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Overall response to the carbon offsets paper - a 

• 77 written submissions have been received 
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Overall response to the carbon offsets paper (b) 
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Type of Organisation Total Percentage of Total 

Academia 1 1% 

Company 27 35% 

Company - Advisory/Consultancy 13 17% 

Industry Association 19 25% 

International Organisation / International Carbon 

Market Player 4 5% 

NGO 7 9% 

Individual  2 3% 

Government/Parastatal 4 5% 

Total 77 100% 



Support or not for the carbon offsets scheme  

Classification of the support or not of the offsets scheme was done according 
to the following key: 

 

1. Yes - Commentators support the proposed carbon offset policy as an 
effective flexibility mechanism to deliver GHG mitigation and might have 
some minor comments on the specific elements of the scheme. ; 

 

2. Qualified Yes - Commentators support the proposed carbon offset 
scheme, but propose some amendments to the design features to 
improve the effectiveness of the scheme; 

 

3. No - Commentators argue that the carbon offsets scheme would 
undermine the declared objective of the tax as a disincentive to emit GHG 
emissions and would be both difficult and expensive to implement; 
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Support or not for the carbon offsets scheme (a) 
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Type of Organisation Yes 

Qualified 

Yes No Total 

Academia 0 1 0 1 

Company 8 19 0 27 

Company - Advisory/Consultancy 13 0 0 13 

Industry Association 12 7 0 19 

International Organisation / International Carbon 

Market Player 4 0 0 4 

NGO 0 2 5 7 

Individual  2 0 0 2 

Government/Parastatal 2 2 0 4 

Total 41 31 5 77 



Support or not for the carbon offsets scheme (%) - b 
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Type of Organisation Yes 

Qualified 

Yes No Total 

Academia 0.0% 100.0% 0.0% 100% 

Company 29.6% 70.4% 0.0% 100% 

Company - Advisory/Consultancy 100.0% 0.0% 0.0% 100% 

Industry Association 63.2% 36.8% 0.0% 100% 

International Organisation / International Carbon 

Market Player 100.0% 0.0% 0.0% 100% 

NGO 0.0% 28.6% 71.4% 100% 

Individual  100.0% 0.0% 0.0% 100% 

Government/Parastatal 50.0% 50.0% 0.0% 100% 

Total 53.2% 40.3% 6.5% 100% 



Overall response to the carbon offsets paper 

 

• About 93.5 per cent of the submissions acknowledged the need and 
importance of a carbon offsets scheme; 

 

• Only 6.5 per cent of respondents felt that carbon offsets scheme would 
undermine the declared objective of the carbon tax and should thus be 
scrapped; 

 

• About 53.2 per cent support the design of carbon offset scheme as outlined 
in the carbon offsets paper with some minor suggestions; 

 

• About 40.3 per cent support the use of carbon offsets, but propose 
amendments to the design features.  
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Six key issues raised by the stakeholders (a) 

1. Carbon Offsets Scheme policy design features in relation to the Carbon Tax; 

a. Why limiting the offsets to 10% 

b. Offsets will undermine the efficacy of the carbon tax  

c. Need for alignment with other policies – e.g. DEROs 

2. Supply and Demand Analysis; 

3. Eligibility Criteria; 

a. Positive and negative lists 

b. Standardised baseline & project based approach 

c. Geographical restrictions  

d. Tax net (activities & entities) : Scope 1  vs. Scope 2 & 3 

e. REIPPPP 

f. Concurrent benefits – exclusions 

g. Industrial gas reduction projects  

h. AFOLU & Waste 
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Six key issues raised by the stakeholders (b) 

4. Definitions, Clarification of Terminology and Principles; 

a. Terminology 

b. Double counting 

c. MRV 

5. Administration of the Carbon Offsets Scheme; 
 a. General Administration 

 b. CDM  - project life cycle 

 c. VCS – project life cycle   

 d. International standards 

 e. Role of DNA 

 f. Independent GHG verification 

 g. Develop a South African Carbon Offset Standard 

 h.  Develop a South African Registry 

6.   Carbon Offsets - Income Tax and VAT Implications 
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1. Carbon Offsets and the Carbon Tax policy design 

(a): Limiting offsets to 5-10% of taxable emissions 

Issues raised by stakeholders 

- Placing a maximum of 10% is unnecessarily 

limiting and contrary to the goal of reducing 

emissions. 

