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Paper no. 1: Australia

Submission to the SBSTA | May 2013

Views on the Elaboration of a Framework for Various Approaches

l. Overview

This submission contains Australia’s views on the matters referred to in paragraphs 44-47 of
decision 1/CP.18 that relate to the work program to elaborate a framework for various approaches
for using markets to enhance the cost-effectiveness of, and to promote mitigation actions (the
Framework). Australia also draws attention to its previous submission on the framework for various
approaches in August 2012%,

Market based approaches (MBAs) are an important tool in the international response to climate
change. Australia welcomes the continued growth in carbon market activity across the world that, in
2013, sees 35 national and 13 sub-national jurisdictions implementing emissions trading schemes,
representing a population of over 660 million people. As this carbon market activity continues and
Parties establish direct and indirect links between their MBAs, the potential of the global carbon
market to encourage greater mitigation ambition by reducing abatement costs, incentivise foreign
investment and technology transfer, and promote sustainable development will grow.

The approach to the Framework outlined in this submission will help realise the global carbon
market’s full potential to deliver such benefits to all countries, directly and indirectly, by supporting
the development, implementation and integration of MBAs capable of delivering real, permanent,
additional and verified mitigation outcomes.

In summary:

e The Framework should:
— enable Parties to demonstrate how their market-based approaches (MBAs) assure
environmental integrity;
— promote improvements in MBA environmental integrity by building Parties’ capacity,
including through the development of good practice guidance over time; and
— promote the robust functioning of the global carbon market through guidance and
supporting infrastructure (centralised or decentralised) to track and record the transfer
of MBA mitigation outcomes.
e The Framework should only be relevant to MBAs that produce mitigation outcomes intended for
international transfer (“international units”) to help meet international mitigation commitments.
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e Parties have strong domestic and international drivers to:
— safeguard the environmental integrity of their own MBAs; and
— use only international units with environmental integrity to help meet their mitigation
commitments.

e Information is core to providing assurance of a particular MBA's environmental integrity, and to
providing scope to develop good practice guidance, to give effect to the standards in
decision 2/CP.17, paragraph 79.

e Experience in the establishment and maintenance of domestic and international registries and
transaction logs provides valuable input into the development of technical specifications and
guidance to avoid double counting at all stages of the life of an international unit.

e The Framework’s design should not duplicate institutions, procedures and guidance under
development or implementation, especially with regard to reporting, information sharing and
review and accounting.

The following sections provide Australia’s input on the elements of the work program as listed in

paragraph 46 of decision 1/CP.18.

Il.  The purposes of the framework

The purposes of the Framework should be to facilitate the development and implementation of, and
coordinate the interaction among, existing and emerging MBAs in a transparent manner that
provides assurance of environmental integrity and promotes the robust functioning of the global
carbon market. As such, the Framework should help Parties make their own assessments of whether
a particular MBA delivers international units with environmental integrity by enabling Parties to
demonstrate how their MBAs meet the standards in decision 2/CP.17, paragraph 79. Such
arrangements should promote environmental integrity in MBA design and operation by enabling
Parties to share expertise and experience, as well as their expectations on the environmental
integrity of MBAs as potential international unit purchasers.

The Framework should also serve the important role of helping to coordinate MBAs and promote a
robust global carbon market by providing guidance and supporting infrastructure (centralised or
decentralised) to record and track international units.

lll. The scope of approaches to be included under the framework

Australia supports the broad agreement that emerged in 2012 that the Framework should apply only
to MBAs that result in the international transfer of units representing mitigation outcomes
(“international units”). MBAs that do not result in international transfers do not fall within the
Framework’s scope as the emission reductions and removals from such MBAs are reflected in
national inventories.

While this submission focuses on MBAs, Australia is open to considering a how non-market based
approaches could productively fall within the Framework’s scope.



IV. A set of criteria and procedures to ensure the environmental integrity of approaches
in accordance with decision 2/CP.17, paragraph 79.

Information is integral to providing assurance that international units from a particular MBA have
environmental integrity. This is particularly the case given current carbon market activity across the
world indicates future MBAs will be primarily designed and operated by Parties individually and
jointly, tailored to maximise the mitigation potential of their domestic circumstances.

Core information includes the key design and operation features of MBAs that generate
international units, taking into account different MBA types. Features such as participation
requirements, measurement, reporting and verification, and unit issuance and registries, will be
common to both crediting and trading MBAs.

Other features are likely to be MBA-specific. For example, a trading MBA’s key features include
coverage of emissions sources, emissions caps, trading periods, unit allocation/auction process,
banking and borrowing and use of imported international units. In contrast, a crediting MBA’s key
features include eligibility of activities, crediting period, crediting baselines/thresholds and validation
of emission reduction/removal.

Such information should be capable of answering questions along the following lines to demonstrate
an MBA’s environmental integrity.

. What is the approach to setting historical and projected baselines, against which additionality
or MBA ambition can be assessed?

. What are the arrangements for the measurement, reporting and verification of emissions
data against which international units are issued, to confirm that each international unit equals
one tonne of emissions?

. What are the arrangements for treatment of additionality, permanence and prevention of
carbon leakage?

. What governance arrangements are in place for the MBA’s effective operation, including
monitoring and enforcement arrangements, and for the transfer of international units?

. What are the arrangements for avoiding double issuance, trading and claiming of the same
emission reduction/removal international unit by more than one entity, including arrangements
relating to the Party’s national inventory?

. What international units are accepted into the MBA?

. What arrangements are in place to promote public understanding and external due diligence
assessments of the MBA’s design and operation (eg websites providing access to related
legislation and details of methodologies)?

Examples of the type of information that a Party could provide in response to such questions to

demonstrate their MBA’s environmental integrity are provided at Attachment A.

Under the Framework, each Party responsible for an MBA that generates international units should
submit reports against agreed information parameters covering the above issues and questions. All
Parties should have the opportunity to review the reports, and participate in discussion of submitted



information in open sessions of the UNFCCC. Independent experts could also conduct technical
reviews of the reports to promote completeness of reporting requirements, and inform Parties’
examination and dialogue on the information submitted.

Through these procedures, Parties will gain a clear understanding of the environmental integrity of
each MBA; informing their individual decisions on which international units they will use towards
their mitigation commitments. The procedures will also create a vehicle for continuous
improvement in the environmental integrity of MBAs. Such procedures could promote greater
harmonisation in certain areas of MBA design and operation based on a convergence of views on
good practice in different domestic circumstances. Over time, such convergence of views may
warrant documentation as good practice guidance, to inform Parties intending to sell or use
international units towards mitigation commitments, and Parties seeking to assess the means by
which other Parties have progressed towards their mitigation commitments.

Going beyond good practice guidance to attempt to define environmental integrity standards or
criteria more detailed than the standards in decision 2/CP.17, paragraph 79 poses significant risks.
Attempting to develop more detailed standards for any area of MBA design and operation risks
unintentionally constraining Parties’ ability to maximise their MBA’s mitigation potential in line with
their domestic circumstances. It also risks constraining and discouraging Parties from exploring
innovative approaches to improving their MBA’s environmental integrity. The merit of developing
detailed standards for a given area would also need to be weighed against the difficulties inherent in
reaching consensus in the Conference of Parties on issues of detail.

Experience under the Kyoto Protocol (KP) does not support the argument that multilateral
procedures to approve particular MBAs ensure environmental integrity. Notwithstanding that Kyoto
units are the collective creation of KP Parties, individual Parties have independently placed
restrictions on the types of Kyoto units they will accept towards their mitigation commitments. This
is because Parties have strong incentives to demonstrate and protect their MBA’s environmental
integrity and use only international units with environmental integrity to meet their commitments.

To use Australia as an example, establishing and strictly enforcing arrangements to provide
assurance of its ETS’s environmental integrity has been essential to securing domestic public
confidence in the MBA'’s credibility. This is because the ETS imposes visible costs across the entire
economy, on both individuals and business. The Government must be able to demonstrate to the
Australian public that the price paid represents real abatement. Likewise, if an international unit is to
be accepted into its ETS, the Government must confirm the unit’s environmental integrity to avoid
compromising domestic public confidence in Australia’s ETS.

From an international perspective, Parties are incentivised to use international units with
environmental integrity towards their mitigation commitments to avoid undermining international
confidence in the credibility of their progress towards that commitment, and by extension, the
environmental integrity of any domestically-generated units that they may wish to sell overseas.

The above drivers also heavily influence private sector participation and investment in MBAs,
creating a financial incentive for Parties to demonstrate their MBA’s environmental integrity.



V. Technical specifications to avoid double counting through the accurate and
consistent recording and tracking of mitigation outcomes

While Parties do not yet have a comprehensive understanding of the various MBAs planned or in
operation, Parties do have experience in the recording and tracking of mitigation outcomes.

Avoiding double counting is essential to maintain the environmental and financial integrity of
international units. Domestic jurisdictions can introduce strong regulatory safeguards to detect and
discourage attempts to benefit from double counting. This includes civil and criminal penalties for
fraudulent activities and inadequate or wilfully misrepresented emissions reporting, as well as
broader regulation of relevant financial services. In addition, the Framework can provide guidance
and support centralised or decentralised infrastructure to avoid double counting at all stages of the
life of an international unit: from creation, to transfer and ultimate surrender against a mitigation
commitment.

