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1 Introduction

The voluntary carbon market has the potential to significantly facilitate efforts to reduce
greenhouse gases in the atmosphere and to help mitigate climate change. At the same time,
there has been a great need for increased environmental integrity, transparency, rigor, and
accuracy in this market. The Climate Action Reserve (Reserve) was created to meet this need
by providing a rigorous set of protocols, guidelines, and tools to support the voluntary carbon
market. The Reserve is intended to increase certainty and build confidence in the greenhouse
gas (GHG) reduction market on the part of investors, project developers, the environmental
community, and the public.

The Reserve Offset Program Manual summarizes the Reserve’s overarching principles, its
general project accounting guidelines, and its rules and procedures for registering projects and
creating offset credits for the voluntary market. It also describes the process used by the
Reserve to develop protocols for determining the eligibility of, and quantifying reductions from,
carbon offset projects.

Detailed information on the Reserve’s general operating procedures and verification program
can be found in the following documents:

= Climate Action Reserve User Guide
http://www.climateactionreserve.org/open-an-account/

= Climate Action Reserve Terms of Use
http://www.climateactionreserve.org/open-an-account/

» Climate Action Reserve Verification Program Manual
http://www.climateactionreserve.org/how/program/program-manual/

Guidance in this Reserve Offset Program Manual is limited to the Reserve’s program serving
the voluntary carbon market. For information on the Reserve’s role as Offset Project Registry for
in compliance offset programs please see the following resources:

= Climate Action Reserve California Compliance Offset Program website
http://www.climateactionreserve.org/how/california-compliance-projects/

= California Air Resources Board Compliance Offset Program website
http://www.arb.ca.gov/cc/capandtrade/offsets/offsets.htm

= Climate Action Reserve Washington Cap-and-Invest Program website:
https://www.climateactionreserve.org/washington-cap-and-invest-offsets/

=  Washington Department of Ecology Cap-and-Invest Program website:
https://ecology.wa.gov/air-climate/climate-commitment-act/cap-and-invest/offsets

1.1 The Climate Action Reserve

The Climate Action Reserve is an offsets program working to ensure integrity, transparency,
and financial value in the North American carbon market. It does this by establishing regulatory-
quality standards for the development, quantification, and verification of GHG emission
reduction projects in North America; issuing carbon offset credits known as Climate Reserve
Tonnes (CRTs) generated from such projects; and tracking the transaction of credits over time
in a transparent, publicly-accessible system. Adherence to the Reserve’s high standards
ensures that emission reductions associated with projects are real, permanent, and additional,
thereby instilling confidence in the environmental benefit, credibility, and efficiency of the U.S.
carbon market.

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 1
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At the heart of the Reserve is a publicly accessible web-based system where owners and
developers of carbon offset projects can register project information along with verification
reports demonstrating GHG emission reductions. Emission reductions are verified as CRTs,
which provide title assurance and unique serial number identifiers to assure that each metric ton
is counted and retired only once.

The Reserve uses a rigorous, open, and comprehensive process for developing all of its
protocols. The Reserve’s primary focus is on accurate and conservative GHG accounting to
ensure that the emission reductions it certifies are real, permanent, additional, verifiable, and
enforceable.

1.1.1 Reserve Board of Directors

As a 501(c)(3) organization the Reserve is governed by a Board of Directors who serve as
fiduciaries. The Board of Directors provides oversight and accountability to the organization.
The Board is also responsible for adopting the Reserve’s protocols as described in Section 4
Protocol Development Process.

1.2 Reserve Program Principles

The Reserve’s program rules and procedures, eligibility criteria, and quantification and
verification protocols are designed to ensure that GHG emission reductions certified by the
Reserve are:

= Real: Estimated GHG reductions should not be an artifact of incomplete or inaccurate
emissions accounting. Methods for quantifying emission reductions should be
conservative to avoid overstating a project’s effects. The effects of a project on GHG
emissions must be comprehensively accounted for, including unintended effects (often
referred to as “leakage”).

= Additional: GHG reductions must be additional to any that would have occurred in the
absence of the Climate Action Reserve, or of a market for GHG reductions generally.
“Business as usual” reductions —i.e., those that would occur in the absence of a GHG-
reduction market — should not be eligible for registration.

= Permanent: In order to function as offsets to GHG emissions, GHG reductions must
effectively be “permanent.” This means, in general, that any net reversal in GHG
reductions used to offset emissions must be fully accounted for and compensated
through the achievement of additional reductions.

