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INTRODUCTION

BACKGROUND

1.

Additionality testing aims to ensure that only mitigation outcomes that require carbon
market support are credited under baseline-and-credit systems, so that carbon finance
is not spent on mitigation that would have been achieved anyway. If carbon finance is
directed toward such non-additional activities and redirects resources from where addi-
tional mitigation would occur, the efficiency of global efforts to address climate change
will be undermined. If a host country has an ambitious Nationally Determined Contribu-
tion (NDC) and is committed to achieve its targets, a non-additional mitigation outcome
may be compensated for by additional action to achieve the NDC. However, that would
still lead to an inefficient allocation of resources within the country and could make it
difficult for the host country to achieve its NDC. If non-additional mitigation outcomes
are transferred and not compensated for by more action in the host country, which could
be the case if the NDC has an unambitious target, then offsetting emissions with such
non-additional mitigation outcomes leads to an increase in global emissions, compared
to a scenario without such transfers. Therefore, a robust assessment of additionality is
key to ensuring the quality of the mitigation outcomes and the efficiency and environ-
mental integrity of carbon market mechanisms.

As a criterion, additionality is known already from the Kyoto Protocol flexibility mecha-
nisms - Joint Implementation (J1) and the Clean Development Mechanism (CDM). Under
the CDM, methodologies included steps to determine additionality, and later these ap-
proaches were summarised in tools.

With the implementation of the Paris Agreement, determining additionality must be
done in the context of the obligation of Parties to implement their NDCs and to increase
ambition in mitigation and adaptation action to contribute to achieving the long-term
objectives of the agreement. The Article 6 rulebook - in particular the rules, modalities,
and procedures (RMP) of the Article 6.4 Paris Agreement Crediting Mechanism (PACM)
- clarifies new principles and requirements for the demonstration and assessment of ad-
ditionality.

OBJECTIVES

4. This TOOLO]1 provides a robust approach and guidance for mitigation activity developers

to demonstrate that their proposed mitigation activities can be considered additional in
the context of Article 6 of the Paris Agreement. TOOLO1 has been developed based on
experience with and lessons learned from the application of the CDM additionality tool
and other approaches to additionality assessment applied in international carbon mar-
kets. It is a stand-alone tool for additionality under Article 6 for project and programme-
level mitigation activities and does not cover sectoral or policy-level interventions. Acom-
bined tool for baseline setting and additionality is not presented at this time.

'The most widely applied CDM tools for additionality are the “Tool for the demonstration and assessment of addi-
tionality” with its latest version (version 7) adopted in November 2012 and the “Combined tool to identify the
baseline scenario and demonstrate additionality” with the latest version (version 7) from September 2017. These
tools refer to separate tools for commmon practice analysis, currently in version 3.1 from June 2015, and for invest-
ment analysis. The latter has been revised frequently, with the current version 13 adopted in November 2023.
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SCOPE AND APPLICABILITY

5.

This tool provides a general framework for demonstrating and assessing additionality of
activities implemented in cooperative approaches under Article 6.2 of the Paris Agree-
ment, subject to approval by participating Parties, and aims to inform the development
of more detailed rules by the Supervisory Body of the Article 6.4 PACM. The relevant rules
and principles referred to in the development of this tool are presented in the final sec-
tion.
This tool provides for a stepwise approach to assess and demonstrate the additionality
of projects and programmatic approaches (collectively called “mitigation activities”) in
an applicable geographic area that is both in line with the Article 6.2 guidance and the
RMPs of the PACM, the latter offering more detail on how to robustly determine addi-
tionality under Article 6. It is not applicable to mitigation activities on a higher level of
aggregation such as sectoral approaches or mitigation policies. This tool does not replace
the need for baseline methodologies to provide a stepwise approach to identify the base-
line scenario for a mitigation activity. Activity participants shall ensure consistency be-
tween the determination of additionality of an activity and the determination of a base-
line scenario (see II-AMT TOOLO02).

