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Executive Summary

Aim of the Guide

The level of interest in voluntary cooperation under
Article 6 of the Paris Agreement is significant.

The effective use of Article 6 cooperative
approaches, however, requires not only carefully
considered changes to national climate policies
but also fulfilment of appropriate and complex
accounting and reporting requirements. The
national transparency framework is a key safeguard
to ensure environmental integrity and the early
detection of major risks to national and global
mitigation objectives through the use of Article 6
cooperative approaches. Therefore, monitoring
and reporting of Article 6 activities need to be fully
integrated into national transparency frameworks.

This guide aims to support countries exploring

opportunities for engaging in activities under
Article 6 of the Paris Agreement, and, in particular,

FIGURE 01

understand the related reporting and accounting
requirements. Article 6 sets out the basic rules
for international carbon markets and non-market
approaches. It has strong interlinkages with other
elements of the Paris Agreement; in particular
Article 13, which defines the contours of the
enhanced transparency framework (ETF).

Another aim is to provide stakeholders with an
understanding of the opportunities and risks linked
to participation in Article 6, and the requirements
and conditions for their participation.

Intended Audience

The guide primarily targets policymakers and
technical staff in developing countries, covering
both governance and technical requirements.

The structure of the Guide

PART 1

Overview of Article 6
The Paris Agreement

Internationational Cooperation under
Article 6

Policy Considerations

PART 2
Linking Article 6 to Article 13

= Transparency in the Paris Agreement
Carbon Markets

= Builiding Blocks for Transparency

ANNEX: Technical Background




Key Topics Covered

The guide covers three main topics:

An overview of the options for international
cooperation in implementing NDCs that are
available through Article 6 activities.

The conditions for participating in
various Article 6 activities, the key policy
considerations and decisions to be made,
and the main benefits and risks for a
country when engaging in Article 6.

How participation in Article 6 impacts the
national transparency framework, i.e., the
integration of the international transparency
requirements and national accounting and
reporting systems for different options
provided by Article 6.

Executive Summary 2

approaches in the context of the Paris
Agreement , while Part 2 focuses on the link
between Article 6 and Article 13.

Structure of the Guide

As described in Figure 0.1, the guide is split
into two parts to cater for a range of users,
who may have different levels of knowledge
and experience with Article 6. Part 1
provides an overview of the cooperative

Part 1: Overview of Article 6

Part 1 provides an accessible and easy to read
overview of Article 6, which enables readers of

all levels of knowledge about Article 6 to use the
guide. It is particularly aimed at enhancing the
general understanding of Article 6 and facilitating
the process of forming decisions for national
participation in Article 6.

Part 1 consists of three chapters covering:

= The Paris Agreement: outlining key
elements and processes, including NDCs.

= International cooperation under Article 6:
in particular cooperative approaches under
Article 6.2, the new mechanism under
Article 6.4, and non-market approaches
under Article 6.8.

= Policy Considerations: providing an
overview of available policy options and
considerations for participation in Article
6. These include engagement decisions

FIGURE 0.2
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that must be made, whether and how to
use Article 6, and opportunities and risks
to each approach. Additionally, The reader
is guided through a suitable institutional
framework — outlined in Figure 0.2 - that
should be established to track all process
related to Article 6 participation.

Part 2: Linking Article 6 and Article 13

The guide’s second part focuses on the links
between Articles 6 and 13.

It provides an overview of Article 13 (the ETF),
including rules and requirements that ensure
transparency and accountability in climate actions
under the Paris Agreement. Furthermore, it covers

FIGURE 0.3

the three main reporting obligations for countries
participating in Article 6 activities: the initial report,
regular reporting (integrated with the Biennial
Transparency Report), and annual information,

and shows how they integrate with domestic and
international reporting requirements. These are
further described in Figure 0.3

Part 2 also has a focus on building blocks for
transparency. It introduces key aspects to consider
for effective accounting and reporting. In addition,
it provides insights on the tracking of progress

of NDCs and specific implications for countries
participating in Article 6. This is summarized in
Figure 0.4.

It ends with an elaboration on the need to use
robust methodologies to ensure environmental
integrity. This includes explaining how the level of
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details and acceptance of these methodologies
contribute to the transpareny process.

Technical background

Technical background is provided in the guide’s
annex, which delves deeper into the provisions of
Article 6. It includes a detailed description of Article
6 and its component paragraphs, including the
most recent developments of Article 6 provisions,
and the main decisions and outcomes of COP26.

FIGURE 0.4
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A strategic approach

This guide encourages developing countries

to take a very strategic approach in deciding

on using the various options offered by Article

6, fully integrated into the planning of NDC
implementation. A strong transparency framework
will provide countries with the data and information
to base their strategic decisions on solid evidence
and, once they decide to move ahead with Article 6
activities, it will provide a solid basis for an effective
tracking of actions and ensure accountability, both

Tracking progress of the NDCs and Article 6

The outcome of mitigation
actions must be reflected
in the indicators used to
track progress.

The mitigation outcomes
must contribute to
achieving NDCs.

Participation in a
cooperative approach must
not lead to a net increase
for the transferring country.

Article 6 tracking tools must be integrated into or strongly linked to the NDC tracking systems, which
are ideally closely linked to the institutional arrangements for preparing the national GHG inventory.
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domestically and internationally. This will help to

raise credibility with national stakeholders and with

international partners.

BOX 01

This guide aims to guide the reader through
navigating the following:

= Countries must prepare and plan for
engagement in Article 6-related activities,
to make the best use of the opportunity.
All activities must be integrated into NDC
planning, and must be fully transparent.

= A country may choose to engage in market
or non-market approaches. There are
benefits and risks related to each approach
that need to be well understood.

= Article 6 defines three main pathways for
collaboration, which countries can choose
from:

° Article 6.2 provides an accounting
framework under which countries can
cooperate using international transfers
of mitigation outcomes (ITMOs) for
achieving their NDC targets and raising
climate ambition, via the ambition cycle.

Article 6.4 establishes a baseline-and-
crediting mechanism that countries

can use for the generation of Article 6.4
emission reductions. When Article 6.4
emission reductions are internationally
transferred, the accounting guidance of
Article 6.2 applies.

Article 6.8 establishes a framework for
non-market approaches.

= Stakeholder consultation is critically

important to ensure the success of Article 6
activities and related mitigation efforts.

Countries have three main reporting
obligations when participating in Article

6 activities (involving ITMOs): the initial
report, regular reporting (integrated with the
Biennial Transparency Report) and annual
information. A robust national transparency
framework is essential to meet these
obligations.

Tracking and reporting requires multiple
aspects to be considered, including using
adequate methodologies for baseline and
reference points setting and the estimation
of mitigation outcomes; the definition

of proper accounting processes; and
establishing a key indicator system for GHG
and non-GHG targets.
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1 Introduction

Guide objectives and rationale

This guide aims to support countries exploring
opportunities for engaging in activities under
Article 6 of the Paris Agreement and, in particular,
to understand the related reporting and accounting
requirements. Article 6 contains guidance and
provisions for international carbon markets and
non-market approaches. It has strong interlinkages
with other elements of the Paris Agreement; in
particular, Article 13, which outlines the Enhanced
Transparency Framework (ETF).

To benefit from cooperative approaches, countries
need to develop a strategy that will be informed
by the outputs of their national transparency
frameworks.

To be able to participate in Article 6, especially for
using carbon markets, countries need to adjust
their national transparency frameworks, fulfil
requirements specific to Article 6, and ensure
that they take a consistent approach in tracking
progress towards achieving nationally determined
contributions (NDCs)' and their engagement in
international cooperation under Article 6.

Countries will not be able to participate in

activities under Article 6 where those activities
involve the international transfer of mitigation
outcomes without establishing a robust
transparency framework. For both transferring

and acquiring countries, this is necessary to reduce
risks related to NDC achievement and to ensure
environmental integrity.

The guide aims to provide stakeholders with

an understanding of the opportunities linked to
participation in Article 6, and the requirements
and conditions for their participation. The guide
describes the need to develop a regulatory and
institutional framework for implementing Article

6 of the Paris Agreement with an emphasis on
transparency; that is, the data and information

that countries need to collect and report on to
understand the progress of NDC implementation.
The guide focuses on the interface between Article
6, which provides for international cooperation
using market and non-market approaches, and the
ETF under Article 13.

The guide describes and elaborates the following
elements:

= The options for international cooperation
in implementing NDCs that are available
through Article 6, and the main benefits and
risks of each option.

= The conditions for participating in various
Article 6 activities and the key policy
considerations for a country when
engaging in Article 6.

= How participation in Article 6 impacts the
national transparency framework, i.e., the
integration of the international transparency
requirements and national accounting and
reporting systems for different options
provided by Article 6.

1. NDCs represent the efforts committed by Parties to the Paris Agreement under its Article 4 to reduce national emissions and take
adaptation actions. “Each Party shall prepare, communicate and maintain successive nationally determined contributions that it intends to

achieve.” (Article 4.2)



The guide primarily targets policymakers and
technical staff in developing countries and covers
both governance and technical requirements.
Specifically, the guide identifies opportunities

and challenges for operationalizing Article 6
nationally, including the different requirements
relating to transparency for different approaches,
and the participation of private and public sector
entities in Article 6 activities. The guide also
outlines the specific requirements for successful
implementation and compliance with United
Nations Framework Convention on Climate
Change (UNFCCC) guidance, rules, modalities, and
procedures as well as the requirements for national
reporting and accounting systems.

Structure of the guide

The guide is structured around the key elements
of the Paris Agreement, Article 6 and the Enhanced
Transparency Framework. It is split into two parts,
covering the following topics:

PART 1

Chapter 2 — The Paris Agreement: outlines the key
elements and processes of the Paris Agreement,
including the ambition cycle, NDCs and the
Katowice Climate Package.

Chapter 3 — International Cooperation under
Article 6: describes provisions for international
cooperation under the Paris Agreement, in
particular cooperative approaches under Article
6.2, the new mechanism under Article 6.4, and non-
market approaches (Article 6.8). These introductory
sections aim to enhance the understanding of
policymakers and facilitate the process of forming
decisions for national participation in Article 6.

Chapter 4 — Policy Considerations: provides
an overview of the available policy options for
policymakers. This section outlines engagement
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decisions that need to be made, particularly
whether and how to use Article 6, considerations
of the opportunities and risks to each approach,
and an overview of other policy and wider
considerations for participation in Article 6.

PART 2

Chapter 5 — Transparency in the Paris Agreement
Carbon Markets: gives an overview of Article 13
(the ETF), including rules and requirements that
ensure transparency and accountability in climate
actions under the Paris Agreement.

Chapter 6 — Building Blocks for Transparencuy:
outlines key considerations for tracking NDCs,
accounting and methodologies. Understanding
the relationship between Article 6 and Article 13

is key for policymakers to ensure that participation
in Article 6 is transparent and a subject of robust
accounting. This understanding provides certainty
that international cooperation contributes to the
achievement of NDC targets and raises the level
of ambition, supporting higher mitigation efforts
over time. Enhancing the national transparency
framework and having a clear strategy for
participation in Article 6 will prepare the country
as a credible host country and partner.

Annex — Technical background: offers a deeper
discussion of the provisions of Article 6, which will
be particularly useful for technical staff. The Annex
includes a detailed description of Article 6 and its
component paragraphs, including the most recent
developments of Article 6 provisions and the key
decisions and outcomes of COP26 in Glasgow.



2 The Paris Agreement

This chapter describes the key elements of the
Paris Agreement, including its objectives and
building blocks: the “ambition cycle”, nationally
determined contributions (NDCs), progress
tracking and the enhanced transparency
framework (ETF). It also introduces the Paris
Rulebook, which contains a set of decisions aimed
at operationalizing the Paris Agreement.

Objectives

The mitigation goals of the Paris Agreement are

set out in Article 2: to hold “the increase in global
average temperature to well below 2 degrees
Celsius (°C) above pre-industrial levels and [to
pursue] efforts to limit the temperature increase

to 1.5°C above pre-industrial levels”; and Article

4: “to achieve a balance between anthropogenic
emissions by sources and removals by sinks of
greenhouse gases (GHGs) in the second half of this
century”.

The Paris Agreement also aims to support

Parties in increasing their ability to adapt to the
adverse effects of climate change, boost climate
resilience, and make technology flows consistent
with pathways towards low emissions and
climate-resilient development. To achieve these
objectives, the Paris Agreement sets out several
mechanisms and processes, including an ambition-
raising process targeting NDCs, and voluntary
international cooperation under Article 6; the latter
is discussed in detail in this guide (chapter 3).

The Paris Agreement has emerged as a strategic
shift to the preceding approach set out in the
Kyoto Protocol. The Paris Agreement and Kyoto
Protocol start from two different points. All
countries that have signed the Paris Agreement
must submit NDCs with specific mitigation targets
or actions. This is fundamentally different to the
Kyoto Protocol, where only developed countries
(Annex | countries)? set national GHG emissions
reduction or limitation targets.

The Kyoto Protocol and the Paris Agreement

are fundamentally different in their approaches.
The Kyoto Protocol is often referred to as a
“top-down” climate policy regime, with a strong
centralized compliance regime based on legally
binding commitments for emission reductions. In
contrast, the Paris Agreement can be described as
a “bottom-up” (or hybrid) approach that is based
on a pledge-and-review process, i.e., countries set
their own targets and objectives, relevant to their
national circumstances and unique needs.®

The ambition cycle

The Paris Agreement recognizes that its long-
term goals will need to be achieved over a longer
period and is designed with an ambition cycle, or
“ratcheting-up mechanism”, whereby countries
submit updated or new NDCs every five years
from 2020 onwards (Article 4.9), regardless of the
implementation timeline.

To enhance the ambition over time, the Paris
Agreement requires that each successive NDC

2. The industrialized countries were listed in Annex | of the United Nations Framework Convention on Climate Change (1992).

3. See, for instance, J. Depledge, “The “top-down” Kyoto Protocol? Exploring caricature and misrepresentation in literature on global
climate change governance”, International Environmental Agreements: Politics, Law and Economics (2022) DOI: 10.1007/s10784-022-
09580-9. The quantified commitments for the developed countries were determined by each developed country Party in negotiations.



that is submitted will represent a progression
compared to the previous submitted NDC (Article
4.3) — meaning that countries are expected to raise
their ambition in each successive NDC. The Paris
Agreement’s self-defined target-based approach
differs significantly from the Kyoto Protocol in that
it does not require amendments to the Agreement
(such as adding a new commitment period) and
the associated negotiations that demand time and
resources.

The global stocktake, which is a collective
assessment of NDC targets and the achieved
efforts so far, starting in 2023 and occurring
every five years (Article 14), is a key element in
the ambition mechanism. The global stocktake is
a Party-driven process, aimed at assessing the
collective effort rather than evaluating specific
NDCs. Using a variety of sources from Party and
non-Party stakeholders, the global stocktake will
assess collective progress on adaptation and
mitigation, as well as the means of implementation
and support towards achieving the long-term goals
of the Paris Agreement.

The ETF (see below) plays an important role in
the ambition cycle by defining the reporting
requirements, the technical expert review process
and the multilateral facilitative process.

A final component is the establishment of a
committee for facilitating the implementation of
the Paris Agreement (Article 15). This committee
shall function in a “manner that is transparent, non-
adversarial and non-punitive”. The committee can
support countries in ensuring their reporting or
participation obligations are met.

Nationally determined contributions

Anchored in the implementation of NDCs, the Paris
Agreement provides an overarching framework and
political mandate for national climate action. NDCs
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are the primary operational mechanism of the
Paris Agreement and are intended to reflect each
country’s circumstances. In their NDCs, countries
set out their climate objectives and overall plans
for their achievement, including mitigation and
adaptation actions. Countries are requested

to submit their NDCs every five years through
Articles 4.2 and 4.9 of the Paris Agreement. As of
May 2023, 194 countries had submitted at least
one NDC, and 170 countries, have submitted their
first or updated NDCs. Thirteen countries have
submitted their second NDCs.*5

The NDCs are at the core of three continuous
improvement processes. First, each Party to

the Paris Agreement must provide information

on its NDCs to facilitate clarity, transparency

and understanding. This includes the targets,
assumptions and methodological approaches
used for the NDCs. Second, each Party must
submit a Biennial Transparency Report (BTR)

that includes information that allows tracking of
progress towards achieving the NDCs.® Third, at
the international level, a technical expert review is
conducted of the information in the BTR, along with
a facilitative, multilateral consideration of progress.

The NDCs contain different types of goals and
actions for GHGs, including, for instance:

= Absolute reduction targets compared to a
base year;

= Intensity or relative targets, for instance
involving GDP units;

= Reduction targets compared to a business-as-
usual scenario;

= A peaking target; and/or

= Policies aiming at reducing emissions of GHG.

4, Institute for Global Environmental Strategies (IGES), Nationally Determined Contributions (NDC) Database, version 77. |
Available at: https:/pub.iges.or.jp/pub/iges-ndc-database (accessed on 29 October 2022).

5. United Nations Framework Convention on Climate Change, Nationally Determined Contributions Registry.

Available at: https:/unfccc.int/NDCREG (accessed on 24 May 2023).

6. The BTR is further explained in Chapter 5, Transparency in the Paris Agreement Carbon Markets, and in Box 5.1.
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There are also non-GHG mitigation targets,
such as the share of installed renewable energy
generation capacity, energy efficiency targets
and forest cover targets, as well as adaptation
plans and targets.

Regardless of the targets or actions included

in the NDCs, “Parties shall provide the

information necessary for clarity, transparency
and understanding” (Article 4, paragraph 8).

The information provided by countries will

vary depending on the types of targets and
actions formulated in the NDCs and the national
circumstances of the Party. Although Parties

have been strongly encouraged to include such
information in any NDC communicated or updated
as of 2020, it must, in any case, be reported as of a
Party’s second NDC.”