= Verified: GHG reductions must result from activities that have been verified on an ex
post basis. Verification requires third-party review of monitoring data for a project to
ensure the data are complete and accurate.

= Owned Unambiguously: No parties other than the registered project developer must be
able to reasonably claim ownership of the GHG reductions.

In addition, the Reserve strives to ensure that the offset projects it registers are not harmful.
Project activities should not cause or contribute to negative social, economic or environmental
outcomes and ideally should result in benefits beyond climate change mitigation. Projects are
required to report on any non-GHG benefits of the project activities, through reporting alignment

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 2
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with the United Nations’ Sustainable Development Goals; additionally projects are encouraged
to identify other identified co-benefits if applicable.’

Finally, the Reserve strives for practicality, by integrating rigorous requirements with time- and
cost-minimizing steps for project developers. Practicality involves alleviating potential barriers to
GHG project implementation without compromising credibility.

1.3 Working Language

The Reserve’s working language is English. All project-related documents (e.g., attestations,
verification reports, etc.) must be submitted in English OR in a language as approved by the
program. Protocol development workgroups and stakeholder engagement are conducted in a
manner to provide access to local actors within the protocol’s jurisdiction (i.e., conducted in the
official language of the jurisdiction or by providing translation). Project developers are expected
to conduct any required stakeholder engagement in the language that allows for meaningful
engagement with local stakeholders.

1.4 Conflict of Interest

An anchor of the Reserve’s work is its Conflict of Interest policy and procedures for the
Reserve’s Board, staff, contractors, and verification bodies to follow. The Reserve’s internal
Conflict of Interest Policy requires that the Reserve’s Board, employees, and contractors to
always act in a manner consistent with their responsibilities to the Reserve’s work and require
that they exercise particular care that no detriment to the organization results from conflicts
between their personal interests and those of the Reserve. Annually, the Reserve’s Board and
staff must declare all real and perceived conflicts and agree to adhere to the policy. The
Reserve’s Board and Staff must monitor, on an ongoing basis, any real and perceived conflict
and notify the Reserve’s Operations Director of any changes. Furthermore, contractors to the
Reserve must comply with the Reserve’s Contractor Confidentiality and Conflict of Interest
Policy prior to initiating a contract with the Reserve and are required to conduct ongoing
monitoring for conflict of interest. The Reserve’s Verification Program Manual details the
Reserve policies and procedures for verification bodies working under the program. A
verification body must conduct a conflict of interest evaluation for every verification period on a
per project basis, which must be approved by the Reserve before a verification can commence.

" More information on the UN Sustainable Development Goals may be found at:
https://sustainabledevelopment.un.org/sdgs.

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 3
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2 Program Level GHG Reduction Accounting Guidelines

The Reserve develops protocols specifying eligibility criteria and detailing steps to estimate,
monitor, and verify GHG reductions achieved by specific types of projects. While each protocol
contains guidance specific to individual project types, Reserve protocols also adhere to general
project accounting principles. This section describes the Reserve’s standardized project
accounting guidelines that are the foundation for all protocols.

2.1 General Approach, Principles, and References

The Reserve strives to develop protocols that are “standardized” in nature, meaning they apply
standardized factors and eligibility rules to the extent possible while maintaining sufficient rigor
and accuracy. In addition, the form and content of Reserve protocols follow internationally
established accounting principles and standards.

2.1.1 Standardized Offset Crediting

A core objective of the Climate Action Reserve is to adopt “standardized” approaches to offset
crediting. Standardized offset crediting has two main elements: 2

1. Determining the eligibility and additionality of projects using standard criteria, rather
than project-specific assessments.

2. Quantifying GHG emission reductions using standard baseline assumptions,
emission factors, and monitoring methods.

The main goal of standardized offset crediting is to minimize the subjective judgment required in
evaluating whether a project should receive credit for emission reductions, and in determining
how much credit it should receive. Compared to project-specific assessment and analysis,
standardized crediting reduces transaction costs for project developers, alleviates uncertainties
for investors, and increases the transparency of project approval and verification decisions.
Furthermore, the Reserve believes that appropriately designed standardized protocols can be
as rigorous as project-specific approaches in ensuring additionality and environmental integrity
(see Section 2.4.1 below for further discussion of standardized additionality tests).

Three challenges with standardized crediting are worth noting. First, developing standardized
methods for determining additionality and estimating baselines requires significant upfront
research and analysis. In order to avoid the need for extensive data collection and analysis on a
project-by-project basis, the Reserve invests significant time and resources to establish credible
benchmarks and emission factors that can be applied to similar projects throughout an entire
industry or sector. The Reserve may frequently build off existing project-specific methodologies,
but in general will augment these methodologies with further analysis to establish standardized
tests and metrics.

