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1. Introduction

Authorisation is a key step in the context of international carbon market cooperation under
Article 6 of the Paris Agreement. Authorising entities act as gatekeepers that decide which
emission reductions or removals (jointly referred to as mitigation outcomes, MOs) can be
exported from the host country, which purposes they can be used for, and by which buyers.

The focus is usually on the authorisation of MOs as internationally transferred mitigation
outcomes (ITMQOs) for use for specific purposes. A MO could be, for example, an Article 6.4
emission reduction (A6.4ER) issued under the Article 6.4 mechanism, a carbon credit issued
under a private carbon crediting programme, or an emission allowance issued under a ju-
risdictional emissions trading system. Participating countries can authorise ITMOs for use
towards another country’'s NDC, international mitigation purposes, and/or other purposes
(e.g., as a basis for voluntary ambition-raising). The two latter purposes are jointly referred
to as other international mitigation purposes (OIMP).

According to the Article 6.2 guidance', authorisation by the host country turns a mitigation
outcome into an ITMO and commits the host country to avoid double counting by applying
corresponding adjustments (CAs) to its emissions balance to exported (“first-transferred”)
ITMOs. This means that the host country excludes the associated mitigation from being
counted towards its nationally determined contribution (NDC), thus enabling them to be
counted uniquely by the buyer towards its targets or other purposes. Since authorisation
can have implications on the host country’s ability to meet its national targets, the host
country must carefully consider which MOs it can authorise without jeopardising the
achievement of its national targets.

Parties participating in cooperation that involves the use of ITMOs must comply with the
Article 6.2 guidance. The Article 6.2 guidance requires participating countries to ensure en-
vironmental integrity and transparency, to promote sustainable development and apply ro-
bust accounting, including to avoid double counting. Article 6.4 rules include specific pro-
visions for a host country statement on the authorisation of A6.4ERs for specific uses. The
Article 6.2 provisions apply to both the authorisation of A6.4ERs and other types of MOs.

Parties aim to discuss and adopt further guidance on some aspects relating to authorisa-
tion — both under Article 6.2 and 6.4 — at the United Nations Climate Change Conference
(COP28) in December 2023. For Article 6.2 guidance, these include:

e Differentiation between different types of authorisation (e.g. cooperative approach,
entities, ITMOs)

e Authorisation by host and/or buyer country
e Format and content of the authorisation
e Timing of the authorisation

e Reporting of the authorisation

T Article 6.2 guidance refer to relevant decisions adopted by the Conference of Parties serving as the
meeting of the Parties to the Paris Agreement (CMA) at its past and future sessions. Decision 2/CMA.3
on Article 6.2 adopted by CMA3 in Glasgow in 2021 forms the basis of the Article 6.2 guidance and is
referred to as the Glasgow decision on Article 6.2 guidance in this paper.
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e Possible changestoauthorisation or its revocation and the process of managing the
changes

In the context of Article 6.4, the following items are discussed:
e Timing of providing authorisation
e Content of the authorisation statement

e Revision and/or revocation of the authorisation

In this discussion paper, we will consider the differentiation of authorisation types and focus
on the implications of the timing, changes and revocations of authorisation. We have iden-
tified these issues as having important implications to host countries and buyers as well as
on social and environmental integrity and thus warranting closer analysis of the different
options proposed in the negotiations. Other issues will be covered to the extent that they
relate to these focus issues.

2. Types and content of authorisation

In the negotiations to date, some Parties propose to clearly differentiate between different
types of authorisation while others support a single system-level authorisation and do not
see a need for different authorisation types. International guidance on authorisation types
has implications on other key issues such as the content of authorisation, including any
minimum requirements for the information to be provided in an authorisation.

Referring to the Article 6.2 guidance, some Parties identify three different types of authori-
sation: authorisation of a cooperative approach (Decision 2/CMA.3, annex, para.18g), author-
isation of entities (Decision 2/CMA.3, annex, para. 18g) and authorisation of MOs (Decision
2/CMA3, annex, para. 1f).

