
 

 

 

 

Highlights 

Proposed Guidelines for U.S. Scope 2 GHG Reduction Claims with Renewable Energy Certificates 

Spenser Robinson, George Sullivan 

 

• Renewable Energy Certificates (REC) should only qualify for market-based  Scope 2 reduction where 

consumption occurs. 

• RECs should be sourced from the same state, province or (U.S.) FERC Grid to qualify for market-based Scope 

2 reduction. 

• Ideally, future regulation should be limited to EPA eGRID in the U.S. 

• RECs independently are not carbon offsets and the purchase of a REC alone does not qualify a user for any 

carbon offsets. 

• RECs could potentially create carbon offsets with United Nations, country and securities regulatory approvals. 
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Abstract 

In the United States and Canada, individual states and provinces control their consumer energy markets. 

Under the International Organization for Standardization (ISO) definitions the “market” for market-based 

GHG reporting is typically defined as the state or province that maintains regulatory control or the 

interconnected grid where consumption occurs. Under current guidance, many systems suggest the U.S. 

may be considered a single grid since it is a single country. However, consumers in different regions are 

physically unable to consume energy generated in some other regions. This paper argues that in the U.S. 

and Canada, the interconnected grid where consumption occurs could initially be considered the FERC grid, 

and optimally the localized eGRID defined by the U.S. EPA in the U.S.. These definitions are important 

given the requirement in the Securities and Exchange Commission’s (SEC) proposed climate rule to 

disclose Renewable Energy Certificates (RECs) impact on carbon reporting. This paper outlines the 

justification for the proposed interpretation and serves as a public reference for market-based GHG 

market boundary definitions. 

Keywords: GHG, GHG Accounting, Renewable energy certificates (RECs), Carbon Footprint, Scope 2, 

ISO, UNFCCC, Carbon Reporting 
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1. Introduction 

Many institutions commonly use Renewable Energy Certificates (RECs), Guarantees of Origin (GOs) or 

comparable instruments identifying ownership of renewable energy as part of their sustainability 

platforms. At a high level, these instruments involve a contractual agreement to purchase energy 

generated from a renewable source and receive exclusive rights to retire it in a specific asset name. When 

done correctly, firms receive the rights to make certain environmental claims. A recent estimate of the 

impact of these voluntary renewable energy programs suggest they represent $2.3 billion of economic 

value and as much as 3.5 million metric tons of CO2 avoided (Heeter et al., 2022). An excellent history of 

RECs and the voluntary market may be found in Miller (2020). While this manuscript focuses on North 

America, the general principles are international and may be applied to any global region. 

Firms frequently use RECs to reduce their Scope 2 emissions. Many North American, and especially 

United States (U.S.) firms have claimed market-based Scope 2 Greenhouse Gas (GHG) mitigation for 

RECs generated outside their state, province or Federal Energy Regulatory Commission (FERC) grid. 

Although the current version of the International Organization for Standardization (ISO), which the 

United Nations Framework Convention on Climate Change (UNFCCC) Climate Neutral Now Initiative 

accepts, states that RECs generated ”in country,” qualify, this article contends that the North American 

market was not fully considered by that language. Moving forward, the preferred standard closest to 

consumption to qualify for Scope 2 reduction would be at the state, province or EPA Emissions & 

Generation Resource Integrated Database (eGRID) level. The eGRID level is the minimum level at which 

a UN compliant carbon offset could be generated (see further discussion in Section 4). Since that is as 

close to consumption as reasonably estimable, that should be every firm’s goal. However, given the large 

market adoption of U.S. country level RECs, this article recommends an initial interpretation at the state, 

province or FERC grid level. 

The primary purpose of this article is to demonstrate the justification for guidance that Scope 2 reduction 

with RECs be limited to the state, province or FERC grid level. This will be shown through an overview 

of the North American electric grid, United Nations Carbon Offset standards, and the possibility of 

consumption. Ultimately, Scope 2 reduction should be limited to the state, province or eGRID level to 
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move closer to the reasonable possibility that energy is consumed. 

