SPTRITRHRHE B~ I 3
(B - BRI

72010 & WREHT L BLR zﬁ’pﬂ-‘p’fﬁ%
( ICAP Summer School on Emissions

Trading for Emerging and Developing
Countries ) gt?ﬁlﬁ%%ﬁ

555’5’5‘5%5 S TR N

I &7 R R

VEE B - R 3 §F (Hague, Netherlands)
HUEIHARY] 99 = 7 E| 25 F1= 8 £| 8 |



b

TN
Paoao

£ RiFfE &

i SRR o

Kf‘



"2010 # £ 5 E F Y € & (ICAP Summer
School on Emissions Trading for Emerging and
Developing Countries ) | £ € {3538 4

- W3
B % B {7 #+ 45 & e % (International Carbon Action
Partnership, ICAP) : %>+ 2007 # 10 * 29 p d P ~ %
R ~ e £ 53 % > o d jF R B RRIH S F Az

A F TR AD N e E 2P s 2
SRR EwA T RYFEE "R NFEEFIA

(Mandatory cap and trade systems) k= = H g 5 -0 % 2
B (H-FRSH %8 ) H T o Rl 7%
S B RR o aE 2opE 2 S 3 (Backbone of a Robust
Carbon Market) i m — B 23f £ 0 88 4 hk {8 P
o ICAP %3t 3 (2009) # = ' & A4t ®ip +k (BERLIN,
GERMANY ) #E % - Bt 3 W%t g%k ~
#2010 # 7% 26 p 28" 6P ¥ ipa 7 (Hague,
Netherlands) # 7 % = & R'E € & -

A(2010)& B €3k P chi & Ak BH ¢ B R AT

K7 g4 B2 kA ICAP ¢ A Renib iz 4
BT A RRELD BBk R G R E R
LEFIR N ERIRET Y T EE L RER
I3 i e RERT H2 8% o 4 ICAP st
2010 #3%x €32 =3P 260 5 &k p #E Y RRZ
NP S E R AL AR KR ER AR
PERBEFEF 6 R LN F LB KkpTF B

1



)
a
b
NN

W

R NER SUE AN B kT IR
TR NZENL s %ﬂrﬁﬂ?ﬁ”l4W%.

::1ﬁmﬂmma

P k&t ICAP F = %k http://www.icapcarbonaction.com/

A GRTF B RBIH T &2 AR T
TRAERPEE, > TRESR, TR FE T
FAEH, RSP S EE o ¢ BRERAR
FREER ~ P FTREZ3 3 PR~ #EREPE
4 2 A#(MRV) ~ % ~RGGI 2 WCI %3&x3 > T
FEEFRFPELRELEBEFIRE G H T
S EE LA IRZ MR AN R e £
;F, u;b% g}%gg%,+ﬂ;p, ﬁ]"’{,@‘.‘{?i%@“"

ﬁf)
7}{%i{m?:&o



o RFRE

2010.7.25~7.26 FaAe X i e 48 fras 2

2010.7.26~8.6 %21 ICAP ¢ k&8
2010.8.7~8.8 EAR ST I oA

% gRiEfEE &
- ~2010&# 7" 26 F
1. :% 4% : Climate change an introduction into the
science and economics
m 4 © Mr. Andries Hof

I#%.Q :
(1) 4"@“?5 éi/:ﬁ@é-?g.ﬁ@ﬂg % F B g fg_fi ’
TR R RERE M PR A

I R Lt ¢

(2) 3% P 3Kk =% % Risk-based approaches %
Cost-benefit analysis & = & &% o

(3) fH L 3 2100 # 3 = 400ppm g i+ > ¥ &%
o #» BECS(BioEnergy+CCS) » £ & £ #7if
Biochar 8% - & » 2@ IR0 E o B Wik &

B A B R (%L 3% | 3F p29) o

(4) RERFIFE F 0 2%GDP z & = & » R4
w2z er R > ik 8 GDP o

(5) 3 it RMBHIE A e~ AL IR

}lﬂ

‘3

3



= ~2010&# 7" 27 p

1.

#* 42 : Choosing Instruments in Climate Policy :
Theory and Practice

m 4 Mr. Benjamin Gorlach

mE R

(1) WA 8320 2 Fi2m o o RfF 4o id

(2) K EFAE S e IR L B (DA B
(e BEE R 5 FIR ~ B AHREE) (2)
BAlE R FEPE R REF) Q) B
LR e BEABREILB - HREEKYT E)@)
BRE SRR (4 3T AR E R o mm R
TP pEAE o 2N P R ESAE) -

B M 7ERINwFEEIRAFE “TEFE

3

& gﬁgﬁﬁﬁjoﬁﬁ’ﬁﬁ%ﬁﬁﬂ%

BE AP E o e RER Y s s 2k
RNEF > DFETR AR HELTREA? 2 W
5 ARFEE IR RGPET o

%47 : Establishing an Emissions Trading System:

|

—\

IR

Design Elements and Choices



m 4 © Mr. Nicholas Bianco

n jr% £

(1) &~ feia /i pa&
3

(2) ETS & & # FF ik SFEESE R iRy ~ E 2 Pk
7 L (Measure, Monitor, Record, Verify,

MMR&V) ~ i T A P K THRE ~ B E
Pifie ~ R KARRPIE AHKF o

@) HFHEFF P EEZF (eal) ~ 7 4 |
(additional) ~ ¥ # 3% (verfiable) ~ x 4 &
(permanent) 12 2 ¥ 3 {7 (enforceable)z; R e

(4) $*3v ke 2 ETS # — 4 TP SR
%ﬂ’lﬂﬁfﬁkﬁwjlﬁ JﬁP‘lq;§¢?n NP )
FEIRR o

(5) 4rir ik A B B 3 H f fhgh et 2 v
BB RIAT ~ R P RV IR R T K
Hoge o R~ 2 AR RE R E rL S p

o

w4
“

~ 2010 &2 7% 28 p

1.

%42 © From Climate to Trading
n ;&iﬂ” : Mr. Pedro Martins Barata
miE R
1) " ERFFFRRZFLHFLE 7 e



T hz i FRE B 4(COMUIET) » 7 > #534¢
WP e 5 42 (The EU ETS)A X £ F +
R % (US ETS ~ NZ ETS -~ Japan or China %
EEAE-S O

(2 A BRI 32 CDM B2 Wenv (T4 28 i
fo FRE T RZERTRE IS RS
4]0 2 Rk 2020~2050 & B el B 4w o
FEFEARLTL Z

2. 3kAE : Why do we need new market mechanisms?

-g&iﬂ” : Mr. Gerie Jonk

-#ﬁﬁ; :

(1) s FAriilp S H AN F & RTen® B4
B 2Tk BE @?IMZOZOE TR P2 R
>4-6 G ton> § & & r‘ﬂﬁm,ﬁxﬂ?‘ﬁk
6-8 Gton(# 7 ° B % B 72 #3EAHE) » Tt F
Qﬂ?ﬁﬁliii%%%ﬂﬁﬁﬁﬁi@ﬁ
AR o

Q) FRLEFEFFHRFTRAEF > FIZ3 557
R E AR T PRED FT UGERE S
APEorE e g B 5@
LA o T - BLET 3 1 0P L A
2IRRE EHIE

(B) ATEA® H1 L EINMP b o RAE T AR T

oo AR s A R RHZ 1 X 2E R



HFT (72 RIEIR 5 R R L P —
B RS 23 (iR ) o
(4) CDM 7 & £37:cd > X H A F 102 2 il
P T RAGREY BRI LRI R E
2E S TR A RAREEFR PRBEEY
1% CDM 2 :xd $123 % o

NNy

3. k3% ' Emerging Greenhouse Gas Markets
m £+ © Mr. Nicholas Bianco
miEL DA EEER RS FIRES  ZRE Y
s R I b % b (A
H)0 2 2 BEREPM LS S P g n
B E F W E & (Midwestern Greenhouse Gas
Reduction Accord, MGGRA) ~ & # fRenT 8
% # %15 :& (Regional Greenhouse Gas Initiative,
RGGI ) £ p @ 3 & + 7 Western Climate
Initiative (WCD% % s itenddd > 7 iF 2 AR A
K owRE E I RGRR D gt
=~ 2010 # 7 % 29 p
1. 4% : Emissions Trading in the European Union;
History, Development and Review of the EU ETS
m -  Mr.Jill Duggan
li%ﬁ; :
1) 23R R M EFE RS Py B
2R A1 BT K 5 AR



BRREER -

(2) EU ETS 414 = FFE % — [ £(2005-2007)

=BV Y % - 1FE(2008-2012) & 3Rk TF

(B) - FFE L & Erﬁmrﬁﬁf Flak £ P T
Hlig = g PRt > & S R RII R E R
feig%d A2 R R TR @ ETRF R
iz 1 % % 2t F (National Allocation Plan,
NAP) -

(4) % - FEEirz 2P E FTHLF - FEF S
2 AH o F R PIRY SR R
(Grandfather) = 3% » ¥R 40 & R IR 8 * £ 5 B
(Benchmark) = ¥ 3%%FR & * *v4p ¢ o 3V B
R h IR Y gL TRIF &
FlAts & iF o

(5) % F1& 2013 & & 7 Frspiiﬂp IS R
B#F 2 NAP - & & d Brpf 8 K TEE » B
LEIER R F IEL I KO B R B e 50% o
2020 # 2w RLFHIAZE 60%Fp & * ATdp g o Flet
FEVRIFAZPAFREFAREL LY

2. RAL:
¢ New Zealand Emissions Trading Scheme
w4 : Mr. Dave Hoskins

¢ Program Design Recommendations for the WCI

[mh e



Regional Program
w4 : WCI Stakeholder Call
& Lessons from the Regional Greenhouse Gas Initiative
-éﬁ‘_% : Mr. Nicholas Bianco
¢ Reducing GHG Emissions in the U.S.
-g&—‘g :  Mr. Nicholas M. Bianco & Franz T. Litz
[ i@ B
1) TEPME TS RS FIRZKTER
FER O PFEASEIR? FPREFRTHEGETR

z
\lpo

(2) NZ ETS 2 2 # 5 2010 & 7 » 5] 2012 & 12

SRR F AR T

N

ek B mERFFle 7
TR E > e F R E K
WG PR R AR
3 NZ ETS - NZ ETS & % gi%ggl}.]:iqg;%
t 5 $25/M - 73K BB B RIS 4] - NZ ETS
% 2013 #E fsengF B 2 o BT L BB B A 2

o

"t 15% G 2 FREE P R H
90% et g - Fp3t 2012 #
%%dmﬁww%ﬂﬁﬁ"ﬁ’iﬁﬁﬁﬁﬁ
PR E T 5 2R RE AL IT -

(4) 25 % P RFTFIR G 1 f iF K¢ 2 (T8

3‘5‘:
w
&
Yy
™
e
Q@



% 0 Aol 375 4 k4§ »cfE #® (New Source
Performance Standards), ;© & £t <& # (Vehicle
Emissions Standards) > = S 3 2 f iv4R &
(Emissions and Operational Standards for Aircraft)
FoMNARDOFERE D R~ B XEHP
L3 Ak %k 2020 & 4 2030 & (08 % 4
R R A 0 T R
3. BT
¢ ECN research activities on EU emissions trading
m:E ¢ Mr. Jos Sijm
¢ CDM activities by ECN
-g&iﬁ : Mr. Stefan Bakker
-#@:& :
(1) v fe i & Thdf r*‘x??%? Jrt g ¢ s (ECN)4-
P2 2 2 COM #7997 4548 2 o
(2) ECN &4 EU ETS 2. & 8 37 & £ e s 41 440 R
IS G 1%2%‘5?4’* EAP AR S RN - S AR S
SEHETQ) BB RSFE BB S (2) v
Fzo @ AR F it vl e X R[4 R
5 @) FARpERLY ipEE ;s (4) #d
REEE
(B) % ¢ A W3l:& CERs #& T2 & 10% = +
(2009 : 78MCERs - 4.2% of permit) - ECN =47
hzb (7 CCS i+ 72 CDM & % > 2010

E)Aq\ ‘;’_3‘

10



ET 4 BN B INE R AT
(4) ECN i & 45 CDM # {7 & & » % b 4

P~ > & £ ¥ 44 1000MICO2 § £ 2 B &
2R & E X 4200MICO2 ¥ B2 H i 2 A
3 20 B o R F 424E 6000MtCO2 § &
HE g S AT a5 #2100 g~ o

(B)ECN i F % i AR #F P MAEAFAFINM 2
I COM & 50 ¥ kR R 05 4 K
32 > pL3RAES %~ Supported NAMAS 344 ¢ o
7 ~2010&# 7% 30FP

1 RAE #2225 4] & 4§ vR3x 2 (Scope and
coverage of an emission trading scheme )
m ;&iﬂ” : Mr. Joelle Rekers

miER
(1) 223 5 07 W5 st 5 URE B Ms. Joelle
Rekers AP WR e %k NAP

( National Allocation Plan) % 72— o
(2) K 2 FIR R ¢ 2 E A

W
_W.
WA o, » F4leninfpu] o EFend g o

%

® 2O EFE G ET MRV i 4 0 BARe
EEPERE B A AP OTREIRR - A
PR T AT R TS P A # o~ PR
g R E o

11



O hnE L BFEREF C ARE G
£ etk 2. GHG #3% £ -
® S8 L AR P A DT R L R PR

(4) % ETS #1A &% - ref (2005-2007) P* -
%ﬁ?éﬁﬁﬁﬁéﬁ’wﬂﬁﬁﬂﬂﬂ?ﬁ
7 CO2 % 8 $1 R 3 § W g
BRI E N3T% e PR ITE 2
T MRV H R A AH - S RS BT
be gk SLenTR B E o ¥ 3B ATER £ 48 € T
Bz B ks o

(5) 822X 23k GHG # -8 F 20%E_%k p H st i

pF (60 i 2w CO2) » 27 4 » ETS» E i+

IR CE o R FET B H A G oA SR A

(7 rimtt 23 $@ME) » 55 13
B P v g &G a MRV R Fp
LULUCF & A 3 » % § ETS 4+ CDM #1 &

(6) Bl et + 2 i ik 19% % B 2 f (875 F H

N

o

R

IR

|l

12



(7)

(8)

(9)

awg CO2) > & - BPsE =& ehinf (1990
%2004 EREAE 26%) 0 RS G A
S AR G s BEEVRE SR A B
EEESF L E G o TP

o ik >oh P 2-5%05 ¢ i’é’ﬁ%] IR
WP SE S N PRI ERRE S 4
o dg H R mE ETS

BB 4R ihH B g 3%y IR 0 F]E IR
™ & #if 10 4’175 87%:chg X E & 5 v B
BB ESAE > P HEF S Ao R
|4, Fpte o Fp ETS

R R R i A0 E B (10 & 25 F
aep) ~E2AE S XBFE (20MW) F
HPRAFE - FF- Ry 37 7428 3MW
[ KB Ao AL B 20MW ?"’f,r%-?}* ~ ETS #1

"\
n-.&
v
?"\K

44 E 2L =¥ 1L
T TR )

A

R AY - IR AETS 2 R 7 4 3 27
Be R B +A¥ma sk h A X 308r% 0 BEF
WG - R FRELT F AP Af
B o o3 E ek f B i 12,0000 p 2012 #
AZHf So e 3RFY 0 A 2013 EAcH 4e T it~
g8~ @z ~N20 (o3 ) ~PFCs (#4r) ~CCS
30 0 @ 2013 & (S FIRINE AL phor

13



Activity/scope 2008-2012 m

Combustion installation > 20 MW > 20 MW
Oil refineries + +
Cement + +
Pulpé& Paper + +
Glass + +
Lime + +
Steel + +
Ceramics + +
Chemicals +H_ +
Petrochemicals - +
Aluminium production - +
Ammonia production - +
N.O (fertilizers) - +
Perfluorcarbon from - +

alumium production (PFC’s)

CCS = +
Aviation - + (from 2012)
Hospitals + -

R&D installations -

Biomass - -
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Methods for Data Collection and Inventory
Generation )
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< Introduction to the Dutch Emissions Authority
Basics of Emission trading
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¢ Compliance and enforcement Bas Bougie and
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¢ Registration Emission Trading

¢ Training Registry
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Background Information for ICAP Summer School 2010

i S ICAP BRI S FY € RAM
ICAP Summer School on Emissions Trading for Emerging
and Developing Countries. The Hague, 26 July- 6 August
2010
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ICAP Summer School 2010 on emission trading for
emerging and developing Countries
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All presentations for ICAP Summer School 2010
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ICAP is a partnership of countries and regions that are
actively pursuing the development of carbon markets
through the implementation of mandatory cap and
trade systems with absolute caps. ICAP was established
in Lisbon, Portugal on 29 October 2007 by Heads of

national and regional Governments.

ICAP is made up of 29 different member
countries and regions:

(As of September 2009)

EUROPEAN UNION MEMBERS:

Denmark | European Commission | France | Germany | Greece |
Ireland | Italy | Netherlands | Portugal | Spain | United Kingdom
REGIONAL GREENHOUSE GAS INITIATIVE (RGGI) MEMBERS:
Maine | Maryland | Massachusetts | New Jersey | New York
WESTERN CLIMATE INITIATIVE (WCI) MEMBERS:

Arizona | British Columbia | California | Manitoba |

New Mexico | Ontario | Oregon | Quebec | Washington

OTHER MEMBERS:

Australia | New Zealand | Norway |

Tokyo Metropolitan Government

OBSERVERS:

Japan | Ukraine

INTERNATIONAL CARBON ACTION PARTNERSHIP
E-mail: info@icapcarbonaction.com
www.icapcarbonaction.com

Images by HARALD HENKEL and SPISHARAM under Creative Commons License.

INTERNATIONAL

Carbon Action

PARTNERSMHIP

... A WORLDWIDE FORUM FOR PUBLIC

AUTHORITIES WITH, OR WHO ARE ACTIVELY

PURSUING, CARBON MARKETS THROUGH

MANDATORY CAP AND TRADE SYSTEMS ...

... SHARING BEST PRACTICE AND LEARNING

FROM EACH OTHER’S EXPERIENCE ...




ICAP is an open forum of governments and public
authorities working on carbon markets through cap
and trade systems. While all members and observers
meet in person twice a year, the day to day work is
carried out by the icAP Steering Committee, supported
by a Project Manager who is based in Berlin, Germany.
The Steering Committee holds conference calls on

a regular basis. The Project Manager is supervised by

the Chair of the icAP Steering Committee.

ICAP’s mission is to contribute to the establishment

of a well-functioning global carbon market by:

IR Sharing best practice and learning

from each others” experiences.

Im Building and strengthening

partnerships amongst Governments.

IR  Ensuring that design compatibility

issues are recognized at an early stage.

I Making possible future linking of

trading programs.

I Highlighting the key role of cap
and trade as an effective

climate policy response.

ICAP is a forum to share experiences

and knowledge.

ICAP provides assistance to all governments who are
interested in establishing cap and trade systems and
allows members to share best practice. It is the only
multilateral forum to discuss critical issues regarding
compatibility and linking of emissions trading systems

amongst governments behind closed doors.

For these purposes ICAP regularly organizes public
conferences and internal workshops, studies on critical
design and linking issues, expert networks as well as
outreach and capacity building activities, especially
towards emerging economies and developing

countries.
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ICAP Summer School 2010
July 26 to August 6, 2010 — The Hague, Netherlands

Background Information



List of Participants - ICAP Summer School 2010

Carbon Action
Ms/ Last Name First Name Institution Position City of Nationality Email
Mr Residence
1 Ms Abdel Doaa World Trade Organization Counsellor on environmental issues,  Geneva Egyptian doaa.abdelmotaal@wto.org
Motaal Cabinet of the Director-General of
the World Trade Organization, Mr.
Pascal Lamy
2 Mr Almeida Mario Augusto National Treasury Secretariat Economic Adviser Brasilia Brazilian mario.g.almeida@fazenda.gov.br
Gouvéa
3 Mr Chen Bo CDM Management Center, Energy Project Officer Beijing Chinese bchen_energy@hotmail.com
Research Institute, National
Development and Reform Commission
4 Ms Chien Hui-Chen Environmental Protection Administration, Deputy Director General, Taipei Taiwan hcchien@epa.gov.tw
Executive Yuan, ROC (Taiwan) Department of Air Quality Protection
and Noise Control
5 Ms Eun Young Kim Korea Environment Corporation Assistant Manager Seoul Korean ecomania@keco.or.kr
6 Ms Garavito Sandra Ministry of Environment, Housing and CDM Advisor — Climate Change Bogota Colombian sgaravitor@yahoo.com
Territorial Development of Colombia Mitigation Group
7 Mr Kim Phanjo Korea Energy Management Corporation  Assistant Manager Yongin City Korean phanny@kemco.or.kr
8 Ms Kitvorawat Nattanan Thailand Greenhouse Gas management  Senior Official Bangkok Thai nattanan@tgo.or.th
Organization (Public Organization)
9 Mr Kumar Pradeep Department of Forests, Environment and  Conservator of Forests Gangtok Indian pradeepifs@hotmail.com
Wildlife Management, Government of
Sikkim, India
10 Mr Legote Mpho Vincent National Treasury Economist Pretoria South Mpho.Legote@treasury.gov.za
African
11 Ms Li Yue Climate Insights LLC Partner Guangzhou Chinese yueli@climateinsights.com




Ms/ Last Name First Name Institution Position City of Nationality Email
Mr Residence
12 Mr Meng Xiangming China Clean Development Mechanism Project Officer Beijing Chinese mengxiangming@cdmfund.org
Fund
13 Ms Nwamarah Uzoamaka Uloma African Development Bank (AfDB) Climate Change Specialist Apapa Nigerian u.nwamarah@afdb.org
14 Ms Ock Wookjin(Jade) Ministry of Knowledge Economy Analyst Gwachun City ~ Korean wookjin99@hotmail.com
15 Ms Okon Imeh Patience United States Agency for International Program Manager, Energy and Abuja Nigerian graseye@yahoo.com
Development, Nigeria Mission Climate Change
16 Ms Qin Boya Environmental Certification Center of Project Manager Beijing Chinese boya.gin@gmail.com
Ministry of Environmental Protection of
China
17 Ms Rivera Marisol Instituto Nacional de Ecologia Director of Statistics Analysis and Mexico City Mexican mplanter20032003@yahoo.com.mx
Planter Econometrics Unit
18 Ms Sari Novita GTz Field Coordinator Bandung Indonesian Novita.sari@gtz.de
19 Mr Sarkar Snehashis Centre for Development Finance, IFMR Researcher Kolkata Indian snehashiss@gmail.com
Research
20 Ms Schreck Bettina United Nations Industrial Development Assistant Industrial Development Vienna Argentine B.Schreck@unido.org
Organisation (UNIDO) Officer - Energy and Climate
Change
21 Mr Soares Munir Younes Keyassociados Consulting General Manager of Climate Change  S&o Paulo Brazilian msoares@keyassociados.com.br
and
Carbon Offsets
22 Ms Su xiao Li CDM Project Management Centre, Project Officer Beijing Chinese lisuxiao@gmail.com
ERI,NDRC
23 Mr Tan Ching Tiong Southeast Asia Disaster Prevention Research Officer Seremban Malaysian tctiong@gmail.com
Research Institute, Universiti
Kebangsaan Malaysia (SEADPRI-UKM)
24 Mr Valente Victor Bustani Deutsche Gesellschaft fur Technische Technical Advisor Rio de Janeiro  Brazilian victor.valente@gtz.de

Zusammenarbeit (GTZ) GmbH




Ms/ Last Name First Name Institution Position City of Nationality Email
Mr Residence
25 Ms Wang Ying China Beijing Environmental Exchange Senior Manager of R&D Center Beijing Chinese yingwang@cbex.com.cn
26 Mr Weissman Gaddy Foreign Trade Administration Deputy Director Trade Linkages Tel Aviv Israeli Gaddy.Weissman@moital.gov.il
Ministry of Industry, Trade and Labor Negotiator on Tech Transfer at
UNFCCC
27 Ms Yan Li National development and reform Official Beijing Chinese li.yan@ccchina.gov.cn

commission




List of Speakers - ICAP Summer School 2010

Carbon Actioq
Ms/Mr  Last Name First Name Institution Function Country Email
1 Ms Amzour Nasrine Department of Energy and Senior policy advisor UK nasrine.amzour@decc.gsi.gov.uk
Climate Change
2 Mr Bakker Stefan Energy research Centre of the Researcher energy & Netherlands  bakker@ecn.nl
Netherlands (ECN) climate policy
3 Mr Barata Pedro Ministry of Environment Senior policy advisor Portugal pedro.barata@clima.pt
4 Mr Bianco Nicholas World Resources Institute Senior Associate USA NBianco@wri.org
5 Ms Bloemhof Sascha Climex Managing Director Netherlands  sascha.bloemhoff@climex.com
6 Ms De Coninck Heleen Energy research Centre of the Scientific researcher Netherlands  deconinck@ecn.nl
Netherlands (ECN)
7 Ms Duggan Jill UK Department of Energy and Senior Policy Official UK Jill.duggan@decc.gsi.gov.uk
Climate Change
8 Mr Gorlach Benjamin Ecologic Institute, Berlin Head of Economics and Germany Benjamin.Goerlach@ecologic.eu
Policy Assessment; Senior
Fellow
9 Ms Gregorin Polona European Commission Belgium Polona.GREGORIN@ec.europa.eu
10 Mr Harnisch Jochen KFW Development Bank Coordinator Climate Germany jochen.harnisch@kfw.de
Change Policy
11 Ms Hartridge Olivia Morgan Stanley Vice President USA Olivia.Hartridge @MorganStanley.com
12 Mr Hof Andries Netherlands Environmental Climate Economist Netherlands Andries.hof@pbl.nl
Assessment Agency (PBL)
13 Ms Jonk Gerie Ministry of Environment Senior policy maker Netherlands  Gerie.jonk@minvrom.nl




Ms/Mr  Last Name First Name Institution Function Country Email
14 Ms Kizzier Kelley European Commission Belgium ann-kelley.kizzier@ec.europa.eu
15 Mr Mehling Michael Ecologic Institute, Washington DC  President USA michael.mehling@ecologic-institute.us
16 Ms Rekers Joélle Ministry of Economic Affairs Policy Advisor Netherlands  J.Rekers@minez.nl
17 Mr Schafhausen Franzjosef Federal Ministry for the Deputy Director General Germany Franzjosef.Schafhausen@bmu.bund.de
Environment, Nature “Environment and Energy”
Conservation and Nuclear Safety
18 Mr Sijm Jos Energy research Centre of the Senior scientific researcher  Netherlands  sijm@ecn.nl
Netherlands (ECN)
19 Mr Snyder Jared New York State Department of Assistant Commissioner, USA jijsnyder@gw.dec.state.ny.us
Environmental Conservation Air Resources, Climate
Change and Energy
20 Mr Trusca Vlad Romania vladtrusca@yahoo.com
21 Mr Tvinnereim Endre Point Carbon « Thomson Reuters Senior Analyst, Trading Norway et@pointcarbon.com
Analytics and Research
22 Ms Verhagen Jessica Climate Action Secretariat, Director of Business Canada Jessica.Verhagen@gov.bc.ca
Province of British Columbia Development
23 Ms Verschueren  Karin VROM/NL Coordinator ETS Netherlands
24 Ms Williams- Julia Ministry of Housing, Spatial Coordinator ETS Netherlands  Julia.Williams-Jacobse@minvrom.nl
Jacobse Planning and the Environment
25 Mr Wurster Sebastian RWE Netherlands sebastian.wurster@rwe.com




ICAP Summer School Team 2010

INTERNATIONAL

Tobias Hausotter (ICAP)

Tobias Hausotter is the ICAP Assistant Project Manager since
September 2008. In this capacity, he has worked on the full range
of ICAP activities, including facilitating the work of ICAP members
and organizing several ICAP events. Since May 2010, he is heading
the ICAP Secretariat in Berlin on an interim basis. Tobias studied
International Relations in Dresden and Strasbourg, and holds a
Master of Public Policy degree from the Hertie School of
Governance in Berlin.

Joélle Rekers (Dutch Ministry of Economic Affairs)

Joélle Rekers is a Policy Officer on CO2 emissions trading and
international climate policy at the Dutch Ministry of Economic
Affairs. After getting her masters degree in Environmental
Economics 4 years ago, she joint the Dutch government. In the
past few years Joélle worked on several aspects of the
development and improvement of the EU ETS. She is also involved
in the international climate negotiations, with an expertise on the
market mechanisms.

Renate Elling (Dutch Ministry of Economic Affairs)

Renate Elling is a Policy Officer on renewable energy and climate
policy at the Dutch Ministry of Economic Affairs. Renate studied
International Relations with a focus on economic issues. After her
study she joined the Dutch government; first as an Economic
Trainee and since March 2010 as a Policy Officer at the
Department of Energy & Sustainability.

Amina El Mellahi (Dutch Ministry of Environment)

Amina ElI-Mellahi works as a trainee for the Ministry of
Environment since september 2009. This program will take two
years, in which several assignments withing the Ministry are
fulfilled. Before her current assignment at the International Affairs
division, she worked at the division which is responsible for the

EU ETS in the Netherlands. Now her work is more focused in
international climate policy. Her next assignment is not known
yet, but will be at a different ministry probably.



Michael A. Mehling (Ecologic)

Michael Mehling is President of the Ecologic Institute in
Washington DC, an environmental policy think tank with partner
offices in Berlin, Brussels and Vienna. In this capacity, he has led a
range of research and advisory projects for government agencies
as well as educational and civil society institutions in North
America, Europe and the developing world. As an adjunct faculty
member at Georgetown University in Washington DC, he teaches
graduate students on climate and energy policy. He is the
founding editor of the Carbon & Climate Law Review, a quarterly
journal on climate regulation and the carbon market, and has
authored more than eighty peer-reviewed articles, book chapters
and other publications on environmental law and policy.

Bejamin Gorlach (Ecologic)

Benjamin Gorlach is an environmental economist and Senior
Fellow with the Ecologic Institute. The main foci of his work are
the evaluation of environmental policy instruments, particularly in
economic terms, and the economic valuation of environmental
goods and services. Benjamin Goérlach was previously with the
German Emissions Trading Authority (DEHSt) at the Federal
Environment Agency from 2007 until 2008. His work in the
economics and statistics sections included evaluations of the
European emissions trading scheme and its implementation in
Germany, as well as economic analyses to support the further
development and refinement of the scheme. He was involved in
deriving a benchmark-based system for free allocation of
allowances and analyses of the competitiveness effects of
emissions trading in Germany ("carbon leakage").

Soren Haffer (Ecologic)

Séren Haffer is Senior Conference Manager and Coordinator,
Transatlantic Events at the Ecologic Institute. Within the Institute,
he conceptualizes and implements visitors programmes, summer
schools and discussion formats with a focus on the transatlantic
dimension of environmental policy. Before joining the Ecologic
Institute, Soren Haffer worked with the Heinrich Boll Foundation's
Warsaw and Washington offices, where he coordinated the
Europe Dialogue Program and the Transatlantic Program,
respectively.



"y ERERIILEEY €5, et
F@ga7 TP 263289 6F
(%-1F)
70 26p(-) 7027 p(2) 70 28p(=) 7129 p () 7130p(3)
FALD HE = FERRIEERE [ HFFERAA AP |« BEPRIIFRLT [ BEILEFFER T

Outline of the Course,
Learning Methods and
Obijectives

= A%

Instrument Choice in
Climate Policy: Theory
and Practice

P2 b Agiaied

mﬁﬁg PR 2 pT R

Emrssrons Trading in the
Policy Mix:
Opportunities,
Challenges and Policy
Interactions

1

International Climate

Policy and the Kyoto

Flexible Mechanisms
BBV EA P RRE

TR E 2 & 4

The Transitory Role of

carbon credits at Project

and Sectoral Level

I
Emissions Trading in the
European Union:
History, Development
and Review of the EU
ETS
133/” N 3 ]E]g\‘”" “H
WFEEEZFHMAENE 5@
(RGGI) ~ & FK‘{f‘ iz 15 R
(WCI) z_ &2
Initial Experiences in
other ETS: Australia,
RGGI, WCI

Defining the Scope and
Coverage of a Trading
System

A AR 2 TR R
25

Tools and
Methodologies

for Data Collection and
Inventory Generation

d BLE4ERZ SR F

i i

Climate Change:

An Introduction into the
Science and Economics

At b
b2t W) A
Defining the Role of
Emissions Trading in an
Optimal Policy Mix
PR EFIRKRF
Establishing an
Emissions Trading
System: Design
Elements and Choices

o ITE ATER AT L K

)J_ W ‘?"&F

Current and Emerging
Emissions Trading
Systems: An Overview

o H I FIfEMA

)

Group Exercise:
Developing an allocation
plan (1st Session)

o« AT HAIE AT
i
Carbon Market Analysis
and Analytical Tools

o A Eith

Rl L AT

B R

Allocating Allowances
in an Emissions Trading
System: Options,
Implications and
Experience
PP R A
(=) _

Group Exercise:
Developing an allocation
plan (2nd Session)




"S- ERPERLELEAY €% At
F@ga7 TP 263289 6F
(%= 3%
8" 2p(-) 87" 3p(=) 8" 4p(2) 87" 5p(z) 87 6P(7)
e MAFFEER AT | FRREMEPE RS FHEPRFRLEERE [« 7 FomE 1 G [« dif 7 FAIE A
B (TR ikt 2R E - FEE s Sk a5 % >3k4E% AN F 5 Y - Kb
Administrative 2R Developing Countries in B S AR G L IVE: Carbon Markets in

Structures for Emissions
Trading: Creating
Capacity for a
Functioning Market

Implementing the EU
ETS in the Netherlands-
Obstacles, Experiences
and Prospects

e EUETS z ik
W2 RS
Expanding the EU ETS —
The Integration of a New
Sector

-RTER

the Global Carbon
Market : Overview and
Development
LNl EE%RLE
Participants’ Experiences
with

ETS in Developing
Countries : Presentations

& Group Discussion

Carbon Market
Dynamics: Price
Formation, Creating
Scarcity, Causes and
Solutions for VoIatiIity
WM E #Hx i 5
FIRRZ2 KR
Av0|d|ng Carbon
Leakage and
Competitive Distortions:
ETS Design and the
Influence of Politics

Action: Market Analysis
and the
Role of Financial and
Energy
Markets

o At PR R AT
T kR
Group Exercise :
Developing an allocation
plan : Presentation of
Results

. J}’*‘"I%%ﬁ?] Ty o
Mt MRV 2 5? &7
Ensuring Operation of
the
Trading Scheme: MRV
&

Enforcement

o At P R AT
(=)

Group Exercise :
Developing an allocation
plan (3rd Session)

o Corus Steel 4 48 2 &F %~
23
F
Visit to Corus
Steel Factory/Tata
Steel, Ijmuiden

¥ 7 EUETS 5%  #7
RN I

Field Report from a New
Member State :
Implementing the EU
ETS

#“I% 5 4R BE A
BUiEEZ B g
Linklng Emissions
Trading Systems :
Conditions and
Opportunities

ﬁ ? i’ﬁi;‘&xﬁ?
F (T R

Corporate Strategies to
Manage Compliance and
Hedge Market Risks
At PRt R A
()

Group Exercise :
Developing an
allocation plan

(4th Session)

o PR b K HALY
REEID A TR A+
Wrap Up @ ETS From
Theory to Practice




INTERNATIONAL

Emerging and Developing Countries
The Hague, 26 July - 6 August 2010

Short Program

ICAP Summer School on Emissions Trading for

Version of 15 July 2010
Week 1
Monday Tuesday Wednesday Thursday Friday
26 July 27 July 28 July 29 July 30 July
AM Welcome Instrument International Emissions Defining the
Address Choice in Climate Policy Trading in the Scope and
outline of the Climate Policy: and the Kyoto European Union: | Coverage of a
Course Theory and Flexible History, Trading System
Learnin' Practice Mechanisms Development Franzjosef
Methodg and Benjamin Gérlach Pedro Barata and Review of Schafhausen
Co (Ecologic Institute) (Climate Change the EU ETS (BMU/DE)
Objectives Emies Commission, 3l Duggan (UK
(Ecologic Institute) missions Portuguese
. Trading in the Government) LIEEE) Toolsand
Interactive Policy Mix: : Initial Gl
Introduction of The Transitory : : for Data
e Opportunities, Role of carbon Experiences in Collecti d
Participants Challenges and : : other ETS: oliectionan
i Insti . credits at Project , Inventory
(Ecologic Institute) Policy e Szl Australia, RGGI, G )
Interactions Level WCI eneration
Benjamin Gorlach Pe;le Barata (ccc. | Nicholas Bianco BEenj?mi_n lGdtr.Ita(;h
(Ecologic Institute) edro Barata (CCC, (WRI), Jessica (Ecologic Institute)
RLDERETIRLL Verhagen (BC/CAN)
(VROM/NL) g '

