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Summary

This deliverable examines governance options for scaling peatland restoration as part of a just transition
to net zero, with a focus on nature markets and blended finance in Scotland and lessons for comparable
EU contexts. It responds to growing policy interest in land-based climate mitigation and nature recovery,
and evidence that degraded peatlands are a major and continuing source of greenhouse gas emissions.
Public funding remains central to peatland restoration, but appraisal rules, subsidy control and
international trade rules can limit the level and form of support available to land managers. Nature
markets may provide additional finance, but only where they are governed in ways that protect
environmental integrity, social legitimacy and public-interest accountability.

Based on policy analysis, engagement with Scottish Government and agency officials, internal
evaluations, 37 semi-structured interviews and roundtable discussions, the report reviews the
development, operation and governance of nature markets in Scotland, drawing on evidence from
voluntary carbon markets, peatland standards, biodiversity and water-related market instruments,
corporate claims guidance, EU certification frameworks and national policy models. It then compares
approaches in Scotland, with the wider UK, Germany, the Netherlands, Denmark and France, showing
that markets work best when embedded in wider land-use, agricultural, water, climate and restoration
policies. The analysis identifies a recurring need to balance incentives with obligations, so that public
grants, private finance, standards, regulation and fiscal measures work as a coherent policy mix.

The deliverable then sets out a polycentric governance model for responsibly scaling nature markets.
Scotland is used to pilot, test and refine this governance model. Scotland provides an analytically useful
frame because it combines extensive degraded peatlands, a mature Peatland Code project pipeline,
long-standing public investment in peatland restoration, an active policy debate on land reform and
responsible investment, and the development of a Natural Capital Market Framework. The work
reported here was co-produced with Scottish Government during the development and early
implementation of that Framework, including advice on peatland-specific components and Scotland’s
first blended finance pilot for peatland restoration.

The report evaluates the Peatland ACTION Carbon Credit Pilot, the stacking of Agriculture Reform
Programme agreements with the Peatland Code, the BSI Nature Investment Standards Programme,
proposed integration of peatlands into the UK Emissions Trading Scheme and options for a land
emissions carbon tax. It also examines community engagement and benefits, regulation of misleading
claims, insetting, double counting, buyer integrity, tenure complexity and the practical delivery conditions
needed for market governance to work.

Implementation gaps and policy refinements are identified and the wider relevance of the findings are
drawn out for EU policy. The Scottish evidence supports EU-level guidance that distinguishes inventory
reductions, insets, offsets and contribution claims, recognises peatland rewetting as abatement where
scientifically justified and embeds social safeguards within certification and restoration frameworks. The
deliverable concludes that to responsibly scale nature markets and integrate them with public funding
to restore peatlands, there is a need for operational infrastructure to enable standards to work in
practice, including contractor capacity, longer funding cycles, paid facilitation, ratings or verification
capacity, clear allocation rules and settlement of tenure and claims questions.
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1 Introduction

Land-based climate mitigation and nature recovery are increasingly framed as linked policy goals to
address interdependent challenges, in light of growing evidence that well-designed nature-based
solutions to climate change can deliver multiple benefits without displacing food production (Griscom et
al., 2017; Seddon et al., 2020a,b). Reducing emissions from agriculture, forestry and other land use,
and increasing durable carbon dioxide removals, are prominent features of Intergovernmental Panel on
Climate Change mitigation pathways, provided removals complement rather than substitute for deep
emissions reductions (IPCC, 2022a, 2023). International policy commitments, including the United
Nations Convention to Combat Desertification, the International Science-Policy Platform on Biodiversity
and Ecosystem Services, the Kunming-Montreal Global Biodiversity Framework, and the new EU Nature
Restoration Regulation highlight the interconnectedness of biodiversity loss, land degradation and
climate change and call for increased restoration and adaptation to land management processes.
However, these policy commitments require vast areas of land to shift towards lower-emissions, and
more resilient and biodiverse management, while remaining socially legitimate and economically
workable. As a result, increasing attention is being paid to responsibly scaling land-based climate
mitigation projects, as part of a wider portfolio of mitigation activities that have the potential to deliver a
combination of climate, biodiversity and social benefits.

There is growing awareness of the critical role that peatlands play in this portfolio. Globally, peatlands
cover around 3-4% of the land surface yet contain up to one-third of the world’s soil carbon (UNEP,
2022). Peatlands also regulate water, support specialised biodiversity, reduce fire and flood risks where
hydrological function is intact, and sustain cultural and livelihood practices in many regions (UNEP,
2022, 2024; Wu et al., 2026). Without restoration, peatlands will remain a significant, long-term source
of land-based emissions, but there is robust evidence that rewetting reduces long-term climate forcing,
notwithstanding methane emissions and site history controls on the timing and magnitude of net climate
gains (Leifeld and Menichetti, 2018; Gunther et al., 2020; Reed et al., under review - Appendix 1). A
number of international resolutions have reflected the importance of protecting, restoring and
sustainably managing peatlands, including the International Union for the Conservation of Nature’s
Resolution 43, Ramsar Resolution XIIl.13 and UNEA Resolution 4/16. In response to this collective
international action, the 2025 summary report for the UNEA Resolution on the conservation and
sustainable management of peatlands showed that at least 45 countries, representing the majority of
global peatland GHG emissions, had introduced peatland-focused policies, strategies or regulations
since the UNEA resolution was passed in 2019 (UNEP, 2025).

Funding peatland restoration, however, remains a key challenge. To date, the majority of peatland
restoration has been publicly funded, and public funding remains central where markets are absent,
weak or inappropriate. However, there are major conditions and constraints on public funding that have
limited progress to date (UNEP, 2022). For example, public funding for land-based climate initiatives
typically has to pass appraisal processes that evaluate how public resources can best be used to
achieve policy objectives, based on social value, risk, uncertainty and distributional effects within a
constrained budget (e.g., HM Treasury, 2026). Similarly, subsidy control regimes require public bodies
to test subsidies against public-interest, proportionality, market failure or equity criteria and competition
effects (e.g., Department for Business and Trade, 2025). In addition to this, under the World Trade
Organization Agreement on Agriculture, green box environmental payments must be tied to a clearly
defined environmental or conservation programme and limited to costs of delivering restoration and any
income foregone as a result of the activity (World Trade Organization, 1994). Such rules constrain how
public investment in peatland restoration is calculated and distributed, limiting payments and reducing
their attractiveness and uptake by landowners (Reed et al., 2024).As a result, many governments are
now looking to nature markets to make additional payments for the ecosystem services that arise from
peatland restoration, circumventing restrictions on public funding. There are now long-standing
international voluntary carbon markets for peatland restoration (e.g., Verra’s VM0036, Methodology for
Rewetting Drained Temperate Peatlands v1.0 was released in 2017; Verra, 2017). Although Verra’s
methodology has seen limited uptake (four registered projects to date), the UK’s Peatland Code has
registered over 400 projects since its inception in 2015;.These projects will actively abate more than
10M tCO2e (IUCN UK Peatland Programme, 2026). Domestic voluntary carbon markets are also now
operating in an increasing number of other countries (e.g., Germany’s MoorFutures, Switzerland’s
MaxMoor and the Netherlands’ Valuta voor Veen - see Deliverable 6.2 for more details). Article 6 of the
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Paris Agreement enables countries to cooperate through internationally transferred mitigation
outcomes, with corresponding adjustments used to avoid double counting (United Nations, 2015).

However, nature markets for peatlands are accompanied by a number of concerns and constraints.
Firstly, there are concerns about risks arising from future carbon market volatility, combined with long-
term liabilities arising from the maintenance of projects (among other social and cultural factors). This
has limited landowner adoption of market-based restoration schemes in the UK, the country with most
domestic VCM projects (Reed et al., 2024). Demand for peatland carbon has also remained weak in
comparison to other land-based carbon units, partly due to their misclassification as avoidance credits
by the Science-Based Targets Initiative (Reed et al., under review; see Appendix 1 for a rebuttal to their
position). In response to these challenges, many governments are now seeking blended finance models
that combine public grant, regulatory frameworks and private finance, using public funding to leverage
additional private investment and de-risk market engagement for landowners (Reed et al., 2022).

Secondly, uptake of these markets has been constrained by concerns around market integrity, with
recurring concerns about unsubstantiated corporate claims, credits that do not represent real or
additional outcomes, double counting, weak permanence provisions, investment in offsets before
avoidable impacts have been reduced, and negative unintended consequences for other ecosystem
services or local communities (Reed et al., 2025). Probst et al. (2024), in a systematic assessment of
carbon crediting projects, estimated that less than 16% of credits in the evaluated project types
represented real emission reductions. Similarly, Trencher et al. (2024) showed that major companies
purchasing voluntary carbon offsets between 2020 and 2023 relied heavily on credits carrying high risk
of limited climate benefit.

A third concern centres around the complexity of peatland restoration. Given that peatlands interact with
carbon, biodiversity and water, this makes the ecological outcomes of their restoration context-specific,
multi-dimensional, and difficult to represent in a single tradable unit (Gordon et al., 2015; Ferreira, 2017;
WEF, 2024). A project designed around carbon may create biodiversity or water benefits, but it may
also generate trade-offs if tree planting, rewetting or grazing changes are poorly matched to site
conditions or local land-use systems. Payment schemes can also affect land access, tenancy relations,
local labour, cultural values and the distribution of benefits (Reed et al., 2024). And research has found
mixed evidence on the environmental effectiveness and equity of payments for ecosystem services,
with outcomes shaped by design, land tenure, local institutions, power relations and monitoring capacity
(Calvet-Mir et al., 2015; Chan et al., 2017; Bremer et al., 2023).

The Integrity Council for the Voluntary Carbon Market (ICVCM) has been seeking to address these
governance challenges, with their Core Carbon Principles and the Voluntary Carbon Markets Integrity
Initiative’s Claims Code developed to distinguish higher integrity supply and demand from weaker claims
(ICVCM, 2023; VCMI, 2023). National policies are also being developed, for example with the
publication of England’s Nature Markets Framework in 2023, alongside the British Standard Institute’s
(BSI) Nature Market Investment Standards with were designed to go beyond ICVCM’s Core Carbon
Principles. The purpose of these was to further raise the integrity of carbon markets and extend these
standards to biodiversity and (water) nutrients markets (Defra, 2023; Scottish Government, 2024; British
Standards Institution, 2024; Defra, 2026). This proliferation of policies, standards and other processes
to govern integrity of projects and claims, however, creates a governance challenge. Questions are now
arising around how to connect international integrity principles, national policy oversight, market
standards, accreditation, regulation, registries, verification, public funding, private investment and site-
level delivery across interacting carbon, biodiversity, water and flood risk markets.
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As an early output from this research, Reed et al. (2025) argued that this requires a polycentric
governance hierarchy capable of coordinating these functions across multiple centres of decision-
making, so that markets can coherently and responsibly scale while maintaining additionality,
permanence, transparent claims, independent verification, environmental and social safeguards, and
public-interest accountability. However, there has been limited testing of polycentric governance
theories in relation to land-based climate mitigation and nature recovery projects, and such evaluation
represents an empirical challenge given the fast-moving policy and market context and its
complexity.This Deliverable proposes a new polycentric governance hierarchy (published as Reed et
al., 2025) and then reports on a co-productive initiative in collaboration between the Wet Horizons
project and Scottish Government, with engagement from the UK government as needed, to review
evidence for the relative effectiveness of different policy and market mechanisms to responsibly scale
peatland restoration in Scotland. This report continues as follows: Section 2 describes the development
of nature markets across a series of national contexts, Section 3 outlines the proposed polycentric
governance model, drawing on empirical evidence to refine the model, based on experience from
Scotland to infer insights of international relevance. Section 4 details the analysis results from interviews
with Scottish participants on national policies. Section 5 outlines a series of national policy
recommendations for Scotland, and Section 6 outlines EU policy recommendations.
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2 Nature market development, operation and
governance

Nature markets are policy and market arrangements through which measurable environmental
outcomes are funded, financed, certified, transferred or claimed (Wunder, 2015; Reed et al., 2025).
They include carbon markets, biodiversity markets, nutrient and water quality schemes, flood risk
schemes, and emerging multi-benefit models that aggregate several ecosystem services into a place-
based proposition (Reed et al., 2022). Buyers (sometimes supported with private finance via investors)
pay for a specified environmental outcome, usually supported by rules on additionality, measurement,
reporting, verification, permanence, registry operation, claims and environmental and social safeguards,
increasingly aligning with national and international integrity standards (e.g., ICVCM, 2023; VCMI, 2023;
British Standards Institution, 2024). These markets are developing in the context of constrained public
budgets, combined with policy targets around climate, biodiversity and land degradation that require
changes in land management that may be uneconomic under existing subsidy and commodity market
conditions (UNEP, 2022; Reed et al., 2025).

These markets operate in a number of ways. Offsetting describes investment in outcomes outside the
buyer’'s own operations or value chain to compensate for residual impacts after avoidable impacts have
been reduced. Insetting describes investment in emission reductions, removals or other nature
outcomes within the buyer’s own value chain, for example by working with suppliers to reduce land-use
emissions, restore peatlands or improve water quality (GHG Protocol, 2023, forthcoming; SBTi, 2023;
Reed et al., 2025). Voluntary markets allow buyers to purchase units or fund outcomes without a direct
legal obligation to do so, often to support climate, nature, supply chain resilience or reporting
commitments (Reed et al., 2025). Compliance markets are created by regulation, for example emissions
trading systems or biodiversity gain requirements, where regulated entities must surrender allowances,
units or evidence of equivalent performance (Defra, 2023; European Commission, 2024a; Reed et al.,
2025).

Carbon markets generate units measured in tonnes of carbon dioxide equivalent, while biodiversity,
nutrient, water and flood markets use different metrics that are less fungible because ecological
outcomes are location-specific and multi-dimensional (Gordon et al., 2015; Ferreira, 2017; WEF, 2024).
Peatland rewetting can reduce greenhouse gas emissions, improve water regulation, reduce wildfire
risk, restore specialist biodiversity and affect local employment and cultural values (Bonn et al., 2014;
UNEP, 2022; Reed et al., 2024b). The governance challenge is to reward these benefits without selling
the same outcome more than once, creating incentives to maximise one metric at the expense of other
public benefits, or allowing corporate claims to substitute for avoidable emission reductions (Schneider
and La Hoz Theuer, 2019; Probst et al., 2024; Trencher et al., 2024).

Policy therefore has to balance legal obligations and requirements with incentives, to leverage nature
markets alongside public funding in ways that are economically efficient for taxpayers, whilst also being
financially viable and sufficiently attractive to markets and landowners. Grants (including operating
payments and investment readiness support), blended public-private instruments (such as price floor
guarantees and carbon contracts), and technical advice have been used to create incentives for land
managers to restore and maintain ecosystems (Finance Earth, 2023; Reed et al., 2024b; ekosgen,
2026). However, these instruments have to be designed around various existing regulations, planning
controls, agricultural conditionality and fiscal measures, that define minimum expectations and reduce
the risk that public funding or voluntary markets pay for outcomes that should already be required (Vatn,
2010; Reed et al., 2024a; Wheatley and Macfarlane, 2025). If public funding is too generous, it may
crowd out private demand or prevent private investments in markets that require evidence that the
resulting outcomes are additional to what would have happened in the absence of private investment
(Reed et al., 2022; Finance Earth, 2023). If obligations are introduced without feasible funding routes,
advice, transition time and appeal mechanisms, they may be perceived as unfair. This is especially
where degradation reflects inherited land condition, historic policy incentives or constraints outside the
control of current owners, tenants and common grazing committees (Reed et al., 2024b; Reed et al.,
2026).

In light of this complex balancing act, any attempt to responsibly scale the restoration of wetlands and
peatlands in Europe must be informed by an understanding of international, European Union and
national policy architectures shaping land-based carbon and nature markets. This is reviewed in the
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next section, before considering how different market types interact, how policy mechanisms can reduce
risks of low-integrity claims and negative distributional outcomes, and how blended finance can combine
public funding with private capital while retaining public-interest accountability. The review then moves
from global initiatives and EU frameworks, to national examples, to integration mechanisms and blended
finance models, preparing the ground for the next section on polycentric governance in Scotland
(Ostrom, 2010; Reed et al., 2025).

2.1 International and European Union policy and market
Initiatives
The international architecture for nature markets is moving from a loose set of voluntary standards
towards a more structured system of public regulation, quasi-regulatory standards and corporate claims
guidance. The Paris Agreement provides the main intergovernmental carbon market architecture: Article
6.2 provides guidance for cooperative approaches using internationally transferred mitigation outcomes;
Article 6.4 establishes a UN-supervised crediting mechanism; and Article 6.8 covers non-market
cooperation (United Nations, 2015; Schneider and La Hoz Theuer, 2019; Cadman and Hales, 2022).
The central accounting issue is double counting. Where mitigation outcomes are transferred across
borders for use towards another country’s nationally determined contribution, corresponding

adjustments are required so the same tonne is not claimed by both the host and acquiring country
(Schneider and La Hoz Theuer, 2019; United Nations, 2021).

The EU is building a parallel framework that affects both voluntary and future compliance use of land-
based climate outcomes. Regulation (EU) 2024/3012 establishes the Carbon Removals and Carbon
Farming Certification Framework as a voluntary EU certification system for permanent removals, carbon
farming, carbon storage in products and soil emission reductions (European Parliament and Council,
2024a). It is designed to complement sustained emission reductions across sectors (European
Commission, 2024a). The framework is relevant to peatland rewetting because it recognises carbon
farming activities that reduce carbon release from biogenic carbon pools, while requiring attention to
biodiversity and zero-pollution objectives (European Parliament and Council, 2024a; IUCN UK Peatland
Programme, 2024). Its relationship with the EU ETS is currently indirect, but it creates certification
infrastructure that may later inform the integration of removals or soil emission reductions in the EU
ETS, if EU policy permits this (European Commission, 2024a; IUCN UK Peatland Programme, 2024).

Integrity initiatives for voluntary markets have developed on two sides of the market. On the supply side,
the Integrity Council for the Voluntary Carbon Market’s (ICVCM) Core Carbon Principles assess whether
crediting programmes and categories meet baseline integrity tests, including additionality, robust
quantification, permanence, registry operation, no double counting, independent validation and
verification, transition towards net zero and environmental and social safeguards (ICVCM, 2023). On
the demand side, the Voluntary Carbon Markets Integrity Initiative (VCMI) Claims Code defines how
companies should use and communicate credits alongside science-aligned emissions reductions
(VCMI, 2023). These initiatives respond to evidence that many offset credits have overstated climate
benefits and evidence that major corporate buyers have relied heavily on high-risk, low-price credits
(Probst et al., 2024; Trencher et al., 2024). However, voluntary integrity initiatives cannot determine
national land-use priorities, distributional safeguards, tax treatment, public subsidy rules or planning
requirements, so national policy oversight remains necessary (Reed et al., 2025; BSI, 2024). The use
of ICVCM’s Core Carbon Principles and VCMI's Claims Code is voluntary, but some countries are
considering whether these should be integrated with national policy instruments to make them binding
(e.g., DESNZ, 2026) and whether to create their own complementary standards architectures, as has
been proposed in the UK for the supply-side of the market (BSI, 2024).

Insetting is governed less through standards than through corporate accounting and target-setting rules.
The Greenhouse Gas Protocol’s land sector and removals work aims to improve consistency in reporting
land-use emissions, removals and storage across corporate inventories (GHG Protocol, 2023,
forthcoming). The Science Based Targets initiative’s Corporate Net-Zero Standard, Forest, Land and
Agriculture guidance and beyond value chain mitigation guidance influence how land-intensive
companies set targets and whether they use within-value-chain interventions, outside-value-chain
mitigation or offsets (SBTi, 2021, 2022, 2023, 2024). These initiatives are important for peatland and
wider nature markets because buyer demand may shift depending on whether companies are allowed,
encouraged or discouraged to count land-based emission reductions within supply chains, outside value
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chains or as offsets. The treatment of peatland restoration is particularly important because restored
peatlands reduce ongoing emissions from a current source, but have often been misclassified as
avoided emissions, reducing demand for Peatland Code units despite evidence that rewetting reduces
long-term climate forcing (Reed et al., under review - see Appendix 1).

