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•Brief introduction to GHG offsets 

• Offsets – what are they? 

• Quality criteria 

• Why include them in a GHG emission reduction program? 

• Concerns 

•Categories of offsets 

•Program examples  

•Key questions that policy makers need to 

consider (and which our panel will discuss) 

 



•Definition: An offset is the reduction, removal or 

avoidance of emissions from a specific project that is used 

to compensate for emissions occurring elsewhere. 

 

•Purpose: The purpose of offsets is the achievement of a 

real and verifiable reduction in GHG emissions beyond what 

would have otherwise occurred (such that it is equally 

effective as onsite emission reductions by another entity 

(often an entity that has a GHG emission requirement). 

. 

What is an Offset? 
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Key Offset Quality Criteria 
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• Real 

• Measurable 

• Surplus (not required by law) 

• Independently verified 

• Unambiguously owned 

• Address carbon leakage 

• Address permanence 

• Environmentally additional  

 



Additionality 

• Must be established to 
quantify GHG reductions 
from  an offset project 

• Baseline represents 
projected emission levels in 
the absence of the offset 
project 

• The difference between the 
projected “without-project” 
case and the actual 
emissions of the project are 
credited as an offset  

• Offsets are only as credible 
as their baselines  

 

Quantifying the reduction 
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Why include offsets in a GHG program? 
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•Cost Containment:  Offsets can dramatically lower costs 
of an emission trading program 

•Price incentive beyond regulated sectors:  Offsets 
provide an incentive for new technology and emission 
reductions in sectors not required to reduce emissions 

•Can help build program support:   Because it 
provides an incentive for reductions beyond the capped 
sectors, it can help build capacity and political support for 
climate change mitigation throughout other sectors of the 
economy 

•Early reductions:  Deliver emission reductions at the 
start of program 

 

 



Cost containment benefits (economic 

modeling of a U.S. cap and trade proposal) 
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Limiting international offsets to the same  

level as US offsets increased allowance 

prices by 140% 



•  If they do not represent “real” emission reductions 

 GHG environmental objectives will not be met. 

 The GHG program will not be credible.   

 Linkage with other programs will be more difficult 

• Not all reductions will occur at the regulated facility 

• Because offsets reduce GHG allowance prices, the incentive 

for installing lower carbon technology is less 

• Can make it difficult to later “cover” offset sources under the 

cap 

• May be viewed as an equity issue between sources covered 

and those allowed to create offsets 

• If there are no emission constraints – offsets will have little 

value 

• Additional administrative costs   

 

Concerns about including offsets 
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Types of Project Categories 
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There are three basic project categories: 

 

1. Direct emission reductions 

2. Indirect emission reductions 

3. Biological sequestration 



Direct Emission Reductions 
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• Emission reductions occur at project 

site 

• Direct projects are the easiest 

because: 

Clear boundaries 

 Easily quantifiable 

Clear ownership 

 Little risk of double counting 

• Examples: 

• Methane capture 

• Industrial operational improvement 

 

 

Industrial Improvement 

Methane Capture 



Indirect emission reductions 

• Occur at location other than project 

site 

• Examples: 

renewable energy and energy efficiency 

• Can be very difficult to include in a  GHG 

program that limits emissions from 

electricity generators –  

ownership of the GHG reduction uncertain 

risk of double counting 
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Project implemented here 

Emission Reductions here 
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Supporting reduced electricity consumption is 

important  but other policy and funding mechanisms 

maybe better! 



Biological Sequestration 

•An activity that removes and 

stores CO2 or other GHGs from 

atmosphere or avoids the release 

of stored carbon into the 

atmosphere: 

•  Cultivation of new forests or grasslands 

•  Changes in farming practices 

•  Reduction of soil disturbance in agriculture 

(no or low tillage) 

•  Avoided deforestation 

 

Reforestation 

New farming practices 
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Examples: programs that allow offsets 

 

•EU – ETS 

    Clean Development Mechanism (CDM) 

•North American Programs 

• Regional Green House Gas Initiative (9 States) 

• California/Western Climate Initiative  

•Australia 
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Key questions that policy makers need 

to consider (1 of 2) 

1)  Which types of offsets to allow? 

• Direct, Indirect, Sequestration 

• Allowances from other programs/International offsets 

2)  How best to define what counts and as offset?  

• Specific project standards or  allow proponents to define 

• Projects only or programs of activities 

3)  Should there be limits and why? 

• Quantitative 

• Geographic restrictions 

• Time limits on what can count 
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Key questions that policy makers need 

to consider (2 of 2)  

4)  Crediting Periods 

• Project start date 

• Should all projects get credits for the same number of years? 

• Forward crediting vs.  forward selling 

5)  Process? 

• Validation required prior to project development?  By who? 

• Who does the project verification? 

• How often to require verification? 

• Does the government certify credits 

• Is there an offsets registry 

6)  How to handle the risk of non-delivery (e.g.,  

penalties, credit pools, discounts)? 
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Questions for the Panel 
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•Why did they choose to include offsets  

•How did they handle some of these key design 

questions? 

– Limits 

– Types  

– Process 

•What are the most important lessons they have 

learned? 

•Recommendations to other jurisdictions as they 

start to consider using GHG offsets? 

 