The proposed Securities and Exchange Commission’s (SEC) rule on climate requires external attestation, 

or verification of reporting, pursuant to standards, ”established by a body or group that has followed due 

process procedures, including the broad distribution of the framework for public comment.” While the 

ultimate regulation remains uncertain, ISO guidelines are the de facto standard for carbon reporting 

globally (Robinson, 2022). As multinational firms move towards harmonious compliance and reporting, 

ISO is one of the few standards that can provide cross-national climate reporting. Numerous regulatory 

signals are that the U.S. and Europe appear to be centralizing on the same standards accepted by the 

United Nations, demonstrating both scholarly and practical impact of this paper (Cloutier et al., 2021). 

Using the market-based method, many U.S. firms have followed Corporate GHG guidance that, “...the 

U.S. constitutes a single market, despite regional grid boundaries,” (EPA, 2020; World Resources 

Institute, 2018). This is problematic both because the Corporate GHG language was prior to Council of 

Parties 25 guidance regarding REC applicability and more importantly that it fails any reasonable 

consumption test. Using those statements as guidance, many U.S. corporations claimed zero or heavily 

reduced Scope 2 GHG Emissions through REC purchases, many of which may not be acceptable moving 

forward under ISO standards. Corporate GHG has publicly stated they are currently reviewing these 

standards.1 

While using this guidance did promote increased renewable energy generation throughout the United 

States, total renewable portfolio generation now exceeds 19%. At this level, many new renewable power 

facilities do not qualify for carbon offset generation, unless in combination with other user based programs. 

Importantly, the current situation can lead to increased renewable energy curtailment, where some energy 

generation remains unused as the grid cannot absorb additional units of variable output (O’Shaughnessy et 

al., 2021). As an example, in 2020, renewable energy sources accounted for about 19.8% of electricity 

generation but only 12.6% of total U.S. energy consumption.2 

Further, many firms have relied on the voluntary EPA Green Power Purchase protection program, which is 

 
1 https://www.wsj.com/articles/the-standards-companies-use-to-report-carbon-emissions-face-review-
11649323800?mod=pls_whats_news_us_business_f  Accessed April 2022 
2 https://www.eia.gov/tools/faqs/faq.php?id=92&t=4 
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available to a limited subset of companies, subject to state exceptions, and not a unifying national standard for 

guidance on defining markets in the U.S. While the EPA Green Power Purchase program admirably 

supplemented the state level Renewal Portfolio Standards (RPS) (Joshi, 2021) and assisted in increasing the 

amount of renewable energy in the U.S., it is only available to firms consuming greater than 100,000 KW of 

electricity per annum and it specifically states its rules may change state to state. Given its limited availability 

to the broader market and lack of regulatory control over the power markets, any guidance could not be 

reasonably applied to the US market as a whole. In fact, sections X and XI of their Partnership Requirements 

call out specific state exemptions to the program (EPA, 2019). By definition, a program with state level 

controls cannot be national in nature. Many firms have similarly relied on the voluntary Green-e® program to 

make carbon neutrality or scope reduction claims. However, in 2020 this program specifically stated 

“The Green-e® Energy program does not support or endorse claims of carbon neutrality. Carbon-neutral 

claims may not be made about or in relation to Green-e® certified products...”3 The same document 

further states that any firms making carbon neutrality claims related to Green-e®, must specifically 

state, ”“Green-e® Energy does not verify this claim.” 

As corporations are the primary driver for carbon-neutral emissions, accurate reporting is critical. The 

inaccurate representation of energy consumption and potential GHG savings led Ascui et al. (2021) to 

empirically demonstrate that, on average, the majority of firms using the market-based method suffer from 

moral hazard by simultaneously increasing their energy and reducing their Scope 1 and Scope 2 emissions. 

Clearly, this is not the intended outcome of renewable energy use. In order to have substantive progress 

towards climate mitigation, effective measurement tools must be universally accepted (Hale et al., 2021). 

Three former UNFCCC Secretariats highlighted the setting of rules and standards as the first principle for 

effective international climate action (Kinley et al., 2021). 

The use of ISO 14000 family standards, “Greenhouse gas management and related activities,” has been 

shown to significantly aid in the systematic quantification, assessment and forecasting of environmental 

footprints (Chrysikopoulos and Chountalas, 2018). Contrary to market-based reporting findings from Ascui et 

al. (2021) that use a variety of systems for measurement guidance, Arocena et al. (2021) shows that ISO 
 

3 https://www.green-e.org/docs/energy/Green-e%20Energy%20Code%20of%20Conduct.pdf 
p27 (11 December 2020). Accessed Mar 2022 
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usage decreases firm carbon emission intensity. Environmental legitimacy has been positively correlated 

with whether a firm had ISO 14001 certification (Li et al., 2018). 