In validating the application of this tool, independent designated operational entities

shall carefully assess and verify the reliability and credibility of all data, assumptions un-

derlying calculation of indicators and assessment of qualitative information, justifications
of choices between different sources of data, and documentation provided by activity
participants to support the demonstration of additionality. In this context, they shall also
identify and cross-check independent sources and documentation for the data, as-
sumptions and information critical to the outcome of the additionality testing. The infor-
mation checked during this assessment and the conclusions shall be documented trans-
parently? The host country NDC shall be one of the sources assessed during this process.

In addition, designated operational entities should ensure that any comments received

during the global public consultation for a mitigation activity related to the data assump-

tions and justifications used to demonstrate additionality are properly addressed.

TOOLO]1 includes detailed guidance for a stepwise approach to determine additionality

by considering the elements of an “eligibility pre-check”, “prior consideration”, “regula-

tory analysis”, and “financial additionality”, summarised in Figure 1. The different steps
entail®:

a. Checkingthe eligibility of activities regarding their alignment with the Paris Agree-
ment's long-term goals.

b. Checking for public notification of the intent to earn carbon credits prior to the start
of the activity (“prior consideration”).

c. Determining that the activity is neither mandated by law, nor is the mitigation it
achieves effectively required by regulation. This step also includes a check of
whether existing and promulgated regulations would mandate the activity at any
point during the crediting period.

2The II-AMT experts recommend exploiting the benefits of digitisation in Article 6 cooperation in this context. Gov-
ernments participating in cooperative approaches could agree to keep information on data, assumptions and,
benchmarks in a database that designated operational entities can access to cross-check information provided in
mitigation activity design documentation.

3 The tool does not include a step for common practice analysis. While the principle is important, there has been
no robust operationalisation so far that provides added value for the determination of additionality, mostly given
difficulties in accessing the necessary data.
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d. Evaluating the risk that the activity type is financially attractive without carbon
revenue, to decide if an investment analysis is required.

e. Determining financial additionality of the activity based on an investment analysis
and potentially limiting the crediting period.

Figure 1: Flowchart of proposed stepwise process for demonstration of additionality
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9. TOOLO1 also includes guidance on the development of positive lists for financial addi-
tionality at different levels of aggregation. The guidance includes necessary require-
ments for elaborating and regularly updating positive lists.

10. TOOLO1 includes guidance on potential restrictions of the crediting period length
based on financial and implementation characteristics of the mitigation activity. Longer
crediting periods are required for mitigation activities with high up-front investments,
long technical lifetimes and relatively low annual credit revenues.
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1. TOOLOT furthermore includes guidance on re-assessing additionality of the activity when
applicable at crediting period renewal in a stepwise approach as depicted in Figure 2.

Figure 2: Flowchart of proposed stepwise approach to re-assess additionality at cred-
iting period renewal
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TERMS AND DEFINITIONS

12. The
a.

following terms and definitions are applied.

Applicable geographic area: The geographic area within which an alternative sce-
nario is valid. The default should be the national level; smaller areas may be required
where there is significant subnational variation. For activity types significantly influ-
enced by climatic or topographical variables, non-jurisdictional boundaries can be
applied but need to be justified by activity developers.

Barrier analysis: A check whether prohibitive, non-monetary barriers exist that
cannot be considered in an investment analysis. It must demonstrate that these bar-
riers would not be faced by alternatives to the mitigation activity and that the expec-
tation of carbon credit revenues is decisive for overcoming these barriers. The iden-
tification of the barriers shall be specific and, where possible, quantified. The analy-
sis shall include clear, objective and verifiable evidence to demonstrate the prohibi-
tive character of an identified barrier or their combination. Finally, the analysis must
indicate how carbon revenues will be applied to overcome the identified barriers and
demonstrate that expected revenues will be sufficient to do so.

Emissions intensive practice/technology“: A technology/technique that has a GHG
emissions intensity per unit of production/consumption that exceeds the intensity
of the lowest emitting, technically feasible and commercially available® production
pathway for the product, service, or output delivered.

