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INTRODUCTION

Climate changeis areal and seriousproblem; the consensus onthisissueis clear. How
busnesses and inditutionsshould lower thar greenhou® gas (GHG) emissionsand address the
problem isless evident. Many busnesses are taking steps to reduce ther emissionsby
implementing employee commuting programs, energy efficiency retrofits, and other efforts. As
busnesses make commitments to reduce thar impacts on the climate, many are looking to the
purchase of greenhou® (GHG) offsets as part of the solution. At the same time, mog decision
makers are unsure wha offsets really are and how they fit into efforts to address climate change

Theaim of thisreport isto clarify wha GHG offsets are, andyze thetypes and categories of
commodities sold as offsets, and describethe current GHG offset provider market. Offsets can be
apowerful part of globd climate action, and can play an important role in abusness® effortsto
reduce thar impact; however, they are nottheright toal for everyone

Depending on your gods as a busness or ingitution and the othe optionsavailable to youto
reduce your climate impeacts, offsets may be a meansby which to make a postive impact. Offsets
are accessible, relatively inexpendve, and providea way to suppot immediately available
technologies toward aless carbonintensve future. However, they should notbeviewed asa
panacea or used withoutattentionto conservation,lower carbonsolutionssuch as more efficient
technologies and renewable energy produdion, and other actionsa busness has the oppotunity
to control or influence.

Purchasers have an important role to play in shaping the market by engagingin it, asking
questionsand seeking the solutionstha are best. The authors of this report hopetha you will
find here thetools you need to evaluae the optionsso tha, whether you decideto purchase
offsets or not, you are able to be proactive and feel confident aboutwhat offsets are and how
ther rolein solving the climate changeproblem.

Severa reports have been published in thelast year that aim to hdp offset consumers undestand
the market, the mechanisms, and howto make responsble offset purchases. These are excellent
resources (listed on page 7) and we encourage youto use them in addition to this doaument. We
echothdr andysisin many ways, clarify some points and seek to make thefindingsactionable.
Thedoaument is divided into clear segments so that you can read it as awhole or read pieces
individudly.




WHAT ARE GHG OFFSETS?

Technical Definition

A greenhou® gas (GHG) offset is an environmental commodity that represents the act of
redudng or avoiding GHG emissionsin oneplace in order to ffsetOthe emissionstaking place
elsewhere!

Practical Definition

Y ou pay someoneelse to reduce thar emissionsand you receive credit for hdpingto ensure tha
fewer GHGs are emitted globdly. When you buy an offset you are not directly reduang your
own GHG emissions You emit aton of carbonand pay someoneelse to notemit aton of carbon
or to absorb aton of carbonthroughsome form of sequestration.

Offset Example

Y ou take around-trip flight from Seattle to New Y ork for animportart trade show. Y our portion of
the greerhouse gasesemitted by thisflight is 2.08 MTCO,e (metic tons of carlon dioxide
equivalert).? While you may consider taking atrain and emitting 1.587 MTCO.e, or making the
tradeshow partof afamily roadtrip vacaion emitting 0.82 MTCO,e per person, you are unlikely to do
either of these due to time constraints ard the nature of your business.® Y ou seethis trip asnecesary
travel, essertial to your business.

Thereis adairy farm in Wisconsin where the farmers could build a biodigegor to take cow marure,
capure the methare producedby its bactrial decay, and use it asafuel source that keeps this potent
GHG out of the atmosphere This process will also creae a new source of power that reducesreliance
on more carbon intensive energy sources such ascoal.* By receiving additional funding from peaple
like you who are willing to pay for these environmental berefitsin the form of offsets, thes farmers
canmake the project happen.

Y ou pay between $8 and $48 Bdepending on the provider you choose Bfor the 2.08 MTCO.e you
emit on your round trip flight, and the farmers creak a solution that avoids that ssmeamaunt of GHG
emissions.>®

aaaaa

Value of Offsets

Offsets allow individuds and ingitutionsto infuse capital into projects tha reduce emissionsor
are emissionsfree by placing avalue onthe environmental benefits tha these projects produce.
Offsets are effective in tha they encourage theimmediate, efficient implementation of existing
technologies and solutionsat relatively low cod. In addition, many offset projects create non

commoditized benefits such asreduaed air pollution, job creation, or protection of biodiversity.

Some critics see offsets as a Quilt taxOor Ondulgence taxOthat allows people to avoid taking
direct action or taking responsbility for ther emissions’ Others question whether busnesses
should be allowed to pay to pollute. Suppoters argue tha offsets make globd emissions
redudionsmore efficient by putting themoney where it can have the biggest impact. Theauthors
view offsets as oneof many possible mechanisms creating globd emissionsredudions Offsets
can beused to judify poorbehavior and should notbeused in thisway. However, if used
responsbly, they are apowerful tool for building a less carbonintengve future.