- Offsets should be unlimited to allow tax 

covered entities to find least-cost mitigation 

opportunities. 

- Capping the amount of offsets will not impact 

the carbon tax price signal. The liability and 

cost of the tax will continue to inform the 

price of the carbon credits.  

- NT should increase the cap allowable for 

offsetting the carbon tax liability to 30% of 

total carbon tax liability. 

 

 

NT’s initial response 

- The objective of the carbon offsets scheme is 

to complement the carbon tax and deliver 

least cost mitigation. 

- The limit on the offsets allowance is to 

induce entities to reduce emissions within 

their scope of activities. Offsets limit can 

never be increased to 100%.  

- Current supply and demand modelling shows 

that 5-10% limit on carbon offsets is 

appropriate as higher offset limit might 

create demand that would be constrained by 

supply.  

- The effective carbon tax rate will provide an 

effective price ceiling for carbon offsets 

credits (driving demand).  
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1. Carbon Offsets and the Carbon Tax policy design (b): 

Carbon offsets undermining the efficacy of the carbon tax  

Issues raised by stakeholders 

- Offsets undermine the rationale for carbon 

taxation and GHG emission reduction.  

- Carbon tax rate should be at least doubled if 

it is to achieve its stated aim of being a 

monetary incentive against CO2 emissions.  

- The CDM has  failed globally to generate any 

meaningful measure of emission reductions;  

- Any effort to reduce emissions would need to 

be shown to result in an overall lowering of 

national emissions regardless of the sector 

concerned.  

- The rationale for offsets and trading 

mechanisms is unclear, it could be that NT 

thinks the SA economy cannot afford the full 

carbon tax and thus requires exemptions and 

offsets. 

NT’s initial response 

- Taking into account that South Africa is a 

developing country, growth in absolute level of 

emissions is still anticipated.  

- A carbon offsets scheme will serve as a flexibility 

mechanism to enable industry to deliver least 

cost mitigation, i.e. mitigation at a lower cost to 

what would be achieved in their own operations.  

- The broad-based carbon tax is still the main price 

signal to incentivise behaviour change and the 

offsets is a complementary measure allowing 

only up to 5-10% of allowable mitigation.  
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1. Carbon Offsets and the Carbon Tax policy design: 

Alignment with other climate change mitigation policies (c) 

Issues raised by stakeholders 

Integration with DEROs 

- No reference is made in the offsets paper to 

alignment with the broader range of 

mitigation instruments, their development 

should be integrated with the other inter-

ministerial policies that govern the area of air 

quality and carbon emissions (DEROs).  

- In general, it is harder to integrate various 

policies and instruments when they have 

been developed separately.  

Timing Issues 

- It is essential to clarify both the tax design 

and offset mechanism as soon as possible for 

offset project investment to commence.  

- We recommend that the development of a 

South African scheme be delayed until the 

international agreement is concluded. 

NT’s initial response 

Integration with DEROs 

- Carbon offsets are one of the mix of measures 

included in the NCRRP.  Carbon offsets form 

part of the discussion between NT and DEA 

with respect to the CT alignment with DEROs.  

Timing Issues 

- Depending on the timeline for the shift 

towards absolute targets, offsets limits over 

medium to long term could be devised (e.g. 

providing that relative thresholds remain for 

the period 2020-2025, tax free thresholds 

could be phased out and offsets limits 

increased to enable further flexibility).  

- Issues of international negotiations will be 

considered. Domestic policy should inform our 

international commitments. Uncertainty on an 

international level should not delay domestic 

policy action. .   
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2. Supply and Demand Analysis 

 
Issues raised by stakeholders 

Demand 

- Demand estimates are not based on a carbon 

price, or assumed price of CERs. Demand would 

presumably vary with price. 

- The current model assumes a high rate of 

uptake from tax-exposed sectors but our 

discussions with such entities indicate that this 

may not be the case. 

- For all entities covered under the carbon tax to 

purchase maxi allowance a sufficient number of 

offsets projects below the tax rate.  

Supply 

- Many of the projects included in the supply 

analysis appear to fall under the exclusions.  

- To remedy the shortage of credits, in the initial 

stages of implementation, “lead time” of 

certain project types should be considered. 

 

NT’s initial response 

- The estimated supply & demand analysis 

might not fully reflect the eligibility criteria as 

proposed.  

