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SUMMARY

In this submission the co-sponsors provide a just and equitable
framework for the use of revenues required to achieve the objectives
of the 2023 Strategy. The framework envisages revenue generated
from both a GFS and a universal levy and disbursement to both
active and passive mitigation and reparation uses.

In determining revenue use it is necessary to clarify the terms ‘in-
sector’ and ‘out-of-sector’.

Recommended text is offered for inclusion in a new Chapter 5 of
MARPOL Annex VI

3

3,2
Paragraph 30

Resolution MEPC.377(80); Resolution A.1173(33); MEPC 75/7/4;
MEPC 76/7/12; MEPC 77/7/4; MEPC 80/17; MEPC 80/WP.6; MEPC
81/16/Add.1; MEPC 81/7; MEPC 82/7/4; MEPC 82/INF.8; MEPC
82/INF.8/Add.1; MEPC 82/INF.8/Add.2; ISWG-GHG 13/4/11; ISWG-
GHG 14/2/6; ISWG-GHG 14/3/3; ISWG-GHG 15/2/9; ISWG-GHG
15/3; ISWG-GHG 16/2/3; ISWG-GHG 16/2/5; ISWG-GHG 16/2/12,
ISWG-GHG 16/2/13, ISWG-GHG 16/2/16, ISWG/IGHG 16/2/4;
ISWG-GHG 16/INF.6;

ISWG-GHG 17/2/XX

mo '
MARPOL AT 50
"



ISWG-GHG 17/2/XX
Page 2

1. At ISWG-GHG 16/2/5 representatives of some of the most climate vulnerable and
most likely disproportionately impacted States presented common positions on revenue
disbursement and raised a number of matters that need to be taken into due account under
paragraph 4.5 and 5.3 of the 2023 Strategy.

2. In this submission, the co-sponsors present a just and equitable framework for
revenue disbursement and recommended text for inclusion under a new Chapter 5 of MARPOL
Annex VI. Additional comment is made in regard defining ‘in-sector and ‘out-of-sector’
investments of such revenues

Context
3. Through the evolution of the mid-term measures debate, the IMO’s definition of GHG
pricing has become inclusive of:

- universal GHG pricing (e.g. a levy), coupled to a revenue distribution system;

- within universal GHG pricing is a subset referred to as ‘feebate mechanisms’, which
integrates a rebate or reward subsidy into the same structure that is used to charge
fees/levy; and

- ‘flexibility mechanisms’ that enable the trading of credits between ships/fleets and
include charges levied on emissions that exceed the agreed GFI.

4. All of these GHG pricing mechanisms create and disburse revenues. The main
difference is whether the revenues are collected and disbursed using a central fund (e.g. levy
and feebate), or whether the revenues are traded through an exchange (e.g. a trade of credits
associated with a direct transfer from one owner/operator to another). There is major
difference between revenue disbursement that is actively managed (e.g. directed via a board
and/or allocated according to a set of objectives) or passively managed (e.g. transferred
according to a simple metric such as GHG intensity to an overperforming ship or via a formula
for compensating DNI).

5. There has been little formal debate on revenue disbursement at Committee to date.
For the explicit purposes of modelling various potential scenarios under the CIA process
overseen by the CIA Steering Committee, potential revenue uses were considered under
seven headings (D1-D7). These categories — which have not been further defined - were not
presented as the basis for any decision-making at Committee on future disbursement of
revenues, but for the purpose of modelling a range of different scenarios used in conducting
the various Tasks required by the technical CIA Steering Committee.

6. Revenues disbursement will have a direct influence on the trajectory of shipping’s
decarbonisation and on the impact on States. Given this, it is essential that revenue use is fully
specified in the requisite MARPOL amendments. To this end we have proposed an amended
Chapter 5 Structure at Annex B of this paper.

Revenue disbursement architecture needs to be capable of managing 10’s of billions of
dollars.

7. We assume that the costs of all objectives will be significant, and we assume that the
costs of a just and equitable transition for all states will be at least as significant as the cost of
mitigation of the source of the pollution?.

! Modelling estimates indicate that a market-based measure in international shipping could raise
between $1 trillion and $3.7 trillion by 2050. See Goran D et al. 2023. “Distributing Carbon Revenues
from Shipping.” World Bank. Washington, DC.
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8.. The 2023 Strategy does not define “promote”, “incentivize”, “contribute”. We assume
these terms will now be interpreted at IMO cognisant of the recent ITLOS advisory opinion?.
We assume the “contribution” referred to is sufficient to ensure a just and equitable transition
results and at least commensurate with the unpaid environmental externality resulting from the
pollution, the cost of future pollution and the capacity of the industry to bear the cost of both
mitigation and reparation.

What is in-sector and what is out-of-sector?
9. The terms “in-” and "out-of-sector” have been generally applied in technical

discussions regarding revenue use and modelling but have yet to be formally defined.

10. International shipping is an integral link in a global logistics chain, it has no
independent purpose without the rest of the chain. It has direct links, inter alia, with ports,
navigational systems, a range of maritime industry related services and maintenance facilities
and bunkering networks and all the land-based components of the global supply chain.
Ensuring a just and equitable transition will require facilitating investment directly into the
international shipping sector AND into related sectors under national control (such as ports,
bunkering facilities, ship building, energy supply) AND broader purposes related to climate
response and ocean health.

