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TO:
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SUBJECT:

United States Department of Sti ti
Bureau of Oceans and International 
Environmental and Scientific Affairs.
Washington, D.C. 20520 nA "/

March 17,1997
Distribution

OES - Eileen B. Claussen

Climate Change Papers

Tuesday, March 18 in Main State Room 3524. Papers to be discussed include: ’

m

Annex B countries and commitments
Annex C gases and treatments
Compliance
Emissions Trading
Joint Implementation
Borrowing

Th«e docments have been prepared to meet a veiy tight thnetahk: the Ad Hoc
^»^nat=BerhhM^date(AGBM)agre„itei.wouSalLpattiea;“;^t^;
hew matenals only mthl Apnl 1, 1997 - and that all documents submitted foUowinn that
bv taT H ‘ ^ Pr^ared for circulation to aU Partes
by June 1. However, m my view, while decisions on each of these issues win need to he

dea^” not all need be decided - nor language submitted - bv
to April deadline. I recommend that we focus out discussion tomotrow on AnneitC '
Si” d compliance and joint implementation, and that time permitting, we thee
p ^ed with a discussion on Annex B, boirowing and emissions trading We
SrS f '=»f«rc submitting any materials to the Deputies,
reeo^amg that ®y text must he completed and approved prior to the April 1,1997 
deadline. 1 would also Idee to use the session as an opportunity to discuss other aspects qf 
the work program, with particular emphasis on briefings for the business and NGO ‘ 
commtnnties, and the HilL I look forward to seeing you tomorrow.

Attachments
As Stated
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"Compliance" Elg>fnpni-e

proposed text for additional compliance elements to be sent to the Secretaria^ fr.> 
inclusion in the compilation document. ^

These new elements (which are underlined belowl

? retirement to have in place a national system 
for the accurate measurement of emissions

national compliance andenforcement programs relevant to implementation;

detailed reporting requirements, including on the 
current status of a Party's emissions bSle??

An automatic review process involving "review teams" (as currently used under the Convention) empLerS to 
conduct on-site fact-finding and to p?epaJe ?epS?s
?o?eS?^al commitments! including any
p ential problems in achieving such commitments;

■■ 4^!;o^abic referral by the Secretar-,'at of
indicating, questions of .implementation to a n Fr-i 
auitilateral consultative process for further ^

would, as under tha
— ■ of implementation commit-taa
composed of a subset of Parties: ~-----------

request of a Party fabout 
Parties) or the Secretariat, referral of 

implementation cmestions to the mnl t-i i 
consultative proceas t ------

mu.ltilateral consultative process empowered tn ma>o 
recommendations to a meeting of the Partita whi^v- 
would^e..authorized generally to r.aVp

of possible actions would included in the agreement:

explicit consequences in the agreement itself for 
certain violations:

o a Party that borrows (although not
technically a violation) loses a certain 
peJiod^^^^ its budget from the subsequent
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Party that^xreeds is
pquired borrow from its 
bp-dget period, at a higher- ^ate than 
applicable to IfTaal hnrrowincT------- ^^i-Cha.

a Party may not sell (issue: also not
emissions trading if it IS not in compliance with its

measuremenyreporting obligations; does act 
have a national mechanism for certification

trades; exceeds it« 
^missions budqPtr or (thep,th respect to a par;v uni i Icel ^
-—^gep] [a quantitative formula autoT^a^^r■a^^

[Note that, with respect to all of 
in non-compliance, there is

^ 'r°^^i^ted issue, namely 
whether a Party is deemed to be in 
compliance for trading purposes until• 
a question is raised about its

i“^' =°' '"y another
party? the Secretariat? the MCP'? a
meeting of the Parties?) or it has been

m non-compliance (by theMCP? a meeting of the Parties?) Text
will need to be added on this point.]

• a Party not in compliance with
measurement/reporting obligations may no- acquire tone through Joint implemeMLJSl-

" '"t '=ha nniltilateral prooeea,
the ability to invoke traditional bilateral disoute
tS“ton5Snt]:;;?i“® " i-econuaendatory decieio/(ae in

various Secretariat functions tr> ^h^

For non-Annex A and B Parties.-

taken?requirements (e^, on inventories, measures

automatic review of individual 
communications;

d°neult»tivn Ptooess (potential 1 y 1 to action hY meptim of gartiV.' as referred trlSS?.

traditional dispute settlement referred to above.
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, Text_to Be Suhm^^^^H
(note that Article ts win need to correspond 

CO the new compilation text) '

^ proposal (Emissions Budgets)add a new paragraph 6.bis. as follows: budgets),

6.bis. At the end of a budget period applicable to a
amount of tonnes of carbon equivalent 

emipions over its emissions budget shall be
® [rate substantially abovethat for limited legal borrowing] from the^ 

subsequent budget period.

P?o^ss?^^s^ati^!]ta^f^‘ (Review and Compliance
rocess), substitute for paragraphs 4 to 6 the following text;

4.4

4.5

Review teams will review all aspects of a Party'siSe!7hSof Protocol^ including the^
likelihood that a Party will achieve its emissions 
budgntg obUgations. They will fan authorised! 
alia, to conduct on-site fact-finding, review

^^fo^ra^tion, and consult with the Party in 
question and others as necessary Thev willa Party, e imp!I.ahta!Lrof "

Identifying any areas of apparent
a?M“i?g"SSuga?!o“a" "" 9°tential problems in

Pa|?!ei^ S^L^^arfiregf
forward to the Multilateral Consultative Process 
referred to in Article 14 any report raising a 
question of implementation. ^

^nex A or Annex B Party, any of its tonnes of'carbon 
tS^^ni emissions allowed for a budget period, for 
the purpose of meeting its obligations under Article 2
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^ or Annex B Party may not transfer' [issue- 
also not acquire?] any of its tonnes of carbon 
equivalent emissions allowed if: ^

compliance with its obligations under Article 3 (Measurement and Reporting)

place a national mechanism for certification and verification or trades;

bSdgIt Sf or“ £or a given

Parties, at a meeting, have so

inder reports of review processes
under this Protocol, ig unlikely to achieve its 
emisgions budget.) (Option 2= a quantitative

that automatically deems a Party unlikely 
to achieve its emissions budget] . ^AJ-iceiy

authorize any domestic entity (e g

leading to transfer and receipt^SSe? ^aragiapS ^ o?" 
tonnes of carbon equivalent emissions allowed^

^ tneeting, may further elaborate 
?rVdSnVfo™?Von]"^“ reporting of emissions

Par^es?^®foJ (Meetings of the
arties). for paragraph 4, substitute the following text:

