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How to Claim & Trade Carbon Credit?
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Undeniably, there has been an
increase on the level of awareness on
how greenhouse gases ("“GHG") emis-
sion has significantly affect the world
every year. For companies, CSR cam-
paigns were undertaken where pledg-
es were made fto help reduce and
potentially prevent climate change
by taking the initiative to reduce their
GHG emission and setting the goal to
achieve net zero carbon emission by
2050. Companies such as Petronas
declared their Aspiration to achieve
net zero carbon emission by 2050.!
One of the potential ways to achieve
this net zero emission goal is through
the carbon credit market. Carbon
credit also gained the atftention in ESG
investing which confributes to the
reduction of carbon.? This arficle will
focus on explaining how carbon cred-
its work and how it will help to achieve
the net zero emission goal. Most
importantly, this article will explain how
carbon credits can be claimed and
tfraded followed by a further discussion
on the initiative faken by Malaysia in
promoting the carbon credit market.

What are Carbon Credits

Carbon credits are certificates or
permits that allow the owner to emit a
certain amount of carbon dioxide or
other GHG?® over a certain period time
41 credit permits the emission of 1-ton
of carbon dioxide or its equivalent in
other GHG.> Carbon credits are trade-
able and only exist in jurisdictions that
are governed by a "Cap-and-Trade”
system.¢

Countries or regions that have already
implemented the  cap-and-trade
system includes the European Union
("EU"), Australia, New Zealand, South
Korea, California and Quebec.” The
purpose of carbon credits is to overall
lower the amount of GHG released by
the buyers. This allows companies and
individuals to account for their unavoid-
able emissions by buying carbon cred-
its.2  This concept also incentivize
climate action by enabling parties to
frade carbon credits generated by the
reduction or removal of GHG from the
atmosphere, such as by switching from
fossil fuels fo renewable energy or by
enhancing or conserving carbon stocks
in ecosystems such as a forest.?

Carbon frading starfed as early as
1997 when countries signed the Kyoto
Protocol.'® The Kyoto Protocol opera-
fionalised the United Nations Frame-
work Convention on Climate Change
(UNFCCC) and was adopted on 11
December 1997."" It commits industri-
alised countries to limit and/or reduc-
es GHG emissions according fo the
agreed individual targets.'?

This profocol binds 37 industrialised
counfries and economies in transition
as well as the EU.” To date, there are
192 parties to the Kyoto Protocol
including Malaysia'* which signed the
Kyoto Protocol on 12 March 1999 and
rafified the same on 4 September
2002. Trading of carbon credit is made
available under Article 17 of the Kyoto
Protocol as it allows countries to sell
spare carbon credits to countries that
exceeded their targets.

In addition to the above, the Kyoto
Protocol became more effective with
the coming into force of the Paris
Agreement on 4 November 2016,
which is a legally binding international
freaty on climate change where its
goal is to limit global warming to
below?2 orideally, to 1.5 degrees Celsi-
us.'”® Article 6 of the Paris Agreement
encourages voluntary cooperation
between countries to help achieve
emissions reduction targefs'* and
enables countries to frade carbon
credits to help other countries fo
achieve its climate targets.!”

Source: Reuters

How to Claim and Trade Carbon Credits

Carbon credits are a type of permit
which allows the company to
produce only up to a certain amount
of GHG, for example, 1 carbon credit
is worth the emission of 1-ton carbon
dioxide or its equivalent GHG.'"® The
amount of carbon credits needed
depends on how much GHG are
emifted by the company. As a result,
companies would take the initiatives
to reduce the emission of GHG so that
fewer carbon credits are required. Like
an allowance, if the company does
not use up the carbon credits, they
can sellit fo other companies. Alterna-
fively, if a company needs more
carbon credits, they can purchase it
from others that have extra credits.
Doing so is known as carbon offset
where the credits are purchased to
offset the company’'s carbon
footprint.”” The above is possible via
the carbon market where companies
can buy and sell carbon credits®.

As Kyoto Protocol allows countries to
sell spare carbon credits to countries
that exceeded their targets?', carbon
credit can be fraded in many regional
exchanges, for example, Xpansive
CBL, AirCarbon Exchange and the
Shanghai Environment and Energy
Exchange.?? Many countries have
implemented the frading system such
asthe EU, Canada, China, Japan,
New Zealand, South Korea, Switzer-
land, and the United States.?
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Malaysia too is playing its role in reduc-
ing and preventing climate change by
progressing rapidly fo achieve the
nation’s net zero emission by 2050 as
compared to the other Asean coun-
fries.? For example, Tenaga Nasional
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panies can purchase voluntary carbon
credits from climate friendly projects
and solutions® to compensate for the
emissions and at the same time to
finance any carbon  mitigation
projects.®? The trading of carbon cred-
itfs in the VCM exchange is similar to
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