Financially attractive activity: A mitigation activity for which, under a realistic sen-
sitivity analysis, confidence intervals for the selected financial indicators such as an
internal rate of return (IRR) or payback period shows higher attractiveness com-
pared to a viable alternative, with those confidence intervals not overlapping the in-
dicator values of the viable alternative, for a reasonably well managed company op-
erating it. This does not mean that it needs to be financially viable for all companies
under all circumstances. Financially attractive activities are those that would likely
be undertaken without revenues from carbon markets.

Financially marginally unattractive activity: A mitigation activity for which, under
a realistic sensitivity analysis as specified below in para 17b ii, confidence intervals for
the selected financial indicator such as IRR or payback period® show lower attrac-
tiveness compared to a viable alternative, but those confidence intervals overlap
with the indicator values of the viable alternative. The selected indicator should re-
flect the values of a reasonably well managed company operating it and not the spe-
cifics of the targeted organisation.

Financially unattractive activity: A mitigation activity for which, under a realistic
sensitivity analysis, confidence intervals for the selected financial indicator such as
IRR or payback period shows lower attractiveness compared to a viable alternative,
with those confidence intervals not overlapping the indicator values of the viable
alternative, for a reasonably well managed company operating it.

4 Note that this definition seeks to exclude the lock-in of incremental improvements in emissions intensity where
an alternative technology or technique is available that provides the deep emission reductions required to meet
the goals of the Paris Agreement.

> “Commercially available” means it can be obtained in the country where the mitigation activity takes place, ei-
ther off-the-shelf or via a bidding process or direct contracting process.

¢ Regardless of the indicator the activity developer chooses, the indicator should reflect the same underlying dy-
namics of the market.
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g. Host country approval list: an activity on a host country approval list is deemed eli-
gible for approval and authorisation by a host country government (definition of the
term as used in the context of the [I-AMT).

h. Lifetime of technology: Total time for which the equipment is technically designed
to operate from its first commissioning.

i. Lock-in of emission levels: The proposed activity leads to the adoption or the pro-
longation of the lifetime of an emission-intensive practice/technology.

j. Negative list: A list that comprises activities that are not eligible for Article 6 author-
isation by a host country.

k. Payback period: Amount of time required to recover the discounted cost of an in-
vestment.

|. Positive list: An activity on a positive list is deemed automatically additional in re-
lation to all or specific aspects (e.g., financial additionality, regulatory analysis).

m. Relevant Law / Mandate / Regulation / Policy: Regardless of the exact terminology
used in the respective national context, any legally binding laws, rules, mandates,
regulations, statutes, agreements, or other legal requirements in force at national,
subnational, or local levels requiring implementation of the proposed mitigation ac-
tivity or motivating management actions leading to changes in the technology ap-
plied in the activity or an improvement of the performance of the currently used
technology.

n. Similar economic and social context: key economic (e.g., GDP per capita, etc.) and
social (e.g., Gini coefficient, etc.) indicators are in the range of +50%.

o. Start date: The date on which the activity participants commit to making expend-
itures for the undertaking of the activity, or for the construction or modification of
the main equipment or facility associated with the activity, or for the provision or
modification of a service associated with the activity. Where a contract is signed for
such expenditures, it is the date on which the contract is signed. In other cases, it is
the date on which such expenditures are incurred. Activities incurring minor pre-
activity expenses (e.g., feasibility studies, and preliminary surveys) are not considered
in the determination of the start date.
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METHODOLOGY PROCEDURE

This section explains the step-by-step process to implement the tool. These steps are to be
undertaken prior to registration and at each renewal of a crediting period.

ELIGIBILITY PRE-CHECK

13. Mandatory pre-step: Each Article 6 activity must fulfil the eligibility criteria of align-
ment with the long-term goals of the Paris Agreement and not lead to emissions
lock-in.

