes
procedures for the certification and sale of
Indonesian Forest Carbon Emission Reduction
Certificates (Article 2 and Article 3). Revoked
and replaced by 7/23.

Ministry of Environment and Forestry
Regulation P.70/MENLHK/SETJEN/
KUM.1/12/2017 adopts decisions on REDD taken
at UN climate conferences COP 14 and COP 15.
It specifically mentions carbon trading as
possible funding mechanism (Article 20/3) and
describes procedures for accessing 'Result-
Based Payments' for reducing emissions from

deforestation (RBP). %

Ministry of Environment and Forestry Regulation
P.71/MENLHK/SETJEN/KUM.1/12/2017 defines the
functioning of the National Registration System
(SRN) which was introduced in November 2016.
The SRN is meant to avoid double counting of
emission reductions and keep track of private
sector carbon projects and their carbon credit
sales®.

The World Bank's Partnership for Market
Readiness publishes a report outlining four
market-based mechanisms for Indonesia: an
emissions trading scheme for the power and
industrial sectors, an energy efficiency certificate
scheme for industry, an emissions trade-and-tax
system and a carbon offset mechanism. Several
elements of the World Bank study are reflected in
subsequent government regulations on carbon
pricing®’.

Presidential Regulation PR 98/2021 on the
Implementation of Carbon Economic Value (NEK)
to achieve national emission reduction targets
establishes the legal framework for domestic
carbon pricing regulations the government will
adopt to meet its commitments’. PR 98/2021 also
requires that companies already operating carbon
projects and selling carbon credits record and
report their carbon credit volumes in the national
registry SRN PPI within one year from the release
of PR 98/2021, i.e. by October 2022. If they fail to
report their credit volumes and comply with SRN
PPl reporting rules, they would not be able to sell
their remaining carbon credits.

Ministry of Environment and Forestry
regulation 21/2022 (Permen LHK No.21/2022)
Psets out details of PR 98/2021. The regulation
covers the different carbon pricing systems already
mentioned in the Presidential Regulation:
emissions trading systems (ETS), results-based
payments (RBPs) and carbon offsetting as well as
a carbon tax/levy. It also lists the sectors that
might become subject to carbon pricing (Article 3)
and notes that like regional governments,
companies operating forest carbon offset projects
might receive ‘results-based payments' for a
portion of the emission reductions the government
intends to count towards the national target.
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The regulation contains a section on public
participation (section VII, Articles 56 and 57)
which outlines in general terms how information
about implementation of carbon pricing
instruments will be shared by the government,
that the public can make suggestions for
improvement, access a grievance procedure and
‘obtain information related to benefit sharing in
the implementation of NEK' — though the latter is
only 'in accordance with the relevant laws and
regulations’, hence may not be information that is
available to the public. The regulation does not
seem to include any reference to ensuring
effective participation of Indigenous Peoples or
forest-dependent communities where
implementation of the NEK affects their lands. It
does also not mention procedures to ensure free,
prior, informed, consent (FPIC) is obtained from
or can be withheld by Indigenous Peoples and
communities whose lands might be affected by

carbon projects or other carbon pricing
instruments.n international voluntary carbon
markets.
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Minister of Forestry Regulation P.20/2012
Ministry of Environment and Forestry Regulation
7/2023 on Forestry Sector Carbon Trading
Procedures is the first regulation to specify how
the government envisions the forestry sector to
contribute to Indonesia achieving its national
emission reduction targets (NDC™9). |t updates
existing and introduces new rules on carbon
offsetting and mentions a possible emission
trading scheme in the forestry sector. The
regulation revokes three earlier ministerial
regulations on carbon trading in the forestry
sector  (P.68/MENHUT-11/2008 on REDD
Demonstration Activities; P.20/MENHUT-I1/2012
and P.50/MENHUT-II/2014 on trade in Indonesian
Certified Emission Reductions). In essence, the
regulation specifies details on the
implementation of Presidential Regulation

98/2021 and the related ministerial Regulation
21/2022 (on Procedures for the Implementation
of Carbon Economic Value) for the forestry
sector.

Drought in Gunung Kidul, Yogyakarta
WALHI National



The regulation also mentions that carbon
projects can be implemented by Indigenous
Peoples on customary forest (Hutan Adat), but
requires that communities 'be accompanied by
external experts. The regulation does not
contain references to FPIC or procedures to
guarantee forest peoples’' rights where other
parties implement carbon projects on
customary lands. The regulation also sets out
different procedures for peat and mangrove
management.

Law 32/2024 amends the 1990 conservation law
5/1990 (KSDAHE Law). Stated objectives of the
amended law include expanding conservation
networks beyond formally protected areas and
introducing new funding mechanisms for
protected areas™'. Article 1/16 of the amended
KSDAHE Law introduces a new area
classification, the “preservation area” - areas
outside formally protected areas but with 'high
biodiversity value' or 'strategic importance’
Preservation Areas will be declared e.g. to
establish ‘forest 'corridors’ between protected
areas. Preservation areas can also include land

inside Production Forest (HP), Protected Forests
(HL), and Other Use Areas (APL). Article 26/2 of
the amended KSDAHE Law defines carbon storage
and sequestration as activities compatible with
the "KSDAHE law". This might enable companies
to turn these areas into carbon projects.

While the amendment might open new business
opportunities for companies with ‘preservation
areas' inside their concessions, the law puts
communities at risk of evictions if they are 'not
willing to carry out KSDAHE activities as
stipulated in Article 9 of the KSDAHE Law’. Like the
original KSDAHE Law of 1990, the amended law
does not mention FPIC when Indigenous Peoples’
lands are declared protected areas by the state or
when conservation activities by third parties are
approved by the state. Indigenous Peoples and
forest-dependent communities thus face the risk
of eviction in the name of conservation while
private sector companies profit from carbon
projects and geothermal exploration and
extraction (also recognized as a legitimate use in
protected areas) operated in the newly created
'‘preservation areas’'®?

Governments rushing into carbon sales contracts and commmunities tempted to enter into carbon
projects on their lands may face significant risk of becoming liable to pay damages when disputes
over changes in legislation materially affecting contract formulations that lead to financial carbon
market participants filing claims before arbitration commmittees or courts.

An example from the so-called voluntary carbon market shows this is not just a theoretical risk:
Canada-based company Carbon Streaming negotiates advance-purchase agreements with carbon
offset project owners and then sells the carbon credits at a profit. Three projects from which the
company had been expecting to receive carbon credits have, for various reasons, been unable to
generate the promised offsets. In two of the cases, Carbon Streaming has already announced that
it will "strictly enforce its legal and contractual rights™".

