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Executive summary
COP26: It is easy to be lost in the flurry of media analyses,
reactions from interest groups, corporate publications
and government positioning around the implications of
what has been agreed and what has been conceded in
Glasgow. Only time will tell whether the first two weeks of
November 2021 will go down in history as the moment
when the world made significant strides towards abating
the worst possible consequences of anthropogenic
warming of the planet.

There is quite a bit to unpack – over the course of two
weeks, the summit saw a series of initiatives launched,
pledges made and agreements concluded. Notable
achievements include the agreement of more than 100
countries to reduce methane emissions, the promise from
world leaders to end deforestation by 2030 and the
approval of the rulebook for a global carbon market
(which has had a history of stumping negotiators since
2015).

Then there is the Glasgow Climate Pact which the UK’s
Prime Minister Boris Johnson hailed as “game-changing”
yet “tinged with disappointment”. It’s easy to see why.
According to the analysis published on Climate Action
Tracker during the first week of COP26, if countries meet
their 2030 targets, global temperatures will still rise 2.4°C
above pre-industrial levels by 2100. So, in spite of the
‘keeping 1.5 alive’ rallying cry at Glasgow, the target of
limiting temperature increase to 1.5°C above pre-
industrial levels is currently “on life support” (as described
by United Nations Secretary-General Antonio Guterres).

What is clear is that the output from COP26, if responsibly
implemented, has the potential to trigger an acceleration
of climate mitigation activities that could shape the
growth of national and regional economies as well as
enhance international cooperation for the remainder of
the decade and beyond.

Countries as well as the public and private sectors will
need some time to fully digest and comprehend how the
agreements reached at COP26 will affect their policies
and activities. Those who wish to position themselves on
the crest of this wave of activity are likely to be those who
get to grips with the detail of what has been agreed
quickly and our hope is that this Briefing Paper will help
with that exercise.

In this Briefing Paper, we have captured the most
significant pledges, decisions and agreements that were
reached at COP26 and analysed key parts of the Glasgow
Climate Pact, the carbon market Rulebooks1 and the
relevance of each to the finance community.

Specifically, Section 2 (Glasgow Climate Pact) looks at the
Glasgow Climate Pact, Section 3 (Key Pledges) provides
an overview of some of the key pledges that were agreed
in parallel with the Pact whilst Section 4 (Private Climate
Finance) reviews key developments for financial
institutions. Finally, Section 5 (Carbon Markets – Article
6.2 and 6.4) together with Schedule 3 (Article 6.2 –
Summary of Chapters), Schedule 4 (Article 6.4 – Summary
of Chapters) and Schedule 5 (Unauthorised A6.4ERs)
analyses the new carbon market Rulebooks.

We have included a list of key terms in the glossary
in Schedule 1 (Glossary) and we encourage you to refer to
it as you read through the parts of this Briefing Paper that
are of interest to you.

We hope that you find this Briefing Paper helpful as you
look back on COP26 and consider its impact for your
business.

22 November 2021

1  Please see definition in Schedule 1 (Glossary)
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Glasgow Climate Pact

What is the Glasgow Climate Pact?

The Glasgow Climate Pact is the climate agreement signed by all 197 Parties to the UNFCCC2 at the conclusion of
the UN COP26 climate summit in Glasgow.

The Pact comprises the decisions of the three governing bodies for the UNFCCC, Kyoto Protocol3 and Paris
Agreement4 respectively (1/CP.265, 1/CMP.166 and 1/CMA.37 ). The aim of the UK government as host and
president of COP26 was to build a framework around the best case scenario goal of the Paris Agreement, i.e. to
limit global warming to well below 2°C, preferably to 1.5°C, compared to pre-industrial levels. Alok Sharma, COP26
president commented as the conference closed:

“we can say with credibility that we have kept 1.5 °C within reach but its pulse is weak. It will
only survive if we keep our promises, if we translate commitments into rapid action and if we
deliver on the expectations set out in this Glasgow Climate Pact to increase ambition to 2030
and beyond”.

Before COP26, the world was on track for 2.7°C of warming, based on commitments by countries. Updated
announcements at COP26 have reduced this to a best estimate of 2.4°C.8 However, some reports during the week
immediately following the end of COP26 suggested that the revised pledges would in fact limit warming to 1.8°C –
although still some way shy of the target, this would be a more encouraging (albeit (at the time of publication of this
Briefing Paper) unconfirmed) outcome. Of course, this also presupposes all of those pledges actually being met.

Importantly, under the Glasgow Climate Pact, countries will meet in 2022 to pledge further carbon cuts with the
aim of reaching the 1.5°C goal.

2 Please see definition in schedule 1 (Glossary)
3 Please see definition in schedule 1 (Glossary)
4 Please see definition in schedule 1 (Glossary)
5 COP26 cover decision (unfccc.int)
6 cmp16_auv_2c_cover decision (unfccc.int)
7 cma3_auv_2_cover decision (unfccc.int)
8 Analysis: Do COP26 promises keep global warming below 2C? - Carbon Brief

https://unfccc.int/sites/default/files/resource/cmp16_auv_2c_cover%20decision.pdf
https://unfccc.int/sites/default/files/resource/cmp16_auv_2c_cover%20decision.pdf
https://unfccc.int/sites/default/files/resource/cma3_auv_2_cover%20decision.pdf
https://www.carbonbrief.org/analysis-do-cop26-promises-keep-global-warming-below-2c
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What are the key elements of the Glasgow Climate Pact?

Article 1 – Science and urgency
.

The Parties acknowledge the undeniable impact of human activities on the climate evidenced by the Sixth
Assessment Report by the Intergovernmental Panel on Climate Change, expressing “alarm and utmost concern
that human activities have caused around 1.1 °C of warming to date” and noting that “impacts are already being
felt in every region”. The Pact stresses the urgency of enhancing ambition and action in relation to mitigation,
adaptation and finance, particularly up to 2030, to address the gaps in the implementation of the goals of the
Paris Agreement.

Article 2 – Adaptation
.

The Pact emphasises the urgency of “scaling up action and support, including finance, capacity building and
technology transfer, to enhance adaptive capacity, strengthen resilience and reduce vulnerability to climate
change in line with the best available science, taking into account the priorities and needs of developing country
Parties”. Achieving this will require international collaboration and cooperation, including with private sector
initiatives. Parties are urged to “further integrate adaptation into local, national and regional planning”. We expect
this to result in increased political pressure on local and regional authorities to ensure that they play their role in
supporting the goals of the Paris Agreement.

Article 3 – Adaptation finance
Developed country Parties are urged to “at least double their collective provision of climate finance for adaptation
to developing country Parties from 2019 levels by 2025”. This would require adaptation funding of around US$40
billion annually, increased from US$20 billion in 2019. This increase is particularly favourable to developing
country Parties as the financial commitment is ring-fenced for adaptation rather than initiatives that avoid future
emissions.

In order to achieve this goal, the Pact “calls upon multilateral development banks, other financial institutions and
the private sector to enhance finance mobilisation in order to deliver the scale of resources needed to achieve
climate plans, particularly for adaptation and encourages Parties to continue to explore innovative approaches
and instruments for mobilising finance for adaptation from private sources”. This means that governments will not
fund adaptation exclusively through public budgets but will implement policy and leverage national budgets
(including using COVID-19 recovery plans) and multilateral development funding to mobilise private finance. In our
view, attractive ways to collaborate include using public finance to de-risk investments by providing guarantees
and standby revenue support for schemes where revenue risk would otherwise put off private investors and,
supporting innovative financial instruments such as mezzanine finance and project bonds as well as implementing
favourable taxation schemes for project companies and private investors.

Article 4 – Mitigation
The Pact reaffirms the Paris Agreement goal of holding the increase in the global average temperature to well
below 2°C above pre-industrial levels and pursuing efforts to limit the temperature increase to 1.5°C above pre-
industrial levels. Parties are requested to revisit and strengthen the 2030 targets in their NDCs9 to align with the
Paris Agreement goal by the end of 2022. While not a binding obligation compared to the Paris Agreement, where
countries were required to communicate an NDC every five years, the intention under the Pact is for NDCs to be
revisited annually. This is especially important given that an overwhelming majority of countries are failing to
achieve their NDCs under the Paris Agreement. The hope is that the annual ‘ratcheting’ mechanism under the Pact
will accelerate compliance with any declared NDCs. Nonetheless, as was the case with the Paris Agreement itself,
the Pact lacks any enforcement or penalty mechanism in the case of non-compliance and relies on international
peer pressure, which may limit its effectiveness in this regard.