NN (Australia)

PM

Visit to Ministry
in The Hague

On Site
Presentation

Climate Change:
An Introduction
into the Science
and Economics

Andries Hof
(PBL/NL)

Cultural Activity
and Evening
Reception

Group Exercise:
Defining the
Role of
Emissions
Trading in an
Optimal Policy
Mix

Ecologic Institute
Establishing an
Emissions
Trading System:
Design Elements
and Choices

Nicholas Bianco
(WRI)

Current and
Emerging
Emissions
Trading
Systems: An
Overview

Nicholas Bianco
(WRI)

Group Exercise:
Developing an
allocation plan
(1> Session)
Ecologic

Excursion to the
Energy Centre of

the Netherlands
(ECN)

On Site
Presentation

Carbon Market
Analysis and
Analytical Tools
Various (ECN/NL)

Allocating
Allowances in an
Emissions
Trading System:
Options,
Implications and
Experience

Jill Duggan (UK
DECC)

Group Exercise:
Developing an
allocation plan
(2™ Session)

Ecologic Institute




Week 2

Monday Tuesday Wednesday Thursday Friday
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Registry with Ministry for the Countries in the | Dynamics: Price | in Action: Market
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e - Nasrine Amzour olatlity Sascha Bloemhof
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Authority/NL) E ding the Group Influence of - Julia WiI_Iiar_ns

UG he [Demsson [ polies | e

Integration Of a (0] er_a |on:_ olona Gregorin
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Karin Verschueren

(VROM/NL)
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Operation of the | Steel from a New Strategies to From Theory to
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Scheme: MRV & | Steel, ljmuiden Implementing Compliance and | Mmichael Mehling
Enforcement the EU ETS Hedge Market (Ecologic Institute)

Jochen Harnisch
(KFW Development
Bank)

Group Exercise:
Developing an
allocation plan
(3" Session)

Ecologic Institute

Vlad Trusca (RO)
Linking
Emissions
Trading
Systems:
Conditions and
Opportunities
Olivia Hartridge,
(Morgan Stanley) &

Jared Snyder (NYS
DEC)

Risks

Representative,
Trading Desk, Dutch
Covered Utility
(Sebastian
Wurster,RWE)

Group Exercise:
Developing an
allocation plan
(4" Session)

Ecologic

Farewell
Ceremony and
Certificate
Award, including
High-Level
Address:

The Future of
the Carbon
Market —
Challenges and
Opportunities




INTERNATIONAL

International Carbon Action Partnership

ICAP Summer School on Emissions Trading
for Emerging and Developing Countries

The Hague, 26 July — 6 August 2010

Version of 6 August 2010

Program

Sunday, 25 July, 2009

Individual Arrival from Airport (see instructions in the logistics
information)

Hotel: Parkhotel

No official program

Monday, 26 July, 2010

09:20

10:00-12:30

10:45-11:00
11:00-12:30

12:30-14:00
13:45-14:30
14:30-14:45
14:45-15:30
15:45-16:15

16:15-18:00

18:00
18:30-21:00

Meeting in the lobby and pick-up by Joelle Rekers and Soren
Haffer ; Walk to the conference location

Welcome and brief outline of the Course, Learning Methods
and Objectives
Michael Mehling, Ecologic Institute, Washington DC, USA

Coffee Break

Interactive Introduction of Participants, Q/A
Ecologic Institute

Lunch at the Rijksacademie

Andries Hof, Netherlands Enviromental Assessment Agency)
Coffee Break

Andries Hof, Netherlands Enviromental Assessment Agency
Transfer to the Ministry of Environment

Please bring your PASSPORT with you

Drinks at "Moorse Tuin", joined by representatives from the
Dutch Ministry for the Environment, Spatial Planning and
Housing (VROM)

Transfer to Restaurant O'Casey's

Dinner @ O'Casey's

Park Hotel, Molenstraat
53, 2513 BJ Den Haag (Tel.:
+31(70) 3624371

Park Hotel, Molenstraat 53,
2513 BJ Den Haag (Tel.: +31
(70) 3624371

Rijksacademie van Financien
en Economie”, Zeestraat 86-
90, 2518 AD Den Haag, Tel. +
31 (0)70-3424900



Tuesday, 27 July, 2010

09:00-10:30

10:30-11:00

11:00-12:30

12:30-14:00
14:00-15:30

15:30-16:00
16:00-17:30

Instrument Choice in Climate Policy: Theory and Practice
Benjamin Gérlach, Ecologic Institute, Berlin, Germany

Coffee

Emissions Trading in the Policy Mix: Opportunities, Challenges
and Policy Interactions
Benjamin Gérlach, Ecologic Institute, Berlin, Germany

Lunch Break

Group Exercise: Defining the Role of Emissions Trading in an
Optimal Policy Mix
Ecologic Institute

Coffee

Establishing an Emissions Trading System: Design Elements and
Choices
Nicholas Bianco, World Resources Institute

Wednesday, 28 July, 2010

09:00-10:30

10:30-11:00
11:00-12:30

12:30-14:00

14:00-15:30

15:30-16:00
15:30-17:00

17:30-19:45
20:00

22:45

International Climate Policy and the Kyoto Flexible Mechanisms
Pedro Martins Barata, Climate Change Commission, Portuguese Government

Coffee Break

The Transitory Role of carbon credits at Project and Sectoral Level
Pedro Martins Barata, Climate Change Commission, Portuguese Government
Gerie Jonk, Ministry of Housing, Spatial Planning and the Environment (NL)

Lunch Break

Current and Emerging Emissions Trading Systems: An Overview
Nicholas Bianco, World Resources Institute

Coffee Break

Group Exercise: Developing an Allocation Plan (First Session)
Ecologic Institute

Free time for Dinner

Tram to Madurodam For almost 60 years Madurodam has been the smallest city in the Netherlands!

Canals, gabled houses and all kinds of other typical Dutch scenes: the miniature
city offers you the highlights of the Netherlands on a scale 1:25.

Group Picture

Tram back to the hotel



Thursday, 29 July, 2010

09:00-10:30

10:30-10:45
10:45-12:15

12:15-13:15
13:30

14:30
14:40-15:00

15:00-15:40

15:40-16:00
16:00-16:30

16:30-17:00

17:30
18:00

following

Friday, 30 July,

09:00-10:30

10:30-11:00

11:00-12:30

12:30-14:00
14:00-15:30

15:30-16:00
16:00-17:30

Emissions Trading in the European Union: History, Development
and Review of the EU ETS
Jill Duggan (UK DECC)

Coffee Break

Initial Experiences in other ETS: New Zealand, RGGI, WClI

Dave Hoskins, Minstry for the Environment, New Zealand (via
Skype)

Nicholas Bianco, World Resources Institute

Lunch Break 13:15: Bus arrival;

Bus parks accross the street if
possible, otherwise next to the hotel

Transfer with bus coach to the ECN

Arrival at the Energy Centre of the Netherlands (ECN)

Welcome and introduction on ECN activities
Heleen de Coninck, Energy research Centre of the Netherlands (ECN)

ECN activities on EU emissions trading
Jos Sijm, Energy research Centre of the Netherlands (ECN)

Coffee

ECN activities on EU emissions trading (continued)
Jos Sijm, Energy research Centre of the Netherlands (ECN)

ECN activities on the CDM

Stefan Bakker, Energy research Centre of the Netherlands (ECN)
Leaving ECN to train station — train ride to Amsterdam

Arrival in Amsterdam

Boat-ride and dinner

2010

Defining the Scope and Coverage of a Trading System
Joelle Rekers, Ministry for Economy Affairs, The Netherlands

Coffee Break

Tools and Methodologies for Data Collection and Inventory Generation
Benjamin Gérlach, Ecologic Institute, Berlin, Germany

Lunch Break

Allocating Allowances in an Emissions Trading Scheme: Options,
Implications and Experiences
Jill Duggan, UK Department of Energy and Climate Change

Coffee Break

Group Exercise: Developing an allocation plan (2nd Session)
Ecologic Institute



Saturday, 31 July, 2010 and Sunday, 1 August, 2010

No official Program.
Time to explore The Hague’s and Amsterdam’s museums, beaches, make tours etc.

Please ask the ICAP Summer School Team for suggestions

Monday, 2 August, 2010

08:00 Leaving the hotel
08:30 Tram at Grote Markt
08:50 Arrive at the NEa Lizzy Roetmans, Prinses Beatrixlaan
2, 070-3391580
09:00-09:20 Welcome at the Nea and Introductionto the Dutch
Emissions Authority
Harm van de Wetering
09:20-09:45 Validation and Permits
Jaap Bousema
09:45-10:15 Compliance and Enforcement
Bas Bougie and Rudolf van Nuissenburg
10:15-10:30  Coffee Break
10:30-12:30  Registration Emission Trading
Bas Kroon and Erik van Huis
12:30-13:30 Lunch
13:30 Leave to Rijksacademie Tram 2 or 6, change to ram 1 at Spui
14:30-16:00  Ensuring Operation of the Trading Scheme: Monitoring, Reporting
and Verification
Jochen Harnisch, Reconstruction Loan Corporation (KfW), Germany
16:00-16:30  Coffee Break
16:30-18:00 Group Exercise: Developing an Allocation Plan (Third Session)
Ecologic Institute
Tuesday, 3 August, 2010
08:30 Leaving the hotel
08.50 Arrive at the Ministry for the Environment, Spatial Planning granljfbmtensmge' 6,
en Haag
and Housing (VROM)
09:00-10:30 Expanding the EU ETS — The Integration of a New Sector
Karin Verschueren, Ministry for the Environment, Spatial Planning and Housing
(VROM), The Netherlands
10:30-10:45 Coffee Break



10:45-11:45 Implementing the EU ETS in the Netherlands - Obstacles, Experiences and Prospects
Eva Thompson, Ministry for the Environment, Spatial Planning and Housing
(VROM), The Netherlands

11:45-12:30 Lunch Break

12:30 Leaving VROM to the bus coach BAB-VIOS, 0174-315090

12:45 Leave the Hague by bus Bus will park at Prinsessegracht, next to

Art acadamy and Ministry of Treasury

13:45 Arrival at Corus Steel Factory/Tata Steel, ljmuiden

14:00-18:00 Tour and Program at Corus

18:15 Ride back to The Hague

Wednesday, 4 August, 2010

09:00-10:30 Developing Countries in the Global Carbon Market: Overview and Development
Nasrine Amzour, Department of Energy and Climate Change, UK

10:30-11:00 Coffee Break

11:00-12:30  Participants’ Experiences with ETS in Developing Countries:
Presentations & Group Discussion
Moderation: Ecologic Institute

12:30-14:00 Lunch Break

14:00-15:30  Field Report from a New Member State: Implementing the EU ETS
Vlad Trusca (RO)

15:30-16:00 Coffee Break

16:00-17:30  Linking Emissions Trading Systems: Conditions and Opportunities

Olivia Hartridge, Morgan Stanley & Jared Snyder, NYS DEC

Thursday, 5 August, 2010

09:00-10:30 Carbon Market Dynamics: Price Formation, Creating Scarcity, Causes
and Solution for Volatility
Endre Tvinnereim, Point Carbon, Oslo

10:30-11:00 Coffee Break

11:00-12:30 Avoiding Carbon Leakage and Competitive Distortions: ETS Design
and the Influence of Politics
Polona Gregori, European Commission

12:30-14:00 Lunch Break

14:00-15:30 Corporate Strategies to Manage Compliance and Hedge Market Risks
Representative, Trading Desk, Dutch Covered Utility
Sebastian Wurster, RWE

15:30-16:00 Coffee Break

16:00-17:30  Group Exercise: Developing an Allocation Plan (Fourth Session)

Ecologic Institute



Friday, 6 August, 2010

09:00-10:30

10:30-11:00
11:00-12:30

12:30-13:30

13:30-14:15

14:30

15:00-15:30
15:30-16:00

16:15
17:00-23:00

Carbon Markets in Action: Market Analysis and the Role of Financial
and Energy Markets
Sascha Bloemhof, Climex

Coffee Break

Group Exercise: Developing an allocation plan: Presentation of Results
Jury Panel: Julia Williams (NDL), Kelley Kizzier (EC), Martin
Bergfelder (GER), Benjamin Gérlach (Ecologic

Lunch Break

Wrap Up: ETS From Theory to Practice
Michael Mehling, Ecologic Institute, Washington DC, USA

Leaving to the Ministry of Economic Affairs Bezuidenhoutseweg
Please bring your PASSPORT and name tag with you 30, Den Hacg

Drinks at the Ministry of Economic Affairs
Farewell Ceremony and Certificate Award, including High-Level
Address: The Future of the Carbon Market — Challenges and Opportunities

Leave to beach (via hotel if needed)

Farewell BBQ at the beach Tram 9 from Central Station, or tram 17 from hotel to Central
Station and change trams there

Saturday, 8 August, 2009

Individual departure by public transportation.

Please find suggestions in your folder.
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M ARKET-BASED M ECHANISMS FOR CLIMATE POLICY

In recent decades, the rise of new environmentalaiges has fuelled growing concern for
the efficiency of policy measures, leading to tdeion of new regulatory approaches after
decades of mostly theoretical debhtés a result, conventional performance targetsroft
criticised for belonging to an ‘extraordinarily d®, costly, litigious and counterproductive
system of technology-based environmental contfolsjve been joined or supplanted by
market incentives, all with an aim to ‘improve tt@mmand system through better balancing
of rgfegulatory costs and benefits, improved riskiygsiga and management and greater flexibili-
ty.’

Emissions trading, or, more aptly, the creatioraaharket for tradable emission al-
lowances, is representative of this trend. It pessa strategy of quantity rationing and dates
back to earlier studies in environmental econommicsably by John H. DalésAt the core of
this approach are allowances conferring the righdischarge a specified quantity of pollu-
tants for a limited duration of time. Unlike econonnstruments based on pricing control,
such as charges imposed on pollutant emissi@nsystem of transferable emission allow-
ances requires regulatory authorities to deterraitieer a technological baseline or a ceiling —
also known as ‘cap’ — for overall emissions. Ousret the baseline can be changed to im-
prove environmental performance, while successiubacks in the scope or number of al-
lowances can be used to impose a gradually tighgeceiling on the aggregate pollutant bur-
den. Ideally, the baseline or ceiling will reflextlevel where marginal abatement costs and
marginal environmental benefits meet.

Participants are assigned a number of allowances)iarranged procedure and may
sell these or purchase additional allowances atdbpective market price, signaling the op-
portunity costs of pollution as determined by tlbecés of demand and supply. Following
initial allocation, thus, the distribution of all@nces is left to market forces. If a participant is
able to reduce pollutant discharges at fairly lmstcit will have an incentive to do so and sell
the excess allowances to other participants. Thatbehigh abatement costs, in turn, can opt
for the acquisition of further allowances and thgrencrease their own emissions quota, for
instance to accommodate growth in economic actititythe end, whenever the market price
of allowances exceeds the cost of emissions reshsgtit should prove beneficial to install
better abatement technologies or take other ad¢tidower emissions rather than purchase
additional allowances. Accordingly, as prices flbowsances rise in response to growing scar-
city, the demand for them will gradually decrese.

The central benefit ascribed to a market for emrssillowances are lowered abate-
ment costs relative to traditional control mechars$ By providing an ongoing incentive to
reduce emissions, a trading scheme may also ergmeoanpetition and the development of
more efficient technologigsDespite the flexibility left to participants, tispecified baseline
or cap affords a greater degree of certainty titherceconomic instruments in the achieve-
ment of a desired environmental objective. Thattuim, can help reduce adjustment costs
incurred by frequent changes, which often beconwessary in the case of pricing models.
As opposed to fees and taxes, moreover, the uséiosfances places emissions trading in
closer vicinity to conventional permit schemessésng the administrative challenges in-
volved in a departure from an established prac¢ti@me authors have, however, drawn at-
tention to more critical aspects, arguing, for amete, that the assignment of a price to pollu-
tion creates the impression of a ‘right to polluaed conceals the moral implications of envi-
ronmentally detrimental behaviotirwhile also going against the principle that théluser
should pay? What is more, some of the savings offered by domisstrading are applied to-
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wards the costs of monitoring and ensuring opeamatibthe trading market, as well as the
transaction costs placed on participants. RegadiEthe debate on its merits and drawbacks,
however, emissions trading has become an estathliglagure of modern environmental poli-

cy, and, as such, needs to be adequately studigsl political and economic consequences,
and — of equal importance — with a view to its leganifications.

The first markets for transferable pollution allowas were located in the United
States, where they helped regulate air and watertipn. In 1977, for instance, the Clean Air
Act was amended to include an offset system whalegqew installations the right to com-
mence operations in certain ar€amly after the resulting emissions had been ofigeinst a
reduction in emissions by other, existing sourééa’hen an installation reduced emissions in
a permanent, enforceable and quantifiable manrewkthe baseline level mandated by law,
it qualified for an ‘emission reduction credit’ vahi can later be sold to other participants.
Central features of modern trading programmes, sisctbubbles’ and ‘banking’, were also
introduced at various stages of this offset systeaveral smaller programmes followed at the
federal, state, and local levels, including a tmgdscheme for lead in gasoline. In 1990,
another amendment of the Clean Air Act created &ketdor allowances to emit sulphur dio-
xide (SO2)*> This programme, designed to limit acid depositimas primarily directed at
large electricity generating plants. Both initi@svhave been considered a success, although
trading activity was generally lower than expeced mainly restricted to an internal transfer
of allowances within large firms.

The use of transferable emission allowances agudat®ry tool has also grown in at-
traction as an efficient strategy for the mitigatiof climate change. Since greenhouse gases
are not toxic in the conventional sense, local eotrations or ‘hot spots’ at a dangerous level
— which might otherwise result from an accumulatidrallowances in a particular region —
are unlikely to occur. On the international stagmjssions trading has been included in the
Kyoto Protocol to the United Nations Framework Cemtion on Climate Chandé&:it has
also been implemented in the European Union, amiruoonsideration in various national
jurisdictions. A description of the nature of climachange and the international climate re-
gime developed to address it follows below. Furtthewn, regional and national policy ef-
forts — notably to introduce emissions trading araate mitigation tool — will be described.

CLIMATE CHANGE AND THE INTERNATIONAL CLIMATE RE-
GIME

The ‘greenhouse effect’, describing a process bighvthe atmosphere warms our platies
based on the notion that changes in the level®déio ‘greenhouse gas&sin the atmos-
phere can substantially alter global surface teatpezs'® While variations are inherent to the
functioning of our atmosphere and closely relat®dhie natural carbon cycle, both global
mean temperatures and atmospheric levels of greselgases have been increasing over the
past centurie&’ Despite remaining uncertainties, this trend hankeescribed — at least in part
— to human activities, such as the combustion séifduels, livestock farming, and a loss of
vegetated areas due to urbanization and deforasfati

Concern over the possible scope of this greenhetiset prompted the international
community to hold a series of workshops and confege on the subjet.In 1988, a newly
established scientific body, the Intergovernmemtahel on Climate Change (IPCC), was
mandated with assessing the actual threats posetinigte changé® Despite accusations of
bias?* it has been widely recognized as the most autttimit source of scientific advice on
global warming, providing much of the factual backgnd for diplomatic negotiations on an
international response. Its latest report on thensific consensus, published in 2007, predicts
potential consequences of such warming, includimgein sea levels, shifting precipitation
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patterns, regional flooding, droughts and waterrtsiges, greater damage from extreme
weather conditions, and widespread ecosystem disrup

Citing the threats posed to society by climate geawalls for concerted international
action had already been heard long before the gatlin of this report. In 1988, for instance,
the United Nations General Assembly had declaretalwarming a ‘common concern of
mankind,?® later paving the way for formal negotiatiéhsowards a convention opened for
signature during the United Nations Conference ovirenment and Development (UNCED)
in Rio de Janeiro in 199%.The United Nations Framework Convention on Climatenge
(UNFCCC), which entered into force on 21 March 19%s since been ratified by 189 states,
affording it one of the broadest memberships ofiatgrnational agreemeff.

As so often in environmental diplomacy, howeverprsf participation invariably
translated into substantive commitments that —daeunbject to the condition of unanimous
consert’ — proved everything but stringefitFollowing a recent pattern found in other multi-
lateral environmental agreements (MEAS}he UNFCCC establishes a sophisticated frame-
work of institutions and procedures, deferring Humption of more detailed obligations to
subsequent protocols or amendméntRather than calling for quantified emissions reduc
tions, therefore, the UNFCCC declares its ‘ultimabgective’ to be ‘stabilization of green-
house gas concentrations in the atmosphere aehtlet would prevent dangerous anthropo-
genic interference with the climate systethAs the wording already suggests, the legal bear-
ing of this provision is highly uncertain, incitiragiggestions that it might not even be a com-
mitment, but only a declarative statem&hScientific uncertainty and political dissension
have, to date, stood in the path of internatiomasisensus on a threshold for ‘dangerous an-
thropogenic interferencé”

A set of principles guides the achievement of ttgective, including, notably, the
principle of common, but differentiated responsiigi, the precautionary principle, the right
to sustainable development, and the need to prifteatlimate system for future generations,
all while heeding the circumstances of developiagntries and the requirements of a ‘sup-
portive and open international economic systéhiritroducing strong considerations of eg-
uity and distributional justice, these principlesripeate the climate regime, acknowledging
the different contribution of industrialized andvet®ping countries to global warmirfgthey
also account for the uneven distribution of its atis, which are likely to be most severe in
developing countries, where poverty, a weak inftecstire, and a degraded natural resource
base all lead to high vulnerability and also lesbencapacity for adaptation. Accordingly, the
international community agreed to confront climelt@nge on a differentiated basis, assign-
ing different levels of commitment to different tes

All signatories are required to establish natigmalgrammes outlining mitigation and
adaptation measures, cooperate in research, eslueatd the development of clean technolo-
gies, and compile and publish national greenhoaseimyentoried® While these general re-
guirements are already subject to differing moaifor developed and developing countries,
a number of additional commitments apply solelyhe industrialized countries listed in an
annex to the conventiofi. These obligations include, notably, the adoptibsuitable policies
and measures to limit emissions as well as pr@edtenhance removal by sinks, a duty to
provide ‘new and additional financial resourcestwver the costs of compliance by develop-
ing countries and to assist particularly vulneratadantries, and, most controversially, a quan-
tified — but not legally binding — aim of returniggeenhouse gas emissions to 1990 levels by
the year 2006°

Another important function of the UNFCCC has alyghden mentioned earlier, nota-
bly the creation of an institutional framework tamitor implementation of its provisions,
channel information and cooperation, and promogerégotiation of further commitments.
An annual Conference of the Parties (COP) is vesitddthe authority to review operation of
the convention and to ‘make, within its mandate, decisions necessary to promote’ its ef-
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fective implementatiofi* Recurrent monitoring and administration taskscaeied out by a
Secretariaf? and more detailed aspects of implementation arhiic and technical advice
are addressed by two subsidiary bodfesnd finally, a Financial Mechanism, currently oper
ated by the Global Environment Facility (GED), pd®s financial resources on a grant or
concessional basis, including for the transfeeohnhology**

THE KYOTO PROTOCOLAND ITS FLEXIBILITY MECHANISMS

THE PATH TO KYOTO

Signatories of the UNFCCC convened in Berlin in 3,9%r the first session of the Confer-
ence of the Parties to adopt a series of decistatsorating on the foregoing commitments.
While this seemed to validate the approach chosemvadopting a framework convention, it
also reflected an awareness that the substantjgreenents contained therein were not suffi-
cient to address the challenges of climate cha@pearged with reviewing the adequacy of
commitments entered by developed counffigbe Conference of the Parties adopted a deci-
sion — later known as the ‘Berlin Mandate’ — opgnannew round of negotiations on ‘a pro-
tocol or another legal instrument’ with the aimseftting quantified emission limitation and
reduction objectives (QUELRO$JA Ministerial Declaratioff issued during the second Con-
ference of the Parties one year later in Genevarsed a distressing report on the science of
global warmind®® thereby imparting added urgency upon the negotigtrocess and calling
for a binding protocol on emissions reductions imit defined timeliné®

Building on this momentum, negotiations continuathwhe aim of presenting a draft
protocol to the third Conference of the Partiesichwvas to meet in Kyoto in 1997. A highly
contentious negotiation process followed, pittinffedent coalitions of states with ardently
held views and countervailing interests againshesher’® Reconciling the various positions
only succeeded after an arduous marathon of catsuis and reluctant concessions from
each side, setting the tone for future climate sitmrithe unanimously adopted outcome, the
Kyoto ProtocoP* marked the birth of a sophisticated regime builtoquantitative reduction
commitments for developed countries, as well agtaot highly innovative market instru-
ments — the ‘flexibility mechanisms’ — to meet thebligations?

Rather than amending the parent convention, thedpootocol is a separate instru-
ment under international law, requiring ratificatiby its signatories to enter into forteA
Buenos Aires Plan of ActiGhadopted at the fourth Conference of the Partid@uienos Aires
was meant to finalize the text of the Kyoto Protp@aving the way for ratification by its
signatories. Various setbacks, however, notablynduthe sixth Conference of the Parties,
held at The Hague in 2000, coupled with a rejectbrthe Kyoto Protocol by the United
States in 2001, threatened to derail the multiédtelimate process. Despite this diplomatic
stalemate, the sixth session of the ConferencheoPtirties resumed in Bonn in 2001, culmi-
nating in the adoption of the Bonn Agreem#&a, political arrangement on core elements of
the Buenos Aires Plan of Action.

With some of the most contentious issues therebtgived, the seventh Conference of
the Parties, meeting in Marrakesh that same yess,iwa position to settle remaining techni-
cal issues with a set of detailed rules, proceduaad guidelines known as the Marrakesh
Accords®’ Central features of the climate regime had thenhmit in place, limiting the next
two sessions of the Conference of the Parties, inelew Delhi and Milan, to the delibera-
tion of secondary questions. Still outstanding, éeev, was a sufficient number of ratifica-
tions to prompt the entry into force of the Kyotm#®col. Given the withdrawal of the United
States, only a ratification by Russia would engheethreshold specified in the Protocol itself
was met. After much hesitation and political bangsg rumoured to be conditional on sub-
stantial concession& the Russian government finally submitted its iedifion instrument to
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the UNFCCC Secretariat on 18 November 2004, segtini@ entrance into force of the Kyoto
Protocol on 16 February 2005.

THE KYOTO PROTOCOL
An ambitious and also highly problematic documéhg Kyoto Protocol contains twenty-
eight articles and two annexes, and frequenthesetin subsequent decisions by the Confer-
ence of the Parties for elaboration and specificatSustaining the differentiation of com-
mitments for industrialized and developing courstrig sets forth a number of substantive
requirements for developed countridsncluding a detailed list of policies and measures
(PAMSs) these may adopt,and also defines general obligations for all parto the Proto-
col.®* Additional provisions contain a definition of tesrused in the protoc6f,guidance on
financial aspect®® an assignment of institutional roles to the bodisgblished under the
parent convention, including designation of a so@dody, the ‘Conference of the Parties
serving as the meeting of the Parti¥sand rules on compliance procedures and the settle-
ment of dispute®® With a view to facilitating compliance with thelmtantive requirements
of the Kyoto Protocol, it also outlines broad arehgral guidance on a set of market incen-
tives, the flexibility mechanisnf§. It is rounded off by several provisions relatirgy its
amendment, entry into force, voting, reservatiars] withdrawaf” The annexes list green-
house gases and sectors covered by the protoooklbas quantified emission limitation and
reduction commitments for specified industrializedintries>®

These legally binding commitments are at the cérb@® Kyoto Protocol, imposed on
the same developed nations — Annex | parties edist the parent convention and requiring
them to individually or jointly ensure that theinthropogenic greenhouse gas emissions do
not exceed the specified amounts ‘with a view wuoing their overall emissions of such
gases by at least 5 per cent below 1990 levelsdrcommitment period 2008 to 20£2.In
its annexes, the Kyoto Protocol goes on to deflmeohute limit values for a basket of green-
house gases, expressed in a percentage of basemyisaions, to be met over the first com-
mitment period from 2008 to 2012. Ranging from dution of eight percent for the Euro-
pean Union to an increase of ten percent for lagl#mese commitments will be calculated
against an historical baseline set at 1990, alth@agintries in transition to a market economy
may select an alternative base y@aBequestration from certain land use, land usegghan
and forestry activities (LULUCF) may be counted &wds compliance with the mitigation
commitments! By 2005, parties were required to ‘have made destnable progress’ in
achieving their commitments under the Kyoto Prokd¢o

THE KYOTO MECHANISMS

Background

Aside from the policies and measures mentionedeeaparties may choose to meet their
mitigation commitments with a set of flexibility miganisms defined in the Kyoto Protocol.
Of these mechanisms, also referred to simply asiy@o Mechanisms,’ international emis-
sions trading (IET) is based on a market for tréel@mission allowances, whereas the other
two — Joint Implementation (JI) and the Clean Depgient Mechanism (CDM) — involve
credits awarded for mitigation projectsLargely adopted in response to pressure from indus
trialized powers and against occasional resistdrwa developing nation§, these mecha-
nisms were included in the Kyoto Protocol to alloempliance with mitigation commitments
in countries with low marginal abatement costs.e@ithat atmospheric levels of greenhouse
gases will decline regardless of where reductiartsiig with dangerous concentrations or ‘hot
spots’ of greenhouse gases — which are not toxtbenconventional sense — virtually ruled



out, the gap between abatement costs in advancewmies and in developing countfies
can be exploited to lower the overall costs of gaition measures. By providing an ongoing
incentive to reduce emissions, the flexibility macisms may also encourage competition
and the development of more efficient technolo§ieblitigation projects, moreover, can
serve as a vehicle for foreign investment, advarneeknologies, and employment opportuni-
ties.

Their inclusion in the Kyoto Protocol is, thus, regentative of a general trend in envi-
ronmental law, where growing concern for the efidy of policy measures has resulted in
conventional performance targets being increasimibplaced by more flexible and less
costly economic incentiveéé.Market mechanisms and the resulting assignmeat mwice to
greenhouse gas emissions have, however, also dréwism for creating the impression of a
‘right to emit’, perpetuating current inequalitiasd concealing the moral implications of en-
vironmentally detrimental behavio(ft while also going against the principle that théyser
should pay?® Developing countries have repeatedly voiced thdiy no means unjustifiét—
concern that industrialised nations would rapidlget the ‘low hanging fruit’ and leave devel-
oping countries with less domestic options for cbamgze with future mitigation commit-
ments. And from an environmental perspective, tteeace of a central enforcement body at
the international level invites doubt as to whethléparties will meet the challenges incurred
by mechanisms involving sophisticated methodologras$ necessitating administrative effort,
would prove too taxing for governments and encoaifegudulent transactions.

A contentious point in negotiations, moreover, tedao whether use of the flexibility
mechanisms should be limited. If industrialisedorad were able to achieve all their required
emissions reductions abroad, so critics argued, thight have no incentive to undergo do-
mestic climate change mitigation efforts. This idifft issue, known under the heading of
‘supplementarity,’ split parties into factions. TBaropean Union and its Member States have
generally favoured placing a limit on the amountrefuctions that may be accomplished
abroad to meet national mitigation commitments. Unéed States, Australia, Japan and oth-
ers, in turn, have contended that limits to the afsthis mechanism would be economically
disadvantageou. The latter ultimately prevailed, and the Marrakesttords contain no
guantitative limits on the use of the flexibilityethanisms to meet commitments. Parties are,
however, required to provide information demonstgathat their use of the mechanisms is
‘supplemental to domestic action’, and domestiégied and measures must constitute ‘a sig-
nificant element’ of efforts to meet commitmeffs.

All three flexibility mechanisms involve cooperatidetween parties to the Kyoto
Protocol, and are based on the notion of tradatde @ some extent, bankable carbon units
that may be counted towards compliance with miiigatommitment§® Use of the flexibil-
ity mechanisms is voluntary, but conditional onoptssticated set of rules and methodolo-
gies. To be eligible, states must have, first ardrfiost, ratified the Kyoto Protoclindus-
trialized nations seeking to meet their mitigatmymmmitments are also required to calculate
their assigned amounts pursuant to specified atitmumodalities®™ by 1 January 2007,
moreover, they must have established a nation&msyfor the estimation of anthropogenic
greenhouse gas emissions by sources and removalisksy® and submitted a report docu-
menting the calculation of assigned amounts andodstrating their capacity to monitor,
track and record transactions and land use, laacthiange and forestry activiti&sln order
to ensure ‘the accurate accounting of the issuamadijng, transfer, acquisition, cancellation
and retirement’ of carbon units, these partiesadge required to establish a national registry —
essentially a standardized electronic databasstegigig various types of accoufits- and
designate an organization serving as its adminéstfaAnnual submission of accurate inven-
tories?? finally, is the ‘backboné® of the eligibility criteria and subject to a strtbreshold of
failure specified in a separate decisfdrParties failing to meet these criteria to thesat-



tion of the secretariat and expert review teamhiwia sophisticated review proc&ssay be
subject to several sanctions, including exclusiomfthe use of the flexibility mechanisms.

International Emissions Trading

International emissions trading, or, more aptlyg tneation of a global market for assigned
amount units, is based on a strategy of quantttymimg® and enables parties to purchase or
sell carbon units at the respective market pricmadling the opportunity costs of pollution as
determined by the forces of demand and supply.oflg initial calculation of assigned
amounts, thus, the distribution of carbon uniteefsto market forces. If a party is able to re-
duce greenhouse gas emissions at fairly low dosi|lihave an incentive to do so and sell the
excess units to other parties. Those with higheabant costs, in turn, can opt for the acquisi-
tion of further carbon units and thereby increds®rtown assigned amount, for instance to
accommodate growth in economic activity. In the,emdenever the market price of carbon
units exceeds the cost of emissions reductionshauld prove beneficial to install better
abatement technologies or take other action tol@messions rather than purchase additional
units. Accordingly, as prices for units rise ingesse to growing scarcity, the demand for
them will gradually decrease.

Altogether, the Kyoto Protocol contains few detaifsthe trading scheme, leaving a
determination of the ‘relevant principles, modasti rules and guidelines, in particular for
verification, reporting and accountabilit§’to subsequent Conferences of the Parties. Such
rules have since been adopted through the Marrakesbrds]’ which address various as-
pects of the trading market, including eligibilifyarticipation, liability, and the controversial
issues of ‘hot air’ and ‘supplementarity’. Sellev#l be liable for the validity of carbon units,
with a ‘commitment period reserve’ limiting the aonmb participants may sell to ten per cent
of their respective assigned amothht.egal entities will also be allowed to participakeit
only after obtaining an authorization from theispective country of origin, and under the
responsibility of that state. On the internatiopkne, this trading scheme is clearly the most
advanced ever designed at such a scale, affortimgh visibility and the function of a para-
digm for other domestic and international efforts.

Joint Implementation and the Clean Development Mecanism

A different approach to greenhouse gas mitigatias been taken with the project mecha-
nisms of the Kyoto Protocol, JI and the CDM. Rattem allowing for a mere relocation of
assigned units between states, these flexibilitgharisms are based on actual reductions
through mitigation projects. The major differencstviieen these two mechanisms relates to
the host country of the proposed proj&cll applies to projects carried out in countriesclvh
have themselves entered binding mitigation commitsjeand are thus cooperative ventures
between two Annex | countries taking advantagecohemies of scale, for instance in Cen-
tral and Eastern Europe. CDM projects, on the dtlaed, involve developing nations with no
mitigation commitments as host countries, such bma; India, and Brazil. As mentioned
earlier, the respective mechanisms also issuereiftetypes of credits of different names:
credits achieved through JI projects are refemeastemission reduction units (ERUs) and are
transferred from the registry of the host countthat of the sponsoring country, whereas
emissions reduced through CDM projects incur gediemissions reductions (CERs) accred-
ited to the sponsoring nation. All units are fullyngible and may be sold and purchased on
the emissions trading markéf.

Under both mechanisms, projects must satisfy aofe'stdditionality’, demonstrating
that the emission reductions would not have takanepwithout the project. The proposed
project must result in greater emissions reductibas a ‘baseline scenario’, as credits can
only accrue for reductions beyond business-as-d&ualdditionality has been a factor of
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contention; in order to warrant the desired envmmental effects of a project, the issue of
credits has to depend on real, measurable, ariddadimate benefits calculated by compar-
ing the baseline scenario to the forecast emissigtisthe project. The accuracy of this base-
line scenario is contentious, however, as it ingslpredicting future energy consumption
patterns, fuel prices, and energy policies — alWbich presupposes highly subjective assump-
tions°? As both the investing party and the host countand to profit from a designated
project, moreover, a strong incentive follows teerstate the actual reductions achieved by
any given project. With the CDM, in particular, whiinvolves projects in developing coun-
tries without binding commitments of their oW, this creates a risk of lenience or even
fraud: host countries will seek to improve theitradtiveness for investment, perhaps even
foregoing the adoption of environmental standaadsrisure a more appealing baseline, and
sponsoring countries want to maximize their remmnnvestment.