One of these legal disputes involves the Rimba Raya REDD project in Indonesia™“. In October 2024,
Carbon Streaming announced that it had launched arbitration proceedings and a court action in
Canada against the two companies involved in the REDD project, one of them based in Indonesiq,
the other in Hong Kong'®. Carbon Streaming wrote off the value of the carbon credits it was
expecting to receive from the Rimba Raya REDD project when the Indonesian project operator had
its 'Forest Utilization Business Licence’ (PBPH) cancelled by the Ministry of Environment and

Forestry.
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What seemed to be at issue is, among others, whether the project operator registered in Indonesia
had correctly calculated non-tax fees due on carbon credit revenues and whether it had
authorization from the government to agree to an advance-purchase agreement which the
Hongkong-based business partner signed with Carbon Streaming, for nearly 100 percent uptake of
future carbon credits. A court in Indonesia reinstated the project's licenses, a decision which the

government is appealing'”.

In addition to the government risking to not be able to count the carbon credits from the REDD
project towards its own target, it felt cheated out of revenue by the deal. The pre-purchase
agreement with Carbon Streaming changed how many carbon credits the Indonesia-based
company reported as revenue in its accounts in Indonesia. Reports mention that the project
operator paid a 10 percent fee while the table below suggests a 20 percent fee applies, though these

may be negotiable.

Permit Government Community Developer
IUPHHK-HA 20% 20% 60%
IUPHHK-HT 20% 20% 60%
IUPHHK-RE 20% 20% 60%
Protected Forest 50% 20% 30%
Community Forest 20% 50% 30%

This example shows that Paris Agreement carbon credit sales deals may carry financial and legal
risks for countries in the global South that are rarely ever mentioned by carbon offset proponents.
Many of these risks will only become apparent after contracts have been signed or plans to reduce
emissions from deforestation don't work as planned. The government of Bolivia for example
promises to halt deforestation in a carbon contract with US-based company Laconic. Should the
country not be able to halt deforestation, it will have to pay a penalty’’. In the case of the Tropical
Forests Forever Facility, these penalties may amount to USD 400 per ha of deforestation fines, a
penalty an order of magnitude higher than the payments the fund is expecting to pay per hectare
of forest protected™.
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The government of Liberia has pledged to
reduce greenhouse gas emissions by 64 percent
below projected business-as-usual emissions by
2030™M°, It commits to unconditionally reduce
emissions by 10 percent; the remaining 54
percent reduction is conditional on international
support. To achieve the targets, the government
of Liberia plans to reduce (1) deforestation by 50
percent and (2) emissions from forest
conversion by 40 percent below projected
‘business-as-usual' emissions and (3) restore 25
percent of degraded forests — all of this by 2030.
In addition, an increase in tree cover in urban
areas is projected to remove 600 Gg CO2e from
the atmosphere.

Several policy documents related to forests and
climate change in Liberia have been released
over the past 15 years. Liberia's Forestry
Development Authority (FDA), for example,
presents carbon as a fourth pillar of what it
describes as "4Cs approach to sustainable
forest management in Liberia" with the 4 "C"s
standing for conservation, formal and informal
commercial logging, community  forest
management and carbon/climate change™. As
early as 2010, the office of the President set up
a 16-member National Climate Change Steering
Committee (NCCSC) to oversee and coordinate
implementation of climate change policies and
related activities. The NCCSC is now hosted by
the Liberia Environmental Protection Agency
(EPA). As regulatory agency, the EPA
coordinates carbon policy discussions and the
regulatory set-up while the FDA is mandated to
operationalize forest-related carbon market
initiatives that are expected to be part of the
national framework wunder preparation. A
National REDD+ Technical Working Group has
been in place since 2009. Civil society
organisations have a seat on both the NCCSC
and the REDD+ Working Group while
community organisations have no
representation at either. In late 2024, the
government announced the preparation of a
national carbon and climate policy and a climate
law™2,

No overarching policy or law on carbon markets
has been adopted yet. The government of

Liberia, however, has already entered into two
agreements that open the door to the sale of
credits for carbon stored in forests in Liberia. Both
agreements were signed without prior
consultation of communities holding customary
rights to lands - communities whose ways of life
stand to be materially affected if these
agreements were to be operationalized.

In 2023, the government signed a Memorandum of
Understanding with Dubai-based Blue Carbon LLC.
for exclusive rights to generate and sell carbon
credits for carbon stored in approximately 1,09
million hectares of forests in Liberia — roughly 10
percent of the country's surface™. The agreement
is widely seen as breaching both, the 2009
Community Rights Law with Respect to Forest
Lands and the 2018 Land Rights Law™. Both laws
grant communities the right to free, prior and
informed consent for any activity that may impact
their customary lands™.

In early 2024, the NCCSC and the National REDD+
Technical Working Group urged the government to
put in place a moratorium (via Executive Order) on
carbon market-related activities. They cautioned
to ensure that a national policy and law ought to
be in place before carbon contracts were signed,;
these may otherwise be incompatible with future
legislation or not in line with government priorities.

In October 2024, the EPA announced the signing of
a letter of engagement with the Coadlition for

Rainforest Nations (CfRN), of which the
government of Liberia is a member™. The
agreement with the CfRN would see the

government offering "UN-approved REDD credits
that will not qualify as ITMOs [carbon credits under
Article 6.2 of the UN Paris Agreement]” through
trading platforms operated by CfRN. A news
article reporting on a NCCSC meeting in July 2024
to discuss carbon market regulation in Liberia
notes the CfRN's Kevin Conrad online participation
in the meeting. "Conrad offered free capacity
training for 20 Liberians to manage the forest
sector and access forest data, provided Liberia
sells its carbon to his organization”, the article
states™.
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The carbon credits marketed via CfRN are
particularly controversial and have proven hard
to sell™. They are issued on the basis of a
process that was not set up to produce carbon
credits for trading and is widely considered to be
inadequate for this purpose™. Labelled
“sovereign REDD results" by CfRN, they are
based on the UN climate negotiation's Warsaw
Framework of 2013 which was reaffirmed under
Article 5 of the Paris Agreement in 2015. The UN
climate conference in Glasgow, Scotland in 2021
decided to not allow counting of these
purported emissions avoided before 2021
towards Paris Agreement climate targets
(NDCs). The CfRN markets such pre-2021
emission reductions as carbon credits into the
voluntary carbon market, with little success. The
Government of Gabon, for example, failed to sell
any of its "sovereign REDD results”, offered
through CfRN platforms, because they are
widely seen as the result of accounting trickery

rather than representing actual emission
reductions™.
A statement by the Liberia Environmental

Protection Agency on the letter of engagement
with CfRN also mentions assistance from CfRN "in
developing its Biennial Transparency Report (BTR)
and the necessary technical annex required by the
United Nations Framework Convention on Climate
Change (UNFCCQC), positioning Liberia to identify
its carbon potential and establish a solid National
Forest Reference Emission Level (FREL)."?
Particularly the latter is a curious point considering
that the government of Liberia already submitted
a National Forest Reference Emission Level to the
UN climate secretariat in 2019, funded by the
World Bank Forest Carbon Partnership Facility
(FCPF) and prepared with input from US-based
group Winrock International™? and the UN Food
and Agriculture Organisation (FAO)™3.