10.4 The functions of the meetings of the Parties shall be

(a) periodically review the adequacy of this Protocol;

review the implementation of this Protocol
iith'^fiJicles submitted in accordance
Winn Articles 3 and 5, reports received from the
review teams referred to in Article 4, and
reports and recommendations received from the

VV? consultative Proogss referred to in
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(d)

decide on appropriate consequences in
obligations in tSxs

in connection with subparagraph (c) above develop an indicative list of aporopSa^^ 
consequences taking into account the tj^e 
degree, and frequency of non-compliance examolec; 
of consequences could include, e g. QJ^amples

orS^'^D °5.^®<=‘=>^"'e^dations from the meeting 
of the Parties to the Party in question; ^

further information from the 
Party in question^

increased reporting requirements;

increased monitoring of a Party's compliance;

loss of voting rights and/or other 
opportunities to participate in processes 
under this Protocol;

devaluation or voiding of current and/or 
future transfers for purposes of 
International Emissions Trading;

to engage in International 
Emissions Trading and/or Joint 
Implementation;

-- determination of ineligibility to receive 
technical or financial assistance;

imposition of monetary penalties;

-- mandatory purchasing of tons to clear an 
emissions budget debit;

trade measures.

In Article li of the U.S. proposal (Secretariat) 
for paragraph 2, substitute the following: '

11.2 The functions of the secretariat shall be
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co maintain and administer records*relate no
of emissions budg^ts^
ininjrhnrf^''? ^ Parties, including
initial budget allocations, adjustments to
budgets consistent with Articles 2, 6, and 
7 annual emissions, and remaining budgSs 
in a given budget period; uuycus

of review of implementationof this Protocol through, inter alia,
of-WxT^Ad Atinex

unS^Sti^?!"'?'''' =°°^“^i^^ting the reviews 
unaer Article 4; submitting to the
Multilateral Consultative Process questions
of implementation; and preparing an annia?
compilation and synthesis report that
contains inventory and budget informationnotes any discrepancies in accountinj and
assesses whether individual reportriAe
consistent with reporting criteria-

(c) [other].

14.1

Itself, implementation questions under this^ProtoLl.

Consultative Process should, inter

SSeltio implementation is in
cSmSittJe anS r!? °f ^he Implementation
committee and take part in consultations with it;

the Party whose implementation is in 
^estion a full opportunity to inform the 
Implementation Committee of its capacity to 
implement its obligations and of its needs 
relevant to that issue,-
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^ the implemencacion Committee to 
consult, as It deems necessary, any subsidiary 
body under this Protocol or other Lpert bodies;

the enhancement of th- 
Party whose implementation of

(e) provide for the results of the work of the 
Implementation Committee, together with any 
recommendations to be reported to the next 
meeting of the Parties;

S^frfSufnM Implementation Committee to meet
mLdaS necessary to carry out its
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Annex B: An Options Paper

Issue: What countries, and what obligations should be included in Annex B?

Annex B coinmitments will differ from those of Annex A (developed countries and 
cowtnes with economies in transition), 'qie U.S. text includes the options of allowing 
budget of P^es m Amex B to differ froi^i those in Annex A with respect to the lengfr 
of the budget penods, the baseyears, and/or the percentage reductions. This paper
ZfZllT ^ denominating national emissions,
and suggests a possible list of countries that might be persuaded to join Annex B.

Budget denomination. A commitment to a budget would allow free and foil 
participahon m mtemational trading. One of the most fondamental elements of the US 
proposal IS that Parties m either Annex A or Annex B would have binding budgets, 
backed up by foil reporting, monitoring and verification obligations. Only with foil

participate in international^sions trading re^mes. However, in order to allow trading, it is critical that each 
Party have comparable budgets; in the U.S. proposal, such budgets would be 
denommated m terms of tonnes of carbon equivalents. Indicators such as energy 
consumption per umt of GDP. percentage of energy derived from renewables, or even 
greenhouse gas emissions per capita, while useful in their ability to point to areas for

emissions, do not mdependently provide adequate transparency
® in Annex B Party commitmeats

must be cahbrated m tenns of emissions; flexibility for them will lie in baseyeais and/or 
percent emissions, not m the form of the commitment based on performance indicators.

ti, ..K (and to a lesser extent, Mexico) have suggested
foat foese countnes may not be prepared to adopt binding emissions budgets. In^s case 

may need to be found - one m which the Annex B obligation does 
not ^title participation in a trading regime. Such a structure, presumably of a voluntary 

differentiate between Annex B parties, and other developing ^

Differentiation. It would be most desirable if a single set of parameters - or even a 
smgle pwcentage reduction - could be chosen to define the budgets for all Annex B 

aities. However, recognizmg the extremely wide variation in potential Annex B Party 
circi|mstances, and the substantial differences in their projected economic (and 
emis^sions) gro^^dh paths, it may be necessary to estabhsh individual parameters for each 
Amex B P^. [NOTE; Establishmg flexibility of this sort for Annex B Parties 
automatically raises the issue of why it is denied to Annex A Parties. Any approach 
which allows for such differentiation will need to address this issue.]
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Budget Allocations. Given that setting a single, uniform target percentage mav be

ulMy > reduction path within [20] yeaia. Provisions should be included i : and 
in themst^ent for a review of Annex B Party commitaients at the conclusion of each budget

penod, ^d mdividual Party commitments should be modified to reflect changing ^ 
circumstances. *6*^s

Budget periods and base years. A number of options exist for selecting the base year
^ determined) for a pLty. These

* ‘“‘‘“‘/■I®'" “''““'y the
Sfop“ t^«o~“‘ ‘
a t^ year consecuSve average sutiuunding the agreed Annex A base year (mav
not provide needed flexibiUty for the Annex B Parties). ^ ’

penods should be identical in length to those of Annex A Parties If a 
oSJo yeement during the middle of a budget period, its first period of
toe uSed T,v u°II ' ‘a rf
he penod. In this way. budget penods will end at the same time for all Parties.

wroaches may be taken in devclcping a list of possible ^ex B members. It should be noted that the existing draft text dreiy

1. Selea aose countries that exceed levels of per capita income or emissions of existing
Am»Icoimtnes(overapamcularyear.oraverageofsevcralprecedingyears) A

“mta=s with emissions pet capita greater than 3.5 tons (Merico is 3 7) 
md GDP per cyita greater than $5.500/year (Poland’s is $4900) act already in '

I of ft>« FCCC IS emntamed in table 1. PoUtioal consideiadcns may rmove - 
or add - some adthuonal Parties to this list. While not detennining the level of the
au.omaStyb“ecle“a:tl"Bl“‘'"'‘^'’'"°”"^

2. A second option for listing countries in Annex B is to include those countries that are

r for OECDmemberslup. Countnes which have applied for observership in the OECT> or its
various individual work groups are listed in table 2.



