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Tax Modernization Reform is currently being discussed in Chile, including offsets as a 

complementary instrument to the carbon tax which came into effect in 2017. Colombia has 

already included this tool in its set of carbon price instruments and has a year of experience 

in its implementation. Under the Technical Subgroup on MRV of the Pacific Alliance (SGT-

MRV) and thanks to the financial support of Environment and Climate Change Canada 

(ECCC), a technical exchange took place in Colombia between both countries. In addition to 

the valuable technical exchange that helped to strengthen the capacities of both countries, 

lessons were drawn for  potential implementation in Chile: i) Clear definition of concepts; 

ii) Establishment of formal emission reduction measurement protocols; iii) Consideration of 

the stock and supply flow of reductions; and iv) Use of the current institutional framework 

in the design of the verification processes. On the other hand, lessons were learned for 

strengthening of the mechanism in Colombia and for the creation of the National Program 

of tradable emission quotas. 

 

 

 
 

1 Document prepared by Francisco Pinto thanks to the support of Environment and Climate Change Canada (ECCC). The contributions 

of Sebastián Carranza and Camila Rodríguez (delegation of Colombia) and Jenny Mager and Rodrigo Bórquez (delegation of Chile) are 
gratefully acknowledged` 
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Context 

Every day there are more countries and jurisdictions adopting carbon pricing instruments within 

their set of policies to face climate change. Latin America adheres to this trend. In the context of the 

Pacific Alliance (PA), Chile, Colombia and Mexico already have an instrument in place, while in Peru 

its potential implementation is part of the current debate. 

Chile is currently discussing a tax modernization reform that includes modifications to the green 

taxes. Regarding the carbon tax, it is proposed to: i) Modify the current threshold of affectation, 

currently technological (> 50 MW thermal) for establishments with boilers and turbines, by a 

threshold of global and local emissions (25 thousand tons of CO2 or 100 tons of particulate matter - 

MP); and the use of offsets as a complementary instrument to the tax. 

Colombia, in addition to its CO2 tax, has an offset system as a complementary instrument. It has 

valuable experience in implementation and consequently there are relevant lessons in the process 

of validation and registration of mitigation projects, as well as in processes of verification, 

certification and registration of mitigation results. As a result relevant lessons can be learned for 

other potential implementers. 

After the Declaration of Cali2, the countries of the PA have made clear their willingness to work in 

a coordinated manner in order to create a robust MRV system focused on quality assurance and 

control and to create mitigation results. As a consequence, a Technical Subgroup on MRV (SGTMRV) 

was set up under the Technical Environment and Green Growth Group (GTMACV) of the PA. 

The SGTMRV operates with resources from foreign governments including technical-financial 

support from Environment and Climate Change Canada (ECCC). Thanks to ECCC support, a technical 

exchange between delegations from Chile and Colombia took place in Bogotá (March, 2019) to learn 

about Colombian experience in the implementation of offsets in order to understand the 

fundamentals that can help Chile to implement a similar instrument. 

  

 
 

2 Point 5 of the Declaration states ‘we will intensify our countries' efforts in measuring, reporting and verifying CO2 emissions and other 

greenhouse gases with a view to identifying possible voluntary market mechanisms in the region’ 

https://collaborase.com/attachments/11562?1524064678
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Carbon Pricing Instruments in Chile and Colombia 

In 2017, both Chile and Colombia implemented unpublished carbon taxes, both were part of a major 

tax reform and took advantage of the political 'window of opportunity', the taxes share some 

characteristics but differ in some elements of design that respond to their own strategy and 

institutional infrastructure. 

Colombia approved a tax reform in 2016, including a carbon tax (Law 1.819). In 2017, Decree 926 

made it possible to offset the tax burden with certificates of ‘carbon neutrality’. The tax began with 

a rate of CO $15,000 tCO2, equivalent to USD 5 tCO2. The tax is adjusted annually considering the 

domestic inflation rate plus one percentage point, scaling up to a Colombian tax unit (UVT), 

equivalent to USD 10 tCO2. 

It is a tax on the carbon content of fossil fuels for the buy or sell of fossil fuels by the producer or 

importer of energy. Coal and gas used for power generation are excluded. Its coverage reaches 20% 

of the Colombian total emissions. 

In Chile, the carbon tax was also part of a major tax reform (Law 20,780 and Law 20,899), it taxes 

carbon emissions from boilers and turbines that exceed 50 MW thermal. It has a fixed rate of USD 

5 tCO2 and covers more than 40% of total national emissions.
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Table 1. General characteristics of carbon taxes in Chile and Colombia 

Country CO2 tax Tax base 
Implementation 

year 

Price 

(USD/tCO2) 

National 

coverage 

(% total) 

Chile 

CO2 emission tax. Law 20.780 (Art. 

