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1.1

Background on Article 6

Reached in 2015, the Paris Agreement (PA) unites all Parties under the United Nations
Framework Convention on Climate Change (UNFCCC) in the fight against global warming. Unlike
its predecessor, the Kyoto Protocol, the PA applies to all countries equally. Moreover, the
agreement calls on nations to submit nationally determined contributions (NDCs) every five years,
outlining their plans to mitigate and adapt to climate change. The agreement expressly allows for
international cooperation to achieve the central goal of limiting the rise in the Earth’s average
temperature to 2 degrees Celsius above pre-industrial levels, whilst pursuing efforts to cap this
increase at 1.5 degrees.
Indeed, Article 6 of the PA allows countries to achieve their NDCs through enhanced international
cooperation, provided that this cooperation safeguards the agreement’s environmental integrity.
The Article mentions three distinct forms of international cooperation: 1) the inter-country
exchange of emissions reductions, known as internationally transferred mitigation outcomes
(ITMOs) (Article 6.2); 2) other mitigation outcomes, as part of a new market mechanism within
the Paris Agreement that will both replace the Clean Development Mechanism (CDM) of the Kyoto
Protocol and finance the Adaptation Fund (Article 6.4); and 3) a non-market mechanism that
combines mitigation and adaptation activities (Article 6.8).
Article 6 subsections 6.2 and 6.4 both build on previous efforts to facilitate the international trade
of emission reductions and encourage the use of market-based mechanisms to mitigate carbon
pollution. Ultimately, Article 6 could aid in the realisation of a global carbon price that enables the
linkage of international carbon markets, such as the link between the European Union’s
Emissions Trading Scheme (EU-ETS) and the Swiss Emissions Trading Scheme. A report by the
International Emission Trading Association (IETA) and the University of Maryland modelled that
the international trade of emission reduction units could save USD 250 billion per year by meeting
countries’ NDC targets in 2030, in comparison to countries achieving their individual targets within
their own country (Edmonds et al., 2019).1
Furthermore, this report estimates that, with these cost savings, nations could finance additional
measures to reduce their emissions by a further 50% (or about 5 gigatonnes of carbon dioxide
[GtCO2] per year) by 2030, thereby increasing overall climate ambition.
However, the rules governing the transactions envisaged under subsections 6.2 and 6.4 have yet
to be defined by the UNFCCC Parties. Although there were high expectations that these
guidelines would be finalised at the 25th Conference of the Parties (COP) to the UNFCCC in
Madrid in December 2019, disagreement between countries, particularly concerning the eligibility
of carbon offset units generated under the CDM to be “carried over” into the PA, prevented this
from happening. The next opportunity for negotiators to agree on Article 6 regulations will be at
COP 26, to take place in November 2020 in Glasgow, Scotland.

1.2

Project actors, overview, and objective

Despite the absence of these rules, a number of countries have publicly expressed interest in
making use of Article 6 to either achieve their NDCs or accelerate climate action. Amongst these
nations is Sweden. The Swedish Energy Agency (SEA), which works to promote sustainable
energy systems, the deployment of renewable energies, the smarter end-use of energy and the
mitigation of climate change, aims to explore the potential of bilateral investments in activities that
fall under Article 6. As part of its mandate, SEA manages the Swedish Programme for
1
Edmonds, J et al (2019). The Economic Potential of Article 6 of the Paris Agreement and Implementation
Challenges. Washington DC: University of Maryland, International Emissions Trading Association, and
Carbon Pricing Leadership Coalition.
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International Climate Change Mitigation under the Kyoto Protocol. The objectives of SEA’s
Programme for International Climate Change Mitigation are to boost international cooperation
and achieve cost-effective greenhouse gas (GHG) emissions reductions that contribute to
sustainable development in multiple countries. It does so primarily by advancing the flexible
mechanisms envisaged under Article 6, including undertaking “virtual pilots” to identify key issues
that need to be addressed at an international, bilateral and national level in order to operationalise
the mechanism.
Sweden has expressed particular interest in purchasing ITMOs from Colombia, as Colombia has
not only developed and implemented several measures to reduce emissions but has also
incorporated flexibility mechanisms within its existing emission reduction policies. For example,
the Colombian government levies a carbon tax, which, with limited exceptions, applies to all
economic sectors. This policy allows emitters to purchase carbon credits equivalent to their
emission levels in lieu of paying the tax, and the credits are generated from projects within
Colombia’s borders. Additional reasons why Colombia is an ideal partner to implement Article 6
project activities are found in the country’s NDC, which specifically mentions that Colombia is
both exploring using market instruments to achieve its carbon pollution mitigation pledge and
open to increasing its emission reduction target, “[subject to the provision of international support”
(Gobierno de Colombia, 2015)]2. Such support could be provided by the SEA.
The Colombian government’s commitment to reducing its emissions growth and transitioning to
a low-carbon economy further justifies its desirability as a partner for Article 6 pilot activities.
Although it accounts for less than one percent of annual GHG emissions, Colombia has observed
an increase in carbon pollution levels in recent years and is especially concerned about emissions
associated with deforestation. As part of its Integral Sectoral Plans for the Management of Climate
Change (PIGCCS), the Colombian government is focusing, in particular, on the nation’s mining
and energy sectors. The government aims to both reduce these sectors’ vulnerability to climate
change and promote their low-carbon development. The overarching objectives of the
government’s efforts are to strengthen and improve the sustainability and competitiveness of the
country’s energy and mining industries.
Given SEA’s mission to boost international cooperation on climate change, Colombia’s flexible
approach to GHG emission reductions, and the breakdown in global talks to finalise the rules
governing Article 6, the objective of this consultancy mandate is to provide the SEA with realworld options for mitigation pilot activities – or “virtual pilots” – that would produce ITMOs or other
bilateral investment activities that may fall under Article 6. These virtual mitigation activities seek
to demonstrate the challenges and opportunities that come with Article 6 implementation to
external stakeholders in order to produce ITMOs from bilateral investment activities. This report
presents the process that was developed to theoretically explore the potential implementation
pathways of Article 6 rules applied to two real-world options for virtual pilots in Colombia.
The virtual pilots under consideration in this study are 1) power and/or heat generation with biogas
from industrial wastewater facilities and 2) the installation of solar panels to replace the generation
of energy from diesel in an area that are not connected to a centralised power grid. Upon the
completion of the initial consultation process, official information on the selected sectors was
obtained. This information includes sectoral emissions, current emission reduction projects, laws
framing emission reduction projects for each sector, and future plans and financing for each of
the selected sectors. A key objective of this mandate is to identify the challenges that need to be
addressed in order to implement the virtual pilots.