In response to these challenges, the project eyctensisting of the preparation, appli-
cation, approval and monitoring of projects — f@N projects than that is stricter for JI. The
institution in charge of evaluation and certificatiprocedures is the Executive Board (EB),
an elected body of experts consisting of ten votimgmbers with ten alternates from both
Annex | and non-Annex | countries. The EB has tharity to approve proposed assessment
methodologies for reduction of greenhouse gasethese often vary by project. It also ac-
credits organizations serving as Designated OperatiEntities (DOE) for the validation and
registration of projects, including certificatiohreductions. The EB also ensures that two per
cent of the revenue from proposed projects acawedeparate fund managed by the Global
Environment Facility (GEF), which sponsors leastaleped countries in their adaptation to
the detrimental effects of climate chari§&This adaptation fund is particularly important,
given that countries expected to bear the mostreaugpacts of global warming are usually
not as attractive to potential investors in CDMjects.

The Marrakech Accords lay out the procedure fordbeelopment and approval of
CDM projects, which can have a lifespan of ten yearthree rounds of seven years. Project
participants prepare a Project Design Document (PDwhich must be approved by local
stakeholders and include a description of the enwrental benefits that the project is ex-
pected to generate, as well as potential negatipacts. A DOE then reviews this document,
providing an opportunity for comments by the pubéind may then choose to validat&ftif
validated, the proposal passes to the ExecutivedBfoa formal registration. Unless a partici-
pating party or three EB members request a reviethe project, its registration becomes
final after eight weeks.

Once a project is running, it is monitored by paptants, who prepare a report that in-
cludes an estimate of CERs generated by the pr@adtsubmit it for verification by a new
DOE to avoid conflicts of interest Following a dédd review of the project, the operational
entity will produce a verification report and cértthe emissions reductions actually meas-
ured during a specified time periGt.Unless a participating party or three EB members r
guest a review, the board instructs the CDM Regi8aiministrator to issue the CERs and
distribute them to the project participafitsBesides the aforementioned share of proceeds for
the adaptation fund, the bodies involved in thggmiocycle charge fees for their participation.
In order not to deter potential investors, smadllsgroposals may follow a simplified proce-
dure. This counts for renewable energy projecteggimg up to fiteen megawatts, or energy
saving programs that save up to fifteen gigawattrhannually®®

Given that JI projects are carried out in Anneaitigs with established infrastructures
and, to the extent these have already been es$tathlisational systems under the Kyoto Pro-
tocol, and that ERUs issued for such projects atmied against the assigned amount of the
host country, simpler procedures may apply. Ifithset country fulfils all eligibility require-
ments described earlier, it may follow the prodasswn as ‘first track’ it validates the pro-
posed project independently and manages the traotfthe respective ERUS, subtracting
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these from its own assigned amotffitif the host country does not have the institutiarea
pacity to assess the requisite emissions informatitanage the credit transfers, or compile
the reports thereof, the project must be carrigduoder the ‘second track,” in which ERUs
are accorded by a Supervisory Committee in a psosiesilar to that of the CDM:* The Su-
pervisory Committee is made up of six represengativom both Annex | and non-Annex |
countriest*® and its decisions, like those of the CDM ExecuBgard, are made by consen-
sus when possible or at least a three fourths major

MoOVING TOWARDS A PosT-2012REGIME

Following years of diplomatic stagnation, the in@ional climate regime witnessed an im-
pressive comeback in 2005. Not only did the Kyototétol finally enter into force on 16
February 2005, but, in doing so, it also allowexlgbverning body, the Conference of the
Parties serving as the Meeting of the Parties (MOH), to convene for the first time later
that year*® This summit, which was held in Montreal, Canadamf 28 November to 9 De-
cember 2005, resulted in the adoption of a widgyeanf operational details specifying the
application of the Kyoto Protocol, and culminatachimandate for negotiations on new quan-
tified emission limitation and reduction commitm&bty its signatories.

The Canadian government, which hosted the climatevst, had placed three ‘I's’ on
its agenda: Implementation, Improvement, and Intioma Against this thematic backdrop,
more than forty decisions were adopted during theference, marking it as a considerable
success in the history of these confererit&®ne of the highlights in this regard was the
adoption of the Marrakesh Accortf$,which had been forwarded as draft decisions to the
first Meeting of the Parties to the Kyoto Protocihey set out the rules, procedures and mo-
dalities for a variety of issues, including sinkse flexible mechanisms and methodological
matters.

With a view to the uncertain future of the climasgime, however, for which the
Kyoto Protocol merely frames binding commitmentsll#012, parties at Montreal adopted a
decision on the ‘consideration of commitments fabsequent periods$® Due to outspoken
resistance from a number of states, this decisoitsl itself to establishing an ‘open-ended ad
hoc working group’ charged with elaborating futeraission reduction obligations for Annex
| Parties to the Protocol. The process is to ‘begthout delay’ and must ‘aim to complete its
work as early as possible’ so as to ensure a seartansition from the first to the second
commitment period starting in 2013. At the sameetii ‘dialogue on long-term cooperative
action to address climate changéwas launched under the United Nations Frameworhk Co
vention on Climate Change, taking the form of goeio and non-binding exchange of views,
information and ideas in support of enhanced impletation of the Convention’ that ‘will
not open any negotiations leading to new commitsigft While these decisions represent
but a first step in the direction of a future climgolicy architecture, they effectively opened
a door that had previously proven nearly imposstblainlock. Unfortunately, the second
COP/MORP, held in Nairobi, Kenya, in November 2008} little to pass through that door,
with transatlantic power politics and the many g of North-South diplomatic relations
once again blocking any real progréSsAs time runs out and the urgency of a solution rap
idly grows, it remains to be seen whether Partigisdoe able to move forward on the mandate
of Montreal at the next COP/MOP, which will be heldBali, Indonesia, in December 2007.

In December of 2007, parties to the UNFCCC anditsto Protocol agreed on the
Bali Roadmap to negotiate an international clinfedenework beyond 2012. The success of
the Bali Roadmap came amidst a new assessment tgptine IPCC stating that anthropo-
genic activities contributed to drastic climate mip@ and those impacts are already occurring
and will worsen. Furthermore, the IPCC stated #fdrdable solutions to reduce such im-
pacts were currently availabl®’ The roadmap is a two part process that will codelin
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December of 2009 for the Copenhagen Climate Ch&ugderence. Notably, the roadmap
also involves the United States — the only indabed country that has not ratified the Kyoto
Protocol — as a Party to the UNFCCC, and as anradrsevithout voting rights in under the
Kyoto Protocol. A central element of the Bali Roagmthe Bali Action Plar?* includes four
main pillars: mitigation, adaptation, technologyddmance. The action plan recognizes that
cuts in emission caused by human activity shouldhleemain objective of the Convention.
Also, it recognizes that efforts by all developedimtries should be comparable. For develop-
ing countries, the Parties agreed to considerdnatly appropriate mitigation actions by de-
veloping countries in the context of sustainableetlgoment, supported and enabled by tech-
nology, financing and capacity-building, in a measle, reportable and verifiable manner.’
The shift towards verifiable agreements can be ssen significant change relative to the
situation prior to the Bali Action Plan, where tfoeus largely rested on commitments for
industrialized countries. With negotiations undex Bali Action Plan, Parties established the
‘Ad H?Z% Working Group on Long-term Cooperative Actiunder the Convention’ (AWG
LCA).

In December of 2008, Parties met in Poznan, Pdiardiscuss the half way mark to-
wards the two part process which was planned teladae in December of 2009. The meet-
ings were taken in the context of planning towdde@sember 2009. Parties were encouraged
to clarify and elaborate issues in various submorssi For example, parties to the Convention
were invited to submit their ideas and proposalshenfour pillars of the Bali Action Plan by
February 6th 2009. Little progress was made inesgiig Article 9 of the Kyoto Protocol due
to a deadlock on financing issues. As such, unvesidiopics were placed under consideration
in an agenda for future sessions. In comparis@ditcussion in Poznan was less progressive
than the results and measures in Bali. Still, leytttmne of the mid-year climate discussions in
Bonn in June 2009, draft negotiating texts wereutated that reflected the many diverging
positions submitted by parties to the UNFCCC anel iKyoto Protocol in the previous
months. Although an important starting point, thesgotiating drafts still contain mostly
‘bracketed text’, that is, alternative options ohiehh no agreement has yet been reached. Ne-
gotiators faced a challenging task to hammer aarsensus by the end of 2009.

The December of 2009 conference in Copenhagen, Bxnwas, unfortunately, not
the success Parties had been hoping for sincedig @nference in Bali. Due to a variety of
reasons, the Parties failed to create the expduteting framework for the Kyoto Protocol
beyond 2012. Overcrowding among participadhts slow pace, and resistance from several
key countries exacerbated the problems alreadydetie Parties due to unpreparedness by
the AWG LCA, who failed to produce cohesive, fizall recommendations for moving for-
ward: what they presented to the Parties washs&tdlvily bracketed and divisive. After little
progress and just two days left before the endhefconference, the Danish Prime Minister,
(chairing the conference) invited 20 heads of dtai® the highest emitting countries and the
main negotiating groups of the UNFCCC to attempgiubtogether a document among them-
selves with hopes that it would be accepted byCibeference on the last day. Unfortunately,
the resulting document was not to the satisfaadormany negotiators, and subsequently was
not adopted by the Parties.

Instead, the document’s existence was only ackriyeleé as the Copenhagen Accord,
a non-binding agreement that is more of a polititadlaratioi’* than the comprehensive plan
hoped for since Bali, lacking any strategy or timelfor achieving its vaguely stated goals.
In it, countries acknowledge that climate change&lksng place and that the average global
temperature should be prevented from rising abév€dlsius, though it does not provide a
baseline from which to measure the rise in tempesat The Accord declares that emissions
must peak as soon as possible for developed ceardrd calls for reduction commitments
from countries for 2020, yet lacks a minimum redarcthat must be made to prevent temper-
atures to rise above 2°. Developing countries Ehoreate Nationally Appropriate Mitiga-
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tion Actions (NAMAs) and voluntary actions by leasveloped countries, which will be car-
ried out with aid from developed countries throaghadaptation fund. Countries were asked
to make their own commitments to emissions reduasti@ccording to what they think is ap-
propriate, again, without a minimum commitment. diidnally, it calls for the immediate
creation of a REDD+ scheme and pledges from deedl@ountries to support the program.
To fund REDD+, NAMAs and least developed countpdens, an adaptation fund is to be
created by Developed countries to provide this laydogether providing $30 billion annually
for the next few years, rising to $100 billion aafly by 2020. So far, commitments have
only totaled $23 billion.

OTHER FORA FOR DISCUSSIONS ON THEFUTURE CLIMATE CHANGE REGIME

G8 Summit

The Group of Eight (G8) is a forum for governmeotsight nations of the northern hemis-
phere: Canada, France, Germany, ltaly, Japan, &us& United Kingdom and the United
States. The G8 convenes an annual summit wheres lnéatate and their respective govern-
ment officials convene for a round of discussionswatters of relevance. Previous G8 sum-
mits have prioritized the importance of addressihignate change. In 2005, the former UK
Prime Minister Tony Blair made climate change oh&ée main topics for the G8 summit he
hosted in Gleneagles. However, in 2006, Russiadddaiipon discussion energy security and
sidelined the discussion of global warming. In 20B8@érmany under Chancellor Angela Mer-
kel put climate change in the centre of attent@uaring that time, the G8 recognized the im-
portance of the findings in the latest IPCC replort2008, the Japanese Presidency followed
suit, emphasizing a need for improved technology erpressing determination to reach
agreement on the goal of reducing global greenhgaseemissions by at least 50% by 2050
under the United Nations climate negotiations.uly 2009, the G8 — along with other major
industrial countries — met in L’Aquila, Italy. Dumg these discussions, the G8 agreed on cut-
ting carbon emissions by 80% by 2050, and limigshgpbal warming to 2°C compared to pre-
industrial levels. However, the G8 failed to coroanother developing countries to accept
targets to cut emissions levels to 50% by 205QidSrpointed to the lack of interim measures
to meet such targets.

Major Economies Forum

The Major Economies Forum on Energy and Climate fMi&as launched by United States
President Barack Obama in March 2009, buildinghenNlajor Economies Meetings (MEM)
which his predecessor, President George W. Bugh,rhiiated. Current Secretary of State
Hillary Clinton has stated that the MEF is planriedrovide ‘a vehicle to help us get pre-
pared to be successful’ in Copenhadf@nThe creation of the MEF shows keen interest by
the current administration to move towards climatange issues directed at the global level.
The fora are geared towards dialogue between deseland developing countries in prepara-
tion for a successful outcome at the December WNate change conference in Copenhagen.
Since its inception in March 2009, three prepasas@ssions have taken place in the United
States, France and Mexico. During the preparatesgiens, climate change mitigation, tar-
gets and obstacles have been under discussion.rétesttly, during the G8 summit, the MEF
also convened its fourth preparatory session. 8iml the outcomes of the G8 summit meet-
ings, developed and developing countries couldcoate to an agreement on taking legally
binding concerted measures towards tackling sucsuares.

United Nations Secretary General, General Assembignd Security Council
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UN Secretary General Ban Ki-Moon has advocatechdesl for substantial progress towards
international climate protection stating that tlmmsequences of inaction will be far greater
than the cost of action taken now. Similarly, 8exretary General has frequently stressed the
importance of action and to point out the lack ctian from world leaders. Before the 2007
Bali conference, Ban Ki-Moon invited leaders tocdiss climate change in order to ensure a
stronger context preceding the Bali Convention. iy, it is expected that Ban Ki-Moon
will use an opportunity to invite world leaders September 2009, before the opening of the
General Assembly session, to address the importahcémate change and to address the
upcoming climate change deal in Copenhagén.

The General Assembly during its'%ession also voiced concerns over the impacts
of climate change. Consequently, the General Asbepdssed several notable resolutions
that solely dealt with climate change and its emwinental and security impacts. As such, the
General Assembly conferred with the Security Cduoci matters of adverse effects of cli-
mate change and its consequences on sectfitgimilar opinions have been voiced by the
Security Council. In April 2007, the Security Coureeld an open discussion on the possible
consequences of climate change for internationalrgg. Still, in terms of tangible policy
outcomes, these various processes have had adimmfect.

EUROPEAN CLIMATE PoLICY AND THE EU EMISSIONS
TRADING SCHEME (EU ETS)

CLIMATE PoLicY IN EUROPE —PAST AND PRESENT

On 31 May 2002, the European Union assumed a Iglaigeposition in the stalling climate
process by ratifying the Kyoto Protocol togethettvits Member State$® Within the overall
reduction targets set out by the Protocol foriitst tommitment period, the European Union
bound itself to an average reduction of greenhgases by eight per cent, distributed among
its Member States through an elaborate burdenmghagreement. Using the option to meet
commitments jointly under the Kyoto Protocdi,the contributions of each Member State
were thus differentiated under a European ‘bubtdedccount for domestic conditions in the
respective Member States, such as their expecté&dgroaconomic growth, their energy mix
and the structure of their industrial sector. Aligb less ambitious than originally intended,
reduction obligations for several Member Statesewadill substantially more stringent than
the international average, as is evident from #&ehse of twenty-eight per cent set for Lux-
embourg, twenty-one per cent for Germany and Dekniairteen per cent for Austria and
12.5 per cent for the United Kingdofi!.A number of states, in turn, will be allowed to in
crease their emissions, including Portugal, leadvity twenty-seven per cent, Greece, with
twenty-five per cent, and Spain, with fifteen pent This approach helped the European Un-
ion accommodate varying levels of commitment amitsfylember States while still present-
ing a common position at international negotiations

To meet these commitments, the European Union tzagndup a broad strategy in the
field of climate change. Already prior to ratificat of the Kyoto Protocol, the Commission
had proposed a strategy to limit carbon dioxidessions and improve energy efficiency in
19923 and used its fifth Environment Action Programmestablish climate change as one
of seven ‘themes’ for Community environmental pgliwith central objectives and types of
action for numerous sectar&. A number of legislative acts were adopted in tlaeay includ-
ing measures on energy efficiency aadewable energy sourcEs energy taxatior>* fund-
ing and promotion schemé&$, voluntary agreements with industrf,and a decision on the
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monitoring of greenhouse gas emissibtisResponding to the lack of success in achieving
greenhouse gas reductions, the Commission publish&édiropean Climate Change Pro-
gramme (ECCP§® with the overall objective of identifying and démging ‘all those ele-
ments of a European Climate Change strategy teateressary for the implementation of the
Kyoto Protocol.**® To this end, it contains a list of ‘proposed Commmand Co-ordinated
Policies and Measures on Climate Chatifjgor various sectors. It also calls for the estab-
lishment of different bodies, including working gms composed of representatives of the
Commission, the Member States, and various staélel®l The sixth Environment Action
Programme, which lays down the blueprint of envinental policy for the next decade, has
taken up climate change as a priority area of acigentifying short- and long-term strategy
objectives and drafting a policy approach with widiial actions:**

On 9 February 2005, the European Commission ad@t@immunication setting out
the future path of climate policies in the Européimon and announcing a second phase of
the European Climate Change Programme (EC®Mhis document was drafted in response
to a request of the European Council at its Mar@b42meeting for ‘a cost benefit analysis
which takes account both of environmental and cditiveness considerations’, as prepara-
tion for a discussion on ‘medium and longer termission reduction strategies, including
targets.**® On the basis of an analysis undertaken by the dssion, the communication
recommended a number of elements which should bleded in future climate change
strategies of the European Union and form partsofiégotiating position during international
consultations on the future of the climate regiinehis regard, it identifies a number of chal-
lenges which the Community must face: the ‘Clim@teallenge’, the ‘Participation Chal-
lenge’, the ‘Innovation Challenge’ and the ‘Adapiat Challenge.” The communication is
accompanied by a working document setting out eatgr detail the scientific evidence and
scenarios drawn upon for the communicatith.

Citing the goal of limiting temperature increasesatmaximum of 2°C, the communi-
cation specifies a range of proposals designedrtctare future negotiations on an interna-
tional climate regime for the period after 2012,entthe first commitment period under the
Kyoto Protocol expires. In particular, it emphasizhe importance of including the United
States, which rejected the Protocol in 2001, andrgimg economies, such as Brazil, India, or
China, which are rapidly becoming the main emit@rgreenhouse gases, but are not cur-
rently bound by any quantified emissions limitateamd reduction obligations in accordance
with the principle of common but differentiated pessibilities. Accordingly, the communi-
cation recommends that the Community strategy aibr@ader international participation in
reducing emissions, with the European Union comigto lead multilateral efforts to address
climate change, but identifying incentives for atiheajor emitters to take on binding com-
mitments™*° It also suggest including additional sectors, bigtaviation, maritime transport
and forestry, which are significantly contributita rising greenhouse gas concentrations in
the atmosphere.

The communication also suggests policies to inereagrgy efficiency and security of
energy supply in the Community, including an insee& research funding, and the develop-
ment of new climate-friendly technologies. To tkisd, the Commission recommends a re-
newed initiative for innovation in the European @mibased on ‘push’ and ‘pull’ incentives
so as to ensure the development and adoption ofcheate-friendly technologies and deci-
sions on long-term investments into the energyspart and building infrastructuté&® Flexi-
ble, market-based instruments such as emissiatisgrahould continue serving the reduction
of greenhouse gas emissions. And finally, recoggizhe inevitability of a certain degree of
global warming, the Commission recommends adopsmitable adaptation policies in the
European Union and globally, requiring greater kéfdo identify vulnerabilities and to im-
plement measures to increase resiliefi€aVith a view to these strategic priorities, the eom
munication recommends accelerated implementatioexadting policies that reduce emis-
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sions and which foster new technologies, raisingliptawareness, more focused research,
and increased cooperation with third countt&sAll this should ultimately culminate in a
new phase of the European Climate Change Prografimi¢h a view to reviewing progress
and identifying further options for cost-effectigmission reductions.

THE EUROPEAN EMISSIONS TRADING SCHEME (ETS)

One of the measures envisaged by the European €li@@ange Programme and the sixth
Environment Action Programme was a directive onssions trading with greenhouse gas
allowances. An increased use of economic and fiscantives had already been suggested
by the Commission at an earlier date, with tradgelenits identified as a viable tool requir-
ing additional study>® The adoption of the Kyoto Protocol, along withadlure to secure the
necessary backing for fiscal incentives in the gyesector, led to renewed interest in emis-
sions trading as a means of lowering greenhousemasions>* and prompted the Commis-
sion to endorse the creation of an ‘internal trgdiagime’ by 2005 as ‘invaluable practical
experience’ for the expected international regiiiét also drew attention to the challenges of
monitoring and certification, both important fornepliance with the trading rulés® A fur-
ther communication, issued one year later, devateentire section to emissions trading, rec-
ommending a wide consultation with all stakehold®srshe basis of a Green Paper and draw-
ing attention to difficulties that may arise froimetscope of participation and tensions with
existing policy measurés? A remarkable shift had taken place: whereas thef&an Union
had notoriously opposed emissions trading in thgotiations for the Kyoto Protocol, the
need to achieve greenhouse gas reductions at Istves@ntually led it to embrace new
mechanisms on the European scate.

After a lengthy process of negotiations with stakdars on the basis of preparatory
documents?® the Parliament and Council adopted a directiveearissions trading with
greenhouse gas allowandésThe main feature of this directive, which enteirtd force on
25 October 2003 lies in the establishment of a regulatory framdwior trade in green-
house gas allowancé® with detailed provisions on the administrativeaagements and pro-
cedures. As with most community policies, implenaéioh of the directive has been largely
left to the Member Staté&’ Accordingly, these are required to ensure adequeation of
the permit procedure and trading scheme, inclugergfication, enforcement, and yearly re-
ports to the Commissiofi* They have also been required to designate comipeoeles and
maintain the registries accounting for the issuapossession, transfer and cancellation of
allowances®? Their most difficult task, however, was arguabitg development of National
Allocation Plans determining the overall quantitydadistribution of allowances. Still, the
Commission retained important powers, includingiglestion of the Central Administrator
and approval of changes to the scope of participatf More significantly, it is charged with
endorsing the National Allocation Plans as wellcesifying and elaborating the allocation
criteria® Not surprisingly, implementation of the emissidrasling directive has been a de-
manding challenge for all Member States: in an eogdented act of the European Union, the
emissions trading scheme established an entirelymarket for greenhouse gas allowances
at very short notice. The following sections wil} to illustrate the main elements of the di-
rective as well as some of the main challengesdfdiethe European Community and its
Member States in implementing the trading system.

Scope and Objective

According to its first Article, the directive estmhes a scheme for greenhouse gas emission
allowance trading within the Community ‘in order poomote reductions of greenhouse gas
emissions in a cost-effective and economicallycedfit manner**®> The trading system envi-
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sioned by the directive is essentially based om follars: national emission allocation plans,
a system of individual permits, a mechanism to nosr@ompliance and impose penalties, and
a market for emissions trading between the pagtoig entities. Starting on 1 January 2005,
no installation may engage in the activities listeén annex unless its operator holds a per-
mit issued by a competent authority in the procedipecified by the directiVd® Covered
activities include combustion installations, mineyt refineries and coke ovens, the produc-
tion and processing of ferrous metals, the mingrddistry, and the production of pulp and
paper, with threshold values for most listed ati#ei'®’ Due to the inclusion of combustion
plants with a specified thermal input, such as cpoes, furnaces, or boilers, many sectors
which are otherwise excluded from the scope offirective are required to participate. From
the six greenhouse gases mentioned in the Kyotm&ul only CO2 has been initially cov-
ered’®® Despite repeated calls for wider coverage dutfreglegislative process, the narrow
scope was upheld with a view to simplifying theialioperation of the trading system and the
monitoring of compliance. As a result of intensbldging, however, Member States may de-
cide to include activities below the specified aapalimits and, at a later stage, add entirely
new activities, installations and greenhouse gasbject to approval by the Commissigh.
Likewise, Member States may apply for temporarylesion of certain installations during
the first trading period, provided such installascachieve a comparable environmental per-
formance!’® Installations in the same sector may also forpoa and meet their obligations
jointly through a trustee, again subject to Comiunisspprovaf-’*

Emissions Permits and Allowances

When applying for a greenhouse gas emissions peopgtrators have to submit a description
of the installation and its activities, the tecltogyl and raw materials used, other emission
sources, and measures planned to monitor and repussions.’? A permit is granted if the
authority is satisfied that the operator is capablmonitoring and reporting emissions. Each
permit may cover one or more installations on e site, and sets out reporting and moni-
toring requirements, including conditions for thethod and frequency of monitoring. Since
monitoring and reporting are vital for an effectimgeration of the trading scheme, the Com-
mission adopted a separate decision with more lddtgjuidance on 20 January 2003,
Changes in the nature or functioning of an instialteor the identity of an operator have to be
notified to the issuing authority, which will uslyalipdate the permit accordingty’ Permit
conditions and procedures are to be coordinateth wérmits granted under Directive
96/61/EC"® concerning Integrated Pollution Prevention and t@br(IPPC)}"® An amend-
ment of that directive should further ensure thatemission limit values be included for di-
rect emissions of greenhouse gases, and gives MeBtates the option to lift any require-
ments relating to energy efficiency for installasoparticipating in emissions trading. What is
more, each permit contains an annual obligaticgutoender allowances in an

amount covering the emissions reported and verftiethe previous calendar yedf.Allow-
ances constitute the amount of greenhouse gadesrtlhastallation is authorized to emit into
the atmosphere over a given period of tiffelhey are distributed among participants by way
of a national allocation plan (NAP), in which Memli&tates specify the overall quantity of
emission allowances and the allocation criteriagach allocation period® The allocation
method differs for the first trading period and sedpuent periods. For the trial period begin-
ning on 1 January 2005 and ending on 31 Deceml#f, 2Q least 95 per cent of allowances
were to be allocated free of charge. This figurepged to 90 per cent for the period from
2008 to 2012% Additionally, the allocation plans need to be lohse objective and transpa-
rent criteria, including those listed in an annesthte directive®® Since the wording of these
criteria is fairly general, the Commission presdrdedocument with additional guidance for
their application on 7 January 2084 .These guidelines have been formulated to avoid dis
crimination and ensure compliance with internatiomaluction targets, although they still
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leave considerable discretion to Member States vasanding on the overall burden placed
on participants and the rules of allocati8filn the end, the

environmental success of emissions trading depeand® small measure on the allocation
process.

After their adoption, the plans have to be published notified to the Commission
and all the other Member States. They are thenideresl within a committee composed of
representatives of the Member States and chaireal fiepresentative of the Commisst&h.
All in all, this process is governed by an unuspétyht schedule: for the initial trial period,
the plans had to be published and notified by 3tcM2004% For all later periods, the clos-
ing date for publication and notification elaps@&months before the beginning of the rele-
vant period. Within three months of notificatiohetCommission may fully or partially reject
a plan on the basis that it is incompatible witk dhiteria listed in the directivV&® Once ap-
proved, however, allocation plans serve as a Wasithe allocation to individual operators,
which occurs in form of a decision taken by the NtemStated®’ For the first period, this
decision was due by 30 September 2004; for subségeeiods, the decision has to be taken
at least 12 months before the beginning of thevegleperiod®® The actual issue of allow-
ances occurs separately and on an annual badistheicorresponding share of overall allow-
ances issued by 28 February of each year. Allovsaape only valid for emissions during the
period for which they are issued, although Memb@teS will have the option, and later a
duty, to replace any unused allowances in theviotlg period'®® By 30 April of each year,
operators have to surrender allowances for theegieg year in order to meet the require-
ment set out in the emissions permit. Such allowarare then subject to cancellation by the
Member States and can no longer be Ug&df. an operator fails to surrender a sufficient
amount of allowances, a penalty of € 40 (2005-2G0W) € 100 (2008-2012) is imposed for
each unaccounted ton of CO2 emitted by that opetdt®ayment of the penalty does not
release the operator from the obligation he infohgproviding an additional incentive to re-
duce emissions or purchase further allowancesddiitian, the names of operators who are in
breach of their duty to surrender allowances atgighed by the Member Stat&%.

Allowances are hence a central feature of the twcallowing for control of overall
emissions by attaching a tradable certificate ttheanitted ton of CO2. As a new category of
financial asset, they also represent the startoigtpf trading markets. Surplus allowances
can be sold to other operators within the Commuieitgating an incentive for emissions re-
ductions below the allocated limit. Participantshanigh abatement costs, in turn, will choose
to purchase additional allowances, thereby lowetimg economic burden of compliance.
Adequate operation of the market is warranted leyMember States, which ensure that al-
lowances can be transferred and are recognizedghout the Community?® Transactions
may occur between any natural or legal personsiwite Community and, under certain
conditions, with persons in third countri€§ To increase the diversity of compliance options
and improve the liquidity of the market, the Comsios submitted a proposal for a directive
linking emission credits from project activities tinird countries with the European trading
schemé®® The proposed directive establishes conditiongterrecognition of emissions re-
ductions achieved through projects eligible undex Kyoto Protocol, thereby promoting
technology transfer to industrialized and develgmaountries.

Registries and Accounts

A functioning market requires accurate accountifithe issue, holding, transfer, and cancel-
lation of allowances. For this purpose, each Mendiate is under an obligation to establish a
registry system in the form of electronic databasesking the allowances held by all partic-
ipants to whom and from whom allowances are issremansferred® Public access to the
accounts in this registry ensure the transparehtdyeomarket, although the details of transac-
tions remain privaté’’ As an additional safeguard, the European Comnmigsis designated
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a Central Administrator to maintain an independsarisaction log for the issue, transfer, and
cancellation of allowances, identifying irregulae# and communicating these to the affected
Member State§’® Additional rules for the establishment and opierabf national registries
are included in a regulatidii’ As Article 1 specifies, the regulation ‘lays dogeneral provi-
sions, functional and technical specifications apeérational and maintenance requirements
concerning the standardized and secured registygem,’” which is made up of registries in
the form of standardized electronic databases wotihmon data elements. It also contains
details of the independent transaction log of thwopean Community, and provides for
communication with the future transaction log ekshled under the United Nations Frame-
work Convention on Climate Chand®.

Each Member State and the Commission were requiregstablish registries in the
form of a standardized electronic database by 30eB®er 2004°* As an option, Member
States or the Commission may establish, operateranatain their registry together with one
or more other Member States or the Community asselidated registrie$® For the pur-
poses of allocation, transfer, and cancellatiolowances are kept in accounts maintained by
these registries. Each allowance thus becomeseaitraic unit identified by a distinctive
serial number. The regulation distinguishes betwkenm different categories of account,
namely party accounts for the individual Membert&afrom which allowances are trans-
ferred to the operator holding accounts of paréiti installations, person holding accounts
for other participants, and retirement or candelfaiccounts for surrendered allowant®s.
Transactions can occur between any operator copérsiding account, and are not subject to

a fee?

Emissions Trading and National Allocation 2005-2007

The national allocation of allowances in the enoissitrading scheme has been aptly de-
scribed by the Commission as ‘striking a balandsvéen the theoretically desirable and the
practically feasible®”® It requires each Member State to distribute isnnces according to

a convoluted set of rules and recommendati®hspnsidering the interests of stakeholders
while at the same time ensuring that national redacommitments for greenhouse gases are
met. Allocation is thus at the very core of theding market, as it determines whether the
scheme will result in any substantial greenhousergductions. Member States were required
to draft and publish the National Allocation Plamsglining the initial distribution of allow-
ances by 31 March 2034’ Only five Member States were able to meet thisitiea®’®

The Commission finalised its review of a first sétplans on 7 July 2004, accepting
the plans of Denmark, Ireland, the Netherlandsy&i@, and Sweden, and partially rejecting
the plans of Austria, Germany, and the United KorgdA second set of allocation plans was
assessed by 20 October 2004, with unconditionaicaapof the plans submitted by Belgium,
Estonia, Latvia, Luxembourg, the Slovak Republid &ortugal, and conditional acceptance
of the plans from Finland and Frarf@The plans of Cyprus, Hungary, Lithuania, and Malta
were accepted by the end of December, as was thaishp plan subject to technical
change$!° By May 2005, almost five months after the onsethef trading scheme, the plans
of the Czech Republic, Poland and Italy were apgdotinally followed by the Greek plan on
20 June 2005 Altogether, the Commission approved the allocatir®,57 billion allow-
ances to more than 11.400 installations.

With a view to widely divergent national reductioammitments and the principle of
subsidiarity, however, Member States have beennligit a substantial degree of freedom to
allocate the quantities of allowances they deenessary. On the domestic level, therefore,
allocation had to make provision for national pelscin the areas of energy and climate
change, the regulatory framework governing econauitvity, and individual rights afforded
to stakeholders. On the European scale, allocalemisions proved highly sensitive because
they affect basic freedoms in the internal marketh as the right of establishmétftand
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may impinge on fundamental rights, such as thedfreeof occupation and property rights.

In any case, the allocation process had to engal ¢reatment between participants in emis-
sions trading and other stakeholders, betweeniegigiants and new market entrants, be-
tween polluting firms and those that have taketyesation in environmental protection.

Allocation may also affect competition and tradeasrns, both of which are the heart
of the internal market and are thus particularlinetable. After all, allocation is essentially a
distribution of wealth, exerting a profound impact the activities it covers. With a view to
the possibility of competitive distortions, theaalation criteria set down in the directive rule
out discrimination between companies or sectoesway unduly favouring certain activities,
and affirm the applicability of state aid rulesatiocation decision§** As the Commission
clarified, national allocation plans ‘will constitustate aid’ and will therefore ‘have to be
notified to the Commission for assessment undee st rules?'® Different approaches to
national allocation may affect competition betweewered sectors and the remaining areas
of the economy, between the covered sectors theesdletween individual operators in one
or more Member States, and between incumbentsamcdntrants. Accordingly, the directive
itself calls for particular attention to the obsamee of state aid rulé&® That is a strong af-
firmation that the allocation to individual operet®r sectors may not constitute aid that dis-
torts — or threatens to distort — competition taatent contrary to the common interest.

It has remained unclear, however, when the allonatf allowances would be consid-
ered a violation of state aid rules. While not $ipeadly addressing the allocation of emission
allowances, the guidelines on environmental aidmtad by the Commission may provide an
indication on situations where state aid may beandgd as ‘necessary to ensure environ-
mental protection and sustainable development withh@ving disproportionate effects on
competition and economic growth’ and therefore compatible with the internal markes:
ciding on the national emissions trading schemmdhiced earlier by the United Kingdom,
for instance, the Commission already consideredrée allocation of allowances an advan-
tage that ‘distorts competition between compangesl therefore constitutes state aid, but is
‘compatible with Article 87 (3) (c) of the EC Trgabecause ‘the scheme makes a valuable
contribution to the Community environmental poliaile not adversely affecting trading
conditions to an extent contrary to the commonrése=*® A similar approach was employed
in the assessment of national allocation plans utidedirective. As the Commission clarified
in a letter issued to the Member States on 17 Ma@gd¥, a violation of state aid rules was
only likely in the event of excess allocation, dlo@ation of more than 95 per cent of allow-
ances free of charge, and provision for the ban&frajlowance$™

Political considerations led some Member Statesetertheless favour certain areas
of the economy over others, for instance by ref@psntire sectors from participation in the
trading scheme. Likewise, they have shown a tendemeset lenient reduction goals for cer-
tain sectors, and it already appears that they lair be negligent in their enforceméftt.
Unsurprisingly, therefore, the Commission requieedumber of amendments in the notified
allocation plans. With the reasons provided in ed&tision, the Commission identified those
aspects of a plan which violated the allocatioteda, and set out guidance for compliance
with the directive. A prime cause of rejection vexsessive allocation, assumed whenever the
achievement of international reduction commitmepipeared uncertafi* Of the originally
notified plans, several provided for an overly Bmumber of allowances. And while many
violations had already been resolved prior to reztifon following individual consultations
with the Commission, in the end, fourteen of thenty-five plans formally submitted by the
Member States were not unconditionally approved eessult of excess allocation, illustrating
the willingness of a majority of states to risk leiion of the allocation criteria and state aid
rules to circumvent their mitigation commitmefs.
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L INKAGES TO INTERNATIONAL TRADING SCHEMES:

THE ‘L INKING DIRECTIVE’

An international dimension was added to the emmssioading scheme in Europe by way of
an amendment directive — known as the ‘Linking Blire’**® — which accommodates the
project mechanisms of the Kyoto Protocol, JI arel@DM. Because the legal framework for
project mechanisms had not yet been establishéteadhternational level when the original
directive was drafted, the latter merely includeterence to the ‘use of credits from project
mechanisms’ as an issue to consider in the revieits mperatiorr* and stated that a link
between the project mechanisms and the tradingnssheas ‘desirable and important to
achieve the goals of both reducing global greenb@as emissions and increasing the cost-
effective functioning of the Community schen¥&.It continued by affirming that emission
credits from the project mechanisms would be rezagh‘subject to provisions adopted by
the European Parliament and the Council on a padfaan the Commissiort thereby cre-
ating a mandate for the adoption of the Linkingeiive.

