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1. Introduction
In contrast to the top-down approach to setting climate and emissions targets implemented under the
Kyoto Protocol, the Paris Agreement (PA) adopts a bottom-up approach in which each country sets out
the mitigation contributions it pledges to undertake to reduce its emissions. Specifically, each ratifying
party must submit and communicate a nationally determined contribution (NDC) describing its mitigation
contributions and climate actions and that these are ‘undertaken on the basis of equity, and in the
context of sustainable development and efforts to eradicate poverty, which are critical development
priorities for many developing countries’ 1. To achieve their NDCs, many countries have included the
use of ‘cooperative approaches’. Article 6 of the Paris Agreement recognizes the role of collaboration
in countries’ efforts to implement their NDCs and to enable them to enhance their climate ambitions by
increasing efficiency gains and lowering the marginal cost of abatement (Yu et al., 2021) and to promote
sustainable development and environmental integrity (ADB, 2020). Particularly, Article 6 establishes
cooperative approaches in the form of a bottom-up bilateral or multilateral agreements (Article 6.2) and
a centralized mechanism (Article 6.4) whereby countries can agree to trade ‘emission reductions’ or
‘mitigation outcomes’ (terms explained below) to meet their NDCs as long as a robust accounting
framework is applied. By doing so, it formally establishes international carbon markets within the
perimeter of the PA as essential towards meeting the PA goals (ADB, 2020). Carbon markets exist in
two forms. In compliance markets, regulated entities obtain and surrender emission permits (known as
allowances) or offsets in order to comply with an imposed regulation or a regulatory act. In contrast, the
voluntary carbon market (VCM) is a market where carbon offsets are not purchased to be used in an
active regulated market but rather ‘with the intent to re-sell or retire to meet carbon neutral or other
environmental claims’2 (VCMI, 2021).
The completion of Article 6 rulebook and clarifications around the procedures and frameworks on the
Article 6 are some of the most important outcomes of COP26 in Glasgow. However, despite the
important progress, uncertainty remains, especially around the implications on the voluntary carbon
markets (VCMs) and what investors could claim by purchasing various types of carbon credits on the
VCM. Various supervisory efforts are already underway to help reduce uncertainty and provide more
clarity for users of these markets (Marcu, 2021). Market participants will be monitoring clarifications

United Nations Framework Convention on Climate Change (UNFCCC) Website, ‘Nationally Determined Contributions
(NDCs)', Accessed May 4, 2022, https://unfccc.int/process-and-meetings/the-paris-agreement/nationally-determinedcontributions-ndcs/nationally-determined-contributions-ndcs
2
Voluntary Carbon Markets Integrity Initiative (VCMI), 2021. ‘Aligning Voluntary Carbon Markets with the 1.5oC Paris
Agreement Ambition’, Global Consultation Report of the Voluntary Carbon Markets Integrity Initiative (VCMI).
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from a variety of initiatives and bodies including the United Nations Framework Convention on Climate
Change (UNFCCC) Article 6 Supervisory Body (scheduled to meet twice in 2022), the Taskforce for
Scaling Voluntary Carbon Markets (TSVCM)3, the Integrity Council for Voluntary Carbon Markets4, the
Voluntary Carbon Market Integrity Initiative (VCMI) 5, and the various accreditor organizations such as
Gold Standard and Verra. Also, the UN Secretary General has recently launched a high-level expert
group with the task of assessing current standards and definitions for setting net-zero targets by nonstate actors 6 . It is hoped that these initiatives would provide more clarity about the operation of
international carbon markets and enhance their environmental integrity. This however, is a challenging
task as there is an inevitable tension between promoting carbon markets to raise finance on the one
hand and regulating and supervising those markets to ensure environmental integrity and sustainable
development goals that investors seek on the other. There is also the risk that the proliferation of
regulatory and supervisory efforts could add another layer of uncertainty about which regulations will
eventually apply.
Another challenge is the nature of the carbon offsets credits to be offered in carbon markets. So far,
the dominant form of carbon offsets has been ‘avoidance’ carbon credits – accounting for around 80%
of credits in the VCM, with the remainder made up mostly of nature-based solution (NbS) credits 7. But
as the Intergovernmental Panel on Climate Change (IPCC) in its latest report concludes, carbon dioxide
(CDR) removal technologies that pull carbon out of the atmosphere such as Direct Air Capture and
Storage (DACCS) will be essential to meeting the Paris Agreement targets by 2100 (IPCC,
2022). Carbon markets will need to continue to evolve to encourage investment not only in reducing
emissions to move us towards net zero emissions, but also to support investment in carbon removals 8.
Corporates and the different actors also need to be aware of the risks involved in investing and trading
in VCMs. Projects are primarily located in regions such as Asia, Latin America and Africa where country
and governance risks play an important role, particularly given the role that Article 6 gives to Host
Countries in terms of authorization of issued credits. Investors will take these contingencies into account
and several mitigation measures can be used to reduce these risks.
The reminder of the paper is structured as follows. Section 2 discusses Article 6 and the main
implications for carbon markets, in particular highlighting the specifics of the type of credits that can be
originated under Article 6 and the rules applied, most notably corresponding adjustments for ensuring
environmental integrity. Section 3 discusses the implications for VCM and the extent to which different
types of credits might emerge following the finalization of the Article 6 rulebook in COP26. Section 4
discusses the role of corporates as drivers for demand for carbon credits, particularly in the VCM
market, to meet their ‘net-zero’ claims. Section 5 discusses the potential sources of risks and mitigation
practises and instruments that market participants in VCM can adopt. Section 6 concludes.