POSSIBLE CANDIDATES FOR ANNEX B .o
CO

TABLE 1
Countries with GDP/capita greater than $5,000 and C02/capi(a greater than 3.5 tons

CO
-1

Per Capita Avg 'aa-’JS 1590Per Capita C02 Emissioas
C02 Emissiona COZ Emissions &om Land Use Total C02 ppp rDP PPPCrairth

Country/Region 000 metric loos) (metric tans} (000 metric tons) (OOD metric tonsHmlllion Inl$) (PPPj inU 5} {%) (nd|]Ion»)

GDP
PPP

2 UnileJ Arab Emiiales

4 Trinidad &. Tobago
5 Libya
6 Korea, Rep

13

Singapore

Israel

7 Saudi Arabia
Oman
Kuwaii
Venezuela
Mexico
Malaysia
Argentina

49,790
70.616
41,605
20,643
39,620

289,833
220,620

10,1)36
15,971

116,424
332,852
70,492

117,003

17.99
42.28

16.3

13.83

5.75
3.77
3.74

UOO

I.SOQ

170,000
63,000

210,000
85,000

49,790|
70.616

46,213

41,605
21,843
39,396

291,333
220.680

10,036
13,971

286,424

25,381
64,245
12,579

16,736
15,784
12,783

36,531
415.320
143.679
13.975
17,557

395,832
280,492
202,003

172,419
692,793
133,586
191,699

10,145,
9,649
9565

— 9,390
8,650
8,561
8,449
7,867
7.191
5,921

TABLE2
Countries that have applied to the OECD for Observer Status in Some Areas

199tM995 
Pop Change 

(%)

-1.6

2.703
1,671
4,660
1,236
4,545

42,869
16,048
1,751
2.143

19,502
84,511
17,891
32,547

1.1

1.0
2.2

CJ

-I

a>
-I

omV)

Per Capita C02 Emissions gDP Per Capita Avg ■83-'93 1 990
C02 Emission, C02 Emissions from Land Us. Total C02 PPP CDP PPP Growth Popnl.tlon

Counlty/Re^on BOO metric tons) (metric ton,) (QUO metric tons) (QOO metric tom) (miUl.p lnt$) (PPP IaUS)
Korea, Rep
Mexico
Argentina 
Slovenia, Rep
Chile

6 Israel

289,833
332,852
117,003

5,503
34,738
41,605

6.56
3.77
3.52
2.75
2.56

1500
63,000
85,000

33,000

291.333
395.852
202,003

5.503
67,738
41,605

415,320
692,793
191,699

{%)
9565
7567
5,921

85,948^
64545j

6,326
12,783

(millions)

1996-1995 
Pop Change 

(%)
42,869
84,511
32,547

1,918
13,154
4560

Data Taken from 1996-1997 WRI Dala Tables. Some data compated Oom data provided 
C02 emissions data primarily from 1993 
C02 primarily from 199] land u5c ibla
Total C02 column derived by adding C02 emissions and lanil .rsc dala 
(JDP dala primarily from 1992

1.2

Page 1 o
CJ
ro
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Article 7 '
Joint Implementation 

March 14,1997

General Issue; How should calculation, measurement, monitoring, verification, review and 
reporting for joint implementation projects be implemented?

Background; The current U.S. Protocol proposal contains much of the language that will be 
needed to negotiate, adopt, and implement a working JI regime. However, Article 7.3 calls 
for addirinnal provisions to be added on calculdtion, measurement, monitoring, verification, 
review, and reporting. There is agreement within the U.S. government on two areas where 
new language is required. For each of these topics the paper briefly provides background and 
then presents proposed text. These areas include language on the:

• need for guidelines for the measurement and reporting of JI by Parties
• need for the FCCC Secretariat to synthesize and report information on JI submitted by 

Parties

There are three other areas where there is disagreement on the need for explicit language. For 
each of these topics the paper briefly provides background and presents options for proposed 
text. These areas include language on:

• the review and verification of “tonnes of carbon equivalent” created through JI
• the potential certification by the UNFCCC of independent auditors for JI projects
• additionality

Area 1: Need for guidelines for the measurement and reporting of JI by
Parties

Background: The existing protocol language acknowledges the need to provide standards for 
the reporting and measurement by Parties of “tonnes of carbon equivalent allowed” created 
through JI. We suggest the following addition to the existing language of the US proposal.

Draft Text (new text is in italics):

Article 7

1. Any Party that is neither in Annex A nor B may generate tonnes of carbon equivalent 
emissions allowed through projects that meet tlie criteria set forth in paragraphs 2 and 3.

2. In addition to any criteria adopted by the Parties to this Protocol, the following criteria 
shall apply to projects:

DRAFT - FOR INTERNAL USE ONLY 1
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(a) Projects must be compatible with and supportive of national enviromrfent and 
development priorities and strategies, as well as contribute to cost-effectiveness 
in achieving global benefits;

(b) Projects must provide a reduction in emissions that is additional to any that 
would otherwise occur.

ppovismns to he added on ealculatioii, measuicment, momtoriixg, verification, 
icww. reporting.] Parties shall adopt, no later than one year after entry into force:
(a) guidelines for the measuring and reporting on emissions reductions and sequestration

resulting from joint implementation projects
(I) The measurement guidelines shall be consistent with Article 5.2.
(ii) The reporting guidelines shall ensure consistency of the separate reporting paths

for joint implementation: Article 3.5 for Annex A or B Parties and paragraph 7 
of this Article for Parties which are neither Annex A nor B.

Area 2: Need for the FCCC Secretariat to synthesize and report information
on JI submitted by Parties

Background: The existing protocol language recognizes the need for the synthesis and 
reporting of information submitted by Parties to the UNFCCC on JI. We suggest the following 
addition to the existing language of the US proposal.

Draft Text (new text is in italics):

Article 7

5. Submissions by Parties on joint implementation will be compiled into a synthesis report 
by the Secretariat at appropriate time intervals. The Synthesis report will be based on 
reports made under Article 3.5 and paragraph 7 of this Article.

Area 3: Review and verification of “tonnes of carbon equivalent” created
through JI

Background: The U.S. draft protocol framework of January 17, 1997 says that Parties may 
generate "tonnes of carbon equivalent” allowed through JI. It recognizes the need for 
provisions for monitoring, verification, and review of proposed new “tonnes of carbon 
equivalent allowed.” It does not address theiprocess, however, for reviewing them according 
to the criteria or future guidelines, or to annul or otherwise deal with “tonnes of carbon 
equivalent" that do not meet the criteria or do not accrue GHG reductions as expected.

There are two options proposed below to deal with review. The first option is to elaborate on

DRAFT - FOR INTERNAL USE ONLY 2
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a process for the review of “tonnes of carbon equivalent allowed” created through Jh The 
second is to provide a process by which reporting guidelines will be elaborated no later than 

one year after entry into force.