The Paris Agreement also introduces long-term

low GHG emission development strategies (LT-
LEDS). While these are not mandatory, 54 countries
have already submitted LT-LEDS.® The purpose of
preparing LT-LEDS is to create a link between the
shorter-term NDCs and the longer-term objectives
of the Paris Agreement.

BOX 11

Unconditional and conditional NDCs

Many countries have defined an unconditional
and a conditional part of their NDCs. This
concept is not part of the Paris Agreement but
is used by many developing countries.

Unconditional refers to actions that countries
commit to implement with their own resources.

Conditional means actions that the country
would only implement with international
support.

7. Decision 4/CMA1

The most common type of conditionality is
financial support for additional mitigation
actions. It can also refer to technology transfer
or capacity-building support.

The enhanced transparency framework

The ETF (Article 13) sets out a single, universal
transparency process that all Parties to the Paris
Agreement must follow. The ETF requires countries
to report on: their GHG emissions, progress
towards their NDCs, climate change impacts

and adaptation, and support needed, provided,
mobilized and received. The information gathered
under the ETF will provide a clear understanding
of worldwide climate change actions and support,
including through Article 6, and ultimately
contribute to the global stocktake process that

will assess progress towards achieving the

goals of the Paris Agreement. The requirements

to operationalize the ETF, referred to as the
modalities, procedures and guidelines (MPGs), are
part of the Katowice Climate Package, described
below.

The national GHG inventory report and the
information necessary to track progress made

in implementing and achieving the NDCs are
central components of the ETF. The national GHG
inventory report allows assessment of the progress
towards meeting the objectives of the Paris
Agreement (i.e., to assess the levels of emissions
and trends over time). This inventory report is
distinct from the information on the progress
towards the NDC, as NDCs may have targets

and actions not formulated in quantitative GHG
mitigation targets.

Both components shall be reported on in the BTR.°
The first BTR is to be submitted in 2024, replacing

8. United Nations Framework Convention on Climate Change, Long-term strategies portal.
Available at: https://unfccc.int/process/the-paris-agreement/long-term-strategies (accessed on 31 March 2023).

9. The GHG inventory report can also be submitted as a stand-alone document. Decision 18/CMA.1, Annex, paragraph 12.



the former Biennial Update Report and Biennial
Report. The report “Unfolding the reporting
requirements for Developing Countries under
the Paris Agreement’s Enhanced Transparency
Framework”, '° provides a detailed explanation of
the ETF components. For the content of the BTR,
see Box 5.1in Chapter 5.

Relevant to Article 6 (voluntary international
cooperation) participation, guidance on Article 6.2
and rules, modalities and procedures on Article 6.4
were agreed at COP26™" in Glasgow in 2021. The
guidance document incorporates specific reporting
and transparency requirements for countries
participating in Article 6.2. These requirements
include an initial report showing that the country
fulfils participation requirements, and annual and
regular information to be included in the BTR.

For Article 6.4, specific information needs to be
submitted to the Supervisory Body of the Article
6.4 mechanism.

Beyond reporting, the ETF forsees an international
technical expert review and a facilitative,
multilateral consideration of progress. Further
detailed reporting requirements of the ETF and for
Article 6 participation are provided in Chapter 5,
‘Transparency in the Paris Agreement’.

Tracking progress of NDC
implementation and accounting

Tracking the progress of NDC implementation is
critically important to ensuring transparency and
increasing the level of confidence among Parties
that each Party is working towards contributing

to the achievement of the Paris Agreement

goals. Article 13, paragraphs 5 and 7 highlight

this as a key component of reporting under the
ETF. Progress is to be tracked continuously and
reported on every second year according to Article
13. This interim accounting of the achievement of
the NDCs requires that countries follow up on their
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actions, targets and emissions levels. Accounting
for NDCs under the Paris Agreement is needed

to enable countries to track individual progress
towards their mitigation targets, understand other
countries’ NDC targets and their progress towards
them, and assess collective progress towards long-
term mitigation goals.™

While intrinsically linked, the process of
communicating NDCs to the UNFCCC is

distinct from tracking progress towards NDC
targets, and the two processes are covered by
different provisions of the Paris Agreement. In
communicating NDCs to the UNFCCC, Parties
state their commitments (elaborated in decision 4/
CMA.) in the NDC periodic submission. In parallel,
in the BTR (decision 18/CMA1), “Parties provide
information on tracking progress towards their
NDC, including emission levels, domestic actions
for mitigating and adapting to climate change,

and the status of support for financial, technology
development and transfer, and capacity-building
for mitigation and adaptation activities.” Together,
information in the NDC and the BTR, along with the
technical expert review, provides a full picture of
whether and how a Party is meeting its goals.

To track progress towards the Parties’ NDCs,
information is needed on progress in NDC
implementation and achievement. This includes
selected indicators for comparing the present
situation with a projected or reference level, as well
as information that supports an understanding of
the NDC targets, such as the scope and coverage
of the NDCs. Qualitative indicators, such as
information regarding the implementation status
of policies, as well as quantitative indicators, are
necessary to ensure a clear understanding of the
progress towards NDC achievement.

The diversity of targets that may be included in
Parties’ NDCs means that different types of data
must be monitored to track their progress. For
example, for an economy-wide absolute GHG

10. Mirko Dal Maso and Federico Antonio Canu, “Unfolding the reporting requirements for Developing Countries under the Paris

Agreement’s Enhanced Transparency Framework”, ICAT and CBIT (2019).

11. Decisions adopted by the Conference of the Parties serving as the meeting of the Parties to the Paris Agreement, online https:/unfccc.

int/documents/460950 (Accessed 30 May 2023)

12. Christina Hood and Carly Soo, “Accounting for mitigation targets in Nationally Determined Contributions under the Paris Agreement”,
OECD/IEA Climate Change Expert Group Papers, No. 2017/05, OECD Publishing, Paris (2017).
Available at: https:/doi.org/10.1787/63937a2b-en (accessed 31 March 2023).
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target, data will need to specify emissions and
removals at a base year. For intensity targets

for emission reductions per unit of GDP, or per
capita, data will need to include information on
emissions and removals per unit.® It is important
to note that countries select, at their discretion,
which indicators they will communicate in their
NDCs, including when tracking the progress

and accounting of their NDCs. Such indicators
can use GHG or non-GHG metrics. Similarly,

the information on the outcomes of a Party’s
accounting (i.e. whether a Party is making progress
in implementing, or has achieved its NDCs) is
drawn from that Party’s choice of accounting
approach(es). The report “Proposed indicators for
domestic MRV purposes and tracking progress
of NDCs”, provides guidance and examples of
possible indicators.*

Emission accounting can be defined as the
process of determining the quantity of emissions,
removals, including the transactions related to
international transfers of mitigation outcomes,

and land sector emissions and removals that may
be applied toward a mitigation outcome within an
NDC. Emission accounting involves calculating the
target level of emissions specified by the mitigation
contribution and comparing the two quantities

to evaluate NDC progress and achievement.®

For non-GHG metrics, accounting will involve
determining quantities of non-GHG metric
indicators and comparing outcomes against those
indicators. Accounting for NDCs when engaging in
Article 6 is described in detail in Chapter 3 and in
technical detail in Chapter 5.

The Katowice Climate Package (Paris
Rulebook)

The Katowice Climate Package is a set of
implementing decisions that unpack and provide
further guidance to the Paris Agreement.

These decisions were concluded in December
2018, during COP24 in Katowice, Poland.”® The
implementation rules and guidelines for each
section of the Paris Agreement cover:

= Information to be included in NDCs and
accounting of NDCs (Article 4)

= The role of forests (Article 5)

= Adaptation (Article 7)

= Loss and damage (Article 8)

= Financial support (Article 9)

= Technology transfer (Article 10)

= Capacity-building (Article 11)

= Detailed provisions for the ETF (Article 13)
= The global stocktake (Article 14)

= The mechanism to facilitate the
implementation of and promote compliance
with the Paris Agreement (Article 15).

Article 6 is closely interconnected with the other
elements of the Paris Agreement, particularly
regarding the requirements of NDCs and reporting
and accounting rules under the ETF. However,

13. Manasvini Vaidyula and Marcia Rocha, “Tracking progress towards NDCs and relevant linkages between Articles 4, 6 and 13 of the Paris
Agreement”, OECD/IEA Climate Change Expert Group Papers, No. 2018/04, OECD Publishing, Paris (2018).
Available at: https:/doi.org/10.1787/358aae24-en (accessed 31 March 2023).

14. Federico Brocchieri and others, “Proposed indicators for domestic MRV purposes and tracking progress of NDCs”, ISPRA Raporti

340/2021(2021).

15. Kelly Levin, “The interplay between accounting and reporting on mitigation contributions under the Paris Agreement”, Carbon & Climate

Law Review, Volume 12, Issue 3 (2018), pp. 203-208.

16. United Nations Framework Convention on Climate Change, Katowice climate package. Available at: https://unfccc.int/process-and-
meetings/the-paris-agreement/the-katowice-climate-package/katowice-climate-package (accessed 31 March 2023).




specific contentious issues around Article 6 were
difficult to solve in the allotted time at COP24. The
Katowice Climate Package therefore sets out only
the broad scope of actions that are required for
participation in Article 6.

Despite the uncertain timeline for the adoption
of further guidance on Article 6, Parties agreed
in Katowice to list the information that should

be reported by Parties participating in Article

6 and an approach for operationalization of
robust accounting through the introduction of an
“emissions balance””

An emissions balance represents the
anthropogenic emissions by sources, and removals
by sinks, that are covered by mitigation targets or
actions in the NDCs. The emissions balance serves
as the tool for tracking how transfers of mitigation
outcomes impact the achievement of the NDCs.

Specific rules governing Article 6 were finalized
at COP26 in Glasgow in November 2021 (see
chapter 3).

17. Decision 18/CMA.1, paragraph 77(d).
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Key Messages

* The Paris Agreement is a legally
binding regime that includes self-
defined contributions by every
country.

* An ambition cycle is established to
ensure that ambition is enhanced
over time, including a global stocktake
for an assessment of the global
progress of efforts towards the Paris
Agreement goals.

= NDCs are the key operational
instrument of the Paris Agreement.
They are subject to updates every
five years and comprise a variety of
targets and actions.

= The ETF introduces a unified
approach to tracking progress
towards NDC targets, reporting and
accounting by countries.

* Accounting and tracking NDC
implementation is critical to allow
countries to track their progress
towards their mitigation targets,
understand other countries’ NDC
targets and their progress towards
them, and assess collective progress
towards the long-term mitigation
goal.®

= Participation in Article 6 requires
countries to understand their
progress towards the achievement
of NDC targets to ensure that
cooperation with other countries does
not jeopardize their efforts to strive
towards higher ambition.

18. Hood and Soo, “Accounting for mitigation targets in Nationally Determined Contributions under the Paris Agreement” (2017).



3 International Cooperation under Article 6

This chapter describes the role of international
cooperation under Article 6 to meet Paris
Agreement goals and sustainable development
objectives. The chapter introduces the different
approaches and mechanisms under Article 6,
including: cooperative approaches; the new
mechanism under Article 6.4; and non-market
approaches, and it discusses the new role of
developing countries in the operation of these
approaches and mechanisms.

The role of international cooperation in
the Paris Agreement

International cooperation often plays an important
role in the achievement and implementation of
nationally determined contributions (NDCs),
promoting higher ambition in mitigation, and
enabling benefits such as ensuring the cost-
effectiveness of climate actions. For instance,

one study shows that the use of Article 6 can
reduce the global cost of delivering the emission
reductions identified in current NDCs by about 30
per cent by 2030 and by more than 50 per cent
by 2050.° This could save an estimated US$250
billion annually by 2030. The study also shows
that if these cost savings are invested in enhanced
ambition, additional emissions abatement could
increase by 50 per cent or approximately 5
gigatonnes of carbon dioxide (CO2) by 2030. For
Parties that are already engaging in international

cooperation through carbon markets, these cost
savings are a key consideration when developing
their policy strategies.

The Paris Agreement emphasizes that international
cooperation is voluntary and should lead to higher
ambition in both mitigation and adaptation, for

all Parties, by creating flexibility. This marks a
significant change from the Kyoto Protocol, where
the aim of international carbon market cooperation
was primarily to create flexibility for developed
countries, to enable them to comply with their
quantitative targets.

Article 6 presents a range of options that Parties
can employ to cooperate internationally and
achieve their NDCs. In their NDCs, 96 Parties
have explicitly mentioned an interest in using
international carbon markets, while 21 have
mentioned regional cooperation and 27 have
mentioned bilateral cooperation.?® This indicates
strong support among Parties for the use of
international cooperation approaches to raise
the level of ambition and comply with their NDC
targets.

The outcome of COP26 in Glasgow provides
guidance and support for the operationalization
of Article 6. Three key elements that conclude
the long-awaited decisions that cover the three
operational paragraphs in Article 6 were adopted:
i) guidance on cooperative approaches (Article
6.2); ii) rules, modalities and procedures for

the mechanism established in paragraph 4 of
Article 6 (Article 6.4); and iii) a work programme
that supports the implementation of non-market

19. Jae Edmonds and others, “, International Emissions Trading Association, University of Maryland, and Carbon Pricing Leadership

Coalition, Washington, DC (2019).

20. Institute for Global Environmental Strategies, IGES NDC Database. Available at: https:/pub.iges.or.jp/pub/iges-ndc-database

(accessed 31 March 2023).



approaches between Parties (Article 6.8). It is
of paramount importance that policymakers
are engaged in preparing for national decisions
required for participation in international
cooperation pathways.

Article 6.2 and Article 6.4 represent market-based
approaches that serve to create opportunities for
collaboration at bilateral, regional or international
levels, through both the public and private sectors.

Cooperative approaches (Article 6.2)

Article 6.2 of the Paris Agreement sets out an
accounting framework and a set of environmental
integrity principles that enable international
cooperation for the achievement of NDCs through
the transfer of mitigation outcomes. It is important
to note that Article 6.2 is not a mechanism. Article
6.2 does not prescribe the type of cooperation
between Parties, rather, Article 6.2 guidance must
be observed when mechanisms and approaches
defined and led by Parties involve the international
transfer of mitigation outcomes. For instance,

a cooperative approach or other multilateral
cooperation may include the linking of emissions
trading schemes, or the transfer of authorized
mitigation outcomes between countries, based

FIGURE 3.1
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on a bilaterally agreed baseline-and-crediting
mechanism.

Internationally Transferred Mitigation Outcomes
(ITMQOs), which equate to emission reductions or
removals, must be followed by robust accounting
- a corresponding adjustment — whereby the
export of authorized mitigation outcomes will be
reflected in the transferring country’s emissions
balance. This is to avoid double counting: where
the mitigation outcomes that are authorized and
transferred are counted towards the achievement
of the NDC of both the transferring and the
acquiring country.

Figure 31 shows i) how greenhouse gas (GHG)
emissions are reduced in the country through

the implementation of a mitigation activity;

ii) how ITMOs representing the emission
reductions achieved are transferred; and iii) how a
corresponding adjustment neutralizes the emission
reductions by adding to the emissions balance.

In the process shown in Figure 3.1, the transferring
country should ensure that their transferred units
are not needed for the achievement of their own
NDCs (the unconditional part of the NDCs, for
countries that differentiate between conditional
and unconditional targets and actions). It is
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important to note that ITMOs generated under a
cooperative approach should be used under the
ongoing NDC period (i.e., the period a country
has defined for its NDCs). Most countries have
communicated an NDC implementation period
from January 2021 until 2030, while a few have
communicated a shorter implementation period of
5-9 years.”

The concept of corresponding adjustments is
further described in the Annex, which also contains
an introduction to the topic of the timing of
corresponding adjustments.

Cooperative approaches can be highly attractive
for a variety of reasons, including:

*  Providing co-funding for priority projects
with high-cost technologies that the
country could not finance domestically;

Kick-starting projects that can be scaled up
to promote transformational change;

» Creating direct revenues;

Increasing private sector participation in the
achievement of climate objectives;

»  Supporting progress towards achievement
of the sustainable development goals.

For a transferring country, having a robust
governance and regulatory framework for

ensuring environmental integrity and promoting
transparency are key to attracting the interest of
acquiring countries. Acquiring countries demand
enhanced transparency from transferring countries
to ensure credibility on the purchased ITMOs.

BOX 31

Current examples of concepts of collaboration
under Article 6.2.

Switzerland

Agreements are in place with Chile, Dominica,
Georgia, Ghana, Morocco, Peru, Senegal,
Thailand, Ukraine and Vanuatu.

Switzerland has signed agreements to fund
“climate protection projects abroad”, through
bilateral treaties that set out a framework for
cooperation and requirements under Article 6
of the Paris Agreement. Switzerland sets out
stringent requirements for transparency, MRV
and accounting in these agreements, and
countries must develop their own frameworks
and processes to support Article 6 transfers.

Sweden
Agreements are in place with the Dominican
Republic, Ghana and Nepal.

In contrast to Switzerland’s bilateral approach,
Sweden has partnered with Gold Standard

to use its existing rules, framework and
infrastructure to serve the creation and
transfer of ITMOs. This approach aims to limit
transaction costs and offer developers and
governments a known and trusted method for
Article 6 collaboration.

The bilateral agreements for cooperative
approaches signal a strong interest in honouring
robust accounting and a stringent approach to the
creation of mitigation outcomes for transfer.

Bilateral agreements towards the implementation
of Article 6.2 activities had been signed between
countries prior to the final decisions at COP26 in
Glasgow. A prominent example is Switzerland’s

21. United Nations Framework Convention on Climate Change Nationally determined contributions under the Paris Agreement. Synthesis

report by the secretariat. FCCC/PA/CMA/2022/4 (2022).



bilateral approach (see Box 3.1). Another example is
the Joint Crediting Mechanism (JCM)?? initiated by
Japan, which includes agreements signed with 22
countries (as of 14 September 2022). The JCM was
developed before the Paris Agreement but is now
being transformed into a cooperative approach
under Article 6.2.