Even at the advent of market-based accounting, academic literature suggested it could fail to provide 

accurate GHG information and could be mis- leading for Scope 2 emissions (Brander et al., 2018; Walenta, 

2020). These accounting methods may well have led to greenwashing or carbonwashing and lack of 

universally agreed carbon accounting standards are a big reason (In and Schumacher, 2021). 

The proposed Scope 2 market-based method rules for ISO and UNFCCC Climate Neutral Now 

Initiative are straightforward. Scope 2 emissions are based on the emission factor from the local eGRID 

where power was drawn, using the eGRID calculations in the U.S.. In order to qualify for market-based 

Scope 2 reduction, the REC must be in the same state, province, or interconnected grid where 

consumption occurs. For the U.S., interconnected grids where consumption occurs are, at a minimum the 

FERC grid, and ideally the eGRID defined grids shown in Figures 2 and 3 respectively further in the 

paper. 

Importantly, the owner of the REC does not need to demonstrate direct consumption of the energy as 

energy becomes physically indistinguishable from conventional sources once on the grid (Jones et al., 2015). 

However, they should document they are in the same grid where consumption occurs, demonstrating the 

reasonable possibility of consumption. This way, both bundled, acquiring the environmental benefit and 

electricity together, or unbundled RECs that assign the environmental qualities but do not guarantee 

specific delivery of the electrons, remain eligible. Since electricity becomes co-mingled on the transmission 

lines, particularly in the large geographic areas some eGRIDs and FERC grids cover, these purchases do 

increase the overall renewable power consumption in the eGRID. 

A REC purchased from a grid where consumption does not occur or that is outside the state or province of 

consumption, may only serve to claim supporting renewable energy. For example, a REC purchased from the 

Electric Reliability Council of Texas (ERCOT) grid only qualifies for Scope 2 reduction within the 

ERCOT grid; outside of that grid, consumers can only claim support of renewable energy. 

The purchase of a REC in and of itself does not qualify for a carbon offset. However, in some cases a 

fuel switching carbon offset demonstrating reduction in emissions might be possible for large energy users, 

with proper documentation, registration, and filings under a UNFCCC Clean Development Mechanism 
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(CDM) and Securities and Exchange Commission (SEC) / FINRA registration.4 The effective and consistent 

regulation of carbon offsets, as the UN programs outline, has been identified as critical to carbon 

neutrality (Fankhauser et al., 2022). The guidelines described above and in more detail following are 

consistent with the CDM definitions for grid definitions as well. 

 

2. Background 

A renewable energy certificate (REC) is a market instrument that represents 1 megawatt-hour (MWh) of 

electricity generated from a renewable source. Legal and compliant RECs convey renewable electricity 

generation attributes, including the typically lower emission profile, to the properly identified owner and 

asset. RECs may be associated with a power purchase agreement (PPA), typically a long-term bundled 

agreement where the buyer purchases both the environmental benefits and the generated power; these 

must be in the same eGRID. RECs may also be associated with a virtual power purchase agreement 

(VPPA), which is another frequently long term contract but where the buyer purchases only the 

environmental attributes and the actual generated electricity is sold into the grid. If in the same eGRID, the 

buyer may claim a market-based reduction of Scope 2 emissions. 

RECs were first developed primarily to aid in compliance of renewable portfolio legislation but have 

evolved into serving a robust voluntary market (Miller, 2020). This market suffers from volatility, perhaps 

due to an inability to accurately match consumption demand with renewable power generation (Golden et al., 

2019). While numerous current researchers argue that a move to hourly based reporting, e.g. Jain (2021); 

Narula et al. (2020); Vuarnoz et al. (2018), would increase the efficiency of the markets, our focus is on 

proposing market definitions for Scope 2 market-based reporting. 

Both compliance and voluntary carbon markets exist in the U.S. Although firms in any location may 

voluntarily offset their GHG, subject to evolving SEC guidance, two regions require reporting. Member 

state/provinces of the Regional Greenhouse Gas Initiative (RGGI) and the Western Climate Initiative (WCI) 

require certain carbon reporting and offsetting for firms in those member jurisdictions.5 Firms located outside 

 
4 https://cdm.unfccc.int/methodologies/DB/CMUDOOMI7G7SYSDFXA75EIITKEVA4P 
Accessed Mar 2022 
5 https://www.rggi.org/ and https://wci-inc.org/ respectively 

https://www.rggi.org/
https://wci-inc.org/
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those areas fall under voluntary reporting. As the SEC centralizes towards standardized reporting, ISO 

standards should become increasingly important. 