Option 1: Elaborate on a process for review

Draft Text (new text is in italics):

Article 7

5. An Annex A or Annex B Party that is in compliance with its obligations under Article S 
(Measurement and Reporting) may acquire tonnes of carbon equivalent emissions 
allowed under this Article for the purpose of meeting its obligations under Article 2. 
provided it iS'in cotnplionec with its obligations under Article j (Measurement and 
Reporting) Such tonnes of carbon equivalent emissions allowed may not be added to the 
emissions budget of any Party until the project from which such tonnes were derived and 
the quantity of emission reductions or sequestrations accrued have been reviewed and 
determined to meet the criteria of this Article and the guidelines adopted by the Parties. 
Reviews pursuant to this paragraph shall be reported to the Parties per paragraph 8 [see 
consensus text proposed under Area 2] and conducted by experts coordinated by the 
Secretariat and based on reports made under Article 3.5 and paragraph 7 of this Article 
as well as on other relevant information, including site visits, where appropriate.

Option 2: Provide a process for establishing the review process

Draft Text (new text is in italics):

Article?

4.

5

Parties shall adopt, no later than one year after entry into force:

[insert at the end of consensus change to Article 3.(a) proposed under Area 1 above]
© reporting guidelines for the baseline calculations and a review process for

i projects  for which standard methodologies do not apply.

no change

An Annex A or Annex B Party may acquired tonne of carbon equivalent emissions 
allowed under this Article for the purpose of meeting its obligations under Article 2, 
provided it is in compliance with its obligation under Article 3 (Measurement and 
Reporting). No credits for emissions reduced or sequestered can accrue until generated.

DRAFT - FOR INTERNAL USE ONLY
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Area 4: Potential certification by' the UNFCCC of independent auditors for JI
projects

Background: It has been proposed by some in the United States that independent auditors might 
be employed by the UNFCCC Secretariat or project developers themselves to measure and 
certify the GHG emission reductions associated with JI projects. If the FCCC Secretariat is 
placed in the position of reviewing JI projects (see Area 3), it has been suggested by some that 
the benefit of such potential certification would be to privatize mtich of the necessary review and 
to lessen the workload of the FCCC Secretariat. At the same time, it provides project developers 
and Parties with an additional option for determining the validity of their JI projects and 
associated credits.

Option 1: Allow the potential certification by the UNFCCC of
independent auditors far JI projects

Draft Text (new text is in italics):

Article 7

3.(a) [insert at the end of consensus change to Article 3.(a) proposed under Area 1 above]

The Parties may adopt additional guidelines as necessary, inter alia, for training and 
certification of independent auditors ofJI projects.

Option 2: Do not broach the potential certification of independent
auditors for JI projects

Article?

3.(a) [insert at the end of consensus change to Article 3.(a) proposed under Area 1 above] 

The Parties maj^ adopt additional guidelines as necessary.

Area 5: Additionality

Background: "Additionality” has been a controversial issue both internationally and within the 
USUI program because it is difficult to apply iin practice. It is an important concept to ensure 
that “tonnes of carbon equivalent allowed” are not created for emission reductions (or avoidance 
of emission increases) that would occur anyway. This would expand the emissions budgets 
allowed under the agreement without an offset of that expansion through real GHG reductions 
elsewhere.

DRAFT - FOR INTERNAL USE ONLY
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Option 1: Propose a two-tier process for decisions regarding additibnality

This option woidd establish in the agreement a set of project types that would be considered 
additional a priori. This list would be reviewed :by the Parties every 5 years. A set of 5 to 10 
project categories could open a restricted window for projects that will push the diffusion of 
clean or efficient technologies. It would create certainty for project developers about what can 
qualify and reduce transaction costs almost to zero for the demonstration of additionality. For 
projects that do not fall into this set of project types, guidelines would be adopted governing how 
to detennine additionality against baselines of‘what would otherwise occur,’ over and above the 
"no regrets” actions required of developing countries in the U.S. proposal in Article 5. This 
second tier for review, similar to USIJI review if guideUnes were available, would allow other 
types of projects to be considered, opening a wider window of opportunities. However, the 
process would be more data-intensive, more judgmental, less certain for project developers, and 
would entail much higher transaction costs.

Draft Text (new text is in italics);

Article 7

2.(b) Projects must provide a reduction in emissions that is additional to any that would 
otherwise occur. Projects may demonstrate additionality in one of two ways:
(I) Projects which fall into one of the following categories will a priori be considered

additional. These project categories will be reviewed for potential modification 
every five years following the initiation of the first budget period ofArticle 2.3
(a) projects which replace existing or future energy production from fossil 

fuels with the production of energy by renewable energy technologies 
including PV or thermal solar, geothermal, sustainably-produced 
biomass, or wind energy;

(b) projects which demonstrably increase forest stock and which prevent shift 
of forest losses outside of the project area by reducing local and other 
pressure for extraction offorest products or conversion of forestry land to 
non-forestry uses such as agriculture, grazing, or human settlements

© projects which demonstrably reduce the loss of forest stock [by at least 20
%] through improved forest management practices and increase efficiency 
of the production offorest products where the majority ofproducts 
produced are durable forest products with lifetimes of greater than [20] 

years
(d) projects at least [30%] more ‘‘carbon-equivalent" efficient than the

average carbon-equivalent efficiency of projects in that category in that 
country in the previous [3] years.

fii) Projects which fall outside of these categories may demonstrate the creation of
proposed tonnes of carbon equivalent allowed from joint implementation through

DRAFT "FOR INTERNAL USE ONLY 5
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the creation of a quantitative baseline of what would occur without JI, developed 
in accordance with guidelines under paragraph 3 of this Article. These 
guidelines shall take into account "no regrets" measures deemed to be required 
under Article 5, and give explicit consideration to how polices and measures 
would evolve over time to meet domestic environmental, economic, and social 
goals.

Option 2: Propose the future adoption of a process for the determination
of additionality

This option would postpone the fiirther elaboration of a method for the determination of 
additionality to the Parties post-Kyoto. It would instead propose a process for allowing Parties lo 
adopt standardized methodologies for the determination of emissions additionality for narrow 
project types — projects for which baseline calculations are certain. This would include many 
energy efficiency, forestry efficiency, renewable energy and fossil fuel projects. A likely 
example is a retrofit project where the baseline and changes to the baseline are clear. For 
projects which do not fall within the standardized methodologies, reporting guidelines for 
baseline c:alculations and a review process would be adopted (see Area 3, Option 2).