Chronology of REDD and carbon trading-related policies and

laws in Liberia

At the UN Climate Summit in New York, the
governments of Liberia and Norway sign a
Letter of Intent and USD 150 million grant
commitment from Norway to work together to
reduce deforestation and advance REDD
activities in Liberia. The funds would be
managed by the World Bank. In a statement, the
World Bank writes that under the agreement,
Liberia commits to 'improve the framework for
forest governance, strengthen law enforcement
and take measures to reduce greenhouse gas
emissions from deforestation and forest
degradation™*. A statement by the government
of Norway from 2014 notes that "in the initial
years funds from Norway — up to USD 70 million
— will be devoted to the implementation of policy
measures and institution building necessary to
reach the phase which entails payments for
reduced carbon emissions. In the period towards
2020, an additional USD 80 million could be paid
for verified reduced emissions™." At the time the
agreement was signed, it was anticipated that
by 2018 “results-based payments” for 'verified
emission reductions’ would have commenced. To
date, no such payments “for results” have been
made under the agreement. Public information
on how much of the promised funds has actually
paid out, even if not in the form of payments for
results|, and how much of the pay-out was
ultimately consumed by external consultancy
fees, does not appear to be available.

Forestry Development Authority presents a
national strategy for reducing emissions from
deforestation and forest degradation (REDD+) in
Liberia™. The foreword to the strategy notes that
a "very large area of Liberia's dense forest” is
locked up in mining, forestry and oil palm
concessions the government awarded to
transnational corporations such as Arcelor Mittal,
Golden Veroleum and Sime Darby. The
acknowledgements section states that the
"national REDD+ Strategy and Roadmap was
researched and drafted” by consultancies LTS
International (UK) and NIRAS (Sweden /
Denmark) and others.

Existing forestry, land rights regulation and
concession agreements are amended.

1. Agriculture concessions such as those held by oil
palm companies Sime Darby and Golden Veroleum
since as early as 2009 saw the inclusion of clauses
granting the rights to carbon inside the concessions
to the concession holder™.

2. Forest sector laws have been amended to
include references to carbon and carbon rights.

3. Tax law section 604 (b) makes provision to tax
revenue from carbon credit trades though
payments of “surface rent” and “royalty for carbon
credits” at 10 per cent of the credit value™.
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Land Rights Act signed into law. Article 32 of the
Land Rights Act grants community ownership of
customary lands: “"Customary land is acquired
and owned by a community in accordance with
its customary practices and norms based on a
long period of occupancy and or use™." An FPIC
policy and FPIC guideline published following the
passing of the Act in 2018 reinforce villagers'
right to give or withhold consent to corporate
activities on their customary lands. Many
communities have since started the process of
having their customary lands demarcated,
surveyed and approved.

Liberia submits a National Forest Reference
Emission Level (FREL) to the UN climate
process™°. In 2019, a National Forest Monitoring

Land clearing in Liberia for industrial palm oil plantations, 2018
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System and a Safeguards Information System
(SIS) were set up.

The government of Liberia announces the
development of a national policy on carbon
markets that would set out the legal and
governance frameworks for Article 6 carbon
trading under the UN Paris Agreement as well as a
national climate law that will outline how the
government intends to regulate its involvement in
carbon markets.

In December 2024, the Liberian Environmental
Protection Agency (EPA) issues Terms of Reference
for an individual contractor to prepare a
“stakeholder-informed  final carbon policy
document” that would enable the government of
Liberia to pursue participation in carbon markets
under Articles 6.2 and 6.4 of the UN Paris
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Agreement. The Terms of Reference do not
specify whether there is a connection between
this call for an 'individual contractor’ and the
preparation of documents listed in the letter of
engagement with CfRN. The objectives listed in
the terms of reference of the EPA call include a
review of existing laws and policies on climate
change and resource ownership; classification of
carbon resources by ownership status; design of
a benefit-sharing procedure. The terms of
reference moreover request that the contractor
‘guide Liberia on the project development cycle,
carbon project and Article 6 issuances and

transfers, any applicable fees, and redress for
grievances®™.

In parallel, USAID and the UK-based conservation
NGO Flora & Fauna issue Terms of Reference for a
consultancy to provide "technical support to the
department of carbon harvesting and trading at
the FDA™2. In 2023, a report evaluating the legal
compliance of Liberia's forest concession process
found that the FDA had been illegally issuing
logging licenses, that its record-keeping was
"grossly inadequate” and that communities
affected by logging had only received at most 15
percent of the compensation they were owed™:.

Role of external agencies and consultants in drawing up
Liberia carbon and REDD policies

The involvement of external donor agencies in
the preparation of policy documents and
initiatives piloting REDD or forest carbon
trading in Liberia has been substantial. Most if
not all of these agencies have vested interests in
or are outspoken proponents of carbon trading.
The funding has generally been tied in one way
or another to consultancies and ‘technical
assistance’ from the funding agencies or entities
working closely with them. The following is
merely a partial list of externally funded
initiatives on REDD and carbon trading in
Liberia. The question that arises in light of the
extent of carbon trading proponents'
involvement in these initiatives: whose interests
take priority in the elaboration of the policy and
governance framework on carbon stored in
forests in Liberia?

UNDP has promoted forest carbon markets for
more than two decades and has been a key
proponent of REDD, including in Liberia. A
February 2024 UNDP press release states "We
stand ready to support Liberia's readiness for
the carbon market™4."” |n Liberia, UNDP has been
involved in numerous activities to advance
carbon markets. According to a statement on
the UNDP website, in April 2022, "the

Government of Liberia reached out to UNDP
requesting support for enabling the country to
engage in carbon markets. [...]. UNDP accepted to
support Liberia in developing a carbon readiness
roadmap that would help Liberia achieve the twin
objective of reducing emissions from forest loss,
sustainable management and protection of
forests thus contributing to climate action while at
the same time enabling access to carbon finance
to expand Liberia's fiscal space and accelerate
inclusive and sustainable development.” In 2024,
UNDP hosted a meeting titled "Making carbon
markets work for forest commmunities in Liberia”
which brought together “influential actors and
partners to shape an inclusive national framework
for high-integrity carbon markets®™>." A report from
the event notes that the "National Climate
Change Steering Committee has tasked the EPA
with leading a technical working group to develop
a comprehensive legal framework for carbon
markets, building on previous UNDP work and
research from partners like the World Bank™s"
UNDP also promotes carbon markets in
communities, through its “Let's Go Green™"
project, funded by the European Union. UNDP also
facilitated the preparation of a 'Forest Sector
Carbon Roadmap and Actions for Liberia' and a
‘Forest Sector Carbon Readiness Gap Assessment
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Report'. At a validation meeting with Liberian
stakeholders, however, the roadmap report was
rejected.