Although there has been considerable policy focus on carbon markets, there is now a growing
awareness of the role that may be played by other nature markets and the need for wider coordination
between markets and policy domains. The Nature Restoration Regulation establishes legally binding
restoration requirements and national restoration planning, while the LULUCF Regulation sets
accounting rules and land-sector targets that affect how restoration contributes to national and EU
climate objectives (European Parliament and Council, 2023, 2024b). The Common Agricultural Policy,
Water Framework Directive, Habitats Directive, Birds Directive and Renewable Energy Directive shape
incentives and constraints for land management, water regulation, habitat protection and bioenergy
sustainability (European Parliament and Council, 2000, 2009, 2018, 2021). D6.2 (Reed et al., 2024a)
shows that these policies provide a framework for peatland protection and restoration, but also that
implementation remains inconsistent across countries and that agricultural incentives can continue to
support damaging land uses unless they are reformed.

Corporate disclosure frameworks create a further layer of demand and accountability. The Taskforce on
Nature-related Financial Disclosures, International Sustainability Standards Board and European
Sustainability Reporting Standards require or encourage firms to assess and disclose dependencies,
impacts, risks and transition plans relating to climate and nature (TNFD, 2023; ISSB, 2023; European
Commission, 2023). These frameworks may increase demand for credible nature outcomes, but they
do not certify project-level units or validate compensation claims. As a result, disclosure has to be
connected to crediting rules, claims guidance, public registries and independent assurance if it is to
support higher-integrity markets rather than simply increase the volume of reported nature-related
activity (Reed et al., 2025; BSI, 2024).

Taken together, these initiatives create a layered governance architecture. International carbon
accounting rules determine whether units can move between jurisdictions. EU frameworks define
restoration obligations, land-sector accounting and certification rules. Voluntary standards and claims
codes shape supply-side and demand-side integrity. Corporate accounting and disclosure rules shape
insetting and supply-chain demand (Schneider and La Hoz Theuer, 2019; VCMI, 2023; European
Parliament and Council, 2024a; Reed et al., 2025). However, these layers are not always fully aligned,
creating a significant governance challenge. For example, a peatland carbon unit may be generated
under a domestic standard, contributing to that country’s national inventory, be retired to meet a
company’s internal decarbonisation (if the mitigation falls within its supply chain) or be used as an offset
to support a company’s beyond-value-chain claims (if it is outside their supply chain), whilst providing
biodiversity gain and benefits to local communities. Without clear registries, claims rules and public
oversight, the same outcome may be over-claimed or directed towards uses that conflict with public
priorities or create trade-offs for nature or communities (Schneider and La Hoz Theuer, 2019; Reed et
al., 2025).

2.2 National policy and market development

National policy determines whether international and EU-level market architectures become credible
delivery mechanisms to support the delivery of national targets, and whether or not these architectures
actually address integrity concerns and lead to the responsible scaling of nature markets. However,
there are significant differences across European nations in the balance between regulatory versus
market driven approaches, public grant versus market driven or, blended public-private finance
approaches, and the use of voluntary versus compliance markets to stimulate demand and manage the
supply of projects that meet climate and nature restoration policy targets (Reed et al., 2022; Reed et al.,
2024a; Reed et al., 2025). The United Kingdom and Scotland provide the most mature example of a
peatland carbon market through the Peatland Code and the development of complementary policy
mechanisms in England, Scotland, Wales and Northern Ireland. Germany and the Netherlands provide
important peatland carbon market examples, and Denmark provides a contrasting model in which large-
scale land-use change is being driven primarily through regulation, public funding and negotiated
agricultural transition rather than a mature voluntary peatland market. France is relevant because the
Label Bas-Carbone shows how a state-backed voluntary carbon certification framework can create a
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national market across multiple sectors, even where peatland-specific markets are less advanced (Reed
et al., 2022; I14CE, 2025; Reed et al., 2024a).

In the UK, ecosystem markets have expanded from the Woodland Carbon Code and Peatland Code
into Biodiversity Net Gain, nutrient neutrality, voluntary biodiversity schemes, soil carbon, saltmarsh and
other markets (Reed et al., 2025). This proliferation has stimulated policy development, including
England’s Nature Markets Framework, BSI's Nature Investment Standards, Scotland’s Interim
Principles for Responsible Investment in Natural Capital, followed by its Natural Capital Market
Framework, and Scotland’s Ecosystem Restoration Code (Defra, 2023; Scottish Government, 2022,
2024, 2025; British Standards Institution, 2024; Reed et al., 2025). UK experience suggests that
domestic standards can support higher prices and buyer confidence, but rapid growth has also created
challenges around claims, additionality, land access, public subsidy interaction, intermediary conduct
and consistency across carbon, biodiversity, water and other markets (Reed et al., 2022; Reed et al.,
2025; Wheatley and Macfarlane, 2025).

In response to some of these challenges, Scotland is developing a distinctive policy position within the
wider UK architecture. The Natural Capital Market Framework emphasises values-led, high-integrity
investment, community benefits, responsible land investment and support for land managers (Scottish
Government, 2024; Reed et al., 2025). Peatland ACTION continues to provide public grant support,
while policy work has explored price floor guarantees, carbon contracts, operating payments and a
Scotland Carbon Fund (Finance Earth, 2023; Reed et al., 2024b; ekosgen, 2026). The Ecosystem
Restoration Code is intended to extend market infrastructure beyond woodland and peatland carbon
into biodiversity and ecosystem restoration, with potential links to voluntary biodiversity units and
planning-related compliance units (Scottish Government, 2025). This creates an opportunity to design
market infrastructure before biodiversity credit demand becomes established, but it also increases the
need to align with planning, biodiversity strategy, land reform, agricultural support and buyer claims
rules (Defra, 2023; WEF, 2024; Reed et al., 2025).

Germany has one of Europe’s most developed peatland policy frameworks, described in D6.2 as
combining a National Peatland Protection Strategy, federal-state climate protection agreements, a
Natural Climate Protection Action Programme and regional carbon markets such as MoorFutures (Reed
et al., 2024a). MoorFutures is state-supported, regionally embedded and focused on peatland rewetting
(Tanneberger et al., 2024), using vegetation-based GEST approaches to estimate greenhouse gas
effects (Couwenberg et al., 2011). However, D6.2 identifies challenges around the coordination of
climate, agriculture, water, conservation and regional economic policy across federal and state levels
(Reed et al.,, 2024a). The market is also relatively small, with regional demand and limits on
transferability constraining scale (Reed et al., 2022).

The Netherlands combines strong peat meadow policy drivers with the voluntary Valuta voor Veen
model. Dutch peatlands are closely linked to dairy farming, subsidence, water-level management and
regional planning (van den Born et al., 2025). Valuta voor Veen provides a certified revenue model for
raising water levels and reducing emissions, while national and provincial policies seek to reduce peat
meadow emissions and subsidence (National Carbon Market Foundation, 2025; Reed et al., 2024a).
The Dutch example shows how carbon markets may be embedded within a wider land and water
transition, but it also shows that technical measures allowing continued production may reduce
emissions without fully restoring peatland function, while paludiculture and land-use change remain at
an earlier stage.

Denmark’s Agreement on a Green Denmark and associated implementation arrangements represent a
more regulatory and publicly funded route to land-use transition. D6.2 discusses how Denmark’s CAP
Strategic Plan restricts management of carbon-rich soils, including a ploughing ban on protected carbon-
rich soils with at least 12% organic carbon and fertilisation limits on soils with at least 6% organic carbon
(Reed et al., 2024a). D6.2 also reports that the Agreement on a Green Denmark includes removal of
140,000 ha of carbon-rich lowland soils by 2030, support for land conversion, and a COze tax on
emissions from carbon-rich lowland soils of 40 Danish kroner per tonne from 2028 (Reed et al., 2024a).
More recent Danish material describes the Green Tripartite Agreement as introducing the world’s first
agricultural climate tax from 2030, rising in 2035, with a 60% base deduction, tax revenue recycled into
green agricultural initiatives, and major public funding for afforestation, peatland rewetting and lowland
soil conversion (State of Green, 2024a, 2024b; Ministry of Foreign Affairs and Trade, 2024). This model
is not primarily a peatland credit market, but it is relevant to market governance because it shows how
fiscal and regulatory obligations can be paired with compensation and investment to shift land-use
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baselines, reduce reliance on voluntary markets and give landowners a clearer reason to restore or
transfer peatlands before future liabilities arise.

France’s Label Bas-Carbone provides a state-backed voluntary carbon certification framework that has
expanded across forestry, agriculture, hedgerows, grassland, bio-based buildings, blue carbon and
other methods (I4CE, 2025; Ministry for Ecological Transition, 2026). Unlike other approaches to
voluntary markets in Europe, France designates the state as standard setter, registry owner and
guardian of methodological quality. Although it is not centred on peatland restoration, it shows how a
national certification system can structure voluntary demand and claims in ways that align more directly
with national climate strategy than purely private standards.

Across countries, four themes emerge. First, voluntary markets tend to grow where credible standards,
registries and buyer trust already exist, but they remain sensitive to price volatility, buyer claims risk and
the availability of public grant alternatives (Reed et al., 2022; Reed et al., 2024b; Trencher et al., 2024).
Second, peatland markets work best when nested within wider peatland, water, agriculture and land-
use policies, because rewetting affects production systems, hydrology, biodiversity, tenure and local
livelihoods (Bonn et al., 2014; Reed et al., 2024a; Reed et al., 2024b). Third, national public policy
determines whether markets add to public restoration effort or merely repackage outcomes that should
already be delivered through regulation or public funding, crowding out markets (Vatn, 2010; Reed et
al.,, 2022; Reed et al., 2025). Fourth, policy needs to explicitly balance incentives against legal
obligations and regulatory burdens.

2.3 Coherence across ecosystem services, market types
and scales

There is a significant policy challenge to coordinate markets so that carbon, biodiversity, water, flood
risk, cultural and community outcomes are mutually reinforcing and do not generate trade-offs. Single-
service markets can be efficient where the service is measurable and fungible, as with tonnes of carbon
dioxide equivalent, but single-service market design can create trade-offs for nature and local
communities (Gordon et al., 2015; WEF, 2024; Reed et al., 2025). The integration of multiple ecosystem
services in habitat or place-based nature markets (e.g., via stacking or bundling) can reduce this risk
but increases transaction costs, measurement complexity and integrity risks, in particular around
additionality and double-claiming (Reed et al., 2022; Reed et al., 2025).

Reed et al. (2022) identify regional ecosystem markets such as Landscape Enterprise Networks (LENSs),
as one solution to this problem. LENs aggregates demand from businesses exposed to place-based
risks, for example water, soil, climate or supply-chain risks, and match this demand with land
management interventions across a landscape (Landscape Enterprise Networks, 2026). This model can
integrate services that are difficult to unitise and trade nationally, such as water quality or flood risk
reduction, with more fungible services such as carbon. LENs can support insetting where buyers fund
interventions in their own supply chains, and offsetting or contribution claims where benefits are outside
their value chains. The same place-based proposition can therefore (in theory at least) combine insets,
offsets and wider contribution claims, provided claims are separated and outcomes are not double
counted (Reed et al., 2022; GHG Protocol, 2023, forthcoming; VCMI, 2023).

Domestic voluntary carbon markets can also support insetting when companies retire credits from
projects within their supply chains or fund quantified emission reductions that are reflected in corporate
inventories. For example, a food processor sourcing from farms on degraded peat could fund restoration
or rewetting through a code that quantifies emission reductions, then retire units or report supply-chain
emission reductions depending on accounting rules, contract design and registry treatment (GHG
Protocol, 2023, forthcoming; SBTi, 2022; Reed et al., 2025). The governance requirement is to
distinguish a supply-chain inventory claim from a credit retirement claim, and to prevent the same
outcome being used simultaneously by suppliers, buyers and national inventories in incompatible ways
(Schneider and La Hoz Theuer, 2019; Reed et al., 2025).

Interactions between voluntary and compliance markets require explicit policy choices. For example,
the proposal to create compliance units within the Peatland Code for integration with the UK ETS would
convert a voluntary domestic standard into a source of regulated units for a cap-and-trade system (IUCN
UK Peatland Programme, 2024). This could increase demand and price certainty, but it would also
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require stricter rules on eligibility, permanence, liability, registry cancellation, use limits and whether
reductions as well as removals can be accepted (IUCN UK Peatland Programme, 2024; European
Parliament and Council, 2024a). Scotland’s Ecosystem Restoration Code is unique in its plan to
generate biodiversity or nature units that could be used to support both voluntary investment and
compliance with planning policy (Scottish Government, 2025). However, this dual-use potential creates
efficiency gains but must be governed carefully so voluntary buyers do not purchase units that are also
needed to meet legal obligations (Reed et al., 2025; WEF, 2024).

Across jurisdictions, Article 6 corresponding adjustments provide the main mechanism for maintaining
accounting coherence when mitigation outcomes are transferred internationally (United Nations, 2015;
Schneider and La Hoz Theuer, 2019). In domestic voluntary markets that do not authorise international
transfer (including the Peatland Code, MoorFutures, Label Bas-Carbone and Valuta voor Veen,
reviewed in the previous section), units usually contribute to the host country’s inventory while buyers
make contribution or compensation claims (VCMI, 2023; Reed et al., 2025). If an authorised unit is
exported for use towards another country’s nationally determined contribution or a claim requiring
exclusive accounting, the host country must adjust its accounts (Schneider and La Hoz Theuer, 2019;
Cadman and Hales, 2022). For nature markets, this accounting logic is more advanced for carbon than
biodiversity, where ecological equivalence and territorial specificity make international offsetting less
defensible (Gordon et al., 2015; WEF, 2024).

2.4 Blended finance models

Although arguably a political decision around public spending priorities, similar decisions have been
taken across Europe, that mean public funding alone is unlikely to be sufficient to restore peatlands and
other ecosystems at the scale required. However, flows of private finance into nature markets have not
reached levels necessary to meet climate and nature policy targets, and even in countries where nature
markets are more buoyant, risk perception among landowners is limiting market engagement and
constraining scale (see Reed et al., 2024b for evidence from Scotland). Blended finance addresses this
tension by using public funding to alter the risk-return profile of projects for both investors and
landowners, so that private finance can support outcomes aligned with public objectives (Lankes, 2021;
Finance Earth, 2023; Climate Policy Initiative, 2024). However, attention must be paid to the design of
these instruments, to ensure that they protect additionality, permanence, social legitimacy, value for
money and long-term stewardship (Kedward et al., 2023; Reed et al., 2024b; Wheatley and Macfarlane,
2025). There are a number of blended finance mechanisms that have been proposed and trialled to
varying degrees in contexts relevant to European nature markets and policy. Given the different barriers
addressed by each barrier, it is likely that some combination of these mechanisms may be necessary
to efficiently blend public funding with private finance in a way that responsibly scales peatland
restoration.

Landscape-scale integration of public funding with private finance via platforms like LENs has
demonstrably helped coordinate public and private finance to achieve a range of place-based outcomes
that meet the needs of investors whilst increasing the resilience of landscapes to climate change and
other pressures. It is well suited to integrating ecosystem services and avoiding project-by-project
fragmentation because it can aggregate demand from multiple beneficiaries and aggregate supply
across multiple landholdings (Reed et al., 2022). Its main limitation is that each landscape needs
facilitation, governance and locally credible metrics, which can make scaling slow (Reed et al., 2022;
Aftab Sheikh et al., 2025).

Funds delineation reserves particular places, application windows or outcomes for market funding while
public funding fills gaps where markets are unlikely to pay. This can reduce crowding out and improve
transparency, but it is less effective at directly mobilising private finance than mechanisms that make
public funding conditional on private commitment (Reed et al., 2022; Finance Earth, 2023).

Trigger funds and match funding use public funding to encourage private investment. In a trigger fund,
public money is released only when private finance reaches a specified threshold. In match funding,
public support is made conditional on private finance being secured at an agreed ratio (Reed et al.,
2022). Both mechanisms can demonstrate additionality and reduce crowding out, but they may
disadvantage high public-benefit projects where private demand is weak, and they may favour places
or land managers with better access to advisors, investors and transaction capacity (Reed et al., 2022;
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Aftab Sheikh et al., 2025). This means they should be combined with public grant routes for projects
where private demand is weak but public benefits are high.

Price floor guarantees transfer downside price risk from land managers and investors to government.
They can be efficient because public expenditure is only incurred if market prices fall below the floor,
while projects retain upside if prices rise (Finance Earth, 2023; Reed et al., 2024b). Reverse auctions
can allocate guarantees to projects requiring the lowest guarantee price or offering the best value
against quality criteria, drawing lessons from the Woodland Carbon Guarantee and other contracts-for-
difference style mechanisms (Finance Earth, 2023; Reed et al., 2024b). The mechanism is particularly
relevant for peatland carbon because uncertain future prices and maintenance liabilities deter projects
from holding units to verification. However, the guarantee creates a contingent public liability and must
be designed to avoid rewarding low-cost, low-benefit projects at the expense of projects with higher
biodiversity, water or community benefits (Finance Earth, 2023; Wheatley and Macfarlane, 2025).

A Carbon Fund or project finance vehicle aggregates capital and invests in a portfolio of restoration
projects, using future carbon revenues and possibly other ecosystem service revenues to repay
investors. Public seed or first-loss capital can make the fund investable by absorbing early losses and
signalling policy commitment (Finance Earth, 2023; ekosgen, 2026). The model can address small
project scale, transaction costs, contractor capacity and long-term financial governance, especially if it
includes aggregation facilities, leasehold strategies and community benefit arrangements (Finance
Earth, 2023; Reed et al., 2024b). Its weakness is sensitivity to carbon prices, credit mark-ups, fund
management costs and project pipeline quality. Ekosgen (2026) in their modelling of different blended
finance options for Scottish Government, suggest that fund options become more viable where mark-
ups are high enough, deeper peatlands generate stronger revenues, or compliance markets create
higher prices, but that private sector returns may remain insufficient relative to risks in the current
peatland carbon market.

Individual carbon contracts place government in a more active market-making role. Government
contracts with projects to purchase a proportion of future credits at an agreed price, potentially linked to
wider benefit requirements (ekosgen, 2026). This provides price certainty and allows government to sell,
retire or use credits within public-sector accounting rules. The model can be attractive under cautious
assumptions where private fund viability is weak, but it also means government takes on market
exposure and administrative responsibility (ekosgen, 2026). It is therefore best treated as a transitional
mechanism or targeted tool for strategic projects rather than a complete replacement for private
demand.

Operating or maintenance payments explicitly pay for long-term stewardship after capital works have
been completed, a component of projects that credit markets often underfund. For peatland restoration,
public capital grants without long-term maintenance support may leave projects exposed to degradation
risk, particularly where revenues arrive late, carbon prices remain uncertain or maintenance costs rise
(Finance Earth, 2023; Reed et al., 2024b). Annual maintenance payments, potentially conditional on
outcomes, can increase permanence and investor confidence. They also provide a route for public
funding to support public benefits that are not fully captured in carbon prices, including water regulation,
biodiversity, fire risk reduction and local employment (Reed et al., 2024b; ekosgen, 2026). The trade-off
is monitoring cost and the need to avoid paying for outcomes that have already been sold as credits.

Endowments and maintenance reserves provide another long-term stewardship mechanism. A
proportion of credit revenues, public grant or investor returns is placed in a central fund to meet future
monitoring and maintenance costs (Finance Earth, 2023; ekosgen, 2026). This protects permanence
and reduces stranded asset risk, but it locks up capital and requires strong governance. Liquidity
vehicles, by contrast, purchase pending units and hold them until they become verified units, providing
early cashflow to project developers (Finance Earth, 2023; ekosgen, 2026). This may help projects that
need upfront revenue, but it can transfer upside value to intermediaries and may be less aligned with
land manager preferences where they wish to retain units until verification (Finance Earth, 2023; Reed
et al., 2024b). Leasehold models can reduce land acquisition pressure by allowing investors to fund
restoration and share credits without buying land, but they require careful contract design and
safeguards for tenants, crofters, local communities and claims (Finance Earth, 2023; Wheatley and
Macfarlane, 2025).

Wheatley and Macfarlane (2025) are more sceptical of private-finance-led de-risking instruments. Their
modelling argues that replacing up-front public grants with commercial loans, supported by public de-
risking, can increase project costs because investor returns and financial intermediation have to be paid

18
Funded by

the European Union




ned WET H=RIZONS

from project cashflows. They also warn that public guarantees can socialise downside risk while allowing
upside value to flow to landowners, investors or intermediaries, unless clawback, benefit-sharing or
public return mechanisms are built in (Wheatley and Macfarlane, 2025). Their proposed alternative is a
public-led model using zero-interest, income-contingent loans for restoration capital costs, annual
operating payments for the first 15 years, ring-fenced local community benefits and stronger public
funding conditionality. In this model, carbon revenues contribute towards repayments, but the state de-
risks restoration directly for land managers rather than primarily de-risking commercial investor returns
(Wheatley and Macfarlane, 2025). This is consistent with wider evidence that public finance and public
oversight remain necessary where nature produces public goods that are difficult to monetise reliably
(Kedward et al., 2023).