Registration/issuance

In the case of project-based approaches, a centralised source of information on all registered
projects could help potential participants and investors confirm that a project to reduce or remove
emissions in a particular set of domestic circumstances had not been previously registered. Robust
domestic registries will be required to provide confidence that more than one international unit has
not been issued for the same tonne of emissions reduced or removed. Lessons learned from national
and regional registries under the Kyoto Protocol should be drawn upon to develop guidance that
would enable a broader range of Parties to establish and maintain domestic registries. To help track
each international unit from the point of issuance, whether the unit is generated from a crediting or
trading MBA, readily accessible information should also be provided on the attributes of each unit.

Trading

Domestic registries and transaction logs will be key to tracking the location and ownership of each
international unit to provide assurance that the unit has maintained its unique identity through each
transfer up to, and including, the point at which they are used to meet a mitigation commitment.
Lessons should be drawn from domestic and international transaction logs currently in operation to
determine the feasibility and utility of maintaining some form of centralised transaction log. Such an
assessment should be guided by issues including the size and diversity of the developing global
carbon market, Parties’ capacity to establish and operate their own logs, transaction costs
associated with a centralised or decentralised approach, and the likely impact on market confidence
of a particular approach. Experience has shown that decentralised and centralised logs can also
operate concurrently. This suggests that, regardless of whether a centralised transaction log is
considered worthwhile, guidance could also be developed to assist interested Parties establish and
maintain their own transaction logs.

Claiming



The Framework’s guidance and infrastructure for the recording and tracking of international units
will be central to the integrity of the UNFCCC’s broader discussions on accounting. By helping to
provide a traceable history of each international unit, the Framework will help prevent a particular
international unit being claimed by more than one Party towards its mitigation commitment.

VI. The institutional arrangements for the framework

The Framework should build on existing institutions and processes, and avoid duplication, to the
extent possible to minimise administrative and financial burden on Parties, the Secretariat and
existing UNFCCC institutions. Consideration should be given to the existing roles played by the
Secretariat and the permanent Subsidiary Bodies with respect to data collection, information sharing
and review arrangements, as well as administration of infrastructure such as the International
Transaction Log of the Kyoto Protocol.

VIl. Conclusion

The full potential of the global carbon market must be harnessed to achieve the global goal of
holding average temperature increase below two degrees Celsius. The approach to the Framework
outlined in this submission will help realise the global carbon market’s full potential by
accommodating the growing range of MBAs tailored to domestic circumstances. It will also
accommodate broad participation in and access to MBAs. This will also help realise the global carbon
market’s full potential by maximising the benefits of MBAs to all countries, including:

. incentivising foreign-direct investment, capacity-building, technology transfer and sustainable
development;

facilitating low cost, effective abatement via a broader range of abatement options;
o encouraging greater mitigation ambition by reducing abatement costs; and

helping the most vulnerable and least able to cope with climate impacts by contributing to
global emissions reductions.
Australia looks forward to working with its counterparts to make substantive progress on the
Framework at the upcoming SBI session in Bonn, including by obtaining a better understanding of
planned and operational MBAs throughout the world.



Attachment A — Examples of information to demonstrate the environmental integrity of a market-based approach.

Questions

\ Responses

Measurement

Objective: Understand how each country measure emissions (either emitted or avoided/removed)

Describe the measurement standards
your country applies, or intends to
apply, to ensure each unit equals a
tonne of emissions (either emitted or
avoided/removed)

If an internationally recognised standard
is applied, outline the approach taken
with regard to: who sets these standards;
what sectors/gases do they apply to; why
they are applied; whether there have
been any difficulties in applying these
standards; and any other relevant
information.

If an internationally recognised standard
is not applied, outline the approach taken
with regard to: how the measurements
standard has been developed; how do
they differ from internationally
recognised standards; and any other
relevant information.

Australia’s enterprise-level emissions measurement, reporting and verification framework, legislated under the
National Greenhouse and Energy Reporting Act 2007 (NGER Act), has been in force since 2008.

The National Greenhouse and Energy Reporting (NGER) legislative framework establishes Australia’s single,
national framework for corporations to report on greenhouse gas emissions, energy use and energy production.

Information collected through the NGER scheme provides the basis for assessing liability under Australia’s
Emissions Trading Scheme (ETS) and helps meet Australia’s international reporting obligations (under the
UNFCCC and track progress against Australia’s target under the Kyoto Protocol).

The framework is consistent with UNFCCC/IPCCC guidelines in relation to direct emissions (Scope 1) reporting
and World Business Council on Sustainable Development (WBCSD) / World Resources Institute (WRI)
Greenhouse Gas Protocol approaches on indirect emissions (Scope 2) reporting.

Measurement Standards in Australian Law

The National Greenhouse and Energy Reporting (Measurement) Determination 2008 (the Determination) is the
legal instrument through which the relevant Commonwealth Minister determines the methods for measuring
GHG emissions, the production of energy; the consumption of energy; and potential GHG emissions embodied in
an amount of designated fuel (such as natural gas, LNG or LPG).

The structure of the Determination is designed to facilitate the integration of corporate and facility level data
provided under the NGER Act with international data standards on greenhouse emissions estimates. Descriptions
of emissions sources are based on those provided in the IPCC Guidelines for National Greenhouse Gas
Inventories, while estimation methods are based on those used by the Department of Industry, Innovation,
Climate Change, Science, Research and Tertiary Education in preparing the Government’s annual submission to
the UNFCCC in Australia’s National Inventory Report.

The greenhouse gases covered by the NGER legislative framework for emissions reporting purposes include:
e carbon dioxide (covered under the ETS);
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methane (covered under the ETS);
nitrous oxide (covered under the ETS);
specified perfluorocarbons (covered under the ETS);

specified hydrofluorocarbons (not directly covered under ETS — a carbon price is applied under existing tax
arrangements); and

sulphur hexafluoride (not directly covered under ETS - a carbon price is applied under existing tax
arrangements).

Coverage of direct emission sources in the Determination is given by the following categories:

emissions released from fuel combustion;

fugitive emissions from fuels, which deals with emissions mainly released from the extraction, production,
processing and distribution of fossil fuels;

industrial processes emissions, which deals with emissions released from the consumption of carbonates and
the use of fuels as feedstocks or as carbon reductants, and the emission of synthetic gases in particular cases;
and

waste emissions, which deals with emissions mainly released from the decomposition of organic material in
landfill or wastewater handling facilities.

The Determination has benefited from many years of NGER reporting and working with industry to develop and
continuously refine country-specific measurement methods for all of the above.
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Reporting

Objective: Understand countries’ reporting requirements

Describe the reporting requirements
standards your country applies, or
intends to apply, to ensure each unit
equals a tonne of emissions (either
emitted or avoided/removed)

Outline the approach taken with regard
to: whether reporting requirements are
mandatory or voluntary; whether
requirement is established in legislation;
who has an obligation to report; how
information is recorded; and any other
relevant information.

If requirements align with internationally
recognised reporting requirements or
guidelines, outline the approach taken
with regard to: which requirements are
applied; if and how emissions from
different gases converted to a
standardised equivalent; and whether
there have been any difficulties in
applying these.

If an internationally recognised
requirement is not applied, outline the
approach taken with regard to: how the
requirements have been developed; and
how they differ to international
recognised requirements or guidelines.

Reporting Standards in Australian Law

The NGER Act and Regulations set out the legal framework for reporting obligations under Australia's ETS, with
additional detail in relation to certain liable entities (such as suppliers of designated fuels) set out in the Clean
Energy Act 2011.

Reporting under the NGER system is mandatory for entities that are over an NGER threshold, whether that be for
reporting under the scheme more broadly or for liability under the ETS more particularly.

. The default obligation for greenhouse gas (GHG) and energy reporting falls to the ‘controlling
corporation’. These corporations are required to report annually all GHG emissions, energy production and
consumption from facilities under its operational control or that of a member of its corporate group.

Thresholds for mandatory reporting:

Corporations that meet a NGER threshold must register and then report each year. There are two types of

thresholds to determine which corporations are affected and how:

1. facility thresholds (25kt or more of GHG CO,-e or production of 100 TJ or more of energy, or consumption
of 100 TJ or more of energy). If a controlling corporation has such a facility, all GHG and energy of that
facility must be reported.

2. corporate group thresholds (50 kt or more of GHG CO,-e or production of 200 TJ or more of energy, or
consumption of 200 TJ or more of energy. If a controlling corporation's total for all its facilities passes either
of these thresholds, all GHG and energy of all facilities (regardless of size) must be reported.

Threshold for ETS liability:

In addition to the above thresholds for NGER reporting, liability under Australia’s ETS falls on direct emitters and
suppliers of designated fuels (such as natural gas and LNG and LPG). Direct emitters are generally those with
operational control of facilities that produce covered Scope 1 emissions of 25,000 tonnes CO,-e or more. Most,
but not all, Scope 1 emissions are 'covered emissions'.

This reporting framework is consistent with UNFCCC/IPCCC guidelines in relation to direct emissions (Scope 1)
reporting and World Business Council on Sustainable Development (WBCSD) / World Resources Institute (WRI)
Greenhouse Gas Protocol approaches on indirect emissions (Scope 2) reporting.
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Recording of information

To date, reported information is collected and submitted online through the Online System for Comprehensive
Activity Reporting (OSCAR). A new reporting platform to replace OSCAR is now available for the first fixed price
reporting year of 2012-13.