The Liberia Forest Sector Project (LFSP) is a
USD 37.5 million grant-financed project funded
as part of the 2014 Letter of Intent between the
governments of Norway and Liberia. The funds
are managed by a World Bank Trust Fund. As
part of the project, the World Bank and Norway
along with industrialized country donors and
agencies such as USAID, the European Union
and Sweden have been pushing carbon markets
in Liberia®®. In 2016, LFSP allocated USD 8
million to a "“Strengthened Regulatory and
Institutional Arrangements for Implementation
of REDD+™°." A World Bank progress report on
the LFSP notes that the NCCSC and the REDD+
Technical Working Group "are established and
functional, with support from the project™°”
taking credit for reactivating the NCCSC which
had been set up already in 2010 by the
government of Liberia.

The Canadian NGO NovaSphere is involved in
preparation of the Liberian climate change law,
with a grant of USD200,000 from the
government of Canada™. The Canadian
government has also funded a National
University Climate Change Laboratory on the
campus of the University of Liberia. According to
EPA statements, the Laboratory "will assist the
Government of Liberia in generating the needed
report that is required to open up the carbon
market in Liberia.""2

In recent years, USAID has funded a number or
activities on carbon trading in Liberia. In
December 2024, it issued a joint Terms of
Reference with Flora & Fauna for a consultancy
to 'provision technical support to the
Department of carbon harvesting and trading
at the Forestry Development Authority™?'

Conservationist NGOs Fauna & Flora and
Society for the Conservation of Nature not only

operate REDD carbon projects but also provide
funding and technical advice to Liberian
government agencies. FFl has committed at least
USD 50,000 to fund climate governance activities.
In 2023, it funded a "learning experience sharing”
initiative. As part of the initiative, government
technicians visited other countries where forest

carbon regulation or REDD projects were
operational.
In January 2025, the World Bank issued a

consultancy call for the development of "REDD+
roadmaps and ER program development in
selected West African countries”, focused on the
Upper Guinean forests, 43 percent of which is in
Liberia. In its Annual Report for 2024, the World
Bank writes that it is preparing a ‘'pipeline
operation on results-based climate finance for
Upper Guinean forests'™*

In addition to intergovernmental and industrialized
country agencies, the following carbon trading
companies have been prospecting for or are
operating carbon projects in Liberia:

UK-headquartered conservation NGO
Fauna&Flora™®

UAE-based Blue Carbon LLC™¢

US-registered BluCarbon Development Inc.
(formerly BluEarth Capital, Inc.)™

Italy-registered Carbonibus™®

Canada-based Karbon-X Project Inc.
(in partnership with Revive Terra Corps)™

UK-based Rebalance Earth™°
Switzerland-based Recov.earth™’

France-based Aera Group™?
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The federal government of Malaysia has
pledged to reduce the greenhouse gas emission
intensity of its GDP by 45 percent by 2030,
compared with the emission intensity in 2005.
Shortly before the UN climate conference in
Glasgow in 2021, it announced its aspiration to
achieve carbon-neutrality by 2050. According to
its 2021 submission to the UN climate process,
the government of Malaysia “does not intend to
use voluntary cooperation under Article 6 of the
Paris Agreement to achieve its national emission
reduction target (NDC).™3"

In relation to forests, the 2021 submission to the
UN lists land use, land use change and forestry
(and thus carbon storage in forests), as a sector
included in the NDC. Malaysia's fourth biennial
update report submitted to the UN climate
convention in December 2022™* reports on the
trend in carbon stored in forests as part of the
country's national greenhouse gas balance. The
2021 NDC submission mentions conservation
measures explicitly, stating that "expanding
protected areas, including fisheries zones within
the marine and coastal protection corridors will
be given priority” while the National Energy
Transition Roadmap notes that “Other sectors,
such as IPPU, agriculture, waste as well as land-
use, land-use change and forestry (LULUCF) will
play a critical role towards achieving net-zero
target™." In a joint publication published in
2023, the Third World Network (TWN) and
Sahabat Alaom Malaysia note that Malaysia's

national REDD-Plus Finance Framework (RFF)
may include forest carbon offsets as one of the
components™. The government has yet to define
how the different approaches to forest carbon -
the government's commitment to LULUCF
reporting as part of the NDC, the national REDD-
Plus Finance Framework (RFF) and the Malaysia
Forest Fund with its two forms of forest
certificates (see below), results-based finance
payments and (private sector) forest carbon
offset trading through the Bursa Carbon
Exchange(BCX) — will relate to each other.

In early 2025, the government of Malaysia signed a
Memorandum of Understanding with the
government of Singapore to sell carbon credits
through the UN Paris Agreement's Article 6.2
mechanism™’. A seller of carbon credits, however,
cannot use those same credits to achieve its own
net zero because the buyer of the credits is going
to use them to balance its own emissions. By
selling carbon credits, e.g. to Singapore, the
government of Malaysia would be foregoing to
count emission reductions achieved in Malaysia
towards the country's own carbon-neutrality
target because it sold the (purported) reduction as
Article 6 carbon credit to the government of
Singapore. Whether the government of Malaysia
may in future not only consider selling but also
buying carbon credits under the Paris Agreement's
Article 6 stands to become clear as the
government develops the country's carbon pricing
regulations.

Malaysia is a federation of three regions, Peninsular Malaysia (which contains a further nine states)
and two states on Borneo Island, Sarawak and Sabah. The country's Federal Constitution grants
strong rights to these two states to enforce their own policies and laws on land and forests. Those
constitutional rights granted to these two state governments go beyond those the Federal
Constitution lays out for the nine states of Peninsular Malaysia. This has implications for climate
change-related regulation and above all, any regulation and laws on carbon markets.
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The federal

For example, the Federal Constitution does not mention the word ‘climate. Invoking their
constitutional rights, in June 2024, the governments of Sabah and Sarawak rejected the application
of any future federal carbon, capture and storage law in their regions. While the Federal
Constitution does not mention ‘climate’, it does mention that lands and forests are under the
jurisdiction of states. Conservation of protected areas on land is under a shared jurisdiction of both
the federal and state governments - which is not without its challenges. "The federal-state
jurisdictional division has been identified as a key challenge when it comes to biodiversity
conservation in Malaysia”, a publication by Third World Network and SAM notes™2. The country's
Federal Constitution also exempts Sarawak and Sabah from forest and land-related federal
policies and laws that have been passed by the federal legislature.