2. Article 6 and Carbon Markets
Article 6 consists of a few sub-articles that sets the parameters for cooperative approaches and carbon
markets (UNFCCC, 2022). The most relevant are Article 6.1 which emphasises cooperative approaches
in countries’ efforts to meet their NDCs; Article 6.2 which emphasises the transfer of ‘mitigation

TSVCM is a private sector-led initiative working ‘to scale an effective and efficient voluntary carbon market to help meet the
goals of the Paris Agreement’.
4
The Integrity Council for the Voluntary Carbon Market also referred to as the Integrity Council is an independent governance
body for the voluntary carbon market ‘with the purpose to ensure the voluntary carbon market accelerates a just transition to
1.5⁰C’.
5
VCMI is a multi-stakeholder platform aimed at developing high integrity guidance for buyers of carbon credits, including on
climate claims by businesses and supporting access to high-integrity voluntary carbon markets and monitor broader supplyside integrity efforts.
6
https://www.un.org/en/climatechange/high-level-expert-group
7
Climate Focus, Voluntary Carbon Market Dashboard
https://app.powerbi.com/view?r=eyJrIjoiNGI5ZDY1ZWUtZGU0NS00MWRmLWFkNjQtMTUyYTMxMTVjYWQyIiwidCI6IjUzYTRj
NzZkLWI2MjUtNGFhNi1hMTAzLWQ0M2MyYzIxYTMxMiIsImMiOjl9&pageName=ReportSection68c2510fa4171bdf82a9
8
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outcomes’ as an important element of cooperative approaches subject to robust accounting; and Article
6.4 which establishes a centralised mechanism by the UNFCC to support sustainable development and
generate ‘emission reductions’ that can be used by countries to help meet their NDCs and enhance
their climate ambitions.

Article 6.1
Article 6.1 emphasises the importance of ‘voluntary cooperation’ in countries implementing their NDCs
to allow for ‘higher ambition in their mitigation and adaptation actions, and to promote sustainable
development and environmental integrity’ 9. Higher ambition could be achieved by reducing the cost of
abatement through various mechanisms including crediting mechanisms and/or through the linking of
countries’ emissions trading schemes (ETSs). To ensure environmental integrity, the use of
international transfer of mitigation outcomes should not lead to ‘net increase in global emissions within
and between NDC implementation periods’. 10 This must be achieved ‘through robust, transparent
governance and the quality of mitigation outcomes’11 and ‘minimizing the risk of non-permanence of
mitigation across several NDC periods’12. The definition of integrity under Article 6 thus is wide and any
action must be ‘consistent with the sustainable development objectives of the Party’13 and to ‘minimize
and where possible, avoid negative environmental, economic and social impacts’ 14.

Article 6.2 ITMOs
Article 6.2 establishes a framework in which countries can engage in agreements to implement GHG
emissions reduction projects by issuing and transferring internationally transferred mitigation outcomes
(ITMOs) 15 (UNFCCC, 2022). ITMOs can be transferred from the credit-generating country (often
referred to as the Host Country) where the reduction in GHG is achieved and can be used in several
ways. They can be:


Transferred to credit-buying countries (often referred to as the Receiving Countries) towards
achieving their NDCs;



Transferred and used in market-based schemes such as the Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA) (referred to as ‘other international mitigation
purposes’); or



Transferred and used by companies to offset their emissions (referred to as ‘other purposes’).

Countries must meet certain requirements in terms of reporting, tracking, and accounting to participate
in the transfer of ITMOs. These include an authorization and an approval process, the establishment of
a registry that tracks ITMOs from authorization to transfer, to cancellation, and the submission to a
National Inventory Report (NIR). The UNFCCC will also maintain a Centralised Accounting and
Recording Platform (CARP) to ensure transparency. Unlike emission reductions (ERs) generated under
the Article 6.4 Mechanism (discussed below), ITMOs are not subject to partial cancelation under the
Overall Mitigation of Global Emissions (OMGE) though parties are encouraged to do so. Applying
OMGE has the effect of cancelling a portion of the ERs so neither the seller nor the buyer can use them.
The objective is to ensure reduction in overall mitigation in global emissions. Also, for mitigation

9

United Nations (2015), Paris Agreement, p.7.
Conference of the Parties serving as the meeting of the Parties to the Paris Agreement Third session Glasgow, 31 October to
12 November 2021, Agenda item 12(a) Matters relating to Article 6 of the Paris Agreement Guidance on cooperative
approaches referred to in Article 6, paragraph 2, of the Paris Agreement. Paragraph III, Section D.
11
Ibid, Paragraph IV. Section C.
12
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, Paragraph IV, Section A,
Item (iii), (UNFCCC, 2022)
13
Ibid, Paragraph IV, Section A.
14
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, Paragraph IV, Section A,
Item (18)(i), (UNFCCC, 2022)
15
‘ER’ is used interchangeably with ‘carbon credit’ or ‘carbon offset credit’ which are defined as ‘an emissions unit that is issued
by a carbon crediting program and represents an emission reduction or removal of greenhouse gases’. See also (VCMI, July
2021a).
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outcomes under Article 6.2, the developed countries rejected that a percentage of ITMOs are set aside
as a Share of Proceeds for Adaptation (SOPA) though this should be encouraged. This issue has not
disappeared and there is growing pressure for SOPA to be applied for ITMOs and even be introduced
in VCM (discussed below) (Müller, 2022).
To guarantee and enhance the environmental benefits from the trade of ITMOs, corresponding
adjustments (CAs) need to be applied to a country’s annual emissions balance to avoid double counting
of emission reduction benefits. Thus, if the Receiving Country uses ITMOs towards its NDC, the Host
Country must ‘un-count’ the mitigation outcome from its emissions budget by adding the amount of
respective emissions to the annual emissions balance related to its NDC and declare this in its Biennial
Transparency Report (ADB, 2020). The Receiving Country counts the mitigation outcome by deducting
the respective amount of emissions from its emissions balances.
CAs should be applied ‘in a manner that ensures transparency, accuracy, completeness, comparability
and consistency’16. CAs need to occur when ITMOs are first transferred 17 from the credit generating
country to the credit-buying country. ITMOs generated under Article 6.2 when used by companies in
countries other than the Host Country, either in a VCM or compliance market, are subject to CAs,
though the timing as to when parties should apply the CAs differs and parties have more options. This
allows the generation of ‘adjusted’ carbon credits which can be tradable in VCMs, a key development
which should provide a boost for these markets by enhancing their integrity and credibility by avoiding
double counting and reducing the chances that both the Host Country and the purchasing companies
use the same carbon credit.
The credit-generating country must authorize the use of ITMOs (for NDC, other international mitigation
purposes, or other purposes) 18. According to Article 6.3, the use of ITMOs shall be ‘voluntary and
authorized by participating Parties’19. By authorizing the use of ITMOs for the purpose of achieving
NDCs, the Host Country is committing to undertake CAs against the transfer of the ITMO. However,
the credit-generating country is under no obligation to authorize the transfer of all mitigation outcomes,
and it can decide whether mitigation outcomes generated from domestic projects can be exported to
help other countries meet their NDC (in which case CAs are applied) or used domestically towards its
NDCs. This gives nation states more control over how mitigation outcomes can be used and which
ones to transfer abroad. This could provide incentive for Host Countries to transfer mitigation outcomes
from projects in hard-to-abate sectors (and thus attract finance into these sectors) and use mitigation
outcomes from projects with low abatement costs towards its own NDC (BeZero Carbon, 2021). This
would push investors and developers interested in the transfer of ‘adjusted’ carbon credits up the cost
curve.
In the case of non-authorised mitigation outcomes, such as those used in contributing to the mitigation
efforts of the Host Country or used by the private sector in non-compliance markets, CAs are not
required by the Host Country. This allows the generation of ‘non-adjusted’ carbon credits which can be
traded on the VCM. Many observers consider this to be a blank cheque for double counting and explains
why many NGOs and governments are demanding CAs to be applied in VCM (discussed below).
Another issue relates to transfers of carbon credits from outside the scope of an NDC target, especially
as many countries have not adopted NDC targets that are economy wide and therefore these targets

