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Improving carbon credit frameworks to
enhance carbon project quality and financing
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COUNTRIES such as Singapore
have recently started to directly
procure credits to supplement
their Nationally Determined Con-
tribution (NDC) goals towards cli-
mate-change mitigation.

New research from the Sustain-
able and Green Finance Institute
(SGFIN) at the National University
of Singapore (NUS) indicates that
these countries — and others that
are considering to follow their foot-
steps—need to carefully review the
frameworks that are used to eval-
uate these credits to minimise fu-
turereputational and reversal risks
of the carbon credits they procure.

Recent certifications of major
carbon credit frameworks, such as
Verra and Gold Standard by the In-
tegrity Council for the Voluntary
Carbon Market (ICVCM) and the
Carbon Offsetting and Reduction
Scheme for International Aviation
(Corsia), highlight the importance
of these frameworks and their cer-
tifications in facilitating high-in-
tegrity carbon credits and high-
quality carbon projects.

These certifications coincide
with the intense spotlight on global
carbon markets at COP29, with the
rapid developments related to the
Article 6 carbon marketinitiated by
the United Nations and the Article
6.4 Supervisory Body.

Singapore has been the “market
leader” in this space, having estab-
lished Implementation Agree-
ments of Article 6 credits with five
countries in quick succession.

Such certifications presumably
reduce the due diligence required
by credit buyers and increase con-
fidence in the certified credits.

The current approach adopted
by these certification entities, how-
ever, falls short in addressing rep-
utational risks for those purchas-
ing carbon credits - including go-
vernments purchasing Article 6
credits—and cash flow risks for fin-
anciers providing initial project
capital for carbon abatement and
removal projects.

Financiers face heightened risks

during the pre-project develop-
ment and throughout the project’s
implementation. Operational dis-
ruptions and changing regulations
could result in future shortfalls in
the number of credits issued, com-
pared with initial estimates.

This would diminish the pro-
ject’s projected cash flow, forcing
financiers to adopt a more conser-
vative approach to value and fi-
nance these projects, leading to
higher financing costs and render-
ing well-intentioned projects more
expensive to realise.

The current frameworks, in-
cluding those certified by ICVCM
and Corsia, rely on broad categor-
isation of project types, making it
difficult for financiers and govern-
ments to develop accurate assess-
ments of projects operating under
these frameworks.

Indeed, in scrutinising the qual-
ity of the applicable standards and
methodologies for each frame-
work, there would be concerns
whether they provide sufficient as-
surance.

Enhancing the dissemination of
project-level data, rather than gen-
eralising merely based on project
type, would allow for lower financ-
ing costs, increased availability of
loan capital to project developers
and easier comparison across pro-

jects.
We surmise that providing
transparent, standardised, pro-

ject-specific disclosures would be
essential for financiers and go-
vernments to set the appropriate
financing costs.

Shortcomings of “blanket”
certifications

Current framework certifications
by ICVCM and Corsia focus on as-
signing quality labels to methodol-
ogies and the associated frame-
works.

One could then assume that
projects assessed to be acceptable
by certified frameworks would be
capable of generating higher-qual-
ity carbon credits, potentially re-
ducing cash flow risk.

Unfortunately, this approach
exacerbates the issues above, gen-
eralising and categorising projects

to the extent that increases the risk
of them not being truly “additional”
or “real”.

This raises the critical question:
To what extent are financiers’ con-
cerns regarding a project's cash
flow risk reduced when the project
falls under frameworks certified by
Corsia and ICVCM?

The recent research from SGFIN
proposes a set of principles and re-
quirements for carbon credit fra-
meworks to ensure that only high-
quality projects are eligible. The
white paper also introduces a scor-
ing methodology to quantify the
integrity of these frameworks.

Using this methodology, several
prominent frameworks certified
by Corsia and ICVCM are shown to
have significant differences in
quality. There is a growing concern
that the perceived quality of a certi-
fication by the two would be set to
the quality of the worst-perform-
ing framework certified by these
entities.

With the current tools, finan-
ciers and buyers can only be as-
sured of the established baseline
quality in each certification sys-
tem. They are unable to determine
the extent to which the certifica-
tion mechanism will performin the
future.