GWP’s and Australian ETS arrangements

° The Australian Government has made the commitment that there will be close alignment between
Australia's international obligations and the domestic carbon price arrangements.

Verification

bjective: Understand countries’ emissions verification requirements

Describe the verification
requirements your country applies,
or intends to apply, to emission
measurement and reporting

Outline the approach taken with regard
to: what quality assurance or verification
systems ensure the reliability of data;
when quality assurance or verification
occurs; how an audit is triggered; who
undertakes audits; whether and how
assessors are accredited; what powers
auditors have; how much of your
country's systems and data related to
MRV are publically available; and any
other relevant information.

The integrity of Australia’s ETS depends partly on robust and thorough verification of reported data. Greenhouse
and energy auditing — which comprise either an assurance or verification engagement — are a key verification
measure under the NGER Act.

The Government developed the Greenhouse and Energy Audit Framework following extensive consultation with
industry, the accounting profession, greenhouse gas verifiers and environmental audit sector.

Standards:

The development of the framework involved thorough analysis of existing international and national standards
used for verification and assurance. The framework draws from existing standards, including Standard of
Assurance Engagements issued by the Auditing and Assurance Standards Board (AUASB) ASAE 3000 Assurance
Engagements other than Audits or Reviews of Historical Financial Information, Auditing Standard AUS 904
Engagements to Perform Agreed-Upon Procedures and ISO 14064-3:2006 Greenhouse Gases-specification with
guidance for the validation and verification of greenhouse gas assertions issued by the International Organization
for Standardization (1SO).

The NGER (Audit) Determination is not an audit standard, however provides specifications for audit
engagements. Standards utilised for NGER audits include - ISAE 3410 Assurance of Greenhouse Gas Statements,
introduced in June 2012 to assist with bringing consistency to greenhouse gas assurance across international
markets.

. Audit team leaders must be accredited and registered by the Clean Energy Regulator and meet prescribed
requirements which demonstrate core competencies and experience to carry out the prescribed audit activity.

. The framework does not set a new national standard, but rather sets out specific requirements for
registered greenhouse and energy auditors to follow when undertaking audits under the NGER Act.

When an Audit may take place:
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The NGER Act provides a number of circumstances in which the Clean Energy Regulator might initiate a
greenhouse and energy audit.

If the Clean Energy Regulator has reasonable grounds to suspect non-compliance, he or she will be able to
initiate a compliance audit by providing a written notice to the registered corporation to be audited. In these
types of engagement the audited body must appoint an audit team leader from the pool of registered
greenhouse and energy auditors and arrange for the audit to be undertaken. The audited body must also arrange
for a copy of the audit report to be provided to the Clean Energy Regulator.

As these audits occur in cases where the Clean Energy Regulator suspects non-compliance, an audit may be
undertaken as a precursor to the application of enforcement measures, including investigations by authorised
officers, civil penalties and criminal proceedings.

. In addition, the Clean Energy Regulator may initiate audits for any reason (i.e. without necessarily
suspecting non-compliance). For example the Clean Energy Regulator may initiate audits on a risk management
basis, or to gather information on the regulated community’s compliance with particular aspects of the NGER
Act.

. Lastly, mandatory pre-submission audits must be undertaken by all large emitters (total emissions over
125,000 tonnes). This will equate to roughly 95% of all covered emissions being assured prior to reporting.

Audit Types:
There are three different types of greenhouse and energy audits as defined under the NGER Act, assurance

engagements providing either reasonable or limited assurance, and verification engagements, providing no
assurance.

Assurance and verification engagements may examine any or all aspects of an audited body’s compliance with
the NGER Act and other subordinate legislation, including:

e emissions, energy production and energy consumption reported in accordance with section 19 of the NGER
Act;

e definitions of corporate group and facilities through the application of overall and operational control;

e requirements for identification and measurement of emissions sources, energy consumption and production
points; and

e requirements for accuracy, completeness and validity of reported greenhouse and energy information
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including record keeping requirements.

Assurance engagements - provide an independent conclusion on whether the audited body has complied, in all
material respects, with specified requirements of the NGER Act.

Verification engagements — are an independent assessment of specific areas of compliance, presented in the
form of factual findings.




Paper no. 2: Ireland and the European Commission on behalf of the European Union and
its member States

SUBMISSION BY IRELAND AND THE EUROPEAN COMMISSION ON BEHALF OF THE
EUROPEAN UNION AND ITS MEMBER STATES

This submission is supported by Albania, Croatia, Bosnia and Herzegovina, Iceland, the
Former Yugoslav Republic of Macedonia and Serbia.

Dublin, 19 Mach 2013

Subject:  Framework for Various Approaches
Introduction and general comments

The EU welcomes the decision at COP18 in Dohal" launching a work programme and defining
elements thereof for the establishment of a Framework for Various Approaches. Though the EU
regrets that no agreement was reached on the scope and purpose of the Framework in Doha, we
expect that SBSTA will address all relevant issues as part of the work programme. The EU believes
that the COP should guide the definition of the Framework, including market based and non-market
based approaches, to enable and secure a robust system that stimulates mitigation across broad
segments of the economy while safeguarding environmental integrity. This would include common
accounting rules and MRV requirements that would allow for the recognition of these efforts. The
EU is open to considering further proposals by Parties on non-market approaches under this
framework; however, it wishes to highlight the need to avoid duplication of discussions taking place
under other workstreams.

The EU recalls the fundamental principles agreed at COP17 in Durban in relation to "Various
approaches". These principles lay down that various approaches, including opportunities for using
markets, must meet standards that deliver real, permanent, additional and verified mitigation
outcomes, avoid double counting of effort, and achieve a net decrease and/or avoidance of
greenhouse gas emissions [Decision 2/CP.17, para 79]. The EU further recalls the general principles
relating to market-based mechanisms in the Cancun Agreement, including stimulating mitigation
across broad segments of the economy, safeguarding environmental integrity and ensuring good
governance and robust market functioning and regulation [Decision 1/CP.16, para 80].

Since 2005, an array of regional and national market-based initiatives has been adopted by Parties,
aiming at putting a price on greenhouse gas emissions and enhancing the cost-effectiveness of
mitigation action. These initiatives will continue to be based on sovereign choices that Parties make
to implement their mitigation commitments and should not be regulated under the UNFCCC.

M Decision -/CP.18 (Agreed outcome pursuant the Bali Action Plan)
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Discussions under the Framework for Various Approaches should however address the international
aspects of those initiatives, including the implications of linking trading systems of different Parties,
the use of carbon credits crossing the boundaries of national and regional schemes for a Party's
implementation of its international commitment and the establishment of rules to facilitate the
environmental integrity of such units.

This submission should be considered in conjunction with the previous submission of the EU on the
Framework for Various Approaches in July 2012.

Organisation of the work programme

The EU believes that we should draw upon the many exchanges of views throughout 2012, in
particular the workshops held in Bonn and Bangkok and the constructive discussions at the sessions
and at COP18. As an outcome at COP19 in Warsaw, the EU expects a COP decision clearly
defining the Framework for Various Approaches, developing the five elements of the work
programme established in Doha and providing a comprehensive framework in support of the
operation and further expansion of the international carbon market.

Views of the elements to be addressed in the work programme

A. The purpose of the Framework
The purpose of the Framework should be defined as follows:

"....establishing common accounting standards and conformity checks for units crossing the
boundaries of national and regional schemes and used towards commitments under the Convention
in order to maintain the highest level of environmental integrity and to safeguard the robust
functioning of the international carbon market."

B. The scope of approaches to be included under the Framework

The Kyoto Protocol created 3 flexibility mechanisms: the Clean Development Mechanism, Joint
Implementation and International Emission Trading. These flexibility mechanisms are multilaterally
defined, operated and supervised. In addition, Parties also defined a New Market Mechanism at
COP17 in Durban. This mechanism will operate under the guidance and authority of the Conference
of the Parties and may assist Parties to meet part of their mitigation commitments under the
Convention and the Kyoto Protocol. Modalities and procedures for the New Market Mechanism
should be elaborated by and adopted at COP19.

At the moment, the four mechanisms mentioned above are the only multilaterally defined
international carbon market mechanisms whose units may be used for meeting mitigation
commitments in the UNFCCC framework.
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It is the view of the EU that units used by Parties at the international level — i.e. for meeting
commitments made under the UNFCCC — should either:

1) originate from multilaterally defined UNFCCC carbon market mechanisms (the 4 mechanisms
mentioned above); or

i1) be recognised ex ante, through the Framework for Various Approaches, as eligible for use for
meeting commitments under the UNFCCC.

Units belonging to category 1) are covered by the modalities and procedures already adopted under
the Kyoto Protocol and the modalities and procedures to be adopted at COP19 for the New Market
Mechanism. In parallel, the scope of the Framework would encompass units belonging to category
i1), and it would entail the development of common accounting standards under the UNFCCC and
conformity checks for their recognition and transfer.