2

Gobierno de Colombia. (2015). Contribución prevista y determinada a nivel nacional - iNDC. Retrieved
from
http://www.minambiente.gov.co/images/cambioclimatico/pdf/colombia_hacia_la_COP21/iNDC_espanol.pd
f
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1.3

Challenges to Article 6 cooperation and key findings

The following eight issues – and how they applied to the potential Swedish-Colombian trading of
emission reductions – were identified as impairing successful cooperation on emission reduction
project activities under Article 6 of the PA.
1.3.1 Corresponding adjustments and other Article 6 rules
The most significant challenge facing countries seeking to make use of Article 6 trading activities
stems from the lack of clarity on the rules on accounting and the principles of environmental
integrity as they apply to projects whose emission reduction credits would be deemed tradeable
under Article 6. These rules should not only explicitly state which type of emission reduction
projects qualify under Article 6 but also regulate how the corresponding adjustments of buyer and
host countries’ national inventory registries (NIR) would occur. (These adjustments would be
necessary to avoid a double counting of emission reductions once ITMOs were transferred.)
Insufficient understanding, of Article 6 in general, and the impact of ITMOs more broadly, also
poses barriers to the cooperation envisaged under the PA.
1.3.2 Diplomacy
In order to perform and ensure corresponding adjustments to NIRs, it is likely that national
governments would need more formal agreements, such as Memoranda of Understanding (MoU),
to authorise ITMO transactions. Trust and a “safe space” between government officials are a
critical need in order to develop such instruments. Ultimately, a bilateral ITMO treaty between the
parties to the transactions would likely be required, which would necessitate substantial
diplomatic capacities. It is also essential that both the government of the country hosting the
emission reduction projects, and key stakeholders, support and endorse Article 6 cooperation
with the country that is buying the emission reduction credits, as this ensures effective cooperation
between all parties.
1.3.3 Determining appropriate ITMO prices
The prices of ITMOs will indubitably vary according to both the investment needs of the project
generating the emission reduction credits and the market demand for the offsets. The price of the
ITMO will have to reflect not only the value of the tonne of CO2 avoided or sequestered, but also
the cost of the development and implementation of the project activity.
1.3.4 Institutional frameworks
Countries seeking to host project activities that generate tradable emission reduction credits will
first need to develop the capacities and structures to make decisions regarding Article 6. At
present, these are in short supply. For example, this review finds that a challenge in the practical
implementation of these virtual pilots has been the number of actors and countries interested in
advancing negotiations with the Colombian government. Besides Sweden, Switzerland and
Norway have expressed interest in purchasing ITMOs from Colombia, which has created
confusion amongst actors within the Colombian government and has stressed administrative
capacities. At present, the Colombian government does not have a structure in place to respond
immediately to these requests in order to begin bilateral negotiations on ITMOs.
1.3.5 Capacity building
As NDCs are to be submitted every five years – and are envisaged only to increase in ambition
– many countries are still determining which economic sectors, gases, and activities to include in
their national pledges. Beyond ensuring that countries have the requisite capacities to determine
the scope and ambition of their NDCs, it is critical that public authorities are able to robustly design
and implement measurement, reporting and verification (MRV) systems as they pertain to
emission levels, sinks and sources.
5
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1.3.6 Determining policy additionality
Countries interested in purchasing ITMOs from other Parties to the PA must first examine the
seller country’s commitments in its NDC, and ensure that the transactions fall under the scope of
Article 6. So as to ensure the additionality of the project activities and honour its mission of
advancing climate action globally, SEA would, in the context of these virtual pilots, only purchase
emission reduction credits generated by projects in Colombia whose implementation requires its
financing. The Article 6 pilots developed as part of this mandate successfully satisfy this
additionality criterion, as none of them would be implemented in the absence of external support.
Currently, the Colombian government has policies in place to improve the management of
wastewater in large cities, but the generation of energy via industrial wastewater management is
not expected to be implemented in the short term. In the energy sector, although the promotion
of renewables is a priority for the Colombian government, the government gives preference to
larger municipalities and urban areas without electricity service; it is unlikely that it will focus on
rural communities in the short term.
1.3.7 Collecting emissions data and impact
To calculate the volume of GHGs reduced by an activity, reliable information is needed. Technical
difficulties encountered by the consulting team in the development of this project underscore this
necessity. Information provided by departments within the Colombian government regarding the
emissions generated in the sectors and subsectors selected for the virtual pilots was very general,
preventing the robust calculation of either the emissions generated in these sectors or by specific
emission reduction projects. In order to carry out the calculations presented in the technical report,
general data and emission factors from the Intergovernmental Panel on Climate Change (IPCC)
had to be used instead.
1.3.8 Communication
In pursuit of official data on different economic sectors’ GHG emissions, we found that there is a
lack of communication between public institutions, impairing the gathering of reliable and
reputable information. Some departments had not been informed of either the processes that had
been carried out by the Colombian Ministry of Environment and Sustainable Development
(MADS) to reduce emissions, or of the measures to implement Colombia’s NDC. Discussions
with the private sector were even more complex due to a greater lack of information. As a result,
the technical team had to inform relevant private actors about the country’s NDC and the new
market for emission reduction project activities that will emerge upon the finalisation of Article 6
rules.