Draft Text (new text is in italics);

Article 7

3. Parties shall adopt, no later than one year after entry into force:

[insert at the end of consensus change to Article 3.(a) proposed under Area 1 above]

(b) standardized methodologies for the determination of emission additionality and 
criteria for its automatic application.

DRAFT - FOR INTERNAL USE ONLY
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laternational Emissions Trading: Issue Papers

Issue

1. Is there a need for a new international oversight group?

2. In what units should trades occur?

3. How should "problem" countries be addressed?

Page Number

1

3

4

^Mij/a/zlrve suggestions for additions to the
“■ proper ’’legal" warding and
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Enusaons Trading Issue »1: Enhancing the Role of the FCCC Secretmal in ih.

Issue: b there a need for a new international overnight group to implement trading?

asssssisss^iP''"Options: See recommendations.

Recommendations:
■ ^SSigS^m““ tracking ntechaniem for budget

' ^ approval before the FCCC Secretariat iJ

L tZ^^l offraSs?® of tonnes traded and provide authentication to the^SeStariat

■ “S^'S!4trtSg« -!■ Psrty to debmdne

Draft Text: *

/. insert nevy language in measurement and reporting section, at end of paragraph 3.5:

^ ^ tooiies of carbon equivalent emissions allowed that are
S^of ^ shall specify the ^antitv

of ongu^r destmation, and &e relevant budget period and include
bShTartLtSi^ SSon.'' 'f™ from

Z Insert newparagraph(s) in meesurement and reporting section, or in Secretariat section

”■■ 2ach Pa'J^,|:Lth'’a? T“ IT“ 'flbfralent embrions aUowod for
Ha allocated, saved, borrowed, transferred among Partied
nd retired. The Secretariat shall impose annually any automatic ’

pn>^llrSXrLll^rrto“?drd'n^^
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3. insert new language in emissions trading section, paragraphs 6.1 and 6.2:

paiagraph whichT^Sia^Smd ‘“““"'“8 *’"‘‘g=‘ adjustment

uqual to the Party’s prior y^ar j 

“ “■« «■= Poragraphs of the budget seetion are in eomec.
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Emissions Trading Issue #2: Clarifying the Budget Unit of Measure

Issue; What units of measure should be used to implement emissions trading?

that the("torme of carbon equivalent emissions allowed" 
or TCEEA would be the imit used to track emissions budget obligations. ThrTrFFA 
allowance) should also be the unit of measure used bv the FCCC '?prrptqri af #Xf a ■

of However, the Party may wish W vrtfy (he app^J^SenSf

Options: See recommendations.

future guidelines to be developed:

^ i-mportont enough to include in the protocol for practical n^nfZ concern about introducing a Jew concept to the protocol
'SerlfnrT^t A already perceive the U.S. pr^osal as "foo complicated"

Draft Text:

(TBU)” means the authorization under the GHG Protocol to 
period!* ^ equivalent during or after a specified budget
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Emissions Trading Issue #3: Trading Mechanism lo Encoura.^ P»rfv 

Issue: How should problem countries be addressed*^

l«t|SSSS3E£=r»

SbSil consequences would be implemented i^ditiofto a
refen^^to the Multilateral Consultative Process (described in another paper) For a more deiiiled

S?y=Uov,.

assa-;?s?££ss^^
Options:

n“®’ reporting, and enforcement mechanisms may not be

Recommendation: Option 1
ad^sfrative and non-discretionary authority for the FCCC Secretariat for the in- 

depth review teams) to appropnately oversee the emissions trading program SoeciLallv 
require annual review and rating of each Party's emission and budget r^s ^d each Party's
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'"“‘= J'CCCs
wguld be implementi'upon''SeShi^Se dS “'“““lii: consequences

.0 ™p,e.en. en. coLqoenoes “

tracked as "ydlow" and could not be used blTe hiwl°T^ ’
allowed coidd not be deSCcover &e comph^ce (those tonnes
new determination that the seller had rectified^ deficien^r? Secretanat made a
If the seller did not rectify its deficSides St 1 green status,
would automatically do^gradeSeller to timepenod, th^n the Secretariat

SE=SSHSSiBSrF- -
sever, te i, would b. npp„,priat. to ““ “

Draft Text;

insert into international emissions trading section:

automatic trading limitations are follow^ Secretariat wiU ensure any
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iHTACHMENT for Tradinfi Mechanism to Encoum^e romnl,.n„

Meanins of Color Desisnations; (green, yeUow, red)

.h^^CCC. G,ee„elaroe’J.B=^S:f/v.™SrSrt;p^

S=iSStSS^35&!=«
5-“i=us=d“aSSr=^^a«VS“oonl?^SS YcSow
failure to reach fomrula oompUance coui;! readlTR&^ato^a ”“'

sxsit“ss.raai^r;irRSs^
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0002/005

Xssu.es

crth
in Wex C (i.e., subject to 

in the Protocol) and which 
i.e.', outside of the overall 
ion between Annex C and non-'
,e protocpl optimizes, 
ness, and coinpliance

Which gases/sources/sectors
the binding overall budget set f 
should be excluded from.Annex_C 
budget)? How Should the distinct 
Annex C be made to ensure that ti
comprehensiveness, cost-effectivf 
requirements? • . ' .
The determination of whether or Lt a gas/source/si'nk belongs in 

Annex C should be made' based on bb^ective criteria. The^e 
criteria should be'- applied to thfe FCCC guidelines for natipnal 
greenhouse gas' inventories, perhkps with consideration of the 
potential for, the methods to be improved in-the near The
gases/sources/sin)cs that, meet the'criteria should be< included in 
Annex C and those that, fail shovld be excluded from Annex C._ As 
methods and data improve, those sectors excluded ftom Annex 
should be 'reviewed, and additior al .gases/aources/sinlcB =ohld be 
moved into Annex C. .Graduation of a. gas/source/sink .into Annex 
should occur systematically,' wi.jh the
No .Party can unilaterally move a gas/aource/sink, into Annex C.

■ Recoimeiided Criteria

There are at ■ least five )cey cri 
sinks should satisfy in order t 
effect'of-applying these, criter

;eria that gases', sources and 
3 be included in Annex C. The 
ia is to limit membership to only

t'Segases and sources that meet- general criteria and can be 
measured accurately or preciseliy.

The following l.ist proposes criteria for inclusion in Annex ,C:

1. Internationally approved o 
adopted by the FCCC) for 
this sector/source catego:

wX ■accepted methods (i.e.,.guidelines 
estimating emissions of this'gas from 
f::y must be 'available'; ;

The national emission est 
accurate and/or 'precise 
compliance) could be 
thresholds of accuracy'a 
once the scope'-of Annex C

The ability to measure e- 
systematically captured

Methods -must be sufficie:i- 
manipulation of estimate^

.filiation methods must be sufficiently 
.0 ensure that compliance (or non,- 

ektablished. ■ [Note that objective 
in d/or precision should be determined 

is established. (e.g. +/-10%:)]

tiiesions reductions must be 
,n .the methodologies.