While these agreements are non-binding,

they represent important steps towards

the operationalization of Article 6.2. Broadly,

they include information on the objectives that
are to be achieved through the cooperative
approach, environmental integrity and sustainable
development provisions, rules on authorization,
measurement, reporting and verification (MRV),
accounting (including registry and corresponding
adjustment requirements), and other provisions,

such as entry into force and settlement of disputes.

Plurilateral agreements, for instance through
a carbon market club, are also possible under
Article 6.2.

The new mechanism (Article 6.4)

Article 6.4 establishes a new centralized
mechanism under the United Nations Framework
Convention on Climate Change (UNFCCC). Article
6.4 offers i) a baseline reference level against
which emission reductions are calculated and ii)

a crediting mechanism: a set of rules for trading
certificates equivalent to the emission of one tonne
of CO2e, for private and public sector entities to
carry out emission reduction and removal projects
and earn carbon credits.

The rules for the crediting mechanism, as

agreed at COP26, include provisions for the
development and approval of methodologies,
validation, registration, monitoring, verification and
certification, issuance, crediting periods, voluntary
cancellation and other processes. The rules also
provide for the establishment of a UNFCCC
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authority — the Supervisory Body — to oversee the
functioning of the mechanism. The establishment
of this body, and its work on the details of the
modalities and procedures of the mechanisms,
combined with the rules agreed at COP26,
ultimately operationalized the new mechanism. The
Supervisory Body held its first meeting at the end
of July 2022.%

The new mechanism is presented by some

as a key approach for facilitating the private
sector’s participation,?* producing credits that

can be purchased by individuals, companies

and organizations, as well as governments. It is
important to note that the international transfer

of authorized Article 6.4 emission reductions

will be subject to Article 6.2 guidance on robust
accounting, including the requirement to perform
corresponding adjustments. Thus, the international
transfer of Article 6.4 emission reductions is a kind
of cooperative approach under Article 6.2, and the
transfer will render corresponding adjustments and
subsequently impact the emissions balance of the
transferring country.

To a large extent, the responsibilities for
operationalizing Article 6.4 will be placed centrally
within the UNFCCC, reducing the burden of
implementation on participating Parties. This
means that Article 6.4 is likely the approach best
suited to countries with limited capacity for public-
sector involvement.

The mechanism is intended to generate Article 6.4
emission reductions. It will also likely adopt several
elements of the Clean Development Mechanism
(CDM) if the Parties and international regulators are
willing to do so, pending further negotiations of the
Parties and decisions by the Supervisory Body.
Specifically, the Article 6.4 mechanism is expected
to include an activity cycle (steps that a mitigation
activity must undergo in order to be issued with
emission reduction certificates) similar to the CDM,
while having a more ambitious methodology design

22. The Joint Crediting Mechanism. Available at: https:/www.jcm.go.jp/ (accessed on 3 April 2023); Carbon Markets Express, Joint

Crediting Mechanism. Available at: http:/carbon-markets.env.go.jp/eng/jcm/ (accessed on 3 April 2023).

23. United Nations Framework Convention on Climate Change. Article 6.4 Supervisory Body. Available at: https:/unfccc.int/process-and-
meetings/bodies/constituted-bodies/article-64-supervisory-body (accessed on 3 April 2023).

24. See, for instance: Jurg FUssler and others, “Incentives for Private Sector Participation in the Article 6.4 Mechanism”, Discussion Paper,

German Environment Agency (2019)
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and baseline setting approach.?®> CDM activities
will be eligible for transition to Article 6.4 if the
transition request is made before the end of 2023
and receives approval by the host country to re-
register as an Article 6.4 activity.

The Article 6.4 mechanism could be attractive

for Parties and private entities with experience
operating in the CDM, as well as those Parties that
were previously unable to benefit significantly from
the CDM. New opportunities are arising where
several middle-income countries, which hosted the
largest share of CDM activities in the early period,
are now implementing domestic carbon pricing
schemes that may limit the scope for the export of
ITMOs.

Article 6.4 also contains specific rules aimed at
raising climate ambition, through a provision stating
that the mechanism “shall aim.... to deliver an overall
mitigation in global emissions” (Article 6.4, d). The
concept of ‘overall mitigation in global emissions’
was introduced to ensure that carbon crediting
under the mechanism goes beyond pure offsetting;
that is, that some of the emission reductions are
counted solely for the benefit of the atmosphere.?®
In decision 3/CMA.3 (paragraph 59), it was agreed
that 2 per cent of the mitigation outcomes that are
produced by the Article 6.4 mechanism are to be
cancelled at issuance. The decision at COP26 in
Glasgow also introduced a share of proceeds for
adaptation, where 5 per cent of proceeds coming
from the Article 6.4 mechanism issuances will be
taken to support the Adaptation Fund.

Non-market approaches (Article 6.8)

The introduction of a framework for non-market
approaches in Article 6.8 reflects the fact that some
Parties see the UNFCCC as based on non-market
principles and therefore believe the emphasis for
international cooperation should be on non-market
approaches. Article 6.8 diverges from Article 6.2
and Article 6.4 in that the mandate from the COP is
that a work programme should be defined, rather
than guidance, rules, modalities or procedures. To
this end, Article 6.8 establishes a series of steps
and principles intended to establish and guide

the implementation of a framework for non-market
approaches. At COP26, the Glasgow Committee for
Non-Market Approaches was established, which
will implement the framework and work programme
that is envisioned under Article 6.8. The focus of
the initial work programme is:

= Adaptation, resilience and sustainability

= Mitigation measures to address climate
change and contribute to sustainable
development

= Development of clean energy sources.?’

Non-market approaches are defined as voluntary
cooperative actions that are not reliant on market-
based approaches and that do not include
transactions or quid-pro-quo operations,?® while
still delivering real and quantifiable mitigation

and adaptation ambition. In practice, non-market
approaches are likely to vary in what they may
include. The details of non-market approaches may

25. See, for instance: Luca Lo Re and others, “Designing the Article 6.4 mechanism: Assessing selected baseline approaches and their
implications”, OECD/IEA Climate Change Expert Group Papers, No. 2019/05, OECD Publishing, Paris (2019).

Available at: https:/doi.org/10.1787/59feca56-en (accessed 3 March 2023).

26. Asian Development Bank, “Decoding Article 6 of the Paris Agreement”, Manila (2018).
Available at: http://dx.doi.org/10.22617/TIM189218-2 (accessed 3 March 2023).

27. Decision 4/CMA.3. Available at: https:/unfccc.int/sites/default/files/resource/cma3 auv 12c PA 6.8.pdf (accessed 3 April 2023).

28. Decision 4/CMA.3.

See, for instance: Luca Lo Re and others, “Designing the Article 6.4 mechanism: Assessing selected baseline approaches and their
implications”, OECD/IEA Climate Change Expert Group Papers, No. 2019/05, OECD Publishing, Paris (2019). Available at: https:/doi.

org/10.1787/59feca56-en (accessed 3 March 2023).
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become clearer over time as Parties continue to Key Messages

develop new approaches.
Article 6 of the Paris Agreement

Although the three Articles differ, one key addresses international cooperation,
commonality between them is the intention to recognizing that countries may wish
assist in the implementation of the NDCs; for to voluntarily cooperate to enhance
example, in mobilizing international finance for ambition in their mitigation and
mitigation actions that can support going beyond adaptation actions.

the unconditional target of the NDC.
= Article 6 defines three main pathways

for collaboration:

Article 6.2 provides an accounting
framework under which countries can
cooperate using international transfers
of mitigation outcomes for achieving
their NDC targets and raising climate
ambition, via the ambition cycle.

= Article 6.4 establishes a baseline-
and-crediting mechanism that
countries can use for the generation
of Article 6.4 emission reductions.
When Article 6.4 emission reductions
are internationally transferred, the
accounting guidance of Article 6.2
applies.

= Article 6.8 establishes a framework for
non-market approaches.



4 Policy Considerations

This chapter describes the key engagement
decisions that governments may consider before
participating in the various pathways under
Article 6 of the Paris Agreement. The benefits and
opportunities of the different routes under Article
6 are discussed, as well as the risks and thematic
aspects that can guide Parties in these decisions,
including national capacity and circumstances,
national policies and guidance towards selecting
Article 6 approaches. This chapter also discusses
the role of the private sector in Article 6, in addition
to a summary of the regulatory and institutional
frameworks that governments will need to
implement under the various pathways.

Opportunities and risks

National objectives for engaging in cooperative
approaches under Article 6 will vary from country
to country. There is a common opportunity derived
from the operation of carbon market mechanisms
as well as non-market approaches: the mobilization
of financial resources by increasing foreign

direct investment and via domestic leveraging.
Under Article 6, countries can raise ambition to
fight climate change, via the ambition cycle, and
implement their national climate action plans more
efficiently.

Participation in Article 6 may facilitate
the investment of climate finance for the

implementation of high-ambition climate actions
that the transferring Party would not typically

be able to implement alone. These highly
ambitious climate actions are an opportunity to
advance transformational changes at the sectoral
level, beyond a project-by-project approach.
While isolated projects can facilitate early
participation, it is important to recognize that
sectoral transformation is required to align with
the Paris Agreement goals. The ICAT guide on
transformational change?® can be a helpful tool
for assessing the transformational potential of
mitigation and adaptation activities, facilitating
prioritization of the activities suitable for Article 6.

Highly ambitious climate actions are often coupled
with technology transfer, promotion of high-cost
technologies, and development of domestic
technical capabilities in host countries. Through
international collaboration and the revenues
generated from Article 6, countries can aim to
introduce new technologies that may otherwise be
too expensive or inaccessible to be implemented.
Mature, low-cost technologies may be intended
for the achievement of unconditional NDCs. Once
a piece of technology and its adoption is more
accessible and commonplace, it will be in the
country’s best interest to enact policies to reduce
emissions without further international support.

Countries can agree to use part of the financing
through Article 6 participation in other mitigation
and adaptation strategies in the country beyond
those involved in the transfer. This can be achieved
by applying a share of proceeds on internationally
transferred mitigation outcomes (ITMQOs) to be

29. Initiative for Climate Action Transparency, “Transformational Change Methodology: Assessing the Transformational Impacts of Policies
and Actions”, Olsen, K.H. & Singh, N. (Eds.) Initiative for Climate Action Transparency (ICAT), Copenhagen: UNEP DTU Partnership;

Washington, D.C.: World Resources Institute (2020).

Available at: https:/climateactiontransparency.org/icatguidance/transformational-change (accessed 3 April 2023).




used by the transferring country government for
financing other mitigation or adaptation measures.
In the case of Article 6.4, the contribution

of resources by participating Parties to the
Adaptation Fund is mandatory. Multiple countries
are considering agreeing to a share of proceeds in
cooperative approaches under Article 6.2.

Promoting sustainable development is one of

the critical elements of voluntary cooperation,

as articulated in Article 6.1. This may come in the
form of lower environmental impact of sectoral
initiatives, benefits towards energy security

and independence, and employment benefits.
While there is no specific guidance on this
concerning Article 6.2, it is advisable to define
specific sustainable development targets and

key indicators. This allows countries to monitor
progress towards benefits beyond emissions
reduction. In the case of Article 6.4, decision 3/
CMA 3 calls for the “review [of] the sustainable
development tool in use for the clean development
mechanism and other tools and safeguard systems
in use in existing market-based mechanisms to
promote sustainable development with a view to
developing similar tools for the mechanism by the
end of 2023”.

The implementation of internal processes, the
development of the regulatory framework and
the establishment of the institutions involved in
Article 6 processes, require the development of
administrative and technical capabilities and the
allocation of resources. Countries should ensure
that the benefits of participation overcome these
costs. Some countries establish administrative
fees for ITMO transfers, or for approval and/

or authorizations to cover operational costs of
an Article 6 unit, within the government, that
administers project authorizations, tracks ITMOs
and conducts corresponding adjustments.
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A new and different role for developing
countries

Article 6 of the Paris Agreement has changed

the rules of the game for international carbon
markets. The bottom-up approach of Article 6
means that a host country (transferring country)
has more responsibilities compared to their role
under the Kyoto Protocol. The transferring country
becomes responsible for authorizing the transfer of
mitigation outcomes that cannot be simultaneously
used towards the country’s NDCs, by applying
corresponding adjustments.

Countries can build on their previous experience
with carbon crediting mechanisms when
implementing Article 6.2 or Article 6.4. Many
developing countries have experience with the
CDM and, in some cases, in the voluntary carbon
market. Developed countries may also have
experience of Joint Implementation, a bilateral
carbon crediting mechanism applied in countries
with quantified emission limitation or reduction
commitments. Some developing countries also
have experience from the Japanese Joint Crediting
Mechanism (JCM). Until recently, the Japanese JCM
operated outside the UNFCCC, but with the start of
NDC implementation may be subject to guidance
under Article 6 if the Government of Japan and
participating Parties decide to voluntarily use
Article 6.2 accounting rules for the implementation
of JCM activities.

Under the Kyoto Protocol, developing countries
participated in the international carbon market as
hosts for CDM projects without having targets of
their own. Now, developing countries have targets
in the form of their NDCs and can participate

as Parties transferring or receiving mitigation
outcomes. Importantly, the bottom-up approach
also means that developing countries must ensure
that participation in cooperative approaches,
whether through Article 6.2 or 6.4, does not result
in difficulty in reaching their NDC targets.
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Under the CDM, the host country’s Designated
National Authority issued a Letter of Approval

for project or programme activities, including an
authorization of the participants. As host countries
had no quantitative commitments under the

Kyoto Protocol, the approval of CDM activities
typically only meant confirming that participation
was voluntary and contributed domestically to
sustainable development. There was no compliance
risk for the host country. Hence, most countries
were willing to deliver Letters of Approval without
implementing robust approval processes.

Assessing the activity’s contribution to sustainable
development will remain important but will not

be the only aspect to consider. Countries are
expected to report to the UNFCCC ex-post on how
mitigation actions contribute to the NDCs of host
and partner countries, and how they are consistent
with sustainable development and environmental
integrity requirements. Countries will also have to
regulate Article 6 implementation domestically,

not only by adopting procedural rules, but also by
defining processes for assessment of mitigation
actions in relation to national climate plans. For
example, countries will need to ensure that Article
6 activities contribute to the implementation of the
NDCs of host and partner countries,® are in line
with their national climate policies and development
priorities, and are integrated into their national
transparency systems.

Authorizing the international transfer of mitigation
outcomes may have a greater impact for host
countries, as the transferred emission reductions
may have contributed to achieving their NDCs. This
is referred to as an opportunity cost for transferring
countries.®

A further example relates to corresponding
adjustments: if a country agrees to export ITMOs
representing mitigation actions with low marginal
abatement costs, it could result in a higher overall
opportunity cost of meeting their NDC obligations.

In other words, the country may require a more
costly abatement action in the next NDC, compared
to the action that would have been needed without
the ITMO transfer.

In the worst-case scenario, the opportunity cost
related to corresponding adjustments could
create perverse incentives for countries to set
less ambitious targets, for example by inflating the
‘business as usual’ reference scenario, making it
less ‘costly’ to authorize the export of ITMOs.

One way to ensure that the host country does not
need to take on more costly abatement actions
to achieve its NDC is to define a conditional part
of the NDC. This is observed in contemporary
examples of international cooperation: Ghana, for
example, engages in international cooperation

to help achieve part of the conditional portion

of its NDC. Through Article 6.2 activities and its
agreement with Switzerland, Ghana aims to mitigate
a total of 64 million tonnes of carbon dioxide
equivalent (MtCO2eq) by 2030 from 2021, with
an unconditional target of 24.6 MtCO2eq and a
conditional target of 39.4 MtCO2eq. To achieve
this, Ghana considers that its Article 6.2 activities
are supporting the achievement of its conditional
NDCs, by targeting ITMO-generating activities
that are included in its conditional component.
Ghana then aims to keep a percentage of the
units generated through its Article 6 activities for
the achievement of its conditional component,
therefore raising its overall ambition.

BOX 41

Double counting

Double counting of emission reduction units
from international market mechanisms risks
discrepancies between actual and reported
global emissions. In practice, double counting

30. For instance, Decision 2/CMA.3, Annex, paragraph 22 (a) states that the cooperative approach should contribute to the mitigation

of GHGs and the implementation of a country’s NDC. However, how the participation in the cooperative should contribute to the
implementation of the NDC is not specified. The provision for Article 6.4, decision 3/CMA.3, Annex, paragraph 40 (c) is more specific and
states: “how the activity relates to the implementation of its NDC and how the expected emission reductions or removals contribute to the

host Party’s NDC, and the purposes referred to in Article 6, paragraph 1.

31. Opportunity cost is the value of what is lost when choosing between two or more options.



may overstate efforts undertaken by
countries to curb global emissions and
overstate the level of achievement of their
NDCs. Double counting may occur where the
mitigation outcomes (i.e., units of emission
reduction or removal that are authorized

and transferred), are counted towards

the achievement of the NDCs of both the
transferring country and the acquiring
country.

Robust accounting is consequently one of the
key provisions in Article 6. Parties “shall apply
robust accounting to ensure, inter alia, the
avoidance of double counting”. The primary
methods for avoiding double counting are the
requirement for corresponding adjustments
and the requirement to track ITMOs.
Transparent information on mechanisms and
credited activities, as well as international
oversight (e.g., initial and periodical reviews) of
the issuance and accounting of units, are key
to effectively detecting any double counting
of units or inconsistencies in unit information
from the originating and acquiring countries.3?