Parties are implored to “accelerate the development, deployment and dissemination of technologies, and the
adoption of policies, to transition towards low-emission energy systems, including by rapidly scaling up the
deployment of clean power generation and energy efficiency measures, including accelerating efforts towards the
phase-down of unabated coal power and inefficient fossil fuel subsidies, recognising the need for support towards
a just transition”. While the final text reflects pressure from India and China to water down the coal wording from
“phase out” to “phase down”, the Pact marks the first time a goal to reduce the use of coal and fossil fuels has
been included in a final COP decision. With reference to “unabated coal power” referring to power plants that do
not use carbon capture technology, the Pact signifies opportunities for carbon capture and storage technology,
renewable and nuclear projects and energy storage.

9  Please see definition in Schedule 1 (Glossary)
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Article 5 – Finance, technology transfer and capacity-building for mitigation and adaptation
.

The Pact emphasises the need for technological and financial support from developed country Parties to
developing country Parties, a recurring theme in negotiations.

At COP15 in Copenhagen in 2009, developed country Parties made a pledge to channel over US$100 billion per
year to developing country Parties by 2020, which they failed to deliver on. Crucially, even the pledged figure is
not sufficient to reach the Paris Agreement goals. It had been discussed at COP26 that the pledge can now be
achieved in 2023. The Pact urges developed country Parties to fully deliver on the US$100 billion goal urgently
and through to 2025, emphasising the importance of transparency in the implementation of their pledges. It is
envisaged that some of that finance will be raised through the Adaptation Fund Levy – please refer to Section 5
(Carbon Markets – Article 6.2 and 6.4) of this Briefing Paper for more information on this.

The Pact calls upon developed country Parties, multilateral development banks and other financial institutions
to accelerate the alignment of their financing activities with the goals of the Paris Agreement. But as with the
NDC’S, there are no enforcement mechanisms which might have incentivised developed country Parties to
provide this funding.

Article 6 – Loss and damage
.

The Pact acknowledges the irreversible damage caused by climate change, the rising costs of addressing loss
and damage associated with the adverse effects of climate change in developing country Parties that are
particularly vulnerable to these effects and the need to scale up action and support. However, as with Article 5,
it fails to provide concrete pledges and merely urges developed country Parties to provide funds for the
Santiago Network (set up in 2019 to deal with loss and damage arising out of climate change but not
operationalised). A Glasgow ‘facility’ (proposed by developing country Parties to provide financial support to
communities suffering irreversible damage from climate impacts), was replaced with a reference to the
Glasgow Dialogue (a forum to discuss such arrangements). It remains to be seen whether any funds will be
pledged or further steps agreed at COP27 in Egypt.

Article 7 – Implementation
.
.

The Parties resolved to “move swiftly with the full implementation of the Paris Agreement” and the Pact
references the adoption of various decisions that implement the Paris Agreement principles, including with
respect to nationally determined contributions (Article 4), carbon offsets (Article 6), adaptation (Article 7) and
transparency (Article 13). The Pact therefore builds on the framework of the Paris Agreement, but much of the
detail remains to be resolved.

The Pact restates the need to take into consideration concerns of developing country Parties in line with Article
4 of the Paris Agreement.

Article 8 – Collaboration
.

The Pact concludes by recognising the importance of international collaboration on “innovative climate action,
including technological advancement, across all actors of society, sectors and regions, in contributing to
progress towards the goals of the Paris Agreement”. This reaffirms the need for Parties to garner broad
support from individuals and the private sector to take ever greater action on climate change.

10  Please see definition in Schedule 1 (Glossary)
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There is a welcome sense of urgency that permeates the Pact which is typified by the
agreement that NDCs will now be revisited annually, rather than every five years under the Paris
Agreement.

Unfortunately, it appears that COP27 in a year’s time cannot come soon enough, with the
climate modelling unclear on the impact the commitments under the Pact will have on global
warming projections, and late watering down of the Article 4 agreement to “phase down” coal
instead of “phase out” coal, both demonstrating that there is much work still to be done.

What are the implications of the Glasgow Climate Pact? 

As expected, climate finance and technological developments were both given plenty of
attention in the Pact and are likely to be the subject of a great deal of new government policies
and initiatives as countries strive to meet their NDCs.

The long-awaited inclusion of coal in a COP decision appears to be a turning point whereby
there is a collective international acknowledgment of the need to look beyond current
technologies and capabilities, strengthening the ongoing market shift towards sustainable
projects and investing. With a technological jump required to decarbonise certain ‘hard to abate’
sectors, we expect to see more national-level policies aimed at mobilising investment in, and
development of, new technologies.

Whilst the Pact provides some key “building blocks” (to borrow the words of UN Secretary
General Antonio Guterres11) for international collaboration and alignment on climate change,
with the agreements reached creating a favourable policy environment and moral imperative
towards action, there remains little in the way of concrete commitments and consequences for
failing to honour them.

The implications of the Pact for businesses will therefore depend on how nations and bodies
like the EU implement it and respond to the accelerated impetus for action.

1

2

3

11 https://unfccc.int/news/secretary-general-s-statement-on-the-conclusion-of-the-un-climate-change-conference-cop26

https://unfccc.int/news/secretary-general-s-statement-on-the-conclusion-of-the-un-climate-change-conference-cop26
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Key Pledges 

Pledge
Glasgow Leaders’ Declaration on Forests and Land Use13

Signatories/participants 
141 countries including the US, Russia, China and Brazil

Overview 
Covering almost 3.7 billion hectares of forest, accounting for more than 90% of the world’s forests, the
declaration’s goal is to “halt and reverse forest loss and land degradation by 2030”. Participating countries
expressed their commitments to, among other things, the conservation and restoration of forests and other
terrestrial ecosystems, the promotion of sustainable development and commodity production and
consumption through trade and development policies, and the alignment of financial flows with international
goals to reverse forest loss and degradation.
However, critics view this declaration as a mere echo of similar initiatives launched in the past that have failed
to meet their targets. This includes the 2014 New York declaration pursuant to which 200 countries committed
to halving deforestation by 2020 and ending it by 2030.
As with much of the Glasgow Climate Pact, the weakness of this pledge is that there is no enforcement
mechanism. However, in an example of legislation following COP26 pledges, EU regulation has been announced
since COP26 which would see beef, palm oil, cocoa and other products linked to deforestation banned from
entering the European Union under landmark legal proposals.

12 Please see definition in Schedule 1 (Glossary)
13 https://ukcop26.org/glasgow-leaders-declaration-on-forests-and-land-use/

Throughout the course of COP26, delegations made a number of pledges and entered into a variety of side
agreements which are outside of the UNFCCC12 framework. The signatories to these additional pledges and
agreements are not limited to countries’ delegations. Instead, signatories often include other interested parties
such as the regional governments and automotive manufacturers who have joined the “100% Zero-Emission
Vehicle Sales By 2040” pledge discussed below. The spread of signatories across different levels of government
and across industries reflects the importance in bringing a variety of stakeholders’ efforts to reduce global
emissions and halt climate change. These pledges and side agreements have been key to increasing ambition at
COP meetings (by introducing higher standards than those ultimately agreed in the Glasgow Climate Pact) and to
allow other stakeholders to ‘buy-in’ to the efforts to slow and ultimately stop climate change. On the flip side,
participation in these agreements and pledges is entirely voluntary and so signatories can withdraw, or not
deliver on, their commitment and face few consequences other than political or social pressure to re-join or step
up their efforts. This section contains a brief summary of some of the key pledges and side agreements that
came out of COP26.

https://ukcop26.org/glasgow-leaders-declaration-on-forests-and-land-use/
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Pledge
Global Methane Pledge15

Signatories/participants 
110 countries

Overview
Originally announced by President Biden and President Von der
Leyen at the September 17 Major Economies Forum meeting,
participating countries pledged to cut methane emissions by 30%

warming by 2050. Countries also agree to continuously improve
the national GHG16 inventory reporting under the UNFCCC and
Paris Agreement.17

Even though CO2 has a longer-lasting effect on the climate
compared to methane, methane has a much more powerful
warming effect on the atmosphere. Methane has a 100-year
global warming potential that is 28-34 times than that of CO2 –
measured over a 20-year period, this ratio grows to 84-86 times.
For this reason, President Von der Leyen described reducing
methane emissions as “the lowest hanging fruit” given that it is
“one of the most effective things we can do to reduce near-term
global warming”. The Global Methane Pledge is therefore, a
positive step for the world. However, it is important to bear in
mind that major emitters like Russia, China and India are not part
of the pledge and all of the commitments under the pledge are
merely voluntary.