- The role of the carbon offset scheme is to 

provide ‘some’ flexibility to activities covered 

by the carbon tax. It is not a tool to offset all 

of the emissions. Carbon offset scheme aims 

to incentivise lowest cost emissions 

reduction and not high cost technologies.  

- Issues concerning the available supply 

furthermore support our view to provide a 

limit on offset allowance for taxable entities. 

-  We have outlined indicative figures from all 

available independent studies. Stakeholders 

suggested that the latest study (Promethium 

Carbon, 2014) with the total supply of 13 

MtCO2e per annum demand at 18 MtCO2e 

per annum is the most accurate. 
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3. Eligibility Criteria (a) 

Issues raised by stakeholders 

Positive and negative list 

- Activities developed in terms of 

methodologies approved by international 

schemes like the CDM, VCS or Gold Standard 

should be automatically eligible for the 

positive list reflected in the paper 

- NT should consider entering into negotiated 

agreements with VCS and GS establishing a 

common list of approved project types. 

Standardized Baselines  

- The desire to include both standardized and 

project-based approaches for determining 

additionality is endorsed given that many 

project-based methodologies are available, 

and standardized methodologies may not be 

applicable in some sectors.  

 

NT’s initial response 

⁻ Negative List – Negative list intended to 
provide a clear guidance on which specific 
project types will be ineligible for the 
scheme. 

⁻ Positive List – Positive list will only be 
indicative.   

 

Standardized Baselines  

⁻ Case by case evaluation of the project can be 
streamlined through standardized baselines.  

⁻ Standardised baselines can be proposed by 
project developers to the administrator of 
the scheme for adoption by international 
standards. 

⁻ Over time, the administrator of the scheme 
might propose a standardised baseline for 
specific project types. 
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3. Eligibility Criteria: Offsets geographical 

location eligibility (b) 
Issues raised by stakeholders 

Support for geographical limitation to SA 

- Under the South African tax offset scheme, the 

mitigation actions should be predominantly in 

South Africa and geographic limitation is 

therefore supported. 

- If firms are able to access low cost offsets 

outside of South Africa then there will be a 

reduced incentive to invest in South Africa.   

Support for reviewing geographical limit 

- The effects of GHGs are not limited to SA. 

- Many SA companies have interests outside of 

SA, which would enable development of offset 

projects on their operations outside SA.  

- The arrangement of the Southern African 

Power Pool (SAPP) could lead to unfair pricing.  

Allowing offsets from SAPP countries will 

balance increased tariffs. 

NT’s initial response 

- Mixed reactions have been received from the 

stakeholders to the proposal for the  

geographical limitation of offsets. Some 

strongly supporting our proposals, while 

others are opposing it.  

- There are valid arguments to extend 

geographical eligibility to the SADC region 

and these might be considered over time;  

- At this stage however, only carbon offsets 

within South Africa will be permitted.  
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3. Eligibility Criteria (c): Eligibility with respect 

to the tax net - Scope 1,2 & 3 offsets 

 
Issues raised by stakeholders 

- Carbon Tax applies only to a covered entity’s Scope 1 Emissions or ‘Activities’. An offset 
project implemented on covered entity’s Scope 2 or 3 Emissions, should be eligible 
because no double counting would occur.  

- A potential for contradiction and confusion arises with the use of “entities” instead of 
“activity/ies”.  

- South Africa should also adopt an “Early Action Projects” approach to allow for projects 
in covered areas to supply offsets.  

- Allowing offset projects from existing taxable activities implies a risk in that the system 
will not deliver any new investment in SA.  

- Projects outside of the scope of the carbon tax should not only ensure avoidance of 
double counting but also to focus opportunities on smaller projects and companies 
below the carbon tax threshold. 
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3. Eligibility Criteria (c): Eligibility with respect 

to the tax net - Scope 1,2 & 3 offsets 

 
NT’s initial response 

⁻ CT legislation will clarify eligibility & tax net: 

o Taxable activities – include activities that produce direct emissions, i.e. scope 1 emissions. 

Projects excluded from the carbon offset scheme.  

o Taxable entities – taxable entities may emit both scope 1 & 2 emissions (i.e. direct emissions and 

indirect emissions from e.g. electricity consumption). For the purposes of the carbon tax only 

their scope 1 emissions will be taxed and thus their taxable activities only include activities 

which produce scope 1 emissions.  