OFFSETTING VS. ACTING INTERNALLY

If you have the choice beween redudng emissonsby 30 MTCO,e and offsetting 30 MTCO.¢,
doesit matter which action you take? There are differences between internd actionsand
offsetting tha do not make these optionsequd. It isunlikely tha youwill face a strict either-or
decision aboutwhether to buy offsets or to take action interndly, butit isimportant to
undestand the differences between these two courses of action to hdp you determinewha the
risks and oppotunities are for your organization.

Risksand Real Impads. Relying on offsets can be arisky endeavor in pat because the market
isnotwell developad andthe debae aboutqudity is ongoing. Y ou have much more control over
the actionstha take place within your own company and you may be better able to ensure that
your actionsare creating real impactsif you are implementing projects directly.

Reputation: Your ability to explain and provetheimpacts of your climate actionsis essential to
maintaining and enhandng your brand. Given the current state of public skepticism aboutthe
role and validity of offsets, reputationd gansmay be stronge for conservation and energy
efficiency efforts than for offsets purchases. Buying offsets aloneis unlikely to be sufficient
actionto gan theapprovd of stakeholders, induding employees and cugomers.

Bottom-Line: Althoughbuying offsets today will make a quick dent in your carbonfootprint, it
may aso divert your attention from making real and lasting changes in your company®
behavior. Y oumay find much broader reaching ben€fits by turning your attention inward to
reduce your consumption or create efficiendes tha can postively impact both theclimate and
your bottom line Offsets have to be purchased year-after-year, whereas internd measures often
reduce emissionsfor multiple years.

Ahead of the Curve: If youarelikely to beregulated, it may beto your ben€fit to get involved
in the offset market nowto learn how it works and how your company can participae. If thisis
thecaseg, it isalso to your benefit to concentrate oninternd projects which will reduae your

reliance on offsets to meet future regulatory

manddaes. Why Offset?
When to Offset ! Youhavwe alreaq |_mpr0v_ed_ efficiercies

_ _ _ and reduced emissions within your
Offsets can contribute to a strong climate action Comparyég)peraions, but wart to do
plan, show your stakeholders tha you are more to mitigate your impacts
serious aboutclimate changeaction, and get I You aretrying to became carbon neutral
youinvolved in amarket tha islikely to grow | Youwart to ergage and educate
you can avoid some of therisks and achieve the issue of climate change
greatest bene‘lts_ by maki I_‘lg them part of a I You wart to learn about how offsets work
bI’O&jH Set Of Cllmate actions YOU can a|3) dO and startto premrefor regjlaﬁon
your research to un(_jestand th_e difference | Youwart to encourage a participatory
amongoffsets and find a provider that best market systemfor carbon tradng and
hepsyou accomplish what you are striving for contribute to the developmert of a climae
(see pages 11-15 for more detail on selecting an conscious ecanomy
appropriate provide).




OFFSETS AS PART OF A GHG REDUCTION STRATEGY

There are many actionstha you can take as a company to reduce and mitigae your climate
impacts. Many previousreports have defined hierarchies of action, indicating tha offsets should
bethelower priority action, after focusng on conservation and more efficient technology use.!
Similarly, oneoffset provider compares this philosophyto Qeduce, reuse, recycleOand restates it
as Qirive less, drive smart, drive neutral.G

Congrvation, more efficient systems, green technologies, carbon sequestration, and offsetting
are all important tools tha busnesses should consder as oppotunities to reduce thar climate
impects. Over time some types of action may be more accessible, more affordable or more
effective at redudng emissionsthan others. Each company can determine how much of each
activity they will engagein over time.

Baseline —

Emissions

Net Footprint

Offsets

“Climate
Neutrality”

Time

Additional Impacts

Climate Actions over Time

Conservation includes actions such as replacing light bulbs with more efficient ones, reducing commuter trips, and
turning down the thermostat. Low carbon solutions are investments in green energy or alternative fuels that allow
usto continue to use energy but with less climate impact. Offsets can be used to reduce emissions beyond what a
company is able to accomplish internally to their business. Finally, additional influences are actions traditionally
outside of the scope of the GHG inventory but which a company has some influence over such as research,
education and climate friendly investing.

Carbon neutrality

Hundreds of universties companesand governmert entitiesarepledging to go carbon neural. The
ideaisto reduce anertityO®veral emissionsto zera

Criticssay that the math doesnot add up because everyone hasto emit some carkon. Proponerts say
thatevenif it is not possible to bring the worldOsmissions to zerq the actof aiming high for carlon
neurality will inspire the greatd innovation and success in addressing climate change.

If you decide to go carbon neutral, offsetting will necessarily be part of the equation.




THE GHG OFFSET MARKET

The GHG offset provider market is growing rapidly, with Qroluntary markets at about US$100
million for thefirst three quaters of 2006®and the demand for voluntary carbon offsets
expected to reach 400 million MTCO.e per year by 20102 There are now more than 30
organizationstha are engaging with individuds and busnesses selling a diverse set of
commodities loosly referred to as GHG Offsets (see Appendix 2 for a current list of providers).

These providers are pat of what is currently avoluntary and unregulated market which hasled to
significant variability in thequdity and cog of offsets. Offset providers can vary significantly in
therangeof produdsthey offer, thetypes of commodities they trade, theway they calculate and
track ther emissons and the price at which they sell thar produds.