11. Of these, only ‘international shipping’ falls directly under an IMO mandate and can be
considered ‘in-sector’ for the purposes of allocating revenues. Given that the revenues are
generated from the establishment of a price on the GHG pollution from international shipping,
itis assumed that all IMO registered ships are obviously ‘in-sector’. All activities by international
ships registered with IMO are clearly within the purview of IMO's mandate as the competent
authority under its Convention and under UNCLOS.

12.. However, this does not hold so neatly for ships not registered under IMO (e.g. vessels
under 400gt, fishing vessels, domestic vessels, naval vessels, etc) or for nationally situated
land-based infrastructure related to the operation of international ships. Emissions from ports
servicing international ships, for example, are accounted for under Buildings and Infrastructure
in IPCC rules and covered by Nationally Determined Contributions under UNFCCC. In a similar
vein, national investment in alternative fuel production, while essential for international
shipping’s transition, will be accounted for under NDCs/UNFCCC processes and investment
in its development led under national energy programs with multiple priorities and objectives
The agreement to include ‘well-to-wake’ emission accounting at IMO raises the issue of the
degree to which shipping fuel production emissions are ‘in-sector’ when the nationally situated
‘well may be servicing various energy markets and not exclusively international maritime fuel
related.

13. The close relationship to the international shipping sector does not place any of these
related activities directly under the IMO’s international shipping mandate. It is important that
this is correctly defined to ensure compatibility, accountability and transparency. We are not
saying that IMO mitigation revenues should not be invested in these sectors, simply that they
must count as out-of-sector investments when they do and be cognisant of other existing
mandates and programming. This distinction is important in current negotiations for two
purposes.

2 The Tribunal's Advisory Opinion sets a high bar, finding not only that anthropogenic GHG emissions
constitute marine pollution within the meaning of UNCLOS, but also that the Convention imposes broad
obligations on states parties to prevent, reduce and control such pollution, including transboundary
pollution, and must take all necessary measures to this end.
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14. Firstly it establishes the breadth of activity that revenues can conceivably be
apportioned to. Should nationally situated soft and hard infrastructure (e.g. human resource,
ports, energy supply) be considered ‘in-sector’, then the question must be answered as to
where the line is drawn between in and out of sector investment. If the port and the power
station are ‘in-sector’, surely the school that educates the power station’s workers and the
hospital that cares for the port workers' families are also ‘in-sector’.

15. Secondly, it affects programming by other UN and financial actors under various
internationally recognised mandates. IMO is clearly the competent agency for matters
concerning international ships and their operations. But for other matters - including national
port, energy, logistics, social infrastructure, environmental response and climate response
activities - IMO’s mandate is a shared one with other UN agencies operating under UNFCCC
and SDG agendas. In the global South, particularly for many SIDS and LDCs, major hard and
soft infrastructure development is usually closely associated with development and climate
financing from a variety of sources and mandates. The contribution of shipping revenues to
investment at the national level must be compatible with existing programming and value-add,
not compete.

Revenue use is for mitigation at source and reparation for damage in accordance with
the Polluter Pays principle

16. There appears general consensus amongst a majority of members that some portion
of the revenues should be apportioned to mitigation of the GHG pollution from ships at source
and some toward broader objectives including compensation for DNI, contributing to a just and
equitable transition and environmental and climate response more generally and some toward
the cost of administering, monitoring and reporting of all revenues generated.

17. There is marked divergence over which portion of the revenues should be directed to
the first two broad categories, which we call here ‘mitigation’ and ‘reparation’. The third broad
funding category, ‘administration’, will be required regardless of where all other funds are
allocated. There has, to date, been little or no formal discussion on this point. There appear
four potential options for a fund manager: an IMO established fund manager, an existing fund
manager, a bespoke fund manager, and then various combinations of these. Regardless of
which option is deployed, stringent and independent monitoring, evaluation and reporting
(MER) will be required to ensure transparency and inform periodic review.

Mitigation investment

18. Investment in mitigation requires two basic sub-categories; 1) subsidisation of eligible
fuels and technologies and 2) reward subsidisation for over performance when using eligible
fuels and technologies by market leaders (feebate). The former requires active management,
the latter passive fund management. Revenue investment in R,D&D can reasonably be
expected to leverage significant private investment and generate multiplier benefits to host
States. Eligible fuels and technologies corresponds to the subset of fuels and energy
technologies that can be scaled up and contribute to cost-effectively achieving the long-run
deep GHG reductions in 2040 and 2050 committed to in the IMO’s Revised Strategy. This is
the subset of fuels and technologies only produced from renewable energy and feedstocks,
that are producible at scales similar to international shipping’s energy demand, transition
technologies, e.g. fuels/technologies that can play a role in reducing GHG emissions but are
not cost-effective for achieving zero GHG emissions, will be incentivised if they can cost-
effectively meet compliance with the near-term GFI limits. But if transition technologies are too
strongly incentivised (e.g. through mitigation investment), DNV’s analysis in Task 2 of the CIA
points out that they risk creating technology lock-in and adding unnecessary cost to the
transition.
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19. Revenues directed to R,D&D need to be directed differentially to ensure a global and
equitable uptake. Without this it can be assumed that the primary benefit of R,D&D
subsidisation will go to industry located in established large shipping and trading economies
(e.g. Europe, China, Norway, Japan, US, Singapore, Korea). Such industry is also expected
to benefit from various State enabling environments via research capacity development,
public-private partnerships, subsidies, tax incentives and direct investment.