14 https://ukcop26.org/the-global-forest-finance-pledge
15 https://www.globalmethanepledge.org/
16 Please see definition in Schedule 1 (Glossary)
17 Please see definition in Schedule 1 (Glossary)

Pledge
Global Forest Finance Pledge14

Signatories/participants 
Canada, EU, Germany, France, Japan, Belgium, Denmark, 
Netherlands, Norway, South Korea, the UK, the US

Overview
Participating countries announced their intention to provide
US$12 billion of climate finance between 2021 to 2025 for the
protection, restoration and sustainable management of forests.
The package will support activities including strengthening forest
governance, supporting smallholder farmers to restore degraded
land, strengthening land tenure systems, mobilising private sector
investment, and tackling the systemic drivers of forest loss.
However, critics fear that this declaration might amount to yet
another empty promise.
Separately, 11 donor countries (together with the Bezos Earth
Fund) pledged at least US$1.5 billion to support efforts to reverse
forest loss by 2030 in the Congo Basin.

https://ukcop26.org/the-global-forest-finance-pledge
https://www.globalmethanepledge.org/
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Pledge
Glasgow Financial Alliance for Net Zero (GFANZ)20

Signatories/participants 
Over 450 financial firms across 45 countries

Overview
Led by Mark Carney, GFANZ members have committed to manage their assets, totalling more than US$130 trillion, in
line with achieving net zero targets. Importantly, they must align with the UN’s Race to Zero criteria: using science-
based guidelines to reach net-zero emissions across all emissions scopes by 2050; setting 2030 interim targets that
represent a fair share of the 50% decarbonisation required by the end of the decade; setting and publishing a net-
zero transition strategy; committing to transparent reporting and accounting on progress against those targets; and
adhering to strict restrictions on the use of carbon offsets.
The goal of GFANZ is to leverage the power of large financial institutions to accelerate the alignment of financing
activities with net zero. GFANZ has numerous workstreams through which it aims to achieve this, for instance by
mobilising private capital to emerging markets and developing countries for their transition needs through private-
sector investments and public-private collaboration, and engaging with industries (especially hard-to-abate sectors
like steel, aviation and oil and gas) to develop sector-specific pathways to reach net zero emissions.
Criticisms of GFANZ include the lack of agreed-upon metrics to measure GFANZ portfolio alignment with the Paris
Agreement, and the fact that non-public and state-controlled companies may be less likely to submit to the
pressures of institutional investors and private-sector banks. But if the new International Sustainability Standards
Board (ISSB) brings globally comparable reporting on sustainability matters to the financial markets and the
standards are widely adopted, some of these concerns on metrics should be addressed.
Further discussion of GFANZ can be found in Section 4 (Private Climate Finance).

18 https://ukcop26.org/global-coal-to-clean-power-transition-statement/
19 https://endcoal.org/finance-tracker/
20 https://www.gfanzero.com/

Pledge
Global Coal to Clean Power Transition Statement18

Signatories/participants 
23 countries including Indonesia, Vietnam and Poland

Overview
In a statement made on 4 November 2021, more than 40 countries pledged to “accelerate a transition away from
unabated coal power generation”. This statement includes commitments to rapidly scale up technologies and
policies for the purpose of transitioning away from unabated coal power generation in the 2030s for major
economies and in the 2040s globally, to cease issuing new permits for new unabated coal-fired power generation
projects, to cease new construction of unabated coal-fired power generation projects and to end new direct
government support for unabated international coal-fired power generation.
These commitments prompted Alok Sharma, President for COP26, to proclaim that “the end of coal is in
sight”. Since 2013 China, South Korea and Japan have accounted for over 95%19 of foreign financing towards coal-
fired power plants, reflecting their status as the main historical funders of coal power. However, all three countries
announced during 2021 before the opening of COP26 that they would cease to fund new coal-fired power stations
abroad. So, although the Global Coal to Clean Power Transition Statement is not legally binding (and, at
best, imposes a moral obligation on its signatories), if these historical funders stand by their declarations leading up
to COP26, it may yet prove to be an important piece of the jigsaw to transition away from coal power generation.
Coal was also covered in the Glasgow Climate Pact. This was a significant achievement given that it was the first
time that fossil fuels had been included in a COP agreement. However, deep disappointment was felt on the final day
of COP26, when a last-minute intervention by India and China resulted in the pledge being infamously watered down
from the “phase out” of coal to the “phase down” of coal. Please refer to Section 2 (Glasgow Climate Pact) above
for more information on this.
Since the conclusion of COP26, Vietnam’s Deputy Prime Minister has already directed Vietnam’s Ministry of Industry
and Trade to revise its latest power development plan to take into account its COP26 commitment to achieve carbon
neutrality by 2050 and to review the inclusion of coal plant projects with no investor backing or from
which investors have indicated an intent to withdraw. This makes clear that a lack of available financing is an
effective lever for Vietnam to build fewer coal-fired power plants. Vietnam has the third largest pipeline of new coal
plants planned after China and Indonesia.

https://ukcop26.org/global-coal-to-clean-power-transition-statement/
https://endcoal.org/finance-tracker/
https://www.gfanzero.com/
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Pledge
100% Zero-Emission Vehicle Sales By 204022

Signatories/participants 
154 signatories including 38 countries, 44 cities, states or regional governments, 11 automotive 
manufacturers, 27 fleet owners, 13 investors with significant shareholdings in automotive manufacturers 
and 2 financial institutions

Overview
Signatories pledged that new cars and vans sold are to be zero-emission by 2035 in major markets and 2040
globally. Ford, Jaguar Land Rover, Mercedes-Benz and Volvo are among the carmakers that have signed the
agreement. There were, however, notable absences. The US, China and Germany declined to sign, along with
Volkswagen, Toyota and BMW.

21  https://ukcop26.org/cop-26-clydebank-declaration-for-green-shipping-corridors/
22  https://ukcop26.org/cop26-declaration-on-accelerating-the-transition-to-100-zero-emission-cars-and-vans/

Pledge
Clydebank Declaration21

Signatories/participants 
22 countries including the UK, the US, Japan, Australia and Canada

Overview
The signatories are to support the establishment of green shipping corridors (i.e. zero-emission maritime routes
between two or more ports). The aim is to establish at least six green shipping corridors by 2025 and many
more by 2030. According to the declaration, corridors would arise from partnerships between willing ports and
operators to decarbonise specific shared maritime routes. Therefore, success is dependent on the voluntary
participation of operators.

https://ukcop26.org/cop-26-clydebank-declaration-for-green-shipping-corridors/
https://ukcop26.org/cop26-declaration-on-accelerating-the-transition-to-100-zero-emission-cars-and-vans/
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Pledge
International Aviation Climate Ambition Coalition23

Signatories/participants 
23 countries

Overview
Signatories to this declaration committed to advancing ambitious actions to reduce aviation CO2 emissions at a rate
consistent with efforts to limit the global average temperature increase to 1.5°C. Signatories also acknowledge that
the International Civil Aviation Organization (ICAO) (with whom they will seek to collaborate) is the appropriate forum
in which to address emissions from international aviation. In addition, the declaration sets out ways to ensure the
effectiveness of the Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA).
This declaration can be considered a key step towards the ICAO (a UN agency) setting tougher climate targets for
airlines when its 193 member states next meet in September 2022.

Targets for airlines are an important building block in the efforts to keep global heating to 1.5°C above pre-industrial
levels. Indeed, the agreement that the ICAO (through CORSIA) is the “appropriate forum” appears to have been
made in anticipation of likely arguments against tougher targets at the next ICAO meeting.

23  https://ukcop26.org/cop-26-declaration-international-aviation-climate-ambition-coalition/
24  https://www.state.gov/u-s-china-joint-glasgow-declaration-on-enhancing-climate-action-in-the-2020s/
25  https://beyondoilandgasalliance.com/

Pledge
US-China Joint Glasgow Declaration on Enhancing Climate Action in the 2020s24

Signatories/participants
The US, China

Overview
On 10 November 2021, the US and China unveiled a joint declaration which set out their commitment to work
together in taking ambitious action “during this critical decade” in order to meet the central goals of the Paris
Agreement. Among other matters, the declaration highlights the reduction of methane emissions, decarbonisation
and the protection of forests as key areas of joint efforts.
US-China relations have been strained following friction over trade, accusations of human rights violations and
security issues. Many commentators worry that this tension would jeopardize progress on climate change where
cross-border cooperation is of utmost importance, especially between the world’s two superpowers (which together
account for about 40% of global greenhouse-gas emissions). This declaration, which built on their joint statement in
April and climate talks in Tianjin in September, was a welcome surprise at the climate summit.