When consdeing GHG offset purchases, it is essential to examinethe advantages and
disadvantages of different types of offsets and to compare the produds that are being offered. A
number of recent reports have attempted to andyze the qudity of offset provide's and the of fset
market and provide useful information, as to wha theissues are surroundng offsets and howto
make an informed decision as a purchaser.

Three Recommended Resources

A Consumer’s Guide to Retail Carbon Offset Providers. A Report from CleanAir Cool Plaret.
Pre@redby Trexler Climate and Energy Services December 2006.
http://www.clearair-cool planet.org/ ConsumersGuidetoCarbonOffsets.pdf

The Carbon Trust Three Stage Approach to Developing a Robust Offsetting Strategy. Carbon Trust.
November 2006. http://www.carbontrust.co.uk/Publications/publicationdetail.htm?poductid=CTC621

Voluntary Offsets For Air-Travel Carbon Emissions: Evaluations and Recommendations of Voluntary
Offset Companies. Tufts Climat Initiative. Decanber 2006.
http://www.tufts.edu/tiefci/pdf/ TCI_Carbon_Offsets Paper_Jan31.pdf




QUALITY & ADDITIONALITY

Oneof thebiggest difficulties asa potential offset purchaser in this diverse market is
determining the qudity of the offsets. There are currently no standardsor regulations andthere
isalack of conensusaroundthe definitionfor offsets. From oneoffset to the next, there are
variationsamongall defining characteristics indudng project type project location,whois
implementing them, assodated andllary bendits, and market mechanism.

A few different certification standads have been developed to try to create abaseline metric for
assessing qudity, butwith thelack of uniformity, some feel these have only muddied the
distinctions A commonly followed standard for wha a qudity offset iswill hdp reduce some of
thevariation, butit may aways be difficult to compare awind turbineingallationin South
Dakotato areforestation project in Coga Rica

Althoughoffset qudity is defined by a number of factors, the biggest debae centers aroundthe
issueof additiondity. Many arguethat offsets should only countfor projects that go beyond
(Musness-as-usual &to suppot something that would not have happened if offsets did not exist.
Others say tha it should not matter whether offsets are wha allowed the project to hgppen and
tha any project tha reduaes emissionsshould qudify to berewarded by offsets.?

No matter what the project is, it is difficult to measure and track additiondity. In the US market,
where there is nota common standad, offset providers adhee to different definitionsof
additiondity and work to show consumers why their modd is legitimate. As a potential
purchaser you can decidewhich modd of additionality isthe mog compdling to you and choo®
aprovider accordingly.

Defining Additionality

Additionality gereratd a major debate in determine rulesfor emissions tradng under the Kyoto
Pratocal .2 The following informal definitions came out of that process ard arerelevart todayin how
offset providersconduct their projects:

Environmental Additionality”
If the projectproducesemissions that arelower thana predefined basline thenthe projectis
additional. The key focusis on what would have happenedif the projecthad not beencreatd.

Project Additionality®
The projectis additional if it would not have happened without the offset. The key focus is on what
would have happenedif the offset market had not beencreaed.

Financial Additionality®
A slight variation on projectadditionality, this |ooks specificaly at whether the money provided
through the offset makesan otherwise fi nancially unvialle projectviabe.




DIFFERENT CARBON COMMODITIES

There are three main types of commodities that are beng sold as GHG offsets. They are: (1)
project-based credits, (2) renewable energy credits (RECs) and (3) pooled emissionscredits.

Project-Based Credits

All offsets are project based. Project based credits come from projects related to renewable
energy, energy efficiency, sequestration or redudionsof nonCO, emissions all of which are
discussed in more detail in the next section. These are developad and sold throughvarious
indgpendent offset providers. Some project based credits are also RECs, and sometimes offsets
are pooled together rather than being sold as individud projects.

RECs

RECs are adso called Green Tagsor Renewable Energy Certificates. A REC represents one
megawatt hour (MWh) of renewable energy production, or 1,4001bsof avoided greenhou® gas
emissions’ This offset is calculated based on displacing the GHG emissionscreated by
produang oneMWh of electricity from nonrenewable sources. Energy is generated and sold as
onecommodity and the environmental attributes of the energy are sold as a separate commodity
called a REC. Some states have REC programsthat existed before the carbon offsets market
emerged, and many utilities sell RECsto clients who wish to QyreenOther energy supply.

As RECs have become part of the carbon offset market, there has been some debate abouthow to
ensure tha they meet additiondity standads Proponents of RECs see them as the same thing as
arenewable energy project based offset and go further to say that RECs are the best type of
offset because they direct efforts at projects tha ge at theroot of the climate problem and hdp
develop thetechnologies and market for renewable energy tha will beessential for alower-
carbon economy.? Depending on your gods as an offset purchaser, thedefinition of additiondity
tha you adhee to, and the standard tha the provider adheesto, RECs may or may notbethe
type of offset tha youchoosto invest in.

