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DEFINITION OF CARBON MARKET

The carbon market is an economic
mechanism designed to reduce greenhouse
gas (GHG) emissions by assigning a financial
value to carbon emitted info the
atmosphere.

The main objective of the carbon market is to
reduce the carbon footprint of businesses,
counftries and sectors by encouraging a
reduction in emissions of CO, and other
gases responsible for global warming.




Main components of the carbon market

Compliance market: Cap-and-trade: This is the most common
model, in which an overall emissions cap is set by the public
authorities. This cap is then divided into emission allowances or
certificates that companies must hold for every tonne of CO2 they
emit. If they reduce their emissions below their allowance, they can
sell their surplus to other companies that exceed their allowance.

IS system encourages emissions reductions where they are most
cost-effective.

Voluntary market: Beyond legal obligations, there are so-called
voluntary carbon markets, where companies or individuals choose
to offset their carbon footprint by purchasing carbon credits from
projects that reduce emissions (e.g. reforestation, renewable energy
projects, etfc.).

Carbon credits: These are certificates representing one tonne of
CO2 avoided or reduced through offset projects. Credits can be
traded on voluntary or mandatory markets.



Market mechanisms under the Kyoto Protocol

Under the Kyoto Protocol, commitments to reduce GHG emissions apply only to developed
countries (Annex A1 Parties).

Three flexibility mechanisms to help Annex Al Parties (developed countries) meet their
commitments.

1. Clean Development Mechanism (Art. 12): The CDM aims to assist non-Annex | Parties in
achieving sustainable development and conftributing to the ultimate objective of the
Convention, as well as to assist Annex | Parties in complying with their quantified emission
limitation and reduction commitments.

Joint Implementation (Art. 6): Any Party included in Annex | may transfer to, or acquire from,
any other Party with the same status, emission reduction units resulting from projects designed
to reduce anthropogenic emissions by sources or enhance anthropogenic removals by sinks of
greenhouse gases in any sector of the economy;

the acquisition of emission reduction units shall be in addition to domestic actions for the
purpose of fulfilling commitments.

3. Emissions trading (Art. 17): Parties listed in Annex B to the Kyoto Protocol (with GHG emission
reduction targets) may parficipate in emissions trading in order to meet their commitments;

Any such trading shall be supplemental to domestic actions aimed at meeting quantified
emission limitation and reduction commitments.




The Voluntary Carbon Market

Voluntary markets consist of frading platforms that are not
‘regulated’, i.e. not subject to the regulations or mechanisms
of the Kyoto Protocol.

Quotas and targets are set freely within these markets,
allowing any participant to offset their emissions by purchasing
carbon credits;

ust as the regulatory market has its standards (UNFCCC/CDM
and MOC), the voluntary market also has its own standards:
Verra, Gold Standard, VCS, GCC, ART TREE, etc.

They have a Project Design Document framework and more
flexible procedures for monitoring, veritying and certifying
avoided emissions.



Article 6 of the Paris Agreement

rticle 6 of the Paris Agreement aims to establish and provide a framework for international
cooperation mechanisms (both market-based and non-market-based) between the various
stakeholders in the green transition.

The ultimate goal is to facilitate the fulfilment of countries’ voluntary commitments
(Nationally Determined Contributions).

The objective of Article 6 is to raise the level of ambition in Mitigation and Adaptation.

Three mechanisms or approaches are provided for in the Article of the Paris Agreement,
which deals with international cooperation between countries for the implementation of
theipNDC:s:

operative approaches - Article 6.2: Guidelines for bilateral or multilateral approaches
links between EISs, credit mechanisms, etc.)Also provides rules for Parties on how to
account for international transfers of mitigation outcomes, including CORSIA (civil aviation)
or the voluntary carbon market with corresponding adjustments (CA).

Paris Agreement Credit Mechanism - Article 6.4: Rules, modalities and procedures for a
multilateral crediting mechanism (Aé.4M). Successor to the Clean Development Mechanism
Mechanism for generating UNFCCC-certified emission reduction units

Non-market-based approaches - Art. 6.8: Work programme of the framework for non-
market-based approaches (NMA) Approaches generating emission reductions that are not
infernationally transferable




Carbon markets under Article 6

Carbon credits transactions under Article 6 of the Paris Agreement
Clean Development
Mechanism

Independent carbon

standards ART TREE
Gold Standard [VYErRrRA]  .c
Certified Units

[CArTicLE 6.2 cUIDANCE | Authorized (ITMOs) not authorized
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All authorized ITMOs are subjet to corresponding adjustment to avoid
double counting. They can not be used by the Host Party to meet its NDC




PARTICIPATION - INTEGRITY - SOVEREIGNTY - TRADE

ARTICIPATION:

= Voluntary but strenghen requirements for participation in cooperative approches and in
the PACM;

=  Authorization by host country for compliance use or OIMP.
INTEGRITY:

= Article 6: new rules and principles for Article 6.2 (Bilateral and muiltilateral cooperation,
iIndependant standards, PACM).

= PACM: Principles (SoP, OMGE, additionnality, ambition over fime, no look-in,
ethodologies, baseline, crediting period, benefits sharing, permanence, leakage, etc. ),

= / Independant standards: now involved in the compliance market and the voluntary
carbon market

=  Voluntary standards: principles from ICVCM (core principles, label, VCMI and SBTi, Oxford
principles, etc.

= CORSIA: set by the ICAO
= EU: defines new rules (Carbon Removals Certification — CRCF; ETS2)

=  African Union: AU-NEPAD Gold Standard Principles, African Union Action Plan on Carbon
Markets (AAPCM)

= ECOWAS: platform for experience sharing and capacity building



PARTICIPATION - INTEGRITY - SOVEREIGNTY - TRADE

SOVEREINGTY:

Now the Host country is in the driving seat but need a robust institutional and regulatory
framework to address the challenges, meet the requirements and fulfill its obligation.

=  Transfert of ITMOs for NDC compliance or OIMP and even for certain voluntary purposes
need Authorization from the host country;

= Domestic rules for parficipation of project proponents, approval of projects and authorization
of CA, PP and ITMO transfer to be define by host country.

PARTICIPATION:
I oluntary but strenghen requirement for Cooperative approches and for PACM;

=/ Host country: Authorization, approval, settting more stringhen rules on baseline, crediting
period, review before registration and issuance, withdraw, etc.....

= Additional reporting obligations and reviews.

TRADE and effective participation:

= |mportant price difference between authorized and unauthorized units;

= Need awareness, training, Integration, information sharing and capacity building;
= |mportant role of the regional Carbon markets Alliances;

= MRV, regional carbon princing instruments, regional cooperation under article 6;
= Carbon Border Adjustment (CBAM).




Thank you very much
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