Pledge
Beyond Oil and Gas Alliance (BOGA)25

Signatories/participants
Members: Costa Rica, Denmark, Sweden, France, Greenland, Ireland, Quebec and Wales 
Associate Members: New Zealand, Portugal and California
Friends: Italy

Overview
BOGA, co-chaired by Costa Rica and Denmark, is a coalition of governments and stakeholders cooperating to facilitate
the managed phase-out of oil and gas production. BOGA aims to elevate the phase-out as an issue in international
climate dialogues, to mobilise action and commitments, and create an international community of practice on the
phase-out. The core members are committed to ending new concessions, for oil and gas production. The BOGA
declaration highlights the importance of ending public financing for oil and gas production overseas and removing
domestic production subsidies. They also agree that “more oil and gas resources must be left in the
ground” and to transition away from oil and gas. This is an interesting initiative, but the fact that many of the
signatories are regions of larger states suggests it will have limited impact. No countries producing significant amounts
of oil or gas are included in the signatories, though the inclusion of France, which is the home jurisdiction to Total is
noteworthy. When considered in the context of President Macron’s support earlier in 2021 for Total’s construction of a
US$3.5 billion oil pipeline in east Africa, it remains to be seen whether BOGA will demonstrate the ambition to move
beyond oil and gas that they are committed to represent.

https://ukcop26.org/cop-26-declaration-international-aviation-climate-ambition-coalition/
https://www.state.gov/u-s-china-joint-glasgow-declaration-on-enhancing-climate-action-in-the-2020s/
https://beyondoilandgasalliance.com/
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Private Climate Finance 

26  There are various financial sub-sector net-zero initiatives as part of GFANZ: the Net-Zero Banking Alliance, the Net Zero Asset Managers initiative, the Net-
Zero Asset Owner Alliance, the Paris Aligned Investment Initiative, the Net-Zero Insurance Alliance, the Net Zero Financial Service Providers Alliance, or the 
Net Zero Investment Consultants Initiative. Further information can be found here: Membership | Glasgow Financial Alliance for Net Zero (gfanzero.com)
27  Amount of finance committed to achieving 1.5°C now at scale needed to deliver the transition | Glasgow Financial Alliance for Net Zero (gfanzero.com)
28  Please see definition in Schedule 1 (Glossary)
29 https://www.theguardian.com/commentisfree/2021/nov/13/global-finance-net-zero-challenge-fossil-fuels-climate-catastrophe
30 Does the maths on Mark Carney’s $130tn net zero pledge stack up? | Financial Times (ft.com)

This section reviews the key developments during COP26 with respect to financial institutions. Whilst there were
several pledges and commitments from states during COP26, there were also numerous developments that are
directly relevant to private finance. More specifically, disclosure requirements around climate (and sustainability
more generally) are rapidly evolving; central banks and regulators are more acutely aware of climate-related
risks with respect to the institutions they regulate and oversee and are considering imposing prudential
standards to address financial risks stemming from client change; and (perhaps most importantly) financial
institutions themselves are seeing climate and sustainability finance as an opportunity (not purely from a
reputation perspective, but also for profit).

Glasgow Financial Alliance for Net Zero (GFANZ)
As noted in Section 3 (Key Pledges), GFANZ was launched in April 2021 by Mark Carney. It provides a forum for its
members (who include over 450 financial institutions across 45 countries) to accelerate the transition to net
zero. Among the member firms making net zero commitments are banks, insurers, pension funds, asset
managers and stock exchanges.26

It was announced at COP26 that, through the GFANZ, over US$130 trillion of private capital is now committed to
transforming the economy for net zero over the next 3 decades.27 Members of the GFANZ have therefore
committed to manage their assets in line with the goals of the Paris Agreement28 (keeping temperatures rise to
1.5°C below pre-industrial levels). In support of the credibility of such announcement, Mark Carney clarified29

that GFANZ members: a) not only committed to net zero by 2050, but also agreed to target 50% of the
emissions reductions required to reach net zero by 2030 (with a focus on near-term action); b) are committed to
rigorous science-based metrics (including those published by Science-Based Targets initiative (SBTi)), and c) are
working on science-based transition plans for themselves and for the companies they finance (so their action is
likely to have a domino effect across the economy).

However, the substantial sum of US$130 trillion mentioned above is not ready to be deployed for transforming
the economy to net zero. Noting that some of it is almost certainly invested in fossil fuels, the calculation made
to reach such sum is questionable.30 GFANZ has also been criticised for not establishing commitments for
member firms to phase out financing of fossil fuels. Rather, the figure mentioned is more to be seen as an
indication of the heft of the institutions involved.

https://www.gfanzero.com/membership/
https://www.gfanzero.com/press/amount-of-finance-committed-to-achieving-1-5c-now-at-scale-needed-to-deliver-the-transition/
https://www.theguardian.com/commentisfree/2021/nov/13/global-finance-net-zero-challenge-fossil-fuels-climate-catastrophe
https://www.ft.com/content/036f6253-ea40-4cde-868a-db8c5f3b245a
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GFANZ identifies seven key areas for focus in transitioning to net zero. Given the note of “deep regret” that the
US$100 billion climate finance goal has not yet been met in the Glasgow Climate Pact, GFANZ’s support for the
mobilisation of private capital to emerging markets and developing countries through private sector investments
and public-private collaboration is particularly welcome.

In this context, the announcement of the support for South Africa’s transition away from coal fired power stations
to help it meet its revised NDC, through a combination of public and private finance is significant.31 Further
initiatives are underway with banks being encouraged to also support programmes like the Climate Change
Leadership Initiative (CGLI). One programme in particular (for India) will focus32 on private sector financing of
sustainable infrastructure projects in specific low-carbon sectors, as in the case of South Africa, to support India’s
ambition of meeting their NDC. There are plans to mobilise capital through existing or new equity financing
vehicles, and advancing public-private collaboration by partnering with the Government of India and the multilateral
development finance institutions. Please refer to Section 3 (Key Pledges) for more on GFANZ.

New climate/sustainability disclosure standards
In an important development, the International Financial Reporting Standards Foundation (IFRS Foundation)
announced at COP26 the establishment of an International Sustainability Standards Board (ISSB) to develop
globally consistent climate and broader sustainability disclosure standards for financial markets33 which
jurisdictions may adopt on a voluntary basis. Two leading investor-focused sustainability disclosure organisations,
the Climate Disclosures Standards Board (CDSB) and the Value Reporting Foundation (VRF) will consolidate into the
ISSB by June 2022. Additionally, in November 2021 the IFRS Foundation released recommendations from the
Technical Readiness Working Group for consideration by the ISSB for a climate-related disclosures standard in the
form of a climate-related disclosures prototype34 and supplementary technical protocols for disclosure
requirements.35 The Working Group consists of, and will build on the work of, various entities involved in
establishing disclosure standards, including the Task Force on Climate Related Financial Disclosures (TCFD), as well
as the CDSB, the VRF, and the Impact Management Platform.

The climate-related disclosures prototype contains requirements for the identification, measurement and
disclosure of climate-related financial information, which are then detailed per industry type on the supplementary
technical protocols for disclosure requirements. Although still subject to further consultation by the ISSB, these
documents provide an insight into the new standards that, once adopted, will impact not only financial institutions
but public companies in general. A common disclosure standard will allow investors to better make investment
decisions based on more robust and uniform sustainability disclosures and avoid the compliance burden and
arbitrage risk of fragmented disclosure regimes. No doubt the new ISSB standards will play a crucial role in the
development of prudential requirements to address financial risk related to climate change.

31 https://www.gov.za/speeches/presidency-international-partnership-support-just-transition-2-nov-2021-0000
32  https://www.gov.uk/government/news/joint-statement-by-government-of-india-uk-government-and-the-cfli-on-mobilising-climate-finance-in-india
33  IFRS - International Sustainability Standards Board
34  Prototype Climate-related Disclosures Requirements (Climate Prototype) (ifrs.org)
35  Supplement: Technical Protocols for Disclosure Requirements (Climate Prototype) (ifrs.org)

https://www.gov.za/speeches/presidency-international-partnership-support-just-transition-2-nov-2021-0000
https://www.gov.uk/government/news/joint-statement-by-government-of-india-uk-government-and-the-cfli-on-mobilising-climate-finance-in-india
https://www.ifrs.org/groups/international-sustainability-standards-board/
https://www.ifrs.org/content/dam/ifrs/groups/trwg/trwg-climate-related-disclosures-prototype.pdf
https://www.ifrs.org/content/dam/ifrs/groups/trwg/climate-related-disclosures-prototype-technical-protocols-supplement.pdf
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The role of central banks
Central banks were well represented at COP26, with many announcing individual pledges and several
governors delivering speeches.36 The Network of Central Banks and Supervisors for Greening the Financial
System (NGFS) has published a “Glasgow Declaration” which commits its 100 members (central banks and
supervisors) to take steps to green the financial system, improve resilience to climate risk, and facilitate
transition to a sustainable economy.37 Specific actions include work on integrating climate change
considerations into monetary policy strategies and facilitating identification, management and mitigation of
climate-related risks.