Pooled Credits

Pooled carbon commodities result when emissionsredudionscreated from multiple sources are
combined. IntheUS, themod visible typeof poded emissionsis those created throughthe
Chicago Climate Exchange (CCX). The CCX isavoluntary cap-and-trade emissionsredudion
program where inditutionslegdly commit to reducing thar GHG emissionsrelative to a specific
historic timeframe.? In this system, CarbonFinanda Ingruments (CFls) are commodities
created when CCX members reduce emissonsmore than required. In addition, CFls can be
created from projects completed by entities tha are not CCX members butare certified through
CCX.

To dae, there has been an excess of CFIs dueto alack of demand from CCX members who need
to buy CFlsin orde to meet thar emissionsredudion commitment. This hasresulted in CFls
being sold outsidethe CCX market as GHG offsets. However, selling these offsets outside of the
CCX market may not meet some definitionsof additiondity as the CFlsbeng sold outside of the
exchangeare based on projects tha would likely happen regardless of thar sale.




TYPES OF OFFSET PROJECTS

Tree planting, hogfarm methane capture, wind turbines, indugrial efficiency, and many other
projects contribute carbonoffsets to the market. There is significant debae aboutwhich of these
methodsis mog effective at reduang emissionsand keeping carbonout of the atmosphee. Some
provides stake thar bets onrenewable energy as addressing theroot of the problem, while
otherstake a portfolio approach tha adiverse set of projectsisthebest way to make an impact.

Renewable Energy

Many different renewable energy technologies exist. Mog energy offset projects are based on
wind, biomass, or solar technologies.* In general, if these projects are notbeing used to generate
RECs aswell as offset credits, they are additiond and scientifically valid.

Energy Efficiency

Energy efficiency projects are generally focused on the replacement of existing infrastructure by
new, more efficient technologies. Common examples in this category indudeingalling compact

florescent lamps (CFLs) and replacing old motors with more energy efficient ones. Many energy
efficiency projects require significant capital and may not be undetaken withoutthe money tha

offsets provide thusmeeting the additiondity standard for offsets to suppot a project that would
otherwise not exist.

Non-CO, Emissions

Oneexample of thistype of project isflaring landfill gas so that the potent methaneisturned into
less potent carbondioxide and water. Otha common nonCO, emissionscome from indudrial
processes such as those related to electric power systems and semicondudor manufacturing 2
Projects to reduce these emissionsare often similar to energy efficiency projectsin that they
create technology-based solutionstha would be cost-prohibitive without off sets.

Biological Sequestration

These projects aim to store GHGs to keep them out of theatmogpheae. Biological sequestration
projects are very common, but also controversial as scientists debae whethe these methodsare
effective at redudng the human contribution of GHGs to the atmosphee over thelongterm. The
two main types of biological sequestration are forest-based projects and agricultural projects.

Forest Sequestration: Planting trees can create a sequestration sink for carbondioxide emissions
However, in generd, it is difficult to ensure tha trees are a permanent means of storing carbon
dueto threats from fire, disease and convesion of theland to other uses.® Such risks can be
mitigated with contractud agreements aboutthe use of theland, as some offset providers do.
Nationd standadsor protocols may aso eventudly lower thelevel of assodated risk. Forestry
projects are an important pat of the climate solution puzzle but care should be taken when
purchasing forest sequestration offsets to ensure that carbon sequestrationis lasting.

Agricultural Projects: Tillingan agricultural field isacommon practice to prepare the soil for
seeding, but can lead to aloss of carbonfrom the system into the atmophee. Many off set
provide's have therefore used projects tha minimize tilling practices to create GHG offsets.
However, thereisarangeof results asto how much changing tillage practices actudly result in
carbonuptake by the soil.* Questionsregarding theutility of no-till farming make many
obsrvers wary of depending on no-till sequestration projects to create longlasting, scientifically
valid offsets.
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CRITERIA TO CONSIDER IN CHOOSING A PROVIDER

In differentiating among providersthe mos important attribute to evaluae is thequdity of the
offsetsthey provide Aswe have mentioned, we see additiondity as oneof themos significant
aspects of qudity, butthere are other important variables tha contribute to qudity. Asidefrom
qudity, there are also many other differentiating factors among providers tha may factor into
your decision aboutwhich provider to select for your busness.

Y our needsand gods should inform how much weight you give to variouscharacteristics. For
example, if youareasmall firm jud starting to address your climate impacts, you may care more
aboutwhat kind of suppot the provider can give youin calculating and tracking your emissions
whereasif you have adready donea GHG inventory, you may be more congerned with andllary
benefits and theimpact of your dollar spent.

Evaluative Criteria
Offset Quality Additional Criteria
Additionality $/MTCO,e
Project Type Non-Profit vs. For-Profit
Offset Type Education and PR

Certification Provider Location

Ancillary Benefits Provider’s Clients

Future vs. Standard Model Project Location

Transparency

Offset Quality

WeQre already discussed additiondity, offset typeand project type as they related to qudity (see
page 8). Other criteriayou may consde important are certification, andllary bendits, whether
the project utilizes afutures or a standard modd and provider trangparency.