Second, because “business as usual” activities can vary significantly across different
geographic areas, standardized benchmarks and factors for one region will not necessarily be
appropriate for other regions. Therefore, standardized protocols will almost always apply to a
specific, limited geographic area. Every Reserve protocol specifies the geographic region(s) to
which it applies. In adapting protocols for other geographic regions, the Reserve engages in a

2 For further reference, see Broekhoff, D., 2007. Expanding Global Emissions Trading: Prospects for Standardized
Carbon Offset Crediting. International Emissions Trading Association, Geneva.

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 4
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full stakeholder process designed to assess and incorporate region-specific benchmarks and
factors.

Third, not all possible offset project types are equally amenable to standardized crediting.? For
some types of projects, determining additionality and estimating baseline emissions cannot be
done credibly and accurately on a standardized basis. In general, the Reserve will avoid
developing protocols for these project types. Alternatively, the Reserve may incorporate project-
specific methods or variables into standardized protocols as appropriate, or limit the scope of
protocols to address only activities and conditions for which standardized approaches are
feasible.

2.1.2 Reference Standards

The Reserve’s offset protocols are designed to be consistent with the principles, requirements,
and guidance of two overarching standards for project-based GHG accounting:*

= International Organization for Standardization (ISO) 14064, Part 2
» The World Resources Institute/World Business Council for Sustainable Development
(WRI/WBCSD) Greenhouse Gas Protocol for Project Accounting

Both standards contain consistent general requirements for quantifying reductions in GHG
emissions (or increases in carbon sequestration) that result from project-based activities,
including requirements for:

1. Establishing GHG accounting boundaries
2. Estimating baseline emissions

3. Determining project-case emissions

4. Monitoring project activities

Although the ISO and WRI/WBCSD standards are largely consistent in their basic requirements,
they have different terminologies and structures. Reserve protocols may utilize terminology from
either or both standards depending on circumstances. The structure and general content of
Reserve protocols are presented in the remainder of this section.

2.2 GHG Accounting Principles

There is now strong international consensus around a core standard set of overarching
principles to guide decisions about the accounting, quantification, and reporting of project-based
GHG reductions. These consensus principles are listed and defined in both the ISO and
WRI/WBCSD standard referenced above. Definitions of these principles differ slightly between
the two standards; the Reserve interprets the principles as follows in developing its protocols:

= Relevance: Data, methods, criteria, assumptions, and accounting boundaries should be
chosen based on their “intended use.” For the Reserve, this means protocols are

3 Ibid.

4 International Organization for Standardization, 2019. ISO 14064, Part 2: “Specification with guidance at the project
level for quantification, monitoring, and reporting of greenhouse gas emission reductions or removal enhancements.”
International Organization for Standardization, Geneva, Switzerland; World Resources Institute and World Business
Council for Sustainable Development, 2005. The GHG Protocol for Project Accounting, World Resources Institute,
Washington, DC.

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 5
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designed around standardized, practical approaches to GHG accounting while still
adhering to other core accounting principles.

= Completeness: All relevant information should be considered when developing criteria
and procedures, and all relevant GHG emissions and removals should be accounted for.
Reserve protocols comprehensively identify the GHG sources, sinks, and reservoirs
affected by project activities and require accounting for all significant changes in GHG
emissions or removals that may result from a project. Where there are multiple baseline
possibilities, protocols must thoroughly address identification and quantification methods
for each possibility.

» Consistency: Data, methods, criteria, and assumptions should allow meaningful and
valid comparisons of the GHG reductions achieved by different projects. Reserve
protocols are standardized to apply consistent GHG accounting and monitoring methods
to all projects of the same type. Reserve protocols are also designed to reflect similarly
rigorous and conservative accounting methods and assumptions for all project types.

* Transparency: Sufficient information should be disclosed to allow reviewers and
stakeholders to make decisions about the credibility and reliability of GHG reduction
claims with reasonable confidence. Access to sufficient and appropriate GHG-related
information is critical for assuring users of the Reserve that a project’'s GHG reduction
claims are credible. To this end, the Reserve uses an open, consultative process for
developing protocols; makes protocols publicly available; requires regular, rigorous, and
complete reporting from registered projects; and provides a publicly accessible database
detailing all relevant information used to quantify GHG reductions for each registered
project. In addition, the Reserve’s standardized protocols reduce ambiguities associated
with how project-related information is interpreted.