: to'prevent game-playing or. 
to falsely'demonstrate compliance.
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©003/005

f;

5. The methods must'allow progre
to be evaluated: This will
an annual basis.

6. . The methods must be able tc
Annex A and B Parties.

ss to be tracked and performance 
require that data be reported on

se consistently.applied by all

Proposal

Apply the criteria to the current 
and develop a list, of gases and 
the timeframey the technical ana 
gases, sources, and sinks, that m 
develop this list for submission

Separate lan^age should be deve 
sources', ain'd sinks nob included 
Paper on Control of Non-Annex C

. (or expected?) IPCC guidelines 
iiources that satisfy them. Given 
.yst could not compile a list'of 

i^et these criteria. 'We will 
to the secretariat by April i.

Loped to ensure that gases, 
in Annex ,C ■ are treated (see Issue 
Sases/Sources/Sinks)'.,



03/17/97 15:28 0202 736 7338

03/17/97 15:04 Ol"' 202 260 6405
OES/STH

epa climate CHG
®028/032 

0 004/005

Control o£ iJon-Aimex C Gasea/Sources/Sinks

Isaue
The binding target outlined in th
the gasesAsourcee/sinks .listed in'
(unspecified in the .draft protpccl) . will be developed for those 

'i ___ .___________T *? 'in Annov P.. This TDanergases/sources/sinks which are not 
identifies the options for addre^

Options
Essentially, there are four ways 
sources/sectors', as described be

T- .’Rinding Taro-Rt:

a protocol will apply to only 
Annex C: Other provisions

listed in Annex C.• This paper 
sing these gasea/sources/sinks.

to control non-Annex C gases/ 
.ow:

Description; Either together or individually, specific 
emijssion/reinoval targets could be set for Non-Annex C. 
gaaes/sources/sectors.
Pros: Maximum'environmental gair s could be assured by, .setting a 
binding target for non-Annex C.
Cons: Difficult to implement am^ manage separate budgets for

- - - - j-p jjg unworkable since many of
uncertain.

___^ex C and non - Annex ■ C. Likely
the non-Annex C gases are highl

T^indina Pol id eft ^ ■ Mea'sures

Description: Each Party could
policies and measures on Non-Anlex C .

'Pros: Greater assurance that en 
met, while recognizing that wea 
would make a binding target unv

5,e required to. impose select’

vironmental.objectives would be 
tnesses in estimation methods 
orkable.

binding;policies and measuresCons: Tmposition of harmonized',, --------------------------
does not reflect differing'nat; onal circumstances among. Parties

•j-. Voluntary Pn1 1 r:iea & MeaSU

Description:.. Each Party could 
measures to reduce emissions f

Pros: Some environmental’gains
consistent with national priorities .and circumstances. 

Cons; ’Maximum environmental gains will likely not be made.

voluntarily adopt policies and 
:om non Annex C.

will be . made > in a manner-
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4 ■ No Prnvi.glon.q':

Description: Parties could aasumt
voluntary) with respect to Non Ann

Pros: Eases .burden on Parties; no 
requirements.

Cons: No environmental progress made for non-Annex C gases.

no obligations (binding or 
,ex C..
additional compliance
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Borrowing Against Future Targets

md of a budget ^nod applicable to a Party, any amount of tonnes of eatbon equivalent
^ ofTo°?i°Z'^ ^ *''' ^“bsequent budget period shall be aubtaoted at a
^of [1.2:1] the subsequent budget period.” Thus, the language incorporates both a 
restnction on the amount allowed and a penalty for borrowing.

art “”“P‘ -fbutowing came under rtartUt..,,.^otjrth delegates arguing that it allowed Parties to indeBnitely exceed their oTrSfem 

md ma^ any assessment of compliance impossible. This paper discusses the concept of ’
“d clarifications that might address some of these

resp^^to 1’“* u““®’ “ be considered with
^"Pbb”- “^plc. without borrowing, a Party that exceeds its first

Mget by a modest nmgm would erther start the next period with a clean slate or be subject to a 
mn-coinphanoe provisron that requires them to miOte up the shortfell, iTssibt'srith a n^^

mSSSS-SH?"«tra degree of timmg flexibility idlows more Parties to remain in compliance. Moreover 
owing does not endanger the environmental objective of the Protocol - in fact cn,>x- ’a

taw otST“ft““ r“'‘* ““ospberio concenlrations below the level that wo"S
^TOIedmthertabsenceduetoaerequiremeuttopaybackaOpercentmoremrZare

™PP“““P>»fboirowing is famihar to all who are involved in financial trtm^cKo
involves taking a loan against luturo resoumes in order to pay cuireS^SJrTto cl of 
to climate, ciment obHgattons would equate to ouirent levels of allowable emissions for ^
fuh^ b. a

srs^rorder to meet strict the premature retirement of capital stock in

mitiVsrfS^n ' ^ borrowing regime, we must remain aware that the climate and
igation responses are not fully analogous to financial markets.
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rs"szTsrs;sr“r““^"=-emissions borrowing regime includinff immrts t’r, ci. ”sk may be associated with an

^■^z^-r..™'si:2r=s;szis;considered if the exemplary number were changed: ^
A fixed rate for the budget period could be assigned on a poUtical basis-

- An annual rate could be developed; or
~ """^Sned (to insure that emissions

boiTowmg was not less expensive than financial transactions)

T ^^ompanied by requirements that the boixower put up
collate^, m the case of emissions borrowing, a bond might be posted to ensure that fimds^
r ‘0 emissions should the borrower default on the loan, or another

grantee the shortfall. We may also consider the potential “riskiness” of a S S ^J uToroo? questionSSrredlon

"f “■= borrowed -rfXSf!” ’"T“borrowta?Shave
i n m “‘S^* P“WW‘»i bonowtog rSe

^ PJPIIO] peicmt of ite total emission leduerionobUgation). TheU.S proposal
^maoK such pro^orrs. although the numba is unspecified. These pro^sioS i^ Ura, 
pSTdT^o™™ Foresaurplc.e

me borrowing linrit i, would have to ovetoontply e. loss, u, m=”f

tn the fotut Of at. addthonel teduchon obligadon. This oo^t e, or
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by the end of fte oubeeqncnt but«^or 

RecoiTimendation

boirowing - the option to bonotv should be left to thi disoiSrfthe p*™™ ■

benowing ftotn defined bUetpeno£:bLq“^aeuT„2oT,‘^"^

SSra^n^ ^“^Suard^ ?otro^“ft“

^:s=-isrsst-=2=“ST52if-
H:/FCCC/borrowing.doc
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REVIEW OF CLIMATE CHANGE PAPERS FROM THE STATE DEPARTMENT 

1. Compliance

Issue: What to do about the trading, borrowing, and JI of non-compliant nations?

