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MAY 09 2022
Stacy Murphy, Operations Manager
Office of Science and Technology Policy
Executive Office of the President
RE: Request for Information on the Energy and Climate Implications of

Digital Assets (Questions 6 and 8)

Dear Ms. Murphy,

Thank you for the opportunity to comment on the Office of Science and Technology Policy’s
request for information.” For context, CarbonPlan is a nonprofit research organization focused
on the transparency and scientific integrity of climate solutions. We have extensive experience
analyzing carbon markets in the public and private sectors, and are carefully monitoring these
markets’ use of blockchain technologies and carbon-based digital assets.

We write today to provide information on how blockchain technologies are being used in the
carbon offsets industry, as distinct from the use of carbon offsets to mitigate emissions
associated with blockchain use. Our comments focus on a recent research project that
examined the connection between Verra, the largest carbon offsets registry, and Toucan
Protocol, the primary mechanism by which conventional offset credits have migrated “on
chain” to date.?

Question 6. Potential energy or climate benefits

Although there are a number of approaches that directly credit novel climate projects using
blockchain technologies, by far the most significant efforts — both in terms of financial value
and the amount of CO, transacted — involve systems that transfer conventional carbon offset
credits from legacy offset registries to the blockchain. That is, these systems create digital
infrastructure for trading existing environmental claims made via non-digital assets. What
counts as a quality asset is implicitly delegated to the non-blockchain offsets industry.
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The largest blockchain migration effort is managed by Toucan Protocol, which developed rules
to allow owners of carbon offset credits listed on Verra’s registry to retire those credits and earn
an equivalent number of base carbon tonnes (BCTs). BCTs can be traded like other digital
assets and are also intended to serve as a fundamental “layer” on top of which other
carbon-backed blockchain efforts can be built. For example, most BCTs have been used to
back a cryptocurrency organization called KlimaDAO, which issues KLIMA tokens that are
capitalized by BCTs and other digital carbon assets.®

As of early April, almost 22 million carbon offset credits had been “bridged” from Verra’s
registry via Toucan Protocol. We decided to analyze this flow of credits to understand what
these claims represent and how the interaction between the legacy carbon market and novel
blockchain standards is governed.

What we found was striking. Speculative demand from blockchain technologies has caused old
carbon offset projects to issue new credits. About 28% of the credits that migrated on chain
came from what we call “zombie projects” — projects that had previously been inactive for
years, or those that retired 95% or more of their credits through Toucan Protocol. Despite
surging demand in the voluntary carbon market,* the conventional carbon offset credits
underlying BCTs were previously unable to attract interest from buyers.

Perhaps more notable still: fully 99.9% of the conventional credits backing Toucan Protocol
BCTs are ineligible for use under the international aviation industry’s CORSIA offsetting
program. Because standardized futures contracts for carbon credits are increasingly designed
around CORSIA eligibility,> CORSIA-ineligible credits have effectively been screened out of key
segments of the voluntary carbon market. It appears that essentially all of the credits
underlying BCTs are consistent with a pattern of large-scale regulatory arbitrage, rather than
innovation or improvements in transparency or liquidity.

These patterns strongly suggest that infrastructure connecting digital and non-digital carbon
assets effectively created new supplies of — and markets for — the very lowest-quality and
least credible offset credits.®
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Question 8. Implications for U.S. policy

Our analysis of the initial connections between conventional carbon offset markets and
blockchain technologies suggests that blockchain technologies have not contributed
meaningfully to addressing well-documented concerns with carbon offsets, and appear, at
least as of this writing, to be exacerbating existing carbon credit quality problems.

We believe that any claims about the use of blockchain-based carbon offsets should be
scrutinized carefully. While we have no objection to efforts to upgrade the digital technologies
of carbon markets or facilitate greater transparency, it is not clear to us how blockchain ledgers
help address the fundamental quality problems of non-additionality,” problematic baseline
scenarios,® emissions leakage,’ and carbon cycle permanence.’® We respectfully suggest that
today’s blockchain-based carbon offsets exhibit the same kinds of problems identified across
conventional carbon markets.

Thank you for the opportunity to comment.
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