20. There is marginal potential benefit to smaller and poorer countries outside of the
traditional and existing large shipping and trading blocs in such investment. There is no
evidence to date that the significant private and public investment programming already in
progress in the traditional large shipping States has resulted in any corresponding capacity
development in other smaller States. Without additional directed investment, revenue use for
R,D&D will be regressive and has a strong risk of increasing, not decreasing, the existing
technology divide between large and small States. It is thus necessary that revenues are
allocated also to this kind of out-of-sector investment.

21. With revenues differentially allocated, it is assumed that a significant quantum could
be expected in investment beneficial to some climate vulnerable developing economies,
primarily associated with green electricity generation, but not necessarily deliver universal
benefit to all States. This is unlikely to be highly beneficial to most SIDS for example, especially
remote maritime SIDS unless the investment is non-loan based and includes domestic
shipping, or for LDCs who do not have high clean-energy production potential.

22. There is a strong push in other proposals to include so-called ‘flexibility mechanisms’.
In these economic instruments, revenues are not made available outside the closed-cycle
trading process?. It is assumed that all forms of credit or compliance trading requires buyers
and sellers and ultimately benefits most those with access to the cheapest and lowest risk
capital. Therefore, it will predominantly favour commercial actors in the established shipping
and trading nations, particularly those in developed economies. There is clear evidence that
many existing large shipping states are already creating national enabling environments to
accelerate their industries competitive advantage in this sector. Given this, it is not expected
that benefit from ‘flexibility mechanisms’ will accrue to smaller economies in the global South
who’s exporters, consumers and citizens will likely pay the most disproportionate cost in either
a trading or reward subsidy scheme.

23. In summary, revenues spent on mitigation of shipping's pollution at source are
primarily aimed at the first two of Paragraph 4.5’s objectives, promoting the energy transition
and incentivising the fleet. Without political direction, such investment is least likely to benefit
economies that are not already large shipping and/or trading economies. The greatest
mitigation benefit potential to the global South is in the deployment of advancing technologies
and energy production to assist large scale alternative fuel production and, where they do have
potential, it will be unevenly spread. There is low potential for those states to benefit from a
credit/compliance trading mechanism or a penalty/reward subsidisation scheme, and high risk
of increased inequity to States in economic and technology terms.

Reparation investment

24, Under the principle of polluter pays, shipping has responsibility for reparation for the
damage caused by its pollution to the environment, including people, communities and future

3 unless a charge is levied on each transaction which might normally be done for administration

purposes.
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generations. We assume the majority of the revenues agreed to be invested in reparation will
primarily benefit the global South, and in particular the climate vulnerable developing countries.
This includes, but is not restricted, to many SIDS and LDCs. Revenues invested under
reparation can be further divided into compensation for DNI and contributions to climate
response, environmental response and a just transition for the workforce.

Compensation for DNI for climate vulnerable developing States

25. A limited number of states will likely be significantly disproportionately impacted by
the implementation of measures. The World Bank has posited that such impacts could be
partially addressed by ex-ante mechanism, investments that limit or lessen the DNI through
proactive investment, and ex-post to address impacts that can't be avoided*. As the
effectiveness of ex-ante investment cannot be fully measured prior to its event and is unlikely
to fully ameliorate such impacts, some states will face a direct and disproportionate cost to
their economies.

26. For some states, in particular the climate vulnerable developing States who have
played little or no part in creating the pollution from which they suffer worst and first and have
little or no capacity to respond, it is unfair for them to be expected to carry any financial burden.
The ITLOS advisory is clear that they should, in fact, be proactively assisted®. The impacts are
most likely the result of increased transport costs and decreased transport security. In the case
of remote maritime states, already with disproportionately high transport costs and a high
inward loading bias, this likely leads to disproportionately high cost increases to the State and
consumers for all imported goods, on which such states are also often disproportionately
reliant. Such states should be entitled to direct compensatory payments to offset this impact.

Contribution to broader climate and environmental response

27. The deepening climate crisis is primarily caused by GHG emitting pollution and has
an amplifying effect on the damage caused by marine pollution to the health and functioning
of the natural environment, in particular the health of Oceans and marine ecosystems. The
climate vulnerable developing States, particularly many SIDS and LDCs, are the least
culpable, most impacted and least capable of response. In recognition of this it is appropriate
that reparation revenues be directed to environment, adaptation and climate response. Under
the UN system, dedicated fund management already exists for these purposes, for example
the Global Environment Facility, the Green Climate Fund and the Adaptation Fund. With a
portion of shipping GHG revenues reserved to these type of fund managers, we envisage such
Facilities establishing dedicated maritime transition (including domestic maritime transition),
adaptation and ocean health funding modalities alongside or within their existing fund
architecture.

Contribution to a just transition for seafarers

28. The 2023 Strategy commits to a just transition for seafarers. We suggest that the ILO
is the competent authority in this regard and the revenues invested in this component of
shipping transition to decarbonisation be managed under a dedicated fund established under
that Authority for that purpose.