Certification

There are anumber of different certificationsright now induding Green-e Certification, the
Clean Development Mechanism (CDM) Gold Standad, and the Carbon Neutral Protocol, as well
as the Chicago Climate Exchange propiietary certification. Withoutonecommon standad, it is
difficult to evaluae provideas equdly. Those providers who do seek certification right now show
alevel of commitment to the conumer and give ameasure of accounibility that could bean
important criterion for some ingitutions However, certified offsets do not necessarily result in
better qudity emissionsredudionsthan non-certified projects.

Ancillary Benefits

Some projects create bendfits such as biodiversity conservation, eroson control, or job creation
in addition to the GHG redudion benefitsthat an offset represents. TheBonneville
Environmental Founddion (BEF) goes asfar asto have athird party condud an environmental
impact assessment on each of ther projects to ensure thar emissionsredudion actionsdo not
have negative consequences.” Andllary benefits are not essential for realizingthe GHG
redudion ben€fits of projects, butthey are important for creating solutionstha are truly
sudainable by addressing soda and environmental impacts beyond climate change

11




Futures vs. Standard

Some off sets represent emissionsredudionstha may hgppen well into thefuture, otherwise
known as Gutures.O0ther offsets represent redudionshappening in theyear in which the offset
is purchased, also called Gtandad offsets.OCritics of thefutures modd say that it introduces
more risk for the offset purchaser who is buying something that does notyet exist. Suppoters of
futures say tha ther modd allows projects to get the capital necessary up front so that new
projects can bedevelopal. They aso say tha risk can be mitigated througha diverse portfolio B
some projects will produce more offsets than expected while others will create fewer, butit will
even outover time.

Provider Transparency

Althoughprovider trangparency does not necessarily yield qudity projects and lack of
trangarency does not necessarily yield poorones, it is difficult to evaluate qudity without
trangparency. A purchaser needsto be able to assess, among other things what they are buying
in terms of the offset types, the project methodobgy, and the additiondity standardsbeng used.
Trangpaency can bedifficult to measure. As apurchaser, if youare unableto get information
aboutany of theabovecriteria, you may consder seeking a provider who iswilling to be more
open aboutthar practices and impacts.

Additional Criteria

$/MTC02€

Andysis by other researchersindicates tha at this point in time, there islittle or no correlation
between the coss and qudity of offsets.® There are goodcheap projects, and even bad expensve
projects. This does not, however, mean tha cod should not bean important criterionin
evaluating potential provides. If it is determined that several providers are offering comparable
offset produds, cog can bea determining factor. Choosng a provider based solely on lowest
price would not capture theimportant differences in qudity amongproviders and projects.

For-Profit vs. Non-Profit Providers

Thereisnodirect qudity or cod rationde for screening providers by thar profit status
However, you may wish to consder the political climate related to choosng for-profit providers
rather than non-profit ones. For-profit organizations tend to beless trangarent aboutther
finandals than non-profits.*

Education and Public Relations

Some organizationscan offer suppot to hdp you educate your congituents about climate change
and offsets. These public relationsservices can add a brand enhancement oppatunity to your
offset purchasing. If you have significant indirect emissonsyou are tryingto reduce, a provider
with a strongeductiond component can hd p educate your condituents and changeemissions
behaviors, ultimately reduang your offset bill.

Provider Location

While there are no direct reasonsto not deal with foreign providers, you may prefer to work with
aprovider whois aphonecall away inthe same or smilar time zone

12




Project Location

This criterion presents more of a pesond choice than an indication of qudity or cog. Youor
your busness may have a connection to a paticular county or place tha youwould like to
suppot throughyour offsets purchase. Perhgpsyou are mog interested in suppoting projects

tha take place in your regionto reap theandllary economic and environmental benefits they
create.

Provider’s Other Clients

If multiple busnessesin your area or sector are usng the same provider, it may beeasier to get
information aboutthe provider@ activities and achieve an additiond level of accountbility and
legitimacy.

13




OFFSET PROVIDER SELECTION PROCESS:
THE UNIVERSITY OF WASHINGTON AS EXAMPLE DECISION-MAKER

With so many providers and so many criteria, even if you are well-educated aboutwhat offsets
are and how you want them to bepart of your busness®@ actions it can bedifficult to make that
find step to pull it al togeher and choos a provider. To illugrate how youmight choos an
offset provider we provideresearch that we producd for University of Washington decision-
makers. Every busness and ingitution will face different condraints, butthis andysis may
provide aframework for how you make your own purchase.

1. Initial Culling

First, we culled thelist down from 45 organizations to 11 by selecting providers tha have been
established for several years, and tha have received high regard from other studies,* are working
with other universities, are working with our peersin the Seattle community or have directly
solicited the university® busness. Thisfirst screen is based on the need for the university, asa
largeinditution, to work with awell-established organization that has significant credibility as
exhibited by rankingsor client base. Each of these providers also has some certification or third-
paty verification process that also lendscredibility. We then chose to focuson providersthat are
not acting solely as brokers. Theuniversity would be making alarge enoughinvestment to
benefit fromworking directly with project adminigtrators. Thisleft uswith 9 potential providers.