Following on from COP26, the Basel Committee on Banking Supervision has announced that it is seeking to
promote a principles-based approach to improving both banks’ risk management and supervisors’ practices
regarding climate-related financial risks. To that end, it has published a consultation paper with proposed
principles for the effective management and supervision of climate-related financial risks – the consultation will
close on 16 February 2022.38 The proposal is that these financial risks be considered in all aspects of the Basel
prudential framework, not just Pillar 2 requirements. So, for instance, under the proposed principle 9, banks
will be required to understand the impact of climate-related risk drivers on their market risk positions and
ensure that market risk management systems and processes consider material climate-related financial risks.
Scenario analysis should be used to work out how assets might be impacted by climate related risks, including
disorderly transition, materialising.

These initiatives demonstrate that central banks and bank supervisory entities are increasingly aware of
climate-related financial risks and international standards for addressing financial risks stemming from climate
change are well advanced.

Multilateral development banks
.

On 2 November 2021, several development banks issued a statement39 to make “nature-positive” investments
and to further consider nature in their policies, analysis, assessments, advice and operations.

Financial Sector Commitment on Eliminating Deforestation
Over 30 financial institutions announced at COP26 their endorsement of a commitment letter on eliminating
commodity-driven deforestation.40 As part of the commitment, the firms in question agree to disclose
deforestation risk and mitigation risk in their portfolios by 2023 and to publicly report credible and peer-aligned
progress on eliminating forest-risk commodity-driven deforestation in their investment and lending portfolios.

Net zero financial centres
On 3 November 2021, the UK announced plans to become a net zero financial centre,41 introducing a
requirement from 2023 for firms to either publish transition plans which align with the government’s net zero
commitment, or explain why they have not done so. It is likely, the UK government indicated, that these
requirements would become more onerous as standards improve.41 We would not be surprised if other
countries were to follow suit - this is likely to impact financial institutions and companies generally.

This announcement came at the same time as a series of other announcements from the UK, as host of COP26,
including Greening Finance: A Roadmap to Sustainable Investing,42 with details on the UK Government’s plans
to develop a new Sustainability Disclosures Regime (SDR) and a Green Taxonomy – building on the EU
Taxonomy Regulation and the EU Sustainable Finance Disclosure Regulation. SDR builds on the UK’s TCFD
implementation and covers corporate, asset management and investment product disclosure. The UK
government also promises to make the new standards to be developed by the ISSB a core component of the
SRD and plans to include a mechanism to adopt and endorse ISSB-issued standards for use in the UK.

36  Laying the Foundations for a Net Zero Financial System - speech by Andrew Bailey | Bank of England and Remarks by Secretary of the Treasury Janet L. 
Yellen at COP26 in Glasgow, Scotland: “Delivering Finance for Emerging Markets and Developing Economies | U.S. Department of the Treasury
37  NGFS Glasgow Declaration
38  Principles for the effective management and supervision of climate-related financial risks (bis.org)
39  MDB Joint Nature Statement - UN Climate Change Conference (COP26) at the SEC – Glasgow 2021 (ukcop26.org)
40  Financial Sector Commitment Letter on Eliminating Commodity-Driven Deforestation
41  Chancellor: UK will be the world’s first net zero financial centre - GOV.UK (www.gov.uk)
42  https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1026224/CCS0821102722-
006_Green_Finance_Paper_2021_v5_Bookmarked_48PP.pdf

https://www.bankofengland.co.uk/speech/2021/november/andrew-bailey-speech-at-cop26-laying-the-foundations-for-a-net-zero-financial-system
https://home.treasury.gov/news/press-releases/jy0465
https://home.treasury.gov/news/press-releases/jy0465
https://www.ngfs.net/sites/default/files/ngfsglasgowdeclaration.pdf
https://www.bis.org/bcbs/publ/d530.htm
https://ukcop26.org/mdb-joint-statement/
https://racetozero.unfccc.int/wp-content/uploads/2021/11/DFF-Commitment-Letter-.pdf
https://www.gov.uk/government/news/chancellor-uk-will-be-the-worlds-first-net-zero-financial-centre
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1026224/CCS0821102722-006_Green_Finance_Paper_2021_v5_Bookmarked_48PP.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1026224/CCS0821102722-006_Green_Finance_Paper_2021_v5_Bookmarked_48PP.pdf
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The U.S. Securities and Exchange Commission revised position on shareholder petitions relating to
climate and social issues
On 3 November 2021, the U.S. Securities and Exchange Commission reversed its previous decisions which
allowed companies to block shareholder petitions relating to climate and social issues.43 This means that
shareholder petitions requesting companies to, for example, adopt timeframes or targets to address climate
change can no longer be excluded from shareholder voting “so long as the proposals afford discretion to
management as to how to achieve such goals”. This move is likely to increase the pressure on US companies
to act as a result of shareholder activism with respect to climate and wider social issues.

Pledges influencing regulatory and legislative environment
It is important to recognise that the pledges covered in Section 3 (Key Pledges) have a knock-on impact on
the actions of central banks, regulators and legislators. As an example, the EU has recently proposed
legislation aimed at preventing the import of commodities linked to deforestation.44 Any bank financing
commodities or involved in trade finance would need to take this into account when doing its due diligence.

Concluding remarks
The developments discussed above show that financial institutions are under pressure to act with respect to
climate from all fronts – whether through central banks, regulators, legislators, enhanced disclosure
requirements, competition against their peers and pressure from clients. The race to net zero is therefore a
journey in which we would expect increased participation from the finance sector in the next few years.
Furthermore the combination of greater scrutiny (whether from regulators, clients, investors or other
interested parties) coupled with increased transparency (whether through obligatory or voluntary disclosures)
will increase the regulatory and legal risk of “getting ESG wrong”. As the draft Basel principles on climate
related financial risk say, firms must look - and it is clear from the GFANZ and other commitments – that
some are increasingly looking - at their governance arrangements to ensure they can effectively manage
these specific risks.

43  SEC.gov | Shareholder Proposals: Staff Legal Bulletin No. 14L (CF)
44  https://www.reuters.com/business/environment/eu-commission-proposes-imports-curbs-goods-linked-deforestation-2021-11-17/

https://www.sec.gov/corpfin/staff-legal-bulletin-14l-shareholder-proposals
https://www.reuters.com/business/environment/eu-commission-proposes-imports-curbs-goods-linked-deforestation-2021-11-17/
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Carbon Markets  Article 6.2 and 6.4

The agreement on the Rulebooks45 in Glasgow was a welcome development to the framework laid out through
Articles 6.1 to 6.7 of the Paris Agreement.46

The Rulebooks are complex and, perhaps understandably so in the circumstances, there remains some
uncertainty in the interpretation of certain provisions, including key ones such as the definition of ITMOs47, the
application of the Article 6.2 Rulebook48 to A6.4ERs49, the application of the Article 6.4 Rulebook to unauthorised
A6.4ERs and the rules relating to application of corresponding adjustments50 (including the rules against double-
counting).

Nonetheless, there are plenty of encouraging concepts and guidelines that should, with proper implementation,
provide a platform for a viable global carbon market.

In this section of our Briefing Paper we have summarised some of the key concepts in the Rulebooks highlighted
some of the potential weaknesses in the drafting. Schedule 3 (Article 6.2 – Summary of Chapters) and Schedule 4
(Article 6.4 – Summary of Chapters) provide a chapter-by-chapter summary (together with some additional
analysis) of each Rulebook in an easily digestible format and Schedule 5 (Unauthorised A6.4ERs). Neither this
section of our Briefing Paper or Schedule 3 (Article 6.2 – Summary of Chapters), Schedule 4 (Article 6.4 –
Summary of Chapters) or Schedule 5 (Unauthorised A6.4ERs) are intended to represent a definitive or
comprehensive legal analysis of the Rulebooks – we note that the text in both documents will be subject to
much debate, scrutiny and development from market participants over the coming months and years.

We acknowledge that a set of rules for the non-market mechanism envisaged by Article 6.8 of the Paris
Agreement has also been agreed however we do not discuss these rules in this particular Briefing Paper but may
do so in a future publication.

Please refer to the glossary in Schedule 1 (Glossary) when reading this part of the Briefing Paper as many of the
terms (both capitalised and lower-case (following the style of the Rulebooks)) that are used in this section are
defined there.

Introduction

45  Please see definition in Schedule 1 (Glossary)
46  Please see definition in Schedule 1 (Glossary)
47  Please see definition in Schedule 1 (Glossary)
48  Please see definition in Schedule 1 (Glossary)
49  Please see definition in Schedule 1 (Glossary)
50  Please see definition in Schedule 1 (Glossary)
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The Article 6.2 Rulebook facilitates the creation of an international market for ITMOs. It contemplates the
participants being individual countries participating in the Article 6.2 market as part of their efforts to achieve the
targets set in their NDCs.51

The Article 6.4 Rulebook52 attempts to create the market envisaged by Articles 6.4 to 6.7 of the Paris Agreement for
the trading of a new class of carbon credits referred to as “A6.4ERs” between public and/or private bodies.