C. A set of criteria and procedures to ensure the environmental integrity of approaches in
accordance with decision 2/CP.17, paragraph 79

Safeguarding the environmental integrity of various approaches is a key principle for market-based
approaches. It is the view of the EU that environmental integrity, inter alia, includes the following
requirements:

1. Net decrease/avoidance: in order to keep the 2°C objective within reach, units falling under
the scope of the Framework represent a net decrease and/or avoidance of greenhouse gas
emissions;

1. Permanence: the emission reduction generated shall be permanent;

iii.  Sustainable development: approaches should contribute to safe and sustainable development
in the participating countries;

iv. MRV: the emission reduction generated would be appropriately and transparently monitored,
reported and verified;

v. Accounting: units would be generated and used applying common and agreed accounting
rules;

vi. Oversight: safeguarding environmental integrity requires an agreed mechanism to reveal and
correct activities not conforming to the rules and safeguards agreed under the UNFCCC.

The EU believes that in order to safeguard all components of the principle of environmental
integrity, a set of criteria and procedures, agreed ex ante, should include the following:
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i.  Eligibility criteria for mechanisms, activities and/or units, including for the development of
national arrangements necessary for the international coordination of the activities;

ii. Common approach to determine definition of broad segments of the economy;

iii.  Common approach to determine the net decrease and/or avoidance of emissions;

iv. Common accounting system and methodologies, including a common approach to the basket
of greenhouse gases, the use of a common metrics (global warming potential values), the
length of baseline/reference and unit generating periods, the use of emissions factors, the
avoidance of double counting etc.

v. Common standards for ensuring the permanence of emission reductions;

vi. Common requirements regarding the measurability of emission reductions and the quality of
emission-related data;

vii. Monitoring and independent verification requirements;
viii. Review process led by a body established under the UNFCCC.

D. Technical specifications to avoid double counting through accurate and consistent
recording and tracking of mitigation outcomes

It is the view of the EU that the work towards specifying technical design requirements under this
element of the work programme needs to draw on a robust set of standards safeguarding
environmental and market integrity.

Such technical specifications for tracking of units that represent mitigation outcomes should build
on relevant experience in the international system of registries and best practice identified during
the functioning of regional registries — for example the EU Transaction Log.

Regarding the main outline and contents of such technical specifications, they should

1. Build on the existing infrastructure while simplifying and streamlining rules to reduce the
costs for participation and enable wider access, where appropriate;

ii. Require participating registries — either central or Party specific — to be in line with rules and
checks defined under the UNFCCC;
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iii. Ensure transparency while respecting national sovereignty and the interests of private entities
to maintain the privacy of certain information.

E. The institutional arrangements for the framework

The implementation of the Framework will require an institutional structure. Once in place, the
Framework will require some permanent functions, including monitoring, review, maintenance of
the technical infrastructure and oversight. This institutional structure should operate in a non-
political manner, under the guidance and authority of the COP; the use of existing infrastructure for
this purpose could be considered.

Further decisions on the institutional arrangements should assess the workload following from the
permanent functions as well as the costs of different options.
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Paper no. 3: Liechtenstein, Mexico, Monaco, Republic of Korea and Switzerland

Framework for various approaches

SBSTA 38

The Environmental Integrity Group (EIG) welcomes the opportunity to submit its views on the work
programme under SBSTA to elaborate a framework for various approaches.

The EIG welcomes the decision taken at COP 18 to place the framework for such approaches
under the authority and guidance of the COP. As per decision 2/CP.17, para. 79, the activities
under the framework have to meet standards that deliver real, permanent, additional and verified
mitigation outcomes, avoid double counting of effort and achieve a net decrease and/or avoidance
of emissions. Therefore, the functioning of the framework and the necessary requirements to
ensure that the standards are met need to be discussed this year.

The EIG supports an in-depth decision at COP 19 on these elements in order to promote without
delay the development of further mitigation activities and therefore address the urgent need for
global ambitious mitigation action. Furthermore, it is also essential to ensure that these mitigation
actions will contribute to sustainable development and will be developed according to the
standards mentioned in para. 79 of decision 2/CP.17, so that these actions can be recognized for
meeting commitments which include targets or actions under the Convention in an environmentally
integer way that gives confidence in the implementation of these efforts, before and after 2020.

In the EIG’s view, elaborating transparent and ambitious requirements that will form the common
ground for the activities or approaches under the framework will give Parties and the private sector
the necessary guidance for their endeavours and ensure that these can be recognized for meeting
commitments which include targets or actions under the Convention. In the context of efforts to
raise mitigation ambition before 2020 and to ensure that the post-2020 climate regime will be
robust and ambitious, some common requirements are needed to ensure environmental integrity,
transparency and confidence in the climate regime. At the same time, maximum flexibility should
be left to the participating country Parties in the design and implementation of the activities
whenever it does not endanger environmental integrity. In addition, as a general principle,
requirements need to be simple, objective and transparent and should not impose unnecessary
transaction costs to participants of the private sector. This will also guarantee the comparable
guality of emission reduction activities, foster the coherence of the carbon market and the
fungibility of units, and provide the private sector with incentives and predictability related to the
recognition of the mitigation outcomes under the Convention.

1. EIG’s views on the structure of the work programme
The work programme on the framework for various approaches should be separate from the work

programmes on the non-market-based approaches and on the modalities and procedures for the
new market-based mechanism.
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In addition, the work programme on the framework should be structured around the elements of
decision —/CP.18 addressed under point 2 of this submission (a to €) and other elements (f to g),
allowing sufficient and balanced time for discussion of all these elements at each SBSTA session.

2. EIG’s views on the framework
a. Purposes of the framework

The EIG is of the view that the purposes of the framework - and therefore the nature of the various
approaches to be included under the framework - have already been defined in decisions 2/CP.17
and -/CP.18, namely that the framework aims at:

e Enhancing the cost-effectiveness of mitigation actions;

e Promoting mitigation actions;

¢ Facilitating an increase in mitigation ambition;

e Ensuring that standards are met, so that the various approaches deliver real, permanent,
additional and verified mitigation outcomes, avoid double counting of effort and achieve a
net decrease and/or avoidance of emissions;

e Taking into account different circumstances of developed and developing countries.

These purposes and standards need to be operationalized in a decision at COP 19 regarding the
scope of approaches, a set of criteria and procedures to ensure the environmental integrity,
technical specifications to avoid double counting and institutional arrangements, so that the
following cross-cutting elements are addressed adequately:
¢ Definition of common accounting elements;
o Guidance on common requirements;
¢ Conformity checks, to check that the activities fulfil the common accounting elements and the
guidance on common requirements, in order to allow recognition of activities as eligible for
meeting commitments which include targets or actions under the Convention.

b. Scope of approaches to be included under the framework

In order to foster mitigation action, the framework should include activities developed inside and
outside the UNFCCC process, where a country voluntarily transfers some of its emission
reductions to another country that voluntarily accounts them towards its emission reduction
commitments which include targets or actions, as long as the activities meet the common
requirements that will be defined. Common requirements under the framework are not intended to
be applicable to domestic mitigation policies and measures whose effect will be reflected in
national inventories, but rather to emission reductions with an international dimension (transfers).

The framework should include market approaches and non-market based approaches, with non-
market-based approaches to be understood as mitigation activities carried out in one country, with
voluntary participation, and directly accounted for in another country, without internationally
transferable units being issued to the participants in the mitigation activity.

Activities to be included under the framework should consist in emission reductions in segments of
the economy, sectors, subsectors or policies.
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Mitigation activities developed in one country that are intended for being recognized in other
countries for meeting their commitments which include targets or actions, will need to successfully
pass the conformity checks with the requirements in order to be eligible for meeting commitments
which include targets or actions under the Convention.

c. Set of criteria and procedures to ensure the environmental integrity of approaches in

accordance with decision 2/CP.17, para. 79

Guidance on common requirements is heeded across activities and countries in order to guarantee
environmental integrity. The set of criteria to ensure environmental integrity will consist in
guidance on common requirements related to:
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(a) Eligibility criteria for participating country Parties, including for the development of national
arrangements necessary for the international coordination of the activities;

(b) Definition of segments, sectors, subsectors or policies and the scope of the activities;

(c) Data quality (e.g. regarding verifiable mitigation outcomes and the quality of emission-
related data) and ways for reducing leakage and for ensuring permanency of emission
reductions, while leaving the responsibility to the participating country Parties to choose
activities to be included under the framework;

(d) Ways for ensuring real, permanent, additional and verified mitigation outcomes, through
guidance on minimum common MRV requirements, including on:
e monitoring and verification reports,
¢ independent verification requirements,
¢ publicly available information in English;

(e) Avoidance of double counting, through common accounting elements under the Convention
and transparent reporting instruments to be used by participating country Parties;

(f) Registries under the responsibility of each Party to the Convention and use of the
International Transaction Log (ITL) managed by the secretariat, and a central registry under
the UNFCCC for countries that do not have capacities to administer their own registry;

(g) Methods or instruments for achieving net decrease and/or avoidance of emissions, that can
be chosen by participating country Parties to fulfil this requirement, such as crediting
baselines and thresholds that are commonly agreed upon according to the elements
mentioned below under letter (h);

(h) Baseline setting for broad segments of the economy, while leaving the responsibility to
participating country Parties to propose adequate baselines, recognizing the host Party’s
own responsibility on mitigation; guidance should ensure that:

e Baselines are demonstrably below projected business-as-usual scenarios;

o Conservative methodological approaches are applied when setting baselines and
determining additionality, for example when using simplified approaches that would
result in increased uncertainty; this includes taking into account that some mitigation
outcomes can become common practice over time and should be included in the
business-as-usual scenario after a specific period of time when the host Party



carries out the periodical revision of the baselines (e.g. after 5, 7 or 10 years);

o Perverse incentives at national levels to delay mitigation policies are avoided,;

e The length of crediting periods is adjusted when simplified baseline approaches that
increase uncertainty are used,;

o Regular revisions of baselines take place.