2. Immediate Barriers

Next we looked at the aboveset of evaluative criteriato seeif there were any tha would create
immediate barriers or were obviouspriorities for the university. Althoughwe wereinitially
concerned tha there may be bariersfor theuniversity to engagein offset purchase fromfor-
profit providers rathe than non-profit ones, this was not the case. Therefore provider profit status
was not consdered a screen.? Additiondly, working with non-US providersis notalegd issueas
initially thought butit isalogistical one Given that there are strong providas available in the
US, and given thelikely need for on-going suppott in executing wha would be a sizable offset
purchase, it makes sense for theuniversity to seek a US rather than anonUS provider. This
shortened thelist to 6 potentia providers.

3. Additionality

Findly we looked at additiondity and trangparency. Thelast six providers can bedivided into
two categories, those that are actively involved in the Chicago Climate Exchangesystem and
those tha are not Both CarbonFundorg and TerraPass purchase some credits throughCCX. As
described in the Different Carbon Commodities section, offsets created throughthe CCX (CFls)
can struggle to meet additiondity standads If theuniversity were interested in purchasing
offsets througha CCX provider, we recommend they participae directly in the CCX (for more
discussion on the decision aboutwhether to join CCX, see pages 19-20 and theandysisin the
Appendix).

Theremaining three providers are high qudity independent project providers. Non-CFl offsets

could also be purchased throughCarbonFund.org, who runssome independent projects or
TerraPass which buyssome RECs outside of CCX.
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4. Final Selection

If theuniversity wereto choo% to engagewith providers, it islikely offsets would fall unde
(rocurement of goodsand services law.Qin this case, the university would need use a @equest
for proposl SO(RFP) process.® Since the market for offsetsis so diverse and prices are nat stable,
this process would be mog effective not as a straight bid process, but as a bid combined with
additiond qudificationsand criteria. Dollars per MTCO.e would certainly need to bea
congdeation, but theuniversity would make the greatest impact by looking for theimpact per
dollar, which is not necessarily the same as least cos per metric ton. At this stage, theuniversity
could address other criteria such as education suppot, and andllary benefits depending onthe
gods of the purchase.
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Short-List of Potential Offset Providers for UW

Organization e . e Support to Org. Org. Price/
Name el I s VRS Clients Type | Location | MTCO,e
Bonneville .
; Wind, Solar Carbon Non- OR, $20-
Egggr?g;?i%r:]tf ! RECs* Methane Green-e calculator profit USA $24/tag
e, Lock in current
Climate Trust® Offsets Cogenerati_on, Varioust_h?rd- offsat price, Non_- OR, $10
Reforestation, party verifiers bank credi té Profit USA
Efficiencies
RECs Wind, Solar, Green-e, CCX, Carbon For- VT
Native Energy6 CERs* Methane, Biomass, CDM Gold Calcul ator Profit USA,\ $12
Offsets Agricultura Standard
Wind, Solar, Green-g,
7 | Offsets | Methane, Biomass, | Environmental Qutreach Non- MD,
CEDlEam ST CFls* Reforestation, Resources programs Profit USA w20
Efficiencies Trust
. . Wind, M ethane, Trading
Chggﬁ;r:]“g;ate 'f')r ;ﬁs Reforestation, CSthAn d(;?(;d Platform and PFr g;t IL, USA $3.50
g 9 Agricultura Registry
9 Offsets Wind, Biomass, Carbon For- CA,
Verleress CFls Efficiencies Cirzsis Calculator Profit USA 1250
. Independent Carbon
Wind, M ethane, )
Carbon Neutral® | Offsets Reforestation, CAdVIS.OW gal cullat_or, IE o]r; UK $15-$20
Efficiencies ommltteg, onsu ting rofit
KPMG audit services
UL e Various third- Carbon For-
Climate Care®! Offsets Reforestation, if Caleul Profi UK $15
Efficiencies party certifiers culator rofit
. AU Office of Carbon
. Wind, Solar
Climate ’ ’ Renewable Calculator, For- .
Friendly*? RECs Hydg)i,om:tszane, Energy, Ernst Carbon Cloud Profit Austrdia | $16-$19
and Y oung Tracker
My Climate® RECs Wind, Solar, CDM and Air Travel Non- CO, $15
y Offsets | Methane, Biomass Green-e Calculator Profit USA
14 . . . Qutreach and Non- WA,
NetGreen Offsets Wind, Methane ViaProviders PR Profit USA $12

11 potential providers culled from alist of 45 existing providers as of January 2007. Green = brokers that are not
well suited to the university® large scale. Y ellow = outside of the US. Orange = involved in the CCX system of
CFls. Red = considered the top tier from this example process. Prices are as of June 2007 and prices may be
different for businesses or other large purchasers. Information is compiled from provider websites.