There are generally four types of double
counting:

= Double issuance occurs when the issuance
of more than one unit represents the same
emission reduction or removal. Double
issuance will result in double counting of
emission reductions when units are counted
towards mitigation pledges.

* Double claiming occurs when the same
emission reductions are counted twice
towards attaining mitigation pledges, both
by the country/jurisdiction/entity where the
reductions occurred, and by the acquiring
country/jurisdiction/entity using the units
issued for these reductions.
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* Double use or double selling occurs when
one issued unit is used twice to attain
mitigation pledges, either by the same
country or by two different countries.
Double use or double selling may happen
if a unit is duplicated in a registry or if it has
been transferred more than once to another
Party. Additionally, it can also occur when
a Party uses the same unit for achieving
a mitigation pledge for multiple different
years.

* Double purpose will occur when units
are used for both achieving a mitigation
objective, as well as the financial or
technology transfers which may be
implemented through a variety of
mechanisms. While double purpose does
not affect overall GHG emissions, it is a
worry for countries as many mitigation
objectives set by developing countries
may be conditional on support by the
acquiring Party. This risk has called for
methods to attribute emission reductions
to the different sources involved in blended
finance.®®

Guidance and initial steps for the use of
Article 6

Participation in Article 6 requires a strategy for
attracting and utilizing climate finance and a robust
governance framework. The governance framework
must be firmly grounded in the country’s national
climate and development objectives. In particular,
operationalization will take the form of policy,
legislation and institutional arrangements. These
elements will be cohesive with the implementation
of other national policies and with United Nations
Framework Convention on Climate Change
(UNFCCC) requirements.

32. World Bank, MAAP ITR Tool: assessment of a country’s International Transfer Readiness under Article 6 of the Paris Agreement — Tool
Guidance Document. World Bank Group (2021).

33. See, for instance: Randall Spalding-Fecher and others, “Attribution: A practical guide to navigating the blending of climate finance
and carbon markets”, Carbon Limits (2021). Available at: http://www.carbonlimits.no/wp-content/uploads/2021/10/Attribution-Report-final-
version-211026.pdf (accessed 3 April 2023).
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In a model of best practice, countries should first
decide on objectives — for instance, to mobilize
international climate finance to the domestic
private sector, or to facilitate the diffusion of high-
cost abatement technologies. Subsequently, the

country should develop a strategy for participation.

This should involve the country identifying the
most suitable approach(es) for participation. As

a third step, the country should then develop the
regulatory and institutional frameworks necessary
for operationalization, as shown in Figure 4.1.
These three steps may overlap, as real-world

FIGURE 4.1

policymaking and implementation are often not
linear processes.

Experience from the Kyoto Protocol mechanisms,
in particular the Clean Development Mechanism
(CDM) and Joint Implementation, offer valuable
insight into the future operationalization of market
approaches under the Paris Agreement. These
insights offer practical lessons to countries when
deciding their participation in Article 6. Box 4.1
summarizes some of the lessons learned from the
Kyoto protocol mechanisms.

Initial steps for making Article 6 participation decisions
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BOX 4.2

The Kyoto Protocol Mechanisms

The Kyoto Protocol defined three flexible
mechanisms:

= International Emissions Trading (IET) —-
enabled countries to trade units to comply
with Kyoto Protocol targets

= Joint Implementation (JI) — a baseline-
and-crediting mechanism for activities
implemented in countries with emission
reduction or limitation commitments to earn
emission reduction units (ERUs)

= The Clean Development Mechanism
(CDM) - enabled the issuance of carbon
credits from developing countries for
the compliance purposes of developed
countries.

Joint Implementation provides an interesting
parallel to the Paris Agreement because it was
a baseline-and-crediting mechanism set to
operate between countries with quantitative
emission reduction or stabilization targets. This
included:

= Track 1: host countries could largely
establish their own rules for approving
projects and issuing ERUs. This shares
characteristics with Article 6.2. Article 6.2
and Track 1 are similar in that all countries
have targets under the Paris Agreement,
which in many cases introduce a national
commitment for the entire economy or
for the sectors covered by the NDCs. As
with JI (or IET) there is an incentive for the
host country to ensure that the mitigation
outcome transferred does not affect the host
country’s ability to achieve its own NDCs.
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Track 2: the Joint Implementation
Supervisory Committee reviewed the
projects and requested for ERU issuance as
well as accredited JI third party entities. This
centralized option shares characteristics
with Article 6.4.

Host countries could select tracks based on
the extent to which they fulfilled the eligibility
criteria for international emissions trading.

Countries mainly used Track 1 during the two
commitment periods (2008-2012, 2013-
2020); Track 1 totalled 597 projects, while there
were 51 Track 2 projects. This suggests that
the main lessons learned will be collected from
Track 1, offering insight for use of Article 6.2,
considering the similar characteristics of the
two approaches.

In the first commitment period of the Kyoto
Protocol (2008-2012), several countries had
emissions targets well above their business-
as-usual emissions, resulting in a large
number of Assigned Amount Units (AAUs;

a unit representing an emission allowance

of greenhouse gas) surpluses. This was due
to the use of 1990 as a base year/business-
as-usual level for target setting. In 1990,
several countries that were part of the Soviet
Union had a peak in economic activity, and
subsequently peak emissions. This was
followed by a restructuring of the economy,
in particular a shift away from heavy industry,
following the collapse of the Soviet Union

in 1991. As above, this created a surplus of
AAUSs. Analysis shows that under JI Track 1,
host countries could issue ERUs, applying a
lax approach to ensuring that the ERUs issued
were additional (i.e., the transfer of ERUs did
not jeopardize achieving compliance with the
Kyoto Protocol target).
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Selecting an approach under Article 6

National objectives and institutional capacity for
using Article 6 will determine the decision to work
mainly with either the cooperative approaches
under Article 6.2, the Article 6.4 mechanism, or the
non-market approaches under Article 6.8. Figure
4.2 outlines the three approaches under Article 6.

There are advantages and disadvantages to each
approach, and decisions for one approach will have
consequences for alternative approaches under the
framework. For example, a country that chooses to
work with non-market approaches does not need

to make significant efforts towards participating,
such as being requested to perform corresponding
adjustments and establish a registry. However, it may
lose the opportunity to benefit from the additional
financing that a market approach can provide.

In contrast, if a country opts for a market approach,
it may need to consider the factors explored below:

For countries with limited resources and capacity,
the possibility of using the Article 6.4 mechanism
can reduce the demand for government

capacity to create the regulatory framework for
monitoring, reporting and verification related to
the activity cycle, as it establishes a mechanism
with centralized oversight. One advantage of
using Article 6.4 is that the credits generated are
internationally recognized and rules regarding
methodologies and processes are likely to be more
detailed.®* As a result, Article 6.4 may be more
attractive to Parties that anticipate stimulating
broad offset trading on open markets (as opposed
to offset trading under a specific cooperation
mechanism), and see a potential to maximize
revenue gains by obtaining a UNFCCC stamp on
mitigation outcomes authorized for export in the
carbon markets.

34. Aki Kachi and others, “Considerations for Article 6 engagement: The host country perspective”, New Climate Institute/German
Environment Agency (2020). Available at: https:/newclimate.org/sites/default/files/2020/11/NewClimate Article6 Engagement

HostCountryPerspective Nov2020.pdf (accessed 4 April 2023).

FIGURE 4.2

Decision tree for approaches under Article 6
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Article 6.2 provides for decentralized cooperative
approaches between countries based on bilateral
or multilateral agreements and has the potential
for more direct public sector involvement. It also
provides more flexibility and was initially seen

by some as a key instrument for government-to-

government cooperation, resulting in sectoral-
level and policy-crediting approaches (i.e.,
generating ITMOs as a result of the implementation
of a policy). While this has yet to be realized,
cooperative approaches are in their infancy and
these instances may develop. Countries may

TABLE 4.1

Advantages and Disadvantages of Article 6.2 and Article 6.4 approaches

Institutional demands = More competencies
required for host Parties

Fewer competencies required
for host Parties

Fungibility®® and
standardization

Potential for more tailored
actions to meet local needs
Closer bilateral cooperation
with partner country

May lead to a fragmented
market without universal
recognition of units

Less fungible, with multiple
standards

International
standardization and
recognition

Centralized proceedings
with clear responsibilities
and support from UNFCCC
More likely to be fungible

Transparency and oversight

Less international oversight
No centralized registry

More detailed uniform
established rules regarding
methodologies, process,
MRV, cancellation, etc.
More international oversight
through multilateral body
Centralized registry

Overall Mitigation of Global
Greenhouse Gas (GHG)
Emissions and Share of
Proceeds

No mandatory set aside for
Overall Mitigation of Global
GHG Emissions or Share of
Proceeds for adaptation

Set aside for Overall
Mitigation of Global GHG
Emissions and Share of
Proceeds for adaptation,
which reduces available
mitigation outcomes for
both seller and buyer

Source: Aki Kachi and others, “Considerations for Article 6 engagement: The host country perspective”, New Climate Institute/German
Environment Agency (2020). Available at: https:/newclimate.org/sites/default/files/2020/11/NewClimate Article6 Engagement
HostCountryPerspective Nov2020.pdf (accessed 4 April 2023).

35. Fungibility is the ability of a assets/commodities/goods to be interchanged with other individual assets/commodities/goods of the
same type.
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choose to engage in activities either under Article
6.2, Article 6.4, Article 6.8, or any combination of
the three. For example, for market participation, a
country may want to use a bilateral approach for
government-to-government transactions of ITMOs,
while engaging in Article 6.4 with a view to further
promote private sector engagement.

Table 4.1 summarizes the advantages and
disadvantages of participation in the two market
approaches, Article 6.2 and Article 6.4.

The role of the private sector in market
approaches

The market-based instruments under Article 6 aim
to facilitate cooperation between countries and
incentivize actions by the private sector. Building
on the experience from the CDM, the Article 6.4
mechanism is typically seen as an instrument for
mobilizing private sector investments in mitigation
activities. However, cooperative approaches under
Article 6.2 may also be designed so that the private
sector is directly targeted.

How to engage the private sector is a key policy
consideration for countries. The start of the NDC
implementation period marks the deadline for
the private sector to apply for carbon crediting,
either through the CDM or through independent
standards on the voluntary market, with

limited guidance or regulation by host country
governments. As outlined in Chapter 4 (A New
and Different Role for Developing Countries), the
involvement of the host country in guiding and
regulating the private sector is now different than
during the CDM period. The host country must
now take a more active role in determining the
parameters for private sector involvement — for
example, specifying the sectors and types of
actions the private sector can undertake under
Article 6 — and sufficiently consult the private
sector.

36. Decision 2/CMA 3, Annex, paragraph 4.

The private sector must understand the parameters
and rules for their involvement. The process of
incentivizing the private sector would benefit from
clear policies and rules regarding which sectors
and mitigation actions the country prioritizes for
Article 6. At the same time, the “market search
function” of the private sector can be useful for
identifying additional mitigation technologies

and approaches. The experience and resources
accrued through investment in the CDM by the
private sector, including the development of
methodological approaches and project operation,
are invaluable.

Participation requirements under Articles
6.2 and 6.4

The minimum requirements for participation, set
forth by the guidance for Article 6.2,3¢ include that
the country:

= is a Party to the Paris Agreement

= has prepared, communicated and is
maintaining its NDCs in accordance with
Article 4, paragraph 2

= has arrangements in place for authorizing
the use of ITMOs towards the achievement
of NDCs

= has arrangements in place that are
consistent with this guidance and relevant
decisions of the CMA, for tracking ITMOs

= has provided the most recent national
inventory report required in accordance
with decision 18/CMA1

= participates in a way that contributes to the
implementation of its NDCs and long-term
low-emission development strategy, if it has
submitted one, and the long-term goals of
the Paris Agreement.



For Article 6.4, the country must fulfil additional
requirements before it can participate in the
mechanism. The country must:¥’

= Designate a national authority for the
mechanism and communicate that
designation to the secretariat

= Indicate publicly to the Supervisory Body
how its participation in the mechanism
contributes to sustainable development

= Indicate pubilicly to the Supervisory Body
the types of Article 6.4, activity that it would
consider and how such types of activity
and associated emission reductions would
contribute to the achievement of its NDCs,
to its long-term low greenhouse gas (GHG)
emissions development strategy (if it has
submitted one) and to the long-term goals
of the Paris Agreement.

Regulatory and institutional frameworks

Regardless of whether a Party chooses to
participate in cooperative approaches under Article
6.2 or use the new mechanism under Article 6.4,
the Party will have a range of responsibilities that
will require the establishment of both capacity

and resources to enable engagement, and define

a regulatory framework that supports decision
making.

The regulatory framework formalizes multiple
elements under Article 6. These regulatory
arrangements define the governance structure,
and the remit of the agencies or government
institutions that will be responsible for the day-
to-day operations of Article 6 activities. In the
case of market approaches in Articles 6.2 and 6.4,
regulations should also define the legally binding
process for participation decisions, approvals
and authorizations, international transfers,

37. Decision 3/CMA.3, Annex, paragraph 26.
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corresponding adjustments and dispute resolution.

The institutional arrangements should define
responsibilities and authorities for processes under
Article 6. For countries that engage in Article 6,

an elaborated institutional framework and existing
technical capabilities must be able to evaluate and
approve or reject Article 6 activities proposals,
keep track of emission reduction transfers in a
registry, and reconcile transfers with the inventory
and NDC target to demonstrate NDC achievement.

Under Article 6.2, Parties engaging in cooperative
approaches need assurance that the proper
institutional frameworks are in place to ensure

the robustness of the international transfer
process. Previous experience with the CDM, Joint
Implementation, or other mechanisms may help to
form a basis for Article 6 readiness but will likely
not be sufficient for national engagement in Article
6. Governance should include the national process
for issuing units, including ensuring their quality,
as well as the design and cooperative approach for
the transfer of ITMOs.

The appropriate institutional framework will be
specific to each country and will likely need to fit
into existing authority structures. An important
function of a host country’s institutional framework
under Article 6 will be the ability to manage,
organize and deliberate between a large number
of stakeholders and government bodies that

are responsible for various aspects of Article 6
participation and NDC achievement.

The institutional framework for market-oriented
approaches (Articles 6.2 and 6.4) could include:

= A high-level, cross-cutting body
responsible for oversight and
coordination of Article 6 participation.
As the international transfer of mitigation
outcomes affects NDC targets, it can
be useful to have overall coordination
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of Article 6 participation in an inter-
ministerial (or similar) body that oversees
NDC implementation. Alongside central
government representation, such a body
may also include representatives of local
governments, civil society and indigenous
peoples potentially affected by Article 6
activities.

= Atechnical Article 6 team, responsible
for the day-to-day operation of Article 6

related processes, including, among others:

°  Assessment and approval of project
proposals

Coordination of private sector
participation

Coordination of the validation of
Article 6 activities, when required, and
verification of emissions reduction

°  Authorization of activities, participants
and ITMO transfers

Management of an Article 6 activities
registry and tracking of ITMOs

Making corresponding adjustments
and managing the emissions/indicator
balance.

This technical unit may also need to coordinate
with the unit reporting to the UNFCCC, ensuring
that Article 6 information (regular and annual) is
integrated into the Biennial Transparency Report
(see Chapter 2).

National processes for Articles 6.2 and
6.4

In addition to the participation requirements,
cooperative approaches under both Article 6.2
and Article 6.4 will require government participants
to meet requirements to establish both capacity
and resources to enable engagement. These
requirements may include processes related to:

= Requirements for eligibility, guiding
the development of mitigation activities
ensuring that these are in line with national
objectives. For Article 6.2, this may be
developed in collaboration with a bilateral
partner. For the Article 6.4 mechanism, a
country can choose to apply the eligibility
criteria for project and programme activities
established by the Supervisory Body but
can also impose additional national criteria
on mitigation activities.

= Evaluation of Article 6 activity proposals,
in line with the defined eligibility criteria,
ensuring that these lead to mitigation
outcomes that are real, verifiable and
additional to the commitments on the
(unconditional) NDC. This evaluation may
include an independent validation and
approval (also called preauthorization).

= Verification, including requirements on
implementing entities for measurement,
reporting and verification of mitigation
activities and the identification of eligible
verification entities.

= Authorization of cooperative approaches,
participating entities and mitigation
outcome transfers once issued.

= Integration of Article 6 reporting and
accounting in the national system for
UNFCCC reporting.



= Initial registration of approved Article
6 activities, results of its assessment
and verification, and issuance of ITMOs
and transfers. In accordance with the
participation requirements, a country would
need to ensure that the infrastructure to
track ITMOs is in place. Tracking ITMOs in
a registry is necessary to comply with the
requirements for robust accounting and
avoidance of double counting (see Chapter
5).38 For participation in activities under
the Article 6.4 mechanism, participants will
have access to an international registry (the
“mechanism registry”) under development
by the UNFCCC Secretariat. Countries
participating in Article 6.2 have the option
of using an international registry (such as
the registry established by UNFCCC).

These processes must be adapted to the
requirements of the country that is engaging in
Article 6. The processes are unique to the national
legislative environment, and therefore will vary by
country depending on the government entities
that are responsible for climate change efforts
nationally. Processes will also be influenced by
factors such as an objective to use international
carbon markets, or cooperative approaches that
may be outlined in the NDCs. Policymakers will
craft these processes, which will include technical
procedures that are necessary for the functioning
of Article 6. They should expect to dedicate
resources to drafting, revising and obtaining
approval and final operationalization.