The procedures should include:

(@)

(b)

(€)

(d)
(€)

(f)
9

(h)

Proposal of approaches or activities to be included under the framework by participating
countries or by participants authorized by the participating countries, for review by the
executive body under the COP or outside the Convention;

Publication in English on the UNFCCC website of all information required as per the set of
criteria, on the approaches and activities to be reviewed by the executive body and on the
implementation of these activities;

A review process, led by the executive body , to carry out conformity checks of the
approaches and activities with the guidance, in a non-political manner; activities that have
successfully passed the conformity checks are eligible for meeting commitments which
include targets or actions under the Convention; iterations through the review process after
adequate revisions of the proposed activities are possible, but activities which do not
successfully pass the conformity checks cannot be recognized for meeting commitments
which include targets or actions under the Convention;

Use of registries and the ITL;

Issuance of units for the activities that have successfully passed the conformity checks, by
the executive body or by a designated national authority under close scrutiny of the
executive body and the secretariat;, or, in the case of non-market-based approaches,
confirmation by the executive body of the amount of emission reductions to be credited to
the buyer country and deducted from the host country;

Tracking of the above-mentioned units by the ITL;

Adequate surrendering and cancelling of units used for meeting commitments which
include targets or actions under the Convention, and adequate reporting in the appropriate
reporting documents of both the host and buyer countries of the units, or in the case of non-
market-based approaches of the activities confirmed by the executive body and the related
guantities of emission reductions;

A possible share of proceeds to cover administrative expenses (depending on the
administrative work load on the international level described above), to support capacity
building for market mechanisms and to assist developing countries for adaptation; care
should be taken about coordinating shares of proceeds that may be levied both by the
implementing Parties and under the UNFCCC to avoid any double burden.
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d. Technical specifications to avoid double counting through the accurate and consistent
recording and tracking of mitigation outcomes

Common accounting elements are needed in order to avoid double counting. Three types of
double counting need to be avoided:

e between host and buyer countries;

e between market mechanisms, and between market and non-market-based mechanisms;

¢ between financial contributions and mitigation purposes.

Parties shall be the unique entry point for accounting issues at the Convention level. Parties may
authorize entities to participate under their responsibility.

Adequate common accounting and tracking rules and systems for avoiding double counting
between host and buyer countries are needed, in addition to procedures for
surrendering/cancelling units used for meeting commitments which include targets or actions
under the Convention. For this purpose, registries and the use of a common tool for tracking units
are necessary. In order to allow synergies and efficient use of resources, the ITL, which is currently
used only for CDM, JI and IET, should be extended to the units resulting from the activities under
the framework that have successfully passed the conformity checks. Using the ITL for all
international activities eligible for meeting commitments which include targets or actions would
ensure that a unit, once issued, cannot be transferred to two entities at the same time and that a
unit can be used only once for meeting a commitments which include targets or actions.

In order to develop a set of adequate common accounting elements, the context of the market or
non-market-based activities under the framework is important. For example, it is important to
determine ex ante what part of the emission reductions of an activity will belong to the buyer
country and what reductions will be accounted for by the host country in order to avoid double
counting. This requires: a decision by the host country on the sectors, subsectors or policies (e.g. a
NAMA) that it wants to open for market or non-market activities under the framework; a clear
definition of the scope and type of the reduction activity; and an agreement on what part of the
reductions will be accounted for respectively by the host country and the buyer country (directly or
indirectly through participants of the private sector).

In addition, a comprehensive recording of activities and installations covered by various
mechanisms is needed so that the same reduction in emissions is not rewarded twice through two
different instruments. This comprehensive recording could be done either at the UNFCCC level or
at the national level with transparent implementation and publicly available information. To
implement this comprehensive recording across mechanisms, increased interactions and
synergies between mechanisms both under the Kyoto Protocol and the Convention are needed.

The following aspects need to be considered:

¢ If an installation is covered by more than one mechanism or approach, this must lead to
specific actions to impede double counting. For example, avoiding double counting of
emission reductions achieved by an installation that is registered as a CDM project and at
the same time that participates in a market activity under the framework such as an ETS
requires specific arrangements: it must be avoided that the same emission reduction
activity is rewarded twice, with the issuance of CERs for its participation in the CDM and by
being allocated in an ETS more emission rights than what it needs given that it has already
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implemented emission reduction activities. Several options can be envisaged, such as
phasing out a CDM project to include the installation in the ETS; excluding the CDM project
from the ETS; allowing participation both in the CDM and in the ETS, but retiring CERs for
these emission reductions that are also rewarded with units under the new market activity
in the framework.

e It has to be ensured that only the overall net emission reduction resulting from a trading
mechanism can be used for meeting a commitments which include targets or actions in
another country. For example, for Parties that link their ETS outside of the Kyoto Protocol
(under the Kyoto Protocol a cap, a “carbon budget” defined with a specific amount of AAUs
and the legally-binding nature of the commitment ensure that the country will need to
comply with its commitments at the end of the period), the system has to guarantee that
only the net result or reduction in emission of the ETS at the end of the period can be
accounted in other countries, and not directly each unit issued under the ETS. Indeed,
participating Parties need first to have the units surrendered by the ETS participants to
cover their effective emissions for the period and cancelled; only the net result after this
procedure could be sold to and accounted by other Parties. Therefore, common accounting
elements need to define that only permanent, net and effective reductions resulting from
the overall performance of a trading mechanism can be sold by the host Party/Parties (or
by the participants if authorized by the host Party) to other Parties.

Finally, since market and non-market-based activities could be used both for financial
contribution to climate and for mitigation purposes, double counting of these two purposes
need to be avoided. Therefore, adequate principles for MRV of finance both by donors and
beneficiaries, as well as guidance for reporting need to be developed in the finance discussion.

e. Institutional arrangements for the framework
Necessary institutional arrangements for the framework include:

(a) Extension of the ITL managed by the secretariat to allow its use for activities under the
Convention;

(b) Extension of existing national registries, establishment/consolidation of registries for
countries not connected to the ITL yet, and establishment of a central registry under the
UNFCCC for countries that do not have capacities to administer their own registry;

(c) National arrangements (similar to the appointment of a Designated National Authority or a
Designated Focal Point) for the international coordination of the activities;

(d) Appointment of an executive body under the COP or outside the Convention, taking into
account the need to harmonize procedures and rules across mechanisms both under the
Convention (for the framework for various approaches and the new market-based
mechanism) and the Kyoto Protocol (CDM Executive Body, Joint Implementation
Supervisory Committee or a possible successor resulting from the revision of the Jl
guidelines).

Synergies between market mechanisms, both under the Kyoto Protocol and the Convention,
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should continuously be increased. All these market mechanisms will benefit both from increased
coherence of rules and structures across mechanisms and from efforts to streamline and simplify
rules and procedures, and to increase predictability for the private sector. Such synergies will
contribute to the avoidance of double counting, increase environmental integrity, resource
efficiency and consistency across mechanisms, and thus comparability among activities and
fungibility of carbon markets.

The experience and expertise developed with the CDM and JI should be used as a stepping stone
for designing the framework for various approaches. Indeed, the CDM and JI have allowed to gain
experience and to develop in-depth expertise by many stakeholders (project developers,
Designated Operational Entities/Accredited Independent Entities, Designated National
Authorities/Designated Focal Points, the CDM Executive Board/the Joint Implementation
Supervisory Committee, Secretariat). Many synergies between market mechanisms can be
identified, including: the large corpus of methodologies, standards and tools, the regulatory bodies,
the ITL and the accreditation procedures.

f. Facilitating the implementation of domestic mitigation policies by using the ITL

The framework should provide the possibility to facilitate the implementation of purely domestic
offset schemes. Use of the ITL for purely domestic activities should be allowed if Parties want to
efficiently use existing tools and avoid duplicating technical developments. Use of the ITL for such
domestic units and issuance of these units would be under the responsibility of the host country,
since these units will not be allowed to leave the national registry where they were issued or be
transferred to other countries and will not be able to be used for meeting commitments which
include targets or actions in other countries. Such use of the ITL would only allow countries to
voluntarily use already developed technical tools (the ITL) to facilitate the implementation of
national policies.

g. Supplementarity

Use of market and non-market approaches under the framework for meeting commitments which
include targets or actions should be supplemental to domestic action.

The agreed principle of net reduction/avoidance in emissions should ensure that a part of the

emission reduction/avoidance is accounted toward the host country, so that the new market
mechanism is used by host Parties as a supplemental way to domestic emission reductions.
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Paper no. 4: New Zealand

New Zealand Submission to SBSTA

Views on a work programme referred to in paragraphs 44 - 46 of document
FCCC/CP/2012/8/Add.1, to elaborate a framework for various approaches to mitigation action
and including information, experience and good practice relevant to the design and operation of
various approaches.

May 2013

Context

1. Paragraph 44 of Decision 1/CP.18 requests the Subsidiary Body for Scientific and Technological
Advice to conduct a work programme to elaborate a framework for various approaches (the
“Framework”), drawing on the work of the Ad Hoc Working Group on Long-term Cooperative
Action under the Convention, with a view to recommending a draft decision to the Conference
of the Parties at its nineteenth session.