* RECs= Renewable Energy Credits* CERs = Carbon Emissions Reductions* CFIs= Carbon Financia Instruments

Evaluative Criteria

1 Provider’s Clients $/MTCO,e

1 Certification Education and PR
2 | Non-Profit vs. For-Profit Ancillary Benefits
2 Provider Location Project Type

Additionality

- Project Location

Offset Type

- Future vs. Standard

Transparency

The criteria are organized according to when
they were used in the example of the University
of Washington process. Additionality remains an
important criterion, but is not the first
consideration as other issues such as legalities
and practicalities come up first.
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CONCLUSION

Thegreenhou® gas off set market is youngand changing rapidly. However, offsets for GHG
emissionsin some form are here to stay. Busnesses that engagein emissionsredudionsnow will
benefit fromther knowedgeof ther own opeaationsin the context of climate and ther
knowledgeof the market mechanisms for reduang GHG emissions

Compared to internd redudions offsets can be more difficult to track andit can bemore
difficult to provether impacts, paticularly in an unregulated market. In part dueto significant
public skepticism companies should bewell educated about offsets and make a decision tha
reflects their gods. When comparing offsetsto internd projects, companies mug remember tha
offsets have to be purchased every year, whereas many internd efforts will impact emissionsfor
multiple years. The bendfit of offsetsistha they are accessible and can beless expengve than
many internd actions They create a mechanism for rewarding the actionsof those workingto
reduce GHG emissionsand give those creating emissionsanother way to make a postive impact.

There are many provide's, each with thar own modd, portfolio and tradeoffs. Having clear gods
as an organization will hep guidewhich criteriaare mos important to you and thuswhich
providers will bethebest fit to meet your needs Busness may rely heavily on offsetsin the
short-term but should look to conservation, lower carbon solutionsand additiond impacts as
important long-term ways to reduce climate impacts
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APPENDIX 1

What is a metric ton of carbon dioxide equivalent (MTCO,e)?

Oneroundtrip flight between Seattle and New Y ork emits 2.08 MTCO,€*
- 0000
A typical refrigerator emits 0.1 MTCO,e pe year”

Theaveragecar emits 2 MTCO,e pe year®

The average American emits ~23 M TCO,e per year (2003*
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APPENDIX 2: 45 OFFSET PROVIDERS"2

Carbon Offset Provider Location Web Address
1 500ppm Germany WwWw.manaca.com/partners/ppm
2 AgCert/Driving Green Ireland www.agrocert.ie
3 American Forests DC, USA www.americanforests.org
4 AtmosClear MA, USA www.atmosclear.org
5 AtmosFair Germany www.atmosfair.de
6 Better World Club OR, USA www.betterworldclub.com
7 BEF - Bonneville E_nvironmental OR. USA Www.b-e-f.or

Foundation el

8 Carbon Clear UK www.carbon-clear.com
9 Carbon Fund MD, USA www.carbonfund.org
10 Carbon Neutral/Men of the Trees Australia www.carbonneutral.com.au
11 Carbon Neutral Company UK www.carbonneutral.com
12 Carbon Planet Australia www.carbonplanet.com
13 Certified Clean Car CA, USA www.certifiedcleancar.com
14 Clear Air Pass Canada www.cleanairpass.com
15 Climate Care UK www.climatecare.org
16 Climate Friendly Australia www.climatefriendly.com
17 Climate Neutral Group Netherlands www.businessforclimate.nl
18 Climate Save MA, USA www.climatesave.com
19 Climate Trust/Carbon Counter OR, USA www.climatetrust.org
20 CO2 Balance UK www.co2balance.com
21 Conservation Fund: Go Zero VI, USA www.conservationfund.org
22 Conservation International USA www.celb.org/xp/CEL B/programs/climate
23 Drive Neutral CA, USA www.driveneutral.com
24 e-Blue Horizons MA, USA www.e-bluehorizons.com
25 EnviroTrade UK www.envirotrade.co.uk
26 Green Fleet Australia www.greenfleet.com.au
27 Grow a Forest UK www.growaforest.com
28 | Leonardo Academy/Cleaner and Greener WI, USA www.cleanerandgreener.org
29 MyClimate/Sustainable Travel Switzerland | www.sustainabletravelinternational.org
30 Native Energy VT, USA www.nhativeenergy.com
31 Natsource/Dupont: BlueSource NY, USA www.natsource.com
32 NetGreen WA, USA www.achievenetgreen.com
33 Offsetters Canada www.offsetters.ca
34 Plan Vivo/ECCM UK www.planvivo.org
35 SELF - Solar Electric Light Fund DC, USA www.self.org/cnc.asp
36 Targetneutral UK www.targetneutral.com
37 TerraPass CA, USA www.terrapass.com
38 TIST - Int'l Small (é:/c::up & Tree Planting OK, USA Www.tist.or
39 Trees for Life UK www.treesforlife.org.uk
40 World Land Trust UK www.carbonbalanced.org
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APPENDIX 3: UNIVERSITY OFFSET INVOLVEMENT