The development of these processes should

also be underpinned by public and stakeholder
consultations, which will ensure that informed and
consolidated choices are made. This is particularly
important because mitigation outcomes under the
NDCs are public goods, and their international
transfer would require a strong legal mandate

38. Decision 2/CMA.3, Annex, paragraph 29.
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BOX 4.3

The importance of stakeholder consultations
and engagement

Winning support through active engagement
and robust consultation with stakeholders
increases the likelihood that mitigation

efforts (including Article 6 activities) will be
successful. Stakeholders include, among
others, sectoral organizations, the private
sector, project developers, indigenous
communities and groups of the society

that may be affected by Article 6 activities
implementation. Successful consultation starts
with the identification and mapping of relevant
stakeholders.

Consultation prior to implementation

provides an opportunity to identify

potential risks, impacts, opportunities and
mitigation measures. Throughout the project
implementation, project implementers and
stakeholders should continue the consultation
process to identify and control risks, prevent
adverse environmental and social impacts,
and improve project design and outcomes.
This will help to reduce the risk of costly
delays or the need to interrupt and reverse
implementation activities. The host country’s
government must also ensure that affected
stakeholders have access to grievance
mechanisms. ICAT has developed a guide that
can support the government in conducting
stakeholder processes relating to Article 6.3°

While Article 6 projects are focused mainly on
GHG mitigation, they should also contribute to
the United Nations Sustainable Development
Goals. Social impact assessments should

be undertaken according to international

best practices, and should be considered

39. Initiative for Climate Action Transparency, “Stakeholder Participation Guide: Supporting stakeholder participation in design,
implementation and assessment of policies and actions”, Durbin, J.C. and Vincent, S. (Eds), ICAT, Climate, Community & Biodiversity
Alliance and Verra, Washington (2019). Available at: https:/climateactiontransparency.org/icat-guidance/stakeholder-participation/

(accessed 4 April 2023).
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in the design and implementation of Key Messages

mitigation activities. Ongoing consultation

can strengthen social impact assessments. *  Participation in Article 6 requires a
The ICAT guide for assessing sustainable national strategy for attracting and
development impacts®, as well as the utilizing climate finance and a robust
forthcoming ICAT toolkit for assessing governance framework.

transformational impacts (to be published in
early 2024), can be useful for any country
and its stakeholders in monitoring and
understanding the impacts of an Article 6
activity.

= A country may choose to engage in
market or non-market approaches.
There are benefits and risks related to
each approach

*  While international cooperation is
highly desirable to strive for higher
ambition, when involving international
transfers, Parties should carefully
assess the form and condition of
participation as mitigation outcomes
generated may be needed for
achieving their own targets. Hence,
the authorization of transfer of
mitigation outcomes out of the
country becomes a key process for
participating in Article 6.2 and Article
6.4.

= International transfers of mitigation
outcomes require robust accounting
and corresponding adjustments
among involved Parties to prevent
double counting.

= For participation in activities that
include ITMOs, Article 6.2 guidance
outlines participation, reporting
and accounting requirements.
These requirements also apply to
participation in activities under Article
6.4 involving ITMOs.

* A country needs to have a process for
the authorization of the use of ITMOs,

40. Initiative for Climate Action Transparency, “Sustainable Development Methodology: Assessing the environmental, social and economic
impacts of polices and actions”, D. Rich, R. Song and K.H. Olsen (Eds), Washington D.C.: World Resources Institute; Copenhagen: UNEP
DTU Partnership (2019). Available at: https://climateactiontransparency.org/our-work/icat-toolbox/assessment-guides/sustainable-
development-2/ (accessed 4 April 2023).




an infrastructure for the tracking of
ITMOs, and a process for evaluating
Article 6 participation in light of the
progress towards achieving NDCs.

= Stakeholder consultation is key to
ensure the success of mitigation
efforts, particularly among sectoral
organizations, the private sector,
project developers, indigenous
communities and groups of the
society that may be affected by
Article 6 implementation, among
others.

© UNOPS/ Jason Florio




5 Transparency in the Paris Agreement

Carbon Markets

This chapter examines the reporting and
accounting requirements under Article 6 and
elaborates on how those are integrated with the
reporting, tracking and accounting provisions
under the Enhanced Transparency Framework
(ETF). This chapter also discusses regular
reporting, tracking of progress, and alignment of
mitigation activities under nationally determined
contributions (NDCs) with Article 6.

This chapter largely focuses on the requirements
of Article 6.2 of the Paris Agreement, which has the
greatest impacts on the reporting and accounting
process under the ETF. Some aspects outlined in
this chapter also apply to Article 6.4, specifically
those related to internationally transferred
mitigation outcomes (ITMOs).

Transparency and the enhanced
transparency framework

Transparency plays a key role in ensuring
environmental integrity in the Paris Agreement. As
highlighted in Chapter 2, Article 13 introduces the
ETF with an overarching objective to “build mutual
trust and confidence and to promote effective
implementation”.#

The ETF serves two main purposes. Firstly,
transparency of action is intended to provide a
clear understanding of actions that contribute to
achieving the objective of the Paris Agreement.
This includes tracking the progress of NDCs

41. Paris Agreement, Article 13, paragraph 1.

42. Paris Agreement, Article 13, paragraph 5 and 6.

submitted under Article 4, and Parties’ adaptation
actions under Article 7 Transparency in these areas
will inform the global stocktake under Article 14.
Secondly, transparency of support is intended

to provide clarity on the support received and
provided by countries.

Transparency covers Article 4 (NDCs), Article
7 (adaptation), Article 9 (finance), Article 10
(technology transfer) and Article 11 (capacity-
building) of the Paris Agreement and will also
inform the global stocktake.*

The ETF requirements are based on a quarter of

a century of experience of similar transparency
framework processes. The reporting requirements
under the ETF are the same for all Parties. This is
different to previous reporting requirements, which
differentiated between United Nations Framework
Convention on Climate Change (UNFCCC) Annex |
Parties and non-Annex | Parties, as a core element
of implementation. While the Paris Agreement
does not differentiate reporting requirements by
countries’ level of development, the Agreement in
general and the ETF consider the differences in
Parties’ capacity by offering appropriate flexibility.
The objective of the ETF is to support and facilitate
Parties.

Key elements of the enhanced
transparency framework

The ETF consists of three main elements: reporting,
a technical expert review, and a facilitative,
multilateral consideration of progress.



Reporting. All countries must report regularly on:
a national greenhouse gas inventory

= information necessary to track progress
made in implementing and achieving
NDCs.®®

In addition, developed countries must present
information regarding the support provided and
mobilized to developing countries on finance,
capacity-building and technology transfer.#4
Developing countries should (a weaker requirement
than shall) present information on support needed
and received.*® A similar provision is made for
adaptation information; this should be reported as
appropriate.*®

The main reporting document is the Biennial
Transparency Report (BTR) (see Box 5.1). The
greenhouse gas (GHG) inventory report may be
part of this report or submitted as a stand-alone
document. The first BTR is due by the end of 2024,
and following BTRs have to be submitted every
second year.

National GHG inventory reports have been
submitted annually by developed countries since
1996 (decision 3/CP.). Developing countries have
done so less frequently in conjunction with the
National Communications, and more recently the
Biennial Update Reports. The ETF significantly
increases the requirements for developing
countries with the condition that all countries shall
regularly provide a national GHG inventory report.#’

Technical review. The technical expert review

will review the consistency of the information
submitted in the Biennial Transparency Reports,
consider the Party’s implementation and
achievement of its NDC, consider support provided
by the Party, identify areas of improvement

43. Paris Agreement, Article 13, paragraph 7.
44. Paris Agreement, Article 13, paragraph 9.
45. Paris Agreement, Article 13, paragraph 10.
46. Paris Agreement, Article 13, paragraph 10.
47. Decision 18/CMA.1, Annex, paragraph 57.

48. Decision 18/CMA.1, Annex, paragraph 146.
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related to implementation, and assist in identifying
capacity-building needs for developing countries.*®
The review shall not be intrusive or punitive but will
respect national sovereignty and build countries’
capacity over time, helping them to identify
information gaps and capacity-building needs.

The facilitative, multilateral consideration of
progress. This allows countries to inform the
international community about their activities under
Article 6 and share best practices and experiences.

BOX 51

Content of the Biennial Transparency Report (BTR)

The Modalities, Procedures and Guidelines of
the ETF specify the content of the BTR and
cover detailed guidelines on:

National circumstances and institutional
arrangements

= National inventory report

Description of the NDC and any updates;
with the need to include information on
target and description, target year or
period, reference point (base year), scope
and coverage, and use of cooperative
approaches

Information necessary to track progress
made in implementing and achieving the
NDC; mitigation policies and measures,
including those with mitigation co-benefits
resulting from adaptation actions

* Information related to climate change
impacts and adaptation
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= Information on financial support,
technology development and transfer as
well as capacity building support needed
and received or provided and mobilized

encouragement and suggestions to a country

on how to improve adherence to the reporting
requirements. This presents countries with

an opportunity to learn from the approaches,
successes and failures of other countries. The
process can also assist stakeholders to understand
a country’s efforts, challenges and progress and

= How flexibility options are chosen, relevant
capacity constraints and improvement

timeframes. o . .
facilitate the formulation of the country’s capacity-
| building needs. The technical expert review and the
facilitative, multilateral consideration of progress
The current international assessments and review, also contribute to the global stocktake.

and the international consultation and analysis
process, will be replaced by the technical expert
review and the facilitative, multilateral consideration
of progress. Taken together, the technical expert
review and the facilitative multilateral consideration
of progress will produce recommendations,

The ETF offers flexibility to countries who have

a limited reporting capacity (Article 13.2). Least
developed countries and small island developing
states can submit the required reports “at their
discretion” (decision 18/CMA.1, paragraph 4)
while developing countries can invoke “flexibility”

FIGURE 5.1

National transparency components and their integration in the international transparency process
for Article 6.2
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(decision 18/CMA.1. Annex. Section C.), depending
on their needs. The need for flexibility is self-
determined and can be applied to the scope,
frequency and level of detail of reporting. As an
example, countries shall submit GHG inventory
reports no later than two years after the reported
year, but those countries that need flexibility due
to limited reporting capacity may do so three
years after the reported year (decision 18/CMA1,
paragraph 58). However, the Party shall also assess
and explain its plan to improve the situation in their
BTR.

Reporting on Article 6 through the ETF

The ETF and Article 6 are linked through two of
the main reporting areas of the Paris Agreement:

FIGURE 5.2

the national GHG inventory report and the tracking
of progress towards achieving the NDC targets.
The link through the NDCs is key since the NDCs
are the main operational instrument of the Paris

Agreement.

For this purpose, Parties should implement an
overarching framework for enhanced transparency,
including, but not limited to, defining key indicators
for tracking process towards NDC achievement
and processes for monitoring, reporting and
verification of mitigation outcomes at various

levels (national, sectoral and activity level). This
national transparency framework must incorporate
reporting and accounting requirements related to

Article 6.

Figure 5.1 shows how national-level transparency
components feed into the reporting and

Reporting Process for Article 6.2

Article 6
. . Technical
Parties —» Secretariat —»
Expert
Review
a. Intial Report Consistency An Article
check: 6 technical
b. Annual B&C review
Information expert shall
(registry) review the
information
c. Regular submmited
Information under A & C
(in BTR)

Article 13
Technical
Expert
Review

An Article 6
technical expert
review team
shall forward

its reports for
consideration
by the technical
expert review
of information
submitted
under article 13,
paragraphs 7
and 9.

y

Facilitative,
multilateral
consideration
of progress.

Article 6
Database

Recording of
corresponding
adjustments
and emissions
balances and
information on
1st transferred
ITMOs, acquired,
held, cancelled,
and/or used by
participating
parties.

Centralized
accounting
and reporting
platform

Maintain public
information on
ITMOs

Maintain links
to the pubilicly
availiable
information
submitted

by parties on
cooperative
approaches

Annual report
to the CMA



39 Guide on voluntary cooperation and its integration into the Enhanced Transparency Framework

transparency provisions of Article 6.2 of the Paris
Agreement and how they relate to different steps of
participating in activities under Article 6.2. This is
also applicable to Article 6.4 — international transfer
of Article 6.4 emission reductions are subject to
Article 6.2 guidance.

As outlined in Chapter 2, the Article 6.2 guidance*®
introduces transparency requirements for Parties
participating in cooperative approaches: an Initial
Report, annual information to be submitted to

the Article 6 Database, and regular information

to be included in the BTR. In general, Parties
participating in Article 6.2, and Article 6.4 where
international transfers of Article 6.4 emission
reductions are subject to Article 6.2 guidance, must
report on the following:

= Their compliance with the cooperative
approach participation requirements

Their process for the application of
corresponding adjustments

* Information and details on the cooperative
approaches taken by the Party

Data on the transfer and authorization of
ITMOs.

In addition, the modalities, procedures and
guidelines of the ETF require Parties to report

in the BTR how each cooperative approach
promotes sustainable development; and ensures
environmental integrity and transparency, including
in governance; and applies robust accounting

to ensure inter alia the avoidance of double
counting.®°

As shown in Figure 5.2, the information submitted
by the participating Parties on a cooperative
approach will be reviewed by an Article 6 technical
expert review team, which will then prepare a
report on its review with recommendations to the

-
49. Decision 2/CMA.3

50. Decision 18/CMA.1, paragraph 77d

51. Decision 3/CMA.3, Annex, paragraphs 43-33.

52. Decision 2/CMA.3, Annex, paragraph 18.

53. Decision 2/CMA.3, Annex, paragraph 16.

54. Decision 2/CMA.3, Annex, Section A, paragraph 19.

participating Party on how to improve consistency
with the guidance and relevant decisions of the
CMA, including on how to address inconsistencies
in quantified information. The Article 6 technical
expert review team shall submit its reports to

the Technical Expert Review under the ETF for
consideration. These reports are required to be
made publicly available on the future centralized
accounting and recording platform.

Initial report

The annex to Decision 2/CMA.3, paragraph 18 (a),
requires that a country that plans to participate

in a cooperative approach fulfils the established
participation responsibilities. Article 6.4 is subject
to this guidance® and is a case of a cooperative
approach resulting in ITMOs when Article 6.4
emission reductions are internationally transferred.
A country should demonstrate that they meet

this requirement in their initial report, which

must be submitted “no later than the time of
providing or receiving authorization or initial first
transfer of ITMOs from a cooperative approach

or where practical, in conjunction with the next
due BTR for the period of NDC implementation.”s2
The authorization that is referred to here is

the authorization of the use of ITMOs for NDC
achievement or the use of ITMOs for other
international mitigation purposes.53

Decision 2/CMA.3 does not define a cooperative
approach beyond the transfer of ITMOs. This also
means that any country can engage in several
cooperative approaches. Cooperative approaches
are therefore defined by participating countries
and the characteristics of the approach can differ
significantly. Information provided in the initial
report is required for every cooperative approach;
a country must submit an updated initial report

if entering a new cooperation.’* In addition to
information that is specific to each cooperative
approach, this initial report should also include



general information related to the NDC.%® The
content required is summarized in Box 5.2.

BOX 5.2

Transparency in the Paris Agreement Carbon Markets

Content of the Initial Report

The initial report should comprise the
following information (detailed list in section
IV. A. Reporting. Initial Report in the annex to
decision 2/CMA.3):

a. Demonstrate that the participating Party
fulfils the participation responsibilities

b. Provide, where the participating Party has
not yet submitted a Biennial Transparency
Report, a description of the Party’s NDC

c. Communicate the ITMO metrics and
the method for applying corresponding
adjustments that will be applied
consistently throughout the period of NDC
implementation

d. Quantify the Party’s mitigation information
in its NDC in tonnes of carbon dioxide
equivalent (tCO2eq), including the sectors,
sources, GHGs and periods covered by the
NDC; the reference level of emissions and
removals for the relevant year or period, and
the target level for its NDC; or where this is
not possible, provide the methodology for
the quantification of the NDC in tCO2eq

e. Quantify the NDC, or the portion in the
relevant non-GHG indicator, in a non-GHG
metric determined by each participating
Party, if applicable

f. For a first, or first updated NDC consisting
of policies and measures that are not

55. Decision 2/CMA.3, Annex, paragraph 18.

40

quantified, quantify the emission level
resulting from the policies and measures
that are relevant to the implementation of
the cooperative approach

g. Provide, for each cooperative approach,
a copy of the authorization by the
participating Party, a description of the
approach, its duration, the expected
mitigation for each year of its duration,
and the participating Parties involved and
authorized entities

h. Describe how each cooperative approach
ensures environmental integrity

i. Describe how each cooperative approach
will minimize and, where possible, avoid
negative environmental, economic and
social impacts; how they respect, promote
and consider human rights, rights to health,
rights of vulnerable groups and gender
equality, among others; be consistent with
the sustainable development objectives of
the Party.

If the country has not yet submitted a BTR, the
initial report shall contain information on the NDC
(see (b) above). This makes it possible for the
country to update NDC information, including on its
intention to engage in cooperative approaches.

Regular reporting

Once a country has engaged in a cooperative
approach, it must report information on that
approach regularly. Paragraphs 21 and 22 of
Decision 2/CMA.3 (Annex) list the information
related to cooperative approaches that countries
participating in Article 6.2 must include in the BTR,
specifically:
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= How a Party is fulfilling the participation
responsibilities

= Updates to the information provided in its
initial report

= Authorizations for the use of ITMOs

= How the selected corresponding
adjustments ensure that double counting
is avoided, are representative of progress
towards implementation and achievement of
the country’s NDC, and do not lead to a net
increase in emissions

= How the country has ensured that the
selected ITMOs will not be further
transferred, further cancelled or otherwise
used

= How each cooperative approach in which
the country participates contributes to the
mitigation of GHGs and the implementation
of its NDC, and ensures environmental
integrity.

The last bullet highlights the critical need to tie
participation in cooperative approaches to the
progress of implementing and achieving the NDC.