Accordingly, in July 2003, the Commission submitee®roposal for a Directive link-
ing these project mechanisms to the emissionsnigadirective’”” After the European Parlia-
ment approved the Proposal on 20 April 2004 wittessl amendments regarding the scope
and timetablé&?® the Council adopted it at its first reading onS@ptember 2004. The swift
agreement between Parliament and the Council standsrked contrast to the legislative
process for the original emissions trading diregtiwhich spanned roughly four years, and
reflects a sense of urgency among decision makelsssen the economic impact of emis-
sions trading on European industry. As a resudt,Liimking Directive entered into force with
its publication in the Official Journal on 13 Novieer 2004. Member States had twelve
months from that date, or until 13 November 20@5intplement the laws, regulations, and
administrative provisions necessary to transposéilective into national legislation.

The Linking Directive is expected to provide a dgesaliversity of compliance options
for participants in the emissions trading schenegteb liquidity of the market, and therefore
lowered costs$? At the same time, the demand for projects in otloeintries should rise, ac-
celerating the transfer of technology and knowleidgeeveloping and newly industrialized
countries. Nevertheless, as with the debate onlsmgmtarity under the Kyoto Protocol,
many stakeholders have called for a precedenceroésdtic action over emissions reductions
abroad, pointing to the historically higher emissidevels in industrialized countries and an
ensuing moral responsibilitf° Also, concern has been voiced that the conversfienedits
achieved abroad could lessen the environmentalfiteoéthe trading scheme in the Euro-
pean Union, and that the expected decline in mamkegs for CQ allowances might discour-
age technological advances. Therefore, a centredeza during the legislative process was
whether to limit the number of credits introducedhe emissions trading scheme, thereby
ensuring that reduction projects remain supplenmémi@domestic action.

With an outright restriction abandoned early in pineparatory stage, the Commission
proposal merely imposed a review process whenéeecdnversion rate reached six per cent
of the overall quantity of allocated allowanceshivitthe Community>" In the final version
of the Linking Directive, however, even this revipwocess has been omitted due to concern
that potential investors might be discouraged.

In the end, Member States are left with a wide saaffliscretion regarding the level
of conversion from credits to allowances. Essegtigtherefore, the Linking Directive limits
itself to establishing how project activities candpplied towards the obligations under the
emissions trading scheme, setting out conversi@s i@nd additional procedures. To achieve
this, it amends the emissions trading directivealbgring current provisions and inserting new
substantive articles, notably Articles 11a and Hditional definitions are included to clar-
ify relevant terminology, such as ‘project activjt project approved in accordance with the
international rules set out by the Kyoto Protoaad subsequent decisions, and the different

19



types of reduction units recognized under the epmisstrading directivé®? These include
ERUs for JI projects and CERs from CDM projects.

The first substantive provision newly introducetbithe emissions trading directive,
Article 11(a), establishes the conversion ratefoject credits, and outlines various limita-
tions on the fulfilment of reduction obligationsahgh project mechanism&’ Under this
provision, Member States may allow operators toanedits from project activities up to a
certain percentage of the allowances allotted ¢th @astallation, a percentage which needs to
be specified in the National Allocation Plan stagtivith the second trading period in 2008.
These are then added to the allowances alreadynasisio that operator under the respective
allocation plan. The responsibility for issuing nallowances lies with the Member States.

CERs from projects carried out under the CDM magaaly be used during the first
trading period starting on 1 January 2005, wheEids from Jl projects can only be con-
verted from 2008 onwartd? This early start for the recognition of CERSs Wikely serve as a
crucial impetus for the CDM, greatly increasingenast on the side of both investors and host
countries. Conversion of project credits occuraame-to-one basis, with each credit held by
the operator resulting in the issue and immediateeader of one allowance in the emissions
trading schemé&® Exceptions apply for credits generated by nudagitities and land use,
land-use change, and forestry activities, whichexx@uded from conversicfi® While the
wording on nuclear projects is less clear, opetimegguestion if certain activities should be
permissible in accordance with international rdfé¢and use, land-use change, and forestry
projects are categorically excluded due to thediffies of converting essentially temporary
reductions’®

Article 1(2) of the Linking Directive, which inserfArticle 11(b) into the Emissions
Trading Directive, requires Member States to tdkaexessary measures to ensure that base-
lines for project activities in accession countgesply with the standards of EC environ-
mental law. Moreover, to prevent double countingmiissions reductions, no CER and ERU
credits may be issued for activities within insgtins already participating in the emissions
trading schemé& For a limited period of time, however, projectigities which, directly or
indirectly, reduce emissions from an installatiathvn the scope of emissions trading can
result in credits, provided certain conditions mret>*° If the reductions occur at the installa-
tion itself, an equal number of allowances haset@dncelled by the operator of that installa-
tion2*! If in turn, the reductions benefiting the insaitbn take place in another Member
State, an equal number of allowances has to beetaddrom the national registry of that
Member Staté** Altogether, responsibility for the fulfilment afifernational commitments
remains with the Member Stat&s.

Given the attraction of hydroelectric power prodoretfor emission reduction projects,
an additional requirement has been included irLthking Directive to limit environmental
damage resulting from the construction of large slafxccordingly, hydroelectric project with
a generating capacity exceeding 20 megawatts loas@nbply with international criteria and
guidelines, notably with those elaborated by thel#/6ommission on Dams (WCB§?

Finally, the Linking Directive introduces severaw procedural requirements, includ-
ing access to information and reporting. Henceisilats relating to the allocation of allow-
ances, information on project activities, and erissreports are to be made available to the
public pursuant to existing legislatiéft. A new provision commits Member States and the
Commission to support capacity-building measuregeweloping countries and countries
with economies in transition, so as to ensure thgstainable development and the effective-
ness of project mechanistf§.When reviewing the application of the emissioaslimg direc-
tive,*’ the Commission has to give consideration to théasand environmental impacts of
project mechanisms on host countries, the capacitging measures taken, the approval
procedures used by Member States, and a futurensigueof the scope of eligible projeéfs.

In their national allocation plans, Member Statestalso indicate their intention to use pro-
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ject credits and the percentage to which eachliastan may acquire and use them. Every
two years, moreover, they must indicate the extemthich domestic action contributed to
their emissions reductior’$’ Further amendments adapt the wording of the earisgirading
directive to the foregoing alterations and newlyaduced provisions.

As stated earlier, the Linking Directive marks arportant step in promoting the
Kyoto Protocol and its project mechanismRsor to the adoption of the Directive, interest in
the project mechanisms was low, particularly ampoigntial investors. By combining an
absolute cap on emissions with the possibilityde credits from the project mechanisms,
however, the Linking Directive will provide a st@mcentive for participants in the emis-
sions trading scheme to embrace this opportunityefduced compliance caSf Neverthe-
less, the criticism launched against the Emissioaging Directive by environmental protec-
tion groups, in particular, cannot be entirely dssed. Indeed, with no quantitative limit de-
fined for the recognition of project credits, thesalute cap established by the emissions trad-
ing system can be compromised by the introductianaverly large number of reduction
units from foreign projects. To some extent, moezpa lowered price for emission allow-
ances in the trading market will inevitably undammthe ability of the emissions trading
scheme to affect human behaviour, and thus al@nitsonmental effectiveness. And finally,
reduction projects abroad can only be as effe@s/similar action at home if the rules for the
CDM and Jl really ensure a genuine and lastingrcatissions beyond a baseline scenario,
something many observers doubt. Still, by redutigeconomic burden on participants, it
can help foster greater acceptance of Europeam@ipolicy. And what is more, with its ex-
panded geographical scope encompassing climatmdmiyond the political borders of the
European Community, the Linking Directive mightnereate improved negotiating condi-
tions for the further development of internatiodl@inate change arrangements.

CLIMATE PoLicY IN THE UNITED STATES

The United States has been a party actively engagéie climate negotiations ever since
creation of the UNFCCC in 1992. With the rejectafrithe Kyoto Protocol in 2001, however,
the United States — which originally proposed mkey elements of the Protocol — the federal
administration of President George W. Bush reliexsthy on voluntary policies and technol-
ogy-focused initiatives to address climate chaigndatory greenhouse gas mitigation poli-
cies were therefore pursued at the level of indialdstates or regions within the US, where
several emissions trading systems have been implesher proposed. Under the new admin-
istration and democratic majority in Congress, ghespects for adoption of mandatory mar-
ket-based policies at the federal level have imgdoagain. The following sections describe
recent efforts to adopt relevant climate legislati the federal level, and also detail state and
regional plans toward emissions reductions.

FEDERAL LEVEL

Popular support for governmental regulation of gheeise gas emissions has fluctuated con-
siderably in the United States in recent yearsy@hith American beliefs about the causes
and seriousness of climate change. A downward tigmdcurring in the number of people
who believe that global warming is anthropogenid armo see it as a serious issue. At the
time of writing, the most recent poll of United &= citizens concerning attitudes toward cli-
mate change revealed that 57% of Americans be@ileal temperatures are rising only 37%
believe it is due to human activiti€s.Only 39% of Americans support the creation of a ma
jor energy bill and 40% oppose?f down from a strong majority expressing ‘support fo
legislation to require the reduction of greenhogases’ just three years agd.This trend
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added to domestic concerns about the economy, dfotvhich have overshadowed the cli-
mate debate in Congress. The fact that 42% believgovernment cannot reduce the impacts
of climate change, 40% of Americans fear that enate bill would hurt the economy and
56% of those polled would not be willing to pay man additional taxes as part of a climate
bill make the passage of a climate bill difficudtdttain.

The division is reflected in the rocky history dafeampts at creating US climate legisla-
tion. Several legislative proposals have been ntadeerning binding reduction targets, the
most symbolic of which effectively ‘overrode’ thefamous Byrd-Hagel Resolution of
1997%*n July 2005, a new Senate Resolution called famgEess to:

enact a comprehensive and effective national progod mandatory, market-based
limits and incentives on emissions of greenhouseg#hat slow, stop, and reverse the
growth of such emissions at a rate and in a mathadr

(1) will not significantly harm the United Statesoeomy; and

(2) will encourage comparable action by other metithat are major trading partners
and key contributors to global emissiGns.

Passage of that resolution followed the defeathef 40-called Climate Stewardship Act, a
proposal for an emissions cap-and-trade systenemgtsrs John McCain and Joe Lieberman.
The plan, backed by many environmental groups, dvbalve used greenhouse gas emissions
levels in 2000 as a target for 2010, setting ugleme for emissions credits; the credits
would have been traded among emitters with nolougs. This effort failed by a vote of 60-
38, but occurred during consideration of the muebaded Energy Policy Act that had been
stalled so long it could not be drawn out.

A number of legislative proposals were considendabth houses of Congress thereaf-
ter, although none garnered sufficient supporinsuee passage by the legislative body. Mo-
mentum for climate legislation improved with theléeal elections in November 2008, which
extended the democratic majorities in the Senalal@House of Representatives, and also
saw a democratic candidate ascend to the offitkeolPresidency. President Barack Obama
had already campaigned on a platform that idedtiéeergy and climate policy as central
priorities, and highlighted the economic benefitalternative energy technologies as well as
the importance of energy independence.

American Clean Energy and Security Act (ACES)

In June 2009, the House passed the American Claargi and Security Act (ACES) by a
vote of 219 to 212. The bill is the first to defime@ndatory near-, medium, and long-term re-
duction targets for greenhouse gases, and to @deidan emissions trading system as the
central policy for achievement of emissions redaudi As such, the bill establishes caps that
would regulate overall GHG emissions to 3% below=2@vels by 2012, 17% below 2005
levels by 2020, and 83% below 2005 levels in 2880.

The proposed bill would introduce requirementsréarewable energy for utilities, in-
centives for carbon sequestration, and fundingfodies on relevant issues of energy and the
environment. Energy efficiency incentives are givenbuildings and homes and provisions
in the bill allow for an expansion of green job oppnities. In the initial years, 15% of the
allowances are auctioned through ACES. This peaggnis set to increase till 70 % by 2030.
Due to concerns over rising prices for utilitieensumers will are protected of rising costs
and lower income families are eligible for refunabash credit. Emission allowances are
provided for large industries that are energy isite® oil refineries and merchant coal gene-
rators away from carbon based fuels. The overdlievgenerated from the allowances would
be largely geared towards protection of consun@nfrising prices and support for techno-
logic advancement. The allowance values generateddwbe allocated towards states to in-
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stitute State Energy and Environmental Developn{8BED) that is geared towards promo-
tion of energy efficiency and renewable energy paots. Besides the allowance allocation
towards SEED, provisions are planned for advaneetucle technology, emissions reduction
through prevention of deforestation in developirmgirdries and emissions reduction from
agriculture and forestry related sources in theddhBtates.

According to the bill, carbon market oversight wablde carried out by the Federal
Regulatory Commission. In terms of offsets, 2 oillitons of emission credits can be ac-
quired. Of the 2 billion tons, half must stem frammestic offsetting and the other from in-
ternational sources. Under certain circumstangespu.5 billion tons can be acquired from
international projects. Cost containment measureide unlimited banking, two year com-
pliance period which would allow borrowing a yearaidvance. The bill also allows for states
to impose tougher regulations with the exceptiothef cap-and-trade program. Similarly, in
recognition of prior state activity holders of allances issued by California, the Western
Climate Initiative (WCI) or the Regional GreenhouSas Initiative (RGGI) can exchange
these state allowances for federal allowances. Merystate trading programs would have to
be put on hold from 2012 to 2017 for the federaktam to get started.

American Power Act (APA)

After several months of closed door tri-partisagot&@tions, a month-long delay in its release
and the loss of a Republican sponsor, the Senlategsawaited counterpart bill to the Wax-
man-Markey ACES bill was finally released by Sematdohn Kerry and Joseph Lieberman
on 12 May 2010. Unlike previous Congressionakkaltldressing climate change, the Ameri-
can Power Act is designed with industry in mind aémaugh negotiations with leaders from
large emitting industries, including such majorustties as oil, mining and the utilities sec-
tor, as well as special interest groups from rdtirelitary officials to environmentalists. The
resulting bill has aspects meant to appeal to & watige of Americans, from environmental-
ists to industrialists. It sets national goalsdarission reductions leading to 2050 and creates
a national emissions trading scheme, with differatgs for different industries.

The emissions reduction goals are in-line withsklent Obama’s goal of 17% reduc-
tions of 2005 levels by 2020, then 42% by 2030 &3fth by 2050. The regulations on indus-
trial emissions are very favourable for industrgsigned to ease industry into the trading sys-
tem in order to address concerns by many Ameriti@atsany attempt to regulate greenhouse
gas emissions would harm the economy. To achl@sedmission caps will be set for differ-
ent sectors; to address industry concerns aboudlifparity of emissions inherent to some
industries. The power producers would be the fostome under regulations, manufacturers
would not face restrictions for an additional seays, and local distributors of electric and
natural gas utilities will receive free allowandbsough 2029. To win over consumers, ap-
proximately one-third of revenue from the sale ldv@ances will be returned to consumers as
rebates, the other two-thirds would go to defieluction. The price of allowances will be
highly regulated, with a cap of $25 dollars, adpdistor inflation.

Some aspects meant to appeal to industry almossayfar for some environmental-
ists, as several elements of the bill represenea Isackwards in environmental policy. The
bill would pre-empt regulations already in placettsg state and local government level, in-
cluding the young but increasingly successful ReglioGreenhouse Gas Initiative in the
North-East as well as any state laws pushing forenaggressive reductions. It additionally
confirms Obama’s plan to open new areas of thenfidaDcean to offshore drilling, though
aspects of this are being tweaked as a result & BBrizon oil rig disaster in the Gulf of
Mexico. With mixed appeal to both industry and iemvmentalists, the American Power Act
faces an uphill battle to passage, though it Ismtissible that it may pass before the end of
the legislative period and the mid-term electiandlovember 2010.
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ADMINISTRATION

U.S. government reluctance to regulate greenhoasesgon the federal level during the pre-
vious administration sparked a string of judiciabgeedings. State governments, in coopera-
tion with environmental groups, initiated lawsugigainst power companies regarding carbon
emissions, and against federal agencies for negietd regulate these emissions. Largely a
symbolic act, such cases were meant to draw aiteidi the federal government’s neglect of
environmental issue. One such case, which cameedtie Washington, D.C. Circuit Court
requested the Federal Environmental Protection ég€BEPA) to regulate greenhouse gas
emissions from new motor vehicles and engines utfeeiClean Air Act>’ argued green-
house gases are air pollutants that significantiytribute to global climate chang¥. Al-
though it was denied in 2063’ the case has been petitioned for review sevenalsti In 2005
the case was introduced Bfassachusetts v. EPA’ in which the three-judge panel was
staunchly divided and issued three separate opnibhe petition was denied and the Peti-
tioners appealet’ In 2006, the case went to the Supreme Court, ahet’s first pronounce-
ment on climate change. By a vote of 5-4, the Cheld that: (1) Massachusetts had standing
to sue, (2) Section 202 of the Clean Air Act auittes EPA to regulate emissions from new
motor vehicles on the basis of their possible der@ange impacts, and (3) Section 202 does
not authorize the EPA to inject policy considerationt®iits decision whether to so regulate.
Section 202 (a) (1) of the Clean Air Act states:

The [EPA] Administrator shall by regulation prege&i(and from time to time re-
vise) in accordance with the provisions of thistieeg standards applicable to the
emissions of any air pollutant from any class @ssés of new motor vehicles or
new motor engines, which in his judgment causecatribute to, air pollution

which may reasonably be anticipated to endangediqlialth or welfare. 22

The Supreme Court’s decision led the EPA to adaptradangerment finding, but also drew
attention to the fact that the authority for suelesping regulatory power should lie ‘in the
halls of Congress, not a federal courthod8&Thus, pressure is all the more strongly directed
toward Congress to enact binding emissions redut¢timets for the United States. However,
the current administration has indicated plansgulate emissions through executive powers
of the EPA if the legislative branch fails to act.response, the EPA has proposed a national
system for reporting emissions of GHGs under theaity of the Clean Air Act. The new
reporting requirements would apply to supplieréostil fuel and industrial chemicals, manu-
facturers of motor vehicles and engines, as welhage direct emitters of greenhouse gases
with emissions equal to or greater than a thresbbitb0,000 metric tons per year. The direct
emission sources covered under the reporting rexpeint would include energy intensive
sectors such as cement production, iron and steduption, electricity generation. In April
of 2010, the EPA’s plan for regulating greenhouaseg under the endangerment finding has
been sent to the White House for review.

VOLUNTARY [NITIATIVES

Despite the lack of federal climate legislatiomeaognisable progression towards national
emissions reduction targets is occurring acrossdb@try. American businesses — particular-
ly the energy sector — are acutely aware of foraigth international climate change mitigation
policies. At the business level, a voluntary mateaes established itself in the form of the
Chicago Climate Exchange (CCX), an emissions tgaghogram that was sold to the Inter-
continental Exchange, who also owns the compartyoierates the European Climate Ex-
change, in May 2010. The self-regulated exchasglesigned and governed by its members,
who make legally binding commitments to reducertbaiissions by predetermined amounts
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according to a baseline and thus expect to hawaeleantage over their competitors when
such commitments become mandatory. Competitiveradgas arising therefrom are also
seen as furthering the position of United Statesriass in global markets.

INITIATIVES AT THE STATE LEVEL

These federal efforts have been preceded by aveadtive toward binding reduction targets
on the state and regional level in the U.S. dutitggprevious administration. Comprehensive
state plans to set targets for emissions reductiane been adopted by several states. Each
has a different target and method of categorismgs&ons, which is frustrating for energy
suppliers that span different states and therdfave to comply with differing reduction goals
and regulations. New Jersey was one of the eastasts to take action on climate change
when in 1998 it announced plans to reduce greemhgas emissions to 3.5 percent below
1990 levels by 2005. In October of that year tla¢esgovernment classified carbon dioxide as
an air contaminant. In California, Governor Arn@dhwarzenegger signed an executive or-
der in June 2005, setting greenhouse gas emistogets requiring California to reduce to
2000 emissions levels by 2010, 1990 levels by 2684,eighty percent below 1990 by 2050.
As a result, California passed the California Glolvarming Solution Act of 2006 (AB 32).
The comprehensive state-wide act requires thatfd@aila’'s GHG emissions be reduced to
1990 levels by 2020, reflecting a roughly 25% rduncunder business as usual estimates.
The California Air Resources Board, under the ©atifa Environmental Protection Agency,
is to prepare plans to achieve the objectives dtatehe Act, and has been mandated with
developing a market-based reduction program.

Apart from all of these individual efforts, ninentio-eastern states have launched a re-
gional emissions trading system somewhat resemidieg European emissions trading
scheme: the Regional Greenhouse Gas Initiative (lR@Gs to reduce the collective GO
emissions of the northeast United States by estdbl a cap for participating states and al-
lowing trading of emissions credits among their poyroducers. On 20 December 2005,
seven of the states that had been developing thensx signed a Memorandum of Under-
standing (MOU) committing them to translate its\psns into their respective state energy
laws. The MOU mandates that these states will IsgtabCO, from the region’s power plants
at current levels in the period from 2009 to tretstf 2015, followed by a ten per cent reduc-
tion by 2019. The program is implemented througlestegulations, based on a RGGI Model
Rule, which are linked through allowance recipnacdRegulated power plants can use a CO2
allowance issued by any of the ten participatirjest to demonstrate compliance with the
state program governing their facility. Taken téget the ten individual state programs func-
tion as a single regional compliance market foboaremissions. In late 2008, the first auc-
tions of RGGI allowances were held, with prices @iowance in the range of $3.

Similar to the efforts carried out by RGGI, the Migstern Greenhouse Gas Reduction
Accord and the Western Climate Initiative (WCI) aeggional initiatives that have been
launched in the absence of federal climate reguiatThe Midwestern Greenhouse Gas Re-
duction Accord is a regional agreement signed iwvddaber 2007 by six Midwestern state
governors and the Premier of one Canadian prowimgeduce greenhouse gas emissions to
combat climate change. At the time of writing, tevernors are reviewing the recommenda-
tions from the Midwestern Greenhouse Gas Reduddiorord Advisory Group, who will
provide their input for the next steps of the Act8f Similarly, WCI partners includes six
Western states (the states of Utah and Arizonaveththemselves from the Initiative, Wash-
ington and Montana have announced they will notdaely to take part, but are still part of
the Initiative) and four Canadian provinces. Org#ést, 2007, the WCI set a goal of reducing
greenhouse gas emissions by 15% from 2005 leve20D§.
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CLIMATE POLICY IN THE ASIA-PACIFIC REGION:
AUSTRALIA , NEW ZEALAND AND JAPAN

Australia has the highest per capita greenhouseegassions in the world, and to address
this, the Australian government has set a goabwkling emissions up to 25% from 2000
levels by 2020, to be achieved through a varietgrograms and initiatives. The Carbon Pol-
lution Reduction Scheme is a proposed cap-and-tnaaldet on carbon emissions that has
been finalized, but has yet to be implemented.2DApril 2010, the Australian Prime Minis-
ter announced that the scheme’s introduction waeldlelayed until after the first commit-
ment period of the Kyoto Protocol ends and theraase clarity on what commitments major
economies, such as the United States, China and Wwalld be making. Additionally, the
Australian government has created numerous progthatspromote clean technology and
encourage energy efficiency among citizens. Théeshas already invested $5 billion in
clean technology development and its commerciatinaand is planning an additional $4.5
billion for finding new ways to use national naturasources to create cleaner energy and
new jobs. There are numerous programs to pronmreegg efficiency in different sectors of
the economy, such as efficiency in buildings, mantufring processes, rebates to homeown-
ers who make costly improvements and $1.3 billionreésearch and development in more
efficient cars. They also are educating busineasdsworkers in efficiency and sustainabil-
ity.

On 1 July 2010, New Zealand began implementingwa emissions trading system.
Originally conceived in 2008, several amendmentg&haeen made since its creation. All
sectors of the economy are affected by the sydrem, the miners who supply coal that will
be burned, to the manufacturers consuming the gnerghe physical sources of emissions.
During the first period (2010-2012), emissions jaieed at a fixed cost of NZ$25 per tonne
CO,. Additional credits are given to forest landownerisose forests were planted before
1990, which are either traded to other pollutersworendered as forests are harvested. After
just one week in practice, New Zealanders are @yreaporting higher electricity, oil and
airfare costs. Environmentalists say the schentlerwt do nearly enough to reduce emis-
sions and are calling for its suspension in favafua carbon tax.

Japan is the world’s fifth largest carbon emitteabsolute terms. Japan has set a goal
of reducing its greenhouse gas emissions by 25% 890 levels by 2020, and so far has
largely relied on voluntary commitments from indiest and corporations to reduce emissions
without legislation. However, Environment Ministehiro Kamoshita announced that if the
country is in danger of not meeting its Kyoto go#lsvill take stricter actions to reduce emis-
sions, such as introducing a carbon tax. The &mgagovernment hopes to have a compre-
hensive climate bill in place by November 2010 asag of documenting climate action prior
to COP-16 in Mexico. The envisioned bill will hatlgee main goals: establishing a domestic
emissions trading system, introducing environmetaaés, and expanding the feed-in tariff
program to promote renewable energy source. fispla be in line with the goal of 25% re-
ductions in emissions from 1990 by 2020, and aorenisure that 10% of the Japanese energy
supply is sourced from renewables. At the timeoifing, the Japanese parliament is discuss-
ing how to address nuclear energy, improve traiapon infrastructure, and set aside fund-
ing for research and development of new technotoge well as improved environmental
education through the bill.
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CONCLUSIONS

As the foregoing comparison has shown, implemenntaif market-based solutions to climate
policy is currently fully underway at the interratal, regional and national plane, although it
has also met with a number of political and othallenges. Similar challenges are also like-
ly to arise in emerging and developing countrieplementing sophisticated and far reaching
emissions trading systems, starting with the cpeadif suitable administrative structures. Dif-
ferences will arise from different levels of commént to and under a future international
climate regime, and the different stages of doroestd regional policy development; states
that have moved forward with the domestic operatlisation of climate policies will find it
easier to overcome potential resistance from ddmsttkeholders, and instead face the chal
lenge of their domestic elaboration in a complexrfework of environmental rules and other
norms. Clearly, however, emissions trading has luesmignated the instrument of choice to
implement climate mitigation efforts around thelggpand participants in the resulting carbon
market stand to benefit from a number of opportesit
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DOCUMENTS

UNITED NATIONS FRAMEWORK CONVENTION ON CLIMATE CHANGE

(UNFCCC)
New York, 9 May 1992, in force 21 March 1994, I8fernational Legal Material§1992), 849.

The Parties to this Convention,
Acknowledging that change in the Earth's climate and its adveifeets are a common concern of humankind,

Concernedthat human activities have been substantially asiregy the atmospheric concentrations of green-
house gases, that these increases enhance thel ga@nhouse effect, and that this will resulawarage in an
additional warming of the Earth's surface and aphese and may adversely affect natural ecosystechdra-
mankind,

Noting that the largest share of historical and currenbgl emissions of greenhouse gases has originated i
developed countries, that per capita emission®uldping countries are still relatively low andithhe share
of global emissions originating in developing caig# will grow to meet their social and developmeeeds,

Aware of the role and importance in terrestrial and namtosystems of sinks and reservoirs of greenhouse
gases,

Noting that there are many uncertainties in predictionsliofate change, particularly with regard to thmitig,
magnitude and regional patterns thereof,

Acknowledging that the global nature of climate change callstli@r widest possible cooperation by all coun-
tries and their participation in an effective aqgbropriate international response, in accordandke tlieir com-
mon but differentiated responsibilities and respeatapabilities and their social and economic dios,

Recalling the pertinent provisions of the Declaration of t@ited Nations Conference on the Human Environ-
ment, adopted at Stockholm on 16 June 1972,

Recalling also that States have, in accordance with the &haftthe United Nations and the principles of inte
national law, the sovereign right to exploit thewn resources pursuant to their own environmentdldevel-
opmental policies, and the responsibility to engheg activities within their jurisdiction or cootrdo not cause
damage to the environment of other States or @fsabeyond the limits of national jurisdiction,

Reaffirming the principle of sovereignty of States in interoatl cooperation to address climate change,

Recognizingthat States should enact effective environmengiklation, that environmental standards, man-
agement objectives and priorities should refleet émvironmental and developmental context to wiiay
apply, and that standards applied by some countngg be inappropriate and of unwarranted economét a
social cost to other countries, in particular depéig countries,

(..)

Recognizingthat steps required to understand and addresstelichange will be environmentally, socially and
economically most effective if they are based davant scientific, technical and economic consitiers and
continually re-evaluated in the light of new fingin these areas,

Recognizingthat various actions to address climate changeébegustified economically in their own right and
can also help in solving other environmental protde

Recognizingalso the need for developed countries to take intea@ction in a flexible manner on the basis of
clear priorities, as a first step towards comprsh@&nresponse strategies at the global, nationd) ahere
agreed, regional levels that take into accoungr@enhouse gases, with due consideration of thkitive con-
tributions to the enhancement of the greenhousetff
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Recognizingfurther that low-lying and other small island caigg, countries with low-lying coastal, arid and
semi-arid areas or areas liable to floods, droaghtdesertification, and developing countries Viridigile moun-
tainous ecosystems are particularly vulnerabl&é¢cadverse effects of climate change,

Recognizingthe special difficulties of those countries, esaligideveloping countries, whose economies are
particularly dependent on fossil fuel productiose @and exportation, as a consequence of action takdimit-
ing greenhouse gas emissions,

Affirming that responses to climate change should be codedinaith social and economic development in an
integrated manner with a view to avoiding adverspdcts on the latter, taking into full account kbgitimate
priority needs of developing countries for the agkiment of sustained economic growth and the eatidic of
poverty,

Recognizingthat all countries, especially developing countriesed access to resources required to achieve
sustainable social and economic development anditharder for developing countries to progressaals that
goal, their energy consumption will need to groking into account the possibilities for achievingater en-
ergy efficiency and for controlling greenhouse gasissions in general, including through the apgbcaof

new technologies on terms which make such an agjait economically and socially beneficial,

Determinedto protect the climate system for present and éugenerations,

Have agreed as follows

Article 1
Definitions

For the purposes of this Convention:

1. “Adverse effects of climate change” means charigehe physical environment or biota resultingnircli-
mate change which have significant deleteriouscédfen the composition, resilience or productiatynatural
and managed ecosystems or on the operation of-sooitomic systems or on human health and welfare.

2. “Climate change” means a change of climate wischttributed directly or indirectly to human adty that
alters the composition of the global atmospherewahnith is in addition to natural climate variahjlibbserved
over comparable time periods.

3. “Climate system” means the totality of the atptoere, hydrosphere, biosphere and geosphere andhtee-
actions.

4. "Emissions” means the release of greenhousesgas#or their precursors into the atmosphere aspeci-
fied area and period of time.

5. “Greenhouse gases” means those gaseous contgitifehe atmosphere, both natural and anthropogerat
absorb and re-emit infrared radiation.

(.)

8. “Sink” means any process, activity or mechaniginich removes a greenhouse gas, an aerosol occarpog
of a greenhouse gas from the atmosphere.

9. “Source” means any process or activity whicleasks a greenhouse gas, an aerosol or a prectiesgresen-
house gas into the atmosphere.

Article 2
Objective

The ultimate objective of this Convention and aalated legal instruments that the Conference ofPtheies
may adopt is to achieve, in accordance with theveait provisions of the Convention, stabilizatidngoeen-
house gas concentrations in the atmosphere athtleat would prevent dangerous anthropogenic fertence
with the climate system. Such a level should beeaetd within a time-frame sufficient to allow ecetgms to
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adapt naturally to climate change, to ensure thad fproduction is not threatened and to enableaoandevel-
opment to proceed in a sustainable manner.

Article 3
Principles

In their actions to achieve the objective of then@mtion and to implement its provisions, the Rarghall be
guided, INTER ALIA, by the following:

1. The Parties should protect the climate systenthi® benefit of present and future generationsushankind,
on the basis of equity and in accordance with theinmon but differentiated responsibilities andpeetive
capabilities. Accordingly, the developed countrytiea should take the lead in combating climatengeaand
the adverse effects thereof.

2. The specific needs and special circumstancelewdloping country Parties, especially those thatparticu-
larly vulnerable to the adverse effects of climak&nge, and of those Parties, especially developimmtry
Parties, that would have to bear a disproportionpatabnormal burden under the Convention, shouldiben
full consideration.

3. The Parties should take precautionary measuremnticipate, prevent or minimize the causes ahale
change and mitigate its adverse effects. Whereetheg threats of serious or irreversible damag dd full

scientific certainty should not be used as a re&sopostponing such measures, taking into accthattpolicies
and measures to deal with climate change shoultbbeeffective so as to ensure global benefithatdwest
possible cost. To achieve this, such policies aedsures should take into account different socomemic
contexts, be comprehensive, cover all relevantcesyrsinks and reservoirs of greenhouse gasesdapdiasion,
and comprise all economic sectors. Efforts to askimdimate change may be carried out cooperatlwelinter-
ested Parties.

4. The Parties have a right to, and should, promastainable development. Policies and measung®tect the
climate system against human-induced change shmuldppropriate for the specific conditions of e&ety

and should be integrated with national developnmeogrammes, taking into account that economic agpvel
ment is essential for adopting measures to addfiesate change.

5. The Parties should cooperate to promote a stipp@nd open international economic system thatlevtead
to sustainable economic growth and developmentlifParties, particularly developing country Partidsus
enabling them better to address the problems ofaté change. Measures taken to combat climate ehamg
cluding unilateral ones, should not constitute amseof arbitrary or unjustifiable discrimination adisguised
restriction on international trade.

Article 4
Commitments

1. All Parties, taking into account their common Hifferentiated responsibilities and their speciiational and
regional development priorities, objectives andwinstances, shall:

(a) Develop, periodically update, publish and makailable to the Conference of the Parties, in atarce with
Article 12, national inventories of anthropogeniissions by sources and removals by sinks of akkiginouse
gases not controlled by the Montreal Protocol, gigsiomparable methodologies to be agreed upon b tme
ference of the Parties;

(b) Formulate, implement, publish and regularly atednational and, where appropriate, regional pnognes
containing measures to mitigate climate changedayessing anthropogenic emissions by sources andviads
by sinks of all greenhouse gases not controlledheyMontreal Protocol, and measures to facilitateqaate
adaptation to climate change;

(c) Promote and cooperate in the development, egiin and diffusion, including transfer, of tecloges,
practices and processes that control, reduce eeptranthropogenic emissions of greenhouse gadesone
trolled by the Montreal Protocol in all relevants®s, including the energy, transport, industnyriculture,
forestry and waste management sectors;
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(d) Promote sustainable management, and promote@omkrate in the conservation and enhancemeiaip-as
propriate, of sinks and reservoirs of all greenkeogases not controlled by the Montreal Protocadluiting
biomass, forests and oceans as well as othertriaitesoastal and marine ecosystems;

(e) Cooperate in preparing for adaptation to thpaats of climate change; develop and elaborateopppte
and integrated plans for coastal zone managemextér wesources and agriculture, and for the priotectnd
rehabilitation of areas, particularly in Africafedted by drought and desertification, as welllasds;

(f) Take climate change considerations into accanthe extent feasible, in their relevant so@alhnomic and
environmental policies and actions, and employ @yppate methods, for example impact assessmentsufo
lated and determined nationally, with a view to imizing adverse effects on the economy, on pulsiglth and
on the quality of the environment, of projects cgasures undertaken by them to mitigate or adaplirmte
change;

(g) Promote and cooperate in scientific, technaalgitechnical, socio-economic and other reseaygstematic
observation and development of data archives cblettehe climate system and intended to furtheruheer-
standing and to reduce or eliminate the remainingettainties regarding the causes, effects, magmiand
timing of climate change and the economic and $coiasequences of various response strategies;

(h) Promote and cooperate in the full, open andnpitoexchange of relevant scientific, technologitathnical,
socio-economic and legal information related todlmate system and climate change, and to thecnmnand
social consequences of various response strategies;

(i) Promote and cooperate in education, training pmblic awareness related to climate change andugage
the widest participation in this process, includihgt of non- governmental organizations; and

() Communicate to the Conference of the Partidsrimation related to implementation, in accordaméth
Article 12.