Across these mechanisms, no single approach delivers against all the ambitions of blended finance,
including additional private finance mobilised, value for public money, risk allocation, land manager
acceptability, social legitimacy, long-term stewardship, integrity of claims, administrative complexity, and
capacity to integrate multiple ecosystem services. The strongest approach is likely to combine a public
grant route for projects that should remain outside markets, with a blended finance route that uses
maintenance payments, price support, aggregation and high-integrity standards to support projects
capable of attracting private finance.

2.5 Conclusion

Nature market governance is developing through a dense set of international rules, EU certification and
restoration frameworks, national standards, voluntary codes, corporate claims guidance, disclosure
rules and blended finance mechanisms. Market integrity cannot be secured by project-level standards
alone. It requires alignment between supply-side crediting rules, demand-side claims rules, public
restoration objectives, land-use regulation, registry infrastructure, financial governance and
mechanisms for local benefit and accountability (Schneider and La Hoz Theuer, 2019; Reed et al., 2025;
British Standards Institution, 2024).

The comparison across countries suggests that no single national model is sufficient. The UK and
Scotland show how domestic voluntary standards and policy frameworks can support market
development, but also how quickly fragmentation can arise (Reed et al., 2025). Germany and the
Netherlands show the importance of peatland-specific policy and regional implementation (Reed et al.,
2022; Reed et al., 2024a). Denmark shows that regulation, taxation, compensation and public funding
may be needed to create transition conditions that voluntary markets cannot create by themselves
(Reed et al., 2024 a; State of Green, 2024a; Reed et al., 2026). France shows the value of state-backed
certification for voluntary carbon outcomes (I4CE, 2025). Across all cases, markets work best when they
are embedded in wider policy frameworks that balance incentives with clear minimum expectations for
land management.

Blended finance provides a mechanism to de-risk and scale both private investment and landowner
engagement, to help scale restoration of peatlands. Price floor guarantees, maintenance payments,
public-private funds, first-loss capital, endowments, carbon contracts, public investment models and
landscape integration can each address different barriers. However, each mechanism creates
governance tasks around value for money, risk allocation, double counting, claims, land rights and long-
term stewardship. This points directly to the need for a polycentric governance model that coordinates
responsibilities across government, standards bodies, codes, registries, verifiers, investors,
intermediaries, land managers, tenants, crofters, community bodies and local authorities (Ostrom, 2010;
Reed et al., 2025). The next section develops that model for responsibly scaling nature markets in
Scotland.
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3 A polycentric governance model to responsibly
scale nature markets in Scotland

Note: This section is based on Reed et al. (2025), a Wet Horizons output published in Ecosystem
Services. The discussion of that paper is reproduced here, with light editorial adaptation, because it
provides the conceptual foundation for the empirical evaluation in Section 4 and the policy refinements
in Section 5.

3.1 Principles for the design and operation of high-integrity
nature markets

Reed et al. (2025) provided an overview of ecosystem markets currently operating in the UK, and the
range of market actors with an interest in the development of high-integrity ecosystem markets. A
comparative analysis of national and international principles for the development and operation of high-
integrity markets led to the proposal of 15 principles pertaining to the governance, MRV and the wider
benefits of well-run ecosystem markets. However, to apply these principles at a national scale across
multiple ecosystem markets, relationships between policy, governance, and market mechanisms and
infrastructure need to be established in a coherent hierarchy (Figure 1). For example, although codes
and schemes can play an important role in applying these principles to the projects they facilitate and
the buyers, sellers and intermediaries they interact with, there are questions around how the integrity of
the codes and schemes themselves should be assessed. A consistent and coordinated approach to the
development and operation of codes and schemes, as well as their accreditation and regulatory
oversight, is needed to ensure interactions between ecosystem services are managed at appropriate
scales and feedback is provided to the policy community, where regulatory intervention is needed to
protect the public interest.

A range of sources were identified that proposed principles that could be used to define and govern
high-integrity nature markets. The principles fall into three categories: governance principles;
measurement, reporting and verification principles; and wider benefits principles. Although the majority
of the principles apply to the design and operation of codes and schemes, a number of them also require
engagement from other market actors within the governance hierarchy. The principles are aimed at
governments and their agencies acting within a single market or across multiple markets; standards
bodies, codes and schemes; market intermediaries including project developers, brokers, investors,
verification bodies and market infrastructure providers; and project actors including landowners, tenants,
communities and rights-holders (Reed et al., 2025).

Universal market S e e S S T T N
principles and intra- Market principles lay out universal expectationsfor policy

market governance developmentand coordination, cross market mechanisms
mechanisms (aggregation, integration, blending) and minimum requirements
= . for high-integrity markets (e.g., around governance,
> measurement, reporting and verification). v

Ecosystem market
governance

Markets operate for different ecosystem services (e.g., ca rbon,\
biodiversity), habitatsand land uses (e.g., peatlands,

agricultural soils) with using high-integrity codes, independent
Market infrastructure verification bodies and where necessary, regulatory bodies, to
ensure integrity of outcomes. 4

\

Markets create the infrastructure necessary to develop
projects and ensure the integrity of outcomes, e.g., including
registries, insurance products, and advisory services related to
various aspects of project planningand implementation (e.g.,
restoration design, construction and ecological monitoring). )
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Figure 1: Overview of ecosystem market hierarchy (Reed et al., 2025). Download a high-resolution version of this
image here.

3.2 The polycentric governance hierarchy

Within the hierarchy summarised in Figure 1 and further detailed in Figure 2, it is possible to identify a
number of governance mechanisms through which market principles may be applied. At the bottom of
the governance hierarchy in Figure 2 is an assurance framework that seeks to assure the delivery of
high-integrity projects through a combination of regulatory, market and project-based mechanisms. At
the bottom of the assurance framework in Figure 2, are the projects that deliver ecosystem services,
and the project developers, intermediaries and brokers that make these projects possible (the bottom
two rows in Figure 2). Approaches to project management can vary considerably, for example in relation
to the extent to which work is carried out by landowners, their tenants or external contractors. As such,
there is a need for governance mechanisms that can bring a level of standardisation around minimum
integrity levels, manage risks and ensure efficient and effective project delivery.

Market infrastructure (the next level in the hierarchy in Figure 2) supports project delivery by managing
project risks and ensuring delivery of outcomes from projects. For example, this may include ensuring
that there are robust contracts in place, there is effective project management, or insurance products to
protect buyers and/or sellers against non-delivery, typically as a result of factors beyond the control of
the project. This market infrastructure may be used by projects, as well as by market codes and
verification bodies (further up the hierarchy, Figure 2), enabling them to support the development and
delivery of high-integrity projects at scale.

Sitting above market infrastructure in the hierarchy in Figure 2 is the need for regulation, as there is a
risk of misleading or fraudulent activity in these markets, especially given the intangible nature of the
outputs being marketed. Concerns have been raised on both the supply and demand sides of the
market. For example, demand-side actors may make unsubstantiated claims about the benefits arising
from their investment. Although inadequate on its own, the UK Advertising Standards Authority (ASA)
and the Committee of Advertising Practice issued guidance on misleading climate claims and social
responsibility in advertising (ASA, 2023), and advertisements can be banned if they make misleading
climate claims. VCMI's (2023) Claims Code of Practice was developed to prevent unreliable or
misleading offset claims, and ensure claims are backed by rigorous measurement, reporting and
verification. However, questions remain about how this is operationalised in any given jurisdiction. For
example, VCMI’'s Code could be used directly or be adapted for application in the UK via a BSI standard.
There are also questions about whether buyer integrity checks should be voluntary or mandatory. If
mandatory, questions arise over how to enforce accreditation of buyers to VCMI, and how this is funded
to ensure SMEs and Third Sector organisations have access to carbon markets. For example,
enforcement could require buyers to be VCMI accredited (minimum silver claim level) to open a buyer
account on registries, with buyer privileges suspended if VCMI certification is lost. Public funding may
be needed to pay for SMEs and Third Sector organisations to build capacity and readiness for achieving
VCMI certification, potentially devising a national scheme where larger companies pay higher sums to
make it possible to offer reduced fees to smaller companies and charities.

In addition to this, there are concerns that supply-side actors might sell the same carbon abatement to
multiple buyers or engage in other fraudulent activity. As a result, financial regulation may be needed in
ecosystem markets, for example, extending the jurisdiction of bodies like the Financial Conduct
Authority in the UK to include ecosystem markets. This alone, however, would not be sufficient to protect
the integrity of ecosystem markets, because regulators only get involved when there is evidence of
wrongdoing. Given that the first verification point under many carbon codes is not until year five, if
significant issues were uncovered at this point, in large enough schemes, this could significantly
undermine wider market confidence.
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Governance mechanism Description Example
Market principles and reporting Minimum requirements for the design and operation of high-integrity ICVCM Core Carbon Principles may be supplemented with other market principles (eg stipulating
guidelines ecosystem markets and corporate reporting in  given jurisdiction (or i principles or ity benefits) inci to bring
internationally) is i ices, habitats and land Uses
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Figure 2: Governance hierarchy showing mechanisms that may increase the integrity of ecosystem markets
internationally, illustrated with current and planned examples from the UK (Reed et al., 2025). Download a high-
resolution version of this image here.

Moving from the assurance framework (the lower portion of Figure 2) to the standards framework (upper
portion of Figure 2), governance moves from the operation of individual codes and their verification
bodies, to the operation of standards against which the integrity of codes (and the projects that sit under
them) can be evaluated. With sufficient funding and expertise, it may be possible to create a robust set
of codes for different ecosystem services, land uses and habitats, that are evidence-based and
effectively managed. For peatlands and woodlands, code development has been led in the UK by
governmental agencies, and is now proceeding for other land uses and habitats via both publicly funded
initiatives (e.g., the development of a Saltmarsh Code, funded by Defra) and market activity (e.g., soil
carbon schemes).

However, the quality of market-derived codes varies, so it is necessary to devise mechanisms to ensure
minimum standards against which the integrity of codes and the verification bodies they work with can
be evaluated. For example, codes and schemes may seek accreditation to the International Carbon
Reduction and Offset Alliance (ICROA) or ICVCM’s Core Carbon Principles, and verification bodies may
directly certify or achieve accredited certification to ISO and other standards, for example via bodies like
the UK Accreditation Service. However, while such certification processes typically provide robust
assessments of the governance arrangements of codes and schemes and their overall approach to
MRV, there is limited scrutiny of the science driving their MRV (e.g., the validity of emissions factors
developed on the basis of measurements that are biased to certain locations or habitats) and the details
of its implementation (e.g., the depth to which soil carbon measurements should be taken). Moreover,
while ICVCM’s Principles are widely regarded as the benchmark for high-integrity carbon markets
internationally, they have been developed to work internationally, with an emphasis on lower income
contexts, where the majority of projects are located. As a result, they offer limited requirements on
community engagement, benefit-sharing, grievance processes and do not mandate the same level of
transparency around project finance and revenues, ongoing social impacts, or stacking of credits
between multiple programmes, instead leaving many procedural and distributional details to the
discretion of individual programmes.

For this reason, in the UK, a more detailed set of standards with minimum requirements for high-integrity
codes is being developed by BSI across a range of ecosystem services (including climate change
mitigation, biodiversity and water quality), with the carbon standard (BSI Flex 703) linking to guidance
for specific land uses (e.g., arable or grassland soils) and habitats (e.g., peatlands and woodlands; BSI,
2023). Although this set of more detailed, country-specific standards sits above relevant international
standards in the governance hierarchy (in Figure 2), the BSI carbon standard has been designed to
align with ICVCM'’s Core Carbon Principles and ICROA, opening up the possibility of fast-tracking
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accreditation for programmes that have met the requirements of either standard. Recommendations for
the first set of land use or habitat level minimum requirements for carbon markets have been developed
for agricultural soil carbon (Black et al., 2022). Once fully developed, it will be possible to accredit codes
against these minimum standards, providing clear market signals to investors and project developers
alike, so that they work with the most reputable codes. In addition to stimulating demand, it is hoped
that this will also increase the supply of projects to market, given increasingly well documented concerns
from landowners and managers about the dangers of engaging with carbon markets (e.g., Reed et al.,
2024a; Ingram et al., in press). However, there are limits to how often a BSI standard can be updated
in response to new evidence, and there is no mechanism to horizon scan for negative unintended
consequences as markets comply with the new standards. Moreover, there is a danger that each
ecosystem service and habitat is managed separately, in contrast to the interdependencies that exist in
the real world.

For this reason, it is important to design feedback mechanisms that could help policy teams identify
market failures and plan regulatory responses where needed. Mechanisms for aggregating both supply
and demand for ecosystem services may also be needed; different investors may be looking for
contradictory outcomes and land holdings may be highly fragmented and so not investible at sufficient
scale. These mechanisms need to be place-based because actual landscapes (and seascapes)
integrate multiple uses and habitats, and produce many different ecosystem services. Some
interventions will produce one ecosystem service at the expense of another, cancelling out benefits from
different schemes and investors. In addition to thinking about how private payments for ecosystem
services interact in space, it is also important to think carefully about how private and public payments
interact, and avoid situations where public funding crowds out private investment.

Itis also important to ensure there is a level of policy coordination within and across ecosystem markets
to avoid market distorting policies and subsidies, and other negative unintended interactions between
policies and markets. In many European countries, ecosystem markets operate at sub-national scales,
which is similar to the challenges posed by the UK’s four countries, given that voluntary ecosystem
markets are devolved to these administrations. Even where policy is national, there is a need to ensure
the various government departments and delivery agencies are aligned. Where there is potential for
divergent regulatory constraints, such as a requirement for projects to contribute to community wealth
funds, or tax regimes for example, there is the potential for competition between jurisdictions and a race
to the bottom.

Finally, at the top of the governance hierarchy in Figure 2, to bring consistency across all of these policy
and governance mechanisms, there is a need for high-level principles that can operate across markets
for different ecosystem services in different habitats. In addition to minimum expectations around
additionality, leakage and permanence contained in BSI’s overarching principles and framework
standard (BSI Flex 701; BSI, 2025), there is a requirement for programmes to accredit to their
community engagement and benefits from natural capital projects standard (BSI Flex 705) (BSI, 2023).

3.3 Procedural and distributional justice

The proposed governance hierarchy makes it possible to address procedural and distributional justice
issues, which have been largely ignored in the ecosystem market research, but which often exacerbate
existing inequalities, further concentrating power and resources (IPBES, 2022; Loos et al., 2023; CCC,
2023). By perpetuating existing power imbalances, current governance structures give communities a
limited voice or agency around changes in land use that ultimately shape their future. Jack et al. (2008)
suggested that ecosystem markets are likely to benefit the poorest in society if these groups are able to
provide ecosystem services with the lowest opportunity cost, but such groups rarely own land and so
are blocked from directly benefiting from these markets. Instead, Calvet-Mir et al. (2015) identified a
trade-off between efficiency and equity in ecosystem markets, where most markets prioritise efficiency
at the expense of socially equitable and just outcomes. The cost-minimising approach of these markets
can therefore perpetuate inequality and further marginalise vulnerable groups. This can include
smallholders who do not have the economies of scale necessary to be able to compete with larger
landowners to provide ecosystem services cost-effectively. As a result, Chan et al. (2017) proposed the
development of ecosystem market mechanisms that can benefit smallholders, and Costanza et al.
(2021) proposed a Common Asset Trust and the Costa Rican Government created a National Forestry
Fund (Pagiola, 2008; Porras et al., 2013), where the government attracts and then distributes private
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finance to a range of sellers, which could include both smallholders and tenants. Similarly, Common
Asset Trusts are also being explored as a governance framework for marine and ocean ecosystems,
highlighting their potential applicability across a wide range of environmental contexts (Quatrini &
Costanza, 2023).

Community engagement has often acted as a conduit for reducing inequality in top-down decision
making in bottom-up ecosystem restoration (Fritz et al., 2024). However, the failure to recognise the
impact that this top-down approach has on reducing engagement to participation and therefore
decentralising the role of community in decision-making processes has been discussed and identified
at a global scale (Ojha et al., 2016; Solman et al., 2021). The Scottish Government’s Natural Capital
Market Framework (Scottish Government, 2024) has a strong emphasis on both engagement and
community benefit. Going beyond public benefit (e.g., clean air and biodiversity), community benefit is
defined as tangible and measurable mechanisms that provide intentional social and economic
advantages to local communities through land ownership, use, and management (Scottish Land
Commission, 2023). In addition, the Scottish Land Commission states that these benefits should be
deliberate and have substantial long-term delivery that is sustained beyond the scope of the project to
ensure sustainable impact to the community.

Community benefits have already been delivered in key areas of the restoration and management of
the Cairngorms National Park (Daniels-Creasey, 2024). An assessment of the delivery of community
benefit identified three key areas of success: employment and training, where restoration projects
created jobs in forestry, conservation and estate management (although many were short-term or
seasonal); community engagement, where some landowners made efforts to involve communities in
planning or provide public access to restored land; and education and volunteering, where projects
offered school programmes and volunteering opportunities to build environmental awareness.

However, as discussed by Daniels-Creasey (2024), key challenges were identified in the implementation
of these benefits. While some projects created short-term jobs or volunteering opportunities, a clear lack
of lasting economic or social improvements for local communities was identified. Local participation in
the planning and implementation of restoration efforts was limited, with decisions about land use change
such as woodland expansion or peatland restoration retained at landowner level. A lack of transparency
regarding project objectives, funding sources (particularly private finance for carbon or biodiversity
credits) and expected long-term impacts was also identified. As such, the governance of community
benefit is likely to require clear principles for mapping and understanding the diversity of local
communities, including the identification of marginalised or vulnerable groups; systematic assessments
of likely impacts of projects (both benefits and negative impacts) for communities; resourcing to build
sufficient capacity for community involvement; co-designed benefit sharing arrangements; proportionate
approaches to benefit distribution; and ongoing monitoring and evaluation of community involvement
and benefit provision.

Although the governance hierarchy in Figs. 4 and 5 was developed primarily with reference to offset
markets, there are similar challenges with insets. Future work needs to provide guidance around the
integrity of measurement, reporting and verification in insets, their permanence, and the potential for
negative unintended consequences from investments in insetting. For example, there are few
standardised approaches to MRV with current farm-level calculators varying in their levels of
transparency and rigour. Although it will be possible to apply the BSI carbon standard to both offsetting
and insetting activities, it is not clear whether there is sufficient interest in increasing the integrity of
insets for companies to invest in higher integrity approaches that are more aligned with best practice in
offset markets. Moreover, the majority of companies that are insetting have complex global supply
chains, and so are looking to align with international standards that can be applied across their value
chain rather than engaging with jurisdiction-specific governance mechanisms.

3.4 Empirically testing the model in Scotland

Reed et al. (2025) provide a framework for the integrated design of nature markets and natural capital
policy to responsibly scale peatland restoration, relevant to countries across Europe. However, although
the framework is gaining citations rapidly in the research literature (the pre-print and final paper have
gained 15 citations to date), it remains untested empirically. The research underpinning this Deliverable
report therefore sought to work with Scottish Government alongside engagement with departments
responsible for UK reserved powers, to pilot, test and refine as many elements of the proposed
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framework as possible, drawing on interview evidence from across the Scottish (and where relevant UK)
natural capital market and policy ecosystem.

Work started when Scottish Government was developing its first Natural Capital Market Framework,
and the team worked closely with the team writing the Framework to supply relevant evidence, advice
and support, and feedback on draft versions of the Framework prior to its publication in 2024 (Scottish
Government, 2024). The team then met monthly with Scottish Government’s natural capital team, with
supplementary meetings between monthly meetings as required with specific members of the team to
support the implementation of the framework. The Framework contained a number of peatland specific
components, and so the team also worked closely with the team managing Scottish Government’s
Peatland Programme, to provide more detailed evidence, advice and support on the development of
Scotland’s first blended finance pilot for peatland restoration, in addition to wider ongoing advice and
support on other aspects of the programme’s operation. We then collaborated with Scottish Government
on the evaluation of the Framework, with a focus on its peatland components, supporting internal
evaluation of the Framework’s first year of operation and Peatland ACTION’s Carbon Contracts Pilot,
and working with Scottish Government and agency officials to evaluate other aspects of the Framework
and peatland programme via 37 semi-structured interviews.