UW as a Green Energy Purchaser

In 2006,UW became a purchaser of renewable energy in theform of RECs from the Stateline
Wind Project.* This purchase, which initially cost the University a premium of $23000 per
month, offset the 7% of cod and natural gas created electricity tha Seattle City Light purchases
from the Bonneville Power Administration and the Klamath Cogeneration Project.? This 7% of
UWG power is partially produced by natural gas combudion. UW is nowthelargest green
energy purchaser in Seattle, and a consumer of 100% green energy.®

Universities as Green Energy Purchasers

UW isnotaloneamongits peer universities in themoveto purchase RECs to promote green
energy. In 2006at the University of Colorado Boulde roughly 7% of electricity related GHG
emissionswere offset throughpurchases of wind power. Near-term plansindudean additiond
8% in thenext few years and agod of 25%by 2011.*

In addition to administrative purchases of RECs, beginning in 2000UC Boulde students began
purchasing about8.8 million kilowatt hous (kWh) of wind to offset 100%o0f the electricity used
in the three student-run buildings® Thetrend of student-led purchases of RECs is becoming
more common throughoutthe country. In Washington State for example, both Western
Washington University and Evergreen State College now purchase 100%renewable energy from
funding provided by student-initiated fees. In fact, Western Washingtonisin thetop 25 of green
energy purchasers naionwide®

University Involvement with the Chicago Climate Exchange

Amongpublic highe education ingitutions the Universities of lowa, Minnesota, 1deho, and
Oklahoma are all primary CCX members. The CCX also has two private highe education
ingitutions Tufts University and the UK(@ Hadlow College as primary members.

University of lowa

The University of lowais mog notable for thar work aroundenergy and thar membershipin
CCX. TheUniversity will burn oa hulsto meet part of the requirement of its CCX membership,
and plansto replace up to 30,000tonsof cod at its power plant. This has the potential to create a
20%redudion, or 72,000tonsof CO2 per year, in the University@ total annud emissions’
These changes from cod to biomass have saved the school over $500000in fud cods. The
power plant supplies 100%o0f the heat and 30% of the electricity to the campus

Ul joined CCX in 2004and as amember isrequired to reduce ther GHG emissions4% from
19982001 levels by 2006 Throughthe oa hull biomass fud project the University has been
able to reduce thar emissionsbeyondthelevel required by CCX and have a postive bdance of
26,100 carbon credits which have been traded on the exchange®

University of Minnesota

Like the University of lowa, Minnesota is a member of CCX andisworking on biofudsasa
campuspower source. TheUniversity has a strongrenewable energy research component in thear
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Initiative for Renewable Energy and the Environment which was initiated and funded by the
Minnesota state legidature to focus on renewable energy and environmental impacts of energy
and climate change

Richard Sandor, thefounde of CCX, isaU of MN alumnusand approached the university®
twin cities campusto solicit ther involvement. The university approached the CCX cautioudy
and engaged avariety of stakeholdersin thedecision-making process induding researchers on
econonics and policy. The process was driven mainly by thefacilities management office, but it
was important to get other stakeholdersinvolved early on. Throughthisresearch, they foundthat
relative to thebaseline and given theimprovements they had aready madein thar opeationd
efficiendes and trangportation fleet, joining CCX worked outin ther favor. Anecdotally,
administrators say the university is making between $100000and $200000by trading their
carbon credits. There has been some pushback from people who think that CCX is not
trangparent enough’

Theuniversity has looked at usng oa hulls from a Cheeriosplant to mix with cod in their power
plant. The plant generates steam for the campusand currently bums70%naura gas. Theoa
hull exploration has runinto problems with the Public Utility Commission concerned about
emissionsin ametropolitan areaand it does not look like this project will goforward in the
short-term.

University Purchase of Offsets

We did notfind any purchases of offsets at theinditutiond level asidefrom RECs and through
CCX. Some universities have departments, clubsor individuds who have boughtoffsets to
mitigae particular activities. For example, Middlebury College had thefirst carbonneutra
athletic team, and the University of Washington, School of Law recently madether conference
on climate changecarbonneutral .*°

Lessons learned about University Involvement in Offsetting

Both the University of Minnesota and the University of lowa had aready made significant
redudionsbefore joining CCX and stoodto gan by beng sellersin tha market. This money can
bevery bendicia asit can bereinvested in additiond internd carbonredudion strategies. Wha
CCX providesistheoppotunity for ingitutionsto become comfortable with a voluntary trading
scheme tha islikely to beregulated in thefuture. It also creates alegdly binding commitment
tha mug befollowed by the university regardless of changesin administration or finandal
situation ™ This can beattractive as it creates some stability in greenhou gas policy. One
drawback of CCX istha it is notas transparent as many other providers.

As mentioned, many universities have decided notto invest in offsets at thistime. Thereisafair
amountof skepticism amongfaculty, staff and students at many universities aboutthevalidity of
offsets.***® Some universities are waiting until the market is better developed and the projects
more easily verified before congdering purchasing. Additiondly, many decision-makers do not
feel tha offsets create the amountof community education that internd redudion projects
provide and they would rather focus on more tangible projects such as electricity monitoring or
solar ingallations**® A few schools have created offsetting programs that are run by students,
and have successfully used offsets as an educational tool.*® %’
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