= Accuracy: Uncertainties and bias should be reduced as far as is practical. Greater
accuracy in estimating GHG emissions and reductions will help ensure credibility of
GHG reduction claims. Reserve protocols require that quantification of GHG reductions
and monitoring of GHG emissions and other variables be conducted within acceptable
levels of uncertainty. All GHG reduction estimates must pass rigorous review by an
independent verification body. Where accuracy is difficult to achieve, Reserve protocols
will err on the side of being conservative with GHG reduction estimates.

= Conservativeness: Conservative assumptions, values, and procedures should be used
to ensure that GHG reductions are not over-estimated. Reserve protocols employ
conservative estimation methods whenever data and assumptions are uncertain and
measures to reduce uncertainty would be impractical.

2.3 Project Definition

A GHG project is a specific activity or set of activities intended to reduce GHG emissions,
increase the storage of carbon or enhance GHG removals from the atmosphere.®> A GHG
project is considered to be a “carbon offset” project if the GHG reductions or removals it
generates are used to compensate for GHG emissions occurring elsewhere.® Projects that meet
the Reserve’s standards are issued emission reduction or removal credits, and those credits act
as offsets when they are certified and retired in the Reserve’s online registry. The Reserve’s
primary purpose is to certify GHG reductions as carbon offsets.

5 World Resources Institute (WRI), World Business Council for Sustainable Development (WBCSD), 2005. The GHG
Protocol for Project Accounting. World Resources Institute, Washington, D.C.

6 Offset Quality Initiative, 2008. Ensuring Offset Quality: Integrating High Quality Greenhouse Gas Offsets Into North
American Cap-and-Trade Policy. Available at: http://www.offsetqualityinitiative.org/.

Please ensure that you are using the latest version of the Reserve Offset Program Manual at 6
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Every Reserve protocol clearly defines the type of activity (or activities) that constitute a GHG
reduction project. A clear project definition ensures that GHG quantification methods prescribed
by the protocol are applied only where they are relevant and appropriate. The “project definition”
section of each protocol specifies the kinds of activities that must be undertaken to reduce GHG
emissions (or increase removals), the required conditions that must be met for these activities,
and the necessary elements of project design and implementation.

2.3.1 Project Types

The Reserve only registers GHG projects that follow protocols that have been developed by the
Reserve. In other words, only projects meeting the requirements of protocols that have been
approved and adopted by the Reserve’s Board are eligible for registration on the Reserve. The
Reserve may establish linkages with additional programs in the future to allow other projects to
be registered.

Approved protocols and information on additional protocols in development are available for
download at http://www.climateactionreserve.org/how/protocols/.

2.4 Project Eligibility Criteria
Eligibility criteria specify essential characteristics a project must have in order to register with

the Reserve, as well as the conditions under which the Reserve will issue CRTs to a project. In
Reserve protocols, eligibility criteria serve three main purposes:

1. To ensure that baseline estimation methods and emission factors prescribed by the
protocol are relevant and appropriate. Reserve protocols use standardized baseline
estimation methods that are calibrated to specific geographic regions; to be eligible,
projects must be located in an appropriate geographic region.

2. To ensure that projects are “additional.” To test for additionality, the Reserve employs
objective criteria designed to distinguish additional projects from those that would have
happened anyway (i.e., in the absence of an offset market). These criteria fall into two
categories: (1) a legal requirement test, and (2) a performance standard test. These
tests are explained and described further below.

3. To ensure that projects adhere to all applicable laws and do not cause adverse
environmental, social or economic impacts.

Generally, the Reserve seeks to specify eligibility criteria that are as standardized and objective
as possible. This means that criteria will be designed to require a minimum amount of subjective
judgment in determining whether a project is eligible.

2.41 Additionality Determinations

Within existing carbon offset programs, there are two basic approaches to determining
“additionality”: project-specific and standardized. The Reserve applies a standardized approach
to determining additionality, where performance standards and other conditions or criteria that
projects must meet in order to be considered additional are determined by the Reserve. These
standards and criteria are established separately for each project type and are designed to
exclude non-additional (or “business as usual”) projects from eligibility. In all cases, projects that
are required by law or regulation are excluded. Other criteria and conditions are specified in
each protocol.
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This approach differs from some other offset programs, where additionality is assessed using
information and analysis specific to each project (see Box 1). It avoids the need to subjectively
interpret individual project developers’ assertions about additionality and sends a clear signal to
market participants about which projects will be eligible and which ones will not. Like any testing
method, however, it is potentially subject to error. The Reserve strives to establish rigorous
standards for additionality that serve to exclude the vast majority of non-additional projects. At
the same time, the Reserve acknowledges that no system of testing for additionality is perfect,
and it reserves the right to update and modify additionality criteria over time in light of new data
and information.

