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Subject: Design and oper ation of the new mar ket-based mechanism

Introductory Remarks

1. We welcome the opportunity to express our viewshe further development of the New
Market Mechanism (NMM), and, have some general mas®ns on provision for markets
mechanism(s) and market related accounting in @& 2greement which guide our attitude
and approach to the issues raised.

2. Carbon market instruments are a useful tool facilitate enhanced mitigation action by
increasing flexibility and reducing the costs ohi@wing a given mitigation outcome, and by
engaging private finance investment and expenisecessary innovation.

3. Domestic policy measures and choices includiegrmplementation of domestic carbon
markets, and decisions by countries to link domestrbon markets internationally are a
matter of national responsibility and discretioheTrole of the UN should be focused on
facilitating international cooperation on combaittlimate change including through use of
markets.

4. Many countries are already establishing domestibon markets aimed at delivering
domestic emission reductions. This is set to coetilnd we believe that once established
countries will move to link their domestic measu@snaximise their effectiveness.

5. Alongside carbon market instruments establistietbmestic level, Countries may also
choose to rely to on internationally defined maikstruments as the route for participation in
markets, as a supplement to, or instead of, domestrket measures.



6. Against this background the international comityuran facilitate international
cooperation on markets in the 2015 agreement irdigtnct ways;

a. by providing for market related accounting ruteenable eligible parties to count
the results of international trading of mitigatioatcomes between domestic carbon
market instruments towards quantified commitmeautsl,

b. by providing for one or more UNFCCC market basethanism(s) for the
certification of mitigation outcomes applicable tparlarly where a party is not
otherwise eligible to participate in internationadrkets under market related
accounting rules.

7. Market related accounting rules, the subjecufsubmission on the Framework for
Various Approaches (FVA), should provide a clead anambiguous route for partits
count the results of international trading towards theiernational commitments; this
framework must ensure that these commitments aranuermined for example through
double counting or double claiming of emission i&dns.

8. A market mechanism, the subject matter of thisrission on the New Market
Mechanism, should provide a clear and independrrié rfor the UNcertification of
mitigation outcomes for international use towardsmitments. This mechanism
supplements accounting provisions by providing léarr@ative route for participation by
Parties. It may be the only route in respect alvaies outside the scope of relevant
commitments, or where a party cannot otherwisdgaate in an international market
because they do not fulfil the full accounting edility requirements.

9. We do not envisage units derived from a new raeisim being used for compliance
purposes before 2020. This places its use firmthénpost 2020 context. We believe
therefore that further discussion on the NMM coeddtribute to the work of the ADP by
providing space to elaborate provision for use ofegchanism under that agreement.
Nevertheless, experience gained through pilot gietsvbefore 2020 could facilitate the
development of the technical details of the moaliand procedures for a Market
Mechanism and also build market readiness andutistial capacity in prospective
implementing Parties.

A New Market Mechanism

10. The new market mechanism represents an opjitgrtarconsider the potential design of
provision on market mechanisms, one that fits withnew international context where all
parties will be making or are expected to make rifmmtions to mitigation.



11. At the core of this is the understanding thdtiture all Parties have a general interest in
ensuring that contributions to mitigation, whethrethe form of a commitment or otherwise,
are reflected in the international use of markéteen considering a market mechanism in
particular this will require that the concept okt mitigation" is firmly embedded in the
design.

12. This could be achieved in a variety of waysalimeed further discussion, but at a
minimum should ensure that international commitreemtd domestic policies of the host
party impacting mitigation are appropriately refeztin the crediting thresholds established
for the crediting of mitigation outcomes (Creditifgresholds) under a mechanism. In this
context too it may also be appropriate to set tireglthresholds using a benchmarking
approach so as to reflect the mitigation potemtidhe activities covered rather than setting
them on the basis of historic or projected emistgwoels alone.

13. Under such a system only mitigation outcomésezed beyond predetermined crediting
thresholds could be credited for use by anotheypand therefore towards count towards
that party's commitment. As a result, mitigatianommes achieved up to these thresholds
could either be retained by the host party to céomards its commitments — as an explicit
own contribution, or in default to accrue to thedit of the atmosphere, i.e. count towards
neither the host nor the acquiring parties committisien our view it will be essential to
ensure that the net mitigation so delivered is messand verified to ensure robust and
transparent accounting and ensure avoidance of@cobnting.

L essons lear ned from existing mechanisms.