Some Parties are in favour of a system-level authorisation and do not see a need for explicit
authorisation of cooperative approaches and entities. Instead, such a system-level authori-
sation allows for activities of different nature and scale (see examples below). Parties that
support this approach have referred to the particularities of their legal system and/or their
national prerogative regarding authorisation processes.

The differences in Parties’ views on authorisation types may stem from different emphases
on the benefits of national flexibility versus international harmonisation and/or differences
in the nature and scale of ITMO cooperation that Parties intend to engage in. For example,
Parties that intend to link their emissions trading systems (ETSs) may be inclined to favour
a single system-level authorisation to apply to the bilateral linking arrangement (coopera-
tive approach), all covered installations (entities) and net transfers of emission allowances
between the systems (ITMOs). Similarly, Parties that plan to cooperate in the context of a
bilateral ITMO agreement or sectoral crediting may wish to provide a system-level authori-
sation at the level of the bilateral/sectoral framework, rather than at the level of individual
activities, entities and MOs. By contrast, Parties that expect to engage in ITMO cooperation
based on MOs from a potentially high number of stand-alone projects and programmes by
many different entities, without ex ante information about buyers and end users, may wish
to apply a case-by-case approach to authorising MOs and entities.
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Regarding the content of authorisation, some Parties support agreeing on international
guidance for minimum requirements for the information provided in an authorisation and
their public availability while some Parties do not see need for further international guid-
ance. Advocates of international guidance stress that a common minimum level of infor-
mation for (all types of) authorisation are vital for supporting transparency and enabling
accurate tracking and reconciliation of ITMO transfers and use, appropriate application of
CAs, and robust reporting. The contents of authorisation have many implications also on
the timing of, and potential changes to authorisation. For example, if minimum require-
ments include providing information (e.g., end user and use of ITMOs) that is not available
until a certain point in time, this would influence the timing of the authorisation. If the min-
imum requirements include providing information that may change over time (e.g., verified
volume of MOs, end use of ITMOs), this would create need for changes in the authorisation
as the requirement information changes. In one end of the spectrum, the lack of any inter-
national minimum requirements on the content of authorisation provides full flexibility for
host countries but creates fragmentation and prevents comparison between countries, po-
tentially creating uncertainties for buyers. The lack of clear and consistent information on
authorisations may even undermine robust reporting and accounting. In the other end of
the spectrum, highly detailed and prescriptive minimum requirements would limit national
flexibility and could potentially undermine innovation (e.g., elements of conditionality, see
below), delay the timing of authorisation and increase the likelihood for ex post changes,
thus creating risks and uncertainties for the buyers. On the other hand, detailed information
could support environmental integrity by facilitating reporting and accounting. In between,
there are a range of options for the level of detail of minimum requirements and the types
of content such as elements of conditionality.

A conditional authorisation is an authorisation that will become final only if and when cer-
tain conditions are met. While the Article 6.2 rules do not recognise nor provide for condi-
tional authorisation, they do not prevent countries from providing conditional authorisa-
tions and elaborating conditions for their authorisations, for example in their national au-
thorisation criteria and/or in bilateral agreements with partner countries. . Conditionality
could be applied to information that is inherently less accurate at early stages of activity
development and becomes more accurate over time as the activity is implemented and its
outcomes monitored and verified (e.g., the volume of mitigation outcomes and the co-ben-
efits generated by the activity) (Marr et al. 2023). The authorisation could also be made con-
ditional to meeting relevant national criteria that has not yet been met at the time of ap-
plying the authorisation (e.g., due to the early stage of the activity development), such as
applying national baselines when quantifying the volume of mitigation outcomes, moni-
toring and verifying sustainable development co-benefits, avoiding certain negative envi-
ronmental and social impacts, such as human rights, and/or contributing to OMGE and
SOP. Conditional elements that are related to the activity's design and performance reduce
the risks that the country authorises mitigation outcomes from early-stage activities that
later turn out not to meet key criteria relating to environmental integrity and alignment
with national climate and sustainable development goals and priorities. Such conditional
elements also reduce the uncertainties and risks to the activity developer by providing clar-
ity of relevant requirements, enabling authorisation at early stages of activity development
and reducing the likelihood of unexpected ex post changes to or revocation of authorisa-