4 Dominioni, Goran; Rojon, Isabelle; Salgmann, Rico; Englert, Dominik; Gleeson, Cait; Lagouvardou,
Sotiria. 2023. Distributing Carbon Revenues from Shipping. Washington, DC: World Bank.
http://hdl.handle.net/10986/39876

5 ITLOS found that Article 203 (of the UNCLOS Convention) reinforces the support to developing
States, in particular those vulnerable to the adverse effects of climate change, by granting them
preferential treatment in funding, technical assistance and pertinent specialised services from
international organizations.
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Administration

29. Collection and disbursement of all revenues generated by measures will require
management, monitoring, reporting and evaluation. The nature of that administration will vary
depending on where the revenues are passive (as in a credit or reward trading mechanism) or
direct fund management (in the case of a levy or contribution charge) and whether IMO is the
primary fund manager or acting as conduit with fund management transferred to additional
authorities. In all cases, high standards of transparency and accountability will be demanded.

ACTION REQUESTED OF THE GROUP

30 The Group is requested to consider the content of this paper and recommend the
appended revenue disbursement Framework and draft MARPOL Annex IV, Chapter 5 text for
adoption at MEPCS83.

*k%k
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Annex A: Revenue Disbursement Framework

A just & equitable Revenue Disbursement Fi kforr g d under the 2023 Strategy

Shipping revenues Compatent Intemational Organization|

MTM revenues generated

| GsPenany 3
[ G 3

Active Reparation - Environment, adaptation, climate response, labor

Passive Reparation- DNI [compensation]

_;” MCST

Notes:

International shipping, operating under an IMO mandate, provides shipping services to the
global market and receives revenue in return. In providing such service, the global fleet emits
GHG pollution, contributing to a deepening global crisis. Such pollution is an externality,
currently paid for disproportionately by the global receiving environment, including people,
communities and future generations.

The IMO is the competent authority for this sector and has agreed a Strategy for a just and
equitable elimination of this pollution. The MEPC is charged with agreeing a basket of mid-term
measures to achieve the Strategy under processes to be set out in a new chapter 5 of MARPOL
Annex VI. The chapter will also need to detail the processes for oversight of all revenues
generated by the measures to meet the agreed objectives. As the revenues are generated in
response to the pollution emitted by ships, disbursement is subject to the polluter pays principle
which requires the polluter to mitigate the pollution at source and make adequate reparation for
the damage caused to the environment, including people, communities and future generations.

To achieve the Strategy, the basket of measures needs to comprise, inter alia, a Global Fuel
Standard and a GHG pricing measure. ISWG-GHG16/2/6 and ISWG-GHG 17/2/x argue the
available pricing mechanism that can most effectively meets all the objectives of the Strategy
is a mandatory universal levy on all GHG emissions with a high initial price and subject to
regular review and ratchets, accompanied by a simple GFS of increasing stringency as new
long-run technologies and fuels come to market. Both measures will generate revenues to a
common Fund, with a levy generating the greater majority.

A Board composed of relevant representation will then be required to be established to oversee
the Fund according to the specifications and guidelines set out in the new MARPOL Annex VI,
Chapter 5.

Revenues are directed from the Board in parallel to 5 purposes:

ISWG-GHG 17/2/XX
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a.

Annex B:

Administration — This revenue stream is shared across the revenue collection and
disbursement architecture. All revenues, active and passive, require management and
stringent and independent monitoring, evaluation and reporting (MER) to ensure
transparency.

Passive mitigation. Achieving full decarbonisation within the timeframes and checkpoints
of the Strategy requires driving the development of long-run technologies and fuels now if
they are to be available at market at scale in the 2030s/40s. This is best achieved by
rewarding market leaders through subsiding over-performance using eligible (long-run)
fuels and technologies for an initial period to ensure adequate early investment in long-run
solution production. A limited reward scheme along the lines originally proposed by Japan
(ISWG-GHG 15/3) can be specified that rewards performance greater than the GFI, when
using eligible fuels and technologies .

Active mitigation. Active mitigation of the pollution at source is enabled via subsidising
funding of Research, Development and Deployment of new long-run technologies and
fuels.

The IMO has committed to ensuring a just & equitable transition that leaves no state behind.
Without active political direction, R,D&D funds would traditionally accrue to established
shipping actors in the existing large shipping and trading States. To ensure an equitable
and geographically dispersed uptake of solutions, especially to the most climate vulnerable
developing States, a R,D&D Committee will be formed under the Board to approve the
mitigation projects which will include both directly international shipping sector activities
and for related out-of-sector activities (e.g. national port and energy infrastructure). The
R,D&D Committee membership will be ‘equity-baised’.

Active reparation. Shipping’s GHG pollution impacts the environment, including people,
communities and future generations, and contributes to the deepening climate crisis and to
the deteriorating health of the Ocean. The Green Environment Fund, the Adaptation Fund
and the Green Climate Fund have been established under UN mandate as the competent
funding agencies to provide equitable financing to States to adapt and respond to the
deepening climate crisis and its impacts on environment and community. Additionally, IMO
has committed to ensuring a just transition for the maritime labor force and the ILO is the
competent authority to direct the use of resources in this regard. It is envisioned that each
agency will develop a ‘blue financing’ modality alongside or within their existing architecture
to deliver this new funding stream for the purposes specified in the MARPOL amendments.