Why should non-complaint nations be denied the means to get back into compliance-banned from 
trading or JI?

Why should borrowing incur a penalty in the next period?

By restricting flexibility, some nations might find it in their self-interest to drop out of the market.

2. Joint Implementation

Issue: How to structure the Joint implementation agreements?

The paper submits a JI plan complicated enough to drive away all but the most determined 
nations. Nations are asked to clear many hurdles to get approval that many potentially beneficial 
projects could get dropped.

In addition, it is all rather vague as to whether if one country gets a “credit” for JI does the 
second country get a “debit”? The G-77 countries have not appreciated the vagueness behind the 
current version of JI.

3. Annex C Gases

Issue: What to do about other non-carbon gases?
1

The proposal seems to suggest two separate markets for carbon and non-carbon gases.
But do we need two parallel trading systems? Can we just say that a plan for Annex C gases is 
forthcoming?

More flexibility and thus more cost-effectiveness could be achieved if we allowed trading across 
gases. Additional administrative complexities could arise, but so would brokers to handle the 
conversion problems.



4. Borrowing

Issue: Should we remove borrowing from the US protocol?

The paper says that “the option to borrow should be left to the discretion of the Parties ’ 
What exactly does this mean?

Also why make borrowing so onerous? Are penalties really necessary?

Why restrict borrowing to just 10 years into the future?

Again the LEAST-COST PATH, based on the IPCC, allows emissions to rise then fall.

5. Annex B

Issue: What nations, and what obligations should be included in Annex B?

Criteria have been proposed such as including those nations that have at least the level of per 
capita income or emissions as existing Annex I countries. It is unclear as to why a country would 
want to be on the Annex B list-what do they gain?

6. Four International Emission Trading Papers 

Issue #1: Is there a need for a new international oversight group?

It depends—The more each trade is “handled”, the greater the transaction costs of participation 
and the less likely a potential trader will want to participate in this market. Keep transaction 
costs down to a minimum.

Issue #2: In what units should the trades occur?

The proposal is to trade units of carbon equivalent emissions. However, trading on the carbon- 
content of energy inputs might be a viable alternative given the difficulties in measuring emissions 
in many countries. Why? Much easier to monitor inputs than the emission levels.

Issue #3: How should “problem” countries be addressed?



STATE recommends that the Secretariat has authority to require annual review and rating of each 
Party’s emission and budget reports and each Parties performance in meeting its budget 
commitments.

The plan is to have a three tier classification of permits--”GREENATLLOW/RED”

GREEN
YELLOW

RED

nations in compliance
nations in non-compliance with procedural requirements or 

cumulative emission budgets--all YELLOW permits still are 
valid but buyers are put on notice, 

nations that fail to cure their non-compliance within a given time 
frame-all RED permits are voided

Does this scheme trigger too much uncertainty into the trading scheme? If so, potential traders 
might just drop out of the market, and thus increase the costs of compliance.

Non-Issue #1: Steps to operationalize trading? 

No comments



RECALL The Conditions for a Successful Permit Market ARE:

1. A Sufficient Degree of Compliance should be achieved

The protocol envisions that the “tonne of carbon equivalent emissions allowed” (TCEEA) 
would be the unit to track emission budget obligations. But monitoring will be less costly 
if the permit scheme was based on carbon-content trading rather than carbon-emissions 
trading. Why? Much easier to monitor the inputs than the outputs.

2. Transaction costs must be low enough not to prevent efficient permit exchanges from 
taking place

The permit system must keep transaction costs low: including the costs of finding 
prospective buyers and sellers, costs of obtaining any necessary approval for trading. 
Brokers would likely emerge in the presence of high transaction costs.

Regulatory constraints could lead to high transaction costs if each and every trade has to 
be approved by an international body.

The Market for permits must be competitive

If a nation or firm that buys and sells a significant fraction of the total number of permits 
traded might be able to influence price, e g., Russia. This would imply that greenhouse 
gas reductions would not be achieved at minimum cost.

The policy must be seen as one that will remain in place for a significant period of time.

Firms and nations cannot be expected to trade if they think that policy is likely to change. 
If policy is stable for a reasonable time period, and there is little uncertainty about 
regarding the legitimacy of transactions. Who is liable if a seller sells and then ignores its 
obligations-the buyer or seller?
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Contents of Annex C (3-17-97 Draft) 
Prc-dccisional, do not quote or cite

Issues:

1. The current draft US protocol slates that Annex C will list “greenhouse gases not covered by tlie
Montreal protocol, with the exception of gases, or particular sources and sinks, for which there is
insufficient knowledge of GWP or inability to accurately measure emissions or removals.”

• This definition implies that Annex C will not include all greenhouse gases emissions and 
removals; some gases and/or sources and sinks will be labeled as non-Annex C (Annex D). The 
sum of Amiex C and Annex D will equal all known GHG sources and sinks.

2. I'wo technical issues must be addressed in determining which gases and removal mechanisms (sinks)
should be included in Annex C:

• Our knowledge of G WPs ol'greenhouse gases.
• Our ability to accurately measure (and/or estimate) emissions or removals of gases.

Background for Issue 1: Global Warming Potentials

• Global Wanning Potentials (GWPs) are a set of multipliers that convert physical units of 
greenhouse gases into a common unit of carbon-equivalents.

• Despite the technical shortcomings of the GWP approach (no two greenhou.se ga.ses are exactly 
equivalent), GWPs are mseful policy tools for weighing the importance of individual greenhouse 
gases. Their use does not alter the quality of the underlying emissions data, nor does it change 
tlie ability to accurately measure emissions or removals.

• Use of IPCC 100-ycar GWPs has been part of past FCCC decisions and has been included in 
several protocol proposals put forth by other parties in the current negotiation process.

• Tlie US should continue to support National Communication and IPCC guideline.s that require 
separate reporting by weight lor each greenliouse gas in addition to reporting carbon equivalents.

Recommendations for Issue 1: Global Warming Potentials

• Parties should use the 1995 IPCC 100-year GWP values for GHG compari.sons in submissions.

• Parties .should continue to support research efforts by the IPCC aimed at improving GWP.s and 
devising improved methodologies for GHG compari.son.

• Decisions to update or change GWPs should be made by consensus of the Parties at the end or 
beginning of budget periods.
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Background for Issue 2: Accuracy and tliL Contents of Annex C
t

• As the next step in the long-term process of emissions reduction, the US is committed to 
reaching agreement on legally-binding emissions reduction targets (level and liming TBD) in the 

negotiations culminating in Kyoto in December of 1997.