16

Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, Paragraph III, Section B,
(UNFCCC, 2022)
17
The definition of “first transfer” varies depending on whether ITMOs are transferred between countries and contributes to a
Receiving Country NDC or whether ITMOs are transferred to international market based schemes such as CORSIA. In
particular, in the first case, “first transfers” refer to “the first international transfer of the mitigation outcome” whereas in the
second case, “first transfers” refer to transfer which can occur at “(1) the authorization, (2) the issuance or (3) the use or
cancellation of the mitigation outcome, as specified by the participating Party”, (UNFCCC, 2022).
18
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph V, Section C, (UNFCCC, 2022); Guidance on cooperative approaches referred to in Article 6, Paragraph 2, of the
Paris Agreement, Paragraph I and II, (UNFCCC, 2022)
19
United Nations (2015), Paris Agreement, p.7.
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don’t cover all sectors. Some of these sectors can attract funding for projects that generate carbon
credits to be used towards other countries’ NDCs. Since these projects don’t count towards the Host
Countries’ NDCs and only towards the Receiving Countries’ NDCs, then it could be argued that CAs
should not be applied (Hood, 2019). However, this distorts Host Countries’ decisions which may not
have the incentive to expand the scope of their NDCs in future rounds of updates as such an expansion
will require accounting adjustment which many Host Countries could perceive as disadvantageous
(Hood, 2019). The Article 6 rulebook resolves this issue whereby ‘a participating Party that first transfers
ITMOs from emission reductions and removals that are not covered by its NDC shall apply
corresponding adjustments’20 (UNFCCC, 2022).
Some governments may not have yet in place the necessary framework and processes for authorization
and adjusting their national inventories. Also, the reporting requirements are extensive and include an
initial report before the start of the cooperative action, annual information on ITMO accounting, biannual account on the country’s emissions balances, and providing information into UNFCCC’s CARP.
There are some concerns that some developing countries may not have the resources nor the incentive
to put in place such elaborate frameworks, especially if they expect limited benefits from such markets.

Article 6.4 Emission Reductions Units
Unlike the generation of ITMOs which is governed by cooperative approaches and bilateral agreements,
Article 6.4 Emission Reductions (AR6.4 ERs) are generated from a centralized mechanism (referred to
as the ‘Mechanism’) which is governed directly by the UNFCCC for the authorization and issuance of
ERs similar to the CDM credits under the Kyoto Protocol. But ITMOs and AR6.4 ERs are linked and as
Article 6.2 notes, Article 6.4 ERs issued under the Article 6.4 mechanism, when authorised for use
toward NDC achievement or other international mitigation purposes, are ITMOs 21 and are subject to
CAs when transferred internationally.
Key for the operation of the Mechanism is the Supervisory Board (SB) which has the responsibility of
approving methodologies, setting guidance, and implementing procedures. The preparation work for
the Supervisory Board is expected to run till the end of 2023. By providing a centralized crediting
mechanism, Article 6.4 is expected to generate ERs with assured quality and environmental benefits.
Project developers will have to register their projects with the Supervisory Body to be able to issue
Article 6.4 credits. Also, any activity must receive the approval of the Host Country to qualify for Article
6 transactions (UNFCCC, 2022). The approval process for projects is yet to be developed.
The Mechanism will include a central accounting framework, a central registry, and an Article 6
database. Similar to ITMOs, Article 6.4 ERs are subject to CAs between the Host Country and the
Receiving Country22. Also, Article 6.4 permits the transfer of authorised ERs for ‘international mitigation
purposes’ and ‘other purposes’. However, unlike ITMOs, ERs issued under Article 6.4 are subject to
cancellation under OMGE (2% of all Article 6.4 ERs are subject to cancellation). Also, unlike ITMOs,
the Share of Proceeds for Adaptation (SOPA) applies to Article 6.4 ERs (5% of Article 6.4 ERs are
dedicated to a fund to finance adaptation). Also, administrative fees are applied to these ERs but these
are still do be determined. Table 1 below provides some details about ITMOs and Article 6.4 ERs.
In COP26, participants agreed to limit the number of legacy credits under the Clean Development
Mechanism (CDM) known as Certified Emissions Reduction (CERs) that could be used to achieve a
country’s NDC thereby reducing the risk of an oversupply of credits (only CDM activities registered on
or after 1 January 2013 would be eligible). The main concern about these credits is that they often lack