Alignment means that a given activity is consistent with the long-term goal of the Paris
Agreement i.e, it does not make it more difficult to achieve the transformation required
for a global emissions pathway to achieve a balance of emissions and sinks in the second
half of the century in line with the “well below 2°C" temperature goal.

a. The proposed Article 6 activity must pass this eligibility assessment, to robustly
show that it will not lead to a lock-in of emissions levels incompatible with reach-
ing the Paris Agreement long-term goals. Evidence must be provided to robustly
justify that all of the following proxies are met:

i. The activity does not feature on any relevant negative list adopted includ-
ing such a list adopted by the Article 6.4 Supervisory Body or the respec-
tive host country.” The list may include technologies deemed as incom-
patible with below 2°C pathways in the latest Assessment Report of the
Intergovernmental Panel on Climate Change (IPCC).

ii. Either:

1. If the host country has commmunicated a long-term low-emission
development strategy (LT-LEDS), then the proposed activity and
its emissions scenario are in line with the host country’'s LT-LEDS
scenario for the entire duration of their crediting period; or

2. If the host country has not communicated a LT-LEDS, then the
proposed activity does not lead to a lock-in of current emission
levels or continuation of emissions intensive practices by prolong-
ing the lifetime of installations using emissions intensive technol-
ogies or by constructing new installations using emissions inten-
sive technologies.

iii. For activities that lead to the replacement of technologies, the emissions
intensity of the new technology is aligned with the generally accepted
(IPCC/IEA) emissions scenarios for reaching the long-term goal of the
Paris Agreement.

7 Activity types that lead to a lock-in of current emissions levels or the continuation of carbon intensive practice
under all possible circumstances should be put on a negative list of ineligible activity types by the Article 6.4 Su-
pervisory Body and governments hosting Article 6 activities. The development of such a negative list by the Su-
pervisory Body lies in the future, meaning it is currently not clear whether a negative list will be put in place.
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STEPWISE DETERMINATION OF ADDITIONALITY

14. Step 1 - MANDATORY: Public notification of intent to earn carbon revenue prior to
start date of the activity

For this step it is required to demonstrate that carbon market revenues were considered
by the activity participants in the investment decision of the activity by undertaking a pub-
lic notification of the intent to earn carbon revenue prior to the start date of the activity
(i.e. financial commmitment and not the start of operation — see definition above). This notifi-
cation shall include the mitigation activity title, location, brief description, actual or planned
start date, estimated annual average amount of emission reductions or net removals, and
identification of at least one activity participant. The notification shall provide evidence of
prior notification, which may take the forms of:

a.

b.

The PACM Prior Consideration procedure shall be applied for activities planning to
register with the PACM.

For activities implemented in cooperative approaches under Article 6.2, the same
PACM prior consideration procedure may be applied, or otherwise:

i. Aletter, fax or email with date stamp from the activity participant to the host
country government, the UNFCCC Secretariat, and/or the participating Parties
of a cooperative approach.

ii. Publication in a medium with date stamp, including a newspaper, magazine,
newsletter, or social media post.

iii. For pilot activities having their starting date between 01/01/2020 and
14/01/2024, an executed contract with a third-party service provider, develop-
ment agency or bank for developing carbon credits, or notification using the
CDM Prior Consideration procedure.

15. Step 2 - MANDATORY: Regulatory Analysis

a.

For this step, the applicable jurisdictional boundaries include regional/supra-na-
tional, national, subnational, and local jurisdictions pertinent to the mitigation activ-
ity. All relevant levels need to be covered.

Only legally binding and widely enforced requirements are considered; overarch-
ing policy targets or generic plans without specified instruments or means of implementation
are not considered.

Sub-step 2.1- MANDATORY: Regulatory analysis to determine that the proposed ac-
tivity is neither directly mandated by law nor otherwise triggered by legal re-
quirements (e.g., laws, ordinances, decrees, any other forms of regulation or permitting
conditions and decisions of courts).

Sub-step 2.2- MANDATORY: Regulatory analysis to determine that there are no le-
gal requirements, either in effect or set to take effect, that would require or moti-
vate implementation of the activity during the activity's forthcoming crediting pe-
riod. If such legal requirements are identified, then crediting for the activity shall
only be allowed until the date the legal requirements would take effect.

16. Step 3 - MANDATORY: Evaluation of inherent additionality risks of the specific ac-
tivity type within the applicable geographic area

a.

This is a pre-step for the determination of financial additionality to ensure realistic
assumptions are provided by the activity developer in comparison to the risk sce-
nario described. Ideally this evaluation is carried out by the national government or
by a third-party. If this has not been done yet, the activity developer is to take the
following steps to carry out the analysis.