2. The developed country Parties and other Part@sded in Annex | commit themselves specifically pro-
vided for in the following:

(a) Each of these Parties shall adopt nationalicipsl and take corresponding measures on the tidigaf

climate change, by limiting its anthropogenic enaiss of greenhouse gases and protecting and emigaitsi
greenhouse gas sinks and reservoirs. These pcddintsneasures will demonstrate that developed deardre
taking the lead in modifying longer-term trendsaimhropogenic emissions consistent with the ohjeati the

Convention, recognizing that the return by the ehthe present decade to earlier levels of anttgepix emis-
sions of carbon dioxide and other greenhouse gastesontrolled by the Montreal Protocol would cdmntite to

such modification, and taking into account theatighces in these Parties' starting points and appes, eco-
nomic structures and resource bases, the need itdamastrong and sustainable economic growth, |alvks

technologies and other individual circumstancesyeal as the need for equitable and appropriateritutions

by each of these Parties to the global effort iiggrthat objective. These Parties may implemeah qolicies
and measures jointly with other Parties and majstesher Parties in contributing to the achievemmanthe

objective of the Convention and, in particular ttbithis subparagraph;

(b) In order to promote progress to this end, ezfcihese Parties shall communicate, within six rherdf the
entry into force of the Convention for it and pelically thereafter, and in accordance with Artit2, detailed
information on its policies and measures referethtsubparagraph (a) above, as well as on itdtiegypro-
jected anthropogenic emissions by sources and raisidy sinks of greenhouse gases not controllethey
Montreal Protocol for the period referred to in gatagraph (a), with the aim of returning individyair jointly
to their 1990 levels these anthropogenic emissidrearbon dioxide and other greenhouse gases mbtotied
by the Montreal Protocol. This information will beviewed by the Conference of the Parties, afirigs $ession
and periodically thereafter, in accordance withdet7;

(c) Calculations of emissions by sources and retsdwasinks of greenhouse gases for the purpossshyfara-
graph (b) above should take into account the begstadle scientific knowledge, including of the exdfive ca-
pacity of sinks and the respective contributionswth gases to climate change. The ConferenceedPélties
shall consider and agree on methodologies for thakrilations at its first session and review thegularly
thereafter;

(d) The Conference of the Parties shall, at itst faession, review the adequacy of subparagraptenth(b)
above. Such review shall be carried out in thetlaftthe best available scientific information aasbsessment on
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climate change and its impacts, as well as reletesttnical, social and economic information. Basacthis
review, the Conference of the Parties shall takg@miate action, which may include the adoptioranfend-
ments to the commitments in subparagraphs (a) l@nabove. The Conference of the Parties, at iss $ession,
shall also take decisions regarding criteria fontjgmplementation as indicated in subparagrapha@ve. A
second review of subparagraphs (a) and (b) sHadl pgace not later than 31 December 1998, and dftereat
regular intervals determined by the ConferencénefRarties, until the objective of the Convent®miet;

(e) Each of these Parties shall :

i) Coordinate as appropriate with other such Psgrtielevant economic and administrative instrumeleteel-
oped to achieve the objective of the Conventiod; an

(ii) Identify and periodically review its own poi&s and practices which encourage activities e lto greater
levels of anthropogenic emissions of greenhousesgast controlled by the Montreal Protocol than ltaath-
erwise occur;

(H The Conference of the Parties shall review, latgr than 31 December 1998, available informatidgth a
view to taking decisions regarding such amendmieentise lists in Annexes | and Il as may be appadpriwith
the approval of the Party concerned;

(9) Any Party not included in Annex | may, in itsstrument of ratification, acceptance, approvaaression, or
at any time thereafter, notify the Depositary tihattends to be bound by subparagraphs (a) andkbye. The
Depositary shall inform the other signatories aadiBs of any such notification.

3. The developed country Parties and other devdl&aaties included in Annex Il shall provide nevd audi-
tional financial resources to meet the agreedchdits incurred by developing country Parties in glging with
their obligations under Article 12, paragraph le¥shall also provide such financial resourceduiting for
the transfer of technology, needed by the devetppountry Parties to meet the agreed full increaleststs of
implementing measures that are covered by paradragtihis Article and that are agreed betweenelkdping
country Party and the international entity or éesitreferred to in Article 11, in accordance whhttArticle. The
implementation of these commitments shall take axtoount the need for adequacy and predictabilitthe
flow of funds and the importance of appropriatedeur sharing among the developed country Parties.

4. The developed country Parties and other devdl®aeties included in Annex Il shall also assist develop-
ing country Parties that are particularly vulneeatn the adverse effects of climate change in mgeatosts of
adaptation to those adverse effects.

5. The developed country Parties and other devdl®agties included in Annex Il shall take all pieable steps
to promote, facilitate and finance, as appropritte,transfer of, or access to, environmentallynsioi@chnolo-
gies and know-how to other Parties, particularlyad@ping country Parties, to enable them to implentae
provisions of the Convention. In this process, degeloped country Parties shall support the devedop and
enhancement of endogenous capacities and techeslofjdeveloping country Parties. Other Partiesaagéni-
zations in a position to do so may also assisadilifating the transfer of such technologies.

6. In the implementation of their commitments ungdaragraph 2 above, a certain degree of flexibdiltgll be
allowed by the Conference of the Parties to thei¢zaincluded in Annex | undergoing the processrafsition
to a market economy, in order to enhance the gphifithese Parties to address climate change,dimguwith
regard to the historical level of anthropogenic ssitins of greenhouse gases not controlled by thetrigtal
Protocol chosen as a reference.

7. The extent to which developing country Partids effectively implement their commitments undéetCon-
vention will depend on the effective implementatimn developed country Parties of their commitmantder
the Convention related to financial resources aadsfer of technology and will take fully into aced that
economic and social development and poverty ertidicare the first and overriding priorities of theveloping
country Parties.

8. In the implementation of the commitments in tAigicle, the Parties shall give full consideratitm what
actions are necessary under the Convention, ingjudctions related to funding, insurance and thesfer of
technology, to meet the specific needs and conagfrdeveloping country Parties arising from the erde ef-
fects of climate change and/or the impact of thelémentation of response measures, especially on:

(a) Small island countries;
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(b) Countries with low-lying coastal areas;

(c) Countries with arid and semi-arid areas, fa@streas and areas liable to forest decay;
(d) Countries with areas prone to natural disasters

(e) Countries with areas liable to drought and d#sation;

(f) Countries with areas of high urban atmosphgadltution;

(g) Countries with areas with fragile ecosystemsluding mountainous ecosystems;

(h) Countries whose economies are highly depenalemcome generated from the production, procesainty
export, and/or on consumption of fossil fuels assogiated energy-intensive products; and

(i) Land-locked and transit countries.
Further, the Conference of the Parties may takerastas appropriate, with respect to this pardgrap

9. The Parties shall take full account of the djizaieeds and special situations of the least dgesl countries
in their actions with regard to funding and transfetechnology.

10. The Parties shall, in accordance with Artidle thke into consideration in the implementatiorttef com-
mitments of the Convention the situation of Partsticularly developing country Parties, with romies that
are vulnerable to the adverse effects of the implgation of measures to respond to climate chafigis. ap-
plies notably to Parties with economies that aghlyi dependent on income generated from the pramhyct
processing and export, and/or consumption of fdaesils and associated energy-intensive productsoaitide
use of fossil fuels for which such Parties havéosisrdifficulties in switching to alternatives.

(..)

Avrticle 7
Conference of the Parties

1. A Conference of the Parties is hereby estaldishe

2. The Conference of the Parties, as the supremyg biothis Convention, shall keep under regulaieevthe
implementation of the Convention and any relateghllenstruments that the Conference of the Partiay
adopt, and shall make, within its mandate, thedi@cs necessary to promote the effective implentientaf the
Convention. To this end, it shall:

(a) Periodically examine the obligations of thetiearand the institutional arrangements under theveéntion,
in the light of the objective of the Conventione texperience gained in its implementation and tldugion of
scientific and technological knowledge;

(b) Promote and facilitate the exchange of inforomabn measures adopted by the Parties to addliesste
change and its effects, taking into account théedifg circumstances, responsibilities and capiadsliof the
Parties and their respective commitments unde€Ctrevention;

(c) Facilitate, at the request of two or more Rartthe coordination of measures adopted by theatdoess
climate change and its effects, taking into accthetdiffering circumstances, responsibilities angabilities of
the Parties and their respective commitments utide€onvention;

(d) Promote and guide, in accordance with the divie@and provisions of the Convention, the develeptrand
periodic refinement of comparable methodologiesydcagreed on by the Conference of the Parties; alia,
for preparing inventories of greenhouse gas emissiy sources and removals by sinks, and for etratuthe
effectiveness of measures to limit the emissiomsaarhance the removals of these gases;

(e) Assess, on the basis of all information madslable to it in accordance with the provisiongted Conven-
tion, the implementation of the Convention by tteaties, the overall effects of the measures takeayant to
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the Convention, in particular environmental, ecoimoamd social effects as well as their cumulativpacts and
the extent to which progress towards the objeafwhie Convention is being achieved;

(f) Consider and adopt regular reports on the imgletation of the Convention and ensure their pabbo;
(g) Make recommendations on any matters necessatkid implementation of the Convention;

(h) Seek to mobilize financial resources in accocgawith Article 4, paragraphs 3, 4 and 5, andchetlL1;
(i) Establish such subsidiary bodies as are deeraedssary for the implementation of the Convention;
()) Review reports submitted by its subsidiary tesdand provide guidance to them;

(k) Agree upon and adopt, by consensus, rulesadguture and financial rules for itself and for aupsidiary
bodies;

() Seek and utilize, where appropriate, the sesiand cooperation of, and information provideddmynpetent
international organizations and intergovernmental @on-governmental bodies; and

(m) Exercise such other functions as are requioedhle achievement of the objective of the Conwanés well
as all other functions assigned to it under thev@ation.

(..)

Article 8
Secretariat

1. A secretariat is hereby established.
2. The functions of the secretariat shall be:

(a) To make arrangements for sessions of the Gamder of the Parties and its subsidiary bodies ksitaol
under the Convention and to provide them with sewias required;

(b) To compile and transmit reports submitted to it

(c) To facilitate assistance to the Parties, paldity developing country Parties, on requesthi@ ¢compilation
and communication of information required in aceorce with the provisions of the Convention;

(d) To prepare reports on its activities and pretieam to the Conference of the Parties;
(e) To ensure the necessary coordination with éceegariats of other relevant international bodies;

(f) To enter, under the overall guidance of the fmmnce of the Parties, into such administrativé @mtractual
arrangements as may be required for the effecisehdrge of its functions; and

(g) To perform the other secretariat functions #jgetin the Convention and in any of its protocalsd such
other functions as may be determined by the Conferef the Parties.

3. The Conference of the Parties, at its firstisasshall designate a permanent secretariat arke maange-
ments for its functioning.

Article 9
Subsidiary Body for Scientific and TechnologicahAak

1. A subsidiary body for scientific and technolagiadvice is hereby established to provide the &wmice of
the Parties and, as appropriate, its other subgithiadies with timely information and advice onestific and
technological matters relating to the ConventionisTbody shall be open to participation by all Rarand shall
be multidisciplinary. It shall comprise governmegpresentatives competent in the relevant fieldxglertise. It
shall report regularly to the Conference of thetiBaion all aspects of its work.
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2. Under the guidance of the Conference of theidzarand drawing upon existing competent intermatidood-
ies, this body shall:

(a) Provide assessments of the state of sciektifigvledge relating to climate change and its effect
(b) Prepare scientific assessments on the effécteasures taken in the implementation of the Cotioe;

(c) Identify innovative, efficient and state-of-thet technologies and know-how and advise on thgsveand
means of promoting development and/or transfesingh technologies;

(d) Provide advice on scientific programmes, inddional cooperation in research and developmeata@lto
climate change, as well as on ways and means gistipg endogenous capacity-building in developiogn-
tries; and

(e) Respond to scientific, technological and metthogical questions that the Conference of the Eadind its
subsidiary bodies may put to the body.

3. The functions and terms of reference of thisybody be further elaborated by the Conference efthrties.

Article 10
Subsidiary Body for Implementation

1. A subsidiary body for implementation is herelsyablished to assist the Conference of the Partidse as-
sessment and review of the effective implementadiothhe Convention. This body shall be open toipigetion
by all Parties and comprise government represertatvho are experts on matters related to climadmge. It
shall report regularly to the Conference of thetiBaion all aspects of its work.

2. Under the guidance of the Conference of theid®artthis body shall:
(a) Consider the information communicated in acanog with Article 12, paragraph 1, to assess theradlv
aggregated effect of the steps taken by the Pdrtigise light of the latest scientific assessmergscerning

climate change;

(b) Consider the information communicated in acaom® with Article 12, paragraph 2, in order to ststie
Conference of the Parties in carrying out the nesiesquired by Article 4, paragraph 2(d); and

(c) Assist the Conference of the Parties, as apjatep in the preparation and implementation oflgsisions.

Article 11
Financial Mechanism

1. A mechanism for the provision of financial resms on a grant or concessional basis, includinghi® trans-
fer of technology, is hereby defined. It shall ftioe under the guidance of and be accountableg@tnference
of the Parties, which shall decide on its polic®gramme priorities and eligibility criteria réda to this Con-
vention. Its operation shall be entrusted to onmore existing international entities.

2. The financial mechanism shall have an equitahl® balanced representation of all Parties withiraaspar-
ent system of governance.

3. The Conference of the Parties and the entitgndities entrusted with the operation of the finahmecha-
nism shall agree upon arrangements to give eféeittet above paragraphs, which shall include tHeviahg:

(a) Modalities to ensure that the funded projectaddress climate change are in conformity withgbkcies,
programme priorities and eligibility criteria esliahed by the Conference of the Parties;

(b) Modalities by which a particular funding deoisimay be reconsidered in light of these poligeegramme
priorities and eligibility criteria;

(c) Provision by the entity or entities of regulaports to the Conference of the Parties on itdifgnoperations,
which is consistent with the requirement for acdability set out in paragraph 1 above; and
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(d) Determination in a predictable and identifiablanner of the amount of funding necessary andabtaifor
the implementation of this Convention and the ctiods under which that amount shall be periodicadly
viewed.

4. The Conference of the Parties shall make arrapgés to implement the above- mentioned provisatniss
first session, reviewing and taking into accoumt ithterim arrangements referred to in Article 2arggraph 3,
and shall decide whether these interim arrangensiat be maintained. Within four years thereaftiee, Con-
ference of the Parties shall review the financiathanism and take appropriate measures.

5. The developed country Parties may also provigedeveloping country Parties avail themselvesiodncial
resources related to the implementation of the @ptiwn through bilateral, regional and other matétal
channels.

(.)

Article 14
Settlement of Disputes

1. In the event of a dispute between any two orenfarties concerning the interpretation or appbcadf the
Convention, the Parties concerned shall seek ket of the dispute through negotiation or arheopeace-
ful means of their own choice.

2. When ratifying, accepting, approving or accedmghe Convention, or at any time thereafter, @yRahich is

not a regional economic integration organizatiory mhaclare in a written instrument submitted to Erepositary
that, in respect of any dispute concerning therjmétation or application of the Convention, it agoizes as
compulsory ipso facto and without special agreemantlation to any Party accepting the same abitog:

(a) Submission of the dispute to the Internatid@alirt of Justice, and/or

(b) Arbitration in accordance with procedures toadepted by the Conference of the Parties as sbpraatica-
ble, in an annex on arbitration.

A Party which is a regional economic integratiogasization may make a declaration with like efiaatelation
to arbitration in accordance with the procedurésrred to in subparagraph (b) above.

3. A declaration made under paragraph 2 above sdrathin in force until it expires in accordancehats terms
or until three months after written notice of ikwocation has been deposited with the Depositary.

4. A new declaration, a notice of revocation oréhpiry of a declaration shall not in any way affeceedings
pending before the International Court of Justicéhe arbitral tribunal, unless the parties to dispute other-
wise agree.

5. Subject to the operation of paragraph 2 abdvafter twelve months following notification by orgarty to
another that a dispute exists between them, th#eRaroncerned have not been able to settle thepute
through the means mentioned in paragraph 1 abbeedispute shall be submitted, at the request pfoduthe
parties to the dispute, to conciliation.

6. A conciliation commission shall be created ugmnrequest of one of the parties to the dispute. Gommis-
sion shall be composed of an equal number of mesrdqgrointed by each party concerned and a chaiciman

sen jointly by the members appointed by each pditye commission shall render a recommendatory award

which the parties shall consider in good faith.

7. Additional procedures relating to conciliatiomaf be adopted by the Conference of the Partesoan as
practicable, in an annex on conciliation.

8. The provisions of this Article shall apply toyarelated legal instrument which the ConferencéhefParties
may adopt, unless the instrument provides otherwise

Article 15
Amendments to the Convention

1. Any Party may propose amendments to the Coromnti
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2. Amendments to the Convention shall be adoptedh ardinary session of the Conference of the &arfihe
text of any proposed amendment to the Conventiafi e communicated to the Parties by the secadtati
least six months before the meeting at which firegposed for adoption. The secretariat shall atsorounicate
proposed amendments to the signatories to the @tiomeand, for information, to the Depositary.

3. The Parties shall make every effort to reacleegent on any proposed amendment to the Convelngion
consensus. If all efforts at consensus have beleausked, and no agreement reached, the amendnadirisia
last resort be adopted by a three-fourths majaritie of the Parties present and voting at the mgeflhe
adopted amendment shall be communicated by thetaeiat to the Depositary, who shall circulateigtl Par-
ties for their acceptance.

4. Instruments of acceptance in respect of an amentishall be deposited with the Depositary. An raaneent
adopted in accordance with paragraph 3 above shtl into force for those Parties having accefited the
ninetieth day after the date of receipt by the B#poy of an instrument of acceptance by at Idastet fourths of
the Parties to the Convention.

5. The amendment shall enter into force for anyewotParty on the ninetieth day after the date orchviihat
Party deposits with the Depositary its instrumdrdareptance of the said amendment.

6. For the purposes of this Article, "Parties pnésend voting" means Parties present and castirgffmmative
or negative vote.

(..)

Article 17
Protocols

1. The Conference of the Parties may, at any orgdis@ssion, adopt protocols to the Convention.

2. The text of any proposed protocol shall be cominated to the Parties by the secretariat at lE&snhonths
before such a session.

3. The requirements for the entry into force of pnytocol shall be established by that instrument.
4. Only Parties to the Convention may be Partiespootocol.
5. Decisions under any protocol shall be taken bglyhe Parties to the protocol concerned.

(..)

Article 25
Withdrawal

1. At any time after three years from the date drictvthe Convention has entered into force for gyP#hat
Party may withdraw from the Convention by givingtten notification to the Depositary.

2. Any such withdrawal shall take effect upon exmf one year from the date of receipt by the Dépog of
the notification of withdrawal, or on such latet&las may be specified in the notification of witdal.

3. Any Party that withdraws from the Conventionlsha considered as also having withdrawn from proto-
col to which it is a Party.

(...)

Annex | and Annex Il Countries
Annex |
Australia

Austria
Belarus*
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Belgium

Bulgaria*

Canada
Czechoslovakia*
Denmark

European Economic Community
Estonia*

Finland

France

Germany

Greece

Hungary*

Iceland

Ireland

Italy

Japan

Latvia*

Lithuania*
Luxembourg
Netherlands

New Zealand
Norway

Poland*

Portugal

Romania*

Russian Federation*
Spain

Sweden

Switzerland

Turkey

Ukraine*

United Kingdom of Great Britain and Northern Iradan
United States of America

*Countries that are undergoing the process of tiango a market economy.

Annex Il

Australia

Austria

Belgium

Canada

Denmark

European Economic Community
Finland

France

Germany

Greece

Iceland

Ireland

Italy

Japan

Luxembourg
Netherlands

New Zealand

Norway

Portugal

Spain

Sweden

Switzerland

Turkey

United Kingdom of Great Britain and Northern Iradan
United States of America
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KyoTo PrROTOCOL TO THE UNITED NATIONS FRAMEWORK CONVENTION ON
CLIMATE CHANGE (KYOoTO PROTOCOL)

Kyoto, 10 December 1997, in force 16 February 2@J3nternational Legal Material§1998), 22.

The Parties to this Protocol,

Being Parties to the United Nations Framework ConventinrClimate Change, hereinafter referred to as “the
Convention”,

In pursuit of the ultimate objective of the Convention asesiah its Article 2,
Recalling the provisions of the Convention,
Being guidedby Article 3 of the Convention,

Pursuant to the Berlin Mandate adopted by decision 1/CP.thefConference of the Parties to the Convention
at its first session,

Have agreed as follows:

Avrticle 1
Definitions

For the purposes of this Protocol, the definitionstained in Article 1 of the Convention shall apgh addi-
tion:

1. “Conference of the Parties” means the Conferefitee Parties to the Convention.

2. “Convention” means the United Nations Framew@dkvention on Climate Change, adopted in New Yark o
9 May 1992.

3. “Intergovernmental Panel on Climate Change” mdhe Intergovernmental Panel on Climate Changebest

lished in 1988 jointly by the World Meteorologic@rganization and the United Nations Environment-Pro
gramme.

(...)
5. “Parties present and voting” means Parties ptes®l casting an affirmative or negative vote.
6. “Party” means, unless the context otherwiseciudis, a Party to this Protocol.

7. “Party included in Annex I” means a Party indddn Annex | to the Convention, as may be amended,
Party which has made a notification under Articl@dragraph 2(g), of the Convention.

Avrticle 2
Policies and Measures

1. Each Party included in Annex I, in achievingdtgantified emission limitation and reduction cortménts
under Article 3, in order to promote sustainableedi@ment, shall:

(a) Implement and/or further elaborate policies ar@hsures in accordance with its national circuntsts, such
as:

(i) Enhancement of energy efficiency in relevarttees of the national economy;
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(ii) Protection and enhancement of sinks and reserof greenhouse gases not controlled by the MahPro-
tocol, taking into account its commitments unddevant international environmental agreements; toon of
sustainable forest management practices, affoimstand reforestation;

(iii) Promotion of sustainable forms of agriculturelight of climate change considerations;

(iv) Research on, and promotion, development acceased use of, new and renewable forms of enefgy,
carbon dioxide sequestration technologies and wdisaked and innovative environmentally sound teatwjiek;
(v) Progressive reduction or phasing out of mankgterfections, fiscal incentives, tax and duty egéons and
subsidies in all greenhouse gas emitting sectatsrtin counter to the objective of the Conventiod applica-
tion of market instruments;

(vi) Encouragement of appropriate reforms in refe\sectors aimed at promoting policies and measuhésh
limit or reduce emissions of greenhouse gasesamitaled by the Montreal Protocol,

(vii) Measures to limit and/or reduce emissiongmdenhouse gases not controlled by the Montreab®sbin
the transport sector;

(viii) Limitation and/or reduction of methane eni@ss through recovery and use in waste managerasntgll
as in the production, transport and distributiorérgy;

(b) Cooperate with other such Parties to enhaneéntiividual and combined effectiveness of theiligies and
measures adopted under this Article, pursuant talar4, paragraph 2(e)(i), of the Convention. T tend,
these Parties shall take steps to share their iexgerand exchange information on such policiesraedsures,
including developing ways of improving their comgaitity, transparency and effectiveness. The Camfee of
the Parties serving as the meeting of the Paui#¢isis Protocol shall, at its first session or @srsas practicable
thereafter, consider ways to facilitate such coafy@n, taking into account all relevant information

2. The Parties included in Annex | shall pursueitition or reduction of emissions of greenhousesgasot
controlled by the Montreal Protocol from aviationdamarine bunker fuels, working through the Intéioral
Civil Aviation Organization and the Internationabkitime Organization, respectively.

3. The Parties included in Annex | shall strivartgplement policies and measures under this Arfitlsuch a
way as to minimize adverse effects, including theease effects of climate change, effects on imtgonal
trade, and social, environmental and economic itgpan other Parties, especially developing couRmyties
and in particular those identified in Article 4,rpgraphs 8 and 9, of the Convention, taking intwoaat Article
3 of the Convention. The Conference of the Padersing as the meeting of the Parties to this Ratmay
take further action, as appropriate, to promotdrtidementation of the provisions of this paragraph

4. The Conference of the Parties serving as thdingeef the Parties to this Protocol, if it decidbat it would
be beneficial to coordinate any of the policies amehsures in paragraph 1(a) above, taking intowstatiffer-
ent national circumstances and potential effettsll gonsider ways and means to elaborate the owion of
such policies and measures.

Article 3
Commitments

1. The Parties included in Annex | shall, individyar jointly, ensure that their aggregate antlogenic carbon
dioxide equivalent emissions of the greenhousegglsted in Annex A do not exceed their assigneduants,
calculated pursuant to their quantified emissiamithtion and reduction commitments inscribed in &xiB and
in accordance with the provisions of this Artialgth a view to reducing their overall emissionssath gases by
at least 5 per cent below 1990 levels in the comitt period 2008 to 2012.

2. Each Party included in Annex | shall, by 200&ydr made demonstrable progress in achieving itaxébm
ments under this Protocol.

3. The net changes in greenhouse gas emissionsubges and removals by sinks resulting from direshan-
induced land-use change and forestry activitiemitdid to afforestation, reforestation and defotastasince
1990, measured as verifiable changes in carborkstoceach commitment period, shall be used to et
commitments under this Article of each Party inelddn Annex I. The greenhouse gas emissions byeswand
removals by sinks associated with those activigles! be reported in a transparent and verifiakd@amer and
reviewed in accordance with Articles 7 and 8.

4. Prior to the first session of the Conferenct¢hefParties serving as the meeting of the Paxidisis Protocol,
each Party included in Annex | shall provide, fonsideration by the Subsidiary Body for Scientdied Tech-
nological Advice, data to establish its level oftean stocks in 1990 and to enable an estimate todme of its
changes in carbon stocks in subsequent years. dhie@nce of the Parties serving as the meetinigeoParties
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to this Protocol shall, at its first session orsasn as practicable thereafter, decide upon maglitules and
guidelines as to how, and which, additional humaduced activities related to changes in greenhgaseemis-
sions by sources and removals by sinks in the altyi@l soils and the land-use change and foresitggories
shall be added to, or subtracted from, the assignealints for Parties included in Annex I, takingpiaccount
uncertainties, transparency in reporting, verifighithe methodological work of the IntergovernnerPanel on
Climate Change, the advice provided by the Subsidsady for Scientific and Technological Advice accor-
dance with Article 5 and the decisions of the Coeriee of the Parties. Such a decision shall appilie second
and subsequent commitment periods. A Party maysshtm apply such a decision on these additionalamam
induced activities for its first commitment perigapvided that these activities have taken placeesi990.

5. The Parties included in Annex | undergoing thecpss of transition to a market economy whose peaeor
period was established pursuant to decision 9/GPt2e Conference of the Parties at its secondmsesball use
that base year or period for the implementationthefr commitments under this Article. Any other fyan-
cluded in Annex | undergoing the process of tramsito a market economy which has not yet submittefirst
national communication under Article 12 of the Cention may also notify the Conference of the Parsierv-
ing as the meeting of the Parties to this Prottial it intends to use an historical base yeareviod other than
1990 for the implementation of its commitments urithés Article. The Conference of the Parties segvas the
meeting of the Parties to this Protocol shall de@d the acceptance of such notification.

6. Taking into account Article 4, paragraph 6, led Convention, in the implementation of their comnngints
under this Protocol other than those under thisckta certain degree of flexibility shall be alled by the
Conference of the Parties serving as the meetitigeoParties to this Protocol to the Parties inetloh Annex |
undergoing the process of transition to a markehemy.

7. In the first quantified emission limitation aneduction commitment period, from 2008 to 2012, dksigned
amount for each Party included in Annex | shallelogal to the percentage inscribed for it in AnnewfBts
aggregate anthropogenic carbon dioxide equival@msons of the greenhouse gases listed in Annex1®90,
or the base year or period determined in accordaitteparagraph 5 above, multiplied by five. Thdarties
included in Annex | for whom land-use change armédtry constituted a net source of greenhouse p&Es®ns
in 1990 shall include in their 1990 emissions bgsar or period the aggregate anthropogenic carlmride
equivalent emissions by sources minus removalsifiks sn 1990 from land-use change for the purpades
calculating their assigned amount.

8. Any Party included in Annex | may use 1995 ashidse year for hydrofluorocarbons, perfluorocasbamd
sulphur hexafluoride, for the purposes of the datoen referred to in paragraph 7 above.

9. Commitments for subsequent periods for Partiekidled in Annex | shall be established in amendsn
Annex B to this Protocol, which shall be adoptegatordance with the provisions of Article 21, ppiegh 7.
The Conference of the Parties serving as the ngeefithe Parties to this Protocol shall initiate ttonsideration
of such commitments at least seven years beforentieof the first commitment period referred tgaragraph
1 above.

10. Any emission reduction units, or any part ofagsigned amount, which a Party acquires from and?larty
in accordance with the provisions of Article 6 drAgticle 17 shall be added to the assigned amdonthe
acquiring Party.

11. Any emission reduction units, or any part ofagsigned amount, which a Party transfers to anétagy in
accordance with the provisions of Article 6 or atiéle 17 shall be subtracted from the assigneduaninfor the
transferring Party.

12. Any certified emission reductions which a Partguires from another Party in accordance withpitosi-
sions of Article 12 shall be added to the assigamadunt for the acquiring Party.

13. If the emissions of a Party included in Anner la commitment period are less than its assigimmadunt
under this Article, this difference shall, on reguef that Party, be added to the assigned amaourih&t Party
for subsequent commitment periods.

14. Each Party included in Annex | shall strivartplement the commitments mentioned in paragrapbdve
in such a way as to minimize adverse social, enwirental and economic impacts on developing counémry
ties, particularly those identified in Article 4amagraphs 8 and 9, of the Convention. In line wétlevant deci-
sions of the Conference of the Parties on the implgation of those paragraphs, the ConferenceeoPtrties
serving as the meeting of the Parties to this adtehall, at its first session, consider what@tdiare necessary
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to minimize the adverse effects of climate chany#/@ the impacts of response measures on Pagfiesead to
in those paragraphs. Among the issues to be caomsidshall be the establishment of funding, insusaacd
transfer of technology.

Article 4
‘Bubble’

1. Any Parties included in Annex | that have reacha agreement to fulfil their commitments undeticde 3

jointly, shall be deemed to have met those commitmprovided that their total combined aggregatérapo-

genic carbon dioxide equivalent emissions of theeghouse gases listed in Annex A do not exceed disei
signed amounts calculated pursuant to their quedtémission limitation and reduction commitmemisciibed
in Annex B and in accordance with the provisiong\dfcle 3. The respective emission level allocaieéach of
the Parties to the agreement shall be set outiretjreement.

(.)

3. Any such agreement shall remain in operatiortferduration of the commitment period specifiedhiticle
3, paragraph 7.

4. If Parties acting jointly do so in the frameward and together with, a regional economic intégraorgani-
zation, any alteration in the composition of thgamization after adoption of this Protocol shall affect exist-
ing commitments under this Protocol. Any alteratiorthe composition of the organization shall oapply for
the purposes of those commitments under ArticleaB are adopted subsequent to that alteration.

5. In the event of failure by the Parties to suohagreement to achieve their total combined le¥e&mission
reductions, each Party to that agreement shaléggonsible for its own level of emissions set outhie agree-
ment.

6. If Parties acting jointly do so in the framewark and together with, a regional economic intégraorgani-
zation which is itself a Party to this Protocolcleanember State of that regional economic integmadrganiza-
tion individually, and together with the regionalomomic integration organization acting in accoamith
Article 24, shall, in the event of failure to achéethe total combined level of emission reductidiesresponsible
for its level of emissions as notified in accordamdgth this Article.

Article 5
National System

1. Each Party included in Annex | shall have incplano later than one year prior to the start effitst com-
mitment period, a national system for the estinmatdd anthropogenic emissions by sources and rermdwal
sinks of all greenhouse gases not controlled byMbatreal Protocol. Guidelines for such nationasteyns,
which shall incorporate the methodologies specifiedaragraph 2 below, shall be decided upon byCihefer-
ence of the Parties serving as the meeting of #néeB to this Protocol at its first session.

2. Methodologies for estimating anthropogenic eiiss by sources and removals by sinks of all greesé
gases not controlled by the Montreal Protocol shalthose accepted by the Intergovernmental Pan€limate
Change and agreed upon by the Conference of thie$at its third session. Where such methodologiesnot
used, appropriate adjustments shall be appliedrdicgpto methodologies agreed upon by the Conferefiche
Parties serving as the meeting of the Partiesisd?totocol at its first session. (...)

3. The global warming potentials used to calcuthte carbon dioxide equivalence of anthropogenicssimns
by sources and removals by sinks of greenhouses diased in Annex A shall be those accepted byinkergov-
ernmental Panel on Climate Change and agreed upthelConference of the Parties at its third sesgio.)

Article 6
Joint Implementation

1. For the purpose of meeting its commitments urdgcle 3, any Party included in Annex | may tréarsto, or
acquire from, any other such Party emission rednatinits resulting from projects aimed at redu@nghropo-
genic emissions by sources or enhancing anthropmgemovals by sinks of greenhouse gases in anprset
the economy, provided that:

(a) Any such project has the approval of the Paitieolved,;
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(b) Any such project provides a reduction in enaissiby sources, or an enhancement of removalskg,ghat
is additional to any that would otherwise occur;

(c) It does not acquire any emission reductionsuifiit is not in compliance with its obligationsder Articles 5
and 7; and

(d) The acquisition of emission reduction unitslisha supplemental to domestic actions for the pegs of
meeting commitments under Article 3.

2. The Conference of the Parties serving as thdingeef the Parties to this Protocol may, at itstfisession or
as soon as practicable thereafter, further elabayaidelines for the implementation of this Artidiecluding for
verification and reporting.

3. A Party included in Annex | may authorize legatities to participate, under its responsibility,actions
leading to the generation, transfer or acquisitinder this Article of emission reduction units.

4. If a question of implementation by a Party inéd in Annex | of the requirements referred taiis #rticle is
identified in accordance with the relevant provisiaf Article 8, transfers and acquisitions of esige reduc-
tion units may continue to be made after the qoesdtias been identified, provided that any suchsumiy not
be used by a Party to meet its commitments undgelé3 until any issue of compliance is resolved.

Article 7
Inventory

1. Each Party included in Annex | shall incorporateits annual inventory of anthropogenic emissidnys
sources and removals by sinks of greenhouse gasesmtrolled by the Montreal Protocol, submittadaccor-
dance with the relevant decisions of the Conferaridbe Parties, the necessary supplementary irsftiom for
the purposes of ensuring compliance with Articléo3e determined in accordance with paragraphahbe

2. Each Party included in Annex | shall incorporaté&s national communication, submitted underidet12 of
the Convention, the supplementary information nemgsto demonstrate compliance with its commitments
under this Protocol, to be determined in accordavitteparagraph 4 below.

3. Each Party included in Annex | shall submit iti®rmation required under paragraph 1 above afyuaé-
ginning with the first inventory due under the Cention for the first year of the commitment peralfter this
Protocol has entered into force for that Party.leswch Party shall submit the information requineder para-
graph 2 above as part of the first national comcation due under the Convention after this Protbed en-
tered into force for it and after the adoption afdglines as provided for in paragraph 4 below.

(..)

Article 8
Expert Review Teams

1. The information submitted under Article 7 by ledarty included in Annex | shall be reviewed byent
review teams pursuant to the relevant decisiorth@iConference of the Parties and in accordande guide-
lines adopted for this purpose by the Conferendb@Parties serving as the meeting of the Paudidss Proto-
col under paragraph 4 below.

(..)

2. Expert review teams shall be coordinated bysteretariat and shall be composed of experts selémm
those nominated by Parties to the Convention amdparopriate, by intergovernmental organizatiamgccor-
dance with guidance provided for this purpose leyGonference of the Parties.

3. The review process shall provide a thorough esvdprehensive technical assessment of all aspédteo
implementation by a Party of this Protocol. Thearkpeview teams shall prepare a report to the &ente of
the Parties serving as the meeting of the Panighi$ Protocol, assessing the implementation efdbmmit-
ments of the Party and identifying any potentialpems in, and factors influencing, the fulfilmeritcommit-
ments. Such reports shall be circulated by theet@gat to all Parties to the Convention.
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(.)