Article 6 authorisation: Key issues and implications
CMM-WG

tion. Conditionality could also be linked to issues that are unrelated to the activity's perfor-
mance, such as the host country making sufficient progress in achieving its NDC. Such con-
ditional elements could reduce risks to the host country of exporting mitigation outcomes
in cases where it is not on track to meet its NDC, thus safeguarding NDC achievement.
However, it would impose the risk of the host country's non-performance (persisting
throughout the NDC period, and beyond) on activity developers who do not have any con-
trol over or means to mitigate this risk. This could potentially discouraging entities from
developing additional activities in the first place and favouring countries that do not impose
such risks to activity developers.

For AG.4ERs issued for an activity, the host country is to specify in an authorisation state-
ment to the Article 6.4 Supervisory Body (SB) whether it authorises these for use towards
NDC achievement and/or for OIMP and, if the host Party authorises any such uses, the Party
may provide relevant information on the authorisation, such as any applicable terms and
provisions (Decision 3/CMA3, annex, para. 42). At CMA4, SBSTA was requested to provide
recommendations on the host country authorisation statement, including “its timing, rele-
vant information on the authorisation, and any revisions” (Decision 7/CMA.4 para. 9c). Mean-
while, the SB is developing a draft procedure for the mechanism’s activity cycle, which de-
scribes required steps for Article 6.4 activities, including an approval from the Host Party
and an authorisation from Participating Parties. The current draft specifies requirements
for the contents of the approval, including, inter alia, information on the authorisation of the
activity participants (UNFCCC 2023c, para. 21). As for the provisions for the authorisation
statement, the SB will include them in the draft procedure, if adopted by the CMA.

3. Timing of authorisation

Some Parties see no need to provide international guidance on the timing of authorisation,
while some Parties propose to adopt international guidance that links the timing of author-
isation to the generation, verification or first-transfer of MOs. The timing of an authorisation
has implications to both buyers and host countries, as it shifts the different risks between
actors. Authorisation of early-stage activities could attract potential buyers but would re-
guire host countries to make decisions based on preliminary information. Authorisation of
more advanced activities would allow host countries to base their decision on more accu-
rate information, while activity developers and buyers would need to shoulder a longer pe-
riod of uncertainty about the activity's authorisation status. Late authorisations could also
undermine the robust application of overall mitigation in global emissions (OMGE) and
Share of Proceeds (SOP).

The Glasgow decision on Article 6.2 guidance leaves some room for interpretation when it
comes to the timing of authorisation (Lo Re et al. 2022). The timing is neither clearly defined
in the paragraph that define ITMOs (para 1) nor in the paragraph that specifies the timing
of the initial report which is no later than the authorisation of ITMOs (para 18). Para 2 defines
“first transfer”: for ITMOs authorised for use towards NDCs, first transfer is defined as the first
international transfer (para 2a) while, for ITMOs authorised for OIMP, the participating Party
can specify whether “first transfer” is the authorisation, the issuance or the use or cancella-
tion of the MO (para. 2b). This could be interpreted as an indication of authorisation taking
place before the issuance, first international transfer, use or cancellation of ITMOs.
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For A6.4ERs issued for an activity, the host country is to specify in a statement to the Article
6.4 Supervisory Body (SB) whether it authorises these for use towards NDC achievement
and/or for OIMP, and in case of OIMP, how it defines “first transfer” (Decision 3/CMA.3, para.
42). Under Article 6.4, SBSTA has been requested to provide recommendations on the host
country's authorisation statement, including its timing (Decision 7/CMA.4 para. 9c).