2. This submission responds to the invitation to Parties and admitted observers to submit views
on matters referred to in 44-46 of Decision 1/CP.18. It should be read in conjunction with
previous New Zealand submissions particularly those dated March 2012 and July 2012.

3. New Zealand views the intrinsic purposes of the Framework, i.e. effective, efficient and
trustworthy emissions reductions, also applying to non-market-based approaches.

Introduction

4. New Zealand welcomes the decisions made by Parties at COP 18 on market mechanisms. We
see market mechanisms as an increasingly important tool to assist countries to address climate
change. Markets are an efficient and flexible way for countries to meet emissions limitations or
reduction commitments, to facilitate the transfer of technology and channel the flow of public
and private finance.

5. The global carbon market is becoming increasingly complex and fragmented as more and more
countries develop domestic and regional market mechanisms. Flexibility to develop these
market mechanisms, that reflect a wide range of economies and emissions profiles, will be
increasingly important in the context of a post-2020 legal agreement “applicable to all Parties”.
The Doha decisions have given us a clear mandate for practical and technical discussions on
how the UNFCCC can facilitate and recognise a broad range of market and non-market
mechanisms.
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New Zealand supports a liquid global carbon market with broad participation and
environmental integrity as this will allow countries the space to be more ambitious in their
commitments.

The transition period to 2020 offers an important opportunity to better coordinate the global
carbon market and to increase consistency across the mechanisms being developed at sub-
national, national and regional levels. To take advantage of this opportunity we should identify
common approaches across existing mechanisms.

. For New Zealand the Framework is a management tool or approach to oversee the

environmental integrity of the international carbon market system as a whole. Unlike the New
Market Mechanisms the Framework would not, of itself, generate units.

. The Framework establishes:

Minimum common standards, founded in IPCC methodologies, for market mechanisms both
within and outside the UNFCCC;

e A basis for demonstrating the environmental integrity of the units, and how they meet the
minimum common standards, including the use of inventories, accounting and
monitoring, reporting and verification;

e A reporting approach that provides full transparency on how units are generated by
domestic and regional market mechanisms;

e International trading architecture such as registries and transaction logs, to support
transparency, fungibility and the environmental integrity of market mechanisms both
within and outside the UNFCCC. A system similar to the International Transaction Log
would be well positioned to provide this record keeping service.

e A platform to share ideas on establishing and maturing sub-national, national and regional
carbon markets; and

e A platform for sharing information on non-market-based approaches.



Work programme

10. New Zealand supports a work programme focussing on matters to in paragraphs 44 - 46 of
Decision 1/CP.18. In our view it covers all the core elements of a framework — its purpose and
scope, and a set of minimum common standards, guidelines and procedures to ensure
environmental integrity of approaches and to avoid double counting.

Core elements
Goal, purpose and scope

11. New Zealand envisages the Framework will support a credible and coordinated international
carbon market.

12. The goal of the Framework could be “to support international climate change action by
facilitating a broad, efficient and coordinated international carbon market in a manner that
assures environmental integrity”.

13. The purpose of the Framework could be “to facilitate and coordinate the interaction and
alignment between existing and emerging market mechanisms (including UNFCCC mechanisms
and national and regional initiatives) for international climate change action”.

14. The role of the Framework could include:

a. Elaborating minimum common standards, guidelines and procedures for national and
regional market mechanisms that assure the environmental integrity and trustworthiness
of:

i. Units that deliver real, permanent, additional and verified mitigation outcomes and
achieve a net decrease and/or avoidance of emissions;
ii. Trading and use of units to avoid double counting;

b. Elaborating minimum common standards and guidelines for trading architecture, such as
registries and transaction logs, to facilitate transactions between market mechanisms

both within and outside the UNFCCC;

c. Facilitating the transparency, reporting and sharing of information on the units Parties are
generating, trading and using to support their climate change action; and

d. Providing a platform to discuss the use of market mechanisms.
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Minimum common standards, guidelines and procedures to ensure environmental integrity

15.

16.

17.

18.

19.

20.

An ideal Framework would be underpinned by minimum common standards for units that are
traded internationally.

Parties seeking to trade internationally would then apply these minimum common standards,
guidelines and procedures in the design of their carbon market. Using minimum common
standards would assure the environmental integrity of the units being generated and traded.

New Zealand notes that Parties need to decide on the details of the minimum common
standards. IPCC methodologies are currently used by all Parties to estimate their greenhouse
gas emissions and removals. In New Zealand’s view, it would be beneficial to base minimum
common standards on the IPCC methodologies and to have the IPCC principles of
comprehensiveness, objectivity, openness and transparency underpin them.

Much can be learnt from the design and operation of existing emissions trading schemes. As a
way forward New Zealand suggests that we develop an understanding of common approaches
currently in operation around measurement, reporting, verification, auditing, accuracy,
transparency, accounting, additionality and permanence. Increasing common approaches,
where appropriate to reflect domestic circumstances, would facilitate the fungibility and
equivalence of domestic emissions units, creating the foundation for trade between countries.

For New Zealand, transparency is a cornerstone of the Framework. Transparency is critical to
build confidence in the environmental integrity of units generated and traded.

Parties generating units for international trading should publically provide information on what
mechanisms they are using to generate those units, the standards and/or methodologies
(including accounting) they are based on, and show how these units represent genuine,
verifiable emissions reductions. The information and supporting evidence could then be held
by the UNFCCC Secretariat and made available to any interested party.

Technical specifications to avoid double counting

21.

30

The integrity of a unit needs to be maintained when it is transferred between individuals and
companies domestically and between countries. In the latter case, each country’s registry
needs to clearly record every transaction and ensure that the origin of the unit remains easily
identifiable. International registries, such as the International Transaction Log or similar
tracking mechanisms, can be used to help track international transfer of units. This is



particularly important if the unit is surrendered to the UNFCCC to meet emissions reduction
commitments. Institutional arrangements

Institutional arrangements

22. Information and supporting evidence prepared by Parties could be included in the biennial
reports and biennial update reports, and in turn integrated into international assessment and
review (IAR) and international consultation and analysis (ICA) processes. This would give
confidence that Parties are using market mechanisms consistently with the details of their
declaration.

23. New Zealand is continuing to develop our ideas on the core elements of the Framework and
looks forward to sharing them with others.
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Paper no. 5: Russian Federation
VYBaxkaemas ['-xxa @urepec,

B coorBerctBum ¢ mm. 48 u 52 mpoekra pemenuss -/CP.18 (FCCC/CP/2012/L.14/Rev.1)
Poccuiickas @eneparus HampaBisgeT HHPOPMALUIO B OTHOIIEHWH HEPHIHOYHBIX MEXaHH3MOB U
HOBBIX PBIHOYHBIX MEXaHU3MOB.

IIo muHeHunro Poccuiickoni @enepanny, pPbIHOYHBIE W HEPBHIHOYHBIE MEXAHU3MBI HIPAOT
KJIIOYEBYI0 pOJIb C TOYKA 3pEHHsS CHWKEHHS BO3ACHCTBUS HA KIMMar U SBISIOTCS
B3aUMOJIOTIONHAIOMMMH. [Ipy ompeneneHnn NPUMEHHMOrOo MOAX0/Ja HEOOXOAMMO HCXOIUTH U3
HallMOHAJIBHBIX YCJIOBUM M LEJNEN CTpaHbl, YUYUTHIBATh MPABO CAMOCTOSTEIBHO MPUMEHSATH TE€ WIU
VHBIE MEXAHU3MBI, a TAKXKE COJACHCTBOBATH BBIIIOJIHEHUIO TAKMX CTPATETMUECKUX 3a/1a4, KAK CHUKCHUE
yraepoaoeMkoctd BBII u noBsieHne sHeprodpGpeKTuBHOCTH SKOHOMUKH.

B cBs3M ¢ 3TMM cuMTaeM MenecooOpa3HbIM IMONJACPKUBATH HAIMOHAJIBHBIE MPOTPAMMBI U
Mepbl, BKJIIOYas Mepbl, HalpaBlIeHHbIE HA CyOCHAUPOBAHUE POCTA HIHEPreTHUECKON d(HPEKTUBHOCTU U
CHIDKEHHE HETraTUBHOTO BO3JEHCTBUSA Ha KiMMar. Taxke LenecooOpa3HO IMOATAIHOE COKpAaIlleHHE
CcyOCUAMPOBaHUS SKOJOTUUECKH OMACHBIX U YTIEPOAOEMKHUX TEXHOJIOTUH.

IIpn paccMoTpeHMM BOIpOCa O CO3JaHMM HOBBIX PBIHOYHBIX MeXaHHU3MOB Poccuiickas
@denepanusi UCXOAUT U3 TOTO, YTO KIIOYEBBIM KPUTEPUEM HapsAy C KIMMATHUYECKUM (HaKTOpOM,
OTIpEACIISAIONIUM 1€JIECO00PAa3HOCTh CO3/AaHUs TOTO WJIM MHOTO HOBOTO MEXaHU3Ma, JI0JKHA ObITh MX
SKOHOMHYECKass O00OOCHOBAHHOCTh. B CBSI3W C 3TUM cuMTaeM HOPUOPUTETHBIMH Mepbl B 00JacCTH
9HEpProdPpPeKTUBHOCTH, sBIISIONIHECS Hanboee 3(h(HEeKTUBHBIMU M HU3KO3aTPATHBIMU MEPaMHU.