Box 1. Project-Specific vs. Standardized Additionality Tests

Project-specific approaches to determining additionality seek to assess, by weighing certain kinds of
evidence, whether a project in fact differs from a hypothetical baseline scenario in which there is no
carbon offset market. Generally, a project and its possible alternatives are subjected to a comparative
analysis of their implementation barriers and/or expected benefits (e.g., financial returns). If an option
other than the project itself is identified as the most likely alternative for the “business as usual” (or
“baseline”) scenario, the project is considered additional. The Kyoto Protocol’s Clean Development
Mechanism (CDM), a global carbon offset program for projects in developing countries, requires
project-specific additionality tests.

Standardized, or performance-based, approaches to additionality evaluate projects against a
consistent set of criteria designed to exclude non-additional projects and include additional ones on a
sector-wide basis. For example, standardized tests could involve determinations that a project:

Is not mandated by law

Exceeds common practice

Involves a particular type of high-performing technology

Has an emission rate lower than most others in its class (e.g., relative to a performance
standard)

From a regulatory perspective, standardized performance-based additionality tests are advantageous
in that they are less subjective and administratively easier to implement than project-specific tests.
Additionally, they can reduce transaction costs for project developers, alleviate uncertainties for
investors, and increase the transparency and consistency of regulatory decisions. For further
discussion of these two approaches, see Broekhoff, D., 2007. Expanding Global Emissions Trading:
Prospects for Standardized Carbon Offset Crediting. International Emissions Trading Association,
Geneva.

The Reserve incorporates standardized additionality tests in all of its protocols. These tests
generally have two components: a legal requirement test and a performance standard test.

2411 Legal Requirement Test

Projects are very likely to be non-additional if their implementation is required by law. A legal
requirement test ensures that eligible projects (and/or the GHG reductions they achieve) would
not have occurred anyway in order to comply with federal, state or local regulations, or other
legally binding mandates. A project passes the legal requirement test when there are no laws,
statutes, regulations, court orders, environmental mitigation agreements, permitting conditions
or other legally binding mandates requiring its implementation, or requiring the implementation
of similar measures that would achieve equivalent levels of GHG emission reductions.
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In Reserve protocols, the specific provisions of the legal requirement test may differ depending
on the project type. During protocol development, the Reserve performs a review of existing and
pending regulations to identify any specific regulatory requirements that would mandate the
implementation of project activities covered by the protocol. The Reserve considers the timing of
the legal requirement and the level of enforcement (legal requirements in the United States and
other high-income countries are considered to be enforced) in determining its applicability. If
such requirements are identified, then project activities in relevant jurisdictions may be
categorically excluded from eligibility. Additionally, the Reserve works closely with the local
jurisdiction during the protocol development process to understand the regulatory and policy
context to ensure that crediting is only above these requirements.

Reserve protocols require project developers to review and determine whether federal, state or
local regulations and other legal requirements (including local agency ordinances or rulings)
require the implementation of their project. This review is always required at the time a project is
registered and may be required each verification period thereafter depending on the protocol.
Generally, Reserve protocols will stipulate the following:

» Project monitoring plans must include procedures that the project developer will follow to
periodically ascertain and demonstrate that the project passes the legal requirement
test.

» Project developers must submit a signed Attestation of Voluntary Implementation form
stipulating that the project is not required by law.

2.41.2 Performance Standard Test

Projects that are not legally required may still be non-additional if they would have been
implemented for other reasons, e.g., because they are attractive investments irrespective of
carbon offset revenues. Performance standard tests are intended to screen out this potential set
of projects. In developing performance standards, the Reserve considers financial, economic,
social, and technological drivers that may affect decisions to undertake a particular project
activity. Standards are specified such that the large majority of projects that meet the standard
are unlikely to have been implemented due to these other drivers. In other words, incentives
created by the carbon market are likely to have played a critical role in decisions to implement
projects that meet the performance standard.

Although performance standard tests do not require individual project assessments of financial
returns and implementation barriers, they are designed to reflect these factors in determining
which projects are additional. Projects that pass a performance standard test should be those
that — in the absence of a carbon offset market — would have insufficient financial returns or
would face other types of insurmountable implementation barriers.

In Reserve protocols, performance standards may be specified in several ways:
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