6

Executive Summary

1.4

Recommendations for overcoming challenges

In addition to identifying the challenges to the successful cooperation under Article 6 and the key
findings of this consultancy mandate, this report aims to provide recommendations on how to
overcome these barriers.
They are as follows:
• Internationally, rules around the qualification of emission reduction projects for Article 6, and
the regulations of ITMO transfer, need to be finalised. Specifically, these rules include:
o how countries can report their NDCs and identify which emission reduction activities fall
outside the scope of NDCs in order to qualify for Article 6 projects;
o criteria for determining when the emission reductions generated from Article 6 projects
are additional, real, measurable and attributable to a specific activity and sector;
o rules on how corresponding adjustments will occur for the NIRs to avoid double-counting
with the transfer of ITMOs.
• Bilaterally, buyer and host countries need to agree on the following prior to engaging in
cooperative agreements under Article 6.2 in order to enable transparency in the corresponding
adjustments of NIRs that will occur with the transfer of ITMOs:
o decide whether emission reductions will be generated from a project-based crediting
system (like the CDM), or a policy crediting approach;
o define common metrics for the calculation of emission reductions (for example, identical
values for global warming potentials);
o ensure MRV systems are compatible between host and buyer country;
o regulatory and policy frameworks allow for ITMO transactions;
o account for potential regulatory restrictions with the chosen sector;
o define verification periods within the project that are compatible with the five-year NDC
cycles and the transparency provisions considered in the PA;
o provide information campaigns and training to the private sector so they may understand
the benefits and risks of engaging with Article 6 projects and the sale of ITMOs, so as to
enable engagement without raising false expectations.
• Buyer countries, such as Sweden, need to define the selection criteria for ITMO credit types
from which they will purchase. These criteria include:
o types of sectors from which they will buy ITMOs;
o the types of co-benefits they are interested in supporting from emission reduction
projects.
• Host countries need to overcome the lack of institutional capacity and coordination involved
with having key systems in place to engage with Article 6 projects. In the case of Colombia,
the government will need to:
o define whether or not it is willing to engage in emission reduction projects for ITMO
transfers (and if so, which sectors);
o develop institutional capacity and coordination within government ministries to
understand Article 6 as a mechanism for climate action and international climate finance.
Training should particularly be targeted at ministries involved with sectors in which there
are emissions reduction projects for ITMO generation. Furthermore, streamlining
communication protocols would reduce stakeholders’ confusion and lead to a faster
conclusion of negotiations;
o through this training, develop an internal institutional framework that governs ITMO
transactions. This includes identifying which entities and persons will be responsible for
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coordinating ITMO transactions, the transaction monitoring system and the Colombian
MRV;
o define a fund for the revenue of ITMO sales to be collected and allocated to support
further mitigation and adaptation projects, with the suggestion that Colombia funnel this
revenue into the existing Sustainable Colombia Fund.

8

Final report

9