Since Glasgow, Parties have proposed different options for international guidance on the
timing of authorisation, including authorisation taking place:

at any time

before the generation of MOs

after the generation of MOs

after the verification of MOs

before or at the time of first transfer

prior to the ITMOs’ use

after the Party has demonstrated that it has achieved its NDC?

These options have implications on host countries, activity developers, buyers and environ-
mental integrity, as well as on the potential ex post changes and revocation of authorisation.
Key implications are summarised in the tables below.

Implications of authorisation taking place at any time

Host country

Devel-

e Full national prerogative to make decisions on authorisation flexibly
based on national preferences, reducing risks of taking decisions
based on insufficient information

e Differences across national approaches to authorisation may create

oper/Buyer fragmentation and uncertainties to developers/buyers

Environmental

e Developers/buyers may favour countries that provide early authori-
sation and/or provide clear criteria, processes and timelines for au-
thorisation

e The implications of later authorisations are discussed below

e Differences across national approaches to authorisation may create

integrity fragmentation and inconsistencies. These, in turn, can impact report-

ing processes. For example, the initial report needs to be submitted
no later than authorisation of ITMOs or in conjunction with the next
biennial transparency report. Submitting this information late in the
process, e.g. only at the time of use of ITMOs, would hamper oppor-
tunities for public scrutiny of e.g. how environmental integrity is en-
sured and CAs applied.

2 Please note that the last option proposed is against the general use of carbon markets for
NDC achievement and will therefore not be further focused upon.
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Implications of authorisation taking place before the generation of MOs

Host country e Host country needs to make decisions on authorisation based on

preliminary information on the MOs and the underlying activity,
which can undermine the host country’'s ability to reliably assess e.g.,
NDC alignment, additionality or mitigation potential and make in-
formed decisions to safeguard its NDC achievement to avoid over-
selling. Host countries might need accurate information on MOs to
monitor whether its mitigation pathway is in line with the NDC tar-
gets and might on that basis want to keep a reserve of certain MOs.

Risks relating to the preliminary nature of information can be re-
duced by introducing conditional elements, e.g., making the author-
isation conditional to the verification of MOs, environmental and so-
cial safeguards and/or co-benefits. Risks relating to overselling can
be reduced by introducing conditional elements relating to the host
country's progress towards achieving its NDC.

Devel-

Risks relating to the authorisation status are limited to the early stage
oper/Buyer of the activity development, which can support especially truly addi-
tional activities that need a green light on authorisation to unlock
upfront finance.

Conditional elements related to activity performance (and thus
within the control of the developer/buyer) can enable earlier author-
isation and incentivise the developer/buyer to implement the activity
in line with the activity design but can also create uncertainties in
case of deviations from the design during implementation. Condi-
tional elements related to the host country’'s relating to the host
country's NDC performance (and thus beyond the control of the de-
veloper/buyer) impose risks to the developer/buyer that can disin-
centivise the development of additional activities.

Environmental  , Aythorisation based on only preliminary information may under-
integrity mine informed decision-making, thereby creating risks of authoris-
ing activities that undermine environmental integrity.

Implications of authorisation taking place at or after the generation/verification/is-
suance of MOs but before the first international transfer or, in the case of OIMP, be-

fore use or cancellation

Host country e Host country can make decisions on authorisation based on moni-

tored/verified information on the MOs from realised mitigation activ-
ities, which can facilitate the host country’s ability to reliably assess
e.g., NDC alignment, additionality or mitigation potential and make
informed decisions to safeguard its NDC achievement.

Devel- e Developer/buyer bears risk of pending authorisation status through-

oper/Buyer out activity development, implementation and monitoring/verifica-
tion, and some truly additional activities may not be able to shoulder
this risk.
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Environmental  , Aythorisation based on information on monitored/verified MOs from

integrity realised activities facilitates informed decision-making, thereby re-
ducing risks of undermining environmental integrity.