 

- Early action will enable entities to lower their tax liability once implemented. The Z-

factor (and not offsets) was designed as a reward mechanism for early action.  

 

- Eligibility of projects based on entities’ scope 2 & 3 GHG emissions will need to be 

further analysed. 
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3. Eligibility Criteria (c): Eligibility with respect 

to the tax net - Scope 1,2 & 3 offsets 

 
NT’s initial response 

⁻ The objective of the carbon tax policy is to incentivise reduction of direct (or scope 1) 
GHG emissions.  

⁻ Carbon offsets scheme aims to complement the carbon tax policy and to serve as a 
flexibility mechanism that will enable industry to deliver least cost mitigation (i.e. 
mitigation at a lower cost to what would be achieved in their own operations) by 
investing in reduction of direct (Scope 1) emissions that occur outside the scope of 
their activities in entities not covered by the carbon tax. 

 

Electricity Sector GHG emissions – Application to the Offset Scheme 

⁻ Electricity sector is currently the largest GHG emitter in the country. Investment in 
renewable energy generation and improvement in energy efficiency has the potential 
to target both supply (scope 1) and demand (scope 2) emissions.    
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3. Eligibility Criteria (c): Eligibility with respect 

to the tax net - Scope 1,2 & 3 offsets 

 
NT’s initial response 

Energy Efficiency Improvement 

• Regulation of the electricity sector implies that carbon tax liability of the sector could 
potentially increase energy prices. Given the proposal to: (a) account for REIPPPP 
investment s and (b) to phase down the electricity levy -- this pass through effect will 
be minimized.  

• However, to reduce the impact further electricity users can reduce their energy use 
by:  (a) implementing energy efficiency measures; and ( b) investing in small-scale 
renewable energy generation. 

– The 12L energy efficiency tax incentive aims to assist businesses with capital cost 
to improve their energy efficiency  --  no need for additional use of offsets in this 
regard.  

– Businesses can generate electricity for their own use from small scale renewable 
energy sources. There is currently no mechanism to support small scale 
electricity generation – additional use of offsets might be considered.   
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Lessons from determining scope and eligibility 

HOWEVER ---  

 

• To avoid double counting scope limited to 

those emissions sources not covered by 

the carbon price. 

– Energy efficiency and renewable energy not 

eligible because electricity generation 

covered.  



Legislation & Regulations: Energy Efficiency 

Savings Tax Incentive  

• Section 12L of Income Tax Act 58 of 1962  

• Regulations to give effect to this incentive as from 1 November 2013 was 

published in December 2013 

• The EES incentive will run until January 2020 

• The value of the incentive (i.e. a tax deduction) is 45 cents per kwh saved 

• Taxpayers that can prove EES from implementing an energy efficiency 

measures can claim the allowance 

• The implementation of the incentives relating to energy Efficiency requires 

adequate measuring, monitoring and verification of energy use and 

commensurate efficiencies. 

• Only accredited measurement and verification professional can verify the 

EES 

• The taxpayer baseline is adjusted annually with the amount of EES claimed 

• Over time some of the carbon tax revenues to be “recycled” to fund this tax 

incentive 
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Energy Efficiency Savings Tax Incentive: 

Feedback  

Some of the feedback from the road-shows undertaken by DoE and 

SANEDI early this year:  

• Section 12 L of the Income Tax has been welcomed by the industry, 

especially in light of the absence of other incentives such as the Eskom-

IDM grants that were available to the market from 2002 to 2013.  

• The value of the incentive of 45 c per kWh applicable for only one year’s 

worth of savings was deemed to be low. There was however no 

definitive view on what an appropriate value for the incentive should be 

or for how long period the incentive should be applicable.  

• The legislated requirement to have the baselines signed off by a 

SANAS accredited M&V body was also a source of some 

dissatisfaction. This was seen to be an impediment for smaller projects.  

• The exclusion of renewable sources like PV technology and biomass 

was also raised as a concern.   
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3. Eligibility Criteria (d): Eligibility of carbon 

offset credits with benefits from REIPPPP 
Issues raised by stakeholders 

- Renewable energy developers compete with 

each other during the bidding rounds. There 

is no direct incentive like a predetermined 

tariff or extra charge (kind of a premium) 

over and above the current regulated tariffs.  

- REIPPPP project developers indicate that 

they always relied on carbon market support 

to recover investment. So, now this 

restriction appeared, the whole community 

of REIPPPP pioneers and REIPPPP project 

developers feel hugely disappointed. 