10
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b. The evaluation of the inherent additionality risks shall be undertaken with respect to
the applicable geographic area selected as per the definition in this tool.

c. ldentify the number of activities of this type that already have been implemented
without incentives.

d. List and characterise the inherent financial additionality risks related to this spe-
cific activity type (e.g., evidence of potential profitability, short payback periods, am-
ple experience, availability of subsidies, availability of competitive financing sources,
economic risks with continuation of the existing scenario, etc.).

i. Analyse whether the only source of revenue or savings of the activity is the
revenue from the sale of mitigation outcomes. Activity types that feature such
characteristics in all possible contexts shall be deemed to have a “low” inherent
additionality risk.

e. On the basis of the preceding, draw conclusions on:

i. The consolidated inherent financial additionality risk (high, medium, low):

1.  High, meaning that there is no difference between the financial attractive-
ness of the activity and a more emissions intensive alternative or the former
is even financially more attractive than the latter;

2. Medium, meaning that there is a difference between the financial attrac-
tiveness of the activity and more intensive alternatives for some but not all
alternatives; or

3. Low, meaning that there is a clear difference between the financial attrac-
tiveness of the activity and all more emissions-intensive alternatives.

ii. the consolidated implementation additionality risk (high, medium, low),
based on the common practice in the respective country, as specified below
1. High, meaning the activity type is implemented frequently without incen-

tives from the mechanism (at least 3 activities of this type already have been
implemented without incentives);

2. Medium, meaning the activity type has been implemented without incen-
tives from the mechanism (at least one activity of this type already has been
implemented without incentives); or

3. Low, meaning the activity type has not been implemented without incen-
tives from the mechanism (no such activity implemented).

f. If both the consolidated inherent financial additionality risk and the implemen-
tation additionality risk are assessed as:

i. Low:Activities are eligible for a global positive list for financial additionality and
do not have to go through Step 4

ii. Medium: Step 4 (investment analysis) is mandatory.

iii. High: Step 4 (investment analysis) is mandatory. In addition, the activity de-
veloper must justify how the specific activity differs from the general implemen-
tation of the activity type by justifying the input(s) to its activity developer-spe-
cific financial analysis that drive financial unattractiveness. This could for exam-
ple be site-specific conditions that lead to lower revenues from the sale of goods
or services produced by the activity (e.g. lower load factor of renewable power
plant compared to the average in the country).

g. If the consolidated inherent financial additionality risk is assessed as “High" or
“Medium” but the consolidated implementation additionality risk is deemed
“low”: Monetizable barriers to implementation may be incorporated in the invest-
ment analysis and impacts on the investment decision explained in step 4. If a bar-
rier test is used as specified under Step 5 below, all monetizable barriers must be
incorporated in the investment test 8.

8 Expert interpretation of A6.4-STAN-METH-001, para. 77 a) and b)
N



[-AMT

Tool for the demonstration and assessment of additionality

Special circumstances of LDCs apply in this step. For mitigation activities located
in LDCs, non-monetizable barriers to implementation may be considered as a
complement to the investment analysis

17. Step 4: Determination of financial additionality of the activity through investment
analysis (MANDATORY step if inherent financial additionality risk is medium or

high):

a. Investment analysis of the activity to determine that it is not financially viable with-
out the expected revenues from the sale of the certified mitigation outcomes.

This analysis requires identification of what is a financially viable and realistic al-
ternative(s) to the mitigation activity in similar social, economic, and regional
contexts. This will provide the point of comparison for the analysis to identify
the appropriate financial indicator (e.g., internal rate of return, payback period)
and calculate its value at which a mitigation activity would not be deemed eco-
nomically / financially feasible, considering all revenues and savings generated
by the mitigation activity.

This analysis needs to include all revenues and savings generated for, or poten-
tially available to, the activity, including any incentives related to policy instru-
ments, such as all kinds of subsidies (e.g., grants, reverse auctions, contracts for
difference etc.), avoided carbon taxes, financial impacts of emissions trading
schemes, etc.