¢ Risks relating to the pending authorisation status undermine the ac-
tivities' access to carbon finance, thus undermining the implemen-
tation of additional mitigation activities.

Implications of authorisation taking place after the first international transfer or, in

case of OIMP, after the use or cancellation

Host country  Host country can make decisions on authorisation based on the lat-

est information on progress towards its NDC, enabling it to change
authorisations in a way that safeguards its NDC achievement.

e | ack of clarity on the authorisation status at the point of international
transfer, use or cancellation can undermine the host Party's possibil-
ities for robust and timely reporting and accounting, including the
appropriate application of CAs.

Devel- e Developer/buyer bears risk of pending authorisation status even af-

oper/Buyer ter the issuance of mitigation outcomes, and most truly additional
activities may not be able to shoulder this risk.

Environmental | 5ok of clarify on the authorisation status at the point of international

integrity transfer, use or cancellation can undermine robust reporting and ac-
counting, including the appropriate application of CAs, as well as the
appropriate application of OMGE and SOP, thereby potentially un-
dermining environmental integrity.

¢ Risks relating to the pending authorisation status undermine the ac-
tivities' access to carbon finance, thus undermining the implemen-
tation of additional mitigation activities.

A specific consideration relating to the timing of authorisation is its link to the timing of the
application of the CA. Host countries must apply CAs for authorised and first-transferred
ITMOs to the emissions balance for the year in which the mitigation outcome occurred. If
the authorisation status is unclear after the first transfer, it is unclear whether CAs should
be applied to the emissions balance for specific MOs. This becomes topical at the latest two
or three years after the MO have been generated, when the generation year is due to be
included in the biennial report and CAs are to be applied to the emissions balance.

A related issue is the implementation of OMGE and SOP, which are mandatory for A6.4ERs
and voluntary under Article 6.2. Article 6.4 rules allow A6.4ERs to be used towards NDCs or
international mitigation purposes only if they are authorised, and if a CA is applied also to
AG.4ERs that are levied for a SOP or cancelled for OMGE. SOP and OMGE are implemented
at the issuance of A6.4ERs. Until there is certainty about the authorisation status of A6.4ERs,
they cannot be used towards NDCs or international mitigation purposes. This implies that
authorisation cannot take place after ITMO use. In the context of Article 6.2, this becomes



Article 6 authorisation: Key issues and implications
CMM-WG

an issue if the authorisation includes a requirement for an OMGE (and/or SOP) but it is is-
sued at a time that no longer allows for the application of the OMGE (e.g. because the ITMO
has already been used).

4. Changes or revocations to authorisation

Some Parties do not see any need for international guidance on changes and revocations
of authorisations and consider them to be an issue of national prerogative. Some Parties
support agreeing on international guidance on the process and scope for changes to au-
thorisations, including potential limitations to when and what changes can be made, and
on what basis.

Authorisations provided under Article 6.2 and authorisation statements provided under the
Article 6.4 mechanism can include changes or revisions (Decision 2/CMA.3, annex, para. 21c
refers to information on any changes to previous authorisations; Decision 7/CMA.4 para. 9¢c
refers to information on authorisations, including any revisions). Decisions to date do not
contain any further details on (e.g., the possible types of changes) and do not include any
explicit mention to the revocation of authorisation.

The need for, and types of, changes to authorisations may be influenced by various factors,
such as the definition of first transfer, type of authorisation in question, minimum infor-
mation required to clarify what has been authorised, relevant information reported by Par-
ties, and the consistency of the application of corresponding adjustments will influence the
determination of possible changes applicable to authorisations already granted.

Below, the types of changes and revocations to authorisations are presented, and their im-
plications analysed.