Poccuiickas ®enepanuss OTMEYaeT, 4YTO MPU NPUMEHEHUU PBIHOYHBIX MEXAHM3MOB
HEO0XO0AMMO UCXOAUTH U3 CICIYIOIIUX MTPUHIUIIOB!

1. JloGpoBonbHOCTh yuacTusi CTOPOH B PHIHOYHBIX MEXaHHU3MaX.

2. OOecrieyeHue paBHOrO JOCTYMA K PHIHOYHBIM MEXaHU3MaM JUIsi CTpaH C pPa3BUTOH,
pPa3BHUBAIOIICHCA M MEPEXOJHOM SKOHOMHUKOM, HE3aBUCUMO OT HX BXOXKICHUA B
ITpunoxenne I k PKMK OOH.

3. CoBepUICHCTBOBAHWE  MEXAaHHW3MOB  DPAa3BUTUS ~ MHBECTULIMOHHOM  JI€ATEIbHOCTH,
obecrieynBaroIieil CoKpallleHHe BBIOPOCOB MAPHUKOBBIX Ta30B B paMKax pealu3aluu
IIPOEKTOB COBMECTHOTO OCYLIECTBICHUS.

4. OGecriedyeHHe MHUHMMM3ALMU 3aTpaT TMpPU PEATHU3ALUU  MEXKIYHApOJHBIX IPOEKTOB
TOProBJIM BbIOpOCAaMU MApHUKOBBIX T'a30B Ha YPOBHE CTpPaH, CEKTOPOB SKOHOMHKHU H
OTJENbHBIX MPEATIPUATHI.
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Paper no. 6: United States of America

U.S. Submission on the Framework for Various Approaches to UNFCCC
May 10, 2013

I Introduction

The U.S. is pleased to submit its views on the purpose, scope, and functions envisioned under the
Framework for Various Approaches for the pre-2020 time period, as invited in CP/2012/8/Add.1
paragraph 48.

Il. The Purpose of the Framework for Various Approaches

The FVA will promote the use of high-quality market-based mechanisms through the development
of a comprehensive reporting, tracking, transparency, and expert review system applicable (1) to
any Party that acquires international emission units that it applies toward its UNFCCC mitigation
pledge; and (2) to any Party that transfers international emissions units that are applied by any
other Party toward its UNFCCC mitigation pledge. A robust reporting system under the FVA will
enable Parties to develop international market-based systems in accordance with their national
circumstances, while ensuring that international transfers of emission units issued by these
systems are accurately tracked and that mitigation outcomes are not double claimed. In order to
be effective, the FVA will need to apply to all Parties engaged in the transfer of emission units
across international borders® that are applied toward any Party’s UNFCCC mitigation pledge. Such
tracking is necessary to accurately account for emission units and to understand where they
originate, are transferred, and are ultimately retired or cancelled.?

lll. The Scope the Framework

The scope of the FVA should address emission units issued by market-based mechanisms
implemented by Parties, by sub-national jurisdictions within Party borders, or under the auspices
of the UNFCCC, to the extent that these emission units are transferred internationally and applied
toward any Party’s UNFCCC mitigation pledge. These approaches include:

e Allowances or emission permits issued under linked cap-and-trade programs or other types
of linked emissions trading systems that cross international borders;

1 This includes Parties that directly hold emission rights or transfer such rights in an emissions trading system
or offset program (i.e., a government-to-government transfer), as well as Parties that administer international
emissions trading systems or offset programs, or where sub-national jurisdictions within their borders
administer such systems or programs.

2 This submission uses the term “cancellation” to refer to the permanent removal of an allowance or credit
from and emissions trading system or offset program. This may take place when an allowance or credit is
submitted by an affected entity to meet compliance obligations under an emissions trading system or when an
allowance or credit is voluntarily submitted for cancellation to a program administrator.
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e Greenhouse gas offset credits (generally representing emissions reductions, removals, or
avoidance from a range of projects, activities, and sectors, including REDD+).

IV. The Institutional Arrangements for the Framework

SBSTA should elaborate reporting and transparency guidelines for the elements discussed in this
submission, with reporting guidance agreed by COP 19. A complementary reporting and review
process to the existing review arrangements under international consultation and analysis (ICA)
and international assessment and review (IAR) should be established under the FVA. This process
and the information submitted should elaborate on the existing information required under
ICA/IAR and provide information not currently included in the reporting guidelines for these
processes. Furthermore, a process to input the additional information reported by Parties under
the FVA to the ICA and IAR process during the regular Biennial Report and Biennial Update
Reporting processes should be established.

In addition to reporting procedures under the FVA, the U.S. suggests the establishment of an
expert review process for international market-based mechanisms that fall under the scope of the
FVA. This process would enable UNFCCC expert and potentially independent third-party review of
the documentation and underlying programs and procedures of Party-developed international
programs. The findings could then be considered as part of the MRV process described above for
market-based mechanisms that fall under the scope of the FVA.

This would provide an important incentive to countries to develop and document high-quality and
rigorous programs and ensure other Parties are able to fully understand and evaluate the quality
of international market-based mechanisms that Parties have developed, as well as the impact of
permanent international transfers of emission units under such programs, that are applied toward
any Party’s UNFCCC mitigation pledge.

IV. Understanding the Impact of Internationally Transferred Mitigation Outcomes on UNFCCC
Pledges

This process and the information submitted should elaborate on and supplement the existing
information required under ICA/IAR and provide information not currently included in the Biennial
Report and Biennial Update Report reporting guidelines, including:

1.A reporting process that allows Parties to illustrate how national accounting of progress
toward or achievement of a UNFCCC mitigation pledge is reconciled with international
transfers of emission units and national GHG inventory reports.>

* For Parties planning to use an inventory-based system for reflecting progress toward or achievement of their
UNFCCC mitigation pledges, procedures should be developed that will enable them to accurately reflect net
international transfers of mitigation outcomes that occur in emission trading systems and offset programs (as
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2.Transparency and information disclosure guidelines for allowance tracking systems and
offset project/activity registries. (These recommendations are elaborated in greater detail
in section V and Technical Annex 2 of this submission.)

3.Documentation that international emission trading systems and offset programs meet core
quality principles identified in CP17/para 79; this reporting should include detailed
information about the design and implementation of such systems and programs. (These
recommendations are elaborated in greater detail in Section VI and Technical Annex 3 of
this submission)

4. A UNFCCC expert review process, potentially involving third parties, to provide facilitative
review of market-based mechanisms developed by Parties independently or jointly that fall
under the FVA, according to the agreed criteria.

SBSTA should elaborate guidelines for these reporting and review procedures, with guidance to be
agreed by COP 19.

V. Technical Specifications to Avoid Double Claiming through the
Accurate and Consistent Recording and Tracking of Mitigation Outcomes

Accurate tracking and reporting enables Parties to understand what is being counted toward
international mitigation pledges. Such tracking and reporting needs to be able to: 1) identify any
instances of double crediting of emissions reduction units to individual offset projects or activities
and 2) identify any double claiming of emission reduction efforts among Parties, as applied toward
a Party’s UNFCCC mitigation pledge. To provide assurance that multiple Parties are not claiming
the same mitigation outcomes toward their UNFCCC mitigation pledges, new tracking and
reporting procedures will need to be developed at the international level. A process for the pre-
2020 time period should be developed under the FVA that will enable a review of the reports
issued to the UNFCCC by Parties to identify possible instances of double claiming of mitigation
outcomes.

Reporting of Net Transfers and Application toward UNFCCC Mitigation Pledges

Parties that engage in international transfers of emission units that are applied toward any Party’s
UNFCCC mitigation pledge should report such transfers through a reporting process to be
elaborated under the FVA by SBSTA. A report should provide sufficient information to enable
other Parties to clearly understand the following:

1. The number of emission units that were permanently transferred internationally (both
gross and net transfers) and the net permanent transfers that were applied toward
emission accounting of progress toward or achievement of UNFCCC mitigation pledge

represented by “emission units”), and how such transfers are reflected in accounting of progress toward or
achievement of UNFCCC mitigation pledges. For Parties that have undertaken other types of mitigation pledges
(e.g., NAMA:s), different reconciliation procedures may need to be developed, as appropriate.
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(as it applies to both the Party transferring emission units and the Party receiving
emission units).

2. The countries in which emission units were issued (i.e., the transferor) and the
countries in which emission units were cancelled (i.e., the recipient), and the
program(s) in which the emission units were issued and cancelled.

3. The Party (or entity) that administered the program(s) in which emission units were
issued and cancelled.

4. Emissions trading system and offset program administrative rules, procedures, and
methodologies with respect to issuing and cancelling emission units, and quantifying,
validating, verifying, and reporting emissions outcomes.

5. Documentation from the allowance tracking system(s) in which the emission units were
issued and cancelled, demonstrating the unique serialization of the units and that the
units have been permanently cancelled.

Technical Annex 2 provides additional detail about the types of data that would support such
reporting.