- As REIPPPP incentives are being allocated 

under a tendering process, the revenue from 

selling carbon offsets will effectively lower 

the bids offered by investors and thus 

contribute to lowering the resulting tariffs 

which is a benefit for society. 

NT’s initial response 

- Renewable energy projects that are part of 

the REIPPPP programme have been selected 

to provide renewable electricity based on 

their competitive bid. The IPPs are 

guaranteed a cost covering price for 

generated electricity as bided for. Allowing 

additional income from carbon offset credits 

would therefore represent a double benefit. 

- Allowing IPPs to benefit from carbon offset 

credits is currently not considered.  
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3. Eligibility Criteria (e): Eligibility of carbon 

offset credits with concurrent gov’t benefits 
Issues raised by stakeholders 

- The exclusion of projects benefitting from 

other government incentives should be 

clarified (REIPPPP and 12L). Blanket exclusion 

could render many potential AFOLU and bio-

mass energy projects non-viable, as the 

current EPWP Land User Incentive is typically 

essential for such projects to materialise. 

- Taxable entities involved with or which 

control renewable energy projects must be 

entitled to participate in the carbon offset 

scheme for 3-5 years or a similar period to 

the 3 year allowances (50-30-20) available 

under 12B of the Income Tax Act.  

- Flexibility to choose most suitable 

government incentive should be provided. It 

could be more advantageous for a company 

to use offsets than 12L.  

 

NT’s initial response 

- Projects benefiting from other government 

incentives will in general be excluded.  

- Certain projects could however be eligible if 

they benefit from other incentive in 

conjunction with the offset scheme. This will 

include only incentives that are not directly 

related to the objective of the offset 

mechanism, such as accelerated depreciation 

or EPWP programme.   

- If an energy efficiency project cannot apply 

for the 12L energy efficiency tax incentive it 

could potentially register as a carbon offset 

project.  However this will require further 

work.  
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3. Eligibility Criteria (f): Eligibility of industrial 

gas reduction projects  
Issues raised by stakeholders 

- The general exclusion of HFC-23 projects is 

welcome, but the case of Nitrous Oxide 

destruction projects needs to be discussed 

with more differentiation.  

- The EU has decided to disallow some 

industrial gas-related credits, but not all. The 

EU regulation restricts the destruction of 

HFC- 23 and N2O from adipic acid production 

while leaving the usability of credits involving 

the destruction of N2O from nitric acid 

production untouched. 

- In South Africa, five nitric acid plants have 

registered CDM projects.  

NT’s initial response 

- NT reviewed studies on the issue of industrial 

gas destruction, which concludes that nitric 

acid projects are fundamentally different 

from some of the other project types that 

were initially included on our proposed 

ineligible projects list (SEI, 2010).  

- With this background it seems wise to 

differentiate within the industrial gas 

destruction projects when finalising an 

exclusion of these projects. 
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3. Eligibility Criteria (g): Eligibility of AFOLU and 

Waste projects in subsequent carbon tax phases 
Issues raised by stakeholders 

- The inclusion of the waste sector in the tax 

net as from phase 2 of the carbon tax regime, 

only 5 years after launching the scheme, is 

likely to discourage existing offset projects 

from joining the scheme.  

- Agriculture and land use projects should 

qualify for relief for a longer than 5 years. 

- It is difficult to quantify amount of carbon 

captured in AFOLU offsets as well as the lag 

between implementation and sequestration.  

- Simplify the supply chain processes/ tender 

processes to facilitate and ensure that 

municipal waste projects can supply credits. 

-  Are offsets purchased on an ex ante basis ‘Pending 

Issuance Units’ or ‘PIUs’ eligible under the proposed 

tax since they are favoured for AFOLU projects.  

 

NT’s initial response 

- Waste and AFOLU projects are envisaged to 

play an important role in the scheme.  

- It is important that there are clear guidelines 

for development of waste sector carbon 

offset projects by local municipalities.  

- Inclusion of Waste and AFOLU in the carbon 

tax net from the second carbon tax phase will 

be clarified in a timely manner. All Waste and 

AFOLU projects developed in the first phase 

of CT will be permitted in subsequent phases.  

- AFOLU projects difficulties are acknowledged and 

DEA is assessing development of LULUCF project 

methodologies to realise carbon sinks mitigation 

potential.  