4.1. Typology of changes and revocations

Given the wide range of potential contents included in authorisations, relating to e.qg. its
scope, criteria, terms and provisions, changes to authorisation would have different impli-
cations depending on which contents are changed and how. Parties have noted that some
changes to authorisation may be minor and administrative, like changes to the name of an
entity, while other changes could be significant, like changes in the scope of the authorisa-
tion (UNFCCC 2023a). Some changes may limit the authorisation, e.g., by reducing the
scope of the authorisation in terms of e.g., the volume of ITMOs or types of authorised uses,
while other changes could expand the authorisation, e.g., by increasing the volume of
ITMOs or types of authorised uses. Lo Re et al. (2022) state that purely administrative
changes would not affect the design or operation of an ITMO-generating activity or the con-
tent of any bilateral agreement between participating Parties, or the use of ITMOs. By con-
trast, significant changes that have substantive implications on the activity, bilateral frame-
work and/or ITMO use, and thus material impacts on emissions accounting and/or financial
flows, warrant closer consideration (Lo Re et al. 2022). In this paper, we classify changes to
authorisation into purely administrative changes, non-administrative changes (i.e., changes
that affect the authorised element significantly and in turn have implications on account-
ing), and revocations. The following tables shows examples of the types of possible changes
and revocations.
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Table 1: Types of changes to authorisations (Authors building on Lo Re et al. 2022)

Type of change _____________Examples

Administrative changes .

Change of Participants’ names
Adding or removing an authorised entity
Modification of effective dates

Activity-specific changes:

Non-administrative changes
(i.e., changes that can have an
impact on accounting)

Increase or decrease the original volume of au-
thorised ITMOs

o Note that the rationale for the reduc-
tion could be to reflect lower-than-ex-
pected volume of verified mitigation
outcomes and/or to address any rever-
sals of emission reductions or removals
(that have not been addressed in other
ways).

Non-activity-specific changes:

Revocations

Extending or reducing the scope of authorisa-
tion for use compared with the original scope

Increase or decrease the original volume of
ITMOS to transfer i.e.,, country backtracking for
non-activity related reasons, lack of progress in
NDC, new government changes, new policy,
among others.

Revocation of authorisation due to activity per-
formance such as failure to register the activity
or verify mitigation outcomes, failure to deliver
pre-agreed co-benefits, evidence of serious
negative environmental or social impacts (e.g.
human right violation) or fraud, among others,
that are triggered by predetermined condi-
tions and indicators in e.g., conditional author-
isation

Revocation due to e.g. lower-than-expected
performance of national policies and conse-
qguent insufficient progress towards NDC
achievement

Revocation due to political changes

Parties have proposed different approaches to which types of changes could be allowed
and under what conditions they could apply, taking into account related proposals on the
minimum content and the type of authorisation.

At SB58, Parties discussed the different types of changes to authorisation under Article 6.2.
These include, inter alia: changes to ITMO volumes and/or their authorised uses; changes
that do not affect the ITMO volumes and/or their authorised uses; changes to authorisation

10
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only under circumstances of a human rights violation or violation of the cooperative ap-
proach agreement (UNFCCC 2023a). Revocations were seen as the most extreme change
to authorisation. Some Parties support the option of not allowing revocations, while others
support allowing some (but not all) types of revocations, such as allowing revocations that
only affect ITMOs not yet first transferred or transferred (UNFCCC 20233, para. 37).

[In terms of timing, many Parties considered any changes (including revocations) made af-
ter (first) transferring of units as problematic (UNFCCC 2023a). Changes that are applied
before the first international transfer or use/cancellation have limited impact on con-
sistency and double counting provisions, while changes that are applied after the first in-
ternational transfer or use could affect legal certainty, credibility and transparency of both
Article 6.2 and the Article 6.4 mechanism (EU 2023). Therefore, some Parties stressed that
changes should not be applied retroactively to ITMOs that had already been trans-
ferred/used/cancelled at the time of the change (EU 2023; Russian Federation 2023).