20

Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, Paragraph III, Section B,
Item (14), (UNFCCC, 2022)
21
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, Paragraph I, Item (g),
(UNFCCC, 2022)
22
More specifically, the details concerning the application of CA to ITMOs defined in Article 6.2 are applicable to Article 6.4
ERs transferred abroad.
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environmental integrity 23 (Cames et al., 2016) and it remains to be seen whether investors would
demand such credits. If all or most of the issued CDM credits were allowed to pass from the Kyoto
Protocol to the Paris Agreement, this would have flooded the market and discouraged the development
of new offset projects. Trading in earlier iterations of the EU Emissions Trading Scheme (EU ETS)
shows that such oversupply can severely impact the orderly functioning of carbon markets and hence
the carbon price.
A key issue is whether the Mechanism will produce better outcomes than the CDM especially in terms
of raising ambition and generating high quality credits. This is yet to be seen but there is a general belief
that the Mechanism is aiming for more ambitious requirements in terms of methodology design and
baseline setting. Also, unlike the Kyoto Protocol, now all parties have NDCs and climate targets which
implies that Host Countries have an interest in limiting the supply of carbon credits not to risk meeting
their NDCs and will focus on transferring carbon credits from hard-to-abate sectors providing different
types of abatement than under the CDM. Also, the Supervisory Body for the Mechanism will focus on
developing tools to ensure sustainable development goals are also met, a key drawback of the CDM.
Also, as discussed, 2% of Article 6.4 ERs will be cancelled by applying OMGE and 5% will be earmarked
to generate revenues for the Adaptation Fund, though some are calling for higher percentages.
Schemes such as the EU ETS will be monitoring closely the Mechanism and assessing whether Article
6.4 ERs generated under the new Mechanism will be allowed to be used for compliance purposes 24.

Table 1 : Main Features of ITMOs and Article 6.4 Emission Reductions Units.
Type of ER Credit

ITMOs

ITMOs under Article 6.4 (AR6.4 ERs)

Definition

Emission Reductions and Removal Credits
which are used for “other international
mitigation purposes” are Internationally
Transferred Mitigation Outcomes (ITMOs).
ITMOs can be originated from cooperative
approaches i.e. by bilaterally agreements
between countries (or “Parties”) in line with
the guidance of Article 6.2 of the PA while
ensuring avoidance of double counting by
applying corresponding adjustments.25

Emission Reduction and Removal Credits
compliant with Article 6.4 of Paris
Agreement. AR6.4 ERs are originated by a
centralized certifying body (“Supervisory
Body”) under the UNFCCC while ensuring
avoidance of double counting by applying
corresponding adjustments.26

23

Majority of energy-related credits (renewables, waste heat recovery, fossil fuel switch, efficient lighting) in developing
countries issued under the Clean Development Mechanism between 2013 and 2020 were found to be non- additional. Another
concern is that these credits were generated before the PA entered implementation and thus using them would crowd out more
recent credits that help increase ambition. On the other side of the argument, there are those who point out that companies
invested heavily in these projects and not allowing any carryover would have blocked monetization and would have sent the
wrong signal to markets as markets need certainty and continuity.
24
The ‘flexibility mechanism’ allowed industrialized nations and by extension regulated emission sources participating in the
Kyoto Protocol (now expired) to meet part of their emission quotas by investing in approved GHG projects in developing
countries. Emission reduction units (ERUs) generated by joint implementation (JI) projects and certified emission reduction
(CERs) generated from the Clean Development Mechanism (CDM) allowed countries committed to achieving emission
reduction targets to carry emissions reduction projects in other countries (in developing countries with no targets under the
Kyoto protocol) and count these towards their own targets (Bose et al, 2021).
25
Decision 2/CMA.3, Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement”, (UNFCCC, 2022)
26
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement, paragraph III, Section
C, (UNFCCC, 2022)
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Measurement

Transferability

Transfer
Mechanism

Corresponding
Adjustments



Measured in metric tonnes of
carbon dioxide equivalent (t CO2
eq) in accordance with the
methodologies
and
metrics
assessed by the IPCC
In other non-greenhouse gas
(GHG) metrics determined by the
participating Parties that are
consistent with the nationally
determined contributions (NDCs)
of the participating Parties



Measured in carbon dioxide
equivalent and equal to 1 tonne of
carbon dioxide equivalent (t CO2
eq) in accordance with the
methodologies
and
metrics
assessed by the IPCC


Further guidance is expected to
be developed by the Supervisory
Body:
“Mechanism
methodologies may be developed
by activity participants, host
Parties, stakeholders or the
Supervisory Body”27
1) From Host Country to Receiving Country as part of Receiving Country’s NDC
2) From Host Country to International Carbon Markets (i.e. CORSIA)
3) From Host Country to VCM of Receiving Country
4) From Host Country to Domestic VCM

“First Transfer” in case 1): “For a mitigation outcome authorized by a
participating Party for use towards the achievement of an NDC, the first
international transfer of the mitigation outcome”

“First Transfer” in case 2) to 4): “For a mitigation outcome authorized by a
participating Party for use for other international mitigation purposes, (1) the
authorization, (2) the issuance or (3) the use or cancellation of the mitigation
outcome, as specified by the participating Party”

Corresponding Adjustments when Transfers occur in cases 1) to 3)

Corresponding Adjustment not needed in case 4)
The overreaching principle requires that “that participation in cooperative approaches
does not lead to a net increase in emissions across participating Parties within and
between NDC implementation periods”28

Governance
Mechanism

Decentralized mechanism based on
bilateral agreements between Host and
Receiving Country

Transfer
Authority

Based on the Host Party authorization as
part of bilateral agreements between
parties in “cooperative approaches”