- Only carbon offset reduction realised should be 

accepted under the scheme and no ex-ante credits 

should be allowed.  
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4. Definitions, Clarification of Terminology and 

Principles 

 Issues raised by stakeholders 

Terminology 

- Definition of “methodology”, “tax net”, 

“taxable activities” and  “taxable entities” is 

requested. 

Double Counting 

- What does “environmental double counting” 

and “economic double counting” imply? 

Maybe using different phrases – e.g.  double 

counting referring to “environmental double 

counting” and double dipping referring to 

“economic double counting”.  

Carbon offsets and carbon tax MRV 

- There is significantly more rigour applied to 
the measurement and monitoring of carbon 
offsets than there is to the emissions of CO2 . 

 

NT’s initial response 

Terminology 

- A set of definitions will be included in the 

draft legislation. 

Double Counting 

- We will be more specific with the definitions 

/ descriptions.  

- Allowing double counting will undermine the 

carbon price objectives. 

Carbon offsets and carbon tax MRV 

- The rigorous attention given to carbon offsets 

stems from the need (and international 

requirement) to ensure additionality and no double 

counting / dipping.  

- It should be noted that a very rigorous process is 

envisaged with regards to national GHG emissions 

measurement and monitoring .  
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5. Administration of the carbon offsets scheme 

(a): General Arrangements  

 Issues raised by stakeholders 

⁻ Streamlined and reliable institutional 
arrangements are essential for a successful 
offset scheme. Use of existing systems, 
institutions and schemes is a cost effective 
approach to facilitate offsets against the 
proposed carbon tax by 2016.  

⁻ Comments on the following functions have 
been received:  

– Administration of scheme - project 
approval, issuance of credits and 
certificates 

– Use of specific carbon offset standards 

– Independent verification of offset 
projects  

– Accreditation of independent verifiers 

– Establishment and maintenance of 
offset registry  

– Carbon offset transfers, sale and trading 

NT’s initial response 

⁻ The carbon offsets scheme to be as simple as 
possible. It will however be important to 
maintain appropaite checks and balances.  

⁻ Use of international offsets standards (e.g. 
CDM, VCS, etc.) are important - a mere 
accounting standard (such as ISO / SANS 
14064-3) to provide guidance for verification 
and validation of GHGs is not sufficient . 
International offsets standards (or domestic 
offsets standard) are needed to provide 
specific project methodologies according to 
which GHG accounting can take place.  

⁻ Proposals with regards to the specific 
institutional arrangements (administrator, 
use of standards, registry) will be evaluated 
to ensure cost effectiveness as well as 
environmental integrity.  
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5. Administration of the carbon offsets scheme 

(a): CDM Project Life Cycle (UNFCCC, 2014) 
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•  1. Project Design - Project Participant 

•  2. National approval - Designated National Authority 

• 3. Validation - Designated Operational Entity 

•  4. Registration - Executive Board 

• 5. Monitoring - Project Participant 

•  6. Verification - Designated Operational Entity 

• 7. CER issuance  - Executive Board 



 

5. Administration of the carbon offsets 

scheme (a): VCS Project Life Cycle 

(VCS, 2014) 
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•  1. Project Description submitted to VCS - 
Participant 

•  2. Project Description submitted to verifier - 
Participant  

• 3. Project Assessment – Validation/Verification body 

• 4. Project Monitoring - Project Participant 

•  5. Assessment of Project GHG emission 
reduction/removal– Validation/Verification body 

• 6. Project documentation (verification) submitted to 
VCS Registry – Participant 

 

 

•  7. Project Review & VCU issuance – VCS registry 



China Certified Emission Reduction (CCER) 

Project Development Cycle 

Project Evaluation

Project Design 

Validation

Project Registration

Project Implementation 

and Monitoring

Verification 

CCER Issue

Owner and Developer

Owner and Developer

Validation Entity

CCER Project

Owner

Verifier

CCER



 
5. Administration of the carbon offsets scheme (a): Carbon 

Farming Initiative (Clean Energy Regulator, 2014) 
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5. Administration of the carbon offsets scheme (a): SA 

Carbon Offsets Scheme – Using International Standards 
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• 1. Submission of carbon-offset project ideas to the administrator (for pre-screening) – Project Developer 

• 2. National approval (CDM) - Designated National Authority &  Project Description Submission (VCS) – VCS 
Registry   