This constitutional division of mandates between federal and state jurisdictions thus also applies to
decisions about carbon stored in forests. The government's inclusion of the LULUCF sector in the
NDC suggests that it is planning to achieve at least some of the NDC target through the carbon
stored in forests across Malaysia; as noted above, its fourth biennial update report to the UN
climate convention in 2022 shows how accounting for the reported LULUCF emissions and carbon
uptake lowered Malaysia's total greenhouse gas emissions. Similar reporting can be expected in
future biennial update reports which serve to show a country's progress towards its NDC. At the
same time, Sabah and Sarawak have amended their forest laws to enable the development of
carbon offset projects. The Kuamat Rainforest Conservation project in Sabah, in fact, is already
selling carbon credits.

On the occasion of the launch of the Bursa Carbon Exchange (BCX) at the Malaysia trading
exchange in 2022, the minister of Natural Resources and Environmental Sustainability stated that
“"Malaysian carbon credits traded under the Bursa Carbon Exchange shall not be authorised to meet
the NDC of other countries or for other international mitigation purposes™." Carbon credits from
the Kuamat Rainforest Conservation project or the SaraCarbon Marudi REDD project would thus
presently not qualify for sale to airlines buying carbon credits to comply with the aviation industry
carbon trading scheme CORSIA (because to be eligible under CORSIA, a corresponding adjustment
would be required). Guidance documents issued by the federal government of Malaysia on the
voluntary carbon market provide additional information. According to the guidance, the
government does not impose any limits on the trade of REDD carbon credits sold into the voluntary
carbon market, but it will also not ‘correspondingly adjust’ its national carbon balance™®. There is
thus a risk that the same tonne of carbon stored in a forest in Malaysia may be counted or claimed
twice — in the national reporting of LULUCF emissions and by the buyer in the voluntary carbon
market who bought a carbon credit from a project like the Kuamat Rainforest Conservation project
on the BCX.

This same risk arises from amendments introduced to Sarawak'’s forest law in 2022. According to
the amendment, any carbon credits generated through a "Forest Carbon Activity"” will be counted
towards the national reduction target (NDC). If carbon credits generated through a “Forest Carbon
Activity” were to be sold to a buyer in the voluntary carbon market, the purported emission
reduction represented by the carbon credit would equally risk being claimed twice, by the buyer of
the carbon credit on the voluntary carbon market and as contribution to Malaysia's NDC.

government has adopted two

instruments that are part of the REDD Plus

national policies on climate change, in 2009 and
in 2024, but a federal law on climate change or
carbon pricing has yet to be enacted. The 2009
National Policy on Climate Change also
introduces the Malaysia Forest Fund (MFF) as
an instrument to manage a “REDD Plus Finance
Framework". The fund, established in 2021 by the
Ministry of Natural Resources and
Environmental Sustainability (MNRES), will,
among others, manage two new funding

Funding Framework, the Forest Conservation
Certificate (FCC) and the Forest Carbon Offset
(FCO). MFF members include policymakers,
industry and non-governmental organisations.
Even where they participate, Indigenous Peoples’
and community groups face structural exclusion
from the MFF and the technical working group
tasked with developing the offset project
guidance, given that their customary land rights
are not fully respected by executive authorities.
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In late 2024, the MNRES concluded an initial
public participation process on a federal climate
change bill. Sabah and Sarawak have yet to
establish their own regional policies; both have
made steps to enact laws related to climate
change, including those on carbon offsetting
activities in their respective regions. The
governments of Sarawak and Sabah introduced
these laws without an official policy on climate
change in place, and without a comprehensive
public consultation process. How the mechanisms
introduced in these initial regulations will relate to
any parallel process at the federal level is yet
unknown.

The government of Sarawak amended existing
and introduced new climate change related laws,
including legislation on obtaining licenses for
forest carbon projects and land for carbon

storage and utilisation in 2022 and 2023.
Amendments to the Forest Ordinance 2015 that
were introduced in 2022 open the door for logging
and plantation companies to generate revenue
from carbon credit sales. Later in 2022, further
rules were enacted under the amended forestry
law to introduce specifications for a “Forest
Carbon Activity" license.

The first two forest carbon offset projects being
developed by two timber corporations in areas
where they have been granted licences for either
the development of monoculture plantations or
timber harvesting. Indigenous communities
whose customary lands are affected by these
licenses are likely to see access to their customary
territories and livelihood activities restricted as a
result of the carbon projects™.

(s TR ADAT NCR I
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Protest by Lobang Kompeni village against

SaraCarbon's Marudi REDD+ project in Sarawak, Malaysia, February 2025
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The Sarawak state government also introduced
legislation to regulate greenhouse gas emissions
in the oil, gas and energy sectors. Carbon levies
and financial penalties are announced if
business facilities registered under the
scheduled industries fail to cut their emissions in
accordance with the limit to be set by the state.
In 2023, it announced its intention to establish
its own state policy on climate change and its
own climate change centre. The Sarawak GHG
emissions reduction law mentions the setting up
of a climate change fund, but no further details
have been announced as of January 2025.

The Sabah state government amended the
Sabah forestry law in 2018. The amended Forest
Enactment 1968 recognises “carbon stored in
trees or plants” as a form of forest produce. Any
projects in Sabah involving the sale of the forest
produce “carbon stored in trees or plants” from
forest reserves, state land or ‘alienated land,
must obtain written approval from the Minister
(Sabah Forest Enactment, 1968 “Part IIIA Forest
Management and Development on 28C: Reduce
Emissions from Deforestation and Forest
Degradation-plus (REDD+)".2

In 2021, the state government of Sabah signed a
controversial "“Nature Conservancy Agreement
(NCA)" with the Singaporean company Hoch
Standards. Under the agreement with a validity of
100 years, and covering an area of nearly two
million hectares of forests, the company is to
develop and implement a nature conservation
management plan (NCMP) that would include
provisions for the generation of carbon credits. An
indigenous leader has since filed a request for a
judicial review of this decision which would affect
his peoples’ territory.

The same year, the state government of Sabah
also signed an agreement with Permian Malaysia
Sdn Bhd, a subsidiary of UK-based Permian Global
on the Kuamut Rainforest Conservation Project.
The project was registered with the Verified
Carbon Standard (VCS ID 2609), operated by
Verra, in 2023 and sold its first VCS-approved
carbon credits on the BCX in 2024. Among the
buyers of the carbon credits have been Italian oil
corporation Eni and US-company Salesforce Inc. as
well as IUCN.

Malaysia Forest Fund sets out framework for dividing forest

carbon funding

Introduced by the 2009 National Policy on
Climate Change, the Malaysia Forest Fund was
set up in 2021. The Fund administers the Forest
Conservation Certificate and the Forest Carbon
Offset protocol. MFF is also tasked with
preparing a ‘National Guidance on Forest
Carbon Markets’ document which MFF
describes as a document that will be "a point of
reference for any state or entity planning to
engage in forest carbon related activities. [...]
This will ensure no double counting takes place
when accounting for the forest sector’'s emission
reduction.”

