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Dear Ms. Figueres
Canada is pleased to submit information, provided by the provincial governments of Quebec and

Ontario, on their experiences and expectations with carbon markets. The submission responds to
the invitation from the sBSTA as referred to ¡n Fccc/sBsTA/2014/1.10.

Sincerely,

Director General, Climate Change lnternational, Environment Canada
UNFCCCC National Focal Point for Canada
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Market-Based Approaches in Ontario
Ontario has supported the use of market-based approaches to address environmental
issues for over a decade including action in both water and air issues. Premiers from
across Canada recently met and endorsed revised Vision and Principles for the
Canadian Energy Strategy, including a transition to a lower-carbon economy through
appropriate initiatives, such as carbon pricing.
Water
In an effort to reduce phosphorous discharges and protect water quality, Ontario has
taken a market-based approach. Specific examples include the Total Phosphorus
Management program operated in the South Nation River watershed in Eastern Ontario,
and on-going studies to assess the feasibility of water quality trading to support
phosphorus reduction objectives in the Lake Simcoe watershed.
Air
In 2002, Ontario implemented a NOX and SO2 reduction program in the electricity sector
and in 2006 the program extended to include large industrial emitters in sectors such as
cement, steel and paper manufacturing. Emissions of nitrogen oxides and sulphur
dioxide from industry covered by Ontario Regulation 194/05 fell by approximately 32%
and 27% respectively between 2006 and 2013. Emissions from Ontario electricity
generators covered by Ontario Regulation 397/01 fell by approximately 66% and 90%
respectively between 2004 and 2013; although this was mostly the result of phasing out
coal-fired electricity generation in the province.
Approaches like emissions trading can provide a market incentive for emitters to invest
in technologies that improve their environmental performance, energy efficiency, and
competitiveness in a flexible and cost‐effective way. Trading provides businesses with
choices on how to achieve reductions at the lowest cost while at the same time
incorporating a carbon price into their business planning and investment decisions.
Many of these themes were raised in a series of discussion papers Ontario released
between 2009 and 2013 to inform the design of a market-based program that could link
to a future regional or North American trading system. Our work on emissions trading
markets design and collaboration with our partners has shown that it is critical to design
a system that has high integrity and rigour, supported by secure and robust systems and
rules that ensure fair market activity. As a member of the Western Climate Initiative,
Ontario collaborated with Quebec, California and other subnational jurisdictions. During
that time Ontario also consulted with key stakeholders in electricity and broader
industrial sectors, and experts on offsets. Ontario’s Memorandum of Understanding with
Quebec guides the two provinces’ collaboration on the development of a trading system.
Ontario has participated in other international initiatives such as:
 Regional Greenhouse Gas Initiative (observer)
 International Carbon Action Partnership
 Midwest Governors’ Greenhouse Gas Reduction Accord (observer)
Successful emissions trading systems share certain design principles that make them
effective and efficient. Policies should be clear and their development should follow a
transparent process. That transparency and clarity should follow through to result in a
program that is simple and efficient, easing the burden and increasing compliance.

Trading approaches should be supported by robust emissions reporting systems in both
their development and implementation, ensuring that the reductions are real and verified
and that there is confidence in the reductions underlying the trading. That rigour should
also extend to the monitoring and oversight of the emissions trading market itself, to
ensure equal opportunity for participants and potential participants as well as the
confidence to pursue the full benefits of trade. Ontario Regulation 452/09, Greenhouse
Gas Emissions Reporting was developed in conjunction with Quebec and other leading
North American jurisdictions, and, as of 2011, all annual reports must be verified by a
third party according to International Organization for Standardization standards.
Ideally, emissions trading systems should target absolute emissions reductions while
addressing competitiveness impacts through the design of the program. Policy
developers should take into account the role of the emissions trading system in
motivating the development and deployment of clean technologies. Also, considering
alignment with other emissions trading systems in the design phase can make linking of
programs in the future less disruptive and costly. Linked programs offer greater flexibility
and stability that help to maximize efficiency of emissions reductions occurring across
the covered sectors. In the case of NOX and SO2, Ontario saw the benefits of linking
and permitted facilities to procure reductions from programs in the United States for
compliance in Ontario under its trading program for air pollutants.

