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LSEG VCM - supporting the transition to a low carbon economy

The London Stock Exchange's Voluntary Carbon Market (VCM) is a designation that recognises companies and funds that have a focus on carbon reduction and/or
removal projects.

I . Increase the flow of financing into activities that
To deliver .

_ _ can reduce greenhouse gases in our
At COP26 The London Stock Exchange announced the intention to 2 atmosphere and increase the supply of carbon
build the foundations for its Voluntary Carbon Market. credits
Nov 2021 key outcomes Provide market access for investors and
: corporates seeking exposure to carbon credits

* Funds or Operating Companies have a choice: issue

The designation enables investors to identify funds and carbon credits as a dividend in specie or offer a cash

operating companies which have a focus on carbon dividend
reduction/removal projects, which are expected to yield carbon ]

credits. In the case of
» funds, this will be through the investments of its funds and
cash equivalents.
operating companies, it will be through the financing of
projects, either directly or indirectly.

Can provide a solution for investors seeking a long
term supply of carbon credits to augment their
decarbonisation strategies. Investors may receive
carbon credits as a dividend in specie or have the
credits retired on their behalf.
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https://www.londonstockexchange.com/discover/news-and-insights/voluntary-carbon-markets
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How the VCM designation supports the scaling of
voluntary carbon markets

Creating the London Stock
Exchange’s Voluntary Carbon " et aongpions o VW aesgnason oquhes onire pecle e

M k t Transparency voluntary carbon markets— relating to projects and progression at admission

and on an annual basis
Our Voluntary Carbon Market is a designation for a fund or operating company that is
admitted to certain markets on the London Stock Exchange.

The issuer is also subject to existing public markets regulatory requirements and disclosure . e e o s .
bligations Oversight | + Recognised voluntary carbon market qualifying bodies — to support quality of
oblig - carbon credits from projects

The International Carbon
Reduction and Offset Alliance

LSE Funds [ [ |CQOA (ICROA), which includes the UK
Ecosystem aniy : 235 mensensconmmmanon - \WOOdIand Carbon Code, Gold
: Standard, Verra’s Verified Carbon
Standard and others.

Specific carbon credit disclosure requirements enabling investors to make
decisions based on their needs. For example:

Investor Choice | « The issuer will be required to set out its policy on whether it sell, retire or

MA/p . .
Op:;rsalfing S~ !’“ %'E \'Eginl,gt%%’:;yciﬁggz'L‘:‘i’;:ih;es distribute carbon credits.
Company o] % ; ! (ICVCM CCPs), will also be e The issuer WI|.| need to disclose the percentage of investment made into
Ecosystem R . accepted once finalised. Uiy [prefEs s,

» Funds/revenues not invested into climate mitigation projects must be mapped
to the FTSE Green Revenues Classification System (Tier 1 and Tier 2 micro

Sustainability sectors)
3
The London Stock Exchange’s VCM Aaeedr
» The issuer must invest in at least one climate mitigation project within two
LONDON years of receiving the designation and maintain at least one project thereafter.
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Step 1 Supply of Projects

Entity and its advisors (may be the same or different

The London Stock

y parties) identify projects that will generate carbon g‘é
Exc h a n g e s credits in line with market rules. =

Disclosure development and pre-marketing to

Vo I u n ta ry C a rb O n determine appetite and cornerstone investors. @ @ —
Market

Entity is admitted to the London Stock
Exchange (Main Market or AIM) and applies for

/ . . \ the voluntary carbon market designation if the
Funds & Operatlng Companies strategy and approach are aligned with the

A

rules.
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et e oh AN GE [ .