The research design, ethics, sampling, interview methods and analysis of these interviews are described
in Deliverable 6.3, with more detailed findings from the policy evaluation component of these interviews
presented in this report. Deliverable 6.3 therefore also provides important context for this report. It shows
how participants framed peatlands as multi-benefit ecological infrastructure, discussed restoration as
repair, assessed the workability of market and policy architectures, and raised questions about
legitimacy, fairness, implementation coherence and land-use transition and questioned whether
farmers, landowners, tenants, rural communities, public bodies, market intermediaries and
environmental organisations see the policy architecture developing in Scotland as workable, fair,
intelligible and capable of supporting long-term stewardship. Policy recommendations based on these
findings were discussed with members of the policy community and wider natural capital market actor
networks (who had previously been interviewed) in two roundtables, one each for Scotland and
Denmark. These used facilitated discussion structured around each recommendation, to test and refine
the emerging governance model, gather policy feedback and compare Scottish experience with
international policy perspectives.

The next section presents this evidence, discussing the relevance and utility of the framework, whilst
proposing refinements, based on piloting experience from the perspectives of policy teams, market
actors, landowners, intermediaries and other relevant parties. For example, the assurance framework
in Figure 2 sits beneath the standards framework, but the Scottish interview evidence shows that the
operational conditions for assurance (contractor pipeline, longer cycle public funding, Peatland ACTION
officer support and intermediary capacity) are themselves material to whether the standards above them
can be applied. The hierarchy has to be bidirectional, with feedback from delivery actors needed to keep
upper-level rules workable. Demand side concerns about misleading claims and the operational gap
between the BSI Flex 701 self-assessment phase and what corporate buyers want for due diligence are
picked up empirically in Section 4.2.2. Supply side concerns about double counting between landowner
scope-1 emissions and credits sold appear in the same subsection. Finally, the wider benefits principles
in the published hierarchy, particularly community engagement and benefit-sharing, are tested against
Scottish practice in Section 4.2.1. The Scottish evidence supports the published argument that
community benefit needs paid facilitation, paid community research capacity, recognition of in-kind and
infrastructure-based benefit forms, and a settled treatment of insetting for crofting communities. Section
5 then translates these connections into specific policy refinements aligned with the polycentric
governance model proposed here.
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4 Evaluating policy and practice

This section evaluates Scottish policy and market practice through the analysis of 37 policy-focused
interviews with Scottish actors engaged in peatland restoration policy, finance, regulation and delivery.
Speakers represent seven broad sectors: government departments and agencies; environmental NGOs
and representative organisations; landowner and manager NGOs and representative organisations;
landowners and managers; advisors and intermediaries to landowners and managers; nature markets,
standard bodies, investors and their advisors; and rural communities. Transcripts were edited to retain
segments addressing policy mechanisms; the policy-edited corpus formed the analytic input. Coding
followed a deductive design covering five existing or proposed mechanisms identified during the co-
produced piloting initiative with Scottish Government, alongside two government objectives that had
been articulated without a fully specified delivery mechanism. The full research design, sampling,
interview methods and analysis approach are reported in Deliverable 6.3.

Section 4.1 evaluates the new and proposed mechanisms, integrates the operational improvements
participants proposed for each instrument and closes with a cross-cutting account of alternative
mechanisms participants identified beyond the named instruments. Section 4.2 reports views on how
policy objectives that lacked a specified mechanism could be developed and achieved in practice.
Section 4.3 closes with concluding commentary that synthesises the cross-cutting findings, with detailed
policy refinements taken up in Section 5.

4.1 Impact evaluation of new policy mechanisms

This subsection sets out how interviewees evaluated three newly implemented policy instruments (the
Peatland ACTION Carbon Credit Pilot, changes to the Agriculture Reform Programme to enable
stacking of agreements with the Peatland Code and the British Standards Institute’s Nature Market
Investment Standards Programme) and two proposed policy instruments (integration of peatlands into
the UK Emissions Trading Scheme and a land emissions carbon tax), and the operational improvements
they proposed for each. Each sub-subsection records how the mechanism is understood in principle,
where its operational performance lands and which design questions interviewees identified as binding.
A closing sub-subsection (4.1.6) assembles the alternative mechanisms participants raised beyond the
named instruments, including blended finance designs, place-based enterprise architectures and
stacked ecosystem service routes.

4.1.1 Peatland ACTION Carbon Credit Pilot

The Peatland ACTION Carbon Credit Pilot offers a Scottish Government commitment to purchase a
proportion of a project’s carbon credits at an agreed price floor, functioning similarly to a price floor
guarantee. The proportion and price of the credits is flexible and negotiated on a project by project basis,
with a regional development specialist stating this variance can change “depending on how exposed
you want the public purse to be” (Government departments and agencies, Technical Specialist). Another
senior figure in a finance intermediary treated the floor price as a public insurance instrument:

| would argue by having a price floor mechanism set at the break-even price [...] That is similar to an
insurance mechanism, it is just a public insurance mechanism rather than a private financial insurance
mechanism and you could justify a lower  financial return for investors.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

The pilot was largely welcomed, with a market facing project developer describing it as a prudent
containment device that allowed for the design to be retired or revised once early operational data
returns. However, acceptance of the pilot’s logic did not settle the question of whether it is currently
solving the right problem. One economist working on natural-capital finance argued that supplier side
guarantees address the wrong end of the market because the underlying constraint is corporate
demand:

The Peatland Action Carbon Credit pilot [...] All of these things are good because they show that the
government is fully behind these markets, but actually unless we are very careful it is just hollow [...] There
is no end demand behind that, they are just taking a bet that there is going to be end demand further down
the line. We are still running away from the absolute key issue [...] Is the demand there fundamentally for
these products? At the moment there is a risk that the scheme is too strong but it is a confidence trick, it
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is the emperor’'s new clothes suppose.
(Environmental NGOs and representative organisations, Technical Specialist)

Throughout the interviews, three primary operational concerns appeared. These are expanded in the
following sections.

Challenge 1 - Price of carbon units

The first concern raised in the interviews was that of unit price. A senior NGO project manager noted
that the current offered price for carbon units sat well below open-market levels and proposed that
carbon-credit purchase was decoupled from grant-funded restoration support to remedy this:

The way it was structured didn’t help at all. The unit price that you would end up with was something like
£10 or £12 a ton that they would be offering you and that is just not, well it wouldn’t generate any money
that would help us. [...] It would have to be decoupled from the Peatland Action funding. When you look at
what the market price is it is anywhere between £20 and £60 a ton [...] So they [Scottish Government]
would have to come in somewhere reasonable, maybe £40 a ton to generate enough income for people
to want to actually do it.
(Environmental NGOs and representative organisations, Middle Management)

A finance specialist working on early stage portfolios reached a similar conclusion through unit
economics, highlighting that Peatland Code credits remain too low in value to recover the survey,
monitoring and audit costs that govern peatland project viability. Another senior figure at a finance
intermediary added a fiscal worry about how the pilot lands inside Peatland ACTION’s grant envelope.
As such, the concern was that funds would be redirected away from Peatland Action, making the goal
for restoring 250,000ha of peatland by 2030 even more challenging.

Timescales were another factor raised in this strand. A government finance professional noted that
carbon contract logic operates over a long horizon while Peatland ACTION budgets are annualised, with
an output requirement attached to each financial year:

Budgets are annualised and as with any government you are given a budget in a financial year, it doesn’t
carry over [...] A lot of these models are based over a longer period of time and don’t account for that [...]
| want to make that go as far as possible, any mechanism | have put in it needs to improve my position [...]
I need it to be better in that financial year not over the course of 10 or 20 years. That is where these carbon
contracts are the same and that is where we have found the biggest challenge is getting a price that
actually gives us a margin that justifies us putting that contract into place, despite the fact that it is money
we may never need to spend.
(Government departments and agencies, Technical Specialist)

This is a challenge for projects in the Carbon Credit pilot as the timescales of projects do not align with
annual accounting mechanisms, yet without demonstrable savings they will struggle to meet internal
scrutiny.

Challenge 2 - Pilot eligibility and timing

A second line of criticism within the interviews addressed the eligibility design of the pilot. Several
developers reported that projects that had already made it through validation and verification could not
access the pilot. A senior figure in the carbon market sector noted that these projects had not been
given the same opportunity as newer ones, arguing the timing of the pilot “was not the right signal to
send to those who had got going and to some degree taken a bit of a step into the unknown” (Nature
markets, standard bodies, investors and their advisors, Senior Leadership). This was followed by a
recommendation to give early mover projects a clear route into the pilot, both for fairness reasons and
to avoid the perverse signal that delay is rewarded.

Another national park programme manager described the rollout itself as opaque, arriving as an
unexpected requirement in a funding award letter, with the apparent alternative being the loss of project
allocation:

In my funding award letter from Scottish Government last year it said you will be required to take part in
this new pilot [...] We said oh what is this [...] And they said oh we would just take your projects away from
you [...] That was a bit of a shock, and it didn't make sense to me at all
(Scotland, Government departments and agencies, Middle Management)

As such, delivery partners we spoke to asked for advance consultation when pilots are being introduced.
Although, this does not come without other challenges. One public-sector project manager cautioned
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that if the pilot is announced before its terms are settled, projects in development may sit and wait for a
more favourable price, with the practical risk that the pilot slows rather than accelerates the pipeline:

I was worried about the potential implications for projects currently in development because if people
suddenly thought wait a minute, the government is about to launch something that could make this a lot
more risky or more lucrative | will maybe sit and wait and see what is going to happen. So, | was a bit
worried that if it was a long and drawn-out process that it might slow down the development of projects.
(Government departments and agencies, Middle Management)

Challenge 3 - Credibility of the guarantee

A third line of criticism centred around the credibility of the guarantee itself. A project developer in the
nature markets sector expressed distrust on the delivery of the pilot, questioning “whether Government
will actually step up to the plate and buy them, that is the risk from my perspective” (Nature markets,
standard bodies, investors and their advisors, Middle Management). Further, an experienced restoration
consultancy partnership added a second exit credibility worry, drawn from previous experience of
government-backed price commitments:

Being sceptical as | am about government guaranteed purchasing, because | have been through this
before and | have seen where guarantees have been given: at what point do they stop the guarantee, how
do they back away from it without creating a massive row?
(Scotland, Advisors and intermediaries to landowners/managers, Senior Leadership)

A finance intermediary also raised concerns around what would happen should the markets surpass the
agreed floor price, comparing the pilot with the Woodland Carbon Guarantee and noting that it has not
had the uptake originally hoped for as a result of this.

A divergent view from a crofting representative organisation located the difficulty elsewhere. The pilot
was read as treating peatland carbon as a financial risk problem when participants on the ground
described a more fundamental ethical question about whether and to whom credits should be sold:

Scottish Government have recently done a pilot where they guarantee to buy a certain proportion of your

carbon credits but actually that doesn’t really deal with any of the problems [...] This is much more
fundamental, should we be selling this, who are we selling it to, can we trust they have done the right thing
before they start investing in offsets?

(Scotland, Landowner/manager NGOs and representative organisations, Senior Leadership)

The interview evidence indicates a pilot whose design is understood and, in principle, supported, with
three named operational improvements that participants framed as immediate priorities: a price floor
recalibrated to market levels with the carbon purchase decoupled from Peatland ACTION grant funding;
an eligibility route that admits early mover projects already through validation; and a clearer rollout
process that allows delivery partners to plan rather than respond. A deeper concern about market
legitimacy and buyer integrity sits underneath those operational issues, alongside a budgeting question
about how multi-year carbon contract logic interacts with annualised public funding cycles.

4.1.2 Stacking Agriculture Reform Programme agreements with the
Peatland Code

Participants discussed the current arrangements permitting the same land to enter both Agriculture
Reform Programme (ARP) agreements and the Peatland Code, subject to no double funding and to
additionality being met. Reception to this was conditional, with support depending on tenure type and
on how participants expected future ARP design to interact with Peatland Code participation. A policy
professional with line-of-sight to the design of ARP positioned agricultural support as a maintenance
backstop where the private market does not deliver durable income. Several interviewees viewed that
backstop as necessary, reporting that Peatland Code revenues from typical Scottish projects rarely meet
the long-term monitoring and management commitment, so a permanent income source from ARP-style
payments is needed alongside the carbon credit revenue stream.

Double funding

A specific definitional question recurred across market facing accounts: what is meant by no double
funding when the same restoration action can carry independent financial additionality. A project
developer described how ambiguity has already become a delivery blocker in England and risks the
same outcome in Scotland if not clarified:
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there is no double funding which is an interesting one, because what is double funding? [...] we are running
into that issue in England where they see double funding; if the agri environment scheme pays for
rewetting, we pay for the rewetting, is that double funding of the same action even though there is a clear
financial additionality? | am having a big meeting with the Defra peat team and Defra environment team
next week to try and bottom that out because it is a big blocker, and it is a big issue.
(Scotland, Nature markets, standard bodies, investors and their advisors, Middle Management)

To address this, a recurring recommendation was for written guidance with worked examples showing
when public funding and Peatland Code participation are compatible, how additionality is tested and
how insetting and offsetting claims interact with farm-level carbon reporting.

Uptake suppression due to persistent uncertainty

A second pattern addressed uptake suppression. Restoration contractors described how uncertainty
about how stacking would interact with future ARP eligibility was deterring landowners from entering the
Peatland Code. A senior carbon market figure noted one concern they had seen amongst farmers was
the potential of “getting sidelined for any future agricultural support” because they had engaged with the
Peatland Code (Nature markets, standard bodies, investors and their advisors, Senior Leadership).

Another large concern was highlighted around whether farmers should sell their carbon credits or hold
onto them. A senior NGO programme manager elaborated that under Scottish Government’s five farm-
level audits, a carbon unit sold to an external buyer cannot also be claimed against the seller’'s own farm
reduction target. The result is supply suppression in advance of any rule actually being imposed:

a lot of farm businesses are concerned that when they do their carbon audits, and if they are given targets
through the agricultural programme to reduce their carbon output, that if they have sold that carbon unit to
somebody else, they cannot then use that to say they have reduced their carbon output by that amount.
So, they are not selling it and they are sitting on it to be able to use it for their carbon balance sheet on
their farm.
(Environmental NGOs and representative organisations, Middle Management)

A senior carbon market figure echoed the same, noting that industry messaging had weaponised the
wider ARP uncertainty, with NFU advice circulating to the effect that farmers should retain credits in
case future supply chain reporting required them.

Adjacent guidance gaps were also raised. One economist working with farm advisers reported that
questions about VAT treatment, treatment of cross-border transactions and whether a sale of a carbon
unit involves selling a long-term asset are reaching landowners with no consistent answer:

| am ringing farmers and they are saying | would really like to sell but | am not sure whether | am selling
the crown jewels and they are not getting any guidance from the NFU and the government is not giving
them any guidance. Similarly on tax matters, we are not getting any guidance. There is a lot of debate and
accountancy firms have very different views on that score and the treatment of VAT and the treatment of
VAT on transactions with foreign organisations or domestic organisations.
(Environmental NGOs and representative organisations, Technical Specialist)

Peatland Code challenges

Participants also noted a number of challenges with the Peatland Code. A regional policy specialist
reported that completing a Peatland Code application has become more difficult over the past decade
despite increases in available funding. Additionally, a project developer described how survey-cost
drives an application gap, with site survey work alone running up to £50,000 “before you have even got
a rough idea of what your PIUs [pending issuance units] might be” (Scotland, Nature markets, standard
bodies, investors and their advisors, Middle Management). A scientist working with a rewilding estate
also judged the economics as unworkable, explaining that after working out the units their project might
generate, it was decided “essentially the income that would be generated isn’t worth the effort of going
through it’ (Nature markets, standard bodies, investors and their advisors, Technical Specialist).

Two operational barriers were highlighted by participants. First, the rigid minimum peat depth rule was
seen to exclude shallow but high-potential restoration sites:

It is not just about peat depth, it is about the potential of the whole bog [...] Sites where there is a lot less
than 50cm of peat [...] [restoration] is looking very positive [...] But if you confine people just to where it is
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deeper peat then you are not going to get the whole bog ecosystem created.
(Advisors and intermediaries to landowners/managers, Senior Leadership)

The second barrier identified was the treatment of regenerating trees on bogs, where the current felling
licence requirement halts otherwise viable Peatland Code projects:

We have had other aspects which have stopped people in their tracks with the Peatland Code for example
where you have got regenerating trees on the bog, and we have had to get a felling license to take off
what is regenerated trees and that can’t be accepted so that has taken quite a few projects out completely.
(Advisors and intermediaries to landowners/managers, Senior Leadership)

Finally, crofting and tenure presented an ongoing issue. A senior figure from a crofting representative
organisation described how the legal split between landlord and crofter complicates Peatland Code
applications, and how the discomfort with monetising carbon ran beyond the technicalities:

the landlord has to apply to do anything under Peatland Code, but then the crofters are the ones that then
have to abide with whatever conditions are left behind, so it is not very straightforward [...] In a policy sense
a lot of crofters are very nervous about the idea that we are monetising a thing, the carbon credits, that is
making a lot of people really uncomfortable because they just don’t get it
(Landowner/manager NGOs and representative organisations, Senior Leadership)

4.1.3 BSI Nature Investment Standards programme

The British Standards Institute Nature Investment Standards programme was read by interviewees as
the principal route to establishing high-integrity peatland nature markets, with awareness concentrated
in specialist roles. A policy professional stated that the BSI standard would “ensure the integrity of quite
diverse markets”, but noted that due to the way in which the BSI released its standards in multiple
versions it was difficult to see how well it was currently doing. Not all participants, however, viewed the
BSI entirely positively. One finance specialist argued that while the BSI provided a minimum threshold
compliance floor, it had no means of distinguishing between “the better projects and the not so good
projects” (Nature markets, standard bodies, investors and their advisors, Technical Specialist).

The community standard strand of the standard, however, drew a more positive reading overall. One
policy professional argued that, although weakened relative to early ambitions, the principle had
powerfully been mainstreamed across the BSI suite as a cross-cutting expectation.

Challenges of the iterative drafting process

The iterative drafting process of the BSI standard was seen to generate a number of practical issues.
One such issue was that investment decisions were ultimately being deferred until later versions of the
standards were released. In response to this, one scientist working with a rewilding estate commented
that they had been having internal discussions to “potentially develop our own credits or do something
ourselves" in the meantime (Nature markets, standard bodies, investors and their advisors, Technical
Specialist).

A second practical effect was that projects already operating under existing standards were having to
deal with moving-goalposts. A senior carbon market figure reported that this was impacting the stability
of current projects as they were constantly cognisant of building in additional risk buffers in anticipation
of changing standards. buffer requirements and successive integrity initiatives. They noted that this was
“probably making both landowners and those advising them anxious about engaging with carbon
markets” (Nature markets, standard bodies, investors and their advisors, Senior Leadership).
Additionally, the same participant added a concern about misalignment between UK and international
integrity reference points as the current UK standards do not meet core international carbon principles.

Challenges for small businesses and projects

Capacity to engage was another concern raised in relation to the BSI standards. Smaller project
developers, in particular, were identified as facing difficulty in keeping pace with simultaneous BSI,
ICVCM and Peatland Code consultations. The result was an asymmetric voice in standards design, with
smaller participants under-represented despite being the front-line users of the standards:

We are a small business, and we are finding it overwhelming keeping up with what is going on domestically
and globally, and the reams of consultations that are coming through and | don’t think we are alone. For
that reason [...] We have formed a trade association of sorts with five organisations [...] we should have a
voice, but we don’t have the time. Maybe there are some organisations who have more time to respond
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[...][They] then ultimately may have a bigger voice just because they maybe have a dedicated policy team
and sit there day in and day out.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

Cost was another concern for small businesses and projects. A technical specialist working in a project-
development role accepted that more robust assurance protects credit value, but warned that cost had
to be calibrated to the structural reality of small Scottish projects:

| am always conscious of making perfect the enemy of good [...] | can see that more robust is good because
it means more credibility [...] But | just think we need to be careful to avoid pushing costs up too high
(Environmental NGOs and representative organisations, Technical Specialist)

Finally, a blended finance representative emphasised the conditional case for standards, identifying the
absence of demonstrated cost-savings for buyers as a current barrier to credibility:

| can see the value in the standards in enabling the market, but | think we are at a very early stage. We
don’t actually have any tangible examples of [cost savings] because we are at such an early stage.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

The need for third-party verification

A final problem identified with the BSI standards was the lack of third-party verification built in. A blended
finance representative noted that the verification phase is currently structured as self-assessment, which
corporates regard as too thin to underwrite high-stakes claims, and that standards are unlikely to convert
non-buyers into buyers:

| don’t see the standards [...] enabling more demand but | think it is going to be about those corporates
that have said | want to engage in nature markets [...] When they enter the market, the presence of the
standards isn’t going to turn that first question of ‘do | want to participate’ from a no into a yes, it is going
to go, | do want to participate and now which project should | be working with or exploring?
(Nature markets, standard bodies, investors and their advisors, Middle Management)

As such, participants argued that independent third-party verification should be funded as part of the
market infrastructure, with a clear exit from the current self-assessment phase.