Forest Conservation Certificate (FCC). The
stated aim of the FCC is to incentivise the use of
corporate funding to pay for forest conservation
projects which can be implemented by (other)

companies, state governments, private
landowners or conservation entities that received
written approval from the state government to
carry out conservation activities on the specific
area of public land. FCC projects have to be
verified by external auditors; they can be used by
companies to meet corporate environmental,
social and governance (ESG) biodiversity reporting
requirements and companies providing the funding
can reduce their income tax payments by up to 10
percent of aggregate revenue. The FCC became
operational in May 2024; it can neither be used to
generate carbon credits nor to support any carbon
offsetting  projects. The REDD+ Finance
Framework registry will list publicly available
information on both the funder and project
operator of FCC activities.
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The protocol for FCC activities appears to all
but exclude Indigenous Peoples from operating
FCC-funded conservation activities on their
customary lands. As a result of the state's
systemic failure to recognize Indigenous
Peoples' full rights to their customary lands,
they would often lack the land documentation
required and depend on having received
approval from the state to be an FCC project
proponent for a specific purpose. However, if
indigenous communities themselves are not
project proponents, community engagement —
promoted by the FCC protocol - would likely
reinforce inequitable power dynamics between
the state and project proponents who are in a
position of power and impacted indigenous
communities.

Forest Carbon Offset (FCO). The FCO protocol is
envisioned to function as a domestic standard
for forest carbon offset activities and nature-

based "solutions” activities more broadly. The
federal government's 2024 budget included a RM5
million special grant for a “Forest Carbon Project
Development Fund" to support elaboration of a
forest carbon project. The MFF has been
designated as implementing agency, to agree with
state governments on how the funds will be used.
According to the MFF website, a feasibility study
has been concluded in 2024 but had not been
published as of January 2025.

Both FCCs and FCOs open the door to logging and
plantation corporations generating additional
revenue from parts of their concessions where
generating FCCs or FCOs seems the more
profitable option than continuing the forest
destruction that is involved with the corporate
activities such as logging or converting forests to
monoculture plantations that are at the core of
these corporations.

Chronology of climate change and carbon trading-related

policies and laws in Malaysia

The federal government of Malaysia adopts a
national climate change policy.

Malaysia Forest Fund (MFF) is set up by the
MNRES.

Ministry of Environment and Water (KASA, now

Ministry of Natural Resources and
Environmental Sustainability) issues National
Guidance on Voluntary Carbon Market

document for entities intending to sell carbon
credits on international carbon markets.

In 2021, KASA also announces development of a
Domestic Emission Trading Scheme (DETS), to
be implemented in three phases by the end of
2022.

The Sabah state government signs a “Nature
Conservancy Agreement (NCA)' with the

Singaporean company Hoch Standards. Under the
agreement with a validity of 100 years, and
covering an area of nearly two million hectares of
forests, the company is to develop and implement
a nature conservation management plan (NCMP)
that would include provisions for the generation of
carbon credits. An indigenous leader has since filed
a request for a judicial review of this decision which
would affect his peoples’ territory.

Launch of the Bursa Carbon Exchange (BCX) of
Malaysia, a subsidiary of the Bursa Saham
Malaysia. In July 2024, the BCX hosted the first
auction of Malaysian carbon credits from the
Kuamut Rainforest Conservation Project.

Sarawak state legislature passes the Forests
Ordinance (Amendment) Bill 2022 and the Land
Code (Amendment) Bill 2022, amending the state's
Forests Ordinance 2015 and Land Code 1958. The
amendments to the forestry law introduces a new
chapter 6, entitled 'Special provisions relating to
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carbon stocks' and section 2(1) defines carbon
as a "forest product”. Section 70A grants the
forestry director, with the approval of the
minister, the power to issue the licence for a
Forest Carbon Activity; crucially, this section
also states that "any carbon credit unit issued by
the Carbon Standard shall be included as part
of the Nationally Determined Contribution and
reported by the Director to the appropriate
body in the Government of Malaysia".

Following the amendments to the Sarawak
forestry law, the Forests (Forest Carbon
Activity) Rules 2022 was issued in late 2022 to
regulate topics such as the issuance of carbon
licences; forest carbon registry; forest carbon
credits, monitoring, reporting, validation,
accounting, fees, royalties of Forest Carbon
Activities. The holder of a "Forest Carbon
Activity" license is granted the rights to the
carbon stock found within the ‘forest carbon
activity' project area (defined as “Carbon Forest
Area"); the licensee can also sell carbon credits
generated from the carbon stocks inside the
project area. The legislation includes fees
payable for “Forest Carbon Activity" licenses; for
a 50,000-hectare project areaq, the fee payable
to the state is a mere RM13 million in royalty
payments and five per cent of annual revenue
from carbon credit sales. Records about the
quantification and sale of carbon and the
specifications of the license are to be registered
with two registries, the Sarawak Forest Carbon
Registry and the Sarawak Carbon Licence
Register.

The holder of a "Forest Carbon Activity" license
is granted the rights to the carbon stock found
within the ‘forest carbon activity' project area
(defined as "Carbon Forest Area"); the licensee
can also sell carbon credits generated from the
carbon stocks inside the project area. The
legislation includes fees payable for “Forest
Carbon Activity" licenses; for a 50,000-hectare
project area, the fee payable to the state is a
mere RM13 million in royalty payments and five
per cent of annual revenue from carbon credit
sales. Records about the quantification and sale
of carbon and the specifications of the license
are to be registered with two registries, the
Sarawak Forest Carbon Registry and the
Sarawak Carbon Licence Register.

Sarawak state government introduces legislation
to regulate greenhouse gas emissions in the oil, gas
and energy sectors and announces intention to
establish its own state policy on climate change
and its own climate change centre. No further
details have been announced as of January 2025.

In 2023, the federal government also announced
the drafting of a National Carbon Policy which
would include 'guidance on carbon trading at the
state level. "Many states such as Sarawak, Sabah,
Perak, Pahang and Selangor are exploring [carbon
trading] because carbon is also seen as a state
resource. We want to coordinate at the national
level so that we will get the results that we want,”
the minister for Natural Resources, Environment
and Climate Change is quoted in a news article™3.
The draft National Carbon Policy is yet to be made
public as of February 2025.