14. The Kyoto Protocol has provided us with a weaftpractical experience with regard to
the design and implementation of centralised meashaisuch as CDM and JI. The CDM
with its broad coverage and diversity of activitéesl host parties offers perhaps the most
obvious model upon which to consider lessons lehrfike final report of the High Level
Panel on the CDM Policy Dialogue, and associatedarch (see:
http://www.cdmpolicydialogue.org) provides a confprasive assessment of the CDM. While
here we limit ourselves to presenting some leskarat from Kyoto Mechanisms there may
be value in looking to the experience in all relgv@arbon markets at regional national and
subnational level, and from other non-carbon rel@térnational regimes as well.



15. The CDM and Jl track 2 has demonstrated thefligfior participants and stakeholders of
a commonly defined and supervised mechanism insteifrthe relative simplicity,
transparency, reliability, and rigour of a unifigplproach to the assessment of emission
reduction activities and the generation of emissextuction credits. A fragmented landscape
of multiple uncoordinated national offset systerasrot be expected to deliver all of these
benefits to the same standard, and the probleried@DM and JI might well be multiplied

in a range of unregulated various approaches.

16. The CDM and JI, driven in large part by EU teanand for international credits,
established for the first time an international keaiprice for greenhouse gas emissions,
providing an incentive to find, implement and quigntost-effective mitigation outcomes
across a broad range of sectors, countries andrsifders. Amongst other achievements the
CDM and JI have;

. Provided an inter national standard and reference for the assessment of
emission reductions Both CDM and JI have established and revisedaed
governance structure; the institutions and proasifor assessment of emission
reductions, as well as elaborating principles amgléementing detailed standards for
determining and quantifying additional mitigatiomtocomes, both at project and
programme level,

. L ever aged Significant Private Sector Investment - hundreds of billions of US
dollars, mainly from the private sector, for prdageand programmes that have
generated 1.5 billion tonnes from CDM and 850m &mimom JI.

. Contributed to technology transfer and sustainable development co-benefits in
the host countries.

. Raised awar eness of mitigation opportunities through an extensive open
database of more than 200 methodologies and ob860 8eal-life projects and
programmes under CDM and 600 under JI.

17. The CDM and Jl, the future of which has ydbéodetermined, has also illustrated several
issues that need to be considered and might bessilt in the design of future mechanisms
provision, including through adoption of alternatiapproach to setting crediting thresholds:

. Concernsover environmental integrity of certain unitsissued under these
mechanisms. A continuing controversy under both the existingditing mechanisms
remains ensuring the consistency and objectivithefassessment of additionality
which we view as a test to ensure that individasivdies are not "business as usual".



. The inherent difficulty with an approach focusedamsessing whether an activity is
additional to a counterfactual baseline could dresked, at least in part, through
adopting a different approach to setting threshotaduding through use of
performance standards (i.e. benchmarks) wherehbids for crediting are fixed
below BAU. Such an approach could also provideltamrative to additionality
assessment and should be explored further.

. Lack of systematic approach to reflecting national policiesin baselines, The
current practice in setting reference levels forssions and crediting thresholds under
the CDM, makes no provision for the host partyidentify an explicit contribution to
mitigation, or for such a contribution to be clgaeflected and accounted for in the
mechanism. In addition, significant policy develants with an impact on emissions
are systematically ignored, and the potentialsarsts of action in different sectors
are not systematically or consistently consideesdn to the point of creating perverse
incentives.

. Uneven distribution of registered activities acr oss technologies, sectorsand
host countries; There are a variety of explanations for the disttion of activities
across the CDM, many of them unrelated to the desighe mechanisms and related
rather to national circumstances and capacitiesiwtannot be address in mechanism
design alone. The CDM has however also demonsttagechallenges of an
undifferentiated approach setting crediting thrédfhidéor emissions reductions;
onewhich fails to take into account of relativeigation potential and costs of
mitigation in different activities. Some Partieslasectors have benefited significantly
in respect of a relative small number of activitidsere emission reduction potential is
high, costs of abatement are low, and capacigrgel while other parties and sectors
with lower potential, higher costs and capacityenawt.

Design and Gover nance

18. In deciding the design and governance of thehar@sm it is important to recall key
features and potential elements or characterigtichave already agreed, particularlyPara
79 of Decision 2/CP.17 and Para 51 of Decison /CP18. We have already commented on
these characteristics and elements in two submissimur submission of 9March 2013
on possible elements of the mechanism agreed agdaof the Doha Decision; and we
addressed questions with respect to the desidgredfMM identified at SBSTA 39 in our
submission of 12 September 2013.