As mentioned in the introduction, one reason many firms in the U.S. have reported Scope 2 reductions for 

out of market REC purchases has been reliance on the US EPA Green Power Program and Corporate GHG 

2018. As also mentioned, Corporate GHG 2018 was issued prior to COP 25 guidance and is currently in 

review of their standards.  In all nationally applicable programs, e.g. Green Power Profile and Portfolio 

manager, the U.S. EPA segregates the U.S. grids into their eGRID components. The voluntary Green Power 

Program, which has largely remained aligned to 2018 standards, does cite State Exceptions to the program, 

indicating state control of electrical Markets, which is consistent with the 2019 to current interpretation of 

state or province regulatory control of energy. 

Making environmental claims for power purchased out of a grid where power could be consumed could 

potentially be against Federal Trade Commission (FTC) guidance as well. The FTC discusses general and 

specific principles for conveying environmental benefits. They state, “An environmental marketing claim 

should not overstate, directly or by implication, an environmental attribute or benefit. Marketers should 

not state or imply environmental benefits if the benefits are negligible.”6 Here, for an entity to claim Scope 

2 reduction of their GHG, an environmental benefit, it might be reasonable to assume there was at least some 

possibility they consume that power. As discussed in more detail below, a New York based consumer 

simply cannot consume power generated in Texas. 

 

3. International Organization for Standardization Interpretation of Market-Based GHG 

UNFCCC Climate Neutral Now committee lists its acceptable standards in its report template.7 The 

committee accepts ISO aligned standards and periodically updates standards as they fall into or out of ISO 

compliance. For full validation of RECs and their Scope 2 impact, readers should work with qualified ISO 

auditors. This article provides specific proposed guidance on the definitions for “market-based” GHG only. 

ISO 14064–Greenhouse Gases outlines a number of criteria for market-based GHG electricity 
 

6 https://www.ftc.gov/sites/default/files/attachments/press-releases/ftc-issues-revised- 
green-guides/greenguides.pdf §260.3.c, Accessed Mar 2022 
7 https://unfccc.int/sites/default/files/resource/ClimateNeutralNow_ReportTemplate.pdf 
accessed Mar, 2022 
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procurement. In addition to characteristics such as assurance of a unique claim, tracking information, 

generation data, and time matching is a specific clause about the market-based source of a REC. ISO 

14064 1 Annex E2.2. identifies that market-based energy reporting must be, “produced within the country, 

or with the market boundaries where consumption occurs if the grid is interconnected.” 

As with Corporate GHG, ISO is also revisiting this definition. Formally, this does suggest that any power 

produced ”within the country” qualifies. However, the ISO committee did not fully consider the U.S. energy 

markets when forming this rule given limited adoption at that time. Anecdotally, many senior ISO auditors 

have been restricting to the state, province or eGRID level for Scope 2 reduction. 

Typically, ISO defines market boundaries through regulatory control; this is the area we focus on. 

While a complete picture of Energy regulatory authority in North America involves Department of 

Energy (DOE), Federal Energy Regulatory Commission (FERC), Regional Transmission Organizations, 

and Independent System Operators, and a myriad of other official or non-profit bodies, defining primary 

retail regulatory control of U.S. consumer energy markets is straightforward. In the United States and 

Canada, individual states and provinces control their consumer energy markets. This concept is so 

simple, the U.S. Department of Energy lists it on their Electricity 101 page, “State governments, through 

their public utility commissions or equivalent, regulate retail electric service as well as facility planning 

and siting.”8 Note this site also mentions that interstate commerce, a separate function having to do with 

load balancing and related issues, is regulated through the FERC. 

FERC is an independent agency that regulates the interstate transmission of electricity, natural gas, 

and oil.9 FERC clearly delineates their roles as focused on interstate commerce. They specifically state 

that among the areas they do not regulate are, “Regulation of retail electricity and natural gas sales to 

consumers.” Further, they detail that, “areas outside of FERC’s jurisdictional responsibility are dealt with 

by State Public Utility Commissions.” FERC then refers readers to non-profit organization, National 

Association of Regulatory Utility Commissioners (NARUC), for direct links to each State Commission. 