How the trading of A6.4ERs affects the stocktake of national emissions reduction targets in NDCs has been a
fundamental sticking point in Article 6.2 / 6.4 negotiations since the Paris Agreement was agreed in 2015. The new
Rulebooks have gone some way to resolving those long standing arguments.

Schedule 2 (Article 6 Carbon Markets) sets out an indicative visualisation of the markets created by the Rulebooks
as well as the interaction between them – we hope that you find this a helpful aid in understanding how these new
markets are intended to function.

A birds-eye view 

Article 6.4 Rulebook 
This Rulebook is a comprehensive document which not only establishes a Supervisory Body to oversee the
implementation and operation of the market for A6.4ERs but also provides plenty of detail around activity and
methodology approval, adaptation financing, and transfer of CDM53 activities as well as various other key features.
We have set out some of the highlights and areas where we think further guidance is needed below.
One of the positive developments in the Article 6.4 Rulebook is the refinement and setting of rules of procedure
applicable to the Supervisory Body. The Supervisory Body will consist of one member from each of the five United
Nations regional groups, one member from the group of least developed countries and one member from small
island developing States. The countries from each of those groups will take up membership on a rotating basis.

The Rulebook also sets out an extensive list of governance responsibilities and functions of the Supervisory Body
which include:
• establishment of the requirements and processes necessary to operate the Article 6.4 mechanism such as (1) the

development and/or approval of methodologies under which Article 6.4 activities may be approved and
registered, (2) the registration of activities as Article 6.4 activities, (3) operating and maintaining the registry for
the Article 6.4 mechanism, and (4) the delivery of overall mitigation in global emissions as set out in CH.VIII
(Delivering overall mitigation in global emissions);

• the accreditation of operational entities as designated operational entities;

• supporting the implementation of the Article 6.4 mechanism by, for example, developing and maintaining a public
website for information related to proposed and registered Article 6.4 activities; and

• reporting annually to the CMA.54

These rules clearly set out the criteria that a proposed Article 6.4 activity55 must meet in order to be eligible for
registration by the Supervisory Body – some of the more interesting features of the criteria include:
• the activity being designed to achieve (1) mitigation of GHG56 emissions that is additional, and (2) emission 

reductions in the host Party;57

• the activity being a project, programme of activities, or other type of activity approved by the Supervisory 
Body; and

• the activity needing to undergo local and, where appropriate, subnational stakeholder consultation consistent
with applicable domestic arrangements in relation to public participation, local communities and indigenous
people, as applicable.

Another positive development is the inclusion of detailed provisions around activity design and methodologies.
Under sub-paragraph 30, a public or private entity participating in an activity or project that it wishes to register as
an Article 6.4 activity is required to follow the guidance and rules set out in Paragraph A (Activity design)
of Ch.V (Article 6, paragraph 4, activity cycle).

51  Please see definition in Schedule 1 (Glossary)
52  Please see definition in Schedule 1 (Glossary)
53  Please see definition in Schedule 1 (Glossary)
54  Please see definition in Schedule 1 (Glossary)
55  Please see definition in Schedule 1 (Glossary)
56  Please see definition in Schedule 1 (Glossary)
57  Please see definition in Schedule 1 (Glossary)
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Furthermore, sub-paragraphs 33 to 39 of Paragraph B (Methodologies) of Ch.V (Article 6, paragraph 4, activity cycle)
prescribe for a robust regime for the development and approval of Article 6.4 mechanism methodologies. Mechanism
methodologies must be developed by parties wishing to register Article 6.4 activities and must: (1) set a baseline for
the calculation of the emissions reductions set out to be achieved by the Article 6.4 activity; (2) demonstrate how the
Article 6.4 activity is additional; and (3) explain how emissions reductions achieved by the Article 6.4 activity will be
accurately monitored and calculated. Sub-paragraph 35 makes clear that a mechanism methodology may only be
approved by the Supervisory Body where it meets the requirements of the Article 6.4 Rulebook.

It is interesting that the negotiating parties took this
opportunity to re-affirm additionality as the centre-
piece concept of UNFCCC58 based carbon projects.
Helpfully, sub-paragraph 38 explains the meaning of
additionality using relatively straightforward layman
terminology. This is important given that additionality
has been a somewhat nebulous concept prone to
misinterpretation. Specifically, Article 6.4 activities
will be deemed to have demonstrated additionality
where a robust assessment has been used to show
the activity would not have occurred in the absence of
the incentives from the Article 6.4 mechanism. This
provision in particular may be invoked by the
Supervisory Body to block the transfer of CDM project
activities that do not meet this standard from entering
circulation as part of the Article 6.4 mechanism under
the provisions of Ch.XI (Transition of clean
development mechanism activities and use of
certified emission reductions towards first nationally
determined contribution) – see below for more on this
point.

One of the most contentious negotiating points
throughout the sequence of COP meetings since
COP21 has been whether Article 6.4 credits can be
utilised by parties participating under the Article 6.2
mechanism towards the achievement of the targets
set in the purchasing party’s NDC. This extended to
other key questions such as whether (1) the
sellers/purchasers of these credits (where they are
countries) need to make corresponding adjustments
to their national emissions ledgers, or (2) the
sellers/purchasers of these credits (where they are
non-country public or private entities) ought to be
required to submit information regarding the
sale/purchase of these credits to relevant national
authorities in order for appropriate corresponding
adjustments to be made – in both cases, in order to
avoid the double counting59 of emissions reductions.

58  Please see definition in Schedule 1 (Glossary)
59  Please see definition in Schedule 1 (Glossary)
60  Please see definition in Schedule 1 (Glossary)

The issue is now addressed in sub-paragraph 42 of Paragraph C (Approval and authorization) of Ch.V (Article 6,
paragraph 4, activity cycle). Under this sub-paragraph, the host Party is required to provide a statement to the
Supervisory Body specifying whether it authorises A6.4ERs issued for the proposed Article 6.4 activity to be used
towards (1) achievement of NDCs, and/or (2) other international mitigation purposes.60
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Sub-paragraph 43 goes on to specify that A6.4ERs may
only be used towards NDCs or towards international
mitigation purposes if the A6.4ERs are authorised by the
host Party in accordance with sub-paragraph 42 and
requires the host Party to make corresponding
adjustments for such A6.4ERs as have been first
transferred in accordance with the provisions of Ch.III
(Corresponding adjustments) of the Article 6.2 Rulebook.
As noted below, the Article 6.2 Rulebook deals with
ITMOs and further to sub-paragraph 1(g) of Ch.I
(Internationally transferred mitigation outcomes) of the
Article 6.2 Rulebook, A6.4ERs qualify as ITMOs when
they are authorised for use towards achievement of
NDCs and/or for use for other international mitigation
purposes.
It is therefore clear that the rules on corresponding
adjustments in the Article 6.2 Rulebook apply to A6.4ERs
(by virtue of an A6.4ER constituting a type of ITMO) if the
A6.4ERs in question are authorised for use towards
achievement of NDCs or for other international
mitigation purposes. A participating host Party will
always have to make corresponding adjustments if it
authorises the application of A6.4ERs towards NDCs or
such other international mitigation purposes.

The drafting of the Article 6.4 Rulebook does not make
clear, however, whether the host Party’s election under
sub-paragraph 42 is simply a choice between applying
the A6.4ERs to NDCs and/or other international
mitigation purposes, or whether it is open to a host Party
to elect not to apply the A6.4ERs towards any targets at
all. If a host Party can make an election not to authorise
the application of A6.4ERs to NDCs and/or other
international mitigation purposes, then this class of
“unauthorised” A6.4ERs would not qualify as ITMOs and
would therefore not be subject to the corresponding
adjustment provisions in the Article 6.2 Rulebook.

61  Please see definition in Schedule 1 (Glossary)

This would mean that a host Party could trade such
unauthorised A6.4ERs with a public or private entity in a
third country and not need to make a corresponding
adjustment. It is not clear on the face of the drafting
what was intended, and a close analysis does not, in our
view, necessarily point to a firm conclusion – please
refer to Schedule 5 (Unauthorised A6.4ERs) for our
detailed analysis on this.