Article 9
Review of the Protocol

1. The Conference of the Parties serving as thdingeef the Parties to this Protocol shall periadlg review

this Protocol in the light of the best availabléestific information and assessments on climatengkaand its
impacts, as well as relevant technical, social @@homic information. Such reviews shall be coatéid with
pertinent reviews under the Convention, in parécthose required by Article 4, paragraph 2(d), Antitle 7,

paragraph 2(a), of the Convention. Based on thesews, the Conference of the Parties serving asribeting
of the Parties to this Protocol shall take appipraction.

2. The first review shall take place at the seceggkion of the Conference of the Parties servirtheameeting
of the Parties to this Protocol. Further reviewallstake place at regular intervals and in a timmanner.

Article 10
Programmes and Activities

All Parties, taking into account their common biffedentiated responsibilities and their specifigtional and
regional development priorities, objectives andwinstances, without introducing any new commitméats
Parties not included in Annex I, but reaffirmingstbtng commitments under Article 4, paragraph 1thef Con-
vention, and continuing to advance the implemenatif these commitments in order to achieve susidén
development, taking into account Article 4, paratsa3, 5 and 7, of the Convention, shall:

(a) Formulate, where relevant and to the extensiptes cost-effective national and, where apprdgerieegional
programmes to improve the quality of local emisdaxators, activity data and/or models which refldt socio-
economic conditions of each Party for the prepanadéind periodic updating of national inventoriesaothropo-
genic emissions by sources and removals by sinkd gfeenhouse gases not controlled by the MohBezto-
col, using comparable methodologies to be agreed by the Conference of the Parties, and consistithtthe
guidelines for the preparation of national commatians adopted by the Conference of the Parties;

(b) Formulate, implement, publish and regularly afednational and, where appropriate, regional pnognes
containing measures to mitigate climate changenagasures to facilitate adequate adaptation to tdictzange:

(i) Such programmes would, inter alia, concernghergy, transport and industry sectors as welgasdture,
forestry and waste management. Furthermore, adaptaichnologies and methods for improving spatlah-
ning would improve adaptation to climate changet an

(ii) Parties included in Annex | shall submit infisation on action under this Protocol, includingiowal pro-
grammes, in accordance with Article 7; and otheti®ashall seek to include in their national comimations,
as appropriate, information on programmes whichaiormeasures that the Party believes contribussl tivess-
ing climate change and its adverse impacts, inoydihe abatement of increases in greenhouse gasiens,
and enhancement of and removals by sinks, capadiltying and adaptation measures;

(c) Cooperate in the promotion of effective modieditfor the development, application and diffusafnand
take all practicable steps to promote, facilitatd einance, as appropriate, the transfer of, oes&do, environ-
mentally sound technologies, know-how, practiced processes pertinent to climate change, in péatido
developing countries, including the formulationpaflicies and programmes for the effective transfieenvi-
ronmentally sound technologies that are publiclyhwesvor in the public domain and the creation oéaabling
environment for the private sector, to promote enldance the transfer of, and access to, enviromatheabund
technologies;

(d) Cooperate in scientific and technical reseamth promote the maintenance and the developmesystém-
atic observation systems and development of datsvas to reduce uncertainties related to the ¢énsgistem,
the adverse impacts of climate change and the egierend social consequences of various resporesegies,
and promote the development and strengtheningddgamous capacities and capabilities to participabeter-
national and intergovernmental efforts, programied networks on research and systematic obseryasikn
ing into account Article 5 of the Convention;

(e) Cooperate in and promote at the internatiomadl| and, where appropriate, using existing bodres devel-
opment and implementation of education and traimiregrammes, including the strengthening of naticaa
pacity building, in particular human and instituiéd capacities and the exchange or secondmentrsdmeel to
train experts in this field, in particular for démging countries, and facilitate at the nationaklepublic aware-
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ness of, and public access to information on, dinthange. Suitable modalities should be develdopéaple-
ment these activities through the relevant bodfé¢ke Convention, taking into account Article 6tbé Conven-
tion; (...)

Article 11
Financial Mechanism

1. In the implementation of Article 10, Partieslsteke into account the provisions of Article 4rpgraphs 4, 5,
7, 8 and 9, of the Convention.

2. In the context of the implementation of Artidleparagraph 1, of the Convention, in accordantke tlie pro-
visions of Article 4, paragraph 3, and Article 1fitlbe Convention, and through the entity or enditemtrusted
with the operation of the financial mechanism & @onvention, the developed country Parties aneratavel-
oped Parties included in Annex Il to the Convensball:

(a) Provide new and additional financial resourttemeet the agreed full costs incurred by develpmiountry
Parties in advancing the implementation of existoghmitments under Article 4, paragraph 1(a), ef @on-
vention that are covered in Article 10, subparalyré); and

(b) Also provide such financial resources, inclgdfior the transfer of technology, needed by theetiging

country Parties to meet the agreed full incremeeiats of advancing the implementation of existiogimit-

ments under Article 4, paragraph 1, of the Conwentihat are covered by Article 10 and that are edjieetween
a developing country Party and the internationaityeor entities referred to in Article 11 of theovention, in
accordance with that Article.

The implementation of these existing commitmentalidhake into account the need for adequacy andigtre
ability in the flow of funds and the importanceagpropriate burden sharing among developed coldrgies.
The guidance to the entity or entities entrustetth Whe operation of the financial mechanism of @mvention
in relevant decisions of the Conference of thei®grtncluding those agreed before the adoptiothisfProto-
col, shall applymutatis mutandito the provisions of this paragraph.

3. The developed country Parties and other devdl®aeties in Annex Il to the Convention may alsovide,
and developing country Parties avail themselvedinfncial resources for the implementation of élgi10,
through bilateral, regional and other multilaterhnnels.

Article 12
Clean Development Mechanism

1. A clean development mechanism is hereby defined.

2. The purpose of the clean development mecharfisthlse to assist Parties not included in Annex &chiev-
ing sustainable development and in contributinthe®ultimate objective of the Convention, and teisisParties
included in Annex | in achieving compliance wittethquantified emission limitation and reductiomuuit-

ments under Article 3.

3. Under the clean development mechanism:

(a) Parties not included in Annex | will benefibfn project activities resulting in certified emimsireductions;
and

(b) Parties included in Annex | may use the cexrtifemission reductions accruing from such projetivities to
contribute to compliance with part of their quaietif emission limitation and reduction commitmentsler
Article 3, as determined by the Conference of thgi€s serving as the meeting of the Parties toRhdtocol.

4. The clean development mechanism shall be sutieitte authority and guidance of the Conferencéhef
Parties serving as the meeting of the Partiesisd?ttotocol and be supervised by an executive bofitik clean
development mechanism.

5. Emission reductions resulting from each progativity shall be certified by operational entitigsbe desig-
nated by the Conference of the Parties servingeasieeting of the Parties to this Protocol, orbthss of:
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(a) Voluntary participation approved by each Partyplved;
(b) Real, measurable, and long-term benefits relatéhe mitigation of climate change; and

(c) Reductions in emissions that are additionahng that would occur in the absence of the cedtifieoject
activity.

6. The clean development mechanism shall asséstamging funding of certified project activities @ecessary.

7. The Conference of the Parties serving as thdimgeef the Parties to this Protocol shall, atfitst session,
elaborate modalities and procedures with the obaf ensuring transparency, efficiency and actalitity
through independent auditing and verification adject activities.

8. The Conference of the Parties serving as theingeef the Parties to this Protocol shall enstist 1 share of
the proceeds from certified project activities $&d to cover administrative expenses as well asdist develop-
ing country Parties that are particularly vulneeatn the adverse effects of climate change to mheetosts of
adaptation.

9. Participation under the clean development mdshanincluding in activities mentioned in paragrap(a)
above and in the acquisition of certified emisgieductions, may involve private and/or public eéasit and is to
be subject to whatever guidance may be providetthdgxecutive board of the clean development meshman

10. Certified emission reductions obtained durimg period from the year 2000 up to the beginnintheffirst
commitment period can be used to assist in achjesdmpliance in the first commitment period.

Article 13
Meeting of the Parties

1. The Conference of the Parties, the supreme bbthe Convention, shall serve as the
meeting of the Parties to this Protocol.

2. Parties to the Convention that are not Partighis Protocol may participate as observers inpileeeedings
of any session of the Conference of the Partiedrgpias the meeting of the Parties to this Protoddien the
Conference of the Parties serves as the meetitiged?arties to this Protocol, decisions undermngtocol shall
be taken only by those that are Parties to thitoob.

(..)

4. The Conference of the Parties serving as thdimgeef the Parties to this Protocol shall keepamekgular
review the implementation of this Protocol and khadke, within its mandate, the decisions necessapro-
mote its effective implementation. It shall perfotimne functions assigned to it by this Protocol ahadll:

(a) Assess, on the basis of all information madslalle to it in accordance with the provisiongtd$ Protocol,
the implementation of this Protocol by the Partibs, overall effects of the measures taken pursisathis Pro-
tocol, in particular environmental, economic andiabeffects as well as their cumulative impactd #re extent
to which progress towards the objective of the @mtion is being achieved;

(b) Periodically examine the obligations of thetkearunder this Protocol, giving due consideratorany re-
views required by Article 4, paragraph 2(d), andicde 7, paragraph 2, of the Convention, in thdnigf the
objective of the Convention, the experience gaimeds implementation and the evolution of sciantind
technological knowledge, and in this respect carsahd adopt regular reports on the implementatiothis
Protocol;

(..)

(f) Make recommendations on any matters necessatyé implementation of this Protocol;

(..)

() Exercise such other functions as may be reduioge the implementation of this Protocol, and ¢des any
assignment resulting from a decision by the Comiegeof the Parties.
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5. The rules of procedure of the Conference ofthdies and financial procedures applied undeCthwevention
shall be appliesnutatis mutandisinder this Protocol, except as may be otherwis@dddy consensus by the
Conference of the Parties serving as the meetitigeoParties to this Protocol.

6. The first session of the Conference of the Paderving as the meeting of the Parties to ttotoPol shall be
convened by the secretariat in conjunction withfitst session of the Conference of the Partiesithscheduled
after the date of the entry into force of this Bool. Subsequent ordinary sessions of the Conferefithe Par-
ties serving as the meeting of the Parties toRn@ocol shall be held every year and in conjumctigth ordi-

nary sessions of the Conference of the Partiessardtherwise decided by the Conference of théeBatrving
as the meeting of the Parties to this Protocol.

(.)

Article 14
Secretariat

1. The secretariat established by Article 8 of@lo@vention shall serve as the secretariat of tfosoeol.

(..)

Article 17
International Emissions Trading

The Conference of the Parties shall define thevagieprinciples, modalities, rules and guidelinasparticular
for verification, reporting and accountability femissions trading. The Parties included in Annaxdy/ partici-
pate in emissions trading for the purposes oflfi§j their commitments under Article 3. Any suchding shall
be supplemental to domestic actions for the purmdsmeeting quantified emission limitation and retiion
commitments under that Article.

Article 18
Compliance Mechanism

The Conference of the Parties serving as the neeefithe Parties to this Protocol shall, at itstfisession, ap-
prove appropriate and effective procedures and emgsims to determine and to address cases of non-
compliance with the provisions of this Protocoklirding through the development of an indicatiw &f con-
sequences, taking into account the cause, typeedemd frequency of non-compliance. Any procedares
mechanisms under this Article entailing binding $®iuences shall be adopted by means of an amentiment
this Protocol.

Article 19
Dispute Settlement

The provisions of Article 14 of the Convention agttement of disputes shall apply mutatis mutandishis
Protocol.

Article 20
Amendments

1. Any Party may propose amendments to this Pratoco

2. Amendments to this Protocol shall be adopteshadrdinary session of the Conference of the Rasteving
as the meeting of the Parties to this Protocol. Ex¢ of any proposed amendment to this Protocall ie
communicated to the Parties by the secretariaaet Isix months before the meeting at which irappsed for
adoption. The secretariat shall also communicatddkt of any proposed amendments to the Partgsigna-
tories to the Convention and, for information, le Depositary.

3. The Parties shall make every effort to reacleegent on any proposed amendment to this Protgcobi-

sensus. If all efforts at consensus have been std@duand no agreement reached, the amendmentstalast
resort be adopted by a three-fourths majority witthe Parties present and voting at the meetihg. ddopted
amendment shall be communicated by the secretarihie Depositary, who shall circulate it to allrfRes for

their acceptance.
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Article 21

1. Annexes to this Protocol shall form an integrait thereof and, unless otherwise expressly pealid refer-
ence to this Protocol constitutes at the same éimeference to any annexes thereto. Any annexqsediafter
the entry into force of this Protocol shall be nestd to lists, forms and any other material afescriptive na-
ture that is of a scientific, technical, procedwahdministrative character.

2. Any Party may make proposals for an annex ® Fiotocol and may propose amendments to annexbis to
Protocol.

3. Annexes to this Protocol and amendments to amexthis Protocol shall be adopted at an ordisasgion
of the Conference of the Parties serving as thetingeef the Parties to this Protocol. The text nf @roposed
annex or amendment to an annex shall be commuditatihe Parties by the secretariat at least sinthsobe-
fore the meeting at which it is proposed for adupti...)

4. The Parties shall make every effort to reacleegent on any proposed annex or amendment to a&x é&yn
consensus. If all efforts at consensus have beleausked, and no agreement reached, the annex odarast
to an annex shall as a last resort be adoptedthsea-fourths majority vote of the Parties presend voting at
the meeting. The adopted annex or amendment to@exashall be communicated by the secretariatedts-
positary, who shall circulate it to all Parties fbeir acceptance.

Article 26
Reservations

No reservations may be made to this Protocol.

Article 27
Withdrawal

1. At any time after three years from the date dictvthis Protocol has entered into force for ayRdhat Party
may withdraw from this Protocol by giving writteotification to the Depositary.

2. Any such withdrawal shall take effect upon exmf one year from the date of receipt by the Dé&pog of
the notification of withdrawal, or on such latet&las may be specified in the notification of wrthdal.

3. Any Party that withdraws from the Conventionlkbe considered as also having withdrawn from Ehristo-
col.

()

Annexes
Annex A
Greenhouse gases

Carbon dioxide (C¢)
Methane (CH)

Nitrous oxide (NO)
Hydrofluorocarbons (HFCs)
Perfluorocarbons (PFCs)
Sulphur hexafluoride (S

(..)
Annex B

Party Quantified emission limitation or reductioarsmitment
(percentage of base year or period)

Australia 108
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Austria 92

Belgium 92

Bulgaria* 92

Canada 94

Croatia* 95

Czech Republic* 92
Denmark 92

Estonia* 92

European Community 92
Finland 92

France 92

Germany 92

Greece 92

Hungary* 94

Iceland 110

Ireland 92

Italy 92

Japan 94

Latvia* 92

Liechtenstein 92
Lithuania* 92
Luxembourg 92

Monaco 92

Netherlands 92

New Zealand 100
Norway 101

Poland* 94

Portugal 92

Romania* 92

Russian Federation* 100
Slovakia* 92

Slovenia* 92

Spain 92

Sweden 92

Switzerland 92

Ukraine* 100

United Kingdom of Great Britain and Northern Ireda®?2
United States of America 93

* Countries that are undergoing the process ofitiam to a market economy.



COPENHAGEN ACCORD

Decision 2/CP.15, UN Doc. FCCC/CP/2009/11/Add.1

The Conference of the Parties,
Takes notef the Copenhagen Accord of 18 December 2009.

Copenhagen Accord
The Heads of State, Heads of Government, Miniséerd,other heads of the following
delegations present at the United Nations Climdiang@e Conference 2009 in Copenhagen:1
Albania, Algeria, Armenia, Australia, Austria, Bathas, Bangladesh, Belarus, Belgium, Be-
nin, Bhutan, Bosnia and Herzegovina, Botswana, iBBalgaria, Burkina Faso, Cambodia,
Canada, Central African Republic, Chile, China,d@abia, Congo, Costa Rica, Cote d’'lvoire,
Croatia, Cyprus, Czech Republic, Democratic Repubfi the Congo, Denmark, Djibouti,
Eritrea, Estonia, Ethiopia, European Union, Fijnl&énd, France, Gabon, Georgia, Germany,
Ghana, Greece, Guatemala, Guinea, Guyana, Hunigatgnd, India, Indonesia, Ireland, Is-
rael, Italy, Japan, Jordan, Kazakhstan, Kiribatip lPeople’s Democratic Republic, Latvia,
Lesotho, Liechtenstein, Lithuania, Luxembourg, Mgakar, Malawi, Maldives, Mali, Malta,
Marshall Islands, Mauritania, Mexico, Monaco, MohlgoMontenegro, Morocco, Namibia,
Nepal, Netherlands, New Zealand, Norway, Palauafan Papua New Guinea, Peru, Poland,
Portugal, Republic of Korea, Republic of Moldovagriania, Russian Federation, Rwanda,
Samoa, San Marino, Senegal, Serbia, Sierra Leongajsore, Slovakia, Slovenia, South Af-
rica, Spain, Swaziland, Sweden, Switzerland, thenéo Yugoslav Republic of Macedonia,
Tonga, Trinidad and Tobago, Tunisia, United Arabifates, United Kingdom of Great Brit-
ain and Northern Ireland, United Republic of Tanzatnited States of America, Uruguay
and Zambia,

In pursuitof the ultimate objective of the Convention asextan its Article 2,
Being guidedy the principles and provisions of the Convention
Notingthe results of work done by the two Ad hoc Work{aigpups,

Endorsingdecision 1/CP.15 on the Ad hoc Working Group ond-term Cooperative Action
and decision 1/CMP.5 that requests the Ad hoc Wigrkiroup on Further Commitments of
Annex | Parties under the Kyoto Protocol to congins work,

Have agreean this Copenhagen Accord which is operational ichately.

1. We underline that climate change is one of tleatgst challenges of our time. We empha-
sise our strong political will to urgently combdintate change in accordance with the princi-
ple of common but differentiated responsibilitieslaespective capabilities. To achieve the
ultimate objective of the Convention to stabilizegnhouse gas concentration in the atmos-
phere at a level that would prevent dangerous aptigenic interference with the climate
system, we shall, recognizing the scientific vidwattthe increase in global temperature
should be below 2 degrees Celsius, on the baseguty and in the context of sustainable
development, enhance our long-term cooperativerat¢ti combat climate change. We recog-
nize the critical impacts of climate change andgbtential impacts of response measures on
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countries particularly vulnerable to its adversie@b and stress the need to establish a com-
prehensive adaptation programme including inteonati support.

2. We agree that deep cuts in global emissionsreqaired according to science, and as
documented by the IPCC Fourth Assessment Repdtavitiew to reduce global emissions
so as to hold the increase in global temperatul@b2 degrees Celsius, and take action to
meet this objective consistent with science antherbasis of equity. We should cooperate in
achieving the peaking of global and national eroissias soon as possible, recognizing that
the time frame for peaking will be longer in dey@igg countries and bearing in mind that
social and economic development and poverty eradicare the first and overriding priori-
ties of developing countries and that a low-emisslevelopment strategy is indispensable to
sustainable development.

3. Adaptation to the adverse effects of climatengeaand the potential impacts of response
measures is a challenge faced by all countriesafggd action and international cooperation
on adaptation is urgently required to ensure th@ementation of the Convention by enabling

and supporting the implementation of adaptatiomastaimed at reducing vulnerability and

building resilience in developing countries, esplgiin those that are particularly vulnerable,

especially least developed countries, small isidenEloping States and Africa. We agree that
developed countries shall provide adequate, pradietand sustainable financial resources,
technology and capacity-building to support thelengentation of adaptation action in devel-

oping countries.

4. Annex | Parties commit to implement individuadly jointly the quantified economy-wide
emissions targets for 2020, to be submitted irfdhmat given in Appendix | by Annex | Par-
ties to the secretariat by 31 January 2010 for dlatngn in an INF document. Annex | Parties
that are Party to the Kyoto Protocol will therelytlher strengthen the emissions reductions
initiated by the Kyoto Protocol. Delivery of redigtis and financing by developed countries
will be measured, reported and verified in accocganith existing and any further guidelines
adopted by the Conference of the Parties, andengure that accounting of such targets and
finance is rigorous, robust and transparent.

5. Non-Annex | Parties to the Convention will implent mitigation actions, including those
to be submitted to the secretariat by non-Annearti€s in the format given in Appendix Il
by 31 January 2010, for compilation in an INF doeuin consistent with Article 4.1 and Ar-
ticle 4.7 and in the context of sustainable devalept. Least developed countries and small
island developing States may undertake actionsnvalilly and on the basis of support. Miti-
gation actions subsequently taken and envisagdddoyAnnex | Parties, including national
inventory reports, shall be communicated througtional communications consistent with
Article 12.1(b) every two years on the basis ofdglines to be adopted by the Conference of
the Parties. Those mitigation actions in natiomehmunications or otherwise communicated
to the Secretariat will be added to the list in eqix Il. Mitigation actions taken by Non-
Annex | Parties will be subject to their domestieasurement, reporting and verification the
result of which will be reported through their metal communications every two years. Non-
Annex | Parties will communicate information on thglementation of their actions through
National Communications, with provisions for intational consultations and analysis under
clearly defined guidelines that will ensure thatiovaal sovereignty is respected. Nationally
appropriate mitigation actions seeking internatiosigpport will be recorded in a registry
along with relevant technology, finance and capabitilding support. Those actions sup-
ported will be added to the list in appendix Il.€Ble supported nationally appropriate mitiga-
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tion actions will be subject to international maasaent, reporting and verification in accor-
dance with guidelines adopted by the Conferend¢beoParties.

6. We recognize the crucial role of reducing ermoissrom deforestation and forest degrada-
tion and the need to enhance removals of greentgassemission by forests and agree on the
need to provide positive incentives to such actibimsugh the immediate establishment of a
mechanism including REDD-plus, to enable the mpailon of financial resources from de-
veloped countries.

7. We decide to pursue various approaches, inaugiportunities to use markets, to enhance
the cost-effectiveness of, and to promote mitigafiotions. Developing countries, especially
those with low emitting economies should be prodideentives to continue to develop on a
low emission pathway.

8. Scaled up, new and additional, predictable atetjaate funding as well as improved ac-
cess shall be provided to developing countriegcicordance with the relevant provisions of
the Convention, to enable and support enhancednaotn mitigation, including substantial
finance to reduce emissions from deforestation fanest degradation (REDD-plus), adapta-
tion, technology development and transfer and agphailding, for enhanced implementa-
tion of the Convention. The collective commitmegtdeveloped countries is to provide new
and additional resources, including forestry ang#tments through international institutions,
approaching USD 30 billion for the period 2010-2@ith balanced allocation between adap-
tation and mitigation. Funding for adaptation via# prioritized for the most vulnerable de-
veloping countries, such as the least developedtdes, small island developing States and
Africa. In the context of meaningful mitigation axts and transparency on implementation,
developed countries commit to a goal of mobilizioigtly USD 100 billion dollars a year by
2020 to address the needs of developing counfrtas.funding will come from a wide vari-
ety of sources, public and private, bilateral andtmateral, including alternative sources of
finance. New multilateral funding for adaptationlviae delivered through effective and effi-
cient fund arrangements, with a governance stragwoviding for equal representation of
developed and developing countries. A significaottipn of such funding should flow
through the Copenhagen Green Climate Fund.

9. To this end, a High Level Panel will be estdi#i$ under the guidance of and accountable
to the Conference of the Parties to study the dmrtton of the potential sources of revenue,
including alternative sources of finance, towardseting this goal.

10. We decide that the Copenhagen Green Climatd Blall be established as an operating
entity of the financial mechanism of the Conventiorsupport projects, programme, policies
and other activities in developing countries relaie mitigation including REDD-plus, adap-
tation, capacity-building, technology developmemd &ransfer.

11. In order to enhance action on development ergsfer of technology we decide to estab-
lish a Technology Mechanism to accelerate techryotteyelopment and transfer in support
of action on adaptation and mitigation that will diided by a country-driven approach and
be based on national circumstances and priorities.

12. We call for an assessment of the implementatidahis Accord to be completed by 2015,
including in light of the Convention's ultimate ebjive. This would include consideration of
strengthening the long-term goal referencing varimatters presented by the science, includ-
ing in relation to temperature rises of 1.5 degl@elsius.
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rials (1992) 874: ‘In view of the different contributierio global environmental degradation, States ltave-
mon but differentiated responsibilities. The depeld countries acknowledge the responsibility thay tbear in
the international pursuit of sustainable developnierview of the pressures their societies placehanglobal
environment and of the technologies and finan@aburces they command’; for a general discussemChris-
topher D. Stone, ‘Common but Differentiated Respaliges in International Law’, 98American Journal of
International Law(2004), 276.

% See Articles 4 (1), 5, 6 and 12 (1) of the UNFCC®e foregoing commitments apply to ‘all greenhogases
not controlled by the Montreal Protocol’; as Aréicl lit. 1 UNFCCC specifies, "[g]reenhouse gasesans
those gaseous constituents of the atmosphere,nadtinal and anthropogenic, that absorb and re-mrfnéred
radiation,’ taking account of both emissions byrses or removals by sinks.

39 See Annex | of the UNFCCC, which lists memberestaif the Organisation of Economic Co-operation and
Development (OECD) and former planned economie€agitral and Eastern Europe currently undergoing the
process of transition to a market economy.

0 See Article 4 (2) (a) and (b) of the UNFCCC.

“L Article 7 (2) of the UNFCCC, which sets out a dethmandate of the COP.

*2 See Article 8 of the UNFCCC.

*3 These are the Subsidiary Body for Scientific ard¢hnological Advice (SBSTA), Article 9 of the UNFCC
and the Subsidiary Body for Implementation (SBlitide 10 of the UNFCCC.

4 Articles 11 and 21 (3) of the UNFCCC.

“5 Article 4 (2) (d) of the UNFCCC.

“6 Decision 1/CP.1, UN Doc. FCCC/CP/1995/7/Add.1;yodéveloped countries were to enter new commit-
ments, whereas developing countries would contimitietheir existing commitments.

*"UN Doc. FCCC/CP/1996/L.17.

*8 This was the Second Assessment Report (SAR), whichhe first time, stated that “the balance wilence
suggests that there is a discernible human infee@mcglobal climate,” see John T. Houghttdral. (eds.),Cli-
mate Change 1995: The Science of Climate ChangariBoation of Working Group 1 to the Second Assesgm
Report of the Intergovernmental Panel on Climatar@je(Cambridge: Cambridge University Press, 1996), 4-5.
** UN Doc. FCCC/CP/1996/L.17, lit. 8.

* In the negotiations leading up to Kyoto and subsetjsummits, the United States was joined by citses —
Japan, Switzerland, Canada, Australia, Norway armv Nealand — in an informal coalition known as
‘JUSSCANNZ’ (also referred to as the ‘Umbrella Gpguwith Russia and the Ukraine) to advocate tleast
cost principle’ and oppose mandatory reductiongr@nd the precautionary approach favoured byetive-
pean Union; meanwhile, developing countries wer@blento assemble as a unified front, with interestgled
among different groups, notably AOSIS as a propbpéstrong reduction obligations, OPEC with anabs
agenda ultimately based on its reliance on fossil $ales, the G-77 focused on benefits for theltand resist-
ing commitments for developing countries, and s@lveconomies in transition hoping to profit fronettra-
matic reduction of greenhouse gas emissions fotigwie collapse of the Soviet Union, see genefdlyastian
Oberthiir and Hermann Ofbas Kyoto-Protokoll: Internationale Klimapolitik fidas 21. JahrhundeifOpladen:
Leske und Budrich, 2000).

*1 Kyoto Protocol to the United Nations Framework @emtion on Climate Change (Kyoto Protocol), Kydt6,
December 1997, in force 16 February 2005lr2@rnational Legal Material§1998) 22.

2 Both are outlined in greater detail in the thédiaing sections 2 and 3.

3 Under Article 25 (1) of the Kyoto Protocol, it widuenter into force once fifty-five states ‘depesittheir
instruments of ratification, acceptance, approvahaession’, on the condition that those stateswad for at
least 55 % of the 1990 G@missions by developed states.

> Decision 1/CP.4, UN Doc. FCCC/CP/1998/16/Add.1.

% Seeinter alia, Urs S. Brandt and Gert T. Svendsen, ‘Hot Air iyoko, Cold Air in the Hague: The Failure of
Global Climate Negotiations30 Energy Policy(2002), 1197-8, and Suraje Dessai, Nuno S. LacasiKathe-
rine Vincent, ‘International Political History dfi¢ Kyoto Protocol: From The Hague to Marrakech Bagond’,

4 International Review for Environmental Strateg{@603), 183.

% Decision 5/CP.6, UN Doc. FCCC/CP/2001/5, primaréiating to the flexibility mechanisms, the usesiviks,
the compliance mechanism and support for developinmtries.

> Decisions 2-24/CP.7, UN Doc. FCCC/CP/2001/13/A2d.
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%8 Accession to the World Trade Organization (WTO}waaparently an important consideration for thesiuns
decision to ratify; see Charles Digges, ‘Putin @igrRussia Will Sign Kyoto Protocol for WTO Membigis,
published on the Internet at <www.bellona.no/enfgy@4179.html> (last accessed on 20 January 2006).

*? These commitments apply to the same group of iridlised states and economies in transition listedn-
nex | to the parent convention, see Articles A 8nd 7 of the Kyoto Protocol.

% Article 2 (1) of the Kyoto Protocol.

®1 See Article 10 of the Kyoto Protocol, which eladtess on commitments under the UNFCCC, notably ti Ar
cle 4 (1) of the UNFCCC.

%2 Article 1 of the Kyoto Protocol.

83 Article 11 of the Kyoto Protocol.

® Articles 9, 13 to 16 of the Kyoto Protocol.

% Articles 18 and 19 of the Kyoto Protocol.

% Articles 4, 6, 12 and 17 of the Kyoto Protocol.

7 Articles 20 to 28 of the Kyoto Protocol.

 Annex A lists six greenhouse gases, carbon diok@&1®,), methane (Ck), nitrous oxide (MO), sulphur
hexafluoride (SEj, as well as hydrofluoro- and perfluorocarbonsliémtively referred to as HFC and PFC);
Annex B contains a list of industrialized countrisd economies in transition, specifying reductommit-
ments for each party.

% Article 3 (1) of the Kyoto Protocol; as the refiece to ‘jointly’ and Article 4 clarify, parties amlowed to
meet their commitments jointly or in the framewarka regional economic integration organizatiord ahall
be deemed to have met those commitments providddhhir total combined aggregate anthropogenibarar
dioxide equivalent emissions of the greenhousesgiésted in Annex A do not exceed their assignedants.’

0 Article 3 (5) and (7) of the Kyoto Protocol; sdscaDecision 9/CP.2, UN Doc. FCCC/CP/1996/15/Add.1.
™ Article 3 (3) of the Kyoto Protocol.

2 Article 3 (2) of the Kyoto Protocol; according #opress release of the UNFCCC secretariat of 18ubep
2006, ‘many countries have already made signifipgagress in putting in place policies, and enactiglevant
legislative, regulatory and institutional framewsifor achieving their Kyoto commitments.’ As thegs release
goes on to clarify, however, ‘it was clear that m#arties to the Kyoto Protocol would have to sasta even
intensify their efforts.’ Published on the Internet at
<http://unfccc.int/files/press/news_room/press asés _and_advisories/application/pdf/20060214 ars@ve
kp_entry_into_force.pdf> (last accessed 20 Febr@ag).

* Occasionally, joint fulfilment of commitments uniderticle 4 of the Kyoto Protocol is also countexdivards
the flexibility mechanisms..

" The United States and Japan, notably, insistetherinclusion of emissions trading in the Kyoto tBool,
whereas major developing countries, including Irali@ China, opposed it; likewise, the inclusionpadject
mechanisms, largely favoured by the industrialipedvers, met with initial resistance by several dgpiag
countries, who feared a “neo-colonialist” outcomel énstead supported a fund based on financial lpesidor
developed countries violating their mitigation coitments. Opposition was also apparent in the OPfaes
which hoped to stall negotiations by defeatingteglgproposals. For a detailed analysis, see Olyeatind Ott,
Kyoto-Protokol| 130, 205-07, 218-21; Joanna Depledgacing the Origins of the Kyoto Protocol: An Atge
by-Article Textual History, UN Doc. FCCC/TP/2000£1-86.

> As a rule, developing countries and economiesansition maintain lower energy and resource efficy
standards relative to advanced industrial powegsjihg greater room for improvements at low cost.

® Lionel H. Goulder and Bernard Nadreau, ‘InternagioApproaches to Reducing Greenhouse Gas Emissions
in Stephen H. Schneider, Armin Rosencranz, and @ohiles (eds.)Climate Change Policy: A Survéywash-
ington D.C.: Island Press, 2002), 122-125.

" On this development, see, notably, Richard StewArNew Generation of Environmental Regulation3Q
Capital University Law Revie@2001), 21.

8 In response, Decision 15/CP.7, FCCC/CP/2001/13/2dekpressly affirms that ‘the Kyoto Protocol et
created or bestowed any right, title or entitlentergmissions of any kind.’

" See Jonathan R. Nash, ‘Too Much Market? Confletingen Tradable Pollution Allowances and the “Relu
Pays” Principle’, 24Harvard Environmental Law Revie{2000), 465.

8 A survey of current mitigation projects in develup countries suggests a strong preference amomgtiors
for projects that generate a high volume of carbalits while providing few or no development bétsefsee
Jane Ellis, Jan Corfee-Morlot and Harald Winkl&€gking Stock of Progress under the Clean Developmen
Mechanism (CDM{Paris: OECD, 2004), 34.

8 Simon Marr and Sebastian Oberthiir, ‘Die Ergebnidse6. und 7. Klimakonferenz von Bonn und Mar-
rakesch’, 24atur und Rech{2002), 576.

82 Recital 7 of the preamble to Decision 15/CP.7, BGTP/2001/13/Add.2.
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8 These units all equal one metric tonne of,@Quivalent, calculated using global warming pagsitdefined
by decision 2/CP.3, and are entirely fungible, &g an independent value based on supply and derimathe
carbon market; the different units are listed inaga1-4 of the Annex to Decision 19/CP.7 as ‘eiisseduc-
tion units’ (ERUSs), ‘certified emission reductiofCERS), ‘assigned amount units’ (AAUs) and ‘remowalts’
(RMUs).

% Prior to the entry into force of the Kyoto Prothgparticipation in the CDM was open to all partiesthe
UNFCCC, see para. 3 of the Annex to Decision 17/CPCCC/CP/2001/13/Add.2.

8 Article 3 (7) and (8) of the Kyoto Protocol andethAnnex of Decision 19/CP.7, UN Doc.
FCCC/CP/2001/13/Add.2

8 Article 5 (1) of the Kyoto Protocol.

87 See paras. 6-8 of the Annex to Decision 19/Cig;report will be reviewed by expert review teaflBRTs)
and mustjnter alia, contain complete inventories of anthropogenicssions by sources and removals by sinks
of greenhouse gases for all years since the base selected base years for synthetic greenhousss @eiFCs,
CFCs and SF6), calculation of assigned amountso&rtide commitment period reserve, details of anyeag
ments entered for joint fulfilment of commitmenitsformation relating to LULUCF activities, and asdeiption
of national registries and national systems.

% These are holding accounts for the party and eathorised legal entity, cancellation accounts ametire-
ment account, See para. 21 of the Annex to DecE8€6P.7, UN Doc. FCCC/CP/2001/13/Add.2.

8 See paras. 17-22 of the Annex to Decision 19/0PNPoc. FCCC/CP/2001/13/Add.2.

% Article 7 (1) of the Kyoto Protocol.

L Farhana Yamin, ‘The International Rules on the tiéydechanisms’, in Farhana Yamin (ecC)imate Change
and Carbon Markets: A Handbook of Emissions RedanstMechanism@.ondon: Earthscan, 2005), 23.

92 Listed in detail in paras. 3 (a) to (f) of the Amto Decision 22/CP.7, FCCC/CP/2001/13/Add.2 aiertrite-
ria result in a presumption of failure to meet lilify requirements, notably if a party has failem submit an
annual inventory within a certain timeframe, haethto include estimates for large greenhouse sgasce
categories in its inventories, or has been foroe@troactively adjust its data beyond a certaielle

% For a detailed description of the review process, Yamin and Depledg€élimate Change Regim853-363.