4.1.4 Integration of peatlands into the UK Emissions Trading Scheme

Participant awareness of the integration of peatlands into the UK Emissions Trading Scheme (UK ETS)
was lower than for existing instruments, but was discussed among those who had engaged with the
proposal. Overall, participants aired positive perspectives on the ETS. A policy professional positioned
peatlands as a possible early mover within UK ETS, reasoning that peatland ownership patterns differ
from those of food-producing farms and could allow a more contained, “less painful’ pilot than full
agricultural inclusion would require (Government departments and agencies, Policy Professional).

Another technical specialist argued that ETS was a cost-effective instrument, noting that there “are
fundamental limits on how far [voluntary markets] are capable of going”. While voluntary markets depend
on companies choosing to pay for something they are not obliged to pay for, they saw ETS as a way of
putting greater incentives on companies to pollute less and offering a way to pay for the necessary
changes as well (Environmental NGOs and representative organisations, Technical Specialist). The
same participant added a price discovery argument:

The one big thing that ETS or something similar would do that wouldn’t be accomplished through a mixture
of taxation and subsidy is it sets equal price [...] It is not automatically true that government couldn’t get
prices right, but a market is very good at sharing the information rapidly.
(Environmental NGOs and representative organisations, Technical Specialist)

Finally, a blended finance representative judged ETS a more politically tractable route than a new tax,
on the reasoning that ETS infrastructure already exists in Scotland.

Design risks

Despite the positives associated with ETS, two design risks recurred in the interviews. The first was
displacement of voluntary-markets, with one market facing director cautioning that ETS demand could
absorb the existing supply of Peatland Code and Woodland Carbon Code units, weakening the voluntary
market unless a parallel route is preserved:
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My worry would be the size, if you look at the quantum of ETS relative to available woodland carbon or
peatlands, that the scale of the ETS market would hoover up what is currently available in the voluntary
market and have negative consequences to those looking to participate in the market without a
replacement or a supplementary scheme such as a compliance PCC market and a new voluntary PCC
market.

(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

Another threat to the voluntary market was raised by a nature market advisor, who noted that if a tax or
compliance obligation is introduced, projects that previously needed carbon income to cross the
additionality test may struggle to maintain that claim:

| don’t quite know what would happen to additionality with that stick coming in, do you still evidence that
you needed the carbon funding in order to maybe do that project in order to avoid paying the carbon tax?
[...] The risk is that bringing in a tax you then potentially kind of kill the private market and then will the
public purse have to pay for more of the peatland restoration if there is not the private money there to fund
it.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)
The second design risk involved UK and EU regulatory alignment. A project developer described how
UK ETS integration interacts with parallel EU initiatives, including the EU Carbon Removals and Carbon
Farming Regulation, and noted that the direction-of-travel argument matters as much as the static
design:

Every time we talk about even Woodland Carbon Code getting integrated into the UK ETS, the naysayers
one of their arguments is that is going to make integration between the UK and EU ETS much more
complicated and then people point to the CRFF, Carbon Removal Farming Framework. There is basically
something going on in the EU side that is recognising more nature-based carbon within the EU ETS so
the counter argument is that we should be not looking at these things as they are right now, we should be
looking at the direction of travel and preparing for when we can meet in the middle.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

Capacity

A final concern was supply side capacity. A senior carbon market figure made the case that obligation
should follow capacity to comply, which means contractor and project pipeline must mature first:

| think a stick is needed; carrots have not been enough [...] If there was a stick overnight that started taxing
landowners, | don’t know what the threshold is going to be, 500 hectares, 1000 hectares, | don’t know, will
it align to what the Land Reform thresholds are going to be like. We are going to need a lot more than we
have got at the moment doing that work on the ground.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

4.1.5 Land emissions carbon tax for peatlands

A land emissions carbon tax targeting peatlands was discussed by several participants, with views
polarised. Several participants framed a tax as the regulatory instrument most likely to deliver at both
pace and scale, while others identified it as the option most exposed to delivery, equity and fairness
problems.

One policy professional argued that although tax was a preferable route in principle, ETS was the more
politically tractable route, suggesting that pace and feasibility pull in opposite directions in the current
political environment. A finance specialist took a complementary line on cost-effectiveness, identifying
the tax route as the most defensible from a global abatement perspective:

The idea of making the person who has responsibility for the land responsible for it is a good one and from
a personal perspective | would probably favour that [tax] over opening up of new domestic markets partly
because when you look at the global picture you can get much better bang for your buck in terms of
reducing global atmospheric carbon.
(Nature markets, standard bodies, investors and their advisors, Technical Specialist)

A policy author confirmed the political commitment to investigate a tax while being explicit that
operationalisation remains under development. A restoration consultancy partnership, however, added
a behavioural counter-argument from delivery experience:

| think it is a hearts and minds probably | would prefer than the stick because it is like regulation in general
[...] What they are doing is they are just making it much harder for everybody else to actually do something.
The end effect is not going to make any difference apart from projects are going to get more costly, they
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are going to be slower, and that is what has happened with peatland restoration.
(Advisors and intermediaries to landowners/managers, Senior Leadership)

Concerns around fairness

The fairness of introducing a tax was raised by numerous participants, and manifested in various ways.
A government economist noted that a liability-only model can be hard to apply to capital-poor farmers
and that a high tax without complementary capital support would create political and financial pressure
without providing the liquidity needed to change land condition:

You are looking at farmers who very clearly couldn’t afford to pay, certainly couldn’t afford to pay £250 a
ton if you put it up to what the treasury is asking for and by 2050 well north of £300 a ton [...] In the case
of peatland you are actually asking people to make capital investments here. The money for that capital
investment has to come from somewhere and if you put that entire burden on a person who does not have
capital, and farmers are not typically super wealth capitalised [...] You are unlikely to be able to set prices
as high as you would need to in order to accomplish all your policy goals [...] You are going to need a
mixture of carrot and stick.
(Environmental NGOs and representative organisations, Technical Specialist)

A second line of unease centred on the legitimacy of the buyer side. A senior figure from a crofting
representative organisation described the political acceptability of a tax funded restoration programme
as conditional on assurance that purchasers of credits or offsets are themselves doing the right thing:

As soon as you speak about this to anybody on the ground, they immediately go well | am not paying for
British Airways to offset [...] The only way | think that that makes it palatable for folk is if they have that
guarantee from the government that it is not going to be abused.
(Landowner/manager NGOs and representative organisations, Senior Leadership)

A third unease about a tax came from delivery-facing participants, who worried about fairness on land
that cannot realistically be restored. A national park programme manager described the issue using the
case of inaccessible eroding peatlands in the Cairngorms:

| would probably see it as a bit of an injustice. | guess my question is because knowing that in the
Cairngorms there are areas we will not restore [...] There are areas of the Cairngorms with eroding
peatlands where unless you flew machines up bit by bit by helicopter and reassembled them or made a
massive new road up in the mountains, you are not going to get to them to restore them [...] There are
peatlands in the Cairngorms they will not be restored and | have never publicly said that to anybody outside
of my team, but we want to do a bit of  work modelling that.
(Government departments and agencies, Middle Management)

This account introduces a question that the headline tax design does not address: how a fiscal
instrument should treat land that emits but is functionally unrestorable, and whether some categories of
peatland warrant a triage classification. The same participant noted that the public discussion has not
yet caught up with the operational reality of restoration limits.

Narrow carbon framings

A government director added a related concern about carbon-only framing. A tax framed too narrowly
around carbon could discourage land-use changes that are positive for biodiversity or native woodland
recovery where short-term carbon profiles look unfavourable:

There are lots of places where | would want to see planting or regen happen for biodiversity reasons that
might be bad for carbon but actually in the grand scheme of things the benefit on the biodiversity side
outweighs what might be relatively limited amounts of carbon release [...] If you put it through a carbon tax
then lots of people would say well actually it is going to cost me money because | will be taxed by the fact
that the carbon side is going to release carbon if | put woodland up Glen Tilt [...] Trying to look at some of
these land use changes purely through a carbon lens isn’t a very clever way of doing things in the long
run especially woodland actually.
(Government departments and agencies, Senior Leadership)

The hardest design questions addressed liability allocation. The Shetland Islands Council case, raised
by a senior carbon market figure, illustrates how degraded peat emissions can sit outside formal carbon
accounts until a public landlord chooses to include them, at which point the scope-1 figure can move by
an order of magnitude:

Shetland Islands Council themselves are a landlord of a huge 40,000 hectare occupied estate. When we
did that FIRNS project the degraded peat from their owned estate fell into their scope free emissions, it
was not in their scope one emissions. They actually now included it in their scope one emissions so their
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scope one emissions have gone from [...] 12,000 tons a year to 90,000 overnight [...] You have occupiers
with legal rights to occupy to graze sheep on that ground and they are going to have to try and obviously
come to some agreement about who is going to fund the restoration and who is going to benefit from the
carbon credits.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

The same case raised the further question of whether tax liability should fall on a landlord, an occupier
or a public body that owns the land but lacks effective management control. A regional development
specialist generalised the question to ministerial estates and council-owned ground in crofted areas
where the landlord lacks effective management control. A government technical specialist judged that
the data infrastructure to administer a tax fairly remains under development, with the further point that
future advances in emissions science could create rebate or liability disputes:

Executing a land tax, massive task. The infrastructure needed, | don’t know, what metrics are you going
to use to measure it, who are you going to rely on, are you going to use the Peatland Code metrics coming
from CEH. If those happen to change in 10 years’ time [...] | fear that is probably not the right way of going
about doing it because | just think there are going to be too many challenging aspects to it.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

A landowner participant accepted the polluter-pays principle while warning that property-rights and rural-
business consequences could be damaging if the mechanism were designed poorly:

| think we ought to be taxing people who emit carbon [...] If that means land owners paying for leaking
carbon that is fine with me in principal, but the principal and the practice are very different things [...] | think
the law of unintended consequences would mean that we would probably mess it up and end up causing
all sorts of unintended consequences that could be seriously damaging to rural activity and land use.
Secondly, | think there is an issue of the erosion of property rights which also comes into it. One would
need to consider that philosophically.
(Landowners/managers, Senior Leadership)

Suggested alternatives

A senior NGO director offered a complementary alternative design through analogy with property energy
ratings. A polluter classification could be coupled to grants and support, reducing the value of poorly
performing land while giving owners a route to improve it:

| think definitely that kind of classification as a polluter by not restoring [...] Like the retrofitting with housing
model [...] There is grants, there is support, it shouldn’t just be on the landowner that has maybe inherited
an absolute mess and has no way of fixing it [...] If you did a similar thing for land and just said it is not as
valuable, you are going to be penalised financially with a tax but there are programmes in place to support
you with the restoration. | think that is the way it should be done.
(Environmental NGOs and representative organisations, Senior Leadership)

A second alternative came from a government director, who proposed putting the Peatland Code on a
statutory rather than voluntary footing as an instrument with stronger legal teeth than the current code
but lower complexity than a tax:

For me is about whether you could put the actual Peatland Code and the market around the Peatland
Code on to more of a formal statutory thing so that actually it wasn’t a voluntary code and if you were
having to buy carbon credits you would have to sign up to something that actually has a bit more teeth in
it that if you then decided 20 years down the line, ach bugger we are not doing that anymore, that there
was something governmental that came into that.
(Government departments and agencies, Senior Leadership)

4.1.6 Cross-cutting alternative mechanisms beyond the named
instruments

Beyond the five mechanisms set by SRUC, participants proposed a wider set of alternative or
complementary mechanisms intended to fill the gaps the named instruments leave open. These divide
into six design directions: blended finance instruments at the project level; place-based enterprise
networks and aggregator partnerships; governance overlay for market coordination; regulation of land
use change combined with market mechanisms; bundled or stacked ecosystem services; and demand
side public-sector signals. Several recommendations cut across these directions, in particular the
contractor and pipeline capacity question raised in connection with the Carbon Credit Pilot and the
Peatland Code application process.
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Blended finance instruments

Participants took up two different design directions in discussing blended finance instruments. First,
participants explored trigger funds, match funding, gap-filing and cost-benefit matrices, though their
detailed engagement with these named instruments was relatively thin. The fact that peatland carbon
units constitute avoided emissions rather than sequestered emissions was an important sticking point,
and particularly hard to sell to corporate buyers operating under SBTI-style targets. In order to address
this stigma that is currently pulling buyers away from peatlands, a finance specialist proposed
international pairing:

You could be looking at international partnerships whereby a credit that is generated in Scotland is actually
backed by another credit in Indonesia or somewhere [...] You are not encouraging people not to invest in
Scotland in fact you are doing the opposite, you are saying do this here and you will get effectively two
tons for the price of one.
(Nature markets, standard bodies, investors and their advisors, Technical Specialist)

A blended finance representative described a complementary design, proposing adding a removal layer
to peatland projects through biochar application:

We are looking at ways of super charging sequestration [...] Applying biochar [...] We are calling it reverse
coal as an idea, that we are putting that carbon back so that would be another way and build something
like that into the Peatland Code.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

The same participant also recommended a multi-pronged demand-side approach combining bundling,
biodiversity stacking and standards work, with the recognition that biodiversity bundling is the weakest
of the available levers but adds optionality.

The second design direction centred on place-based commercial structures. The Landscape Enterprise
Network (LENs) model, in which government acts as deal shaper for multi-party transactions linking
commercial demand, environmental restoration and government enabling levers at place-based scale,
was highlighted:

Let’s look at how it [LENs] can be wired into what we do and how we put effort and how we exchange
resources and make it part of our economic system essentially [...] The commercial connections [are] like
mycorrhizal tendrils aren’t they.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

A nature market advisor shared a similar point, arguing that multi-party transactions were important and
that they could be managed in a systematic business-like manner.

Place-based enterprise networks and aggregator partnerships

The second design direction was an aggregator partnership model in which a locally-based partnership
with a business arm aggregates projects for landowners who lack the capital or skills to operate in
carbon markets alone, and holds the long-run vision and obligation that individual landowners cannot:

It is that model of setting up a scale that has a business arm that can then aggregate projects for
landowners who don’t have the capital or the skills to do that on their own [...] A consulting company like
Forest Carbon or Carbon in Climate, those types of consultancy companies, they are going in with a
package [...] but they are generally only committed up until the first verification visit in year 5, then suddenly
the landowner has got a commitment for another 25-80 years. Whereas if you set up the partnership
approach [...] you are in there for the length of that project, so it is quite a different model. What is appealing
to people that we are talking to in the flow country is that it is not commercial, it is locally based, it is
bringing the benefits back to that local community.
(Environmental NGOs and representative organisations, Middle Management)

This model implicitly answers the additionality and demand problems of single buyer carbon contracts
by tying restoration to longer-term local benefit streams and to private revenue streams that exist in a
place, such as supply chain water management. A senior NGO project manager identified the funding
pipeline and having enough capital to pay for staff as the binding constraint on attracting investment. To
address this, they suggested a shift in Scottish Government funding from annual cycles to a seven to
ten year horizon, on the reasoning that medium-term certainty allows partnerships to recruit and retain
the technical and engagement staff that delivery requires:

| think the way Scottish Government could help more is by a bit of longevity and security of funding, even
if it was to be honest a 7-10-year timeframe [...] They make that investment for a significant period of time
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rather than each vyear trying to chase the next block of something to keep you going.
(Environmental NGOs and representative organisations, Middle Management)

Another suggestion was made by a landowner partnership lead with a Borders Forest Trust connection,
who described the value of dedicated officer support before projects reach formal finance:

You have to support people. | think there has to be that knowledge and awareness provided to help people
recognise what they have, the condition that it is in, what it could be and what the process is with financial
incentives along the way [...] We would not have managed it quite as easily if we hadn’t had a Peatland
Action officer employed to help us with it [...] | know there are Peatland Action officers everywhere, but
there is probably not enough.
(Environmental NGOs and representative organisations, Middle Management)

Governance overlay for market coordination

The third direction addressed governance overlay. Several participants identified policy fragmentation
as the binding constraint on delivery, and proposed a coordinating mechanism above the existing
scheme architecture. A community representative described:

Everything is in a different box, so maybe there is something about a place-based approach, the overall
land use strategy and then getting down into more granular sub catchment planning [...] The government
have got a ton of good policies but there is a delivery gap and then they don’t talk to each other, and they
are possibly conflicting.
(Rural communities, Community Member)

The same interview added a values-based recommendation, asking that benefit design be reframed
around long-term local jobs and economic development as the primary form of community return.

Another coordination suggestion came from a landowner, who proposed that net-zero responsibility
should sit with a single named individual inside Scottish Government, drawn from the private sector,
with a remit to bring forestry and peatland priorities into a single project framework:

Let’s coordinate it, let's have one person in the Scottish Government whose responsibility is net zero and
that person comes from the private sector, not a civil servant, and they are in charge and they will bring
the forestry together with the peatlands [...] but only if we have it coordinated as a project not if we have
the forestry people beating the peatlands people over the head which is what tends to happen.
(Landowners/managers, Senior Leadership)

A regional policy specialist offered a complementary recommendation that government use its policy
levers more effectively, expressing a concern that lobby groups currently exert too much influence on
the direction of natural capital policy:

There is more direction with support but there is more direction that the policy could give to some
landowners. It feels like there is too much sway by some lobby groups [...] | think some of those lobby
groups may come on the journey with us but [...] We actually don’t quite know where we are going and
what we are doing.
(Government departments and agencies, Technical Specialist)

Regulation of land use change combined with market mechanisms

The fourth design direction involved regulation of land use change combined with market mechanisms.
A finance specialist articulated the sequencing logic that recurred across several finance side accounts:

Particularly in cases of peatlands, there hasn’t been sufficient emphasis placed on making landowners
responsible for the condition of those lands so anything that could be done to address that is good.
(Nature markets, standard bodies, investors and their advisors, Technical Specialist)

The same participant noted the political constraint candidly, observing that the regulatory ceiling on
Scottish land ownership reform is effectively set by electoral risk and that, consequentially, regulation
will continue to be slow.

Bundled or stacked ecosystem services

The fifth design direction took up the disaggregation and stacking of multiple ecosystem services, with
one project developer recommending that natural capital markets be designed to value water regulation,
biodiversity, recreation and carbon as separate but stackable revenue streams, arguing that “we have
got to get to the stage [...] whereby we are quantifying all of the different elements of natural capital”
(Scotland, Nature markets, standard bodies, investors and their advisors, Middle Management). A land
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manager extended the same logic to a paired water credit, with drinking water catchments treated as a
primary policy priority:

If you have got peatland carbon credits you need to have a water credit as well [...] We want to probably
in the bigger picture want to see [...] farmers and crofters engage in agriculture or crofting activities that
have a water quality benefit [...] | would like to see far more robust water quality in there.

(Landowners/managers, Middle Management)

A landowner with experience of restoration on a low-lying estate proposed a different stacking design
through extension of biodiversity net gain criteria to peatland improvement, with periodic five-year
assessment of progress and prescriptive advice where standards are not being met. The same
participant also challenged habitat-by-habitat market separation between peatland and wetland
markets, arguing that the technical question of equivalence should solvable and that separation creates
unnecessary market friction:

how you equate wetlands with peatlands is something that the scientists should sit down and
do some bloody maths on, but don’t say because we haven’t done the maths you are going to
have to have two markets in effect. It makes no sense.
(Landowners/managers, Senior Leadership)

Demand side public-sector signals

The sixth direction addressed demand-side public-sector signals. A public-sector project manager
argued that even a published road map for public-sector offsetting or insetting could pull private demand
forward, with the political cost weighed against the system-shaping benefit:

If Scottish Government’s magic wand was to say, right, all public sector bodies are going to offset, now
that is a brave thing to do politically because ultimately who pays for it, the taxpayer [...] | think even
signalling along that way [...] if they demonstrated that there is a road map to doing that, the private sector
is going to start thinking, look if the public sector does this and they get themselves sorted they are going
to force us to come along, well why wouldn’t they.
(Government departments and agencies, Middle Management)

4.2 Translating Scottish Government core objectives into
delivery mechanisms

This chapter addresses two policy objectives that the Scottish Government has articulated without
specifying a delivery mechanism. The first section reports views on community engagement and
benefits; the second reports views on the regulation of misleading market claims associated with
offsetting and insetting.