In March 2023, the World Bank issues a call for a
USD  478,600-consultancy  titled  ‘Malaysia
Partnership for Market Implementation Lot 1
(Carbon Pricing Impact Analysis and Policy
Design). The description states that in
“collaboration with the Ministry of Finance, the
Ministry of Environment and Water (KASA), the
Ministry of Energy and Natural Resources (KeTSA),
and other ministries and agencies, the consultants
will assist the World Bank to (i) assess the
potential impact of carbon pricing and recommend
carbon pricing instruments feasible in Malaysia; (ii)
assess the capacity needs to successfully
implement the proposed carbon  pricing
instruments (CPls), identify the gaps, and prepare
a capacity building plan, and (iii) provide capacity
building support to private participants and state-
owned-enterprises to prepare for CPI
implementation™*. UK-based consultancy ECA also
refers to have been involved in "Readying Malaysia
for implementation of carbon pricing” under the
same Partnership for Market Implementation
programme. The consultancy writes on its website:
"ECA are delighted to have been contracted by the
World Bank under the PMI initiative to provide
readiness support to the Government of Malaysia
in its policy decisions over CPI design, assessment
of the economic impacts of proposed CPls,
establishment of the institutional framework, and
assistance with capacity building and stakeholder
engagement™>”

37



Second national policy on climate change is
published. The National Climate Change Policy
(NCCP) 2.0 is the second iteration of Malaysia's
climate policy originally introduced in 2009. It is
an umbrella policy that ties together the
country's climate policies and initiatives,
including the National Energy Transition
Roadmap (NETR), the National Climate Change
Act, and the National Adaptation Plan. In
comparison to the first policy of 2009, the 2024

Sinboords by the Marudi REDD+ project or?él prot_esf boards

AN _:‘5 o 8
. - \ ~ B -
v, . A > \J ¥ A
N s ”, A - i
~ » h, " g

-

by the community of Lobang Kompeni, February 2025
Sahaobat Alam Malaysia

policy puts stronger emphasis on the development
of a carbon market and introduction of carbon
pricing instruments.

Federal budget includes a RM5 million special
grant for a "Forest Carbon Project Development
Fund".

Forest Conservation Certificate (FCC) licensing
process becomes operational.

Systemic nature of the violations of the indigenous
customary land rights in Malaysia

Judicial reviews and court rulings have
confirmed that customary land rights include a
right to property equal in status to the
documentary land rights and that that goes
beyond usufructuary rights, and that there must
be adequate compensation for their loss. The
rulings also confirm that common law respects

the pre-existing nature of the Indigenous Peoples’
customary rights to lands and that these rights
may only be extinguished through unambiguous
written notification, in accordance with the law
and with the payment of adequate compensation
as specified under Article 13 of the Federal
Constitution.
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Despite these landmark judicial decisions
confirming Indigenous Peoples' rights to
customary lands, Indigenous Peoples in Malaysia
face systemic land tenure insecurity™®.
Customary lands without any document of title
or status as indigenous communal reserve are
claimed by the government of Malaysia as
property of the state. On these lands, the
government  often interprets Indigenous
Peoples' land rights as mere usufruct rights - the
right to use and benefit from the land, but not
the right to ownership of the land itself. Where
the government has issued some form of
recognition of Indigenous Peoples’ rights, it has
often done so in a way that jeopardises
community interests and the integrity of
peoples’ territories, limiting rights lands to
cultivation and housing areas, unilaterally

determining the boundaries of territories, etc.
Malaysian

The government thus denies

Indigenous Peoples’ proprietary rights to a
significant portion of customary lands. This undue
process also led to large parts of indigenous
territories across Malaysia having been declared as
production forests and conservation areas where
Indigenous Peoples’ rights would have either been
totally extinguished, be subject to heavy
regulations or in the case of the former, threatened
by extraction of timber as a priority over
community use. This situation is further
aggravated by the country still lacking a law on the
free, prior and informed consent (FPIC) and
mandatory consultations for affected
communities as well as that on the right to
information.

This systemic misinterpretation of Indigenous
Peoples’ rights to customary lands affects
Indigenous Peoples across the three regions of

Protest by three communities against SaraCarbon's Marudi REDD+ project in Sarawak, Malaysia, February 2025

Sahabat Alam Malaysia
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Peninsular Malaysia, Sabah or Sarawak and
stands to curtail life spaces for Indigenous
Peoples even further if land is locked up to
generate carbon credits. If, as in Indonesia or
Liberia, carbon rights are assigned to concession
holders or if proprietary rights over the project
area are made a prerequisite for participation in
carbon projects, the Malaysian state's current
legal misinterpretation of Indigenous Peoples'
rights would see Indigenous Peoples largely
excluded from undertaking such projects.
Carbonis always tied to land, and activities used
to generate revenue from guaranteeing the
storage of carbon on land require authority to
determine the use of the land. It would thus
seem that recognizing Indigenous Peoples'
rights to carbon stock would require recognizing
their full customary land ownership rights,
including the proprietary rights which the state

The Kyoto Protocol's Clean Development
Mechanism (CDM) established carbon
offsetting internationally - and failed

spectacularly in achieving the twin goals of the
CDM, reducing emissions and advancing clean
development. By 2012, CDM projects had been
issued millions of phantom credits which were
selling for less than 0,10 USD. The CDM had
made emitting greenhouse gases cheap for

thus far is claiming over large portions of
customary territories across Malaysia.

In the case of the amended Sarawak Forestry
Ordinance 2015 which introduced Forest Carbon
Activities - will the Sarawak state government
reverse current legal interpretations on what
Indigenous Peoples' rights over their customary
lands implies in practise so that indigenous
communities could become directly involved in
forest carbon projects? Or will carbon project
permits trigger a new form of land grabbing of
indigenous territories and introduce a new form of
land rights violations since rights to carbon stocks
in the project area will be granted to the project
proponent, with the consequences for Indigenous
Peoples that have been documented already amply
for carbon offset projects across the world?

polluting companies in the global North: they could
avoid reducing their own emissions by buying
cheap CDM credits. Communities in the global
South, meanwhile, were not just exposed to
continued destruction and pollution from fossil fuel
extraction and processing. They also faced another
corporate grab for lands that could be turned into
carbon projects™’.

Human rights abuses and conflicts a common occurrence in

offsetting

The CDM exposed many systemic flaws of
offsetting™®. Touted as a mechanism that would
both reduce emissions and promote sustainable
development, the CDM did the opposite in both
regards™’®. Safeguards were adopted with the
promise that they would guarantee CDM offset
project owners' respecting of human rights. But
these safeguards could not prevent the
structural flaws of offset projects that regularly

violated human rights. Among the projects
approved by the CDM to sell carbon credits was
the Bajo Aguan palm oil biogas project by Grupo
Dinant in Honduras. The company stood accused
of fuelling land conflicts and was implicated in
serious human rights abuses, including murder in
the Aguan Valley, where the CDM carbon project
was located®.
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The CDM also greenlighted carbon credit sales
from industrial tree plantation projects linked to
human rights abuses. Security guards killed a
villager passing through eucalyptus plantations

that were part of the Brazilian company
Vallourec's carbon project, yet the project retained
its CDM status and was able to continue to sell
carbon credits™".