V1. Demonstrating that Market-based Approaches Deliver “Real, Permanent, Additional, and
Verified Mitigation Outcomes”

Decision 2/CP.17 paragraph 79 “emphasizes that various approaches, including opportunities for
using markets...must meet standards that deliver real, permanent, additional and verified
mitigation outcomes, avoid double counting of effort and achieve a net decrease and/or
avoidance of greenhouse gas emissions”.
There is unlikely to be a “one size fits all” approach to these standards that would be workable
across all countries and all national circumstances. Parties should be free to develop their own
standards, but should provide a robust demonstration of how those standards were established
and implemented if international transfers of emission units derived from those standards and
programs are applied toward a UNFCCC mitigation pledge.

Guidance should be developed that includes transparent reporting procedures for how Parties
document that international emission trading systems and offset programs that fall under the
scope of the FVA meet core quality principles. Technical Annex 3 provides examples of the types
of information that would be useful to understand how market based systems are addressing the
core quality criteria in 2/CP.17 paragraph 79.

Technical Annex 1: Explanation of Key Concepts

Given the technical nature of the issues being discussed, it is important to clarify the meaning of

terms as they are applied in these discussions. These terms include:

e “International Transfer of Mitigation Outcome”: Results when an allowance or emission
reduction credit issued by an emissions trading program or offset program” administered by

* This could include the offset component of an emissions trading system, or a stand-alone offset program.
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one Party is surrendered for compliance or otherwise cancelled and removed from the market
in a program administered by another Party (or linked components of a single program that is
jointly administered by multiple Parties, where international transfers occur within such a
program). Interim transfers of units among private or public entities participating in an
emissions trading system or offset program do not constitute a final “transfer of mitigation
outcome” in the UNFCCC context. These transfers do not represent a final outcome, as the
emission units may be subsequently transferred among entities.

e “Double Crediting”: Occurs when multiple programs issue credits for an emissions reduction or
removal achieved by a single project or activity. Double crediting may also functionally occur if
a credit that is submitted for cancellation is instead re-released to the market by a program
administrator. Instances of double crediting, while often discussed, have been rare.

e “Double Claiming”: Occurs if more than one Party claims an emissions mitigation outcome
toward a UNFCCC mitigation pledge. In instances of double claiming, emission rights have been
assigned and transferred (often among private entities participating in an emissions trading
system), but the assignment of emissions rights and the international transfer of such rights, is
not recognized by one or more Parties as it applies to national emissions mitigation pledges
under the UNFCCC. In some cases, adjustments to national level inventory reporting via a
national registry or accounting framework under the FVA will need to be made in order to
ensure that only one claim is made relative to one mitigation outcome.

Technical Annex 2: Key Elements of Emission Unit Tracking Systems

This annex provides an overview of systems necessary for accurate tracking and accounting of
market-based mechanisms that result in international transfers of emission units.” In order to
facilitate accurate tracking of international emission unit transfers, emission unit tracking systems
must have the ability to track the path of an allowance or credit from where it was issued to
where it was surrendered for compliance or otherwise cancelled. In short, tracking in the context
of UNFCCC mitigation pledges should focus on where an allowance or credit was created and
entered the market and where it was terminated and exited the market. Emission unit tracking
systems must be able to transparently provide such data. Emission unit tracking systems should
perform the following functions®:

1.Record the issuance and cancellation of allowances and offset credits issued by nationally or
sub-nationally administered emissions trading systems and offset programs.

2.Provide for issuance of unique serial identifiers for every emission unit in the emission unit
tracking system.

5 These tracking systems could be national or sub-national in scope, depending on the scope of the market-
based measures implemented that result in international transfers of emission units that are applied toward
UNFCCC mitigation pledges.

6 We note that these are basic functions that must be provided to ensure a robust emission trading system
and/or offset program.
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3.Provide a record of all transfers of emission units among accounts in the emission unit
tracking system.

Commonly, these functions are fulfilled through the establishment and operation of an electronic
tracking system, where all issuance, transfers, and cancellation of allowances and offset units are
recorded. Additional detail related to these necessary elements is provided below.

For Parties that do not have the resources or the capacity to establish and maintain an emission
unit tracking system, the UNFCCC could establish and operate a tracking system on their behalf
that would enable the accurate and transparent tracking of emission units by such Parties. In
general, countries with greater capacity should be encouraged to establish and maintain their own
national (or sub-national, as appropriate) emission unit tracking systems.

Program Reporting

The U.S. proposes that Parties that engage in international transfers of emission units that are
applied toward any Party’s UNFCCC mitigation pledge should be responsible for documenting that
the programs in which such transfers occurred have systems in place that provide basic tracking
and transparency functions. If a Party is engaged in international transfers of emission units that
are applied toward a UNFCCC pledge, it should be required to document that the program(s)
under which the

allowances or credits were issued and cancelled includes the necessary systems, procedures, and
data to ensure transparent tracking of the issuance and final disposition of emission units.” This
documentation will ensure that reports of net international flows of emission units are valid and
accurate. These transparency provisions should be applied to both emissions trading systems and
offset programs (if implemented separately from an emissions trading system), and should
include:

e Information about allowance tracking systems and/or offset project/activity registry(ies) that
are used to track the issuance, transfer, and cancellation of allowances and offset credits (with
serialization of units and documentation of issuance and cancellation). Such systems should
provide for comprehensive tracking of each transfer that occurs from issuance to cancellation,
including the date of the transfer, identification of the units transferred, identification of the
tracking system accounts involved, and identification of the parties that engaged in the
transfer.

e Inclusion of offset program documentation in the allowance tracking system (or offset
project/activity registry, if implemented separately) that explains how an issued offset credit
can be tracked back to the offset project/activity that generated the corresponding emissions
reduction or removal, and provides related documentation of project/activity validation and

7 In many cases the program that issues and cancels an emission unit will be the same program. However,
there may be instances where more than one program is involved in the issuance and cancellation of an
emission unit, for example where emission units are transferred or “exchanged” among programs. Often such
an exchange scenario involves cancellation of a unit in one program and a corresponding issuance of a unit in
another program.
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verified procedures for emissions reductions or removals upon which issuance of the offset
credit is based.

e Information about emissions trading system and offset program design and implementation.

e Public access to documentation of emissions trading system and offset program outcomes on
at least a periodic basis (i.e., at compliance period true-up or time of allowance or credit
cancellation), including emissions reporting and issuance and cancellation of allowances and
offset credits.

e Documentation of emissions trading system and offset program requirements and procedures;
including compliance and enforcement procedures to address non-compliance by program
participants.

e Documentation of requirements and procedures for validation and verification of project- or
activity-based emissions reductions or removals; documentation of accreditation requirements
for validators/verifiers, if applicable.

e Technical Annex 3: Elements of Reporting to Address Core Quality Criteria

To demonstrate that market-based approaches deliver “real, permanent, additional, and verified
mitigation outcomes”, Parties should be able to clearly and transparently provide the following
types of information for international emissions trading systems, offset programs, and other
approaches that fall under the scope of the FVA. This includes information provided at both the
program and protocol or methodology level.

Information provided at the program level should include the following:

e Program administration: Description of the entities that are responsible for implementing
the program in each participating Party (including sub-national entities, if applicable), as
well as any international bodies that play a role in administering the program, as
applicable.

e Program transparency: Description of how the program rules, procedures, and
methodologies are transparent and accessible to the public; description of the process for
public engagement in the development of program rules, procedures, and methodologies.

e Types of mechanisms: Description of the types of mechanisms that are implemented (e.g.,
emissions trading system; type of offset mechanism, such as sectoral crediting, project-
based, program-of-activities, credited NAMA, etc.).

e Coverage of the program: For emissions trading systems, description of the sectors,
emissions sources, and gases that are covered; for offset programs, description of the
eligible offset projects or activities (e.g., geographic scope, project type, gases, etc.).
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Demonstration of clear assignment of emissions rights: Description of how clear title to
emission units (allowances or offset credits) is established.

Issuance, serialization, and tracking of emission units: Description of how emission units are
issued. Description of the functions of a program’s emission unit tracking system, and how
the emission unit tracking system is used to ensure that a unique serial number for each
unit is issued and how tracking of units is achieved through issuance to cancellation.

Accuracy: Description of how measurement and quantification protocols are designed to
ensure accuracy.

Offset project or activity documentation: Description of how offset project or activity
documentation is included in the emission unit tracking system or offset project/activity
registry; description of the procedures in place to prevent double crediting of emissions
reductions or removals.

¢ Validation and verification: Description of how emissions reduction or removal units are
verified, including the requirements for project or activity validation/verification, as well as
requirements and procedures for accrediting independent verifiers, if applicable.

e Compliance and enforcement: Description of how compliance with domestic program rules
and requirements is demonstrated, and actions taken to address non-compliance.

Information provided at the offset protocol level could include the following:

e Project or activity additionality: Description of the process and requirements used to
determine that offset projects or activities are additional.

e Project or activity emissions or removals baseline: Description of the process and
methodologies for determining the emissions or removals baseline against which offset
credits are issued, including documentation that the baseline is realistic and quantifiable.

e Quantification and monitoring: Description of how project or activity emissions or removals
baselines and emissions reductions or removals are accurately measured and monitored,
including measurement and monitoring of the emission reduction or removal activity and
actual emissions or removals through the duration of the crediting period (and possibly
longer in some cases to ensure permanence in the case of sequestration).

e Permanence: Description of how permanence, if applicable for an offset project or activity
type, is addressed.

e Leakage: Description of how leakage, if applicable for an offset project or activity type, is
addressed.

e Other environmental impacts: Description of other environmental benefits and any adverse
environmental impacts (if any).
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