4.2.1 Community engagement and community benefits

Scotland’s interim principles for responsible investment in natural capital and the Natural Capital Market
Framework give community engagement and community benefit a central place. Interviewees largely
agreed that the principles set the right direction, but diverged on what the corresponding delivery
mechanism should look like in practice.

Benefits as more than a fund

The first pattern centred on the types of community benefits delivered and the importance of ensuring
that benefits are recognised as more than a mere cash fund. One aspect that arose in particular here
was the importance of having a strong and meaningful relationship in place between the local community
and the landowners and developers. A community advisor stated:

What we feel is really important is building up that partnership [...] Community benefits do not need to be
direct community benefit funds. In some scenarios that makes perfect sense, but just setting up a fund
was not what we are asking for [...] What is really important is to explore wider community benefit and to
explore those relationships between the landowners, the developers and the communities so the
communities have some feeling of agency.
(Rural communities, Community Advisor)

A number of interviews mentioned the negative attached to fund-only benefits approaches. One
community advisor relayed a situation in which there was a community benefit fund attached to a wind
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farm but there was little working contact with the operator. The result was that practical and low-cost
projects, such as opening a track for community access, were being left undone because no relational
channel existed. Another community member even challenged fund-only benefits, describing how
community benefit funds in some windfarm settings had generated active social division amongst small
communities.

Alternative, or additional, benefits were detailed by a number of participants, with several participants
describing peatland restoration as offering distinctive in-kind benefits that do not necessarily map onto
windfarm-style fund models. A community advisor listed these:

A lot of the benefits they are access again [...] Improved access for recreational purposes. Livestock
grazing, that is a really massive benefit [...] Improved quality under foot for humans and animals is massive
[...] Ongoing maintenance of peatland restoration, so ongoing employment, ongoing skills and experience
is a really big one.
(Rural communities, Community Advisor)

However, while it was recognised that peatlands can offer a range of benefits, one senior NGO
programme manager reframed what community benefit should target in remote and rural areas.
Describing a particular project they had worked on, they recounted that local communities did not need
more recreation facilities but rather:

If you want to make a difference to the communities here, funnel that money into the things that are
significant blockers for us: childcare, travel, broadband. Don’t do piddly little bits. What are the big issues
and challenges that are facing the communities that live and work in [an area]?
(Environmental NGOs and representative organisations, Middle Management)

One regional development specialist mentioned another way in which benefits could be delivered to
communities, describing a working model in which crofters were brought into the carbon market as direct
beneficiaries through common grazings. The benefit there took the form of distributed economic activity,
paid out through participation in the carbon market itself:

The community benefit has been about economic benefit that communities are able to share in [...] Working
with the crofters in trying to get them into the carbon market as a direct beneficiary for common grazings
[...] Generates community benefit to this community that there is more economic benefit coming.
(Government departments and agencies, Middle Management)

Throughout each of these examples, fairness was offered as the underlying normative anchor for the
benefit design question. Risk, effort and benefit were identified as needing to be in balance, especially
where renewable energy, peatland restoration and shared national resources have not produced an
equitable distribution of returns historically.

Not all participants, however, agreed on community benefits. A divergent view came from a finance side
interviewee who argued that peatland restoration warrants lighter engagement and benefit obligations
than other land-use changes such as windfarms or commercial forestry:

| actually think that we have already gone slightly too far [...] What we are doing is not a land use change
[...] We are not putting fencing up [...] All we are doing is making what is a degraded space better which is
completely different [...] | think we might have gone slightly too far already in engagement.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

Capacity to engage

Community capacity was highlighted as a structural barrier to current engagement and benefit
processes. A government worker noted that communities with weaker existing capacity often lost out,
with the centralisation of decision making magnifying this effect:

Community capacity is number one in that very often communities lose out because communities that
have more capacity [...] are really good at it [...] And there are communities that are not [...] | would say
that centralisation of decision making usually makes that worse.
(Government departments and agencies, Middle Management)

Unremunerated engagement was also highlighted as an issue. A rural community director carried this
argument into the question of who is paid to do the local research and engagement work, observing that
communities are repeatedly engaged and researched without being paid or empowered, despite holding
the knowledge needed for design:

| sit here doing this for nothing, [...] so yet again we give, and it is written up and the money goes to you.
Our communities with their levels of poverty and all the rest of it, fuel poverty included, and we don’t get a
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bean and yet we are the ones with the knowledge.
(Rural communities, Senior Leadership)

The same participant described a working alternative in which project funding was deliberately routed
into local research capacity, with locally based people doing the engagement and analysis using their
own networks and knowledge. The implication for community benefit policy is that the engagement
infrastructure should treat community knowledge as paid analytic labour.

Defining community

Another strand in the interviews took up the question of who counts as a community. Operators reported
using geographical definitions (community council areas) and managing the representation problem
through aggregation:

We always deal in geographical communities not communities of interest [...] We use the
Scottish Land Commission route map as part of our way of working [...] You can’t deal with
every individual, SO it does have to be representative bodies.
(Rural communities, Community Advisor)

One community advisor also documented a successful aggregation model from a working project
involving six community councils working together as a vehicle to manage engagement and benefits.
However, the same participant also noted there are other examples where this has not worked due to
past grievances with community councils.

Guidance and facilitation

The fourth pattern involved governance and enforceability. Participants described the existing Scottish
Land Commission community benefit route map as helpful guidance, though some questioned its weight
as a non-binding standard. A community advisor reported using it as their primary guidance tool, and
another policy professional defended its emphasis on negotiated benefits. A complementary
recommendation was that community engagement principles should be embedded across all BSI
standards as a cross-cutting expectation. A senior NGO programme manager added that, where
community ownership of the project is feasible, surplus revenue should be reinvested locally:

For other groups who are looking to develop that partnership approach [...] The money would be going
back into those local communities, as well as all the training and development and all the other benefits
that come from doing the work in the first place.
(Environmental NGOs and representative organisations, Middle Management)

An additional point from a community advisor also highlighted that paid third-party facilitation was a
condition of effective negotiation. This raised a follow up question as to who funds that facilitation in the
long run. A focus on developing partnerships between local communities and developers, as well as
encouraging further progress through standards and facilitation processes was identified as important
amongst participants. One community advisor explained that this would help strengthen social
legitimacy and close an important integrity gap:

The integrity aspect of it is key and there has been huge amounts of progress in nature markets around
the actual carbon and biodiversity integrity of these things but there has not been that much focus in
Scotland at least in the actual social [..] Just Transition does not feel that just.
(Rural communities, Community Advisor)

Crofting

One final point raised was around crofting, with an environmental NGO representative explaining that
insetting concerns have created uncertainty for smallholders considering whether to enter peatland
markets at all:

Our site team there expressed concerns about what the future agricultural programme will look like in
terms of insetting requirements [...] Should we either not sell any of the carbon units that we are generating
or should we have a significant buffer? [...] It would be perverse of Scottish Government to be promoting
peatland restoration and then penalising people.
(Environmental NGOs and representative organisations, Middle Management)

This crofting and tenure question was raised by a number of participants, and it was argued that explicit
policy clarification was needed before crofting communities could plan responsibly.
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4.2.2 Regulation to prevent misleading claims by companies
(greenwashing)

The second core objective without a fully specified mechanism is the regulation of misleading claims
associated with offsetting and insetting. Interviewees treated greenwashing risk as a market problem
with a public legitimacy dimension. The patterns addressed how the risk is currently appearing, which
actors are best placed to police it and how integrity rules should be set without crushing the market.

Risks

The first pattern addressed visible expressions of the risk. A government technical specialist noted that
landowners are very conscious of the risk, yet noted that they practically treat it primarily as a public-
perception issue, with little observable effect on their willingness to participate:

We don’'t want to be part of something that we view as potentially greenwashing [...] The moral piece |
think tends to come outwith anybody in this space [...] Your average landowner is conscious of it and wants
to make sure there is an element of due diligence, but it is not stopping them doing anything, it is more of
a perception issue from the wider public.
(Government departments and agencies, Technical Specialist)

Another view arose from a community advisor, who positioned investor concern about social legitimacy
as an active market force:

Investors [...] don’t want to be accused of community washing and they don’t want loads of objections in

the process if they do invest in things.
(Rural communities, Community Advisor)
Standards

A second pattern took up the role of standards. The Peatland Code and BSI Nature Investment
Standards were widely understood as the principal integrity instruments, but participants diverged on
whether this layering was currently working. A blended finance representative took the supportive line,
framing standards as a route to faster corporate due-diligence once concrete examples become
available:

When | framed it to say what is your due diligence process like [...] They are oh god, we have heard of
really painful experiences [...] The standards can help shorten that, the cost saving [...] But we don’t
actually have any tangible examples of that because we are at such an early stage [...] We need to show
businesses that this can shorten your processes, not just another thing to comply with.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

A more sceptical reading came from a project developer who questioned whether the BSI carbon
programme was needed at all, given the existence of international standards:

| have always been of the opinion that in a carbon market we don’t also need a BSI standard [...] There is
a lot of extra work that has been put in place for everyone [...] | don’t understand why they had to go with
a carbon one instead of just going for the international ones.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

A finance specialist argued for a working BSI mark for projects who have followed the standard, noting
that this could function as a minimum threshold to differentiate among compliant projects. However, a
regional development specialist reported that investors would conduct independent due diligence
regardless of BSI accreditation:

If I am an investor [...] If | am going to invest a significant amount of money then | am going to get under
the bonnet [...] So [BSI's] due diligence might be easier but to be honest if | am an investor | am not going
to trust BSI [...] It is my money [...] Whether it has got a BSI badge or not [...] It is like an established thing
rather than it being a scientific code.
(Government departments and agencies, Middle Management)

Avoided versus removed carbon units

A third pattern centred on the avoidance versus removal distinction. A blended finance representative
identified this as the most consequential market discrimination currently affecting peatland units:

Peatland based carbon is a really tough sell from the buy side [...] | definitely see this direction of travel
where avoidance based credits are getting left out of the equation [...] Peatlands are basically sitting in
their own sad little silo where even if the UK based corporate [...] wants to buy UK based carbon [...] they
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are not going to consider peatlands because they are avoidance rather than removal.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

To address this, a recommendation came from a blended finance representative to develop combined
avoidance plus removal designs, including biochar-style additions, so that peatland units have a route
into corporate procurement under SBTi-style targets. A senior NGO programme manager described
how SBTi alignment is currently operationalised in buyer vetting and where its design limitations show
up for peatland sellers:

We would expect a buyer of our carbon to be signed up to SBTi but actually then it turned out that SBTi
does not work particularly well for carbon emission avoidance rather than reduction [...] Our overall arching
thing is similar to SBTi, people have to be in a truly net zero journey [...] We have to get some reassurance
that it is not greenwashing.
(Environmental NGOs and representative organisations, Middle Management)

A finance specialist proposed a different solution through international pairing as already noted, on the
reasoning that doubling avoidance with removal credit would change the marketability of peatland units
without rewriting the integrity rules.

Double-counting

A fourth pattern raised a specific double-counting question that any anti-greenwashing rule will need to
resolve. If degraded peat sits in a landowner’s scope-1 emissions account, and the same site then
issues credits sold to a third party, the relationship between the seller’s residual scope-1 figure and the
buyer’s reported reduction has to be clarified:

If your peat is emitting 50,000 tons a year across one the thousand hectares, if you restored that peat and
sell some credits that are then used by someone else to report against their emissions have you still got
essentially 1000 hectares of degraded peat in your scope one emissions or is it being double counted. |
didn’t really get a satisfactory answer.
(Nature markets, standard bodies, investors and their advisors, Senior Leadership)

Insetting

A fifth pattern took up insetting, with a senior NGO programme manager describing how many farmers
are retaining their carbon units in order to use them for their own carbon balance sheets for insetting
purposes. A regional developer noted that this was being done on the advice of agricultural professional
networks, who were telling farmers to reserve credits in case future audits require them:

When the carbon audits were launched 3 years ago [...] Advice they have been given is watch out because
carbon audits means there will be targets coming in.
(Nature markets, standard bodies, investors and their advisors, Middle Management)

The recommended action across these accounts was a clear public position from Scottish Government
on the future relationship between Peatland Code units and ARP-era farm-level carbon reporting, on
the reasoning that uncertainty alone has already produced market suppression.

Challenges of changeable integrity rules

Several participants identified a risk that integrity rules tighten faster than the market can absorb. As
one senior carbon market figure argued, the pursuit of integrity needs to coexist with the stability of rules
so that landowners and advisers can plan with confidence. A regional development specialist reframed
the priority around demand side activation:

For me the thing that has to happen is market acceptability [...] Ultimately the buyers aren’t buying it, they
want to make sure what they are buying is kosher [...] ultimately to pull the money in, private sector money,
you need to have a market.
(Government departments and agencies, Middle Management)

A pragmatic point around permanence ran alongside this, as a government technical specialist argued
that demanding strict permanence as a condition of credit issuance is unworkable in current technology
and time constraints:

It's definitely true that a peatland could dry up and carbon that you have paid [...] could then be

subsequently released [...] The reasons not to let that be a barrier are [...] the permanence removals
doesn’t exist really as a technology [...] We can’t wait until we are at 2050 [...] You need to have a decades
long plan

(Government departments and agencies, Technical Specialist)
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The same participant offered a complementary point about how a compliance signal can redirect
payment responsibility from voluntary buyers to the actors generating emissions, which would potentially
“double” the payment of voluntary markets.

4.3 Conclusion

Based on these results, each policy mechanism encountered both positive reactions as well as
recommendations for improvement. The Carbon Contracts Pilot was welcomed for the introduction of
price-floor guarantees and the fact that it showed government commitment to nature markets. However,
participants raised concerns about low unit prices, the possible diversion of Peatland ACTION funding,
unclear eligibility for early movers within carbon markets, opaque rollout and doubts about whether
government would deliver on the guarantee. The stacking of ARP agreements with the Peatland Code
was seen to be effective, particularly given that Peatland Code revenues were seen to be incompatible
with long-term monitoring costs. ARP therefore offered a more stable income stream than markets.
However, stacking remains difficult in practice in terms of double funding and uncertainty about future
ARP rules was seen to suppress uptake. This would need to be addressed, particularly for farmers who
are uncertain about what to do with their carbon credits.

Standards such as the Peatland Code and BSI were identified as important for ensuring market integrity
and also for mainstreaming social expectations. Yet, barriers to entry still prevented engagement. For
example, the Peatland Code’s associated survey costs, application complexity, rigid peat-depth rules,
issues with felling licenses and low expected income were identified as ongoing problems. Similarly, the
BSI was seen to create uncertainty, with iterative drafting processes and moving goalposts a challenge
for ongoing projects. Another concern was that, while these standards provide integrity, they may not
be sufficient for high-stakes claims. Here, funded third-party verification was seen as necessary.

Participants strongly advocated for place-based and aggregated models for restoration delivery. This
was identified as a way to ensure long-term local benefit, build delivery partnerships, incorporate
business arms and ensure commercial demand. Some potential avenues for achieving this were LENs
and the inclusion of aggregated project options within the Peatland Code. In addition, where participants
spoke of community benefits, they valued relationship-building, local employment and support for local
services over cash funds.

Outside of nature markets, the integration of peatland restoration into the UK ETS was seen favourably.
Participants saw this approach as more scalable than markets alone. The suggested land emissions tax
was more contested, with ongoing concerns around fairness, unintended negative consequences for
capital-poor farmers, lack of high-quality data infrastructure, property rights issues and the narrow
carbon framing. However, an emissions tax was also recognised as a fast and scalable route to peatland
restoration.

Some key outstanding concerns raised by participants included:

e Buyerintegrity and greenwashing: in particular, desire for increased regulation of who could buy
credits so they would not be misused by companies considered unethical

e Double counting with outstanding questions around how peatland emissions should be treated
where degraded peat sits within a seller's Scope 1 emissions but is sold to a third party

e Long-term responsibility for restored peatlands, including how guarantees might end, how
permeance will be handled, and who should carry management obligations into the future

e Tenure and liability concerns in relation to crofting arrangements

e Concerns around market architecture, with ongoing discussions around whether Scotland
should prioritise voluntary markets, ETS integration or tax approaches

e Concerns around the delivery of projects, as delivery capacity is currently too thin to meet
requirements on the ground

Several caveats apply to the empirical evidence presented in this report. The findings reflect what
participants chose to discuss and how they framed it, and as a qualitative study, they do not measure
prevalence in the wider population of policy professionals, land managers or other natural capital market
actors. Awareness of the newly implemented and proposed mechanisms was uneven across those
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interviewed. The analysis was deductive against the identified scope of new policy mechanisms, and
may have de-prioritised themes that would have emerged if more inductive methods had been used.
The detailed policy refinements informed by these findings are described in the next section.
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5 National policy recommendations

This section sets out detailed Scottish policy options for D6.4. Each sub-section proposes a concrete
refinement or pilot, followed by a paragraph that draws on the qualitative interview evidence in Section
4 to add nuance and grounding. Each builds directly on the polycentric governance hierarchy in Section
3 and on the empirical findings in Section 4.

Recommendation

Type of
action

Problems addressed

1. Create more attractive public risk-
sharing mechanisms for Peatland
Code projects

Pilot

Addresses some of the key weaknesses of
the existing Carbon Credit Pilot, including low
unit prices, opaque rollout, and exclusion of
early movers. It also responds to concerns
that public risk-sharing should not divert
funding away from Peatland ACTION and
should retain publicly funded routes where
markets are unsuitable.

In addition, it adds another layer for the
inclusion of community engagement within
the pilot.

2. Test alternative blended finance
models for peatland restoration

Pilot

Addresses the need for finance models that
reduce landowner  exposure  without
transferring excessive risk to the public purse.

3. Develop a fair and evidence-based
peatland emissions tax

Fiscal

Addresses concerns that an emissions tax
could be unfair or impractical without better
evidence, clear liability rules and safeguards.

4. Create a high-integrity UK land-
sector insetting pathway for peatlands

Standard-
setting

Addresses market suppression caused by
uncertainty over insetting, offsetting, farm
carbon audits, ARP rules and whether land
managers should sell or retain carbon units. It
also responds to the weak market position of
avoided-emission peatland credits, the need
to separate inventory reductions, inset credits,
offsets and contribution claims, and the risk of
double  counting between landowner
emissions accounts and third-party buyer
claims.

5. Make community engagement
standard practice in natural capital
projects

Pilot

Addresses uneven implementation of
community engagement across projects,
including unclear expectation and limited
enforceability of existing guidance.

6. Make local benefit an enforceable
part of project design

Pilot

Addresses the risk that community benefit
remains optional. It also responds to concerns
that risk, effort and benefit need to be more
fairly balanced.

7. Resolve crofting and tenant carbon
rights before scaling private peatland
investment

Regulatory

Addresses unresolved tenure and rights
issues such as problems around landlord—
crofter splits, who must comply with long-term
conditions, who owns or allocates credits, who
carries liability, how common grazings are
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treated, and how insetting needs affect
crofting and tenant decision-making.

Recommendation 1: Create more attractive public risk-sharing
mechanisms for Peatland Code projects

Re-run the Carbon Contracts Pilot with revised terms that are likely to be more attractive to landowners.
Test public or community-led delivery alongside landowner-led projects, so that public risk-sharing is
not limited to subsidising private returns. Consider integrating a community benefit plan into some of the
pilot projects, and re-emphasise the retention of purely publicly funded routes through Peatland
ACTION.

It may still be possible to meet public procurement value for money tests if additional payments are
made for MRV costs and biodiversity, quantified via forthcoming metrics that are due to be integrated
with the Peatland Code. Although the addition of biodiversity payments would not meet the additionality
criteria in all sites, and so projects would only be able to include and issue carbon units, payments could
include biodiversity monitoring costs and the metric could still be used to provide government with a
quantification of the biodiversity benefits purchased with the additional funding. Further discussion with
the Peatland Code team is recommended, if possible to build this option into the design of the new
scheme. The pilot should not apply to crofting common grazings or tenanted land unless rights, liabilities
and decision-making authority have been resolved and relevant land occupiers have opted in (see
recommendation 7).

The qualitative evidence in 4.1.1 supports several specific design changes for a re-run pilot. These
included:

e Decoupling the carbon credit purchase from Peatland ACTION grant envelope

o Recalibrating the price floor to market levels (with £40 suggested as a working figure)
e Creating a pathway for entry for projects that have already been established

e Creating a more transparent rollout and delivery system

In addition, a number of concerns were raised around the current pilot, including:

e The current pilot risks steering Peatland ACTION away from delivering the 250,000ha
restoration goal if it absorbs grant capacity

e The pilot does not align with annualised Peatland ACTION budgets

e The pilot guarantees the wrong side of the market and should focus more on creating demand
than reducing risks for suppliers

A redesigned pilot that responds to the views shared by participants would decouple pricing from the
grant envelope, admit early-mover projects, run advance consultation with delivery partners and publish
a credible exit plan.