Failure to reduce destruction and pollution

Hundreds of hydropower, wind farm, cook stove,
tree plantation and industrial factory offset
projects were allowed to sell carbon credits with
the CDM stamp of approval despite wholly
implausible claims that without the CDM, the
alleged emission reductions would not have
happened™. This included standard approval of
hydro power projects that had been generating
power for years or had sold power purchase
agreements years before they applied to sell
carbon credits. Routine issuance of phantom
credits eventually led to the implosion of the
CDM, but not before millions of phantom credits
had been sold to polluting companies.

Millions of phantom credits have also been
issued to projects selling carbon credits in the
so-called voluntary carbon market (VCM).”® It
became the main trading venue for carbon
credits from forest carbon projects which had
been excluded from the CDM"™, The VCM soon
showed systemic flaws that had already been
exposed in the CDM: millions of phantom credits
were issued and projects caused manifold
conflicts with communities who were deprived
of access to their customary lands™>. In Uganda,
Tanzania and Ghana, tree plantation companies
such as New Forests Company™, Global
Woods’, Miro Company” and Green
Resources" sold credits from carbon projects
that caused evictions and conflicts. Forest
carbon projects in Kenya™°, Cambodia™', Peru'?

- to name just a few examples — were shown to
have violated commmunity rights, were connected to
human rights abuses or had caused severe
conflicts in communities whose lands were used to
generate carbon credits. All of these projects had
been assessed and approved by certification
companies as being in compliance with carbon
standards such as the Verified Carbon Standard,
VCS, or the GoldStandard. These standards are a
crucial feature of carbon offset markets. They not
only determine the profitability of a carbon offset
project - project developers use these standards to
calculate the alleged emission savings of their
projects - but also turn a carbon project
developer's fictitious story that without the
project, more emissions would have been released
into the atmosphere into a marketable product.

There is no indication that regulations which
governments across the global South are putting
in place to 'scale up' carbon offsetting will avoid
causing land conflicts and human rights abuses
that have been associated with carbon offsetting
in both the CDM and the voluntary carbon market.
Issuance of phantom credits is also likely to
continue. Carbon credits offered (Gabon™3) or sold
(Guyana™*) by governments under 'scaled-up’
national forest carbon programmes are widely
seen as phantom credits, generated through
accounting tricks rather than representing genuine
reduction of emissions from deforestation.
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The World Bank has not been alone in pushing
carbon markets into the regulatory frameworks
of the global South. UNDP and development
institutions of industrialized countries such as
USAID, NORAD and GIZ have equally been
promoting carbon markets in the global South
with a raft of pilot initiatives over the past 20 or
so years™. Their programmes have often been
putin place in coordination with Bank initiatives.
The following overview list key World Bank
carbon market initiatives since 2003.

World Bank launches the world's first
international carbon fund (Prototype Carbon
Fund, PCF) to 'jump start' the CDM with pilot
projects in the global South™®. The PCF provided
a financial lifeline to the world's biggest urban
waste dump which was kept open years longer
thanks to the PCF CDM project. The
neighbourhood in Durban where the apartheid-
ear dump was located, faced yet more cancer
death. In the end, the carbon project sales
flopped and the project was closed™’.

Launch of the Forest Carbon Partnership
Facility'8. With the FCPF, the World Bank aimed
to set up jurisdictional approaches for forest
carbon trading through REDD+ programs in 47
countries. In the following years, the Bank sets
up several other multi-donor funds such as the
Biocarbon Fund Initiative for Sustainable Forest
Landscapes, the Carbon Initiative for
Development, the Transformative Carbon Asset
Facility and the Carbon Partnership Facility.
They all promote carbon offsetting. A Biocarbon
Fund project implemented by the NGO
COMARCO in Zambia served as a blue print for
the jurisdictional carbon offset project the
government of Zambia is starting to implement

as of late 2024 in the country's Eastern Province.

The Carbon Pricing Leadership Coalition was
launched on the opening day of the UN climate
conference in Paris in 2015 with the aim to “secure
the place of carbon pricing on the global agenda.”
The World Bank provides Secretariat services to
the Coadalition which is ‘convening dialogues
between the private sector and governments on
carbon pricing."®?

Partnership for Market Readiness (PMR)
programme launched to persuade governments in
the global South that carbon pricing and carbon
offsetting are a prerequisite to access climate
funds. "The PMR helped 14 countries consider
emissions trading systems, 12 carbon taxes, and 9
domestic crediting mechanisms™°." The
Partnership for Market Implementation, launched
in 2021, is the successor of the PMR. The World
Bank was aiming to raise US$250 million to push
carbon offset markets in up to 30 countries.

Under the Umbrella of the PMR, the World Bank's
International Finance Corporation (IFC), in
cooperation with Conservation International,
issued a USD152 million Forest Bond in 2016. Bond
holders were given the option to receive their
‘interest payments' in cash or as carbon credits
from a carbon offset project in Kenia™. In its
‘lessons learned' briefing on the Forest Bond, the
IFC notes that “none of the investors opted for
carbon credits—choosing instead to receive the
bond's coupon in cash every year—a
disappointment for the Bond's creators™?2."

The World Bank initiates the Climate Warehouse
which aims to advance the technical infrastructure
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needed for global carbon markets. Among
others, countries are promised access to low-
cost open-source technology "to create an end-
to-end digital ecosystem for a globally
connected carbon market.”

The objective of the Climate Market Club is to
'develop approaches to operationalize carbon
markets.' The Club consists of 19 participants, of
which 14 are governments.

SCALE—Scadling Climate Action by Lowering
Emissions is launched to replace earlier World
Bank carbon funds such as the FCPF and the
Biocarbon Fund Initiative for Sustainable Forest
Landscapes (ISFL). The FCPF is due to close
down in 2025, after its original 'sunset’ clause of
2020 had been pushed back™. SCALE will also
incorporate  the  Carbon Initiative  for

Development (Ci-Dev), and the Transformative
Carbon Asset Facility (TCAF). By bringing these
funds under one umbrella, the World Bank
promises 'to broaden and deepen the impact of
climate and carbon finance'. In November 2024, the
UK government announced a contribution of GBP
188 million to the SCALE programme, to "support
the development of high-integrity forest carbon
markets to ensure the buying and selling of carbon
credits to drive emission reductions™*"

At the 28th UN climate conference in 2023, the
World Bank launched the Carbon Markets
Engagement Roadmap™ to expand “high-integrity
carbon markets, mobilize finance, and provide a
robust supply of high-quality credits.” Through the
Roadmap, the World Bank hopes to work with 15
countries to generate forest carbon credits by
2028,
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