•  3. Validation - Designated Operational Entity (CDM)  / Project Description Submission - Validation/Verification 
body (VCS)  

•  4. Registration (CDM) Executive Board (not required under VCS) 

• 5. Project Monitoring - Project Developer 

• 6. Verification - Designated Operational Entity (CDM) or Validation/Verification body (VCS) (SANAS approved 
verifier under VCS)  

• 7. CER/VCU issuance  - Executive Board (CDM) or VCS Registry (Review of verification reports)  

• 8. CER/VCU transfer to SA registry and cancellation in international registry – DNA (CDM &VCS)   

• 9. Issuance of certificate based on CER/VCU values and retirement in SA registry – DNA (CDM &VCS)   

• 10. Use of certificate to offset Carbon Tax liability – Credit owner (tax liable entity) & SARS 



 

5. Administration of the carbon offsets scheme (b): Role of 

the administrator of the scheme (the DNA) I. 

 
Issues raised by stakeholders 

Capacity of the DNA 

⁻ Although a centralized body is required to 
manage the scheme, we question whether 
the DNA has the capacity and skills to 
manage all the functions assigned to it.  

⁻ Due to the nature of the admin role 
envisioned in the Carbon Offsets Paper it is 
recommended that the DNA is moved from 
the DoE to the DEA. 
 

Roles envisaged by the DNA 

⁻ The DNA has the additional responsibility of 
pre-screening projects for their eligibility. We 
advise this is done through the existing Letter 
of Approval process under the CDM.  

⁻ Additional roles and responsibilities of the 
DNA are not necessary for the operation of 
the offset scheme and are covered by the 
proposed offset standards (CDM, VCS, GS). 

NT’s initial response 

Capacity and roles of the DNA 

⁻ The DNA is currently carrying out an 
assessment of the functions that the 
administrator of the scheme would have to 
carry out and is preparing a plan to address 
capacity issues.   

 

Roles envisaged by the DNA - Pre-screening 

⁻ Pre-screening of projects against domestic 
eligibility criteria is not necessary to develop 
international offsets projects.  

⁻ However without pre-screening there is a  
risk that a project will not be accepted as a 
carbon tax offset.   

⁻ DNA could carry out pre-screening of projects 
for their eligibility as a carbon tax offset in 
parallel to the Letter of Approval process 
under the CDM.  
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5. Administration of the carbon offsets scheme (b): Role of 

the administrator of the scheme (the DNA) II.  

 
Issues raised by stakeholders 

Issuance of certificates 

⁻ “Obtaining a certificate” - We are concerned 
about the requirement that the taxpayer 
should be required to obtain a certificate 
from the DNA stating the CO2e reduction 
achieved. It is recommended that the proof 
of retirement from the South African registry 
is submitted by the taxpayer to both SARS 
and the DNA to ensure that these credits are 
accounted for in the reduction of their tax 
liability. 

Regulation vs. Administration 

⁻ Modern regulatory practice requires that the 
regulator remains independent of the market 
participants to remain objective and without 
conflict of interest.  

⁻ The DNA is referred to as an “administrator”. 
If the system is properly regulated, it 
wouldn’t need an administrator.  

 

NT’s initial response 

Issuance of certificates 

⁻ DNA will be the body responsible for issuance 
of certificates to be submitted to SARS and 
subsequently retire the credits in the registry.  

⁻ It is not a role for SARS to be managing 
entries in the registry.  DNA shall play this 
role in the same way that SANEDI does for 
12L.    

 

Regulation of carbon offset scheme 

⁻ Both the regulation and administration of the 
offset scheme can be undertaken by DNA but 
we are open to debate some of the 
modalities and details.  
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5. Administration of the carbon offsets scheme (c): Use of 

existing international standards 

 
Issues raised by stakeholders 

Use of standards 

⁻ Making use of the current standards in 
existence (i.e. CDM, VCS and Gold Standard) to 
issue CERs will go a great distance in ensuring 
credibility and confidence in the market with 
regards to the carbon offset mechanism. 

⁻ Making use of international standards does not 
come without its challenges. The cost, 
administrative burden, complexity and long 
turnaround times associated with these 
standards could prove to be a major hindrance 
to the success of the carbon offset mechanism  

⁻ We would recommend that a formal 
relationship between the Government of South 
Africa and recognized GHG programs be 
established so that responsibilities are clearly 
laid out.  