The application of corresponding adjustments is integral
to avoiding double counting. As set out in our overview
of the corresponding adjustment provisions in Schedule
3 (Article 6.2 – Summary of Chapters), participating
Parties must make corresponding adjustments upon the
first transfer of ITMOs in order to yield an emissions
balance in their national emissions ledgers and
therefore ensure a true reflection of the level of
anthropogenic emissions by sources and removals by
sinks. This means that, in the instance that both
participating Parties are countries, the country selling
the ITMOs must add the quantity of ITMOs to its overall
emissions stocktake and the country buying the ITMOs
must subtract the quantity of ITMOs from its overall
emissions stocktake. Note however that, despite the
Article 6.2 Rulebook being relatively comprehensive with
regards to corresponding adjustments, there are some
potential gaps in the drafting. One example of this is
whether a public/private entity purchaser of an A6.4ER is
obliged to comply with the provisions of sub-paragraphs
43, 71 and 72 of the Article 6.4 Rulebook and Ch.II
(Corresponding adjustments) of the Article 6.2 Rulebook
or whether these provisions apply exclusively in the
context of first transfers61 by a host Party (as seller). We
look forward to some clarificatory guidance on this and
other related questions from the Supervisory Body.
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Another key set of provisions in the Article 6.4 Rulebook relates to the Adaptation Fund Levy prescribed for in
Ch.VII (Levy of share of proceeds for adaptation and administrative expenses) which was pushed through by the
Alliance of Small Island States to help finance climate adaptation projects in developing country Parties. Sub-
paragraph 67 states that the share of proceeds to assist developing country Parties that are particularly
vulnerable to the adverse effects of climate change to meet the costs of adaptation shall be comprised of (1) the
Adaptation Fund Levy, (2) a monetary contribution related to the scale of A6.4 activity, and (3) a periodic
contribution from the remaining funds received from administrative expenses.

This is obviously a significant development in the financing needed to be deployed for climate adaptation in
developing countries and should form a part of the overall financing pool recommitted by developed country
Parties to support developing country Parties as part of the Glasgow Climate Pact – please refer to Section 2
(Glasgow Climate Pact) of this Briefing Note for more on finance for mitigation and adaptation.

There is a further attempt to promote the overall objective of mitigation of global emissions in the Article 6.4
market in Ch.VIII (Delivering overall mitigation in global emissions) through an affirmation in sub-paragraph 69
that delivery of overall mitigation in global emissions shall be enhanced through the mechanism registry
administrator effecting a first transfer of a minimum of 2% of issued A6.4ERs to the cancellation account in the
mechanism registry where such A6.4ERs are cancelled.

Whether this mandatory cancellation factor will be sufficient to achieve its objective remains to be seen although
we note that the participating Party62 may elect to voluntarily cancel as many A6.4ERs as it pleases under sub-
paragraph 70.

Of all the provisions across both Rulebooks, Ch.XI (Transition of clean development mechanism activities and
use of certified emission reductions towards first nationally determined contribution) appears to have attracted
the most negative media attention. This is understandable as the majority of negotiating parties did not want to
see a resurrection CDM accredited activities (and the credits associated with CDM activities) in the Article 6.4
market. However, this was an important compromise for parties to make in exchange for countries like Brazil
(which has many CDM-era projects/credits that it wishes to monetise) agreeing to the rules around the
application of corresponding adjustments.

Our view is that although the transition of CDM project activities is expressly permitted in Ch.XI, the parameters
that are set in the drafting would, if applied with rigour and consistency by the Supervisory Body, protect the
Article 6.4ER market from an influx of “poor quality” activities/credits. In particular, we note the condition in sub-
paragraph 73(c) which states that, in order to transition, a CDM project activity or programme must comply with
the Article 6.4 Rulebook, including on the application of a corresponding adjustment, and relevant requirements
adopted by the Supervisory Body, and any further relevant decisions of the CMA.

It will be interesting to see to what extent the very clear requirement on Article 6.4 activities to be additional is
applied to CDM-era projects and activities that are put forward for transfer into the Article 6.4 market.

62  Please see definition in Schedule 1 (Glossary)
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Article 6.2 Rulebook

As alluded to above, the principal objective of the Article 6.2 Rulebook is to create a market for Parties to
voluntarily engage in cooperative approaches that involve the use and application of ITMOs towards NDCs
whilst ensuring the application of robust accounting standards to avoid double counting.

The definition of an ITMO is therefore central to almost every provision of the Article 6.2 Rulebook and it is
unfortunate that sub-paragraph 1 of Ch.I (Internationally transferred mitigation outcomes) is not entirely clear in
defining that term. Sub-paragraph 1 sets out a list of criteria that are seemingly necessary for a mitigation
outcome to constitute an ITMO but it is not clear whether all or just some of the criteria must be satisfied. This
is particularly problematic because the criterion at sub-paragraph 1(g) refers to A6.4ERs “when they are
authorised for use towards achievement of NDCs and/or authorised for use for other international mitigation
purposes” – does this mean that an ITMO must necessarily be an A6.4ER that has been properly authorised by
the host Party under the A6.4 Rulebook (and that meets the other criteria in sub-paragraphs 1(a) to 1(f)) or is an
A6.4ER a mere example of what an ITMO can be? This is an important distinction because it affects the
interpretation of the full suite of provisions in Ch.II (Corresponding adjustments) and leads to the question of
whether corresponding adjustments are only intended to apply to qualifying A6.4ERs or also to other mitigation
outcomes. We suspect the latter on the basis that it would have been straightforward for the draftsperson to
link ITMOs to A6.4ERs (on an exclusive basis and without reference to other criteria) but this is not the case. We
assume that the market would welcome some clarification around this point from the secretariat63 or the
Supervisory Body.

Ch.II (Corresponding adjustments) sets out detailed rules on the application of corresponding adjustments and,
although we think the rules are relatively comprehensive (the Parties tried hard to ensure that the rules apply
irrespective of the type of presentation or format that a particular Party has in its NDC), the drafting is difficult
and (in some instances) open to interpretation. There is much debate to be had on the robustness of these
rules and we look forward to engaging with clients on their application to carbon contracting strategies and
structures. We have provided a high-level overview of the rules (together with some further analysis) in Schedule
3 (Article 6.2 – Summary of Chapters) but do not propose to go into any more detail than that for the time being.

The balance of the Article 6.2 Rulebook provides detailed guidance around various other market-forming
principles and issues, including:

(1) reporting and requirements around the provision of both annual and regular information applicable to
participating Parties;

(2) review of information submitted by participating Parties by a technical expert review team;

(3) recording and tracking of Article 6.2 market activities by participating Parties and the establishment of an
international registry by the secretariat for these purposes;

(4) the implementation, establishment and maintenance of a database by the secretariat for transparency in
relation to cooperative approaches and to record and compile the information submitted by the participating
Parties in accordance with the Article 6.2 Rulebook; and

(5) the implementation, establishment and maintenance of a centralised accounting and reporting platform by
the secretariat for publishing information submitted by participating Parties.

63  Please see definition in Schedule 1 (Glossary)
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Concluding remarks

It is clear that some major steps have been taken by the Parties in finally giving life to the principles set out in
Articles 6.1 to 6.7 of the Paris Agreement. However, as we have highlighted above, not everything in the Rulebooks
is completely clear or without fault. Furthermore, in spite of the progress made, there continue to be dissenting
voices from certain groups on the principle of carbon markets and their openness to abusive or even fraudulent
participation, a reputation built on the industries’ chequered past that it is finding hard to shake. What is most
important now is for the Supervisory Body to be established without delay and for both the Supervisory Body and
the secretariat to begin work on implementing all of the matters provided for in the Rulebooks – there is no time to
waste if Paris Agreement-aligned global emissions reductions targets are to be achieved. The Supervisory Body
and the secretariat should also take centre stage in providing clarification and guidance on interpretation of the
provisions in the Rulebooks.

The additional question of what the new voluntary markets created by the Rulebooks mean for existing voluntary
carbon markets and voluntary (non-CDM) carbon offset credits such as those issued and administered by Verra
and Gold Standard also needs to be urgently addressed. Is the existing market going to merge into the new Article
6.4 market while continuing to exist independently and what does this mean for actual emissions reductions
accounting in the context of economy-wide emissions and the rules around application of corresponding
adjustments mandated by the Article 6.2 Rulebook? Again, we hope that the Supervisory Body can take the lead in
providing some guidance on this and look forward to discussing the implications with our clients and other market
participants.



24

Alex Blomfield 
Partner

Ali Crosthwaite
Partner 

Lev Gantly  
Supervising Associate 

Ben James 
Supervising Associate 

Marc Fevre
Partner

Rosali Pretorius 
Partner

Louise Mackenzie 
Supervising Associate 

Fausto Giacomet 
Supervising Associate 

Tristram Lawton 
Managing Associate 

*This Briefing Paper was prepared and authored with the help and hard work of Samuel Wilson and 
Eve Farnsworth in addition to the lawyers listed above.