Fund managers/project developers
. Potential to scale projects with new sources of funding

. New and diverse pools of capital from institutional and corporate
investors Step 3

VCM designation across the London

\ Stock Exchange markets /
Step 4 Step 5

Step 6

To Investors Once admitted
Additional procurement option for carbon credits Bnuaﬂ(sit;;:;sr:ors Entity implements Entit)émzy iSdSF‘e carbon Crfdits Investors can
Transparency on project progress and performance v projects and provides as a divicend-n-specie, retre continue to buy
y { entity. reporting against them on behalf of shareholders, and sell shares
Where carbon credits are received, investors have 3 options: defined milestones sell to investors '
for credit issuance. and/or provide a cash dividend

Retire against residual carbon footprint (i.e. after operational
reductions)

Sell through traditional OTC methods or carbon exchanges
Hold to sell or retire at a later date

as defined at admission.

v v

Investors

-

Investors including institutional, retailand | 77T
corporate investors
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Key benefits for corporates investing into funds or operating
companies that dividend out carbon credits

Current challenge for carbon credit buyers Benefit of the LSE’s Voluntary Carbon Market

Existing voluntary carbon market is fragmented, hard to navigate, costly, and largely OTC. This
makes it hard for corporates to procure carbon credits with confidence. Enabling procurement via
a listed entity could help to address this.

Market access

Disclosure around project development & performance: Issuers will also be admitted to market
under the existing public market framework with MAR disclosure and VCM designation specific
disclosure.

Opaque markets

Early stage investment can enable lower — and known — cost, closer to the cost of production.

Simplify the procurement process for offsets for corporates. Previously companies have relied on
brokers to help procure offsets which are largely traded OTC, and the procurement decisions
often sit within marketing or sustainability or procurement functions, but buying shares in an entity
with the VCM designation shifts the responsibility to the finance function. The investment will sit
on the corporate balance sheet making it more visible as a financial material aspect of climate risk
management and net zero alignment, relevant to TCFD reporting.

Procurement, hedging and disclosure

VooV
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Legal Disclaimer

This document has been compiled by the London Stock Exchange plc (the “Exchange”). The Exchange has attempted to ensure that the information in this document is
accurate, however the information is provided “AS IS” and on an “AS AVAILABLE” basis and may not be accurate or up to date.

The Exchange does not guarantee the accuracy, timeliness, completeness, performance or fitness for a particular purpose of the document or any of the information in it. The
Exchange is not responsible for any third party content which is set out in this document. No responsibility is accepted by or on behalf of the Exchange for any errors,
omissions, or inaccurate information in the document.

No action should be taken or omitted to be taken in reliance upon information in this document. The Exchange accepts no liability for the results of any action taken on the
basis of the information in this document.

All implied warranties, including but not limited to the implied warranties of satisfactory quality, fitness for a particular purpose, non-infringement, compatibility, security and
accuracy are excluded by the Exchange to the extent that they may be excluded as a matter of law. Further, the Exchange does not warrant that the document is error free or
that any defects will be corrected.

To the extent permitted by applicable law, the Exchange expressly disclaims all liability howsoever arising whether in contract, tort (or deceit) or otherwise (including, but not
limited to, liability for any negligent act or omissions) to any person in respect of any claims or losses of any nature, arising directly or indirectly from: (i) anything done or the
consequences of anything done or omitted to be done wholly or partly in reliance upon the whole or any part of the contents of this document, and (ii) the use of any data or
materials in this document.

Information in this document is not offered as advice on any particular matter and must not be treated as a substitute for specific advice. In particular information in the
document does not constitute professional, financial or investment advice and must not be used as a basis for making investment decisions and is in no way intended, directly
or indirectly, as an attempt to market or sell any type of financial instrument. Advice from a suitably qualified professional should always be sought in relation to any particular
matter or circumstances.

The contents of this document do not constitute an invitation to invest in shares of the Exchange, or constitute or form a Eart of any offer for the sale or subscription of, or any
invitation to offer to buy or subscribe for, any securities or other financial instruments, nor should it or any part of it form the basis of, or be relied upon in any connection with
any contract or commitment whatsoever.

London Stock Exchange and the London Stock Exchan%e coat of arms device are registered trade marks of London Stock Exchange plc. Other logos, organisations and
company names referred to may be the trade marks of their respective owners.

© 2023

London Stock Exchange plc

10 Paternoster Square

London EC4M 7L

Telephone +44 (0)20 7797 1000
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