NARUC is “dedicated to representing the state public service commissions who regulate the utilities that 

 
8 https://www.energy.gov/oe/information-center/educational-resources/electricity-101#p1 Accessed Mar 2022 
9 https://www.ferc.gov/about/what-ferc/what-ferc-does Accessed Mar 2022 
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provide essential services such as energy, telecommunications, power, water, and transportation.”10 

With respect to regulatory control, states in the U.S. incontrovertibly maintain primary regulatory 

control (Gilstrap et al., 2015). Emphasizing the unique nature of U.S. State energy regulations, Kang (2021) 

used those individual state regulations and found that increased regulatory energy controls was associated 

with higher economic growth. Therefore, under ISO definitions the “market” for market-based reporting, 

is defined as the state or province that maintains regulatory control. U.S. states are the regulatory 

“market” for market-based accounting, not the entire grid. 

Having clearly defined markets with regulatory control as states (or provinces in Canada), we now move to 

interconnected grids where consumption occurs. Consumption is the key word in interpreting this 

statement. Let us begin with understanding what possible institutional (regulatory or power producing) 

connections exist where transmission is practical or possible. The U.S. is comprised of two major and one 

minor grid, each of which are essentially independent and whose power is not in phase with each other. 

According to the National Renewable Energy Laboratory, these three grids transfer very little electricity to 

each other due to limited transfer capacity and the challenges of matching phase.11 However, there are studies 

evaluating the possibility of stronger interconnections for the future. According to the DOE, interconnections 

are zones in which utilities are electrically tied together during normal system conditions. Each 

interconnection operates independently of one another with small exceptions (Gilstrap et al., 2015). Figure 1 

shows these major interconnections.12 

The ERCOT grid resides exclusively in the State of Texas. The Western and Eastern Interconnections are 

split essentially at the Mississippi River. Given the preponderance of RECs purchased from Texas 

theoretically providing renewable energy to other parts of the United States, it bears repeating–these grids 

transfer virtually no power to each other, are not in phase, and distributing power across them is expensive and 

challenging. This means that power generated in the ERCOT grid may only be consumed in the ERCOT grid. 

There are no load balancing mechanisms, limited power transfer, and limited physical connections between 

these grids. An ERCOT based REC can only reduce Scope 2 emissions in an ERCOT served location. 

 
10 https://www.naruc.org/about-naruc/naruc-history-and-background/ Accessed Mar 2022 
11 https://www.nrel.gov/analysis/seams.html Accessed May 2022 
12 Source: http://www.ercot.com/news/mediakit/maps 
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The next layer of U.S. and Canadian control is at the FERC boundary level, much of which has been 

delegated to the North American Electric Reliability Corporation (NERC) from FERC. The Western 

interconnection and the ERCOT interconnection remain single FERC/NERC grids. The Eastern 

interconnection divides into several boundaries. The primary purpose of these boundaries are for large scale 

reliability, consistency and load balancing for differential energy demand. These boundaries have utility 

controlled, not consumer based, connections for those purposes. They share generation capacity reserves 

between entities such that together they can minimize their total generation investment needed to ensure 

service reliability to their customers (Schulte and Fletcher, 2020). Figure 2 shows the North American 

FERC/NERC grids.13 

While the FERC/NERC boundaries serve several important functions, they further delegate to various 

responsibilities Regional Transmission Organizations and Independent System Operators. These bodies do not 

fully cover U.S. and Canada and, as they cannot be considered national standards, are outside the scope of this 

discussion. 

While ultimately, we recommend the level at which consumption occurs should be considered the 

most granular level at which reporting occurs, at the eGRID level, this would be an impractical leap for 

corporate users. We recommend an initial consumption test at the FERC/NERC level with an eventual 

tightening to the eGRID level. 

Figure 3 shows the eGRID map as of January, 2022.14 

That consumption occurs at this grid detail is supported by numerous U.S. and UNFCCC references. As 

mentioned earlier, both the EPA Green Power Profiler and the Energy Star Portfolio Manager require reporting 

at the eGRID level. Note that, as stated on the US EPA sourced image, crosshatching indicates an area that 

falls within overlapping eGRID sub-regions. Visit the Power Profiler to definitively determine the eGRID 

sub-region with your location.15 In a crosshatched region, the appropriate eGRID will depend on your energy 

provider. 