Passive reparation. Compensation for DNI in eligible cases. There is high risk that a small
group of States will be disproportionately negatively impacted by the implementation of the
measures. For those states who have contributed little or nothing to the cause of the crisis
and will be most impacted, it is unfair for them to have to incur such financial penalty and
they should be directly compensated.

Draft MARPOL Annex VI, Chapter V text

ISWG-GHG 17/2/XX
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Possible amendments to MARPOL Annex VI

Chapter 1 - General

1.

Definitions (Regulation 2)

Chapter 2- Survey, Certification and Means of Control

1.
2.
3.

Surveys (Regulation 5)
Statements of Compliance (Regulation 6)

Port State Control (Regulation 10)

New Chapter [5] - Requlations on the IMO Net-Zero Framework

New Chapter 5.1 - Common Provisions (Requlation 5.1)

1.

o o~ 0D

Goal (Regulation 5.1.1)

Application (Regulation 5.1.2)

Functional Requirements (Regulation 5.1.3)

Data Collection and Reporting (Regulation 5.1.4)
Collection of Dues from the Company (Regulation 5.1.5)

Review and Ratchet of the Levy and Surcharge (Regulation 5.1.6)

New Chapter 5.2 - Basket of Measures (Regulation 5.2)

1.
2.
3.
4.

General Requirements (Regulation 5.2.1)

Attained GHG Fuel Intensity (GFI) (Regulation 5.2.2)
Required GFI (Regulation 5.2.3)

Calculation of the Dues of the Ship (Regulation 5.2.4)

New Chapter 5.3 - The Fund and Governance Structure (Requlation 5.3)

1.

2.

Central Management / Oversight of Collected Revenue (Regulation 5.3.1)

- The Fund (Regulation 5.3.1.1)
- The Fund Board (Regulation 5.3.1.2)
- The Research, Development & Deployment (RD&D) Committee (Regulation 5.3.1.3)

Distribution of Revenue (Regulation 5.3.2)

Chapter 11 - Review of the Chapter

Appendices
1.

2
3.
4

Appendix V (BDN)

Appendix IX (DCS)

Appendix X (Statement of Compliance)

Appendix YY (The Fund Charter & Rules of Procedure)
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+ Possible accompanying new guidelines and consequential amendments to existing guidelines.

Chapter 1 - General

Definitions (Requlation 2)

For the purpose of this Annex:

1. Fuelmeans any energy source or energy carrier used onboard a ship for propulsion
or for the operation of any equipment onboard a ship, including wind and solar
power, whose greenhouse gas intensity and sustainability attributes can be
measured and certified using the guidelines on life cycle GHG intensity of marine
fuels (LCA guidelines, Resolution MEPC.376(80).

2. Greenhouse gas (GHG) emissions means any release of carbon dioxide (COy),
methane (CH.) and nitrous oxide (N2O) into the atmosphere.

3. CO; equivalent (COzq)] means the metric] [measure] used to [compare] [compute]
the emissions [of] [from] CO,, CH4 and N2O on the basis of their 100 year global-
warming potential (GWP), by converting the amounts of CHsand NO to the
equivalent amount of CO; [with the same global warming potential].

4. "Global Fuel Standard (GFS)" means the technical measure established to
regulate the phased reduction of the greenhouse gas (GHG) intensity (GFI) of
marine fuels.

5. International voyage means a voyage from a country to which the present
Convention applies to a port outside such country, or conversely.

6. "Reward" refers to an economic measure that provides a reward subsidy for use of
Eligible Fuels and Technologies.

7. "Universal Flat Rate Levy" means a mandatory standard economic levy applied to
all ships according to their GHG emission levels.

8. Eligible Fuels and Technologies means long-run fuel/energy and technologies that
qualify for the annual monetary reward set out in Regulation 5.3.2 of Chapter 5 of
this Annex, determined in accordance with the guidelines to be developed by the
Organization. Eligibility is limited to fuels that are only produced from renewable
energy and renewable feedstocks, and are capable of being produced at a scale
similar to international shipping’s total energy demand.

9. Unit of account means the Special Drawing Right as defined by the International
Monetary Fund.

10. Company means the owner of the ship or any other organization or person such
as the manager, or the bareboat charterer, who has assumed the responsibility for
operation of the ship from the owner of the ship and who on assuming such
responsibility has agreed to take over all the duties and responsibilities imposed
by the International Management Code for the Safe Operation of Ships and for
Pollution Prevention, as amended.

Chapter 2- Survey, Certification and Means of Control

ISWG-GHG 17/2/XX
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Surveys (Regulation 5)

1. Issue or endorsement of Certificates and Statements of Compliance related to fuel oll
consumption reporting, operational carbon intensity rating and the Fund dues.

2. Duration and validity of Certificates and Statements of Compliance related to fuel oll
consumption reporting, operational carbon intensity rating and the Fund dues.

Statements of Compliance (Requlation 6)

1. Upon receiving the [Annual] Account Statement from the Fund, the Administration, or
any organization authorized by it, shall verify the dues. After satisfactory verification, a
Statement of Compliance shall be issued within [six] months.

2. Administrations of parties to this Annex can issue statements of compliance to ships
not registered with them as long as all requirements of this Annex and proper verification
has taken place.

Port State Control (Requlation 10)

1. Port State Control officers shall verify whether the ship has valid certificates and
Statements of Compliance, including receipt for payment of the levy and the surcharge in
accordance with Regulation 5.1.5, and when appropriate, that there is a valid Statement of
Compliance related to the Fund onboard, in accordance with Article 5 of the Convention.