If the consolidated implementation additionality risk was identified as me-
dium or low, then the analysis may include any identified risks to implementa-
tion. These risks need to be expressed in monetary terms, e.g,, in changes in
cash flow due to slower activity implementation, lower load factors, risk-ad-
justed discount rate, etc. If this is not possible, then the risk cannot be consid-
ered, which leads to conservative outcomes.

b. Conclusions on degree of confidence on financial additionality:

If the activity is likely to be attractive without the revenues from credit sales, then
the activity is not considered additional. Barrier analysis exemptions may be ap-
plicable for activities located in LDCs and SIDS. In case a mitigation activity is
located in an LDC, and implementation risk is medium or low, if the identified
implementation barrier is overcome by the fact that the mitigation activity is
framed as an Article 6 activity and receives carbon revenues, it may be deemed
additional. Specific barriers need to be defined in this context.

If the activity type is only marginally unattractive where, under a realistic sen-
sitivity analysis, financial indicators (such as IRR or payback period) for the viable
alternative and the mitigation activity overlap, the activity is considered finan-
cially additional, but the crediting period must be restricted. The sensitivity
analysis shall be conducted in line with good practice, drawing on approaches
outlined in the CDM Tool 27 for Investment Analysis, to ensure that conclusions
are robust against reasonable variations in critical parameters (e.g., CAPEX,
OPEX, revenues, etc.). The application of sensitivity analysis should adopt con-
servative assumptions to avoid overestimating the financial unattractiveness of
the activity.

If the investment analysis concludes to a medium to high degree of confidence
that the activity would not be attractive without the revenues from credit sales,
then the activity is additional.

12
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18. Step 5 - Complementary, voluntary barrier test for non-monetizable barriers in

LDCs®

a. For activities in LDCs, a complementary barrier test covering non-monetizable bar-
riers may be conducted alongside the investment test. This barrier test will be con-
sidered successful if it can unequivocally demonstrate that one or more barriers are
prohibitive, meaning they prevent the implementation of the activity without the
generation of carbon credits.

19. Step 6 - MANDATORY: Re-assessment against the eligibility “pre-check” crite-
ria and re-assessment of regulatory analysis at the point of crediting period re-
newal.

a. Reapply Step 2 as specified in paragraph 13 above.

2 Expert interpretation of A6.4-STAN-METH-001, para. 77 b) i)
13
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GUIDANCE FOR THE DEVELOPMENT OF POSITIVE
LISTS

20. In the following, positive lists are defined as a list of activity types deemed automatically
additional in relation to all or specific aspects (e.g., financial additionality, regulatory ad-
ditionality). Positive lists for additionality must meet minimum criteria specified below
before they can be used to substitute step 5 of the procedure (i.e., financial additionality)
of this Tool.

21. The process for developing global and national positive lists should include the follow-

ing:

a.
b.
c.

Inputs from experts in the development of the list

Public consultation period

Independent assessment and validation of the outcomes of the development pro-
cess

22, Positive lists may be adopted by the Article 6.4 Supervisory Body (i.e., for use in the Article
6.4 PACM or in cooperative approaches), by other independent standards, or by parties
to the Paris Agreement (i.e., for use in cooperative approaches).

GUIDANCE FOR THE DEVELOPMENT OF POSITIVE
LISTS FOR FINANCIAL ADDITIONALITY

In the development of positive lists for financial additionality, the following approaches may
be considered. Further approaches including non-financial ones may also be elaborated by
the A6.4 SB:

23. Activity types that, under all contexts, can show that their net present value of costs sig-
nificantly (e.g., by at least 25%) exceeds revenues and savings without carbon finance are
eligible to be put on a global positive list of “low risks to financial additionality”.

24. Activity types are eligible to be put on a national positive list if they, in their national
context, can show that:

a.

b.

their costs significantly exceed revenues and savings so that their IRR is negative
under conservative assumptions regarding the discount rate, or

their levelized costs of delivering a product or service are more than 25% higher
than the industry average, or

their marginal abatement cost exceeds a country-specific benchmark value.

a combination of very low penetration rates (e.g., less than 2%) and objectively justi-
fied non-financial barriers shows that they cannot be implemented without carbon
revenue and that carbon revenue can overcome these barriers.