Parties discussed the importance of finding a balance between flexibility for allowing and
managing changes and mitigating any negative impacts on markets and entities, while
recognising that authorisation under Article 6.2 and Article 6.4 is a national prerogative.
Standardising the process of making changes to authorisation was seen as difficult due to
factors such as the performance of activities or national policies or changes in political pri-
orities. Some options discussed to manage changes include: providing a justification of the
changes that is tracked in the reporting infrastructure and is subject to a consistency check
by the UNFCCC Secretariat; including provisions in bilateral agreements for managing
changes; managing changes at the level of a cooperative approach (including for a general
authorisation wherein relevant additional detail may be added over time in relation to au-
thorising specific categories, activities, vintages, etc., or by expanding the scope of authori-
sation) (UNFCCC 2023a).

4.2. Implications of changes or revocations

As mentioned in chapter 2, the following elements might potentially be subject to authori-
sation, and therefore, subject to changes: cooperative approaches, ITMOs and entities.

Experiences under the CDM, where ex-post changes were possible, are considered a prec-
edent for this discussion (Lo Re et al. 2022). Under the CDM, different actions were defined
according to the type of change. For instance, changes that do not affect accounting or
finance issues of the project design (immaterial, e.g., changes of up to two years to the start
date of a crediting period) only required notification to the CDM's Executive Board. In con-
trast, for changes that affect the project substantially (material), further examination and
approval by the CDM Executive Board and/or a Designated Operational Entity was required.

As discussed in chapter 2, the possibility to make changes to authorisation could have dif-
ferent implications, depending on whether these changes impose additional risks. There-
fore, changes in the volume of authorised ITMOs, and/or changes to the potential use of
authorised ITMOs, could have significant consequences within and between Parties. These
consequences could potentially encompass financial and/or reputational consequences for
the entities and Parties involved, as well as impacting the potential achievement of the NDC
of one or both Parties (Lo Re et al. 2022).

11



Article 6 authorisation: Key issues and implications
CMM-WG

In the following, we summarise potential implications of different types of changes or rev-
ocations to authorisation applied at different points in time, to host countries, buyers, de-
velopers and social and environmental integrity, and identify the relevant types of risks. Rel-
evant types of risks include risks to reputation, accounting, reporting, financial aspects, and
environmental integrity.

Accounting and reporting risks are linked to changes e.g. to common nomenclatures and
their elements and volume of ITMOs or A6.4ERs already reported, including its use. Financial
risks refer to risks that undermine the activity's financial viability and access to finance, thus
increasing the risk that the activity is not implemented, and the mitigation outcomes do
not materialise. Risks that undermine environmental integrity relate to factors that under-
mine additionality testing, baseline setting, monitoring, verification, addressing any risks of
reversals and other aspects that are relevant for ensuring that the mitigation outcomes are
additional, conservatively quantified and independently verified, and promote - rather than
undermine —ambitious climate action.

Non-substantial changes do not impose risks to any entity or to social and environmental
integrity. Substantial changes, on the contrary, can either limit or expand the opportunities
for ITMO cooperation by reducing or increasing the volume of ITMOs and the scope of use
cases. Limitations can impose financial risks to activity developers/buyers if they are arbi-
trary and not related to the activity's performance and thus beyond the control of the de-
velopers. Expansions, on the other hand, can benefit the developer/ buyer if they enable
access to a greater volume of ITMOs and/or higher unit price and/or a broader buyer base
(e.g., CORSIA, NDC and voluntary buyers). Revocations is an extreme form of limitation, as it
cancels the approval to generate ITMOs. Its consequences depend on the timing. The risk
of revocation can undermine the activity developer’s ability to mobilise finance and find
buyers, the buyer’s trust in receiving ITMOs, and the participating countries’ ability to apply
robust accounting and reporting which, in turn, can undermine environmental integrity.