2. A ship without valid documentation, including receipt for payment of the levy and the
surcharge, may be subject to additional charges by the Port State and may be detained
until compliance is demonstrated in accordance with the requirements of this Annex.

New Chapter [5] - Requlations on the IMO Net-Zero Framework

The subchapters below provide an indivisible basket of measures, comprising a GFS of
increasing GFI stringency and a universal mandatory levy on all GHG pollution emitted by ships,
to deliver on the targets and objectives of the 2023 IMO Strategy on Reduction of GHG
emissions from ships.

New Chapter 5.1 - Common Provisions (Requlation 5.1)

The following provisions shall not be construed or applied separately.

Goal (Requlation 5.1.1)

1. The goal of this Chapter 5 is to reduce GHG emissions from international shipping and,
as a matter of urgency, phase them out as soon as possible, in line with the levels of
ambition set out in Paragraphs 3.2, 3.3, and 3.4 of the 2023 IMO Strategy on Reduction of
GHG emissions from ships, and the specifications of Paragraph 4.5: “effectively, promoting
the energy transition of shipping and providing the world fleet with a needed incentive while
contributing to a level playing field and a just and equitable transition”. To achieve this goal
in its entirety, this chapter provides a basket of mid-term measures consisting of an
interrelated and interdependent technical and economic measure.

Application (Requlation 5.1.2)

1. This Chapter shall apply to all ships.
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2. The provisions of this Chapter shall not apply to ships solely engaged in direct
voyages between ports within the same country.

3. Non-party Ships May Comply: [For the purposes of compliance with Chapter 5, a ship
which is entitled to fly the flag of a State which is not a Party to this Annex may submit
to any Administration of a Party to this Annex or any organization duly authorized by
it the data noted in Appendix IX of this Annex. In that case, that Administration or any
organization duly authorized by it shall apply Chapter 5. after determination that the
data has been reported in accordance with Regulation 5.1.4 and shall ensure that the
reported data are transferred to the IMO Ship Fuel [Use] Database within the period
mentioned in Regulation 5.1.5. Nothing in this Regulation relieves any Party from its
obligations under Article 5.4 of this Convention and Regulation 10 of this Annex].

Functional Requirements (Requlation 5.1.3)

In order to achieve the goal set out in Regulation 5.1.1 of this Annex, a ship to which this Chapter
applies shall comply with the following functional requirements of BOTH the GFI provisions to
reduce its GHG intensity and the provisions of the levy. As such, a ship to which this Chapter
applies shall have to:

1. reduce its greenhouse gas fuel intensity (GFI) in accordance with Regulation 5.2.3; or

2. pay a surcharge in the event the attained GFI is above the prescribed limit (Required
GFI) in accordance with Regulation 5.2.2; and

3. pay the GHG emission reduction Levy on all GHG emissions from the ship in
accordance with Regulation 5.3.2.

Data Collection and Reporting (Requlation 5.1.4)

1. The DCS process shall [be amended to] include all necessary data to calculate the GFI
of the ship and the emissions status of the ship. The Fund shall access the amended
DCS, in order to establish the GFI compliance and emissions status of the ship.
Additionally, the Fund shall maintain a database of all payments made by the ship for
GFI non-compliance or as contributions under the GHG levy.

2. The ship shall collect and report data on their fuel GHG intensity, the surcharges and
the levy they had to pay to the Fund annually.

Collection of the Dues from the Company (Requlation 5.1.5)

1. The Fund receives and collects the dues from the company. The company owes the
Fund the GHG dues owed in accordance with Regulation 5.3.1 and 5.3.2.

2. The collection shall be made annually.

3. Each company shall provide the Fund with data of the fuel bunkered via its reporting to
the DCS and make the corresponding payment of the dues to the Fund. The Fund shall
issue a receipt.

4. Upon request of an authorized Port State Control officer, the Fund shall confirm if all
dues have been paid.
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5. Within three months after the end of each calendar year, the Fund shall provide an
Annual Account Statement to each company confirming that the total dues owed have
been paid to the Fund for that company for the previous calendar year.

6. Following receipt of the Fund Annual Account Statement, the company shall promptly
provide the Administration, or any organization duly authorized by it, with the Annual
Account Statement.

7. Any additional provision regarding collection will be addressed under the Fund
Regulations.

Review & Ratchet of the Levy and Surcharge (Requlation 5.1.6)

1. Both the levy price and the surcharge for non-compliance with the GFI limit will be
reviewed by the MEPC and at regular intervals and subjected to an upward ratchet.
The amount of increase will be determined by the review undertaken.

2. The Board may recommend to MEPC adjustments to the amount of the Levy and the
Surcharge. The MEPC may approve adjustments recommended by the Board and the
date of effectivity.

New Chapter 5.2 - Basket of Measures (Requlation 5.2)

The following provisions shall not be construed or applied separately. Elements of the basket of
measures contained in Chapter 5.2 are not severable. The basket of measures shall comprise,
[inter alia]:

1. [a technical measure comprising] a Global Fuel Standard that sets the required GFlI
for each period, as set out in Regulation 5.2.3, and

2. [an economic measure comprising] a mandatory universal flat rate Levy on all
greenhouse gas emitted by the ship as set out in Regulation 5.2.4.