25. Global and national positive lists for financial additionality are to be reviewed every

three years.

26. In case an activity type does not feature anymore on a positive list after the review re-
quired, any activities that request renewal of crediting period must then follow the
guidance presented below.

14
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GUIDANCE FOR CREDITING PERIOD LENGTH AND
RENEWAL

27. Guidance for crediting period length and renewal is based on the analysis of the relation-
ship between technology lifetime and type and timing of investment decisions (e.g., for
one-off investments decisions versus replacement and renewed investment decisions
into the same activity), building on the crediting period length under the Article 6.4
PACM at either a maximum five years renewable twice or ten years non-renewable.

28. Ex-ante determination of crediting period length

a. Ifthe activity is marginally unattractive, restriction of crediting period (implying that
crediting period renewal will not be possible)
i. to the payback period of the mitigation activity investment, if the invest-
ment decision is one-off
ii. to the lifetime of technology, if the activity requires replacement and ad-
ditional investments.
b. In the case of replacement and/or additional investments and a technology with a life-
time of less than five years (e.g., 3 years), the initial crediting period should be a maxi-
mum of five years renewable.

Stepwise approach for consideration of financial additionality for crediting
period renewal

29. Assessment of financial additionality for replacement and/or new investments into
the activity
a. Whether this step is mandatory depends on the relationship of technology lifetime
and investment decision:

i. In case no investment analysis was required, and the inherent risk is still con-
sidered low (i.e., due to low financial additionality risk) a re-assessment of finan-
cial additionality risk is not required. If risk is now deemed medium-high for the
activity type, investment analysis is now required based on current data.

ii. In case of a one-off investment decision in a technology with a lifetime that is
longer than the crediting period, re-assessment of financial additionality is not
required if this was done for the first crediting period.

iii. Incase of replacementinvestments in a technology with a lifetime shorter than
the crediting period or additional investments to scale up the activity, the miti-
gation activity developer is required to undertake an investment analysis for the
renewal.

iv. Activities that are part of a global or national positive lists for financial addition-
ality - which are still valid at the time of crediting period renewal - are not re-
quired to reassess financial additionality at the renewable of their crediting pe-
riod.
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RULES AND PRINCIPLES

30. This tool has been developed based on the following principles enshrined in the decision

31

32,

33.

2/CMA.3 and 3/CMA3 adopted by the Parties to the Paris Agreement [bold added to high-
light key terms and provisions]:

Guidance on cooperative approaches referred to in Article 6, paragraph 2, of the Paris
Agreement

“l. Internationally transferred mitigation outcomes (ITMOs) from a cooperative ap-
proach are:

(a) Real, verified and additional; [...]” (Decision 2/CMA.3, annex, paragraph 1)
Rules, modalities, and procedures of the PACM

31. The activity: (a) Shall be designed to achieve mitigation of GHG emissions that is ad-
ditional, including reducing emissions, increasing removals and mitigation co-benefits
of adaptation actions and/or economic diversification plans (hereinafter collectively re-
ferred to as emission reductions), and not lead to an increase in global emissions; |[...]

38. Each mechanism methodology shall specify the approach to demonstrating the ad-
ditionality of the activity. Additionality shall be demonstrated using a robust assess-
ment that shows the activity would not have occurred in the absence of the incen-
tives from the mechanism, taking into account all relevant national policies, includ-
ing legislation, and representing mitigation that exceeds any mitigation that is re-
quired by law or regulation, and taking a conservative approach that avoids locking
in levels of emissions, technologies or carbon-intensive practices incompatible with
paragraph 33" above.