The BTR shall, as best practice, also include
information to ensure that methodologies and
approaches for cooperative approaches applying
both GHG metrics and non-GHG metrics are
robust. Furthermore, information is required on
how negative impacts are avoided, considerations
of gender equality, human rights and rights of
indigenous peoples, local communities and
vulnerable people, and how the cooperative
approach contributes to sustainable development.
Relevant information can also be provided where
countries participating in the cooperative approach
have contributed resources to adaptation or to an
overall mitigation of global emissions.

Annual information

Countries must report annual information from
their registries electronically, using an agreed
format. The information shall feed into the Article 6
database,’® as described below.

The information to be reported annually includes:

= Annual information on authorization of
ITMOs and detailed information on any
transactions®” of ITMOs

= For each ITMO authorization:

°  Cooperative approach or other
international mitigation purpose
authorized by the Party

First transferring participating Party, as
well as any using participating Party or
authorized entity or entities.

Year of mitigation, sector(s) and activity
type(s)

Unique identifiers.

Paragraph 23 of the Annex to decision 2/CMA.3
describes how annual information related to
cooperative approaches is to be reported in the
structured summary of the BTR. This information
includes both the annual registry information

and a definition of the emissions balance (annual
anthropogenic emissions by sources and removals
by sinks covered by the NDC). See Chapter 6 for
more details on what needs to be reported.

National registries, Article 6 database
and the centralized accounting and
reporting platform

56. Decision 2/CMA.3, Annex, Section IV. B. Annual Information, paragraph 20.

57. For use towards achievement of NDCs, for other international mitigation purposes, first transfer, transfer, acquisition, holdings,
cancellation, voluntary cancellation, voluntary cancellation of mitigation outcomes or ITMOs towards overall mitigation in global emissions

and use towards NDCs



Tracking of ITMOs in a national registry is
necessary to comply with the requirements for
robust accounting and avoidance of double
counting. As described below, access to a registry
is necessary to track mitigation activities, including
their status, authorizations and transfers. Countries
can use information from their national registry for
their annual and periodic reporting.

The Article 6 database has been established to
record and compile the information submitted

by countries participating in Article 6 activities.
The data that countries provide to the database is
the same as the quantitative registry information
to be submitted annually, plus information on
cooperative approaches as reported in the

BTRs. The database will record corresponding
adjustments and emissions balances, and
information on ITMOs first transferred, transferred,
acquired, held, cancelled, and cancelled for overall
mitigation of global emissions (when relevant). The
database shall also enable the identification of
inconsistencies.®®

The UNFCCC Secretariat will also establish a
centralized accounting and reporting platform,
which will be integrated with the Article 6
database.?® This platform will host non-confidential
information submitted by countries and can also
contain links to publicly available information
submitted by countries. It provides an overview of
the role of national and international registries, the
Article 6 database, and the Article 6.4 registry (see
below) to provide a full view of the infrastructure
provided by the UNFCCC.

Registry for mitigation actions and
tracking ITMOs

Access to a registry is critical to track progress
on the implementation of climate actions and is
required for tracking ITMOs. For participation
in activities under the Article 6.4 mechanism,

Transparency in the Paris Agreement Carbon Markets 42

participants will have access to an international
registry (the “mechanism registry”) under
development by the UNFCCC Secretariat. In the
absence of centralized rules and systems for
Article 6.2, countries are discussing common
formats to document international transfers and
work together in one or several electronic tracking
systems.

Parties have several options for assuring
consistency in information on the international
transfers of units under decentralized governance:

= Use the international registry to be
implemented by the UNFCCC Secretariat
(when Parties do not have access to a
registry)

= Create their own registry with functions
according to the specifications set out in
the Article 6.2 guidance

= Adapt the functions of an existing crediting
mechanism’s registry to the specifications
set out in the Article 6.2 guidance

= Use aregistry system provided by
emerging initiatives® aimed at facilitating
collaboration among Parties.

The development of an implementation plan

and operational procedures, as well as technical
capacities, is important to ensure that stakeholders
and private sector entities are equipped to use
the registry. The Party should build a registry, or
prepare for access to an international registry,
that allows for the following aspects to be covered
through the lifecycle of transferable ITMOs -
from the registration of activities intended to be
transferred, to requests for authorization and the
tracking of units already transferred. The Article
6.2 guidance requires Parties to (among other
factors)®™:

58. Decision 2/CMA.3, Annex, Section IV. B. Annual Information, paragraph 32.

59. Decision 2/CMA.3, Annex, Section IV. B. Annual Information, paragraph 35-36.

60. E.g., the World Bank-led Climate Warehouse.

61. Decision 2/CMA.3, Annex, paragraph 29.
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Identify the mitigation activity intended to
result in the transfer of ITMOs (type and
sector of activity, geographic location,
vintages®? and authorized use)

Identify the entity responsible for
generating the ITMOs from the mitigation
activity

Verify that the mitigation activity has been
authorized by the issuing Party following
the applicable national/international
requirements in place

Ensure the mitigation activity has been
verified according to the requirements of
the issuing Party and any international
requirement for international transfer

Assess the risk of double counting at
specific stages of the mitigation activity
(identification, approval, verification,
issuance, transference and use)

Record and track the following information
for each ITMO: a unique identifier,
authorization, first transfer, transfer,
acquisition, cancellation, use towards
NDCs, authorization for use towards other
international mitigation purposes and
voluntary cancellation®?

Establish a balance of ITMOs transferred

Periodically provide a quantification report
of transferred units assessed by a third

party.

Key Messages

Transparency plays a key role in
ensuring environmental integrity.

The ETF modalities, procedures and
guidelines include the reporting
requirement. The main reporting
document is the Biennial Transparency
Report.

National transparency frameworks are
key in providing information on the
progress of implementation of NDCs.
These should cover, among other
factors, how to define key indicators
for tracking progress towards NDC
achievement and processes for
monitoring, reporting and verification
of mitigation outcomes and reporting
and accounting requirements related
to Article 6.

Countries have three main reporting
obligations when participating

in Article 6 activities (involving
ITMOs): the initial report, regular
reporting (integrated with the Biennial
Transparency Report) and annual
information.

62. In this context, the term “vintages” refers to the year when the emission reductions occurred.

63. In a technical paper published by the UNFCCC Secretariat, options for implementing tracking include the use of serialized units,
uniquely identifiable accounting amounts, and balance-only accounting amounts. For an elaboration of these options see UNFCCC
Technical paper on options for operationalizing the guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris
Agreement (2022) and in Decision 2/CMA.3.
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6 Building Blocks for Transparency

This chapter introduces key aspects to consider
for proper accounting and reporting. It provides
insights on the tracking of progress of nationally
determined contributions (NDCs) and specific
implications for countries participating in Article
6. To track progress, it is necessary to have a
quantification of, among others, NDC greenhouse
gas (GHG) targets and actions. This chapter

also elaborates on the need to use robust
methodologies to ensure environmental integrity
and how the level of details and acceptance

of these methodologies contribute to the
transparency process.

Tracking progress of nationally
determined contributions and Article 6.2

For countries to demonstrate they are on the way
to achieve or have achieved their NDC targets, it is
essential that:

= The outcome of mitigation actions is
reflected in the indicators used to track
progress

= The mitigation outcomes contribute to
achieving the NDCs

= Participation in a cooperative approach
does not lead to a net increase of emissions

for the transferring country.

NDCs have different types of targets (e.g., absolute,

relative or intensity GHG targets), against different
base years, for different scopes (e.g., economy-
wide or a set of sectors), can be expressed using
different metrics, and can consist of planned
policies and measures.

It is explicitly stated in Decision 2/CMA.3 (Annex,
paragraph 15) that the provisions under Article 6
“shall not require a participating Party to update

its NDC”. This means that no country should

be required to change or update its NDCs to
participate in Article 6. This has implications for

the national transparency system and requires
consistency between the reporting on the progress
of NDCs and the implementation of Article 6.

It is up to each country to identify and select

the relevant indicators. Once indicators are
identified and selected, the country must provide
all information related to the period for targets

and actions, such as the reference point or level,
baselines, base years, or starting points defined in
other ways (Decision 18/CMA.1 (Annex, paragraph
67)).

A specific reference to Article 6 is made in
Decision 18/CMA.1 (Annex, paragraph 76), which
states that countries have to describe how each
indicator is related to the NDC, and for each
indicator to describe “how double counting of

net GHG emission reductions has been avoided,
including in accordance with guidance developed
related to Article 6, if relevant.”

Building on the information listed above, Parties will
have to track progress towards implementation and



achievement of their NDC targets in their Biennial
Transparency Reports (BTRs) by comparing the
most recent information on selected indicators with
their respective reference points(s), level(s), year(s),
baseline(s), base year(s) or starting point(s). Figure
6.1 shows a general approach for tracking progress
in implementing NDCs.

Moreover, in their first BTR containing information
on the end year or period of the NDCs, each Party
shall include a self-assessment of the achievement
of its NDCs based on, among other factors,

the most recent information for each selected
indicator.?* An additional requirement is that every
country shall provide projections of key indicators
to determine progress towards its NDCs.

Article 6 tracking tools must be integrated into or
strongly linked to a country’s tracking systems
for NDCs, which are ideally closely linked to

the institutional arrangements for preparing the
national GHG inventory, so that a country is able
to monitor progress in NDC implementation
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while keeping track of accounting implications of
corresponding adjustments.

In addition, the structured summary of the BTR
shall contain annual information on:

= GHG emissions levels covered by the NDC,
or portions of the NDC

= Annual quantities of the first Internationally
Transferred Mitigation Outcomes (ITMOs)
transferred, authorized and used

= Quantity of corresponding adjustments
used to calculate the emissions balance

= The annual level of the non-GHG indicator
used to track the progress of NDCs

= Amounts and vintages of ITMOs

The information shall contain an annual emissions
balance when GHG metrics are used and annual
adjustments for each non-GHG metric used.

64. Federico Brocchieri and others, “Proposed indicators for domestic MRV purposes and tracking progress of NDCs”, ISPRA Raporti
340/2021 as part of a project of the Initiative for Climate Action Transparency (ICAT) (2021).

FIGURE 61

General approach for Parties to track progress made in implementing nationally determined contributions using
indicators (Paragraph 65 — 69, Annex to Decision 18/CMA.1, Annex, paragraphs 65 — 69).

Step 2

Provide information
on each identified
indicators for the
reference point(s),
level(s), baseline(s),
base year(s), or
starting point(s) (must
be updated if there is
any recalculation of
the GHG inventory).

Step 3 Step 4

Compare steps

2 and 3 to track
progress made in
implementing its
NDCs under Article 4.

Provide most recent
information for each
indentified indicator
for each reporting
year during the
implementation
period of its NDCs
under Article 4.
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Emissions balance and non-GHG metric
balance

Countries must report on the preparations for
participation in cooperative approaches. The
contents of the report will differ depending on

the type of NDC targets/actions the participating
countries wish to communicate. There are three
main cases, each of which has different provisions
for how a country should make corresponding
adjustments, and for how a country should
balance created emissions against corresponding
adjustments. The cases diverge in tracking and
accounting approaches as they use differing
indicators. Ultimately, the cases represent different
accounts or narratives of the NDCs. The three
cases are:

= Quantitative mitigation targets applying
carbon dioxide-equivalent (CO2e) metrics;
the main indicator could be, for example,
economy-wide annual levels of GHG
emissions

= Quantitative mitigation applying non-GHG
metrics; the main indicator could be the
capacity of renewable energy in megawatts

= Policies and measures; the main indicator
could be the number of policies enacted
indicated by legislation.

However, if the reference period for the NDCs

is earlier than 2020, the time series in the GHG
inventory must also include these years. The

GHG inventory is the basis for the emissions
balance when GHG metrics are used. As part

of the preparation to participate in cooperative
approaches, a country needs to quantify the
mitigation information in the NDCs in tonnes CO2e,
including sectors, sources, GHGs and time periods,
metrics used, the reference level of emissions and
removals, and the target level.%®

Non-GHG metrics

Participating in cooperative approaches applying
a non-GHG metric requires that the NDCs, or the
part of the NDC that is applying a non-GHG metric,
must be quantified. The additions and subtractions
through corresponding adjustments do not create
an emissions balance, but a balance based on the
selected indicator for tracking non-GHG metrics.
Another important element is that although
corresponding adjustments can be made in the
non-GHG metric,®” the country must still convert
the outcome into CO2e for reporting in the BTR
(Decision 2/CMA.3, annex, paragraph 22 d).

GHG metrics

Countries must ensure that the GHG inventory
includes data on sources and removals
contributing to the NDCs. However, Decision 2/
CMA.3 (paragraphs 8 (a) and (b)) does not provide
a start date for this process. The ETF requires
annual GHG inventories from 2020°5 — this implies
that the data for NDC-covered sources and
removals must be available from 2020 onwards.

65. Decision 18/CMA.1, paragraph 57-58.
66. Decision 2/CMA.3, Annex, Section A, paragraph 18 (d).
67. Decision 2/CMA.3, paragraphs 9 (a) and (b).

68. Decision 2/CMA.3, Annex, Section A, paragraph 18 (f).

69. Initiative for Climate Action Transparency, Policy Assessment Guides.

Policies and measures

For NDCs with policies and measures that are

not yet quantified, the country must quantify the
emission level that is expected to result from the
policies and measures relevant to the cooperative
approach.®® In this case, this will be the basis for an
emissions balance. The ICAT Policy Assessment
Guides supports countries in assessing the
impacts of policies and actions can be useful for
this quantification.®®

Available at: https:/climateactiontransparency.org/our-work/icat-toolbox/assessment-guides/ (accessed 5 April 2023).




Article 6 and Article 13: Accounting

Article 4.13 states that “Parties shall account
for their nationally determined contributions.
In accounting for anthropogenic emissions
and removals corresponding to their
nationally determined contributions, Parties
shall promote environmental integrity,
transparency, accuracy, completeness,
comparability and consistency, and ensure
the avoidance of double counting, in
accordance with guidance adopted by the
Conference of the Parties serving as the
meeting of the Parties to this Agreement.”

The NDC Accounting Guidance (Decision 4/
CMA.1) requires Parties to:

= Account for anthropogenic emissions and
removals in accordance with methodologies
and common metrics assessed by the IPCC

= Provide information on their own accounting
methodology if their NDC cannot be
accounted for using methodologies
covered by the Intergovernmental Panel on
Climate Change guidelines

= Ensure methodological consistency
(including on baselines) between the
communication and implementation of
NDCs

= Account for all categories of anthropogenic
emissions and removals corresponding to
their NDCs.

The accounting of NDC targets and actions in the
Paris Agreement is covered in the provisions under
Articles 4 and 13 and the ETF contains specific
provisions (Decision 18/CMA.1, Annex, Section Il1).
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In addition, Article 6.2 guidance (Decision 2/
CMA 3) includes guidance for the accounting

of international transfers (i.e., tracking progress
towards mitigation targets). As the transfer of
ITMOs will impact the achievement of NDC targets,
the accounting of transfers must be linked to the
accounting of the NDCs.

For countries to be able to carry out adequate
accounting, clear, quantified and tracked targets,
which set out specified target levels, are needed.
It is also essential for countries to have adequate
and appropriate accounting within the timeframes
of proposed mitigation targets, including the date
when the emission reduction occurred. This can
be done by using multi-year target trajectories

or emission budgets, and for single-year targets
by making the transfers of mitigation outcomes
representative over time, such as averaging
transfers over defined periods (see Annex | for
further details).

While the national measurement, reporting and
verification system is designed to facilitate the
monitoring, collection, analysis and verification

of data, the national accounting system is designed
to assess how the country has performed towards
its targets.

Countries should define their accounting approach
before the implementation of the NDCs. When
developing the NDCs, the country should think
through its NDC targets and actions and how

it will domestically track the implementation

and achievement of the NDCs. The accounting
approach will define the scope and lay out a

clear framework for assessing progress and
achievement.’® As part of this, the approach will
clarify the NDC target (or the NDC actions).

All countries shall provide the necessary
information to facilitate clarity, transparency
and understanding in their NDCs. This includes
quantifiable information on the reference point,

70. C. Elliot, C., Accounting under the Paris Agreement. WRI (2017).65. Decision 2/CMA.3, Annex, Section A, paragraph 18 (d).
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time periods for implementation, scope and
coverage, planning processes, assumptions and
methodological approaches, including those for
estimating and accounting for anthropogenic
greenhouse gas emissions and, as appropriate,
removals.” Further enhancing the clarity of

the NDC targets and actions can be useful for
understanding how they can be achieved and
accounted for.

The accounting approach will define how a
country tracks and reports on the progress
towards implementing and achieving the NDCs.
Depending on the type of target, different data
sets may be used to assess the progress in
implementing the NDCs. One set of data is the
national GHG inventory; other types include data
needed for estimating the impact of actions or
policies. If a country wants to analyse the progress
for indicators that are not relevant to the national
GHG inventory, similar data sets would need to be
created for those indicators. A country may want
information available on indicators over time for
reporting in subsequent BTRs. This is necessary
for a party to ensure methodological consistency
between the NDCs it originally communicates
and tracking of progress made in implementation
through the BTR.

In accounting, mitigation outcomes transferred

to other countries must be deducted from the
achievement of the NDC target, while mitigation
outcomes acquired can be added to the
achievement of the NDC target. Thus, mitigation
outcomes transferred must be included in the data
sets selected for accounting. This requires that
the transferring countries have full control over
transfers and can track mitigation outcomes.

71. Decision 1/CP.21, paragraph 27.

NDC alignment of Article 6
methodologies

Allowing the approaches and methods used in
creating mitigation outcomes to be accessed
and reviewed by stakeholders is key to ensuring
environmental integrity . This is emphasized,

for example, in the requirements for the initial
report and the BTR to be submitted by countries
engaging in Article 6 (Decision 2/CMA.3,
paragraphs 18 and 22), see also Chapter 5.
Countries must “describe how each cooperative
approach ensures environmental integrity”,
including describing how they have ensured
that there is no net increase in global emissions
(both within and between NDC implementation
periods), how robust and transparent governance
is implemented, and how baselines are setin a
conservative way considering existing policies.