General Requirements (Requlation 5.2.1)

1. From 1 January 2027, the GHG Fuel Intensity (Required GFI) of energy used on board
the ship shall not exceed [XX] of the GFI reference value (gCO2/MJ). A ship that
achieves the GFI shall be compliant with the standard. A ship that is not compliant will
pay a surcharge on all emissions above the threshold.

2. From 1 January 2027, a levy will be imposed on all GHG emissions generated by a
ship.

Attained GHG Fuel Intensity (GFI) (Requlation 5.2.2)

1. After the end of calendar year 2027 and for every calendar year thereafter, each ship
shall calculate the attained annual GFI over a 12-month period from 1 January to 31
December for the preceding calendar year, using the data collected in accordance
with the guidelines to be developed by the Organization

2. Within three months after the end of each calendar year, the ship shall report to its
Administration, or any organization duly authorized by it, the attained annual GFI for
that calendar year via electronic communication and using a standardized format to
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be developed by the Organization for the purpose of verifying the compliance of each
ship with Regulation 5.1.4.

3. The attained annual GFI of a ship in a given year is calculated as follows:
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where:

GFlagjust,j expressed in gCO2¢4/MJ, is the adjusted GFI of a fuel type i in year j, according
to the Guidelines to be developed by the Organization.

Energy; refers to the energy consumption of fuel type i by the ship in year j, expressed
in MJ, based on the Lower Calorific Value of fuel type i (in MJ/g), multiplied by amount
of fuel (in gramme) used by ship.

Energyiol refers to the total energy used by the ship in year j, including the use of shore
power, the uptake of wind-assisted propulsion, solar power etc. taking into account the
guidelines to be developed by the Organization.

4. In the event of any transfer of a ship, a ship shall, after the end of the calendar year
in which the transfer takes place, calculate and report the attained annual GFI for the
12-month period from 1 January to 31 December in the calendar year during which
the transfer took place, in accordance with paragraphs 1 and 2 of this regulation, for
verification , taking into account the guidelines to be developed by the Organization.
Nothing in this Regulation relieves any ship of its reporting obligations under
Regulations 5.1.4 and 5.3. and any company of its responsibility for a ship for the part
of the reporting period corresponding to that company, taking into account guidelines
to be developed by the Organization.

Required GFI (Requlation 5.2.3)

1. Each ship shall have an attained annual GFI which is equal to or lower than the
required annual GFI in accordance with this regulation. On the basis of the Reference
GFl, the GFI shall be determined as follows:

Required annual GFI = (1 - Z/100) * GFIr, where:

GFlris the GFI reference value, representing the required annual GFI of ships to which
this Regulation applies at the end of calendar year 2025, determined on the basis of
the annual reports for the calendar years 2023, 2024 and 2025, using the methodology
contained in the Guidelines on life cycle GHG intensity of marine fuels.

Table Y1 - Reduction factors (in GHG intensity) relative to the Reference GFI value

Year Reduction
factor (A)

2027 [GFIR]

2028 [XX]

2029 [XX]

2030 [XX]

2031 [XX]
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2032 [XX]
2033 [XX]
2034 [XX]
2035 [XX]
2036 [XX]
2037 [XX]
2038 [XX]
2039 [XX]
2040 [XX]
2041 [XX]
2042 [XX]
2043 [XX]
2044 [XX]
2045 [XX]
2046 [XX]
2047 [XX]
2048 [XX]
2049 [XX]
2050 [XX]

Calculation of the Dues of the Ship (Requlation 5.2.4)

1. Dues for the surcharge for non-compliance with the GFI limit (Attained GFI exceeds
the Required GFI)

A surcharge shall be paid for non-compliance with the GFI limit. The surcharge shall be set
at a sufficiently high rate to disincentivize non-compliance.

2. Dues for GHG emissions

Each GHG emitting ship will pay a flat rate levy to the Fund. The amount levied shall be set
an initial entry price of $150 [113 SDR] per tonne of CO, equivalent (COx¢) pollution, effective
from the [1 January 2027] [date of this amendment coming into force], and shall be reviewed
and increased by decision of the MEPC at regular intervals in accordance with the guidelines
to be developed by the Organization.

New Chapter 5.3 - The Fund and Governance Structure

Central Management / Oversight of Collected Revenue (Regulation 5.3.1)

The Fund (Requlation 5.3.1.1)

1. The Organization shall establish the Fund under the Council’s remit.

2. The Fund will be governed by the Charter in Appendix 11 to this Annex, as
recommended to the Council by the MEPC.

3. The Fund shall have the following functions:
3.1 Receive and collect all dues referred to in Regulations 5.1.5 and 5.2.4

3.1.1 Verify receipt of payment from each company.
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3.1.2 Collect payment from each company.
3.2 Be the account holder for the dues collected by the levy and the surcharge

3.2.1 Maintain a database of payments, that is accessible to ships, Port
State and Flag State Control.

3.2.2 Provide regular reports:

3.2.2.1 To the Council, which oversees the Fund's activity
and is responsible for its proper management.

3.2.2.2 To MEPC on the balance of revenues, Fund dues
and disbursement.

3.3 Provide the Annual Account Statement to both the company and the
Administration of the ship.

The Fund Board (Requlation 5.3.1.2)

The Fund shall have a Board, which will be established by the MEPC. The Board shall oversee
the collection and disbursement of all_revenue collected under Regulation 5.2.4. The Board will
operate under the policy and regulatory oversight of MEPC and any relevant guidelines
developed by the MEPC. The Board will report to the MEPC annually.