(Decision 3/CMA.3, annex, paragraphs 31 and 38)

In addition, the following principles are relevant for this tool:

a. Each participating party shall ensure that participation in Article 6 contributes to the
implementation and achievement of their NDCs, LT-LEDS, and long-term goals of
the Paris Agreement (most notably Decision 2/CMA.3, annex, paragraph 4.f and De-
cision 3/CMA3, annex, paragraph 28.b) (see [I-AMT GUIDEO])

b. The assessment shall deliver consistent results for similar activities in the same rel-
evant context conditions. For that to work, the additionality tool must contain man-
datory steps for all activities and only few optional assessments. To allow for con-
sistent validation by independent designated operational entities, the tool must
provide detailed guidance on how to apply the different steps (see II-AMT TOOLO3,
paragraph 99-103).

c. The assessment shall include a characterisation of the inherent risks to additionality
relevant to the general activity type and to the specific project conditions, as a reality
check of the additionality assessment. Safeguards include:

10 Paragraph 33 reads: “Mechanism methodologies shall encourage ambition over time; encourage broad partici-
pation; be real, transparent, conservative, credible, below ‘business as usual’; avoid leakage, where applicable; rec-
ognize suppressed demand; align to the long-term temperature goal of the Paris Agreement, contribute to the
equitable sharing of mitigation benefits between the participating Parties; and, in respect of each participating
Party, contribute to reducing emission levels in the host Party; and align with its NDC, if applicable, its long-term
low GHG emission development strategy if it has submitted one and the long-term goals of the Paris Agreement.”
(Decision 3/CMA.3, annex, paragraph 33).
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o Automatic financial additionality through positive lists shall only be applica-
ble to activity types in circumstances where few, if any, activities are occur-
ring without carbon credit revenue. National and international positive lists
for financial additionality must be updated regularly; national positive lists
may be set up under the responsibility of a national authority designated for
this purpose, while international positive lists would be defined by the Article
6.4 Supervisory Body.

o Mandatory re-assessment of parts of additionality determination steps at the
time of crediting period renewal.

o Mandatory restriction of choices for crediting period length under certain
circumstances.”

d. Theassessment shall utilise information communicated in the respective host coun-
try NDC as a reference point for additionality demonstration.

34. Article 6.4 Supervisory Body (SBM) standard “Application of the requirements of
Chapter V.B (Methodologies) for the development and assessment of Article 6.4
mechanism methodologies” (A6.4-STAN-METH-001)

“73. Mechanism methodologies shall contain provisions to demonstrate additionality
through; prior consideration of the benefits of the mechanism, regulatory analysis,
the avoidance of lock-in as well as through financial additionality complemented
with a common practice analysis. Performance-based approaches may be used as an
alternative to provisions in paragraph 77 below.”

“75. Regulatory analysis shall require demonstration that the proposed activity repre-
sents mitigation that exceeds any mitigation that is required by law or regulation un-
less the law or regulation refers to or formally integrates the mechanism as an instru-
ment for implementation. A law or regulation applicable to the proposed activity that
may require a certain technological, performance or management action shall be
considered, noting that regulatory environments vary.”

“76. Avoidance of lock-in shall require demonstration that the proposed activity avoids
locking in levels of emissions, technologies or carbon-intensive practices incompat-
ible with paragraph 33 of the RMP, including through an assessment of the scale, life-
time, and emissions intensity of the activity;”

“77. Financial additionality can be proved either by:

(a) Demonstration that the proposed activity would not have occurred in the absence
of the incentives from the mechanism through an investment analysis (default ap-
proach); or

(b) Assessment of barriers to the implementation of the activity, such as financial
and institutional barriers, first of its kind, taking into account all relevant national poli-
cies, including legislation and current practices within the activity sector and geo-
graphic area including Indigenous Traditional Knowledge and customary laws. To
demonstrate additionality for their activity, through barrier analysis, activity partici-
pants shall:

T Decision 3/CMA.3 paragraph 31f indicates that Article 6.4 crediting periods may be a maximum of 5 years, re-
newable twice, or a maximum of 10 years with no option for renewal; or, for activities involving removals, a period
of 15 years, renewable twice. Host countries, however, may choose to stipulate shorter crediting periods at their
discretion (Decision 3/CMA.3, Annex, paragraph 27).
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(i) Describe the barriers, including the reasons why investment analysis is not sufficient;
and
(ii) Evidence the barriers and how the mechanism will help overcome the barriers; [...]”

(A6.4-STAN-METH-001, paragraph 73, 75, 76, 77)
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