Contact us

Stephen Lock
Supervising Associate 

Hadiah Amirullah
Associate 

Anton Malakhov
Associate 



25

“A6.4ERs” means an emission reduction that is (A) issued in connection with a mitigation achieved pursuant to
paragraphs 4 to 6 of Article 6 of the Paris Agreement, the Article 6.4 Rulebook, and any further relevant decisions
of the CMA, and (B) measured in carbon dioxide equivalent and is equal to one (1) tonne of carbon dioxide
equivalent calculated in accordance with the methodologies and metrics assessed by the IPCC and adopted by
the CMA.

“Adaptation Fund Levy” means, for an Article 6.4 activity, a volume of A6.4ERs that is equal to 5% of all A6.4ERs
issued with respect to that Article 6.4 activity and delivered to the Adaptation Fund to assist developing country
Parties that are particularly vulnerable to the adverse effects of climate change to meet the costs of adaptation.

“Article 6.2 Rulebook” means decision -/CMA.3 (Guidance on cooperative approaches referred to in Article 6,
paragraph 2, of the Paris Agreement).

“Article 6.4 activity” means an activity that meets the requirements of paragraphs 4 to 6 of Article 6 of the Paris
Agreement, the Article 6.4 Rulebook, and any further relevant decisions of the CMA.

“Article 6.4 Rulebook” means decision -/CMA.3 (Rules, modalities and procedures for the mechanism established
by Article 6, paragraph 4, of the Paris Agreement).

“CDM” means the clean development mechanism under Article 12 of the Kyoto Protocol.

“CER” means a certified emission reduction issues under the CDM.

“CMA” means the Conference of the Parties serving as the meeting of the Parties to the Paris Agreement.

“COP26” means the 26th United Nations Climate Change Conference, held at the SEC Centre in Glasgow,
Scotland, United Kingdom, from 31 October to 13 November 2021.

“corresponding adjustments” means a corresponding adjustment applied in accordance with the rules, modalities
and procedures set out in Paragraph B (Application of corresponding adjustments) of Ch.II (Corresponding
adjustments) of the Article 6.2 Rulebook.

“double counting” means the intended or unintended counting of the same physical emission reduction towards
the achievement of separate and distinct targets in the NDCs of two different Parties.

“first transfer” means (A) for a mitigation outcome authorised by a participating Party for use towards the
achievement of an NDC, the first international transfer of the mitigation outcome, or (B) for a mitigation outcome
authorised by a participating Party for use for other international mitigation purposes, (1) authorisation, or (2) the
issuance, or (3) the use or cancellation of the mitigation outcome, as specified by the participating Party.

“GFANZ” means the Glasgow Financial Alliance for Net Zero.

“GHG” means greenhouse gases.

“Glasgow Climate Pact” or “Pact” means the climate agreement signed by all 197 parties to the UNFCC at the
conclusion of the UN COP26 climate summit in Glasgow.

“host Party” means a country of a Party in which the Article 6.4 activity is intended to occur.

“IFRS Foundation” means the International Financial Reporting Standards Foundation.

“international mitigation purpose” means a mitigation outcome authorised by a participating Party for use for an
international mitigation purpose other than an achievement of an NDC.

“IPCC” means the Intergovernmental Panel on Climate Change.

SCHEDULE 1 : GLOSSARY
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“ITMO” means an internationally transferred mitigation outcome having some or all (as the case may be) of the
features set out in paragraph 1 of Ch.I (Internationally transferred mitigation outcomes) of the Article 6.2
Rulebook.

“Kyoto Protocol” means the international protocol on climate change adopted on 11 December 1997 currently
adopted by 192 parties.

“NDCs” means nationally determined contribution.

“NGFS” means the Network of Central Banks and Supervisors for Greening the Financial System.

“other international mitigation purposes” means, together, any international mitigation purposes and any other
purposes.

“other purpose” means an internationally transferred mitigation outcome authorised for purposes other than an
achievement of an NDC as determined by the first transferring participating Party.

“Paris Agreement” means the international treaty on climate change adopted by 196 parties at COP 21 in Paris,
on 12 December 2015 and entered into force on 4 November 2016.

“participating Party” means each Party participating in a cooperative approach that involves the use of ITMOs.

“Party” means a party to the Paris Agreement.

“Rulebooks” means, together, the Article 6.2 Rulebook and the Article 6.4 Rulebook and “Rulebook” means any
one of them, as the context requires.

“secretariat” has the meaning given to it in the Paris Agreement.

“UNFCCC” means the United Nations Framework Convention on Climate Change adopted at the United Nations
Headquarters, New York on the 9 May 1992.
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SCHEDULE 2: ARTICLE 6 CARBON MARKETS  
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SCHEDULE 3: ARTICLE 6.2 – SUMMARY OF CHAPTERS
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SCHEDULE 4: ARTICLE 6.4 – SUMMARY OF CHAPTERS
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SCHEDULE 5: UNAUTHORISED A6.4ERs

As noted in Section 5 (Carbon Markets – Articles 6.2 and 6.4), the possibility of unauthorised A6.4ERs
being a feature of the Article 6.4 market mechanism cannot be ruled out.

The primary basis for this argument is twofold. First, an earlier version of the Article 6.4 Rulebook
(specifically, version 3 which was published on 12 November 2021) expressly provided for a market for
unauthorised A6.4ERs. Secondly, although the express references to this market do not form part of
the final version of the Rulebook, the residual wording in sub-paragraphs 42 and 43 either intentionally
(perhaps as a result of constructive ambiguity) or through an error in drafting leaves a market for
unauthorised A6.4ERs as a distinct possibility.

Specifically, the use of the phrases “whether it authorises” and “If the host Party authorises” in sub-
paragraph 42 and the phrase “if they are authorised” in sub-paragraph 43 clearly contemplate a
circumstance where a host Party does not provide a statement of any kind under paragraph 42 or,
where it provides a statement, the host Party states that the relevant A6.4ERs are not authorised for
either use towards achievement of NDCs or for other international mitigation outcomes.

As a counterargument to the foregoing, one could argue that if the intent of the draftsperson was to
provide for a market for unauthorised A6.4ERs then, given the gravity of leaving this open to
interpretation, some express references to this concept would have survived version 3 and made it
into the final text. For reference, paragraph 58 (Option A) of version 3 stated:

“A6.4ERs that are described in paragraphs 42 and 44 above that are authorised and require
corresponding adjustments shall be issued as Paris Agreement Adjustment Units. [A6.4ERs described
in [sub]-paragraph 45 that are not authorised and therefore may only be used for other purposes
which support the reduction of emissions levels in the host Party shall be issued as Paris Agreement
Support Units”.

For completeness, sub-paragraph 45 of this version stated:
“[A6.4ERs that are not authorized may only be used for other purposes which support the reduction of
emissions levels in the host Party…]”.

In favour of this counterargument is the additional observation that the balance of the text of the
Article 6.4 Rulebook is in spirit reflective of a market for trading of authorised A6.4ERs only. For
example, under sub-paragraph 40(c) of the Article 6.4 Rulebook, the host Party is required to provide
to the Supervisory Body an approval of the activity (prior to a request for registration) with such
approval including (amongst other things) an explanation of how the activity relates to the
implementation of its NDC and how the expected emission reductions or removals contribute to its
Party’ NDC. This may be interpreted as implying that the host Party would necessarily need to make an
authorisation under sub-paragraph 42 (i.e. that such A6.4ERs are to be used towards achievement of
NDCs) and that any suggestion to the contrary would be inconsistent with sub-paragraph 40(c).

An alternative view to the one expressed in the previous paragraph (and one that would be held by
those arguing that a market for unauthorised A6.4ERs is contemplated by the Article 6.4 Rulebook)
might be that there is no such inconsistency. On the one hand, paragraph 40(c) of the Article 6.4
Rulebook does indeed require the host Party to explain how an activity relates to the implementation
of its NDC and how the expected emission reductions or removals contribute to its Party’ NDC. On the
other hand, following COP25 in Madrid, there were points of view from certain negotiating parties that
unauthorised credits could be used by host Parties for domestic use (e.g. emissions trading systems)
or a vehicle for distributing results-based climate finance to help countries meet their NDCs.
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As such, in light of the ambiguity in the drafting of the A6.4 Rulebook which arises as a result of either
drafting error or direct intent on the part of the draftsperson (for example the fact that express
references to unauthorised A6.4ERs did not survive version 3 of the Rulebook yet, on plain
interpretation of the wording of sub-paragraphs 42 and 43, an unauthorised market for A6.4ERs is not
ruled out) together with the legacy of negotiations on this topic at previous COPs clearly
contemplating a market for unauthorised A6.4ERs, it is not possible in our view to arrive at a definitive
conclusion on way or the other.

Absent further clarification from the Supervisory Body, we agree with an observation made by Lambert
Schneider, a research coordinator for international climate policy at the Oeko-Institut:

“Ultimately, governments or courts may start regulating what claims companies can truthfully make in
association to carbon credits that are not backed by corresponding adjustments”.
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