Appointment and Composition of the Board

The members of the Board shall be nominated by Member States and elected for [2][X] years
by the MEPC.

1. Membership of the Board shall be geographically balanced with adequate
representation of members from developing countries, and_dedicated seats for
SIDS and dedicated seats for LDC members.

2. The Board will appoint a Director, who will be an ex-officio member of the Board,
to carry out the administrative function of the Fund under the oversight of the Board.
Powers of the Board
1. Conduct reviews and make recommendations to MEPC.

1.1. The Board will review the stringency and the surcharge for
non-compliance with the GFI to be paid in accordance with 5.2.4.1
and recommend to MEPC appropriate changes.

1.2. The Board shall undertake a regular review of the levy
price, as set out in Regulation 5.1.6, and recommend to MEPC the
appropriate increases to the Levy.

1.3. The Board shall regularly review the reward payments
under Regulation 5.3.2 and recommend to MEPC necessary
changes.

2. Implementation powers of the Board
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2.1. The Board shall implement the disbursement of revenue of the
Fund, in accordance with Regulation 5.3.2, to achieve the Goal of
this Chapter, as set out in Regulation 5.1.1..

2.2. The Board shall implement the disbursement of revenue to
existing agreed UN entities for the purposes of achieving the Goal of
this Chapter enabling environmental, adaptation and climate
response and ensuring a fair transition for the maritime workforce, as
set out in Regulation 5.1.1.

2.3. The Board shall implement the disbursement of revenues to
compensate Disproportionate Negative Impacts.

2.4. The Board shall implement the disbursement of revenues for active

reparation approved by the MEPC.

2.5. The Board shall implement the disbursement of revenues for the
promotion of research, development and deployment of Eligible
Fuels and Technologies that benefit developing States and
technologically less developed States.

2.6. The Board shall implement the required disbursement of
revenue for the normal operation and administration of the Fund.

The Research, Development & Deployment (RD&D) Committee (Requlation 5.3.1.3)

1. The RD&D Committee will be established as a Committee of the Board, to
administer revenue disbursement to promote the energy transition of shipping and
incentivise the fleet by subsidising and research, development and deployment of
Eligible Fuels and Technologies necessary to achieve a just and equitable

transition.

2. The Director of the Board will also serve as the Director of the RD&D Committee.

3. The RD&D Committee membership shall be geographically balanced, and
composed of a majority of climate vulnerable developing countries, including
SIDS & LDCs.

4. The RD&D Committee will approve mitigation projects, in particular those which
ensure a just and equitable transition that leaves no State behind. These will

include:

4.1 Projects directly related to international shipping sector activities.

4.2 Related out-of-sector activities (e.g. national port and energy infrastructure).

4.3 Disbursement of the uptake of solutions, especially to the most climate

vulnerable developing States.

Disbursement of Revenue (Requlation 5.3.2)

1. The Fund shall disburse revenues to best achieve the Goal of this Chapter,
recognising and providing for the impacts of climate change and the relative
negative impacts of the implementation of these regulations on climate
vulnerable developing countries, in particular SIDS and LDCs.
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2.

The Fund shall disburse the revenues, ensuring:

2.1 Mitigation of GHG pollution at source will be promoted both passively and

actively by the Board:

2.1.1 Passive mitigation is provided by a limited reward subsidization available
to GFI over compliant ships to incentivise adequate RD&D in Eligible Fuels and
Technologies and will be reviewed in accordance with Regulation 5.3.1.2 and
guidelines developed by MEPC.

2.1.2 Active mitigation consists of subsidization of research and development
of Eligible Fuels and Technologies, deployed equitably on a global basis.

2.2 Reparation for the impacts of GHG pollution from international shipping be
addressed in the following ways by the Board:

2.2.1 Active contribution to the competent international funding authorities. In
accordance with Regulations 5.3.1.1 and 5.3.1.2, revenue may be channelled
through other existing UN entities with appropriate competencies. to administer
such revenue. Guidelines will direct such revenues to addressing the
environmental, adaptation and resilience building and climate response to the
impacts of shipping’s pollution, with differentiated priority to climate vulnerable
developing states and ensuring a just transition for the international maritime
workforce.

2.3 Adequate administration of the Fund. The disbursement of revenue for the Fund
administration shall be managed, ensuring that:

Chapter 11

2.3.1 The administration of the Fund should carry no cost to the Organization.
The operating costs of the Fund should be covered by the revenue received.

2.3.2 All revenues shall be subject to stringent and independent monitoring,
evaluation and reporting (MER) to ensure transparency. Generally accepted
accounting and audit mechanisms will apply to the management of the Fund.

Review of the Chapter

Appendices

Appendix V (BDN)

[The BDN will be amended]
Appendix IX (DCS)

[The DCS will be amended]

Appendix X (Statement of Compliance)

[The Statement of Compliance will be amended]
Appendix YY (The Fund Charter & Rules of Procedure)

[A new Fund Charter and Rules of Procedure will be inserted]

Possible accompanying new guidelines and consequential amendments to existing guidelines.
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