Recommendation 2: Test alternative blended finance models for
peatland restoration

Commission feasibility studies to explore the potential for blending mechanisms to make future pilots
more attractive to landowners, whilst minimising risk to public finances, and meeting Peatland Code
rules, public procurement requirements and subsidy control. Options to test include:

e Contract for difference approaches, under which landowners or project developers would
sell Peatland Carbon Units into the market and Scottish Government would pay some or all
of the difference between a transparent reference price and an agreed strike price. This
could provide landowners with greater certainty around revenues than the current pilot,
while reducing the risk that Scottish Government becomes the default purchaser of units.

e Future Economy Scotland’s proposals for a public-led, income-contingent finance model for
peatland restoration, in which Peatland ACTION grants would be replaced with zero-
interest, income-contingent loans for capital costs, repayable only where future project
revenues make repayment affordable. The model could also include annual operating
payments for maintenance and MRV costs, alongside a requirement for a proportion of net
profits to be ring-fenced for local community benefit. It is argued that this could make
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restoration more attractive by reducing exposure to commercial debt, whilst enabling the
public sector to recover some costs if carbon revenues rise. This appraisal should test
whether repayable finance creates significant risks for land occupiers, especially where
future revenue depends on speculative carbon prices.

A contracts for difference feasibility study could assess whether a one-way, two-way or capped contract
for difference would offer the best balance between landowner attractiveness, private finance
mobilisation, financial additionality and public value for money. It could also examine different methods
for setting the strike price, for example: reverse auction; forecast PCU market values; a cost-plus
approach based on restoration, MRV and transaction costs; and a principal-plus-return approach, where
the strike price is calibrated to allow private investors to recover their principal plus a capped return. The
study should include an explicit public exposure cap, a comparison with direct public funding and a test
of compatibility with land reform commitments.

A further feasibility study could assess whether a public-led, income-contingent finance model would
offer a more attractive and lower-cost alternative to de-risked private finance, including stress testing of
assumptions about carbon prices, PIU (pending issuance unit)/PCU (peatland carbon unit) sale timing,
restoration and maintenance costs, public cost of capital, administrative costs and contingent liabilities.
It could also examine design options to protect Peatland Code additionality if repayable finance
becomes non-repayable support, including repayable-only loans with termination triggers, in-kind
repayment via verified PCUs, and delivery through Peatland ACTION, the Scottish National Investment
Bank or a dedicated public fund. For crofting and other shared-tenure contexts, the model could include
an opt-in rule and options tailored for community ownership.

To ensure that feasibility studies lead to concrete decisions, each study could define success criteria for
whether a model proceeds to pilot, is revised or is rejected. Success criteria should cover financial
additionality, public value, distributional effects, compatibility with land reform and effects on land
occupiers. Given that different types of restoration projects will require different levels of finance, it may
be necessary to create a tiered finance framework for distinguishing complex, high-risk sites, standard
sites and revenue-generating sites.

The qualitative evidence in 4.1.6 supports the view that blended finance design should take seriously
the need for place-based and aggregator-led models alongside contract-for-difference instruments.
Some of the proposals included:

e The development of a triangle model linking commercial demand, environmental restoration
and government levers at a place-based scale where the government would act as a deal
shaper for multi-party transactions

e Develop an aggregator partnership model in which a locally-based business arm manages
the long-vision for the duration of the project rather than a landowner.

e Incorporate a different sequencing logic that pairs regulatory mechanisms with market
incentives rather than relying on short political cycles

While it was acknowledged that path-dependence can constrain reform ambition, an income-contingent
loan and contract for difference proposal fits alongside these aggregator and Landscape Enterprise
Network options, with each addressing a different part of the financing stack. A combined policy portfolio
may therefore be preferable to continued piloting of single instruments.

Recommendation 3: Develop a fair and evidence-based peatland
emissions tax

Commission a feasibility study to assess whether a peatland land emissions carbon tax could be
designed in such a way as to provide a fair and proportionate signal to reduce emissions from degraded
peat, whilst complementing Peatland ACTION and the Peatland Code. This could include:
e A research and data-development phase to improve national screening layers for peat
extent, condition and erosion
e A narrow shadow pilot focused on bare and actively eroding peat, with no live fiscal liability
at the outset
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e If this is successful, a later pilot could test whether water-table-depth-based evidence can
adjust default liabilities for drained or modified peat, using safeguards such as multi-year
averaging, uncertainty discounts and caps on annual changes.

The study could assess interactions with Peatland ACTION, the Peatland Code and tenure
arrangements, including crofting common grazings, tenanted land, community-owned land, NGO land
and large private estates. It could also test who would be liable, how appeals would work, and
incorporate a restorability test that outlines how relief would apply where restoration is constrained by
hydrology, access, tenure, neighbouring land uses or contractor availability. A site trajectory
classification could be incorporated to differentiate between sites that are actively eroding, stable,
recovering, partially rewetted and currently under improvement. A triage tool and associated clear
options streams could be useful to landowners linking site conditions with restorability options. The tool
could also indicate when the appropriate response is public support, tenure resolution or regulatory
clarification rather than a tax liability.

The qualitative evidence in 4.1.5 directly supports a phased and bounded approach. Primary concerns
shared amongst participants were:

e The need for some form of exemption for eroding peatlands that are unable to be restored

e A concern that a narrowly framed carbon tax could discourage positive land-use change for
biodiversity and native woodland recovery

e A concern around property rights and potential unintended consequences of a poorly
designed tax

¢ A high tax without complementary capital supports would create political pressure without
giving capital-poor farmers the liquidity to comply

Other suggestions were to develop a system where a polluter classification could be coupled to grants
and support, or putting the Peatland Code on a statutory footing with stronger legal weight than the
voluntary code but lower complexity than a tax. A feasibility study should assess these alternative and
complementary designs alongside the headline tax.

Recommendation 4: Create a high-integrity UK land-sector insetting
pathway for peatland

Consider establishing a UK Land Sector and Removals (LSR) Standard adoption pilot focused on high-
integrity insetting and interoperability with offset markets, after the launch of the GHG Protocol’'s LSR
Standard on 1 January 2027. This could include:

e A UK implementation guide for land-sector businesses wishing to use inventory-based insetting
to fund interventions in their own UK supply chains and report emissions changes under the
LSR Standard, with guidance on consent, claims discipline and separation from offset claims

o A method for land-sector businesses to use project-based insetting via existing domestic
voluntary nature markets. This could, for example, start by developing an LSR-compliant
pathway through the Peatland Code, where PCUs are issued, assigned or retired through the
UK Land Carbon Registry, subject to safeguards on local decision-making, revenue-sharing and
liability

e Based on lessons from this work, develop a BSI Code of Practice for high-integrity insetting that
could be used to develop similar pathways through other nature markets in the UK, by applying
the same standards for additionality, baselines, monitoring, leakage, permanence, registry
control, verification and claims discipline, whilst ensuring inventory reductions, inset credits,
offsets and contribution claims remain distinct.

The qualitative evidence in 4.1.2 and 4.2.2 underlines the practical urgency of this pathway. The
interviews noted that farmers are already being advised to reserve credits in case future supply chain
reporting or targets requires them. Additionally, the oncoming farm-level audits in Scotland, which
include a carbon audit. were argued to have the potential to suppress the supply of carbon units. A wider
guidance gap was also reported around VAT treatment, cross-border transactions and whether a sale
of a carbon unit involves selling a long-term asset, with farmers receiving no consistent answer. A clear
LSR pathway, paired with an early Scottish Government statement on the relationship between Peatland
Code units and ARP farm-level carbon reporting, could lift constraints on supply that this guidance gap
has produced.
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Recommendation 5: Make community engagement standard practice
in natural capital projects

Pilot BSI Flex 705 and the Scottish Government-funded Community Inclusion for Community Benefit
best practice guide as the basis for a proportionate community engagement standard that could be
optional for natural capital projects with private climate finance, and required for entirely publicly funded
projects. The pilot could test how the guidance works across different geographies, tenures and project
scales, including crofting, tenanted land, community-owned land, large private estates and sparsely
populated areas. Success criteria should be established beforehand so that once finished, a decision
can be made quickly on whether this can be implemented. The pilot should also recommend clearer
thresholds for proportionality, evidence requirements, grievance procedures and guidance for engaging
with crofting and common grazings communities

The qualitative evidence in 4.2.1 supports a relational engagement model and identifies the operational
components a proportionate standard would need. It was noted in the interviews that benefits do not
need to be a direct fund, with the building of relationships and partnerships signalled as key. Capacity
also played a critical role in the fairness of engagement processes, alongside remuneration and
decentralised decision-making processes. Paid third-party facilitation was suggested as a condition of
effective negotiation, raising the question of who funds that facilitation in the long run. However, a
divergent view argued that peatland restoration warrants lighter engagement and benefit obligations
than land-use changes such as windfarms because restoration does not change the surface use; a
proportionality clause could accommodate this while still requiring procedural engagement.

Recommendation 6: Make local benefit an enforceable part of project
design

Pilot community benefit clauses and guidance in BSI Flex 705 and the Community Inclusion for
Community Benefit best practice guide. The pilot should recognise financial and non-financial benefits,
including local employment, training, funding for capacity-building, contractor capacity, shared
governance, access, cultural interpretation, community wealth building and support for local services.
The pilot could test how additional community benefit plans can be designed, negotiated through early
engagement processes, delivered and reviewed in projects with different revenue models, ownership
structures and levels of public funding. Where projects generate verified revenue, larger projects should
test a benefit floor with additional upside-sharing above agreed thresholds. The pilot could test whether
compliance is best secured through public funding conditions, code requirements, registry disclosure,
independent verification or community benefit agreements. It should also test community-led and public-
sector-led ownership routes, rather than assuming benefit-sharing from privately owned projects is the
preferred model. It could also consider how benefits should be handled where there is no clearly affected
local community, where the community comprises families living and working on estates, where
communities decline direct involvement, or where a regional fund may be more appropriate.

The qualitative evidence in 4.2.1 supports a benefit menu that explicitly admits in-kind, employment and
infrastructure contributions alongside cash. Peatland-specific in-kind benefits included improved access
for recreational purpose, livestock grazing improvements and ongoing employment, skills and
experience associated with long-run maintenance. It was also suggested in the interviews that the
targets of benefits should be reframed to capture and address, where possible, the binding constraints
on rural life and work which were childcare, travel and broadband infrastructure. The pilot’s benefit floor
and upside-sharing design should therefore incorporate these in-kind, employment and infrastructure
routes alongside fund-based mechanisms.

Recommendation 7: Resolve crofting carbon rights before scaling
private peatland investment

Scottish Government should resolve carbon rights within crofting tenure before private peatland
investment is scaled. This should be done through proactive regulation, not left to case-by-case
negotiation. This could include statutory clarification that peatland restoration can proceed through
Section 50B where appropriate, express provision for crofters or grazings committees to hold or allocate
carbon rights where a project is approved, and a parallel route for landlord-led or joint peatland ventures
where that better fits local circumstances. Any route should require explicit support from the relevant
crofters, grazings committees or tenants, and should prevent landowner veto where local participants
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have a viable approved project route. Peat mapping could be done across crofting tenure and common
grazings, highlighting peat extent, degraded peat and restoration potential. Model agreements could be
developed for carbon registration, credit allocation, revenue sharing, grazing and peat-cutting
restrictions, long-term management, liability and succession. Public investment-readiness funding could
support a small number of test cases to establish workable precedents under Section 50B, Section 19A
and joint or investor-led models. The test cases should include public and community-led models. This
would reduce transaction costs, protect crofters and landlords from unclear liabilities, give investors a
clearer basis for due diligence, and allow Peatland Code income to support restoration while maintaining
local control over value-sharing and future insetting needs. Any statutory declaration should consider
tenant carbon rights alongside crofting carbon rights, clarifying where these may differ.

The qualitative evidence in 4.1.2 and 4.2.1 supports the case for early statutory clarification. The legal
split between landlord and crofter remained an open question needing answered. It was also highlighted
that crofters would be required to abide by any Peatland Code conditions left behind even when the
landlord applies. It was also noted that crofters are nervous about monetising carbon credits as a
category. A practical statutory clarification combined with model agreements would respond to the
substantive uncertainty that several participants reported as a constraint on uptake among crofting
communities.
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6 EU policy recommendations

In this section, the Scottish policy options and insights from the interview analysis (Section 4) are
translated into EU-level design tests for aligning certification, compliance markets, agricultural
payments, corporate reporting and social safeguards. The draft Wetland Restoration White Paper
extends this frame by locating peatland markets within a wider wetland policy agenda covering the
Nature Restoration Regulation, the Water Framework Directive, CAP Strategic Plans, LULUCF
reporting, CRCF certification, landscape-scale implementation and monitoring systems. Section 6
should therefore be read as a set of peatland-focused recommendations that also show how market
governance can support the wider EU wetland restoration agenda. Collectively, these recommendations
show that peatland and wetland restoration finance depends on the clear treatment of rewetting as land-
sector abatement, careful sequencing of ETS routes, more guidance on additionality and public
payments, firm rules for insetting, independent verification mechanisms, embedded community benefit
pathways, coherent wetland definitions and better integration between restoration, water, agricultural
and climate policy. In order for EU restoration finance for peatlands to be scalable, demand-side claims,
supply-side capacity and local legitimacy need to be designed alongside one another rather than treated
as separate policy problems.

Recommendation 1: Align restoration finance across NRR, CAP,
WFD, LULUCF and CRCF

Member States should use National Restoration Plans under the Nature Restoration Regulation as the
coordination point for peatland and wetland restoration finance. These plans should link spatial
restoration priorities to CAP eco-schemes and agri-environment payments, LULUCF inventory needs,
WEFD River Basin Management Plans and CRCF certification pathways. This would reduce the risk that
peatland credits, agricultural payments and water-related restoration measures develop in parallel
systems with incompatible definitions, baselines and eligibility rules.

EU guidance should also encourage Member States to define drained, degraded and transitional
wetland categories consistently enough to support eligibility decisions, monitoring and finance. This
does not require identical ecological thresholds across all Member States, but it does require definitions
that include degraded and drained wetlands with high restoration potential, rather than excluding them
because they no longer resemble intact wetlands.

Where restoration projects require approvals from environmental, agricultural, water and planning
authorities, Member States should develop coordinated permitting routes or “one-stop shop” models to
reduce transaction costs and delays while maintaining environmental safeguards.

Recommendation 2: Recognise peatland rewetting as land-sector
abatement under CRCF

The EU Carbon Removals and Carbon Farming Regulation (Regulation 2024/3012) is the most directly
affected instrument. The Scottish evidence supports the case for treating peatland rewetting as
abatement rather than as avoidance, on the reasoning that drained peat is a current and continuing
source of land-sector emissions and that misclassification suppresses demand for otherwise high-
integrity units.

The CRCF’s certification infrastructure provides a workable host for this clarification if the eligibility rules
for soil emission reductions explicitly recognise peatland rewetting on a defensible scientific footing (see
Appendix 1). This should be framed as part of the CRCF’s wider role in certifying high-quality soil
emission reductions and carbon farming activities, subject to robust quantification, additionality, long-
term storage, sustainability safeguards and independent verification. The deliverable’s evidence on
supply side capacity, contractor pipeline and longer cycle public funding also suggests that Member
States adopting CRCF-aligned schemes will need to fund the operational infrastructure of certification,
as well as the certification framework itself, if the framework is to work in practice.
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Recommendation 3: Design any EU ETS or land-sector pricing route
around sequencing and market displacement risks

The EU Emissions Trading System raises a parallel set of design questions. The Scottish evidence on
UK ETS integration, particularly the voluntary market displacement risk, the additionality paradox and
the supply side sequencing problem, transfers directly to the EU debate on how land-sector emissions
might enter the EU ETS through CRCF-certified units or a successor mechanism.

The analysis of interviews suggests that any compliance route should be paired with a parallel voluntary
route to protect existing supply, with explicit rules on whether avoidance and removal credits can both
be admitted, and with a sequencing plan that allows contractor and certification capacity to mature
before obligations bind. This sequencing should also protect early voluntary market development from
being displaced before CRCF methods, registries, assurance bodies and delivery capacity are
sufficiently mature. A land-sector compliance route could be tested first through ring-fenced public
procurement, auctions, carbon contracts or sector-specific obligations before any wider fungibility with
EU ETS allowances is considered.

The same design logic applies to any future EU land-use emissions pricing mechanism. Obligations
should be introduced only where land managers have access to credible transition funding, technical
advice, restoration contractors, appeal routes and verified methods for reporting emissions reductions.

Recommendation 4: Publish CAP guidance on public payments,
voluntary credits and additionality

The EU Nature Restoration Regulation (2024/1991), the LULUCF Regulation as amended by 2023/839
and the Common Agricultural Policy together establish the regulations and incentives with which
voluntary nature markets interact.

The Scottish evidence on the operational ambiguity between agricultural support and voluntary credit
revenue, including the negative impact on uptake of unresolved questions around the need to retain
abatement for insetting versus selling offsets outside the supply chain, suggests that Member States
designing CAP Strategic Plans should publish worked guidance on how restoration payments, agri-
environment schemes and voluntary credit revenue interact, and the implications this is expected to
have for financial additionality in nature markets.

Recommendation 5: Clarify ESRS treatment of land-based credits,
insetting and claims

Corporate sustainability reporting, principally the Corporate Sustainability Reporting Directive and the
European Sustainability Reporting Standards, is the demand side counterpart to these supply side
instruments. The Scottish evidence on the avoidance versus removal credit distinction, the scope-1
versus credit sold double counting question, and the gap between what corporate buyers want for due
diligence and what self-assessed standards currently provide, has direct implications for how ESRS E1
(climate change) and ESRS E4 (biodiversity and ecosystems) treat land-based credits and insetting
claims.

Evidence from interviews supports the case for ESRS guidance that distinguishes inventory reductions,
inset credits, offsets and contribution claims and that requires independent third-party verification rather
than self-assessment.

The same evidence would also reinforce the credibility of the EU’s parallel work on the Green Claims
Directive. The Scottish empirical evidence on greenwashing risk, allocation clarity and the limits of label-
based integrity programmes provides workable inputs for the directive’s enforcement provisions.
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Recommendation 6: Embed community engagement and benefit
design in EU certification and restoration frameworks

Finally, the procedural and distributional justice concerns in the polycentric hierarchy (Section 3), tested
empirically against Scottish practice in Section 4.2.1, carry implications for the EU’s wider just transition
agenda.

Community engagement and benefit design that admits in-kind, employment-based and infrastructure
contributions, funds facilitation and community research capacity, and codifies a procedural obligation
while preserving negotiated outcomes, is consistent with the social pillars of the European Green Deal,
the Just Transition Mechanism and the rural development components of the CAP. The Scottish
evidence supports the case for embedding a community engagement standard inside any future EU-
level certification or restoration framework, rather than leaving these requirements to Member State
discretion alone, on the reasoning that procedural and distributional safeguards have to be built into
market infrastructure if they are to influence practice.

Benefit design should also be broader than a community fund. Standards should recognise locally
negotiated benefits including jobs, training, access infrastructure, educational use, cultural
interpretation, flood-risk reduction, water-quality improvements, recreation, and support for local
enterprises where these are compatible with ecological recovery. Social safeguards should apply to
publicly funded restoration, private crediting schemes and in-value-chain decarbonisation projects, so
that procedural protections do not depend on the finance model used.
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7 Conclusion

This Deliverable shows that responsibly scaling nature markets depends on a combination of blended
finance mechanisms, public guarantees, insetting routes, fair tax instruments and high-integrity rules in
order to shape incentives, address additionality logic and influence both demand- and supply-side
behaviour. This evidence supports the proposed polycentric governance hierarchy for responsibly
scaling nature markets, which has been piloted in Scotland and tested against empirical evidence
collected through 37 policy-focused interviews. It seeks to make a conceptual contribution by showing
that the integrity of ecosystem markets is best secured by coordinating responsibilities across multiple
levels, from project actors and market infrastructure through codes, accreditation and standards bodies
to high-level public-interest principles. The results show that the operational conditions for that hierarchy
to function are themselves material to whether the hierarchy can be applied, including contractor
pipeline, longer cycle public funding, paid facilitation, ratings infrastructure and explicit allocation rules
on scope-1 emissions, insetting and avoidance versus removal credits.