NT’s initial response 

Use of international standards 

⁻ Use of international standards is supported 
and establishment of formal relationships 
with CDM & VCS has commenced. 

⁻ Effective relationships will be crucial to 
ensuring a speedy turnaround of projects.  

⁻ Localising elements of offsetting life cycle 
(e.g. building local verification infrastructure 
and relying of local GHG accounting 
guidelines – e.g. ISO / SANS 14065) could go a 
long way to facilitate and speed up the 
processes.  
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5. Administration of the carbon offsets scheme (e): 

Development of a South African Carbon Offset Standard 

 
Issues raised by stakeholders 

⁻ A large institutional effort is envisaged, 
duplicating existing international systems, for a 
relatively small market.  

⁻ We see a significant risk that a domestic carbon 
offset system would increase the transaction 
costs for relatively small projects in a small 
market. 

⁻ A South African-specific carbon offsets standard 
would not represent an optimal solution given 
the long and costly procedures necessary to 
implement the administrative framework. The 
cost should not be underestimated.  

 

 

 

NT’s initial response 

⁻ International carbon offsets will be the core 
of the domestic carbon offsets scheme. 

⁻ A potential domestic standard that would 
primarily cover the types of projects that are 
not well catered for under international 
standards will be considered.   

⁻ It is estimated that there is a considerable 
potential of carbon offsets within the AFOLU 
sector, which is currently not very well 
covered by the international standards / 
project methodologies.  
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5. Administration of the carbon offsets scheme (f): 

Development of a South African Registry 

 
Issues raised by stakeholders 

Establishment of SA registry and use of 
international registries 

⁻ We would encourage National Treasury to not 
duplicate the administrative burden of 
registering projects by establishing a new 
registry process.  

⁻ We are very supportive of the creation of a 
South African carbon offsets registry.  

Transfer of Projects to SA 

⁻ The Paper does not clearly indicate how credits 
issued under a recognized GHG program would 
be converted into a credit in the SA registry.  

⁻ The establishment of a SA carbon offset registry 
under which CERs from the CDM will be retired 
once utilised against the Carbon Tax is in 
contradiction with the UNFCCC. It is requested 
that CERs used as offsets against the Carbon 
Tax are not retired but only recorded and then 
handed back to the owner of the CERs for 
trading on the international carbon market. 

 

NT’s initial response 

⁻ The development of a domestic registry would 
provide an effective tool to manage the offset 
scheme.  

⁻ Such a tool would enable easy audit of carbon 
offset certificates by SARS, enable control over 
credits issued within the scheme and finally 
enable easy monitoring of the contribution of 
the offsets to SA carbon mitigation activities.  

⁻ Some of the technical aspects, namely the 
transfer of international credits and 
cancellation of international credits, would 
have to be considered and discussed with 
some of the key stakeholders (e.g. UNFCCC’s 
CDM board, VCS, etc.). 
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6. Carbon Offsets - Income Tax and VAT Implications 

 
Issues raised by stakeholders 

Section 12K of the income tax act 

⁻ The income tax treatment on the sale of carbon 
offsets (within a carbon trading system) has not 
been addressed in the paper.  

⁻ Precedent for carbon credits exists in the 
manner in which Certified Emissions Reductions 
(CERs) were treated in the Clean Development 
Mechanism (CDM). The proceeds from the sale 
of these credits (PCERs or primary CERs) are  
not subject to income tax. It is unclear if this 
principle will be extended to a domestic offset / 
trading scheme -- should one be developed.  

VAT Issues 

⁻ The sale of CERs or any carbon credits between 
two South African companies does currently 
attract 14% VAT. VAT is not chargeable if a 
South African company sells a service to a non-
resident, e.g., another company domiciled 
outside of South Africa.  

 

NT’s initial response 

⁻ An extension of the relief in terms of section 
12K of the income tax act to other carbon 
offset standards could be considered for a 
limited period (i.e. the first carbon tax regime 
phase).  

⁻ This would only apply to the primary sale of 
the carbon credits as the tax incentive is 
envisaged to facilitate development of 
carbon offset projects and not to boost 
carbon market trading activities.  

⁻ VAT rules for the services associated with the 
development of carbon offsets will remain 
the same.  All domestic transactions will be 
subject to VAT at the standard rate. 
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Thank you 
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