8) and subsequent adjustment Law 

20.899 

Emission of boilers / turbines of 

establishments (> 50 MW). It includes all 

sectors and fossil fuels. Excludes biomass. 

2017 5 20 

Colombia 
Tax on the content of CO2 in the 

fuel. Law 1819 (Art. 221). 

Sale of fossil fuels. All fuels, except coal and 

natural gas for power generation. 

2017 5 42 

 

Fuente: Pizarro, 2019 (State of the Art, Carbon Pricing Policy in the Americas). Presentation for the CPLC  

Fourth High-Level Assembly 2019 

 

Regarding the particularities of both taxes, in the Colombian case it regulates upstream emissions and includes offsets as a complementary 

instrument having an independent verification system, while the Chilean tax regulates in midstream and downstream points, offsets are not 

included and have no an independent verification system . In both countries, linking to other markets is excluded. 

 

Table 2. Specific characteristics of carbon taxes in Chile and Colombia 

Country Taxed Regulation point Offsets Independent verification system 
Linking to other 

jurisdictions 

Chile Emissions (CO2) Midstream and downstream No No No 

Colombia Fuel (CO2) Upstream Yes Yes No 

Fuente: Pizarro, 2019 (State of the Art, Carbon Pricing Policy in the Americas). Presentation for the CPLC  

Fourth High-Level Assembly 2019 
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Potential Offsets implementation in Chile 

In Chile, a tax reform bill is currently being discussed, which includes two structural modifications 

to the carbon tax: 

1. Change in the logic of affectation, from a technological threshold (50 MW) to an emissions 

threshold (25 thousand t CO2 or 100 t PM). 

2. Use of offsets as a compensatory mechanism for CO2 tax. 

Regarding the latter, the bill presents a generic proposal, however it does not set: 

• Details about the percentage of coverage and the type of mitigation projects to consider. 

• Use of international offsets (emission reduction certificates - CERs), nor 

• Use of domestic offsets from previous years that are still available in the market (vintage 

CERs), generated through voluntary schemes such as the Verra (VCS) and the Clean 

Development Mechanism (CDM) or others. 

If the bill is approved, all these points will be addressed through a regulation that will explain its 

operation. 

There are also two fundamental considerations for its potential implementation. The potential offer 

of reductions at a price lower than USD 5 tCO2 and the institutional design for its MRV system. In 

this regard, the Colombian experience provides some insight for its potential implementation in 

Chile. 

Offsets system in Colombia: Elements to consider 

According to Decree 926, which regulates the operation of offsets in Colombia, the reductions in 

GHG emissions to be used for purposes of requesting non-causation of carbon neutrality tax, must 

come from projects that have implemented methodologies of ' Certification programs or carbon 

standards' in the voluntary market that have public records of projects implemented under 

methodologies of CDM, methodologies issued by the National Government through the National 

Organization for Standardization or comply with the methodological steps established by the REDD+ 

registry. All tax-related emissions can be compensated. 

Regulated establishments that are certified as ‘carbon neutral’ may be exempt from the tax, for this 

they must present both a ‘Voluntary Cancellation Certificate’ and a ‘Verification Statement’ of the 

GHG mitigation results that will be used for compensation. The first is issued by a carbon program 

or standard, and the second by a Validation and Verification Body that has the necessary 

accreditations to provide such services. Additionally, it must attached a report of reductions 

according to the National Emissions Registry. 

Furthermore, the mitigation results used for compensation must follow the accounting criteria and 

rules established by Resolution 1.447 of 2018. 
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Although it is still early to evaluate the impact of the offset system in Colombia, its implementation 

leaves the following elements to consider: 

 

1. Clear definition of concepts (carbon neutrality vs. carbon neutral) 

The law established ‘carbon neutrality’ as a criterion to meet offset emissions. However, for some 

people this definition implied that the process as a whole offset its emissions, while for others it 

referred only to the emissions associated with the final product. Consequently, to avoid 

misinterpretations, a new definition had to be established later and thus, ‘carbon neutrality’, for 

purposes of non-causation of the Colombian tax, means the offsetting of emissions related to the 

final product and ‘carbon neutral’ was defined as the offsetting the emissions associated with the 

entire production process. 

 

2. Setting formal protocols for the Registry and MRV System.  

The registration, quantification, reporting and verification of emission reduction is an important 

technical-institutional demand. Avoiding double-counting and justifying additionality are important 

challenges to overcome in order to obtain an effective instrument. 