The use of eGRIDs as the market of consumption is further supported by UNFCCC CDMs for Carbon 

 
13 https://www.energy.gov/oe/services/electricity-policy-coordination-and-implementation/transmission-
planning/recovery-act-0 Accessed Mar 2022 
14 https://www.epa.gov/system/files/images/2022-01/egrid2020 subregion map.png Accessed Mar 2022 
15 https://www.epa.gov/egrid/power-profiler/ 
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Offsets. 

 

4. Carbon Offsets use eGRID in the U.S.  

RECs are not carbon offsets. They do not represent metric tons of CO2 reduced. They represent kWh 

of electricity obtained from renewable sources, typically with lower Scope 2 emissions. The purchase of 

an appropriately sourced market-based REC does not mean the purchaser of the REC can claim a carbon 

offset. As stated earlier, the Green-e® program specifically states it does not support claims of carbon 

neutrality. 

However, it is potentially possible to use a REC in conjunction with a fuel switching CDM (e.g. 

AM0091) to create an offset when demonstrating a reduction in emissions. In order to be a legitimate offset, 

it must first be measured and verified by a qualified professional. Then it must be registered, filed, and traded 

in accordance with UNFCCC, CFTC and SEC guidelines. Subsequent to Dodd-Frank, carbon offsets and 

RECs through private placements were categorized as forward contracts between private parties. However, 

given increased scrutiny, carbon offsets may be subject SEC scrutiny.16 Carbon offsets are securities in 

the United States and must be handled with all appropriate regulation and governance.  

Carbon offset purchases should be supported through disclosures, optimally through an SEC broker 

dealer registration, include detailed record keeping to qualify as an excluded forward, or similar diligence. 

Further, every carbon offset should be registered on an internationally accepted platform such as the United 

Nations compliant Gold Standard and Verra, or on a government regulated platform such as the Western 

Climate Initiative or Regional Greenhouse Gas Initiative in the U.S., and comparable platforms 

internationally.17 

This section discusses a small portion of the guidelines for UNFCCC CDM compliant carbon offsets, 

primarily to provide additional support that consumption occurs at the eGRID level; potential issuers of 

carbon offsets should refer to qualified professionals for details on the UNFCCC CDM, SEC, and related 

governance. 

 
16 https://www.nortonrosefulbright.com/en/knowledge/publications/137ce3c4/sec-and-cftc-considerations Accessed 
May 2022 
17 https://www.goldstandard.org/ , https://verra.org/ , https://wci-inc.org/, and  https://www.rggi.org/ respectively 

https://verra.org/
https://wci-inc.org/
https://www.rggi.org/
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At a high level, in order to qualify as a Carbon Offset, the CDM Methodology Booklet (Dec 2021 version) 

requires “Grid Emission Factors,” for numerous offsets. Grid Emission Factors are calculated in the US at the 

eGRID level. Many of the CDMs refer to TOOL07: “Tool to calculate the emission factor for an electricity 

system,” for detail on how to calculate grid emission factors.18 

For example, most relevant to this discussion would be the possibility of a fuel switching offset; these 

offsets can potentially be generated when replacing fossil fuel consumption with renewable fuel 

consumption. One example is CDM AM0091, “Energy efficiency technologies and fuel switching in new and 

existing buildings.” It uses TOOL07 to determine grid factors (note, some references are to TOOL31: 

“Determination of standardized baselines for energy efficiency measures in residential, commercial and 

institutional buildings,” but this refers back to TOOL07). The CDM gives three options to delineate the 

electric grid (system). Option one is to use a Designated National Authority; none are listed for North 

America.19 

Option 2 centers on regulatory control but suggests using the highest level of regulatory control, 

“where regional dispatch centres are required to comply with...orders of the national dispatch 

centre...national dispatch centre shall be used.” Given the complex regulatory nature of the North 

American Grid and the discussion above, there would be challenges on interpreting it to the FERC grids as 

they have the largest level of control or the states because they have significant autonomy from FERC. 

Option 3 refers to multi-national governance and does not apply. 

Fortunately, item 21 of TOOL07. states, “...where the application of these criteria does not result in a 

clear grid boundary, project participants shall use a regional (i.e. sub-national) grid definition in the case 

of large countries with layered dispatch areas (e.g. provincial/regional/national).” In North America, these 

would be the eGRID definitions supplied by the EPA and DOE. Any North American carbon offset 

project that considers an energy grid, will do so at the eGRID level. 