19. The design and governance of such a commofilyedemechanism(s) should build on
previous experience, where the terms of partiaypatire defined on the basis of proposals
from parties, applying pre-agreed principles, séadd and approaches and methodologiesfor
monitoring and setting thresholds, and where praiscare subjected to a system of review
and approval under the supervision of a board omaittee.

20. In this context we could envisage that the rapdm might entail flexibility by providing
multiple windows for participation according to ¢ext, for example, the nature and scope of
the commitment of the party seeking certificatidrootcomes, national circumstances, and/or
scale of action proposed.

Elaboration of elements of modalities and procedur es

21. We have laid out a potential basis for modzdiind procedures for a new market
mechanism in our submission of thé"ISeptember 2012, on the basis that any modalitids a
procedures would need to elaborate process andrgowee for the mechanism as well as
minimum standards and eligibility requirementsdotivities and participants.

22. In summary, we think key elements of the ma@asliand procedures would need to reflect
the following:

A. The voluntary nature of the Mechanisms: Parétign in the mechanism would be
voluntary and on the basis of a request by a party.

B. Key principles on scope of participation: These of participation could be defined in
relation to IPCC classes and in any event avoigttential for significant leakage.

C. The process for defining participation in thectrenism: In its request, a party would
indicate:

a. the scope of its participation;

b. reference levels for emissions and thresholdsrigtittng within the indicated
scope;

c. ajustification of how these reference and thregtmlels is consistent with any
contribution, commitment, and other relevant nalglicies;

d. a description of the methodological approach tatjfiang mitigation outcomes
against the reference level and crediting threshottihow it meets relevant
standards;

e. a clear statement of the level of net mitigatioléoexpected in respect of the
indicated reference emissions, and arrangementhdatistribution of emission
reductions following review.



D. The approach taken to promotion of sustainableelbpment including:

» Processes in place to ensure implementation ahtimket mechanism contributes to
sustainable development

» Reporting on the contribution of the market mechians to safe and sustainable
development

E. The approach taken to setting reference leweelsrhissions and crediting thresholds:

» Parties would define reference levels for emissamts crediting thresholds within a
defined scope for a defined period and includeresfee to the mitigation potential of
sectors.

» Key principles on setting reference levels for esioiss and crediting thresholds: The
period for reference levels would coincide with gexiod of any nationally
determined commitment.

* Role of standards and methodologies in the Mecharffsoposed scope and reference
levels and crediting thresholds would need to besistent with approved
methodologies and where applicable ambitious perdoice standards (i.e.
benchmark).

F. Approach taken to review of proposals: Requestdd be reviewed by independent
review teams to establish whether the scope anslsémilevels were adequately described
and calculated in accordance with guidelines aaddstrds to be elaborated.

G. The approach taken to the certification andagsa of units: Following international
review and approval, units could be issued whernssions are demonstrated to have fallen
below the approved crediting threshold.

The meaning of net decrease and/or avoidance of greenhouse gas emissions

23. The agreed concept of net decrease and/adana® of greenhouse gas emissions ("net
mitigation") will need to be further defined ana@lebrated. We think that the concept could be
interpreted and applied in various ways dependmthe context and approach in question.
There is some literature examining the conceptveadelieve this and the elements identified
below could form the basis for its further elabumat



24. In considering the incorporation of net mitigatin the NMM we think it is important to
consider the following elements.

Moving beyond Offsetting Net mitigation is commonigderstood to mean going

beyond offsetting. The current mechanisms are ntlyresed as offsetting
mechanisms to the extent that mitigation outconcégeaed in one party under a
mechanism (i) do not explicitly incorporate contitilon or net reduction, and (ii) are
used to offset an equivalent increase in emissioagsother party. This results in no
net decrease in emissions overall. For instanG®Me credit used by and acquiring
party enables each decrease in emissions in the¥agary party to be balanced
"offset" by an increase in emissions in the acqgiparty.

Net Mitigation as Own Contribution - Net mitigatiean derive from an own
contribution to mitigation by a host party. Thistmitigation as own contribution
requires that a proportion of the mitigation outeoassociated with an international
market activity is counted by the generating "h@sifty towards its mitigation
contribution and, as a result, is not made avasladblother "acquiring” parties to allow
them to increase their emissions.