Centralized Mechanism governed by a
Supervisory Body under the UNFCCC




“The host Party shall provide a
statement to the Supervisory
Body specifying whether it
authorizes A6.4ERs issued for the
activity
for
use
towards
achievement of NDCs and/or for
other international mitigation
purposes”29
“If the host Party authorizes any
such uses, the Party may provide
relevant information on the
authorization, such as any
applicable terms and provisions. If
the
host
Party
authorizes
A6.4ERs for use for other
international mitigation purposes,
it shall specify how it defines “first
transfer” consistently”30

27

Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
paragraph V, Section B, (UNFCCC, 2022)
28
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, paragraph III, (UNFCCC,
2022)
29
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VII and Paragraph V, Section C, (UNFCCC, 2022)
30
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VII and Paragraph V, Section C, (UNFCCC, 2022)
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Haircuts

No Haircuts on ITMOs

Haircuts on issued AR6.4 ERs are given
by31:


Reporting

Recording and
Tracking







Initial Report
Annual Information
Regular information
Review32
Subject
to
“Centralized
accounting
and
reporting
platform”34

SOPA: 5% - dedicated to a fund
to finance adaptation;

“Overall Mitigation of Global
Emissions”
(OMGE):
2%
cancelled;

(Tbd) - Administrative fees
Subject to centralized reporting from the
Supervisory Body33





“If the designated operational
entity concludes that the outcome
of the validation is positive, it shall
submit to the Supervisory Body a
request for registration with the
validation outcome in accordance
with the relevant requirements
adopted by the Supervisory
Body”35
Subject to “The mechanism
Registry”36

3. Voluntary Carbon Markets and Diversity of Credits
Article 6 does not offer clear guidance as to the use of carbon credits by the corporate sector that are
adjusted in a country’s carbon budget. For instance, there is no guidance regarding what can be claimed
by corporations buying these credits ((VCMI, December 2020) and (ICROA, October 2021)) or the
quality of these credits compared to non-adjusted credits. More fundamentally, Article 6 does not
directly regulate the VCM, and thus in principle carbon credits can be issued and purchased without
reference to Article 6 (ICROA, December 2021). In fact, voluntary carbon markets rely on their own
ecosystem of standards and certification organizations, project developers, and verifiers to recognize
emission reductions that are ‘real, measurable, and additional’ (VCMI, July 2021b). Conformance to
these core principles and minimum quality thresholds depends on numerous factors including (i) the
quality and accuracy of monitoring data, (ii) the credibility of the crediting baseline, (iii) whether impacts
are accurately quantified using conservative and transparent methodologies which account for leakage,
and (iv) the rigor of independent, accredited verifications. In addition, the question of the permanence
of any reductions is critical (Bose et al, 2021). Fundamentally, all of these factors also vary depending
on the type of emission reduction or removal solution at hand.
However, given the potential fungibility between VCM and Article 6 carbon credits, some argue that
there might be a need to align VCM rules with those of Article 6 rulebook (Di Leva and Vaughan, 2021),
in particular towards CAs and Claims (ICROA, December 2021). Also, carbon offset programs (also

31

Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VII and Paragraph VIII, (UNFCCC, 2022)
32
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, paragraph IV, (UNFCCC,
2022)
33
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph III, (UNFCCC, 2022)
34
Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris Agreement, paragraph VI, (UNFCCC,
2022)
35
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VII, Section E, (UNFCCC, 2022)
36
Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VI, (UNFCCC, 2022)
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referred to as ‘registries’) such as Gold Standard and Verra may have to align their methodologies (for
instance, their approaches on how to set baselines and their assessment of additionality) and rules with
Article 6 rulebook. For instance, Gold Standard has already announced that it will allow credits
authorized under Article 6 to be issued and transacted through its registry and will provide tags for
authorised credit and track whether CAs have been applied 37. However, it is likely that the registries will
take different approaches which may create uncertainty for investors in measuring the environmental
impact of different projects. Thus, there is a growing pressure on supervisory bodies and the various
initiatives to provide guidance for investors (VCMI, October 2021).
Until there is more clarity, several types of carbon offsets will emerge as summarized in Table 2. Host
Countries can decide whether to attract finance through Article 6 carbon markets or through the VCM,
though to attract finance through the former, CAs must be always applied and therefore this may come
at a higher cost for the Host Country. For the Host Country, the issue becomes whether the benefits
from using Article 6 cooperative approaches and the Mechanism outweighs these costs. While these
costs would ultimately be borne by investors, the generated adjusted ERs and ITMOs under Article 6
may still attract more interest from those investors as they may be perceived to be of higher quality.
The cost for investors could be higher for instance if SOPA and OMGE are applied or if the Host Country
decides to only transfer credits from projects in hard-to-abate sectors (e.g. steel and cement).
Investors have a wide range of choices of carbon credits with different perceived qualities and different
crediting mechanisms. These include Article 6 ERs and ITMOs and various types of voluntary credits
issued by the different standards (known as Verified Emission Reductions) some of which will apply
CAs while others may not.
Table 2 : Type of Emission Reduction Credits which could be originated following the
finalization of Article 6 of the PA.
Type of
Framework

Article 6.2

Type of
Credits

Target

Governance

Specific Procedures

Examples

ITMOs

Receiving
Country NDC
International
Compliance
Carbon
Market
Receiving
Country VCM
Receiving
Country NDC

Bilateral Agreements

CAs at “First
Transfer”38
CAs occur on Host
country’s choice of
authorization,
issuance,
use/cancellation40

Switzerland and
Peru agreement39
ITMOs to
CORSIA

CAs at “First
Transfer”41

Bilateral
exchange by
countries
governed by
Article 6.4

ITMOs

ITMOs

Bilateral Agreements

Bilateral Agreements
Centralized
Governance by Art.
6.4 Supervisory Body

Subject to Haircuts:

ITMOs to VCM

37

https://goldstandardhelp.freshdesk.com/support/solutions/articles/44002270973-is-gold-standard-requiring-all-projects-tohave-corresponding-adjustments38
“A “first transfer” is : (a) “For a mitigation outcome authorized by a participating Party for use towards the achievement of an
NDC, the first international transfer of the mitigation outcome”; (b) “For a mitigation outcome authorized by a participating Party
for use for other international mitigation purposes, (1) the authorization, (2) the issuance or (3) the use or cancellation of the
mitigation outcome, as specified by the participating Party” “. Guidance on cooperative approaches referred to in Article 6,
paragraph 2, of the Paris Agreement, paragraph I, (UNFCCC, 2022)
39
https://andina.pe/ingles/noticia-peru-switzerland-sign-agreement-to-reduce-effects-of-climate-change-818437.aspx
40
“A “first transfer” is : (a) “For a mitigation outcome authorized by a participating Party for use towards the achievement of an
NDC, the first international transfer of the mitigation outcome”; (b) “For a mitigation outcome authorized by a participating Party
for use for other international mitigation purposes, (1) the authorization, (2) the issuance or (3) the use or cancellation of the
mitigation outcome, as specified by the participating Party” “. Guidance on cooperative approaches referred to in Article 6,
paragraph 2, of the Paris Agreement, paragraph I, (UNFCCC, 2022)
41
“For a mitigation outcome authorized by a participating Party for use towards the achievement of an NDC, the first
international transfer of the mitigation outcome”. (UNFCCC, 2022)
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Article 6.4

ITMOs under
Article 6.4
(AR6.4 ERs)



International
Compliance
Carbon
Market

Receiving
Country VCM

VCM

No
authorization
needed from
Host Country

Private
Companies
Voluntary
Claims

Compliance
Carbon
Markets

Part of
Country NDC

Economic
Sectors under
coverage

Independent Bodies,
Transparency
Initiatives such as
VCMI, Standards’
Setting Bodies such
as Gold Standard and
Verra
Country, State level or
International Body44

5% for Share
of Proceeds
for Adaptation
(SOPA)

2% for
contribution to
Overall
Mitigation of
Global
Emissions
(OMGE)

(Tbd) Administrative
fees42
Subject to Standards
and Transparency
Agreements

AR6.4 ERs to
CORSIA

Regulation

EU-ETS,
California-ETS,
Other ETS45

AR6.4 ERs to
Receiving
Country VCM

VCM credits
under the Verra
registry43

Generally, given the diversity of carbon credits, a multiple tier system could emerge with different types
of carbon credits available for investors. Particularly,


Companies will be to able purchase ‘adjusted credits’ that eliminate the risk of double counting,
possibly with higher perceived value in pursuit of science-based targets and net-zero
emissions.



Other ‘non-adjusted’ credits could be used to support claims for other environmental or social
indicators, or for emission reductions (Contribution Claims) that have a lower perceived value
in terms of science-based targets required to achieve net zero emissions.

Although the differentiation in claims based on ER types is widely accepted, this issue has not been
resolved and remains an area subject to debate. Verra 46 for instance argues that emission reductions
claimed by corporates are not counted towards the NDC of the country where they reside and only
appear in corporations’ annual or sustainability reports and therefore CAs should not be applied to
voluntary credits. There is also the risk that non-adjusted credits used only for ‘contribution claims
remove the rationale for comprehensive corporate action because they end up de-linking action from
the corporate footprint’47 and this could have an impact on the participation in VCM. In other words,
corporates may decide that ‘contribution claims’ do not generate enough value for them to justify
investment in these types of credits.
However, there is pressure from many environmental NGOs and some national governments
(particularly EU governments) for carbon offsets in VCM to be subject to CAs. This could lead some
countries (where the buyer is located) to regulate carbon markets requiring the application of CAs as a
part of a wider movement to ensure environmental integrity. For instance, countries of the San José

42 Rules, modalities and procedures for the mechanism established by Article 6, paragraph 4, of the Paris Agreement,
Paragraph VII and Paragraph VIII, (UNFCCC, 2022)
43
https://verra.org/registry-system/
44
https://icapcarbonaction.com/fr/partnership/about
45
https://icapcarbonaction.com/fr/ets-map
46
https://verra.org/the-future-of-the-voluntary-carbon-market/
47
https://verra.org/the-future-of-the-voluntary-carbon-market/
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Principles Coalition for High Ambition and Integrity in International Carbon Markets are committed to
‘applying corresponding adjustments to support voluntary corporate climate commitments in mitigation
outcomes used by corporate actors for voluntary climate goals through international voluntary carbon
markets, as also requested by participants in the voluntary market’. 48 Also, companies may refrain from
purchasing and making claims based on credits that do not apply CAs as these may be perceived as
being of lower quality.
Some have also recommended introducing a SOPA into the VCM (Müller, 2022), not as an obligation
but rather as an option that is encouraged as ‘best practice’ and initially championed by companies that
wish to demonstrate their commitment to Environmental Social and Governance (ESG) objectives. Most
likely, the funds from SOPA would support the least developed countries and be administered through
the UN Adaptation Fund (as is the case with the SOP under the Kyoto Protocol). This idea has the
following logic. Social responsibility is one of the key motivators of voluntary corporate action, and the
recent growth of awareness related to voluntary action reflects increased interest in the IPCC, the Paris
Agreement, and the UN Sustainable Development Goal (SDGs). It also lies behind corporate drive to
show that they are meeting ESG goals. Thus, introducing SOPA would help to enhance the image of
the VCM and convergence with Article 6 carbon markets. Thus, there is also an additional benefit
concerning the fungibility issue as ‘it is very difficult to see how VCM credits could be accepted as Article
6.4 ERs without being subject to a SOPA equivalent to the one adopted in Glasgow for the Article 6.4
Mechanism’ (Müller, 2022).