% As a policy instrument, emissions trading is gahercredited to John H. Dale®ollution, Property and
Prices(Toronto: University of Toronto Press, 1968), 9210

% For an overview of emissions trading as an insémnof climate policy, see Tom Tietenberg, ‘Thedeale-
permits Approach to Protecting the Commons: Lesgon<Llimate Change’, in Dieter Helm (edQJimate-
change PolicyOxford: Oxford University Press, 2005), 167, ahe various contributions in Bernd Hansjlrgens
(ed.),Emissions Trading for Climate Poli¢€¢ambridge: Cambridge University Press, 2005).

% Article 17 of the Kyoto Protocol.

" See, notably, Decision 18/CP.7, UN Doc. FCCC/C@1208/Add. 2.

% Decision 5/CP.6, UN Doc. FCCC/CP/2001/5, whichestahat ‘each Party included in Annex | shall rigiim

in its national registry, a commitment period r&sewhich should not drop below 90 per cent of tlaetys
assigned amount ... or 100 per cent of five timemitst recently reviewed inventory, whichever isltheest.’

% See Atrticles 6 and 12 of the Kyoto Protocol, wittther elaboration notably contained in Decisid64CP.7
and 17/CP.7, UN Doc. FCCC/CP/2001/13/Add. 2.

1% sypra note 83.

1910n the rationale of this “baseline-and-credit” aggmh Yamin and Depledg€limate Change Regim#&39.

192 For an authoritative introduction to the challengé baseline scenario calculation, see OEEmjssion
Baselines: Estimating the UnknoParis: OECD, 2000).

193 For a discussion of this aspect, see David Fraesttd NFCCC, the Kyoto Protocol, and the Kyoto Mach
nisms’, in David Freestone and Charlotte Strecks.fedlegal Aspects of Implementing the Kyoto Protocol
Mechanisms: Making Kyoto Wo®xford: Oxford University Press, 2005), 13.

1% See Paras. 64-66 of the Annex to Decision 17/GBN\7Doc. FCCC/CP/2001/13/Add. 2.

195 5ee Annex B of Decision 17/CP.7, UN Doc. FCCC/©OP1213/Add. 2, for the format of such PDDs.

1% paras. 35-52 of the Annex to Decision 17/CP.7,lu¢. FCCC/CP/2001/13/Add. 2.

197 paras. 61-63 of the Annex to Decision 17/CP.7,lu¢. FCCC/CP/2001/13/Add. 2.

1% see Paras. 64-66 of the Annex to Decision 17/GPN\7Doc. FCCC/CP/2001/13/Add. 2.

19 5ee, notably, the specifications in Annex Il tccB®n 21/CP.8, UN Doc. FCCC/CP/2002/7/Add.3.

10 Axel Michaelowa, Matthias Krey and Sonja Butzengej@lean Development Mechanism and Joint Imple-
mentation: New Instruments for Financing Renewdslergy Technologiggdamburg: HWWA, 2004), 3.

1 Eor details, see Decision 16/CP.7, UN Doc. FCCT2G®1/13/Add. 2.

12 Members of this Joint Implementation Supervisogmnittee (JISC) were elected at COP/MOP1 in Mont-
real.

113 see, generally, Camilla Bausch and Michael Mehlitigive and Kicking”: The 1st Meeting of the Pégs to
the Kyoto Protocol’, 1RReview of European Community and International Emrental Law(2006) (in print).
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114 The Meeting of the Parties to the Kyoto Protoa@ted 30 decisions, while the Conference of thtidzato
its parent Convention passed altogether 14 deasionaddition, several conclusions by the Subsydizodies
were approved at Montreal.
115 See the Decisions contained in FCCC/KP/CMP/200&l8/1—4.
16 Dec. 1/CMP.1, Consideration of Commitments for Sgfuent Periods for Parties included in Annexth&®
Convention under Article 3, paragraph 9, of the y®Brotocol, FCCC/KP/CMP/2005/L.8/Rev.1.
7 Dec. 1/CP.11, Dialogue on Long-term Cooperativéiokcto Address Climate Change by Enhancing Imple-
mentation of the Convention, FCCC/CP/2005/5/Add.1.
18 pid., recital 7 and para. 2.
19 For a detailed analysis, see Wolfgang Sterk, Hamta. Ott, Rie Watanabe, and Bettina Witthebene‘Th
Nairobi Climate Change Summit (COP 12 - MOP 2):ihgka Deep Breath Before Negotiating Post-2012 Tar-
gets?’ 4Journal for European Environmental & Planning L&2007): 139-148.
1201pcC, 4th Assessment Report — Synthesis Repdd,29g. p. 30, 72, 73.
121 pecision 1/CP.13, http://unfcce.int/resource/d288/7/cop13/eng/06a01.pdf#page=3.
122 On the Bali negotiations and the negotiationsikegtb it and building on it, see: Camilla Bausbtichael
Mehling, ,Happy end in bali-wood", FACET Commentaxy. 1, 2008; Camilla Baush and Michael Mehling,
“Current Developments - International”, Carbon &rdte Law Review, Vol. 2, No. 1, 2008, p. 110-112;
Camilla Bausch and Michael Mehling , “Tracking dotke Future Climate Regime - An Assessment of @airre
Negotiations under the U.N.”, Carbon & Climate LR@view, No. 1/2007, 2008, p. 4-16.
123 0f an expected 12,000-15,000 participants, 45r@@fbtiators and observers attended.
124 Anne Chetaile, Morgane Créach, Swan Fauveaud, ¢impgen: Political Immobility Faced With Citizen
Mobilization?”, Available on the Internet at: <wwgvet.org/ressource/pdf/actes _copenhague_uk.pdf>.
12 Hillary Rodham Clinton, “Remarks at the Major Eoamies Forum on Energy and Climate”, 27 April 2009,
http://www.state.gov/secretary/rm/2009a/04/1222#40.h
126 ynited Nations, “Ban invites world leaders to "Wegedented” UN Climate Change Summit & Bloomberg
Annouces Climate Week in New York”, 23 June 20Gfh:Hwww.sealthedeal2009.org/News_Ban-Invite-
Climate-Week-in-NY.asp
127 General Assembly, 63rd Session Resolution 63/@81ufther information see:
http://www.un.org/News/Press/docs/2009/ga10830tdor.
128 Council Decision 2002/358/EC of 25 April 2002 cemting the Approval, on Behalf of the European Com-
munity, of the Kyoto Protocol to the United NatioReamework Convention on Climate Change and thet Joi
Fulfilment of Commitments Thereunder, OJ L130/102)) the ratification papers were deposited in Néawk
on 31 May 2002, see Commission Press Release TR@af 31 May 2002.
129 Art. 4 (1) of the Kyoto Protocol; in deciding talfil their commitments jointly, the Community aride
Member States also decided to share responsibilitgompliance with the set objectives, see Ar(6¥of the
Kyoto Protocol.
%0 see Council Conclusions of the 2¥0Bouncil Meeting, Luxembourg, 16 June 1998, Annex |
131 A Community Strategy to Limit Carbon Dioxide Enissiand to Improve Energy EfficiendOM(92)246
(1992).
132 Resolution of the Council and the Representatifebe Governments of the Member States, meetirtigiwi
the Council of 1 February 1993 on a Community Paogne of Policy and Action in relation to the Envinoent
and Sustainable Development — Towards Sustaingbiii C138/1, at 42 (1993).
133 See, notably, Council and Parliament Directive Z08/EC on the Promotion of Electricity Produceonfr
Renewable Energy Sources in the Internal EleggrMiarket, OJ L283/33 (2001); Council and Parlianigirec-
tive 2002/91/EC on the Energy Performance of Boddi OJ L1/65 (2003); and Council and Parliamene®i
tive 2003/30/EC on the Promotion of the Use of B&$é or Other Renewable Fuels for Transport OJ 14223
(2003).
134 Council and Parliament Directive 2003/96/EC Restming the Community Framework for the Taxation of
Energy Products and Electricity OJ L283/51 (2003).
135 See, most recently, Council and Parliament Deeigi230/2003/EC adopting a Multiannual Programme for
Action in the Field of Energy — ‘Intelligent EnergyEurope’ (2003-2006) OJ L176/29 (2003).
136 commission Recommendations 1999/125/EC, 2000/Z03#nd 2000/304/EC on the Reduction of ,CO
Emissions from Passenger Cars (ACEA, KAMA, and JAM#Aspectively) OJ L40/49 (1999), OJ L100/55
(2000), and OJ L100/57 (2000).
137 See, most recently, Parliament and Council Degigi®0/2004/EC concerning a Mechanism for Monitoring
Community Greenhouse Gas Emissions and for impléngethe Kyoto Protocol OJ L49/1 (2004).
138 EU Policies and Measures to reduce Greenhouse Gaisdions - Towards a European Climate Change
lPsgogramme (ECCR)COM(2000)88 final (2000).

Id., 8.
10d., 11-3.
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141 Council and Parliament Decision 1600/2002/EC lgyifown the Sixth Community Environment Action
Programme, OJ L242/1 (2002).
142 Communication from the Commission to the Courthi European Parliament, the European Economic and
Social Committee and the Committee of the Regiom3Minning the Battle Against Global Climate Change
COM(2005)35, 9 Feb. 2005.
143 See the Presidency Conclusions, Brussels Europeancil, 25 and 26 Mar. 2004, published on therhee
at <http://www.consilium.europa.eu/ueDocs/cms_Rktes/pressData/en/ec/79696.pdf>, para. 32.
144 Commission Staff Working Paper on Winning the Ba#gainst Global Climate Change — Background Pa-
per SEC(2005)180, 9 Feb. 2005.
145CcOoM(2005)35, n. 142 above, 4-5.
“®bid., 6-7.
“Tbid., 7.
% 1bid., 9-10.
19 For the first climate change programme, see Elitiesland Measures to Reduce Greenhouse Gas Ensissio
— Towards a European Climate Change Programme (EECORI(2000)88, 8 Mar. 2000.
130 gee the fifth Environmental Action Programme, 32 Above, 71.
'L Another reason was the growing insight from selvetalled negotiations that international emissitragling
was not going to materialize anytime soon.
iZCIimate Change — Towards an EU Post-Kyoto Strat€@§yM(98)353, at 20 (1998).

Ibid., 25.
154 Green Paper on Greenhouse Gas Emissions Tradinginvthe European UnignCOM(2000) 87 final
(2000).
155 For an overview of this development, see P. Zapfiel M. Vainio, Pathways to European Greenhouse Gas
Emissions Trading — History and Misconceptid@902); the European Union had feared emissiordinga
would prove ineffective in reducing greenhouse gasssions, in particular as a result of ‘hot anisag from
the inclusion of Central and Eastern European cmmt
16 geejinter alia, the first proposal, COM(2001)581 final (2001).
157 Directive 2003/87/EC of the European Parliamerd ahthe Council of 13 October 2003 establishing a
scheme for greenhouse gas emission allowance gradthin the Community and amending Council Direeti
96/61 (hereinafter EATD), OJ L275/32 (2003).
18 see Article 32 EATD.
159 Under Article 3 (a) EATD, ‘allowances’ are definad ‘an allowance to emit one tonne of carbon diexi
equivalent during a specified period.’
180 see Art. 249 of the Treaty Establishing the EeepEconomic Community (EEC Treaty), 298 U.N.T.S. 3
(1957), as amended by the Treaty of Amsterdam Aingnithe Treaty on European Union, the TreatieskEsta
lishing the European Communities and Certain Relais, 37 I.L.M. 56 (1997), and now known as thealy
Establishing the European Community (hereinafterTE€aty).
®L Art. 15, 16, and 21 EATD.
102 Art. 18 and 19 EATD.
183 Art. 20, 24 and 27 EATD.
14 Art. 9 (1) and (3), 22 EATD.
%5 For an overview, see U. Ellinghaus, P. Ebsen anBiddloemann, ‘The EU Emissions Trading Scheme (EU
ETS) — A Status Report’ (2004)Jburnal for European Environmental & Planning Las+9; Y. Kerth,
Emissionshandel im Gemeinschaftsrg@aden-Baden: Nomos, 2004), 162-71; A. Reuter angiuRkch,
‘Einfihrung eines EU-weiten Emissionshandels —Rightlinie 2003/87/EG’ (2004) 1kuropaische Zeitschrift
flr Wirtschaftsrecht39-43.
186 Art. 4 of Council Dir. 2003/87/EC; Art. 3 (e) deéis operators as ‘any person who operates or ¢®aimo
installation or, where this is provided for in matal legislation, to whom decisive economic powesrdhe
technical functioning of the installation has beletegated’; installations, in turn, are describediit. 3 (e) as ‘a
stationary technical unit where one or more acd#sitisted in Annex | are carried out and any ottiszctly
associated activities which have a technical cotimeevith the activities carried out on that sitedavhich
could have an effect on emissions and pollution.’
167 3See Annex | of Council Dir. 2003/87/EC, with tHrekl values for combustion installations (rated e
input exceeding 20 MW, except hazardous or munii¢igate installations), the production of pig ir@nsteel
(capacity exceeding 2,5 tonnes per hour), the mtimluof cement clinker in rotary kilns (productioapacity
exceeding 500 tonnes per day) or lime in rotamysk{roduction capacity exceeding 50 tonnes per alayn
other furnaces (production capacity exceeding B0de per day), the manufacture of glass (meltipgaisy
exceeding 20 tonnes per day), the manufacturerafide products (production capacity exceeding Thés per
day, or with a kiln capacity exceeding 4 m3 anchwitsetting density per kiln exceeding 300 kg/nmg| e
production of paper and board (production capaeieeding 20 tonnes per day).
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188 Annex Il of Council Dir. 2003/87/EC, lists all sgreenhouse gases, but only CO2 emissions arearelér
the covered activities, see Annex I.

189:Opt-in’, Art. 24 (1) of Council Dir. 2003/87/EC.

170Opt-out’, Art. 27 of Council Dir. 2003/87/EC.

1 Art. 28 (1) of Council Dir. 2003/87/EC.

172 Art. 5 of Council Dir. 2003/87/EC.

173 Commission Decision establishing Guidelines fer fonitoring and Reporting of Greenhouse Gas Emis-
sions pursuant to Directive 2003/87/EC of the EeepParliament and of the Council, COM(2004)130) &%
2004.

1" Art. 7 of Council Dir. 2003/87/ECe.

75 Council Directive 96/61/EC concerning Integratediition Prevention and Control [1996] OJ L257/26.
178 Art. 8 of Council Dir. 2003/87/EC.

Y7 Art. 6 (2) of Council Dir. 2003/87/EC.

78 Art. 3 (a) of Council Dir. 2003/87/EC, definesallance as ‘an allowance to emit one tonne of cadion
xide equivalent during a specified period, whichlshe valid only for the purposes of meeting thguirements
of this Directive and shall be transferable in ademce with the provisions of this Directive.’

179 Art. 9 (1) of Council Dir. 2003/87/EC.

189 Art. 10 of Council Dir. 2003/87/EC.

8L Annex Il of Council Dir. 2003/87/EC.

182 Communication from the Commission on Guidance $sigt Member States in the Implementation of the
Criteria listed in Annex Il to Directive 2003/8 AlEestablishing a Scheme for Greenhouse Gas Emisdimn-
ance Trading within the Community and amending @dubirective 96/61/EC, and on the Circumstancegdasn
which Force Majeure is demonstrated, COM(2003)83an. 2004.

183 See below, 1. A.iv.

184 Art. 9 (2) of Council Dir. 2003/87/EC; accordirgArt. 23 (1), this committee is the same estabtishnder
Art. 8 of Council Decision 93/389/EEC for a Monitmg Mechanism of Community CO2 and other Greenhouse
Gas Emissions [1993] OJ L167/31.

185 Art. 9 (1) of Council Dir. 2003/87/EC. The accesstountries joining the European Union on 1 Mag£20
had to finalize and submit their allocation plaggliie date of accession.

186 Art. 9 (3) of Council Dir. 2003/87/EC.

187 Art. 11 (1) and (2) of Council Dir. 2003/87/EC.

188 Art. 11 (1) of Council Dir. 2003/87/EC.

189 Art. 13 (1), (2) and (3) of Council Dir. 2003/8 @Ewith mandatory replacement from the 3rd allarati
period onward; banking, as such, is not providediat the effect will be the same.

10 Art. 6 (2) and 12 (3) of Council Dir. 2003/87/EC.

91 Art. 16 (3) and (4) of Council Dir. 2003/87/EC.

192‘Naming and Shaming’, Art. 16 (2) of Council D#003/87/EC.

193 Art. 12 (1) and (2) of Council Dir. 2003/87/EC.

194 For transactions between persons in the Commanitypersons in third countries, the allowances fitzen
latter must have been recognized through an agmemaccordance with Art. 25 of Council Dir. 2083/EC.
19 proposal for a Directive amending the Directiviablishing a Scheme for Greenhouse Gas Emission
Allowance Trading within the Community, in respetthe Kyoto Protocol's Project Mechanisms
COM(2003)403, 23 July 2003; the proposal was adbjpt¢he Council by qualified majority on 13 Septmn
2004, seeeNDS Environment Dailgf 14 Sep. 2004.

19 Art. 19 (1) of Council Dir. 2003/87/EC.

197 Art. 19 (2) of Council Dir. 2003/87/EC.

1% Art. 20 of Council Dir. 2003/87/EC.

199 Draft Commission Regulation for a Standardised @@dured System of Registries pursuant to Directive
2003/87/EC of the European Parliament and of thenCiband Decision 280/2004/EC of the European
Parliament and of the Council, agreed by the Merltetes in the Climate Change Committee on 24 2004.
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Building up to trading

— Early decisions

Phase | — the pilot phase

— Quickly learning

Phase Il consolidating experience

— Getting comfortable with trading

Post 2012 — putting lessons into practice




1998 — 2001- Why Emissions Trading? DEPARTMENT OF
. ENERGY
& CLIMATE[TNNc]

« December 1997 — 34 COP and Kyoto Protocol — enshrined the concept
of emissions trading as a central policy tool to tackle climate change

» 3 potential approaches for Europe

— Top down implementation of UN scheme — needing agreement of
180+ countries

— Bottom up — member state domestic systems — could result in
incompatibility between European states

— Regional level system at Europe level
» Debate about the role of emissions trading

— Toreduce emissions?

— Cheap buy out to comply with international commitments?
» US experience and preference and active engagement in EU debate
« But failure of progress in the UN prompted Europe to move alone

Early interest — late 1990s and early ocoanoe
2000s . & CLIMATE[ TN [c]3

» Discussions prompted further investigation and initiatives
— The Emissions Trading Group in UK
— Parliamentary Commission in Sweden and Norway
— Danish energy sector reform
+ Discussions on
— Upstream vs downstream
— Allowances vs credits
Auctioning vs grandfathering
Absolute vs relative targets
« Danish CO2 quota system in the power sector
« BP pilot trading extended to cover 150 business units globally
* UK Emissions Trading Scheme

Caused opponents to rethink their positions on trading — national
stakeholder group in Germany




Separate systems or linked systems o
. & CLIMATE([TN[]S

« UK pilot trading starting in 2002 pushed carbon markets up the agenda
« But small states were concerned whether domestic systems viable
« 2000 Green paper on GHG emissions trading within the EU

— Emphasised middle ground — between complete harmonisation and

completely separate systems

— Emphasised competition and state aid policy for allocation choices

« Multi stakeholder working group established in 2000 and reported in
2001 that trading system should be set up as soon as possible

« 2001 European Commission adopted a proposal for a directive for EU
wide trading in GHG permits to be mandatory for certain energy
intensive sectors from 2005

Europe going out in front - The first oo o
European proposal . 2 CLIMATE[T\\[e]:

2000 COP - lack of progress on how to implement flexible mechanisms
March 2001 — Bush Administration will not submit KP for ratification

First European proposal envisaged

» Consistent scope

+ Initial allocation decisions to individual states
« Grandfathering for first phase

« National allocation plans

» Financial penalties for covered entities

+ Initial learning phase proposed — 2005-2007
* Followed by KP phase 2008-2012

» Jl and CDM credits excepted

» Future linking based on mutual recognition




The Issues DEPARTHENTGE
ENERGY
. & CLIMATE[4'IN\[c]

« Absolute vs relative targets

« Grandfather vs benchmarks

* Free allocation vs auctioning

* Broad medium or narrow scope

« Banking and borrowing

* New entrant reserves, closure rules
+ Banking and borrowing

« Use of credits

* Penalties

» Price caps and collars

Early challenges —
ENERGY
. & CLIMATE[SFNN[E):

* 10 new member states joining the EU in 2004
« 21 official languages

« Different industrial process — eg electric arc furnaces and blast furnaces
for steel production

« Poor data at installation level

« Lack of capacity amongst administrators

» Lack of infrastructure — accreditation process for verifiers, technical data
« Around 10,000 installations to be covered

« Strong lobbying from some industries

* Impossible timetable!!




EU Emissions Trading Scheme HANGE

Phases | & Il

« Covers CO, emissions from combustion processes (approx 42%
of EU GHG emissions) Aviation covered from 2012.

» Phase | — 2005-2007 - ‘learning phase’
* Phase Il - 2008-2012 - Kyoto Commitment Period

* 1 European Union Allowance (EUA) = 1metric tonne of CO, e
« Allowances freely tradable throughout 27 Member States

* Most allowances allocated free - range of methods, including
historical emissions, projected emissions, sector benchmarks etc

» Low levels of auctioning — Phase Il ~ 3% across EU
« ‘Limited’ use of Kyoto project credits

2005 Pilot Trading begins DEPARTMENT OF
ENERGY
. & CLIMATE[TN[TS

« Timetable and political pressures had led to some hurried decisions
» Lack of installation level data made allocation decisions difficult
* Member states had to produce National Allocation Plans showing
— how they had set their cap,
— how they had allocated emissions allowances,
— how they had interpreted scope
* Not allowed to allocate at more than need or ex poste
* National Allocation Plans were submitted for approval from Commission

* No member states were ready on 15t January — Denmark first in
February

« Plans were submitted, amended, approved and allowances allocated
throughout 2005 and early 2006




The First National Allocation Plans DEPARTHENTGE
ENERGY
. & CLIMATE[4'IN\[c]

» 25 member states interpreted the directive in 25 different ways

» Scope of inclusion varied — interpreted as broad, medium or narrow (the
Commission rejected narrow)

e Rules for new entrants and closures varied

» National Allocation Plans lacked transparency — difficult to work out
assumptions states had made in projecting ‘need’

» Commission reduced overall allocation for first phase by ~ 220 million
allowances

» Industry were concerned by the differences in treatment by different
states

The first reconciliation DEPARTHENTGE
ENERGY
. & CLIMATE(S'IN\[c]

» Substantial excess of allowances
* Subsequent research points to

— Real abatement

— But also overallocation

Causes?
Lack of data at an installation level
Free allocation — leads to lobbying

Lack of transparency in Member States NAPs — led to competitive concerns
WITHIN the EU

Competitiveness concerns with other global producers




Phase | — emissions vs allocation BEPARTVENT OF
ENERGY
. & CLIMATE[TTN 6 2

Total M

2007

2006

|
|
2005 —
| |

0 1000 2000 3000 4000 5000 6000 7000
2005 2006 2007 Total
Difference 82,428738 36,112966 27,565721 146,107425
= Emissions 2014,01398 2035,64936 2125,55779 6175,22113
Allocation 2096,44272 2071,76232 2153,12351 6321,32855

And the response — changes for Phase DEPARTMENT OF
ENERGY
| - &CLIMATE[ TN

* No change to the legislation — so changes had to be voluntarily agreed
» Harmonisation on scope and agreement on definitions of activities for
inclusion
— Meant some member states who had adopted a very broad scope
for phase | could remove installations from the system
— But overall around 50 million more tonnes of CO2 were included in
the scheme as states such as UK and Germany broadened
inclusion
+ Small installations — agreement on how to remove the smallest — eg
boilers in universities and hospitals

e Limits on the use of credits
e Greater harmonisation on rules

» BIGGEST change was the availability of verified emissions data for each
installation for 2005 — enabled Member States and the Commission to
provide SCARCITY — necessary for a functioning market




Phase Il — the impact of the new NAPs DEPARTMENT OF

. ENERGY
- 2 CLIMATE[TTN (613

Relatively stable carbon price
Certainty for industry
Greater ambition

Paved the way for more substantive changes to the
Directive for beyond 2012

Price and volumes to date BEPARTVENT OF
ENERGY
- 2 CLIMATE[TTN (63

EUA price (€/tCO2e) Chart 1: The carbon market from 2005 to present EUA volumes (m)
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National Allocation Plans
; ENERGY
Phase 1(2005-7)& Phase 11(2008-12)  MERGIAFcHance

Phase | _ Phase Il

* Lack of data on which to « 2005 verified emissions
base plans — caps based data on which to base
on Business as Usual NAPs
projections _ « More challenging

* Led to over-allocation Member State peer
across Phase | review process in

* Delayed start by some submitting plans to
countries Commission

* Poor handling of « Commission able to
reconciliation data — challenge plans against
different countries actual emissions
information reached - All reconciliation data
market at different times — published on2 April each
led to price volatility year

17

DEPARTMENT OF

™. ENERGY
. & CLIMATE ™, F\ [c]3

Allocation — Phase |l

« Mainly grandfathered but more benchmarks used —
eg UK power sector

« Selling/auctioning ~3% across EU
 New Entrant Reserve set at MS level,

* Access to CDM set at installation level by MSs as
part of NAP — and has been subsequently
tightened




What’s happened so far
. % ENERGY
in Phase Il [y cuivare N

19

» European Commission assessed Member State plans
using 2005 verified emissions data — created more
scarcity (though recession has had an effect)

« EU effort 124mtC0O,e/6% a year below 2005 emissions
» Price has been more stable

» Greater acceptance on the need for centralisation and
harmonisation — and for a greater use of auctioning

How volatile is the carbon price? DEPARTMENT OF

% ENERGY
. &CLIMATE[M VY [¢]3

Comparing the price volatility of EUAs to the volatility of coal, oil and gas
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EU 2020 Climate and Energy L oounenor
Package HANGE

Non-traded sector (~53% of

EU GHG emissions
Non-traded

sector

-10% (of
2005)

Poland Germany
+14% (of -20% (of

21

ETS Lessons learned —
Phase lll from 2013

DEPARTMENT OF
' ENERGY
- AR LVNITCHANGE

Increased harmonisation
— Centrally set cap — no more NAPs

— Community wide rules for free allocation. Sectors share
of allocation will be in line with 2005-7 verified emissions

* Increase in auctioning — greater stimulus for low-carbon
investors.

« Tighter limits on use of project credits in ETS — must be
less than 50% of absolute reductions

« NO MORE ALLOCATION PLANS!

22




Overall Cap and Reduction ENERGY
Trajectory . & CLIMATE[S TN [e]2

Central cap — linear decrease from 2008-12 of 1.74% in
average annual emissions. 1720 mtCO.,e in 2020 =
21% below 2005 emissions

Gradient: -1.74% 2005
emissions
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DEPARTMENT OF
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Allocation — Phase lll

» Large increase in Auctioning >60% by 2020
— 100% for power sector

— 20% in 2013, rising to 70% in 2020, reaching 100% by 2027 for
industry not exposed to carbon leakage

— 100% free allocation for sectors exposed to risk of carbon leakage
» All free allocation is according to ambitious Benchmarks
* NER set centrally, 5% of cap
* Access to CDM across Phases Il & Il limited to 50% effort

— Limited additional access to CDM in Phase lll. Phase Il access
can be carried forward. New access will be distributed in spirit of
harmonisation.




DEPARTMENT OF

Carbon Leakage B STATcHance

Criteria in the Directive are based on increased costs as result of
ETS and extra-EU trade intensity.

— 5% cost increase and 10% trade intensity; or
— 30% cost increase; or
— 30% trade intensity.

Sectors at risk of carbon leakage will receive free allocation
equivalent to 100% of their benchmark.

All free allocation will be reviewed in light of international agreement

Successes and Continl.Iing issue DEPARTMENT OF
' ENERGY
. el VY ITCHANGE

» Greater acceptance of trading and action
» Seen as a positive incentive to help build new industry and markets

* Political nervousness has decreased — and ambition increased

« Emissions Trading works — Point Carbon Survey of participants in
2006 found 15% took future cost of carbon into account for
investments

» By 2007 this had risen to 65%

» 27 Member States have put in place the institutional framework for
Trading and now have 3 years verified data

« 3 from outside the EU have linked to EU ETS — Norway, Iceland and
Lichtenstein

* EU business has gained experience that will help them in the low
carbon economy
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Allocating Allowances in an Emissions
Trading System: Options, Implications
and Experience
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July 2010

Free allocation, auction or sale

DEPARTMENT OF
ENERGY
&CLIMATE[M VY [¢]3

» Emissions trading requires entities to submit allowances or credits equal
to their emissions on a regular basis

» Economic theory value of the allowance the same if it is allocated for
free or sold —value is dependent on the scarcity and demand in the
market

* Important implications in choosing whether and how to allocate and to
whom

» Auctioning most efficient system when ‘price discovery’ is required and
where the majority of allowances are for sale in this way

» Small proportion of allowances are to be sold, may be better to sell them
into the market in a constant stream rather than through auctions

* Where free allocation is adopted there are a number of consequences to
be considered.




Auctioning o
. AR YTNIZCHANGE

* Well designed auctions can offer particular advantages in emissions trading
systems

— Most efficient — firms buy what they need — none of the downsides of
free allocation

— Reveal the market price — if a sufficient proportion are being auctioned —
but question the need for auctions if a small proportion are being sold

— They create behavioural changes faster and more efficiently than free
allocation

— Provide a large and very addictive income stream!

* For more information on specific designs look at the websites for
- RGGI
— EU ETS - and currently within Member States

Issues to consider for auctioning —
ENERGY
. & CLIMATE[SFNN[E):

* Important to ensure

— Access — small emitters may need to use auctions — they may not
be buying the quantities that brokers will deal with

— No opportunities for gaming or manipulation — easier to ensure in
bigger markets where it would be very expensive and more obvious
if a significant proportion of allowances were being withheld or
bought in suspicious ways — 625 million allowances traded daily in
ETS

— Does not create price shocks — regular and frequent auctions better
than an annual auction

— Well regulated — eg Market Monitor for RGGI
http://www.rggi.org/co2-auctions/market _monitor and in the EU
there is a requirement that:

» All auction platforms must be regulated markets as defined by
the Markets in Financial Instruments Directive (MiFID).




Case study — a UK approach —
ENERGY
. & CLIMATE[SFNN[E):

* The UK’s auction model for Phase Il uses a number of intermediaries
(known as ‘Primary Participants), to collect and submit bids to the
auction on behalf of any EU ETS participant who wishes to bid, subject
to certain checks. These bidders are known as ‘indirect
bidders’. Currently there are seven intermediaries. Although most are
investment banks, the role can be fulfilled by other organisations
subject to their ability to meet certain criteria. As well as submitting bids
on behalf of indirect bidders, Primary Participants can submit bids on
their own account.

UK case study oo o
. & CLIMATE(S:TXN[6):

* Primary Participants must meet certain criteria to be approved by
government to perform the role. One such obligation is to ensure that
information handled on behalf of indirect bidders is kept entirely
separate from Primary Participants’ own-account
information. Auctioning regulations contain punitive clauses for abuse of
information.

* Amendments to auctioning legislation (owned by HMT) introduced an
incentive fee for Primary Participants that is directly linked to the number
of successful indirect bids they submit to the auction. In this way,
Primary Participants are encouraged to bring higher numbers of bidders
to auction, increasing participation and therefore the chances of a better
clearing price.




DEPARTMENT OF
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* One of the downsides of auctions is that they can create shocks to the
market if a large number of allowances are auctioned at any one time.

* They may also be vulnerable to other external economic or financial
factors that cannot be controlled by the auctioneers — for example if
there is a sudden downturn in economic activity.

* Where a relatively small proportion of allowances is for sale it may be
less disruptive to place them on the market through brokers for sale in a
more continuous stream — eg German approach for Phase 1l. This will
not create shocks to the market, will provide more consistent and
predictable returns — as allowances are sold at high and low prices...

* So why not sell in this way all the time — because one of the important
functions of the auction is reveal the price of carbon....

Free allocation DEPARTHENTGE
ENERGY
. & CLIMATE(S'IN\[c]

* Where there are concerns about the competitiveness impacts of
introducing a carbon price

» Political nervousness
* Industry lobbying
* Ex ante or ex poste

— Ex poste — or further adjustments make it more difficult to have a
smooth functioning market

— Ex ante — free allocation is not a perfect science — Ex ante allocation
prevents market manipulation BUT means that some entities will be
over or under allocated

e Historical emissions — grandfathering
* Benchmarks




Issues with free allocation to S
: : ENERGY
installations - & CLIMATE[4'IN\[c]

» Free allocation based on historical emissions provides a perverse
incentive — high emissions gain more allocation

* Free allocation is not a perfect science — ex ante allocation risks winners
and losers

» The prospect of free allocation creates a strong lobby — firms want
allowances in line or better than their competitors — and will lobby to get
these — and this can undermine the cap

e Some sectors can gain windfall profits from free allocation - passing on
the marginal cost of allowances to consumer

e State aid issues can arise where there is not a harmonised approach
across states — so can also create competitive distortions

Dealing with Carbon Leakage
. & CLIMATE[™, .\ [c] 2

Europe’s proposals for sectors at risk of carbon leakage:

» Sectors were assessed on the basis of two quantitative criteria (EU ETS
related cost increase as a proportion of GVA and non-EU trade intensity)
and three qualitative criteria (abatement potential, market structure, profit
margins).

»  Sectors which exceeded the quantitative thresholds in the Directive were
deemed to be at risk. The thresholds are:
» combined threshold of >5% cost increase and > 10% non-EU trade
intensity
» single cost increase threshold of > 30%
» single non-EU trade intensity threshold of >30%

* 164 sectors were deemed to be at risk in the European Commission’s
assessment. This does not mean that they will get a free allocation.




Allocation in EU ETS Phase | —with UK o
example - & CLIMATE[4'IN\[c]

» Free allocation of at least 95% of allowances (though in theory
allowances should be less than need)

UK used 5 years data — 1998-2003 dropping the lowest year and then
averaging.

* Top down cap setting, bottom up share setting. So sectors allocated a
proportion of cap and installations allocation on the basis of their historic
emissions. Huge number of sectors (59) due to other policies and
lobbying

* New entrant reserve deducted from the sector allocation (as most new
plant will be extension of existing or through existing actors)

» Closure rules — difficult and complicated to apply in practice but lose
allocation for future years

e Debate on no new entrant and no closure rule

» Large number of small installations may have led to the ‘overallocation’
in Phase | because of ‘rounding up’

Allocation in Phase Il S
ENERGY
- & CLIMATE[TTX [c]

e Could auction or sell up to 10% of allocation —

» Overall cap and country caps had to lead to Kyoto compliance — and
were based on verified emissions data from Phase |

» National Allocation Plan templates — greater consistency and
transparency

» Greater understanding and therefore more experienced critique by
Member States of each others plans

» Confidence that reducing emissions was not as costly as initially feared
» Greater discussion and harmonisation amongst Member States

» Concern over windfall profits for power generators and some industrial
sectors

* Reassurance that the public recognition and awareness was low!




Phase Il allocation — UK example —
ENERGY
. & CLIMATE[SFNN[E):

* UK opted to auction 7% plus excess from New Entrants and Closures
* Inthe UK reduced the number of sectors to 19
* Introduced benchmarking for the large power supply plants

» Offered benchmarking to other sectors who could provide the data to
justify benchmarks — brewing sector interested but couldn’t provide the
data

* Sought to get greater harmonisation across Europe — so created
definitions for voluntary adoption for certain activities — so scope at least
was covered

» Small installations — proposed changes to aggregation rule to allow
smallest (universities, hospitals) to opt out

Free allocation rules in EU post 2012

DEPARTMENT OF
ENERGY
. &CLIMATE[M VY [¢]3

The revised EU ETS Directive sets out the principles by which free EU
allowances will be distributed to installations on a harmonised EU-wide basis.
These principles are that:

» the allocation should be ex-ante i.e. based on historic data and not
adjusted ex-post;

* the allocation should give incentives to reduce emissions and take into
account efficient techniques such as high efficiency Combined Heat and
Power (CHP);

* the allocation should be calculated for final products rather than inputs to
maximise emissions reductions and;

» the starting point shall be the average performance of the 10% most
efficient installations in a sector or sub-sector in the EU in 2007-2008.

The final EU-wide allocation rules are due to be agreed by 31 December
2010.




Free allocation rules | enens
Allocation methodologies . & CLIMATE[ZIINIELS

Allocations will be determined through a hierarchy approach:

P Penchmark 4@ P rocess
y e @ (TOmbUSLo A e

Different sectors will be assessed as to what is feasible — if product benchmarks
are not feasible the fallback allocation methodologies will apply.