What concerns the timing, the implications of changes to authorisation or revocations to
authorisation before the first international transfer, or in case of OIMP, before or at issuance,
are limited regarding reporting and robustness of accounting. There are still opportunities
to adjust authorisation volumes based on the latest (e.g. verified) information, and, in case
of downward adjustments, some potential is freed up to authorise other MOs. While the
initial report might be submitted earlier on (at point of authorisation) under Article 6.2, the
agreed electronic format (AEF) for the annual information containing all quantitative infor-
mation is to be submitted no later than 15 April of the following year. Consequently, it is
unlikely that the annual information has already been submitted by the time of the author-
isation change/revocation. So, ho reports would need to be adjusted as well as any infor-
mation forwarded to the Article 6 database.

Changes or revocations to authorisation after the first international transfer or, in the case
of OIMP, after the issuance, but before the use or cancellation, can result in inconsistencies
of reporting of participating Parties. This requires changing or updating previously reported
information and undoing possible transactions. This can lead to accounting and reporting
risks as well as to the risk of undermining environmental integrity. For NDC use, the change
or revocation after the first international transfer may entail the need for the host country
to readjust its emissions balance and participating Parties might need to correct their an-
nual information and potentially also the regular one including information forwarded to
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the Article 6 database or incorporated in the biennial transparency reports. In the case of a
change or revocation of the original volume of authorised ITMOs, this will create complexity
that can undermine transparency of ITMO transactions and consequently trust in the mar-
ket.

Regarding implications of changes or revocations to authorisation after using or cancelling
ITMOs, the environmental integrity risk for the host country and buyer is high due to poten-
tial double claiming of ITMOs. In addition, this might disincentivise ambition raising. For
buyers, there is actual failure risk to comply with their targets (e.g., NDC achievement, COR-
SIA compliance or voluntary claims).

As discussed above, changes or revocations that affect previously reported information can
have severe repercussions on environmental integrity. Instead of such changes and revo-
cations, different actors can make use of other approaches to manage changes to authori-
sations, such as host countries can include provisions to manage changes in the bilateral
agreement, while buyers can include provisions to manage changes in the Mitigation Out-
come Purchase Agreements (MOPA).

5. Conclusions

Article 6 authorisation is a key step in ITMO cooperation. Its content and timing, as well as
possible changes and revocation can have various implications to host countries, activity
developers, buyers and environmental integrity.

If the international Article 6.2 rules require certain minimum information, this can have im-
plications on the timing of the authorisation and the likelihood of changes to the authori-
sation if and when this information changes. Activity developers and buyers are likely to
benefit from authorisations that are provided before the implementation of the activity and
its mitigation outcomes, as this can help them to unlock finance for the activity's imple-
mentation. In this case, the authorising Party would need to base the authorisation decision
on the activity's anticipated performance, e.g., relating to mitigation outcomes and envi-
ronmental and social impacts. Thus, they may favour a later timing when more information
is available on the activity's actual performance as well as national progress towards NDC
achievement. Providing authorisation only after the issuance of carbon credits, and espe-
cially after their first international transfer or use, is problematic for activity developers and
buyers, as it would prolong the investment uncertainty. Some countries are providing early
authorisations that include conditions that need to be met for the authorisation to be
deemed final.

Changes and revocations that reflect the actual performance of the activity (e.g., changing
the authorised ITMO volume based on verified mitigation outcomes or revoking authorisa-
tions of activities that are not implemented) would not impose significant investment risks
to the activity developers and buyers. By contrast, changes that are unrelated to the activ-
ity's performance (e.g., reducing the authorised ITMO volumes due to insufficient host
country progress towards its NDC) would create investment risks. The retroactive applica-
tion of changes or revocations to ITMOs that have already been transferred, used and/or
cancelled at the time of the change or revocation are especially problematic for activity de-
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velopers and buyers, as well as for ensuring consistent and robust reporting and account-
ing. Changes and revocations are not a recommended tool for host countries to manage
the risk of overselling. While revocations may be justified in cases where the authorised ac-
tivity violates human rights or breaches the cooperative approach agreement, national ar-
rangements and/or bilateral agreements can also provide for other means to address such
violations.
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