 

5. Many Firms Striving Towards Interpretation Already 

Importantly, the interpretation we outline here would be new. However, leading firms have long been 

 
18 https://cdm.unfccc.int/methodologies/PAmethodologies/tools/am-tool-07-v7.0.pdf Accessed Mar 2022 
19 https://cdm.unfccc.int/DNA/index.html Accessed Mar 2022 
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moving towards this goal. The firms mentioned are frequently considered sustainability leaders and, by 

all measures, were in compliance with leading standards at the time of their disclosure. An assessment of 

proposed Scope 2 GHG emissions based on the standard we outline from this point forward does not 

necessarily mean their prior reporting failed to meet any Securities and Exchange Commission (SEC) 

standard at that time. 

As examples, Microsoft (MSFT) states in their 2020 Sustainability Report, “We have focused on 

regional matching to operations, because where and how you buy matters the closer the new wind or solar 

farm is to your datacenter, the more likely it is those zero carbon electrons are powering it.”20 Microsoft 

places emphasis on physical grid accessibility but does not state they exclusively use this practice. Moving 

forward, under the proposed interpretation, firms would need to, at a minimum, be at the FERC grid level. 

It appears Microsoft has already been moving towards that goal. 

Similarly, Apple (AAPL) states on their EPA Green Power Partnership Pro- file, “Our preference in 

grid-purchased renewable energy is to contract directly with renewable generation sources. However, we 

cannot purchase energy this way everywhere we operate–in some cases, regulations prohibit it...When we 

purchase RECs, we prefer they come from the same state as the Apple facility they support...”21 Again, 

they state preference toward same state and admit in some cases that is not possible. Apple represents 

another example of a firm already moving towards the outlined standard. 

Not all firms are yet addressing this issues; numerous firms discuss the use of renewable electricity but 

do not address the grid source. Nestle (NSRGY) states simply that they ”source” renewable energy to 

their sites. FedEx (FDX) discusses on-site solar energy, which, when it powers the site, is a Scope 2 

reduction; they mention simply ”procurement” of renewable energy elsewhere. Target (TGT) highlights 

their renewable energy commitment in the US bit lists multiple large ERCOT grid purchases that, under 

the proposed interpretation, would only count for ERCOT based consumption reduction. 

As above, the intent of this section is simply to highlight that some firms have already been moving 

toward the proposed standard, and other firms would require additional disclosures, consistent with SEC 

proposed rule. All of these firms have been advancing their sustainability platforms under the accepted 

 
20 https://query.prod.cms.rt.microsoft.com/cms/api/am/binary/RWyG1q Accessed March 2022 
21 https://www.epa.gov/greenpower/meet-our-partners?partner=appleinc Accessed March 2022 
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guidelines at the time. For all ISO reporting firms moving forward, under the proposed guidance, Scope 2 

reduction claims will be permissible only in the same state, province or where the possibility of consumption 

exists, in the FERC grid or optimally, in the same eGRID. 

 

6. Conclusions 

As corporate reporting of GHG and climate risks becomes defined as material through regulatory bodies, 

standardized and universal reporting increases in importance. Given past confusion on ISO approved Scope 

2 market-based GHG REC reporting, this article outlined proposed guidelines. Simply, to qualify as a Scope 

2 reduction RECs must be sourced in the market of regulatory control or interconnected grid where 

consumption occurs. Although some nuance exists for developing countries, the guidance for a U.S. firm is 

clear. 

A Scope 2 reduction from a REC would only be claimed where the REC is sourced from the same 

state or province, or from the FERC grid where consumption occurs; optimally, purchase should occur in the 

eGRID where consumption occurs. States and provinces have regulatory control of consumer energy market in 

their respective regions as supported by statements from the DOE, FERC, NASUC and literature. That 

consumption occurs at the eGRID level is supported by the EPA’s nationwide programs, UNFCCC CDMs for 

carbon offsets, and general grid definitions. 

This article provides suggested guidance on the market boundaries for market- based GHG reporting 

under ISO. It does not provide a complete picture of regulatory or compliance standards. and readers 

should refer to professionals for such detail. 
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Figure 1: Three US Grids. 
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Figure 2: The North American Grid from Energy.gov 
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Figure 3: USEPA eGRID January 2022 
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