4. The Issue of Corporate Claims
The diversity of carbon credits makes the issue of claims by corporations even more complex than it
currently is. The UN General Secretary has recently raised concerns about ‘a deficit of credibility and a
surplus of confusion over emissions reductions and net-zero targets, with different meanings and
different metrics’49. In response, the UN General Secretary has recently launched a high-level expert
group to scrutinize and help ensure the robustness of net zero pledges by the private sector and other
non-state entities by developing recommendations on credibility criteria used to assess the stated
objectives, measurement, and reporting of net-zero pledges by non-state actors. These include
developing recommendations ‘regarding processes for the international community to verify and
account in a transparent manner non-state actors’ progress towards meeting their net-zero
commitments and the fulfilment of their reported decarbonization plans, including any reliance on
carbon dioxide removal and offsets and ‘a roadmap to translate these standards and criteria into
international and national level regulations, in the context of a just transition’50.
The claims issue has also received increased attention by various initiatives such as the VCMI (VCMI,
October, 2021). Key issues highlighted include the set of claims that companies can use when they
purchase carbon credits and the different types of claims that could be used with the different credits.
There is also the issue of who should make the claim in relation to the use of carbon credits (SBTi,
September 2021). A particular concern is the issue of ‘double claiming’ which may impact the
uniqueness of the claim with direct effects on the integrity of the VCM. This is linked to the double
counting and as discussed previously, a number of NGOs have been vocal on this issue arguing that
‘companies should not be allowed to neutralise their greenhouse gas emissions through the purchase
of carbon credits, when there is a risk of double counting in the Nationally Determined Contribution

48

https://cambioclimatico.go.cr/following-cop26-climate-talks-the-san-jose-principles-coalition-recommits-to-principles-for-highintegrity-carbon-markets-pledges-to-act-on-them-together/
49
‘UN secretary general launches group to examine net-zero pledges’, https://www.ipe.com/news/un-secretary-generallaunches-group-to-examine-net-zero-pledges/10059007.article#.YkceSu0bK_M.twitter
50
‘UN secretary general launches group to examine net-zero pledges’, https://www.ipe.com/news/un-secretary-generallaunches-group-to-examine-net-zero-pledges/10059007.article#.YkceSu0bK_M.twitter
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(NDC)’ and ‘any carbon credits purchased for such neutralisation must be subject to corresponding
adjustments’51.
The Science Based Targets initiative (SBTi) proposes that while carbon credits can be used by
companies to support global efforts to achieve the Paris climate targets, corporations should not use
these credits to claim they have met targets of reducing their internal emissions. In this spirit, the SBTi
has a ‘mitigation hierarchy’ where companies should set short-term and long-term science-based
targets to address their value chain emissions ((SBTi, September 2021) and (SBTi, October 2021)).
Companies can invest in mitigation outside their value chain (referred to as ‘beyond value chain
mitigation’), but priority should be given to implementing measures to reduce emissions within their
value chain. This has implications on the use of carbon credits where ‘companies are not able to
purchase carbon credits as a replacement for reducing value chain emissions in line with their near and
long-term science-based targets’ ((SBTi, September 2021) and (SBTi, October 2021)). To that extent,
carbon credits can be used in two ways: (i) in the road to net zero, companies can purchase credit to
‘support society to achieve net-zero emissions’ and (ii) when they reach net-zero, companies with
residual emissions within their value chain ‘can neutralize those emissions with an equivalent amount
of carbon dioxide removals’ that can be sourced from (removal-based) carbon credits ((SBTi,
September 2021) and (SBTi, October 2021)). Even if a company offsets all its remaining emissions in
the road to net zero through purchasing carbon credits, whether it can claim ‘carbon neutrality’ remains
an open question subject to much debate.
Thus, the use of carbon offsets raises several challenges related to transparency, the nature and the
credibility of claims, and more fundamentally the role that carbon offsets play in corporations’ objectives
in meeting their ‘carbon neutral’ and ‘net-zero’ pledges (terms which also need to be defined). 52 The
diversity of carbon credits and differences in perceived quality adds a layer of complexity to the claims
issue. Also, as the IPCC report notes (IPCC, 2022), the ‘deployment of CDR to counterbalance hardto-abate residual emissions is unavoidable if net zero CO 2 or GHG emissions are to be achieved’.
Carbon markets should evolve to allow more use of carbon removal credits to direct finance towards
carbon removal technologies and to allow investors to optimise the balance between carbon avoidance
and carbon removal credits.

5. Risks and Mitigation
In an evolving landscape where multiple frameworks and crediting mechanisms co-exist, investors,
companies, and project developers operating on the supply and demand side of the international carbon
markets face various uncertainties.
For instance, on the demand side, and in the context of Article 6.2, for ITMOs which have been
authorized, there is still the risk of those being called back and their status could be in question if the
Host Country were to fail to meet its own NDC at some point in the future. This ‘buyer liability’ has an
adverse impact on the predictability and reliability of transfers. In a situation in which many ITMOs have
been transferred by a Host Country, it may also not be clear which ITMOs should be retracted. In
addition, ‘buyer liability’ can put downward pressure on prices in order to compensate for the expected
risk of retraction, thus reducing the effectiveness of carbon price signals in abating emissions. Also,
there is a reputation risk, as corporate buyers don’t want to be seen as responsible for the Host Country
failing to meet its emission reduction pledges under the Paris Agreement. Also, the lag between the
time of purchase and when the CA is applied can create its own risks (Srinivasan and Sharma, 2021).
An investor can buy credits from projects that the Host Country agreed to apply CAs, but until it can be
verified that the CA has been properly applied (through the submission of the biennial transparency

51

Open letter on green claims (undated), https://carbonmarketwatch.org/wp-content/uploads/2022/02/Letter-on-green-claimsfor-European-Commission.pdf
52
For instance, the Taskforce on Scaling Voluntary Carbon Markets (TSVCM) is ‘predicated upon the principle that voluntary
carbon markets must not disincentivize companies’ own emissions reduction efforts’. Offsets have been criticized as not
consistently delivering climate and other environmental benefits substituting for, and possibly disincentivizing core investments
in operational efficiencies, renewable energy, technology innovations, or procurement of low-carbon inputs into supply chains.

The contents of this paper are the authors’ sole responsibility. They do not necessarily represent the views
of the Oxford Institute for Energy Studies or any of its Members.