Scotland is an analytically useful case as it combines a mature peatland carbon market, substantial
public funding, an early national peatland plan, an active framework for natural capital market
governance and political attention to land reform, alongside a high proportion of degraded peatlands in
a complex tenure landscape. The recurrent message across the Scottish evidence is that ecosystem
markets cannot be assessed instrument-by-instrument. Each of the newly implemented and proposed
mechanisms shape each other’s incentives, additionality logic and supply behaviour. Public risk-sharing,
the Peatland Code, agricultural supports, buyer claims, compliance routes, community benefit and
crofting rights all interact directly with one another. A polycentric hierarchy that anticipates these
interactions, and that funds the delivery infrastructure they assume, is a more workable basis for
responsibly scaling peatland restoration than any single instrument or a more fragmented set of
initiatives focussing on different types of market (for example developing different rules to manage
integrity in insetting versus offsetting, or for voluntary versus compliance markets), spatial units/scales
(e.g., by habitat or landscape) and the demand versus supply side of the market. These findings have
wider implications for the EU policy context and provide transferrable lessons for comparable
jurisdictions developing similar market architectures. The EU policy recommendations translate these
learnings from the Scottish evidence into workable design tests for jurisdictions seeking to combine
restoration obligations, certification, corporate claims and private finance.

The policy roundtables in particular tested the findings and proposed policy options against practitioners
and policy-facing expertise, confirming the central message that market integrity is shaped by practical
delivery conditions alongside formal regulation. In terms of outstanding issues in Scotland, participants
highlighted the need to clarify carbon rights, buyer integrity, community benefit, insetting, public funding
cycles and the distinction between avoided emissions, removals, offsets, insets and contribution claims.
The discussion also showed that recommendations need to be adapted to the institutional setting in
which they are applied. For the wider EU recommendations, further work is needed to test their feasibility
with relevant policy teams. This includes examining how Scottish lessons might translate into EU
instruments such as CRCF, EU ETS reform, the NRR, CAP strategic plans, ESRS guidance and the
Green Claims Directive. Particular attention is needed on how to distinguish inventory reductions, insets,
offsets and contribution claims, how to fund delivery capacity over longer timeframes, and how to embed
community engagement and local benefit into certification and restoration frameworks. The remaining
task is turning coordinated governance principles into workable rules, funded delivery infrastructure and
clear allocation of responsibilities across public bodies, market actors and local participants.
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Appendix 1: Counting rewetting and restoration of
drained peatlands as abatement in corporate net-zero
standards

The following appendix is under review as:

Reed, M.S., Kerkvliet-Hermans, R., Evans, C.D., Mendes, A., Mc Guinness, S., Tanneberger, F.,
Heinemeyer, A., Ingle, R., Kruijt, B., Hutjes, R. and Ingleby, F. (under review) Counting rewetting and
restoration of drained peatlands as abatement in corporate net-zero standards, Climate Policy

Science-based corporate net-zero standards are significantly shaping demand for carbon-market units.
Rewetting and restoration of drained peatlands can potentially abate a major ongoing anthropogenic
source of greenhouse gas emissions by reducing a continuing flux from a long-lived carbon store, yet
these outcomes are currently misclassified as generic avoided emissions and excluded from these
standards. This paper explains how verified reductions in currently ongoing peatland emissions reduce
cumulative additions of greenhouse gases to the atmosphere, and why clearer definitions and eligibility
criteria are needed in standard-setting initiatives to distinguish genuine peatland abatement from
counterfactual avoided-emissions baselines. This could enable high-integrity peatland carbon units to
contribute towards neutralisation via abatement that occurs outside value chains, in line with rules that
already allow the same abatement to contribute toward Scope 3 targets when it happens inside the value
chain, mobilising finance to tackle one of the largest emission sources in the land sector.

Why peatlands challenge current net-zero categories

Net-zero claims depend on consistent distinctions between greenhouse gas (GHG) reductions,
removals and residual emissions. Corporate net-zero standards turn climate targets into rules for
company reporting and claims, with companies reporting direct emissions as Scope 1, purchased
energy as Scope 2 and wider value-chain emissions as Scope 3. Science-based targets require
companies to cut these emissions before treating any remaining emissions as residual. The Science
Based Targets initiative (SBTi) is a voluntary standard that assesses corporate emissions reduction and
net-zero targets. In the Corporate Net-Zero Standard Version 2.0 second consultation draft (November
2025), residual emissions are those remaining after companies meet their science-based reduction
pathway (following the mitigation hierarchy), and neutralisation is achieved by counterbalancing those
residual emissions at and beyond the net-zero target year, using CO2 removals. Ongoing Emissions
Responsibility (OER) has been proposed by SBTi as a way of recognising voluntary mitigation actions
(including the use of carbon credits) to address ongoing emissions that take place during the process
of reaching neutralisation goals, that are additional to, and reported separately from, neutralisation."

These definitions are important because eligibility rules shape what kinds of land-sector outcomes are
treated as permissible to support a net-zero claim. The draft sets a neutralisation requirement in which
41% of the total neutralisation requirement at the net-zero target year (including residual emissions
across Scopes 1-3 and all GHGs) are required to be neutralised using carbon dioxide (CO2) removals
stored in long-lived (geological) reservoirs. The remaining 59% of that same neutralisation requirement
can be met with CO2 removals stored in mostly short-lived (biospheric) reservoirs, additional anticipated
long-lived (geological) removals, or a mix.’

With respect to peatlands, this framework creates a category boundary problem. Firstly, some of the
carbon in peatlands can persist for thousands of years, blurring the boundary between biospheric (10-
100s of years) and true geological (> 10,000 year) reservoirs. Secondly, the ~50 million hectares of
drained and degraded peatlands across the world are emitting an estimated 1.9 Gt CO2e every year.?
However, because peat formation is a slow process, and GHG benefits are partly offset in the short-
term by methane (CH4) emissions, both the CO2 (and overall GHG) removal potential of peatland
restoration is typically comparatively modest over policy-relevant timeframes.
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By implementing restrictive rules that focus solely on sequestration, mechanisms such as SBTi
significantly understate the net climate mitigation potential of peatland restoration.® Notably, high-
integrity peatland rewetting and restoration has the potential to reduce a major ongoing anthropogenic
CO:2 flux, even if (in the most pessimistic case) this results in limited net sequestration.*567 Classifying
such peatland rewetting as generic avoided emissions is therefore incorrect (see Box 1), because
avoided emissions credits typically rely on counterfactual future emissions whereas rewetting drained
peatlands reduces an ongoing measured source that is already adding CO:2 to the atmosphere. This
categorisation excludes peatland abatement from pathways that many companies and investors treat
as central to their neutralisation portfolios, despite the underlying physical mechanism being a reduction
in present-day emissions rather than the prevention of a hypothetical and much greater future release.
Further, peatland restoration offers a multitude of (often mandatory) ecosystem service co-benefits,
which allow other deficit reporting lines to be addressed simultaneously, such as water or biodiversity.8

Active abatement versus generic avoided emissions

Peatlands cover circa 3% of global land area, yet they contain at least 25% of the world’s soil carbon.®
When peatlands remain waterlogged, with water table at or near surface level, slow decomposition
under anoxic conditions mostly results in continued peat formation and net carbon removal from the
contemporary carbon cycle for millennia. Peatland drainage removes the protective effect of anoxia and
results in rapid oxidation and release of COz2, as well as erosive and fluvial losses through particulate
and dissolved organic carbon.® For climate accounting, the key feature of these peatland degradation
processes is, therefore, that they create an ongoing, cumulative anthropogenic emission source. As a
result, global syntheses attribute several percent of annual human-induced GHG emissions to drained
peatlands, with emissions in the order of gigatonnes of CO:e per year.® These emissions persist as long
as the peat remains drained and oxidising.%10

Rewetting and restoration halt this carbon loss and prevent future emissions.3 Raising the water table
reduces net CO2 emissions from peat almost immediately, by suppressing aerobic decomposition,
though net effects are highly variable in time and space, especially in intensively managed peatlands.
In these systems, differences among GHG measurement methods largely stem from how system
boundaries are defined; depending on the approach, carbon exports (such as grazing or harvesting)
and imports (such as manure application) may be included or omitted from the assessed balance. In
IPCC inventory terms, this is usually categorised as an emissions reduction rather than a removal,
because it reduces oxidation of an existing carbon stock instead of drawing down new carbon from the
atmosphere.*"" However, net carbon dioxide removal is likely over longer timeframes as typical wetland
vegetation re-establishes, accumulates and fails to decompose fully. 2

The distinction between reduction and removal/sequestration maps closely onto a policy-relevant
difference between generic avoided emissions baselines and active abatement. Active abatement in
degraded peatlands refers to a reduction in an ongoing measured flux relative to an observed pre-
intervention drained state, with monitoring and verification focused on water table, vegetation and GHG
fluxes. Generic avoided emissions baselines rely on counterfactual scenarios and probabilistic
assumptions about what would have happened without a project, which makes crediting more sensitive
to baseline design, enforcement and leakage.* "
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Box 1: Active abatement in drained peatlands versus avoided deforestation in carbon
accounting

Peatlands and forests store and emit greenhouse gases in fundamentally different ways, with critical
implications for climate targets. Forest-related avoided deforestation units usually depend on a
counterfactual baseline about future clearing and a judgement about how much deforestation a project
prevented. With avoided deforestation, the atmosphere does not ‘see’ any change: no new CO: is
added to the atmosphere, and none is removed. Avoiding deforestation prevents hypothetical future
emissions.

Drained peatlands function differently and, therefore, create a different accounting problem. Drainage
causes oxidation of an existing historic carbon stock and produces continuing emissions until either
drainage is halted or all peat is lost. Stopping future drainage - in the same way that future
deforestation might be avoided - does nothing to slow emissions from sites that have already been
drained. To reduce peatland emissions, it is essential to stop new drainage AND actively reduce the
total drained area through rewetting and restoration (e.g., revegetating and/or reintroducing key plant
species).

Rewetting aims to reduce or halt that ongoing emission (which does not happen in avoided
deforestation). Where baselines are grounded in the observed drained state and outcomes are
verified ex post, mitigation can be described as active abatement rather than generic avoided
emissions.® ! Because rewetting acts on a continuing measured source rather than a speculative
counterfactual, its potential role in neutralisation should be assessed on climate effect, durability and
monitoring.

Methane trade-offs and time horizons

Whilst many abiotic (e.g., temperature, pH) and biotic (e.g., soil biota, vegetation) factors can affect the
peatland carbon cycle, water table is recognised as the most important driver of changes in peatland
emissions.'31415 Recent increases in peatlands’ annual and seasonal methane emissions across
various global regions highlight the potential for future rises in wetland methane emissions in response
to often complex environmental changes.’®7.'® However, meta-analyses indicate that on average
rewetting tends to reduce CO2 emissions while increasing CH4 emissions at least in the short-term, with
effect sizes varying widely across climate zones, site contexts and restoration approaches, and with
outcomes that can change over time after rewetting.#'® This increased methane flux occurs because
saturated soils create anaerobic conditions that support methanogenesis, with areas of open water, its
littoral parts and emergent vegetation particularly prone to this effect.41820 The net climate effect,
therefore, depends on the time horizon used to compare short-lived and long-lived forcing and on local
conditions such as water table depth, vegetation composition, agricultural use, topography, time since
and method of restoration and nutrient availability.#2° Further, there are potential wetness and
supplementary management options to reduce methane emissions on wetlands.® 12

Methane is short-lived compared with CO2, while exhibiting radiative forcing of greater strength than
CO:a. In the Intergovernmental Panel on Climate Change AR6 Working Group |, methane is treated as
a short-lived GHG with an atmospheric lifetime on the order of a decade, while CO:2 persists for much
longer. lts short lived nature implies that a constant flux leads to a constant radiative forcing, unlike CO2
which accumulates and makes that a constant flux leads to an increasing radiative forcing. This is
significant because a short-lived GHG affects warming differently over different timescales, making the
use of simple metrics such as GWP100 problematic.2° In short, methane reduction brings quick climate
benefits, while CO2 reduction is essential for long-term climate stability. A distinction may also be made
between a truly anthropogenic CH4 emission source (such as domesticated ruminant livestock and
fugitive emissions from fossil fuel extraction) and the reinstatement of a natural CH4 source (wetlands
restored to their original function) which formed part of the Earth’s carbon cycle prior to human
disturbance and should not, therefore, be considered drivers of anthropogenic climate change.?!
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Further, there are potential wetness and supplementary management options to reduce methane
emissions on wetlands.!.20.22

Scenario modelling of global peatland management shows how under plausible assumptions, prompt
rewetting reduces long-term warming despite increased methane emissions, compared to postponing
rewetting, which increases long-term warming by prolonging CO2 emissions from peat oxidation.*”
Therefore, in any given site, it depends on how strongly CO2 emissions reduce after rewetting, the
magnitude and duration of CH4 response, and whether climate change scenarios could cause
considerable shifts in either response, or if fires and/or N2O emissions are affected by the restoration
approach (note that in most cases, both fire and N2O emissions would be expected to fall following
rewetting).

For corporate voluntary market claims, these trade-offs (and potential co-benefits) can be managed by
requiring transparent, context-specific quantification rather than by forcing all peatland outcomes into a
single avoided emissions category. A conservative minimum is complete GHG coverage (i.e., CO2, CH4
and N20 and fluvial losses where relevant), an explicit metric and time horizon, and clear disclosure of
boundaries, restoration protocols and monitoring methods, including how water table management will
be sustained over time.""-20 Essentially, these requirements transition peatland accounting from generic
estimates toward a Tier 3 Measurement, Reporting and Verification approach, grounding corporate
claims in site-specific empirical data.

Net-zero integrity and unit eligibility

SBTi’'s approach is broadly consistent with the IPCC assessment that deep, near-term emissions
reductions remain the primary determinant of whether warming limits are met by 2050, while CO:2
removal plays a complementary role in scenarios that reach net-zero CO2 and net-zero greenhouse
gases, given residual emissions from hard-to-abate activities.?> On this basis, neutralisation can in
theory include both reductions and removals. From an atmospheric perspective, what matters is whether
an intervention changes the cumulative GHG burden associated with residual emissions. Where
rewetting drained peatlands suppresses the continuing oxidation of a large historic carbon store, it
reduces a present anthropogenic source and thereby prevents further additions of GHGs to the
atmosphere from that source. Although this is not equivalent to reversing past emissions through
removals, it significantly alters cumulative atmospheric loading and warming in a way that contributes
directly to the achievement of net-zero emissions.

By re-establishing a near-surface water table, peatland restoration reduces a significant ongoing
anthropogenic flux from drained peat. Although this is an emissions reduction, this classification should
not, by itself, determine ineligibility for neutralisation. It is more important instead, to consider whether a
verified reduction in an ongoing flux from a long-lived carbon store can be treated as eligible for part of
a neutralisation portfolio, given that it addresses a continuing source rather than a speculative
counterfactual,’'" and whether the reduction is quantified ex post, additional to legal requirements and
common practice, maintained over time, and CO2, CHz and N20 are robustly monitored, with
conservative treatment of uncertainty and reversal risk.*'" If those conditions are met, there is a case
for allowing such units to contribute to a bounded share of neutralisation, particularly where standards
already allow a portion of neutralisation to be met through outcomes that do not rely solely on long-lived
geological storage.” In climate terms, to exclude such active carbon abatement risks privileging
accounting methods over atmospheric effect. It may also divert finance away from one of the largest
ongoing land-sector sources of emissions, prioritising activities that fit preferred credit categories rather
than interventions that directly reduce cumulative emissions.

European policy provides one example of how this separation may be implemented without treating
active abatement in peatlands as generic avoided emissions. Regulation (EU) 2024/3012 (Carbon
Removals and Carbon Farming, CRCF) and its associated certification processes under development
will establish a certification framework that covers both carbon removals and soil emission reductions
and does not include avoided deforestation among the activities to be certified.?* This shows that it is
possible for standards to exclude counterfactual avoidance while still recognising measured, inventory-
consistent reductions from managed, carbon rich soils as a distinct category. Divergence between
CRCF and SBTi or other standards would create an avoidable inconsistency within the same jurisdiction,
under which the same peatland outcome could be certified as a genuine emission reduction under EU
rules, yet remain ineligible for neutralisation under SBTi. This would increase reporting and due-
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diligence burdens, reduce comparability of claims, and weaken the investment case for peatland
restoration.

What should change

Any corporate claims framework that separates reductions, removals and neutralisation needs to
carefully consider how abatement of continuing emissions from degraded peatlands and other organic
soils can be distinguished from “avoided emissions” whilst also remaining distinct from removal. A small
set of drafting changes could align claims categories with physical climate outcomes and help ensure
that peatland restoration outcomes are treated consistently across claims categories:

o Define “active abatement in drained organic soils” as verified reductions in GHG fluxes achieved
by peatland rewetting and restoration, quantified ex-post against an observed pre-intervention
drained baseline, with reporting of CO2, CH4, N20 and fluvial carbon losses where material.

* Amend neutralisation eligibility to state explicitly that verified reductions in ongoing emissions
from long-lived peat carbon stores may contribute to the non-geological share of neutralisation
under the current draft (currently 59%). This reflects their reduced cumulative atmospheric
loading, even though they are classified as reductions rather than removals, provided
additionality, durability, full GHG accounting, monitoring and conservative reversal-risk
management have been demonstrated. Such a measure would be consistent with established
integrity standards such as the Integrity Council for the Voluntary Carbon Market Core Carbon
Principles?® or the British Standards Institution’s forthcoming Supply of Nature-Based Carbon
Credits standard (BSI Flex 703).26

e Amend definitions of “avoided emissions” and “reduction carbon credits” to state explicitly that
this eligibility is limited to the narrowly defined category of active abatement in drained organic
soils and does not extend to generic counterfactual avoided-emissions baselines.

o Amend the Ongoing Emissions Responsibility text to clarify that recognising peatland outcomes
reported via this route does not preclude their use under the specified neutralisation pathway
when the above conditions are met, but that the same unit cannot be counted twice across both
claim types.

This distinction is particularly important for peat-dependent value chains. Under the current SBTi FLAG
Guidance?’, companies cannot use purchased carbon credits as offsets to meet near-term FLAG
targets. However, land-based removals occurring on land owned or operated by the company or within
its value chain can count towards FLAG target achievement where the relevant GHG Protocol
requirements2® are met. Emissions reductions from drained agricultural peat within a company’s Scope
1 or Scope 3 FLAG inventory may also be reflected in target progress where interventions, such as
changes in water-table management, cropping systems or paludiculture, reduce reported land-
management emissions and are accounted for within the company’s value-chain inventory. This is in-
value-chain abatement, not offsetting, so if the same reductions or removals are issued as carbon credits
for use outside the value chain, target-progress accounting must be adjusted to avoid double counting.
Agricultural emissions often account for a significant proportion of Scope 3 emissions in food and drink
production, processors, manufacturers and retailers, which are required to set Forest Land and
Agriculture (FLAG) targets under SBTi. For example, peat soils cover about 7% of the Netherlands land
area, and 77-80% is under agriculture, mainly dairy pasture. These peatlands emit 4.0-4.3 Mt CO2e
annually, equivalent to about 3% of national CO2 emissions, and dairy farms on peat soils have
considerably higher climate impacts than those on sandy soils, with peat oxidation contributing about
1.32 kg COz2e per kg fat-and-protein-corrected milk.2® Similarly, drained agricultural lowland peat
underpins some of the UK’s most productive cropland, especially in the East Anglian Fens, which supply
around 37% of England’s vegetable production. Peat under cropland is estimated to generate about 4.3
Mt CO2e annually, around 28% of total UK peatland GHG emissions from less than 10% of the total
peatland area.30

The case for reforming neutralisation rules is strengthened by the fact reducing emissions from
peatlands can be included in Scope 3 targets via FLAG accounting when peatlands are inside a
company’s value chain, but the same emission reductions are currently excluded when they occur
outside that value chain because they are treated as an avoided-emissions credit. This inconsistency is
difficult to justify when the intervention reduces an ongoing, measured flux from a long-lived carbon
store, is additional to legal requirements and common practice, and is monitored across CO2, CH4, N20
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and material fluvial losses. Clearer eligibility rules would therefore not replace in-value-chain abatement.
They would create a separate route for high-integrity peatland units to address residual emissions, while
preventing double counting between inventory-based FLAG progress, beyond-value-chain claims and
neutralisation, and help mobilise finance to tackle one of the largest emission sources in the land sector.
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