The data used for the development of projections
and calculation of baselines, as well as the
calculation of mitigation outcomes, must be
transparent and consistent with NDC reference
year(s) and target(s). If baselines are not
conservatively set — that is, set in a way that
instead reflects mitigation activities that would have
been undertaken anyway — there is a risk that the
mitigation outcomes are overestimated. This could
result in an undermining of the objective to avoid a
net increase in global emissions. Baseline-setting
will impact how transfers of ITMOs affect the host
country’s NDC target achievement. An overstated
baseline would allow the issuing Party to transfer
ITMOs that are not real.

One challenge is that carbon crediting is often

a result of mitigation relative to an estimation of
higher future emissions levels; these levels can be
higher than would have been the case if the original
activity was not undertaken. A counterfactual
baseline needs to safeguard the credibility of the
carbon crediting standard or approach and ensure



that the acquiring country transfers credible ITMOs
to account for its NDCs. The baseline also needs to
safeguard the host country’s NDC achievement.’?

The requirement under the ETF to develop
projections for GHG emissions under different
scenarios will be useful for countries in
understanding what actions are suitable for the
generation of mitigation outcomes for international
transfer. Different scenarios mean that every
country shall report a ‘with measures’ projection of
all GHG emissions and removals and may report a
‘with additional measures’ projection and a ‘without
measures’ projection.”?

A host country can safeguard their NDCs by
setting ambitious baselines, with an integrated

or separated assessment of the level of ambition.
In the integrated approach, one possibility is to
define the assessment of the level of ambition

to include the requirement for mitigation to go
beyond the host country’s commitments. In this
case, the ambition assessment is embodied in a
baseline setting, as baselines need to reflect host
countries’ NDCs. Moreover, NDCs are formulated in
a ‘bottom-up’ manner by each country, and do not
typically include multi-year carbon budgets, nor
clear descriptions of what policies and measures
are part of the NDC baseline.

This complicates the need to align multi-year
baselines with the host Party’s NDCs and

will require strong engagement by the host
country. However, adopting multi-year targets

or trajectories, although more politically difficult,
would be advantageous for accounting, providing
greater transparency across the period (see Annex
I: Corresponding Adjustments for Single-Year
Targets).

Public authorities in the country will have a
strong role in determining baselines, as baselines
need to reflect the assumptions and projections
underpinning the host country’s NDC targets and
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actions. Standardized baselines’™ are one approach
that host countries can take to ensure a strong role
in determining robust baselines. However, host
countries may lack the capacity to lead or take part
in such work.

As a precautionary measure, a host country can
require the use of conservative baselines, which
leads to a mitigation benefit that can be counted
by the host country, thereby supporting its NDC
achievement. Article 6.4 suggests host country
involvement, stating that a:

“host Party may specify to the Supervisory

body, prior to participating in the mechanism: (a)
Baseline approaches and other methodological
requirements, including additionality, to be applied
for Article 6, paragraph 4, activities that it intends
to host [..] with an explanation of how those
approaches and requirements are compatible with
its NDC and, if it has submitted one, its long-term
low GHG emission development strategy”.”®

Furthermore, the methodologies applied under
Article 6.4 must be aligned with the NDCs.
“Mechanism methodologies shall encourage
ambition over time; encourage broad participation;
be real, transparent, conservative, credible,

below ‘business as usual’; avoid leakage, where
applicable; recognize suppressed demand; align
to the long-term temperature goal of the Paris
Agreement, contribute to the equitable sharing

of mitigation benefits between the participating
Parties; and, in respect of each participating Party,
contribute to reducing emission levels in the host
Party; and align with its NDC, if applicable, its long-
term low GHG emission development strategy if it
has submitted one and the long-term goals of the
Paris Agreement.” 76

A conservative approach ensures that greater
actual emission reductions are achieved,
rather than credited and accounted for by the
corresponding adjustment. The uncredited

72. A. Michaelowa, H-A Ahonen and A. Espelage, “Setting crediting baselines under Article 6 of the Paris Agreement”, Discussion Paper

February 2021. Perspectives GmbH (2021).
73. Decision 18/CMA.1, Annex, paragraph 92.

74. Baselines established to facilitate the calculation of emission reductions and removals for specific emission reduction activities.

75. Decision 3/CMA.3, Annex, paragraph 27.
76. Decision 3/CMA.3, Annex, paragraph 33.
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mitigation automatically accrues to the host
country if the mitigation is reflected in the emission
balance of sources and sinks covered by the
NDCs. This is subsequently counted towards the
host country’s NDCs.

There are additional ways to mitigate over-

selling. In general, the host country benefits from
understanding what policies, measures and actions
contribute to the achievement of the unconditional
target of the NDCs, and what policies, measures
and actions would go beyond that. Methods of data
collection and methods to calculate emissions for

a national GHG inventory are not necessarily the
same as the methods used for a mitigation activity
under a carbon crediting mechanism. The host
country must be aware of potential mismatches
between the volume of mitigation outcomes
estimated, and eventually transferred, and the
volume of emission reductions that appear in the
GHG inventory. Capacity-building and stakeholder
engagement will be important in the national
set-up for participation in Article 6. A better

understanding of the relation between the
national data collection for the GHG inventory
and mitigation activity monitoring and data
collection can reduce the risk of mismatches.

Key Messages

Tracking and reporting NDC
implementation require multiple
aspects to be considered, including
using adequate methodologies

for baseline and reference points
setting and the estimation of
mitigation outcomes; the definition
of proper accounting processes; and
establishing a key indicator system
for GHG and non GHG targets.

The transfer of ITMOs impacts

the NDCs and transfers and
corresponding adjustments must
be considered in tracking progress
towards NDC implementation and
NDC target achievement.

Host countries should invest in setting
baselines for the Article 6 activities

in order to ensure they can achieve
their NDCs. This is a new task for
many developing countries and is
based on a good understanding of the
assumptions and data underpinning
emissions projections and targets.

Conservative baselines are an option
to reduce the risk that the host
country approves the crediting of
more mitigation outcomes than the
original activity would have otherwise
generated.



7 Conclusion

The Paris Agreement creates new demands on
countries that want to make use of international
carbon markets, requiring strong national
transparency frameworks. Robust accounting,
a proper regulatory framework and governance
systems need to be in place to ensure that all
mitigation actions contribute to the objectives of
the Paris Agreement. Strong national reporting
processes to ensure transparency are key to
attracting partner countries and participating in
Article 6.

The Paris Agreement transparency requirements,
elaborated in the enhanced transparency
framework (ETF), imply the need for countries to
put in place regulatory and institutional frameworks
for collecting greenhouse gas (GHG) data for
detailed national inventories. Countries will also
need regulatory and institutional provisions for data
measurement, data collection and data verification
for the indicators that are not part of the GHG
inventory measurement, reporting and verification
(MRV) system.

The operationalization of Article 6 requires specific
processes. In the case of market approaches,
these processes are to define the responsibilities,
authorities, infrastructure and activities required

to identify climate actions that contribute to higher
ambition; to ensure environmental integrity at

the activity level; and to authorize cooperative
approaches, activities, participants and the
international transfer of mitigation outcomes.

The operationalization of Article 6 shall ensure

the avoidance of double counting in activities
mandated by Article 4 and Article 6 of the Paris
Agreement. Avoiding double counting at the
country level can be more effective if done through
integrating arrangements for reporting market
mechanisms with the reporting under Article 13,

e.g. existing arrangements for GHG inventory, and
implementing collaborative data collection and
iterative consultations between members of GHG
inventory working groups (when these exist).”

A national transparency framework benefits

from domestic coordination of the development
of national GHG inventories, the United Nations
Framework Convention on Climate Change
(UNFCCC) reporting process, the process for
reporting on progress related to nationally
determined contribution (NDC) implementation,
measures for avoiding double counting, and
processes for domestic verification and review.”®
A national MRV system is useful in many respects
because it underpins national GHG data quality,
helps identify national priorities, facilitates policy
planning and improves policy coherence, as

well as facilitating the continuous tracking of
emissions levels. An MRV system also provides for
international recognition of national performance
- this is important as a basis for reporting to the
UNFCCC and other international forums, as well
as for further development of national policy and
prioritizations.

It is important to emphasize that the ETF should

be a support to countries and facilitate the national
accounting of NDC achievement. Complying

with the modalities, procedures and guidelines

of the ETF, improving national systems in a step-
by-step manner, and a strong understanding of
NDC targets and how internationally transferred
mitigation outcomes will impact them, will ensure
that countries are able to participate in Article 6
and account for the transfer of mitigation outcomes
in a way that ensures environmental integrity and
robust accounting. Complying with the modalities,
procedures and guidelines of the ETF will also
allow countries to become attractive partners for
Article 6 activities.

77. Aryanie Amellina and Yuji Mizuno, “Institutional arrangements for reporting the use of market mechanisms under the enhanced
transparency framework to avoid double counting” IGES Working Paper, Institute for Global Environmental Strategies (2018).

78. Ibid.
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GHG Greenhouse Gases
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JCM Joint Crediting Mechanism

Ji Joint Implementation

LT-LEDS Long-term low greenhouse gas emissions development strategies
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UNFCCC United Nations Framework Convention on Climate Change
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Annex: Technical background

This annex describes key provisions in Article 6
and how they have been operationalized through
the decision at COP26 in Glasgow, November
2021. Each paragraph of Article 6 is introduced
followed by an elaboration of how the provisions
have been operationalized in the Article 6 decision
from COP26. The COP26 decision facilitates the
practical implementation of Article 6 in its three
operational paragraphs, Article 6.2, Article 6.4-6.7,
and Article 6.8-6.9. The annex also highlights the
work programmes under COP/CMA that have been
agreed upon in response to the need for additional
guidance and rules.

Article 6.1: Cooperative approaches and
higher ambition

“Article 6.1 Parties recognize that some Parties
choose to pursue voluntary cooperation in the
implementation of their nationally determined
contributions to allow for higher ambition in their
mitigation and adaptation actions and to promote
sustainable development and environmental
integrity.”

Cooperative approaches are recognized as
voluntary actions where Parties may choose to
engage in cooperation with other Parties. The
purpose is to allow Parties to contribute to their
nationally determined contribution (NDC) goals
for both mitigation and adaptation actions and

to go beyond their targets. Article 6.1 states that
Parties may want to cooperate to “allow for higher

ambition”, with reference to the ambition cycle. This
recognizes that while the Kyoto Protocol created
flexibility through market cooperation, the Paris
Agreement signals that market (and non-market)
cooperation should lead to higher ambition.

The operationalization of higher ambition in
paragraph 6.1in COP26 Article 6 decision is
found in paragraph 17 of the Annex. It states that:
“Each participating Party shall ensure that the
use of cooperative approaches does not lead

to a net increase in emissions of participating
Parties within and between NDC implementation
periods or across participating Parties and shall
ensure transparency, accuracy, consistency,
completeness and comparability in tracking
progress in implementation and achievement of its
NDC by applying safeguards and limits set out in
further guidance by the CMA.”

Cooperative approaches may include the linking
of emissions trading schemes where cancellations
for achieving overall mitigation of global emissions
may not be feasible. In this case, the cooperative
approach will include flow of allowances across
borders; the ambition of the approach will be
defined by the cap set by the linked countries.
However, in the Annex to the COP26 decision,
paragraph 39, Parties and stakeholders “are
strongly encouraged to cancel ITMOs that are

not counted towards any Party’s NDC or for other
international mitigation purposes, to deliver an
overall mitigation in global emissions”.

This is in line with the bottom-up approach of the
Paris Agreement — the design of the cooperative



approach is left to the Parties who choose to
support each other through its implementation.
There is no reference in the text to the need for the
United Nations Framework Convention on Climate
Change (UNFCCC) to define a type or types of
cooperative approach, nor does it prescribe a
need for a cooperative approach to be individually
approved by the UNFCCC or by a body under the
Paris Agreement.

Article 6.2: ITMOs

“Parties shall, where engaging on a voluntary basis
in cooperative approaches that involve the use of
internationally transferred mitigation outcomes
towards nationally determined contributions,
promote sustainable development and ensure
environmental integrity and transparency, including
in governance, and shall apply robust accounting
to ensure, inter alia, the avoidance of double
counting, consistent with guidance adopted by the
Conference of the Parties serving as the meeting of
the Parties to this Agreement.”

Article 6.2 introduces the concept of internationally
transferred mitigation outcomes (ITMQOs). These
are not carbon units or assets per se, and the
paragraph does not explicitly provide guidance for
the development of a carbon market (in contrast

to the Kyoto Protocol which establishes directly
tradable Assigned Amount Units). ITMOs are a tool
for accounting the transfers of emission reductions
between Parties.

The COP26 decision (Annex, paragraph 1)

defines ITMOs as “real, verified and additional,
representing emission reductions or removals,

and including mitigation co-benefits resulting from
adaptation actions and/or economic diversification
plans or the means to achieve them.” ITMOs are
measured in metric tonnes of CO2 equivalent
(CO2e) or may be measured in non-GHG metrics
consistent with the metrics used in participating

Annex: Technical background 56

countries’ NDCs. Additionally, Article 6.4 emission
reduction units that are generated through Article
6.4 become ITMOs when authorized for use
towards the achievement of NDCs and/or for other
international mitigation purposes.

The decision text on Article 6.2 does not go into
detail on the type of activities that may be eligible.
The decision (decision 2/CMA:3 Annex, paragraph
1) specifically mentions emission reductions and
removals. However, further work is needed to
determine whether ITMOs could include emission
avoidance. This decision is included as a future
work area for the Subsidiary Body for Scientific and
Technological Advice (SBSTA) (Decision 2/CMA.3,
paragraph 3 c). The relatively open definition of
ITMOs also reflects the decentralized approach of
the Paris Agreement; in particular Article 6.2, where
Parties can determine the eligibility of mitigation
actions as part of the cooperative agreement.

Corresponding adjustments

Article 6.2 notes that Parties are free to engage
in cooperative approaches and international
collaboration if they comply with the guidance
on accounting. This guidance is determined by
the Parties to the Paris Agreement when ITMOs
are to be authorized and used. This guidance
was early operationalized through the concept of
corresponding adjustments, introduced with the
Paris Agreement work programme (Decision 1/
CP.21).

Section Il of the Annex to the COP26 decision for
Article 6 (Decision 2/CMA.3), together with paragraph
77 (d) of Decision 18/CMA’®, provides details on

the creation and application of corresponding
adjustments. Corresponding adjustments must be
applied in a manner that ensures transparency,
accuracy, completeness, comparability and
consistency, and be representative and consistent
with the participating Party’s NDC.

79. Asian Development Bank, “Decoding Article 6 of the Paris Agreement”, Manila (2018). Available at: http:/dx.doi.org/10.22617/

TIM189218-2 (accessed 3 March 2023).
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The Article 6.2 decision text outlines how
corresponding adjustments are to be made for
three different cases: GHG metrics, non-GHG
metrics, and policies and measures.

Paragraph 77(d) of Decision 18/CMA.1 establishes
an emissions balance in which an accounting
balance (ITMO adjusted emissions) is created
using the emissions of the inventory as a starting
point, and then adjusted based on in/out transfers
throughout the NDC period. The application of
non-GHG metrics implies an approach similar to a
buffer registry account-based approach, where a
buffer registry is created, beginning from zero, to
count in/out transfers and produce a net total.

Corresponding adjustments for GHG metrics

For cooperative approaches where a GHG metric
is used the corresponding adjustments are made
against an “emissions balance”. The country
performs corresponding adjustments as follows:8°

a. “Adding the quantity of ITMOs authorized and
first transferred, for the calendar year in which

80. Decision 2/CMA.3, paragraph 8.

FIGURE A1

the mitigation outcomes occurred pursuant to
paragraph 7 above;

b. Subtracting the quantity of ITMOs used
pursuant to paragraph 7 above for the calendar
year in which the mitigation outcomes are used
towards the implementation and achievement of
the NDC, ensuring that the mitigation outcomes
are used within the same NDC implementation
period as when they occurred.”

The logic is that a country that is exporting
mitigation outcomes (emission reductions or
removals) cannot count the mitigation outcomes
towards its NDC. A party therefore cannot account
for the mitigation outcomes when reporting their
GHG emission levels. The acquiring country can
account for the mitigation outcomes and can
withdraw emissions from its GHG emission level.

The additions and subtractions are not against the
GHG inventory, but against an “emissions balance”
established in Decision 18/CMA.1. Paragraph

77 (d) implies the anthropogenic emissions by
sources and removals by sinks that are covered by
mitigation targets or measures in the NDC.

Corresponding adjustments
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Corresponding adjustments for non-GHG metrics

The issue regarding the application of
corresponding adjustments concerning ITMOs or
NDC targets measured in non-GHG metrics was
unresolved for several years. ITMOs in non-GHG
metrics can be accounted for against non-GHG
NDC targets and corresponding adjustments
undertaken against a national balance of the
relevant metric.®' For non-GHG metrics, the logic is
reversed compared to GHG metrics:

a. “Subtracting the quantity of ITMOs authorized
and first transferred, for the calendar year in
which the mitigation outcomes occurred.

b. Adding the quantity of ITMOs used for the
calendar year in which the mitigation outcomes
are used towards the implementation and
achievement of the NDC, ensuring that the
mitigation outcomes are used within the same
NDC implementation period as when they
occurred.”

For instance, the metric employed in a non-
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GHG metrics corresponding adjustment may be
renewable electricity generation in megawatt-hours
(MWh). If the transferring country exports ITMOs,
it means that the volume of electricity in MWh will
need to be subtracted from the overall generation
of electricity from renewable sources in that
country. The country designated to use the ITMOs
will instead add the volume of electricity to its
national generation volume. For both countries, this
is to be made in a metric-specific account (noting
the idea of a buffer account above).