This is especially important for
countries that are using carbon
credits to meet their climate goals
as it enables them to accurately
predict the long-term reliability of
offsets.

Toaddress the issue of differing
standards and methodologies cov-
ering the disparate carbon mar-
kets, standardised and mandatory
disclosure requirements for eligi-
ble projects are urgently needed.

To ensure that project-level in-
formation is effectively communi-
cated, these requirements should
use a standardised report template
with key performance indicators
tailored to each project type and
shared publicly.

This would provide financiers
with access to fixed project metri-
cs, simplifying their wvaluation
process and increasing confidence
in valuation results.

Projects should also commit to

specific measurement, reporting
and verification (MRV) technolo-
gies from the onset, providing
early insight into how emission re-
ductions are tracked, verified and
monetised.

Finally, a transparent quantifi-
cation methodology would be es-
sential to facilitate external verifi-
cation of the results.

While Corsia and ICVCM incor-
porate transparency as an essen-
tial principle, they do not provide
guidance ondetails required to sat-
isfy this principle.

These vague requirements are
insufficient for financiers and go-
vernments to effectively assess the
associated risks.

These certifying bodies should
use theirinfluence to createa list of
standardised key indicators,
alongside a template forastandard
set of information that eligible pro-
jects must regularly share with
their stakeholders.

Financiers and governments
will then be able to achieve a more
robust valuation of a project’s im-
pacts and cash flows.

Project developers will be en-
couraged to adopt more advanced
MRV techniques, such as digital
tracking, which allows for real-
time auditing of impacts, again
providing an additional safeguard
of quality during project imple-
mentation.

Singapore has recently acceler-
ated its procurement strategy of
Article 6 credits, having establish-
ed Implementation Agreements
with five countries and putting out
adirect tender for projects capable
of generating at least 500,000 Arti-
cle 6-eligible, nature-based carbon
credits.

Through this mechanism, the
Republic has exhibited its desire to
have tighter control over the cred-
its they will use to satisfy its NDC -
a stance that other governments
can follow suit.

Despite the tender's require-
ment for awarded credits to be
from countries that Singapore has
formed Implementation Agree-
ments with, there is still a need for
Singapore to choose among suita-
ble projects.
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Any future claims of non-addi-
tionality or Article 6.2 eligibility re-
versal on already chosen credits,
for example, would undermine the
Republic’s ability to endorse high-
er quality credits and the reliability
of its overall net-zero strategy.

Project-level standardised dis-
closures would facilitate this proc-
ess by increasing the ease in com-
paring key metrics underlying
such risks.

Subsequently, countries’ effica-
cy in identifying high-quality off-
sets can improve, making offset-
ting a more trusted method in the
global net-zero pathway.
Emerging trading mechanisms
Standardised disclosures can also
support the quality of credits se-
lected foruse in sector-specific car-
bon credits trading mechanisms,
such as one currently being pro-
posed for international shipping,
substituting the original interna-
tional shipping levy that was to be
implemented.

This credit trading mechanism
raises concerns similar to the us-
age of carbon credits to meet NDC
goals.

Without stringent regulations,
shipping companies may find it
more cost-effective to simply pur-
chase credits while continuing
business as usual, especially if car-
bon credit prices remain low or if
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fossil fuel costs fall below the price
of these credits. This would mean a
failure in delivering the intended
decarbonisation of the shipping in-
dustry.

Therefore, there is a need to
choose credits of sufficiently high
quality and are priced justifiably
high.

Standardised disclosures, by in-
creasing confidence of financiers
and governments in providing
loans, can help motivate more am-
bitious and highly priced projects
to be generated for such trading
mechanisms.

Project-specific disclosures are
crucial for creating a high-quality
carbon market for both financiers
and buyers.

As the Article 6.4 carbon market
approaches, the Article 6.4 Super-
visory Body and the UN emphasis-
ing standardised guidelines for
project-specific disclosures would
be critical to overcoming quality
concerns that have plagued volun-
tary carbon markets, ensuring the
success of the promulgated global
carbon market.
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