12

reports), the investor faces the risk that the country may not deliver on its commitment to adjust its GHG
inventory (Srinivasan and Sharma, 2021). There may be also reputational risks in relation to ESG and
SDG. These will continue to drive a wedge between the value of carbon credits given that these are
also based on SDG benefits which they carry along with mitigation outcomes (Müller, 2022).
On the supply side, countries need to ramp up capacity building with respect to project development.
Article 6 places an important role on the authorization status of ERs from the Host Country (ICROA,
December 2021). It creates risks for developers as there would be uncertainty to whether a project
would be granted a CA and if the project is not granted authorization, what this would imply for the
project. Uncertainty on the exact nature of ERs that could be issued from a project could increase risks
for project developers and thus could affect investment in these projects. The dependence of credits’
quality on the authorization status also exposes investors to risks. Establishing a clear legal framework
around authorization and contingencies is important for project developers which depend on external
investors’ financing. To compete in carbon markets, Host Countries have the incentive to establish a
robust authorization process with clear and transparent legal frameworks to attract interest from
investors and developers alike. The standards operating in VCMs also have to work closely with national
governments to help strengthen and clarify their procedures especially if standards start offering carbon
credits with Article 6 labels53.
In this environment, players operating in carbon markets must explore various mitigation strategies to
reduce these risks. These could include due diligence on projects and Host Countries in terms of legal
exposure, governance, and assessment of progress in achieving their own NDCs. Investors and project
developers could also resort to insurance schemes. These insurance markets have become more
mature over the years, for instance providing purchasers of carbon credits insurance against the loss
of captured carbon due to wildfires. Some have suggested that investors take political risk insurance
(PRI) against the risk that a Host Country fails to deliver on its commitment to apply CAs (Srinivasan and
Sharma, 2021). These insurance schemes could be extended to other forms of risks that could arise
from the Host Country or changes in the regulatory environment in the Receiving Country.
The Russian invasion of Ukraine is also a stark reminder of the governance and institutional risks to
which investors and firms are exposed when investing in carbon credits. Russia has been subject to
severe sanctions which will affect the country’s access to foreign capital and financial markets for the
years to come. Against this background, carbon credits, similar to other assets contingent on countries’
risks, need to be assessed in light of the potential governance and institutional risks they carry. The
uncertain geopolitical environment and exposure of ERs to emerging countries poses a considerable
risk for firms, investors, and countries active in carbon markets. To date, Figure 1 shows that most
carbon credits have been issued in Asia, Africa, and Latin America. Interestingly, Figure 2 shows that
the bulk of credits which are today being ‘supplied’ or ‘in development’ will be fully accounted by the
period between 2024 and 2032 and are mostly originated in Asia. Finally, Figure 3 shows the current
expected supply of ERs originated via registered projects based on their regional location. While a large
amount of ERs were originated during the period around COP 26 in October 2021, a total of more than
200 million ERs are expected to be issued till 2060 when considering currently registered projects in
the Verra registry. Against increasing net-zero pledges from corporates, there might be an increased
need to develop new projects to meet the increasing demand for ERs from the VCM. However, in a
global environment characterised by geopolitical tensions and widening differentials in interest rates
between major developed and developing countries, securing the needed capital could represent a
challenge for project developers moving forward.

53

Post-Cop26: Reflections on Article 6 Outcomes. https://www.goldstandard.org/blog-item/post-cop26-%E2%80%93reflections-article-6-outcomes
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Figure 1: Total cumulative estimated annual emission reductions units (in millions) generated
by geographic regions between 2010 and 02-2022. Emission reduction units are from the Verra
Registry.

Source: Verra Registry and authors’ calculations.

Figure 2 : Total cumulative estimated annual emission reduction units (in millions) which will be
fully accounted at the end of the period by geographical regions between 2024 and 2060.
Emission Reduction units are from the Verra Registry.

Source: Verra Registry and authors’ calculations.
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Figure 3 : Supply of Estimated Annual Emission Reduction units (in millions) by Geographical
regions between 2010 and 2060. Emission Reduction units are from the Verra Registry.

Source: Verra Registry and authors’ calculations.

6. Conclusions
The completion of the Article 6 rulebook of the Paris Agreement is a necessary step towards building a
robust framework in which participants can use collaborative approaches and a market-based
mechanism to promote climate and sustainable development goals. There is widespread expectation
that the Article 6 rulebook will create the conditions for effective and robust international carbon markets
to thrive, including continued, significant growth in private sector investments through voluntary carbon
offset projects. Increasing the credibility and integrity of these markets and greater alignment between
voluntary and compliance markets can increase the adoption and the efficiency of these markets in
achieving their goals. It will also pave the way for cooperative approaches that allow the financing of
technologies needed to meet climate targets and raise climate ambitions of participating countries. The
mechanism under Article 6.4 could pave the way for the development of a new crediting mechanism
that avoid the shortcomings of the Clean Development Mechanism.
However, there are still some uncertainties surrounding the wider implications of Article 6 on carbon
markets. This paper highlights the potential impact of Article 6 on the diversity of carbon credits available
for investors and the uncertainty faced by investors when investing and trading on projects and their
underlying credits as well as for corporations, particularly in what claims they can make by purchasing
these different carbon offsets. Participants in carbon markets will be closely examining the implications
for investors in terms of balancing investments in adjusted versus non-adjusted credits and accessing
high quality projects including carbon removal credits. They will also be considering options to manage
some of the risks associated with governments’ authorization processes, how CAs are applied, the
governance frameworks in place and assessing the financial and reputational risks of some countries
not being able to meet their NDCs while engaging in large transfer of ITMOs. Participants will also be
monitoring closely the emission reductions generated under the Article 6.4 mechanism and whether
these will gain the credibility and integrity to be permitted to be used in other compliance markets such
as the EU-ETS, encouraging convergence across markets. There is hope that that as rules, guidance,
and frameworks from regulated and market led initiatives consolidate, this would create the regulatory
certainty to ensure the environmental integrity that investors seek.
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