Benchmarks are a transitional allocation approach prior to the adoption of
auctioning.

Developing benchmarks is very data intensive.

Benchmark negotiations can be very fraught reflecting different industrial
process, different development and geo political context.

The EU has developed 60 product benchmarks — which need to be appropriate
for new entrants as well as existing entities.

Free allocation rules
New entrants . AN VY TCHANGE

5% of EU cap set aside for new entrants in an EU-wide reserve (Article 10a (7))

* New entrants are defined as:
— new builds which obtain a GHG permit for the first time after 30 June 2011.
— ‘“significant extensions” after 30 June 2010

» European Commission shall adopt harmonised rules for “significant extension”
to ensure harmonised implementation across Member States. The revised

Directive sets basis for this definition (Recital 16):
— ‘“significant extension” should, wherever appropriate, be defined as an extension by at least
10% of the installation’s existing installed capacity or a substantial increase in the emissions
of the installation linked to the increase in the installed capacity.

* No free allocation shall be made in respect of any electricity produced by new
entrants Articlel0a (7).

* Allowances which remain in the new entrants’ reserve in 2020 should be
auctioned Articlel0a (7).




Summary DEPARTMENT OF
ENERGY
- & CLIMATE[TNc]:

» Free allocation is an introductory measure whilst transitioning to
auctioning

* It recognises political nervousness, the danger of unintended
consequences, and concern over taking a carbon price when
competitors have not

» Grandfathering based on historical emissions is a second or third best
option — but was initially adopted because of lack of time to develop
benchmarks

* Benchmarks are difficult and time consuming to develop — would be
better to move to auctioning if can reassure on competitiveness

» Auctioning provides an efficient system, and an income stream. Even if
the price is low the income may be significant — see RGGI

» If only a small proportion of allowances are being disposed of it may be

better to sell them through the market — less administratively complex
and no shocks to the market.
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Introduction to the Dutch Emissions Authority

Basics of Emission trading

Harm van de Wetering

2 August 2010
Programme

Programme

9.00 Basics of Emission trading — Harm van de Wetering
9.25 Validation and Permits - Ronald Hof
9.50 Compliance and Enforcement — Bas Bougie/
Rudolf van Nuissenburg
10.15 Coffee and tea break
10.30 Registration Emission trading — Bas Kroon
11.00 Registry training - Erik van Huis/ Helene Kossen

12.30 Lunch




2 August 2010
Content

Content

e Emission trading

e Basics

e Role of NEa

» Characteristics of NEa
e Approach of NEa

e Experiences

e Looking forward

2 August 2010
Basics

messssmmm) Negotiations

Allowed
emissions

=mmmmm) [Netherlands




2 August 2010
Basics

Compliance &
Enforcement

| Verified emission report I | Surrendered allowances I

Validation

Permits Emissions
Registry

management

Auctions |

/ Trading ‘

Allocation

]
b

Monitoringplan ‘

2 August 2010
Characteristics

Characteristics of the NEa

‘ Board of Directors
|
Managing director

Planning and
Control (11)

|
Registry Compliance and
management (10) Enforcement (13)

» 143 CO, emission permits
* 90 NO, emission permits
» 240 combined CO,/NO, emission permits

» CO, Emissions: 81.1 Mton
* NO, Emissions: 59.2 kton




2 August 2010
Approach

Dutch approach

o Compliance assistence

e Three different expertises combined together
e Communication

e Training

e Seperate from policy

2 August 2010
Experiences

Experiences

o Implementation succesful

e Incorporated in daily business

e Complex regulations
e Only small offences

e Changing policy




Looking forward

e Further automation of workflows
e Risk based investigations
e Fraude in trading

e Biofuels

2 August 2010
Looking forward
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Validation & Permits
Gateway to the emission trading system (ETS)

Ronald Hof

Contents

Background ETS EU level
Monitoring CO, and NO,
Role Validation & Permits
Validation projects
Developments

Questions

2 August 2010




2 August 2010

Background ETS EU level

Trust and ETS is a EU-
Decreasing confidence in market
allowances + ETS
larger %
Greenhouse Gas
reduction ->
pressure on ETS

Strict enforcement in
the entire EU is vital

The price will
rise

) 4

Risk of fraud

2 August 2010

Role Validation & Permits

Primary:
Checking MPs
Granting emission permits (20-30 p/y): 465
licensees in 2010
Assessing notifications (180 p/y)

Granting opt-out for NO,,

s

=» approach: division between going concern and
validation projects

Secondary:
e Information service for installations

, * Policy advice




2 August 2010

Monitoring CO, and NO,

Legal Guideline Monitoring (national translation
from EU Monitoring and Reporting Guidelines)
Emission permit with monitoring plan (MP)
Monitoring with current MP by installations
Annual Emissions Report

Verification by independent verifier

Surrender allowances

Compliance & Enforcement

2 August 2010

Validation projects: why & how

e Obsolete MPs: 1st generation MPs assessed without
experience

e new legal requirements

e Quality improvement necessary (compliance,
verification)

e Approach: specific target group of licensees, sector-
wise assessment, subcontracting bulk of validation
work




2 August 2010

Validation projects: workflow

—= W

: 2. Quick . 2 Resplt
1. Receipt quality 3. 4. Quality validation

of MP scan Validation Assurance (permit) sent to

w II installation

4a. Random MP check
by Compliance &
Enforcement

4b. Obligatory request
to local CA for MP
check

2 August 2010

Validation projects: quantity vs quality

Quantity: Quality:

e Training “How to validate a *Sector-wise assessment
MP efficiently?” Decide basis for starting
« Separation process and 2L B S IRInon o
content roles Ieglsla_tlon + Guidance '
*Working together, sharing
insights and giving each
other feedback
*Sharing thoughts with
installations




2 August 2010

Developments

e2011:

¢ 2011

Execution allocation 3rd trading period

: Allowances request aviation
«2012:
2012 :
«2012 :
2013 :

Review CO, MPs (485 licensees)
Digital MPs (and later also AERS)
Re-validation MPs aviation
Implementation review

2 August 2010

Questions




Contact information

e Ronald Hof

e ronald.hof@minvrom.nl

2 August 2010




ed

Nederlandse Emissieautoriteit
Dutch Emissions Authority

Compliance and enforcement

Bas Bougie and Rudolf van Nuissenburg

2 August 2010

\ETEldTe]y Compliance
and and
permitting enforcement

*Monitoring plan *Practical situation
*Emission permit *Emission monitoring

Theory Reality




2 August 2010

Three levels of auditing

1. Internal audits by the company

. Audits by accreditated verifier (private,
contracted by the company)

Department of compliance and enforcement of
the NEa (public, judicial basis)

2 August 2010

Compliance
and
enforcement
(NEa)

Verifiers
(private)

Business
contact

Companies
(internal
audits)




2 August 2010

Characteristics

e Compliance and enforcement

i

e Two roles: supervisor and enforcer

2 August 2010

Types of investigations

e Audits

» Ex-officio determination

e Signal investigations

e Enforcement investigations
e Theme investigations

e Measurements




2 August 2010

Diversity and complexity
of companies

2 August 2010

Preparation

e Which persons c.q. sources to be consulted
e Internal available information:

Correspondence, emission reports, monitoring plan
e Composing audit plan

e Contact the company




2 August 2010

The Audit

e Aim of visit

e Subjects of discussion

e Investigation and evaluation of internal systems
e Documents, tour of the company

e Concluding remarks and summary of the findings.

2 August 2010

Most occurring shortcomings

e Disagreement between monitoring plan and reality
« Extra source stream
- Extra installation

e Validity of calibrations of metering equipment

e Lack in quality assurance implementation emissions
trading




2 August 2010

The day after

 Letter with findings:
» Results
« Official warning
» In case of offense:
Assessment => administrative fine / penalty
imposed on a time basis in case of a non
compliance
« Administration
 Aftercare

2 August 2010

Compliance
and
enforcement
(NEa)

Verifiers
(private)

Business

contact /
Companies Measurement

(internal companies
audits) (private)

Business contact




2 August 2010

Inspection of measurement companies

e Determination of physical/chemical
properties of source streams

e Check on needed instruments

e Carrying out of the measurements

2 August 2010

Risk based investigations

» Data collected

e Experience with companies

e Too many companies to investigate each year
e Selection of companies based on indicators

e Besides that: random sample check




“"Take home message”

The Dutch implementation of the
emissions trading system is
unique in Europe:

« Three levels of supervision

- Public level of auditing is centrally

organised

gy

|

2 August 2010
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Registration Emission Trading

Bas Kroon

2 August 2010

Content

e Main characteristics of the Dutch Registry

e Main tasks of the Department Registration Emission
Trading

e The Compliance Cycle

e Registry Training




2 August 2010

Main characteristics of Dutch Registry

e Web application

e Comparable to online banking,
e transfer of emission allowances, not money

e A secure website
e Username and password are required

2 August 2010

Main characteristics of Dutch Registry

Total of: +/- 650 accounts
Almost 400 operator holding accounts
Over 250 person holding accounts (most outside NL)

1300 account representatives, 2 per account




2 August 2010

Main tasks of the Department Registration
Emission Trading

e Registry administration
 Management/maintenance
e Transactions (10.000 each year)

e Management of Dutch government accounts

e Allocation of emission allowances

2 August 2010

Main tasks of the Department Registration
Emission Trading

e Helpdesk
e Answering questions (2500 each year)
e Training sessions
e Account management
- Opening/closing accounts

- Carry out account changes (250 each year)




2 August 2010

Account management: security

In 2009 several cases of fraud
e VAT (tax) fraud, identity fraud, phishing attacks

NEa raised requirements for opening PHA
At first only for new accounts

After summer 2010 new European Registry
regulations: also for existing accounts.

2 August 2010

The Compliance Cycle

NDJFMAMIJJ]ASONDIJFMAMIJA

|

28 feb 2010

NEa allocates 2010
CO,-allowances to
installation




2 August 2010

The Compliance Cycle

31 march 2011

Installation sends verified
emissions report to NEa +
fills in emissions into Registry

I_1

NDJFMAMIJ]]ASONDIFMAMIIJA

|

28 feb 2010

NEa allocates 2010
CO,-allowances to
installation

2 August 2010

The Compliance Cycle

31 march 2011 30 april 2011

Installation sends verified Installation
emissions report to NEa + surrenders CO,
fills in emissions into Registry || allowances

| |
|

NDJFMAMIJJ]ASONDIJFMAMIJA

|

28 feb 2010

NEa allocates 2010
CO,-allowances to
installation




2 August 2010

The Compliance Cycle

31 march 2011 30 april 2011

Installation sends verified Installation
emissions report to NEa + surrenders CO,
fills in emissions into Registry || allowances

| |
‘

NDJFMAMIJ]]ASONDIFMAMIIJA

I I 2011

28 feb 2010 28 feb 2011

NEa allocates 2010 NEa allocates 2011

CO,-allowances to CO,-allowances to
installation installation

2 August 2010

Surrender
deadline: 30 april

e Surrender of allowances is an active and mandatory
action: surrender transaction

NEa checks on 1 May surrender statuses of all
installations

If an installation doesn’t surrender enough
allowances: penalty of 100 Euros per tonne CO, +
obligation to surrender allowances next year




2 August 2010

Emission trading: an example

1000 allowances are allocated

Installation B has emission of 800: CAN sell 200 allowances

Have to be bought

Can be sold

800
emission

2 August 2010

Financial trading allowances

NEa
e only transactions of allowances
e no contracts/finances

Financial part of trading:
e Dbilateral

o trading platforms

e brokers




Training

e Let’'s do some CO, emissions trading

2 August 2010
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Training Registry
Erik van Huis and Helene Kossen

What's in front of you:

e Laptop

e Paper with login
e Username and Password
e Installation ID and Emissions
e EXercises

2 August 2010




2 August 2010

2 Blocks

Presentation — by us (close laptop)
Show in registry — by us (close laptop)

Exercises - You
- We give some help

2 August 2010

The Dutch CO, Registry

e Greta
e English system
e Cooperation with 13 countries

e Training environment. ITL Simulator

e Do not use the “back”button, use the menu
e Safe system




2 August 2010

Registries and transaction message flow

Login and safety
New account

e Username (by post)

e Password (by e-mail)

e Secure connection (SSL)
e Correct domain

D>
<D
<D

2 August 2010

Transactions

Select Verifier

Emissions

Surrender




2 August 2010

Transactions (1)

e Transfer: Between accounts
Transactions

e Surrender: Surrender (by the end of a
year) Select Verifier

e Cancellation: Voluntary cancellation of
emissions (for
compensation)

Emissions trading

Surrender

2 August 2010

Transactions (2)
Important

e Kind of emissions (EUA_AAU)
e Check the receiving account nr
e Internal — Within Registry

 External - Outside Registry
(no check!) Select Verifier

Transactions

e Check
o Status: Complete, Proposed, Emissions
Rejected

Surrender

Exercise 1




2 August 2010

Enter verified emissions and verification

31 march 2011 30 april 2011

Installation Installation
reports verified surrenders CO,
emissions 2010 allowances

| |
‘

NDJFMAMIJ]I]ASONDIJIFMAMI JA

|

28 feb 2010 28 feb 2011

NEa allocates 2011 NEa allocates
CO,-allowances to 2011 CO,-
installation allowances to
installation

2 August 2010

Emissions

e Installation ID
e Fill in Emissions Transactions
e Wait for verification Select Verifier

e Check verified emissions .
Emissions

Surrender




Surrender

|

2 August 2010

31 march 2011

Installation
reports verified
emissions 2010

30 april 2011

Installation
surrenders CO,
allowances

28 feb 2010

NEa allocates 2011
CO,-allowances to
installation

}

NDJFMAMIJ]I]ASONDIJIFMAMI JA

28 feb 2011

NEa allocates
2011 CO,-
allowances to
installation

Enough allowances?

e Be sure of enough allowances
e Allowances >= Emissions
e Try to get enough allowances
trought trading with your neighbour

2 August 2010

Transactions

Select Verifier

Emissions

Surrender




2 August 2010

Surrender Step

e Surrender transfer in the Registry Login

Allowances left on account? Transactions
e Save for the next year

* Sell Select Verifier
e Voluntary cancellation

« Check your year results Emissions

Surrender
Exercise 2

2 August 2010

More info?

Internet: WWW.emissieautoriteit.nl
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Trading system for
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ETS for aviation

Cap

Scope

Who is the competent authority?
Monitoring emissions

Monitoring TKM

Impact on sector/market
Sanctions

Challenge

©CONDUHWNR
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Emissions trading for aviation

»Entered into force on 2 February 2009

»Had to be implemented by 2 February 2010

»2 periods:

-2012

-2013-2020

»2010 en 2011 are pre trading years, no surrendering of allowances
just monitoring

»Task force aviation: task force compliance forum/ harmonise
implementation

3 August 3, 2010

CAP
Historical emissions (cap setting)
» average 2004-2006
> basis for allocation process:
*97 % of average 2004-06 emission levels in 2012

*95 % of average 2004-06 emission levels from 2013

4 August 3, 2010




CAP/Allocation

Allocation

> 15 9% allowances via auction

> 3 % special reserve (new entrants &-‘

and fast growers)

» remaining are free allowances

5 August 3, 2010

CAP
100 % = Historical emissions 2004-06
100% - ,
| |
80% | | mCAP 95 %

60% @ Special reserve
3 %

OAuction 15 %

40%

20%
B Free (rest)

I

0%
Allocation of allowances (2013)

6 August 3, 2010




Scope
All flights to and from EU Member States

Exemptions

eMilitary,police, customs
eFlights with a maximum take of mass of less than 5700 kg
*VFR

«Circular flights, training flights, government flights (3
countries), medical, rescue, research etc.

Threshold for commercial operators
o< 243 flights per 3 periods of 4 months OR

< 10 000 tonnes CO, emissions

7 August 3, 2010

Administering member state

Every operator is linked to an administering
member state

Indication of administering Member State:

» operating licence

» the member state that the operator
performed the most flights on in a certain
year

The Commission has published a list of aircraft
operators specifying the administering member state
for each aircraft operator

8 August 3, 2010




Administering member state

Netherlands:

»Nea = competent authority

»76 aircraft operators, 17.5 Mton

ed

Nederlandse Emissieautoriteit
Dutch Emissions Authority

»Commercial and non-commercial
»KLM, Martinair, Northwest Airlines

9 August 3, 2010

Monitoring emissions

2009

2010

Pre trading

2011

Pre trading

2012

1st trading period

2013-2020

2nd trading period

August 3, 2010




Monitoring TKM

oo T n 2010

2009 2010 2011 2012-
(base year) 2020

August 3, 2010

Impact on sector

Carbon leakage:

- Most costs can be passed on to consumers

- All costs for intra-EU flights can be passed on

- 50-100% for intercontinental flights. Small risk on carbon leakage

Effect on ticket prices:
- Ticket price may rise with 5-20 euro

Effect on demand:
- Demand may fall with 1-2%

12 August 3, 2010




August 3, 2010

Impact on market

- Half-open system

- Impact is estimated to be small

- Aviation sector will be a net buyer. This can lead to less available
rights and higher prices.

14 August 3, 2010




Sanctions

If not enough allowances are surrendered:
»>fine of 100 euro per ton CO2 AND

»Compensation (allowances have to be
surrendered next year) AND

»Publication of operators (naming and
shaming)

When all enforcement measures have failed
to ensure compliance, the administering
member state can request the Commission to
decide on an operating ban

August 3, 2010

Challenge

Opposition airlines:

- Legal debate started by U.S. Airlines for violation of Chicago
convention (Continental Airlines, United Airlines)

- British court referred to the European court of Justice
- European court will rule on the validity of the European directive

16 August 3, 2010




Thanks for your attention! Questions?

August 3, 2010
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Developing countries in climate regime

Project based approaches to mitigation

Sectoral Approaches

Why MRVCE is important

Outlook for the market in 2010

REDD and the carbon market

Developing countries in climate regime

DEPARTMENT OF
ENERGY
. & CLIMATE[STIN e 2

UNFCCC “Common But Differentiated Responsibilities” splits developed and developing
countries

* Under the Kyoto Protocol, A1 parties signed up are required to reduce emissions
from 1990.

* Developing countries have no mandatory obligations:
— avoids restrictions on their development and poverty alleviation
— can sell emissions credits to developed countries
— Can get money and technologies for low-carbon investments.

* Developing country emissions will continue to grow for some time yet, however its
not always a constraint to reduce emissions and its possible to pursue economic
growth whilst reducing emissions.

» Developed countries will provide financial support to developing countries to move
towards a low carbon economy.




Addressing Climate Change will be ENERGY
challenging and requires global action . imiall; CHANGE

Minimising risks of temperature increases <2°C means global emissions probably

need to peak before 2020, and reduce by 50% below current levels by 2050 (IPCC
2007 4t AR)

41
Developing ——CO2-Ref
countries are most ¥ o250 1 [
vulnerable to risks —C02-550
associated with
climate change

m Other

= Africa

M Latin America

H Middle East

35 ¥ Other Asia

H India

33 H China

Their role in
addressing the
problem is also
critical, accounting
for 90% of near
term growth in
energy related 25 ; .
emissions 2007 2020 2030

31

Gt CO2 (Energy-related)

29 1= r -

27

Source: IEA WEO 2009
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2T impossible without significant
developing country action by 2020

Even if developed countries peak in 2012, reduce by 25%
below 1990 in 2020 and 80% in 2050, 2°C is impossible

unless developing countries can peak around 2020 China is around

30% of

Figure 1: Projected development of greenhouse gas emissions in different deve|0ping
regions of the world country emissions
80 Later global
g o0 eaking (2020) is
]
% o do ] possible but
T o504 ] O Rest of World much more
S expensive
O O Other annex 1
s IEA says $500bn
g BEU extra cost (over
g period 2010-
O 2030) for every

year of delay

1990 2050
Source: Greenhouse gas reduction pathways in the UNFCCC process up to 2025, CNRS/LEPII-EPE, RIVM/M NP,
ICCS-NTUA, CES-KUL (2003).




The global outlook has changed since
1990
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MtCO2e

Total GHG emissions (MtCO2e)
all gases & inc. LULUCF

8000

7000 -+

6000 - m 1990 2005

5000

4000 -

3000 -

2000

1000 -

China Brazil European India Saudi France Bolivia Romania Malaysia Argentina United South  United Germany

Union Arabia
(27)

Kingdom  Africa States of
America

Emissions per capita has changed
since 1990
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GHG emissions per capita (tCO2e)
all gases & inc. LULUCF

30

25

20 W 1990

™ 2005

15

tCO2e

10

China Brazil European India Saudi France Bolivia Romania Malaysia Argentina United  South  United Germany

Union Arabia
(27)

Kingdom Africa States of
America




COP 15 in Copenhagen led to a softening senumiEnr
of the distinction between developed and . RN YTN{7CHANGE

developing countries

80

~
o

High Accord
Offers

48Gt

Global

o
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Low Accord
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N
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2°C
Trajectories
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1S)

o

1990

2000 2010

2020 2030

Years

2040

Copenhagen Accord

For the first time all major emitters (and
over 100 countries in total) have committed
to action reducing the trajectory of their
emissions. The Accord enshrines:

2 degrees goal

srequired developing as well as developed
countries to set out their emissions
reduction commitments

*$30bn fast start finance

*long-term $100bn goal

If delivered in full, the offers which countries have put forward under the Copenhagen
Accord would be consistent with global emissions peaking by 2020 although deeper,
faster cuts would be required in later years to achieve a 2 degrees trajectory.

How the carbon market works in

practice

DEPARTMENT OF
ENERGY
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Voluntary

Annex 1 countries Non Ann_ex 1
countries
Without targets With targets

Govt
level

trading
JI

offset

credits

Emitter
level
trading

(ERUs)

market

Voluntary
offset credits
(VERSs)

Country 1Country 2 ” ountry 3
(AAUS) [k 4l (AAUSs) [is (AAUs)

CDM offset
credits
(CERSs)

Emissions trading scheme
(ETS) e. g EU ETS
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Developing countries in climate regime

Project based approaches to mitigation

Sectoral Approaches

Why MRVCE is important

Outlook for the market in 2010

REDD and the carbon market

The CDM has helped engage developing DEPARTMENT OF
S . ENERGY
countries in climate change mitigation . & CLIMATE[: N (¢}

Description

Technology
Al country/company receives CERs - NAlrcountry/company receives tech

they can use as a cost-effective way transfer, investment to help contribute
of meeting their GHG target to sustainable development goals

Achievements

So far helped to fund over 2,000 low carbon projects in
developing countries, reducing GHG emissions by
~350MtCO,e/year.

COM EXECUTIVE BOARD

But also criticised for:

* No net global emissions reductions

* |Inefficiency — high transaction costs

* Environmental integrity — risk that of non-additionality
* Unequal geographical distribution




Current approach to CDM project ocouoce
approval . RMYYN{ZCHANGE

Two fundamental requirements of project developers:

1. to establish a baseline or business as usual scenario against which a
project can be credited

2. to demonstrate additionality of the project

For most CDM projects, the baseline and additionality are determined
on a case-by-case basis which can be costly to determine

What are standardised approaches?

DEPARTMENT OF
ENERGY
. & CLIMATE[TTX [c]

« CDM methodologies based on uniform methods and procedures
applicable to multiple projects

» Already possible under the CDM but not widely used

» For example, this could involve setting a performance standard for a
particular project type in a particular country

« An individual project would be compared against the performance
standard in order to assess whether it is additional and, if so, the
quantity of credits it can earn

> No need for a project-specific baseline

» Provides a more objective additionality test
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benefits over the current CDM

1. Efficiency: Lower costs, complexity and uncertainty
2. Environmental effectiveness: consistent additionality test
3. Equity: Improve access to

CDM by reducing costs and
complexity

There are challenges also
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« Upfront data requirements

« Ensuring currently under-represented countries have
sufficient access

* Need to ensure the performance standard is set at the
right level to balance under-crediting and over-crediting
-important for ensuring environmental integrity

Opportunity for your governments to consider how to
overcome these challenges in order to achieve the benefits.




An illustration
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CDM (most current projects)
Baseline determined on a

A project-by-project basis
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Under both approaches, credits are issued ex-post and are sold to
carbon markets by the project developer
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Programmatic CDM (‘PoAs’)

PoA: Programme of Activities
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Able to cover multiple activities (‘CPAs’) under one programme:

(1

Multiple = [coordinating
GHG =% it
reducin 7 y

One
CDM

_.\CER investor

g
projects
(CPAs)

program
me

(PoA)

Different locations and/or timing possible
Ideal for small projects that wouldn’t be cost-effective on their own
Examples: — Solar heating systems in Bangladesh

Energy efficient lighting in rural Senegal

Uganda Municipal Waste Compost




There is also a volunatry carbon market but
there are key differences between it and the

regulated market
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Regulated Market (JI, CDM credits)

* Isinternationally supervised and
regulated (CDM Exec Board)

* Its mainly used in compliance
markets to help companies meet
their targets in emission trading
systems or for governments to
meet obligations under the Kyoto
Protocol.

* Registries track and monitor trades

»  Strict additionality criteria enforced

* Third party verification

Voluntary Market

No international supervision — self regulated.
Cannot be used for compliance purposes

Often used by individuals and companies
who wish to secure cheaper offsets

Sometimes lack of transparency in the
provision, verification and provenance of the
offset — led to criticisms of the market

They do not consistently provide for
emissions reductions that are additional to
what would have happened without the
project
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Developing countries in climate regime

Project based approaches to mitigation

Sectoral Approaches

Why MRVCE is important

Outlook for the market in 2010

REDD and the carbon market




In the negotiations, countries are DEPARTMENT OF
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new sectoral mechanisms

* Through negotiations

— Reform of the CDM to improve environmental integrity and
process; focus on LDCs

— Gradual replacement of CDM by sectoral crediting mechanism
for emerging economies and competitive sectors

— Sectoral crediting as a stepping stone to multi-sectoral cap and
trade

iti - DEPARTMENT OF
The transition: How would sectoral it
crediting work? - & CLIMATE[LTNI[]

. . sectoral BAU
GHG emissions

in a sector

crediting thresholds

/M“’"’“ﬂ

-

actual emissions

2006 2008 2010 2012 2014 2016 2018 2020 2022

crediting period 1 ' crediting period 2
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The EU roadmap to an international
carbon market: a three-step approach
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T

Emissions not covered
by cap and trade

SUOISSIWS [eqo|b €10 ]

—

New large scale market mechanisms will help
transition away from the CDM and scale up
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carbon markets

Sectoral Crediting .
) ’ Sectoral Trading
Also referred to as ‘sector no lose target

* Includes own contribution * Includes own contribution
* Ex post issuance of credits to Government, i.e. once ¢ Ex ante allocation of allowances to Governments, i.e.
emissions are verified before emissions have actually occurred
* No obligation for Governments to purchase extra * Obligation to buy extra allowances and/or credits if
credits if baseline not achieved sectoral target is not met
Illustration of sectoral crediting Illustration of sectoral trading
A Emissions A Emissions

Business as usual Business as usual

1 Own Action
Baseline Sectoral target

Credits

. Allowances
Actual emissions

AN . A .
7 Time 7 Time
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deliver national climate change policies

A number of developing countries have already proposed/implemented climate change
policies that are appropriate for their national circumstances.

The carbon market is a low cost policy tool to reduce emissions — even in the absence of
international demand for offsets, the carbon market drives technological innovation, creates
jobs, and reduces emissions cost effectively at a domestic level.

Climate change policies

A 2 N 2 N 2 N 2
Cap and trade Tax Regulation Subsidy

Large scale ‘sectoral crediting’ mechanisms can help provide carbon market finance to
undertake additional action.

Carbon market finance is generated by the sale of ‘sectoral’ offset credits.

International verification of emission reductions is essential before these credits can access
the international carbon market.

Countries will want to consider the different
policies to mitigate climate change
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Regulation Emissions Carbon Tax  Subsidies
Trading ; (tech)
Certainty Emissions Emissions Price Price
over?
Least cost No Yes . Yes No (depends
emissions (depends how
reductions how ~ targeted)
targeted)
Incentives for No Yes .~ Yes No (depends
innovation how
targeted)
Admin costs High High Low High
Harmonising  Difficult Relatively Difficult Difficult
across easy
countries




However, the carbon market is not a silver DEPARTIENT O
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Governments will need the full range of policy

tools to reduce emissions effectively

T T T

Other policy tools will be needed to:
e Guarantee long-term low carbon investments.

* Drive technological innovation and finance R&D - carbon markets are best suited to
promote existing and proven technologies.

* Trigger behavioural change and promote energy efficiency of end users.

Significant opportunities exist for affordable emission DEPARTMENT OF
reductions in many countries. However, the overall ggf&% CHANGE

costs will depend on the level of reductions undertaken

Many countries have 100%
high levels of low = McK uIEA
cost potential 90% | CCAP ¥ World Bank

80%

Energy Efficiency
Measures (All
countries)

70%

60%

Forestry / Agriculture >0%

(Brazil, Indonesia,

40%

East / Central Africa)

% of total mitigation

30% -
Power generation 20% 1

(China, India, Mexico) 10% -

0% -

Brazil Mexico Indonesia

Reductions can move
countries a

significant way

-ve cost | Low cost| -ve cost | Low cost | -ve cost | Low cost| -ve cost | Low cost | -ve cost | Low cost

towards low carbon Estimates of low cost potential
growth [Negative (-ve) cost - <$0 tCO2, Low cost - <$25 tCO2]
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India Domestic Energy Efficiency trading
scheme

China Pilot domestic ETS as part of next 5
year plan

South Korea Domestic ETS by 2012

Mexico President committed to ETS

Brazil Treasury exploring ETS

Kenya Announced investigating regulatory

framework for a domestic ETS

Our goal is to test new mechanisms on the DEPARTMENT OF
: i . ENERGY
ground and build capacity — Indian example . AN YIN{FCHANGE

UK is closely collaborating with the Indian Bureau of Energy Efficiency on the design and

implementation of their energy efficiency trading scheme (PAT scheme)

What is the PAT scheme?

* The PAT scheme is an energy efficiency trading scheme covering :
- 9 large energy-intensive sectors (eg. power, iron and steel, cement)
- Around 714 installations
- Around 10-15% of India’s total emissions

* The scheme aims at:
- Promoting energy efficiency
- Setting energy intensity targets for each installation
- Crediting tradable energy saving certificates, denominated in tonnes of oil equivalent, to
installations outperforming their targets
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offsets - MRVCE: Definitions

The UNFCCC does not provide a clear definition of M,R and V.

There is however a need for international coordination to ensure that MRV standards
are comparable and enable linking between trading schemes and offsets.

Monitoring > > Reporting > > Verification > > Compliance >

*Determination of * Emissions during *What is the accreditation - Certificates equalling

emission reporting period process? reported amount are
*Quality assurance + Additional info, e.qg. *Has emission returned

throughout the quality assurance determination been

reporting period carried out correctly?

* Are reported values
L correct? 1
|

Ensures that provisions in
MRVC are implemented as
foreseen

Source: Ecofys
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Because it is the first step to building any type of carbon market mechanism:

Why MRVCE matters

» Necessary to have accurate measurements and reliable historic data
to set targets

Because it helps build trust in carbon markets as they evolve, mainly in 3 ways:
1. Promoting transparency
2. Building credibility

3. Ensuring environmental integrity

Because when linking happens, a ton needs to be a ton, i.e. comparable value of
certificates/allowances

The EU ETS has developed MRV Guidelines that have proven to be efficient
and robust




The outlook for the Carbon Market in 2010 HANGE

is tough

Based on World Bank Report
« 2009 has been the toughest year so far for the market — mixed signals of progress

« Value of the market as a whole in 2009 was $144bn — an increase of 6% from 2008
($135bn) EU ETS is still the engine of the market and was worth $118.5 bn.

« Direct investment in CDM decreased by 59% to $2.7bn (the second year in a row
investment has dropped). Why?

— reduced compliance need for offsets in EU ETS;
— less project origination by intermediaries;

— competition with AAU’s;

— uncertainly of post 2012 framework.

» China was responsible for 72% of CDM projects in 2009. Africa which has
traditionally been a low recipient of carbon finance increased its share to 7%
(previously 3%)

Likely demand for new sectoral
offsets?
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+ EU

— transition from project-based offsetting under the CDM towards sector-based crediting, in
particular for advanced developing countries

— Need for Pilot initiatives as they would make it possible to move the debate forward by
putting the idea into practice.

« US

— Bills in Congress and Senate support sectoral credits from 2016 to be used in a US ETS.
+ Japan

— -25% pledged at Copenhagen. Approx 50% likely to be met through international offsets
» Australia/New Zealand

— Likely to be a be a buyer of credits

* Volume and demand for sectoral mechanims is likely to be larger due to tougher targets from
A1 and efficiency of sectoral approaches to CDM

» Likely to be increasing NA1 — NA1 carbon market flows

» Carbon market flows and financial flows to developing countries is driven by the demand and
ambition of developed country targets and actions




REDD in the carbon market
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Commonly raised concerns around including REDD+ in Carbon markets:

+ Methodological/design issues: Lack of permanence, leakage and lack of
additionality will undermine confidence in REDD credits

+ Cheap forest credits could flood the market, collapsing the carbon price

» The carbon price may be much higher than the cost of producing credits
resulting in large profits or ‘rents’ going to developing countries.

* Paris-Oslo process (March-May 2010) non-binding partnership to coordinate

action on REDD+. 50 countries signed up ~$4bn available for REPD +

+ REDD+ - Reduced Emissions from Deforestation plus —
goes beyond REDD enhancing forest stocks, conservation
and sustainable forest management

REDD+ could be financed through the carbon market as
soon as REDD+ credits are market ready (~2020)
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Before REDD+ credits can enter the market the following concerns needs to be addressed:

* Leakage (whether at national or sub-national level) — occur when mitigation activities in one place cause
an increase in emission elsewhere. Could be minimised by setting national baselines and a small
proportion of credits set aside as a buffer stock to guard against risk of reductions not being permanent.

* Permanence - forests are vulnerable to natural disturbances which release carbon back into the
atmosphere thus need to take long term responsibility for carbon stocks. Could be managed through
buffers at the national level (currently under VCS), central reserves of credits and insurance.

+ Additionality is the requirement that the GHG emissions after the implementation of the reduction project
are lower than those that would have occurred in the most plausible alternative scenario to the
implementation of the activity — less of an issue under the national approach to REDD+ projects b/c of
national reference levels — uncertainties in establishing reference levels.

* Cheap credits flooding the market can be overcome by ensuring targets are sufficiently ambitious &
through setting a quantitative supplementarity limit on how many REDD+ credits can enter the market (EU
signed up to this in principle) — the most efficient approach is to tighten A1 mitigation targets.

* Rents the cost of reducing a tonne of deforestation maybe less in many cases than the global carbon
price leading to profits flowing to developing countries. We may have to accept some rents flowing to
REDD+ nations as normal part of functioning market as when included the benefits of REDD+ far outweigh
the costs.
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As the negotiations on REDD-plus are quite advanced compared to many other
issues,

The EU has called for an agreement in Cancun on a 50% reduction in deforestation
by 2020 and halting global forest loss by 2030.

Major areas still to be agreed upon before COP 16 in Cancun include:
the financing modality (market based, fund based or a mixture of the two);

the method of deciding the reference levels for forest emissions (projections of
business-as-usual trends, negotiation or historical records), and

national versus sub-national approaches to REDD-plus (if incentives would be
provided to developing countries only if mitigation benefits were achieved at national
level or if sub-national mitigation actions could receive incentives).

Paris-Oslo Process (March-May 2010)
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A non-binding partnership on REDD-plus was established with the aim to help coordinate
and scale up action on REDD-plus.

50 countries participated & signed the agreement.

Approx. 4 billion dollars will be made available for measures to reduce GHG emissions
from deforestation and forest degradation in developing countries, and partners have
expressed their willingness to scale up financing substantially after 2012 provided that
sufficient emission reductions are achieved.

The Forest Carbon Partnership Facility and the UN REDD Programme will provide
secretariat services.

It was stressed at the conference that the partnership would be consistent with
negotiations under the UNFCCC.

Objective of the partnership is: “... to contribute to the global battle against climate
change by serving as an interim platform for the Partners to scale up REDD+ actions and
finance, and to that end to take immediate action, including improving the effectiveness,
efficiency, transparency and coordination of REDD+ initiatives and financial instruments,
to facilitate among other things knowledge transfer, capacity enhancement, mitigation
actions and technology development and transfer.”
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Thanks for listening

Global Carbon Markets Team - International Climate Change
Division

nasrine.amzour@decc.gsi.gov.uk
Tel (from abroad) 0044 207 979 7777 (extension 5398)
Mobile: +44 (0)7920087000
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