Net Mitigation as Net Atmospheric Benefit - Neitigation can also derive from
mitigation action that is not counted towards thigation of any party but occurs "on
top" of the contribution or commitment of any pasti Net mitigation as “Net
Atmospheric Benefit” requires that a proportiortleg mitigation outcome associated
with an international market activity accrues te gimosphere — this means that a part
of emissions reductions achieved in a credited/iagtdr sector are not credited or

used towards compliance by any party.

25. In terms of broad accounting principles we kiimese elements would suggest that:

Offsetting: Only the proportion of the mitigationtcome beyond the crediting
threshold would be credited and could be used tsvére nationally determined
commitment of another party. As a result net dbation to mitigation could be
reflected in accounting terms in the following ways

Own Contribution: The proportion of the mitigationtcome not credited (those
between the reference level and the crediting himle$ would contribute to delivering
the nationally determined commitment of the pamtyvhich the reduction occurred
(anown contribution); this would only happen where there is a commitneenering
the scope of the mitigation outcome;




Net Atmospheric benefit: The proportion of the gutiion outcome is either not

credited (between the reference level and the tingdhreshold), or is cancelled, and
therefore is not counted towards a commitment gfgarty but rather accrues to the
benefit of the atmosphess a net atmospheric benefit; this could happen where the
mitigation outcome is not within the scope of a coitment.

26. We believe that the rules for the mechanismraladed accounting should be structured
in a way that reflects these elements in ordensuee that to net mitigation is incorporated in
the NMM in a transparent and measurable way:

27. In terms of setting reference levels and cirgglthresholds under a mechanism, this
approach to crediting would mean:

Crediting thresholds should be set in a mannerrdilects the impact of existing and
proposed national policy on emissions so only rati@n outcomes beyond those
arising from the policy should be credited. It sldonmot assume that the impact of
national policies should be credited (noting thét tvould require a clear assessment
of policy impacts for each sector covered by thetmaism);

Crediting Thresholds for emissions reduction catiah should be based on objective
criteria, i.e. ambitious performance standards wiagplicable and set below expected
emissions, and therefore incorporate a net cortioibio emission reductions, which
could accrue to the host country, or to the atmesgph

28. In terms of operationalizing this principleipes would need to justify and determine
reference levels and crediting thresholds in aced with methodologies and with reference

to:

» Nationally determined contributions, identifyingeatly the contribution of the
relevant sector to the nationally determined cbntion;

* An ambitious assessment of emissions reductiomgiaten the relevant sector
based on:
o the performance of best available technology aninywn deployment of
that technology;
0 A conservative estimation of the lifetime of teclogy and practices
driving current and historic levels of emissions.



Relationship to the framework for various approaches

29. As already alluded to, we see the FVAagmotential building block for the accounting of
international transfers between parties satisfaingjbility requirements, with clearly defined
and quantified commitments. Against this background

* The FVA’s focus should be on what is needed to lenpdrties to count the results of
international transfers towards commitments whileiding double counting; market
accounting rules, whereas

» The NMM'’s focus needs to be on what is needed tiihlg@ mitigation outcome for
use towards international commitments where a patyot otherwise participate in
the market, because it has not fully implementsah@t eligible under) broader market
accounting rules.

* Where the FVA evolves into an accounting framewgwkerning additions and
subtractions of mitigation outcomes, as we thirghibuld, the NMM would be fit
within this framework, where the FVA provides fatditions and subtraction to and
from commitments of mitigation outcomes certifientder the NMM;

We think the relationship between the two coulditbenately clarified through fixing
minimum eligibility requirements both for accourgiand for participation in the mechanism
(see the FVA submission).

Relationship to enhanced mitigation action

30. As previously stated, we view market instruraexgt a tool to achieve and enhance
mitigation. We recognise that any mechanism willydre used in conditions that parties
generate significant demand for international ¢eed®ather fixing an approach to reference
levels crediting thresholds and net mitigatior)unding ambitious performance standards
will hard wire ambition in the use of mechanisms &nsure that mechanism might only
operate in circumstances that enhanced mitigatiditeon is reflected in the mechanisms
itself.

Conclusion

31. We look forward to the requested technical papethe design and operation of the
mechanism which should reflect on the issues refietw in para 6 of SBSTA 40 conclusions,
and on the views of parties on these issues agg&sgu in submissions. We have also
referred to other sources we believe should beideresd in this reflection. We also refer to
our previous submissions on the NMM, as well athéseparate submission on the FVA in
this regard.
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