Offsets used as part of the compensation mechanism must come from projects implemented at the 

national level in the Colombian case. Although these projects can make use of the international 

voluntary mechanisms, which have established protocols at the international level and the 

corresponding accreditations, results from domestic projects are also being used. The reductions 

must be verified through the Validation and Verification Organizations accredited by the National 

Accreditation Organization of Colombia (ONAC) and verification procedures must meet at least the 

standards of ISO 14065. Although the latter is a necessary condition, it seems to be insufficient, 

since it lacks specific processes and methodologies in terms of additionality, accounting and 

registration of reduction projects. 

Indeed, it is observed that there is room for arbitrariness and, consequently, two similar mitigation 

projects could be quantified differently, reducing the consistency of the measurement and leading 

to a possible double counting of the results. 

Likewise, it is still necessary to implement the National Registry of Reductions, as well as to advance 

in its communication to international registries. 

Lesson 1: Consensus and clear definitions facilitates understanding and implementation. 
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*Acronym in English for the criteria: transparency, consistency, comparability, completeness and accuracy. 

3. Consider supply/demand of CERs 

The main objective of offset instruments is to generate reductions in GHG emissions. It becomes a 

mechanism of efficiency and flexibility when operating alongside another carbon price instrument, 

allowing reductions to be met at a lower cost. Consequently, it must encourage the generation of 

new mitigation projects. 

Colombia accepts 100% offsets for the affected emissions, either with new or old projects. In 2017, 

around 8 MtCO2 was offset, equivalent to approximately 20% of the estimated tax collection. This 

allowed for the use of the results of existing projects and also to encourage new and greater 

mitigation efforts through new projects that are currently in different stages (feasibility, formulation 

or implementation), fulfilling the ultimate objective of the instrument. 

 

4. Use of the current institutional framework to set verification processes 

The implementation of offsets as an instrument of the tax system, forced to formalize procedures. 

One of them, perhaps the most complex, is the verification of reductions. Decree 926 and Resolution 

1.447 set the validation of projects and verification of reductions through an 'independent third 

party', which must carry out the validation and verification processes under the standards 

established by ISO 14064-2 'Guide for the formulation of GHG projects' and ISO 14064-3 'Guidelines 

for validation and verification of GHG projects'. 

The ONAC is the institution in charge of accrediting the verifying entities under ISO 14065. The 

institution was already operating in the country as an accrediting agency as part of the National 

Quality System, and through Decree 926 and Resolution 1.447, these competencies are recognized, 

as well as the process for validation and verification of GHG mitigation results. Consequently, it was 

not necessary to create a new institution, but to recognize and strengthen the current institution. 

In the case of Chile, this can operate under two institutions. The National Institute for 

Standardization (INN), responsible for accrediting certifiers in general and the Superintendence of 

the Environment (SMA), an agency that fulfills the oversight role in environmental matters. It is 

currently the institution in charge of the MRV system of the green tax and under the reform project 

it is proposed that it be the agency that keeps the compensation record. 

Lesson 2: Formalize and institutionalize MRV Registration and System protocols that 

guarantee the TACCC* criteria 

Lesson 3: The design of the instrument should focus on the incentive of new mitigation 

projects. 
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In addition, the current Law 19.300 (General Bases of the Environment) establishes a figure that 

until now operates in an emerging way: the ETCAs (Technical Entities of Environmental 

Certification), which can be constituted as the third independent verifying. Indeed, ETCAs are the 

only Entity that can generate some type of certification valid for the SMA. An extension of the 

capacities and powers of the ETCAs would be required for its scope to include certification of 

reductions. 

 

Conclusions 

The technical exchange between Chile and Colombia in the context of the potential implementation 

of offsets in Chile not only strengthens the technical capabilities and joint work between the two 

countries, it also offered elements that Chile will consider if the bill under discussion today in 

parliament is approved: i) Clear definitions of technical concepts to facilitate the understanding of 

those involved (public and private sector); ii) Formalization and institutionalization of protocols for 

the MRV system; iii) Evaluation of the potential supply/ demand of CERs so that the instrument is 

constituted as an environmental management tool that effectively encourages the generation of 

new reduction projects and is not a mere mechanism to empty the supply of vintage CERs from the 

former voluntary mechanisms, and iv) Take advantage and strengthen the current institutional 

framework, particularly regarding certification of reductions verifiers. 

 

 

For more information about this exchange please contact the SGT-MRV coordinator. Past SGT-MRV 

meeting reports are archived here. 

 

Lesson 4: Take advantage and strengthen the current institutions. 

mailto:fjpintop@gmail.com?subject=MRV%20of%20Mitigation%20Activities
https://collaborase.com/pa-mrv-tallerdecdmx