The use of non-GHG metrics has implications for
the GHG inventory reporting process — conversion
to GHG has to be made even though non-GHG
metrics are used as indicators for measuring NDC
progress (involving ITMOs in the non-GHG metric).

The guidance is not definitive on the timings

for the conversion of non-GHG metric ITMOs
place, but the intended conversion rates should
be determined at authorization for ITMO use
(Decision 2/CMA.3, Annex, paragraph 22 (d))
and be consistently applied throughout the NDC

81. Juliana Kessler and others, “Ensuring transparency of Article 6 cooperation — designing robust and feasible reporting and review
processes and building capacities”, Discussion Paper 10/2021, Perspectives Climate Research, GmbH (2021).

FIGURE A.2
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implementation period of the relevant participating
countries. More guidance is expected at the next
meeting of the SBSTA and CMA.

Corresponding adjustments for policies and
measures

Corresponding adjustments for transfers when
the NDC is not quantified and consists of policies
and measures shall follow the general principles
for corresponding adjustments.?? In this case,
Corresponding adjustments will also be made
against the emissions balance described in
paragraph 77(d).

Corresponding adjustments for
single-year targets

An important consideration for Parties applying
corresponding adjustments is whether their NDCs
are formulated in multi-year or single-year targets.
The difference between a multi-year target and a
single-year target is that the multi-year target has

82. 2/CMA.3, Section lll
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a target, or emissions budget, defined for each
year. This target or budget will typically include

a trajectory that emission levels need to follow to
reach the NDC target level at the end year of the
implementation period. For single-year targets,
such a trajectory or annual emission levels are not
defined (see Figure A.3). The key risk for single-
year target accounting is that it may undermine
environmental integrity if not implemented robustly.
For instance, if the acquiring country uses ITMOs
for achieving its single-year NDC target in years
before the end year.s?

In both cases, one mitigation option is to indicate
or calculate a multiyear emissions trajectory

or create a carbon budget. Corresponding
adjustments can then be made annually for the
total volumes transferred or used. Both acquiring
and transferring countries would account for their
emissions for all years of the NDC implementation
period against the trajectory and not only for the
single-target year. Alternatively, countries can
calculate an emissions budget for the entire NDC

83. A. Siemons A. and L. Schneider, “Environmental integrity implications for using international carbon markets in the context of single-

year targets”, Climate Policy, Vol 22. No. 2, pp. 208-221(2022).

FIGURE A.3
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implementation period. To assess the achievement
of NDCs, countries would compare the cumulative
emissions with the emissions budget for the NDC
implementation period.®

In the case of single-year targets, an alternative
method is defined in the averaging method. The
averaging method implies taking an average

of the ITMOs transferred or used during the

NDC implementation period; “Prior to the

target year, countries need to annually apply
‘indicative corresponding adjustments’ equal

to the cumulative amount of ITMOs transferred

or used divided by the elapsed years in the

NDC implementation period. These indicative
adjustments are reported in all pre-target years for
transparency purposes. Yet only the final average
corresponding adjustments calculated for the
target year of the NDC are ultimately accounted
for, by comparing the target level with the adjusted
emissions level.”®® The work programme under
Article 6.2 specifies that further guidance is to be
determined on this topic.

-
84. Ibid.
85. Ibid.

Annex: Technical background 60

Corresponding adjustments: Time lags

National GHG inventories take time to prepare,

and the requirement is to submit the inventory to
the UNFCCC no later than two years after the year
for which data is collected (Decision 18/CMA.1).
Consequently, there will be a gap in time between
the year ITMOs are transferred and when the
inventory data for that same year will be available
(Figure A.3). The emissions balance, which contains
the level of anthropogenic emissions by sources
and removals by sinks covered by the Party’s NDC,
is likely to be based on the Party’s GHG inventory
as reported in accordance with the modalities,
procedures, and guidelines of the ETF.86

As a result, a Party’s emissions balance for a
specific year can differ from its level of GHG
emissions covered by the NDC for that same
year. This can have significant implications on the
time series of information that would need to be
reported to ensure transparency. The guidance

86. Chiara Falduto, Jane Ellis and Katia Simeonova, “Understanding reporting and review under Articles 6 and 13 of the Paris Agreement”,
Climate Change Expert Group Paper No.2021(4) OECD/IEA (2021).
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for Article 6.2, and the modalities, procedures,

and guidelines of the ETF do not specify what the
emissions balance shall be derived from. However,
considering that the GHG inventory is the main
source of information relating to GHG emissions,
the GHG inventory will likely be the basis for
determining the emissions balance. One issue with
this approach may be the availability of national
GHG inventories for the year that corresponding
adjustments are to be made.

For a host country — assuming in this case that it
is a developing country - it may not be possible
to apply a corresponding adjustment for an ITMO
transferred in year X and calculate the resulting
emissions balance for that year until the year X+2

FIGURE A.5

Guide on voluntary cooperation and its integration into the Enhanced Transparency Framework

or X+3. For a developed country, national GHG
inventories are likely available in year X+1 since
developed countries have been reporting national
GHG inventories for over 20 years, and therefore
often have established resources and mechanisms
to ensure data is readily available.

The implications of time lags are that
corresponding adjustments that are made for the
transfer of ITMOs in year X, are made against an
emissions balance representing the emissions
from year X+1in the developed country, and
year X+2 or even X+3 in a developing country.
As a result, flexibility relating to the submissions
of national GHG inventory reports may lead to
non-simultaneous reporting of corresponding
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adjustments on the seller and buyer side.®” Non-
simultaneous reporting could cause challenges

for the review. Paragraph 26 of the Annex to 2/
CMA.3 says “to the extent possible, information
submitted by all the participating Parties on a
cooperative approach shall be reviewed as part of
the review.” The review would benefit from having
the information from the two participating countries
at the same time.

Corresponding adjustments for a specific year are
made to create an emissions balance for which
information is only available no sooner than next
year, and no later than three years. At the point
where the decision to authorize the use of ITMOs
and to perform the corresponding adjustments

is made, the known emissions figures could be
outdated by two to three years.
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be used for compliance with the Carbon Offsetting
and Reduction Scheme for International Aviation.

Article 6.3: Participation and
authorization

“The use of internationally transferred mitigation
outcomes to achieve nationally determined
contributions under this Agreement shall be
voluntary and authorized by participating Parties.”

Article 6.3 emphasizes that participation is
voluntary, and that authorization is required from
participating countries. Authorization of ITMO use
by the issuing country will trigger corresponding
adjustments and must be reported.

There is no specific guidance on how the
authorization should be implemented, but there is
an addition with the option to authorize the use of
ITMOs for other international mitigation purposes
(Decision 2/CMA.3, Annex, paragraph 16).

This reflects the need to avoid double counting, for
instance when mitigation outcomes are exported to

87. Ibid.

Article 6.4: The new mechanism

“A mechanism to contribute to the mitigation of
greenhouse gas emissions and support sustainable
development is hereby established under the
authority and guidance of the Conference of the
Parties serving as the meeting of the Parties to this
Agreement for use by Parties on a voluntary basis.
It shall be supervised by a body designated by the
Conference of the Parties serving as the meeting of
the Parties to this Agreement, and shall aim:

To promote the mitigation of greenhouse gas
emissions while fostering sustainable development;

To incentivize and facilitate participation in the
mitigation of greenhouse gas emissions by public
and private entities authorized by a Party;

To contribute to the reduction of emission levels

in the host Party, which will benefit from mitigation
activities resulting in emission reductions that can
also be used by another Party to fulfil its nationally
determined contribution; and

To deliver an overall mitigation in global emissions.”

Article 6.4 is explicit about using GHG metrics:
Article 6.4 emissions reductions are to be
measured in tonnes of CO2e. (Annex, paragraph 1,
Definitions).

Article 6.4 also establishes a Supervisory Body that
“shall supervise the mechanism under the authority
and guidance of the CMA and be fully accountable
to the CMA” (Decision 3/CMA.3, Annex, paragraph
3). This provides a centralized UNFCCC approach
compared to the decentralized approach of Article
6.2.
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Article 6.4 paragraphs (a) and (b) provide that
mitigation activities shall aim to support sustainable
development and participants must be authorized
by the involved countries. The objective is explicit
in incentivizing and facilitating the participation of
private and public entities.

Article 6.4, paragraph (c), is notable as it states

that an emission reduction activity should result in
emission reductions in the host country, in addition
to the emission reductions that are exported

and used by another Party or other international
mitigation purposes. The host country needs to
explain to the Supervisory Body “how the activity
relates to the implementation of its NDC and how
the expected emission reductions or removals
contribute to the host Party’s NDC” (Decision 3/
CMA.3, Annex, paragraph 40 (c)). In practice,

the full volume of emission reductions from an
activity should not be counted to another country’s
NDCs or counted in full for other international

use. However, the exact method for how to
operationalize this requirement leaves room for
interpretation.

Article 6.4, paragraph (d), is also a novelty
compared to CDM in that it aims to provide a
global net decrease of GHG emissions to the
atmosphere, rather than only focusing on how to
divide the share of emission reductions between
the transferring and the acquiring countries.

This was operationalized in Decision 3/CMA.3,
paragraph 69, stating that “the mechanism registry
administrator shall effect a first transfer of a
minimum of 2 per cent of the issued AB.4ERs to the
cancellation account in the mechanism registry for
overall mitigation..”.

Article 6.5: Avoiding double counting

“Emission reductions resulting from the mechanism
referred to in paragraph 4 of this Article shall not
be used to demonstrate achievement of the host

Party’s nationally determined contribution if used
by another Party to demonstrate achievement of its
nationally determined contribution.”

This is a provision for avoiding double counting.
In practice, it opened the requirement to apply
corresponding adjustments when a host country
has authorized A6.4ERs for use.

Article 6.6: Adaptation funding

“The Conference of the Parties serving as the
meeting of the Parties to this Agreement shall
ensure that a share of the proceeds from activities
under the mechanism referred to in paragraph

4 of this Article is used to cover administrative
expenses as well as to assist developing country
Parties that are particularly vulnerable to the
adverse effects of climate change to meet the
costs of adaptation.”

The CDM contributed to the Adaptation Fund by
setting aside 2 per cent of the certified emission
reductions as a share of proceeds. In a similar vein,
the Decision 3/CMA.3, Annex, paragraph 66, states
that “the share of proceeds that is levied to assist
developing country Parties that are particularly
vulnerable to the adverse effects of climate change
to meet the costs of adaptation shall be delivered
to the Adaptation Fund pursuant to decisions 13/
CMA1 and 1/CMP.4.” The decision in paragraph
67 further introduces a levy of 5 per cent of

Article 6.4 emission reductions at issuance. It also
introduces a monetary contribution related to the
scale of Article 6, paragraph 4, activity or to the
number of Article 6.4 emission reductions issued,
to be set by the Supervisory Body. Additionally,
the decision defines the share of proceeds for the
administration of the mechanism.



Article 6.7: Rules, modalities and
procedures

“The Conference of the Parties serving as the
meeting of the Parties to this Agreement shall
adopt rules, modalities and procedures for the
mechanism referred to in paragraph 4 of this Article
at its first session.”

The rules, modalities, and procedures of Article 6
have been operationalized in Decision 3/CMA.3,
including rules of procedure for the Supervisory
Body, its governance and functions, the role of
CMA and the UNFCCC Secretariat, participation
responsibilities, the elements of the activity cycle:
activity design, methodologies, approval and
authorization, validation, registration, monitoring,
verification and certification, issuance, registry
functions, among others.
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Article 6.4: Clean Development
Mechanism transition

Decision 3/CMA.3, Section Xl opens for the
transition of CDM activities to the A6.4 mechanism,
given that certain conditions are met. The CDM
host country needs to approve the transition
before 31 December 2023, and the Supervisory
Body needs to approve the transition before

31 December 2025. Priority is given to small-
scale projects and Programme of Activities. The
transition implies that the host country must
perform corresponding adjustments once the
activity is both re-registered under Article 6.4
and authorized for use towards NDCs or other
international mitigation purposes. Decision 3/
CMA.3 also provides a window for the use of
certified emission reductions against the NDCs.
However, this is limited to the first NDCs only, and
certified emission reductions have to represent
emission reductions verified before 2021.

Article 6.8: Non-market approaches

“Parties recognize the importance of integrated,
holistic, and balanced non-market approaches
being available to Parties to assist in the
implementation of their nationally determined
contributions, in the context of sustainable
development and poverty eradication, in a
coordinated and effective manner, including
through, inter alia, mitigation, adaptation, finance,
technology transfer and capacity building, as
appropriate. These approaches shall aim to:

a. Promote mitigation and adaptation ambition;

b. Enhance public and private sector
participation in the implementation of
nationally determined contributions; and

c. Enable opportunities for coordination
across instruments and relevant institutional
arrangements.”

Non-market approaches have been promoted by
some Parties as a new market-based mechanism. A
framework for various approaches was discussed
in conjunction with the negotiation track on a new
climate regime to replace the Kyoto Protocol. Non-
market approaches were promoted to address

the growing appetite for new carbon market
mechanisms. However, it has been difficult to
define non-market approaches since the outset

of their creation. This is understandable, as most

of the actions taking place within the framework

of the UNFCCC can be defined as non-market
approaches.®® Similar to Article 6.2, Article 6.8 is
expected to provide Parties with the ability to decide
their preferred non-market approaches based on
their opportunities and national circumstances.

Decision 4/CMA.3 establishes the Glasgow
Committee for non-market approaches. The
decision outlines common principles and
characteristics of non-market approaches. It also

88. Asian Development Bank, “Decoding Article 6 of the Paris Agreement”, Manila (2018). Available at: http:/dx.doi.org/10.22617/

TIM189218-2 (accessed 3 March 2023).
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provides a work programme, as mandated by
decision 1/CP.21 paragraph 39 and called for under
Article 6.8. The Committee is set to commence its
activities in 2022 and will first set out a schedule
for its development. The role of the body and work
programme is not to specifically define acceptable
non-market approaches. Parties are encouraged

to submit measures that they are engaged in, that
they believe are applicable under Article 6.8, to the
Glasgow Committee.

In addition to various activities that will support

the enhancement and identification of current and
other Party-led non-market approach activities, the
Committee’s work programme will also establish

a web-based platform that will serve as a hub for
recording information and assisting collaboration in
the discussion of non-market approaches.

Article 6.9: A framework for non-market
approaches

“A framework for non-market approaches to
sustainable development is hereby defined to
promote the non-market approaches referred to in
paragraph 8 of this Article.”

The framework has been more clearly defined in
Decision 4/CMA.3. The Decision (Annex Paragraph
1 a) states that the framework “facilitates the use
and coordination of non-market approaches” in the
implementation of Parties’ NDCs, “in the context of
sustainable development and poverty eradication”,
and “(e)nhances linkages and creates synergies
between, inter alia, mitigation, adaptation, finance,
technology development and transfer, and
capacity-building [..]". The Decision sets a work
plan for SBSTA, involving submissions by Parties,
workshops, and technical papers by the UNFCCC
Secretariat.

89. Decision 4/CMA, Annex, paragraph 8.

Part of this work relates to how to “Estimate and
report the impacts of non-market approaches on
mitigation and adaptation”®® and also includes

a proposal for a platform for recording and
exchanging information.

It can be assumed that non-market approaches
will take place within the frame of mitigation,
adaptation, finance, technology development and
transfer, and capacity-building, and second, that
market approaches will be reported in two ways:

= Through a specific platform aiming
at sharing information on non-market
approaches.

= Through Parties’ regular reporting in the
Biennial Transparency Report.

There is no specific reference to Article 13 in

any of the decision texts on Article 6.8. However,
considering the areas relevant to Article 6.8

are mitigation, adaptation, finance, technology
development and transfer, and capacity-building,
and there are already modalities, procedures, and
guidelines for how to report on these areas; it is
reasonable to assume that non-market approaches
will be reported under the sections of the
modalities, procedures, and guideline as described
in table A.1 below.



TABLE A1
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Possible reporting areas for activities under non-market approaches

Non-market

Approach

Mitigation

Paragraph 80

Section in ETF modalities, procedures and guidelines

(Decision 18/CMA.1)

“Each Party shall provide information on actions, policies and
measures that support the implementation and achievement of its
NDC under Article 4 of the Paris Agreement, focusing on those that
have the most significant impact on GHG emissions or removals and
those impacting key categories in the national GHG inventory. This
information shall be presented in narrative and tabular format.”

Adaptation

Paragraph 104

“Each Party should provide information related to climate change
impacts and adaptation under Article 7 of the Paris Agreement, as
appropriate. As such, providing this information is not mandatory.”

Paragraph
105

“Information provided below could facilitate, inter alia, recognition of
the adaptation efforts of developing country Parties.”

Paragraph
109

“Each Party should provide the following information, as appropriate:

(a) Implementation of adaptation actions in accordance with the
global goal for adaptation, as set out in Article 7, paragraph 1, of the
Paris Agreement;”

Finance

Section V. C.

“Information on financial support provided and mobilized under
Article 9 of the Paris Agreement”

Section VI.D

“Information on financial support received by developing country
Parties under Article 9 of the Paris Agreement*”

Technology
development
and transfer

Section V.D

“Information on support for technology development and transfer
provided under Article 10 of the Paris Agreement”

Section VI. F.

“Information on technology development and transfer support
received by developing country Parties under Article 10 of the Paris
Agreement”

Capacity-
building

Section V. E.

“Information on capacity-building support provided under Article 11
of the Paris Agreement”

Section VI. H.

“Information on capacity-building support received by developing
country Parties under Article 11 of the Paris Agreement”
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