• This will result in a “budget’^ for each nation that will serve as the basis for assessment of 
compliance, and could be traded or banked. The criteria adopted for inclusion of GHG emissions 
and removals in Annex C will thus affect the contents of the budget.

• T he US has advocated a comprehensive approach in the FCCC, i.e,, inclusion of all GHG 
sources and sinks in the a.sscssment of human influences on the atmosphere and in the plantiing 
and implementation of mitigation and adaptation actions. Regardless of the final decisions on 
the contents of Annex C, the US .should continue to advocate comprehensive reporting and 

asses.smcnt of all GHG emissions and removals.

• The US remains committed to a comprehensive approach, but recognizes that addressing tlie full 
suite of human influcnce.s on the gh'ibal atmospliere is a long-term process. Important and 
valuable near-term steps am be taken that focus on verifiable GHG emission reductions. We 
assume that the development of improved methodologies will permit the inclusion of additional 
source.s of GHG in subsequent steps.

• CO, is the most important GHG, with the sum total of all other known GHGs (principally 
methane and nitrous oxide) resulting in an “effective” atmospheric concentration of C02 about 
20% higher than COj alone.

• However, reduction in methane emissions hold considerable promise for near-term mitigation 
due to methane’s relatively short atmospheric lifetime. Tlie ability to quantify metliane 
emissions and reductions varies significantly by sector. Improved quantification of methane 

sources and sinks is a high priority.

Criteria Proposed for Inclusion of GHG Emissions and Removals in Annex C:

1. Internationally approved or accepted methods (i.e., guidelines developed by the IPCt.. and adopted by
the i'CCC) for estimating emis.sions of this gas from this secior/source category must be available.

2, The national emission estimation methods must be suffidenlly accurate and/or precise to ensure that
compliance (or non-compliance) could be established.

3- The methods must allow progres.s to be iruckcd and performance to be evaluated. This will require
that data be reported on an annual basis.

4. The methods must be able to be consistently applied by all Annex A and B Parlies.
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Recommendations for Accuracy and Contents of Annex C:

Annex C should be as comprehensive as possible, but must recognize that there are significant 
differences in the accuracy of estimates and measurement oi'GHG emissions and reductions.

1. If the contents of Annex C are to be based on accurate estimation and/or measurement, and arc to be 
the beginning of a comprehensive approach to taigets, the following GHG emissions and removals 
should be included (error estimated at +/- 20% by EFA and DOH);

• CO2 from energy use, flare gas, and cement.
• Methane from coal mines underground.
• SF6 Item industrial processes.
• NjO from adipic acid

As a point of reference, the above list represents approximately 85% of US total emissions.

2. An additional set of GllG emissions and removals could be considered for inclusion if considerable 
uncertainties in estimation and measurement can be reduced (error e.stimated at +/- 50 to 100/o by HPA 

and DOIi);

• CO. from forestry.
. Methane from landfills, abandoned coal mines, surface coal mines, gas venting, gas pipelines, oil 

and gas production, industrial use, and waste disposal.
• HFCs from mobil and stationary use.
• PFCs from industrial processes.

3. There is a further set of GHG emissions and removals that cannot now be accurately measured and/or 
estimated, and should thus be included as Non-Annex C GHGs (Annex U) and considered for inclusion 
in Annex C as undenstanding and estimation and measurement accuracy improve:

. CO. from land use other than forestry and land cover change.
• Methane from biomass burning, rice cultivation, animals.
• N20 from industrial processes (with the exception of adipic acid), agriculture, and biomass 

burning
• All GliGs without GWP values determined by the IPCC (e.g., CO, NOX, VOC)

4. I'he agreement should contain a provision for rc-examination of Annex C at the mid-point of eadi 
Uirgcl period, allowing for inclusion of additional GHG emissions and removals during the next period 
as understanding und measurement capabilities incrca.se to the point where accurate estimates and 

verifiable measureincnt.s are possible.

Draft Text

TBD, based on decision about items in category 2 above.
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^!x>‘‘a4S.
Source

Carbon Dioxide
1 Energy Consumption
1 Flare Gas
2 Natural Gas C02
1 Non-Fuel Use/Seq**
1 US Military Abroad

1 Cement
1 Other process

2/3 Forestry*'
2/3 Other Land Use

Methane
2 Coal Mlnes-abandoned
2 Coal Mine-Surfaco
1 Coal Mine-Underground
2 Gas Venting

2 Gas Pipelines
2 Oil & Gas Production
2 Landfills
2 Waste Disposal

2/3 Livestock
2/3 Rico Cultivation
2/3 Crop Burning
2 Industrial Methane
3 Mobile Combustion
3 Stationary Combuston

Nitrous Oxide
1 Industrial nitrous oxide
3 Fertilizer N20
3 Mobile Combustion
3 Stationary Combustion

Halocarbons/Hl GWPs
2 SF6-all sources
2 FFC/fcxolic solvents
2 MFC mobile use
2 HFC stationary
2 RFC aluminum
2 hFC-23 Industrial

Reliability of Emissions 

Now With Effort

E
G

WAG
OK
G
E
G
P

WAG

WAG
P

OK
P
P
P
P

WAG
P

WAG
WAG
WAG

P
WAG

WAG
WAG

P
P

WAG
WAG
OK
P
P
P

E
E

P-G
G
E
E
E

OK
P

P
OK
G
E

OK
OK
OK

P-OK
P
P
P

OK
OK
P

■p

OK
OK

G-E
E
G
G

OK-G
OK-G

Reliability of 
Reductions

US
Emissions

Share
(percent)

Cheap
Reductions
Available?

US
Emissions

Trend

E 85.5 N up
E 0,2 ? —

G-E 0.4 7 -
G 5-t N up

E 0.2 N down

E 0.5 N up

E 0.5 N i
OK 7.1 Y

P 0,1? ? ?

G-E 0,1 Y 7

P-OK 0.2 N* "
G 1.1 Y* down

E 0.3 Y* -
OK 1.2 Y* —
OK 0.8 Y‘ —
E 3.5 Y down

E 1,1 Y up

P 1.9 ? up

P 0.2 N -
P 0.1 ? V

OK 0.04 7 up
P 0.1 N* down

P-E 0,1 N’ down

E 0.5 ? -
WAG 0.9 N up

P 0,7 N* -
P 0.2 N* —

E 0.3 Y 7

E 0,05? Y 7

E 0.2 ?• up

E 0.05? 7- up

OKG 0.2 ?* -
OK-G 0,8 Y down

Sourc: calculated from: Energy Information Administration. Emissions of eresrttouse Gases in life United States f995

lEmte'stons comSaed wjn^energy consuinplion, hence possible mditipller e(<ocr if energy consumption doclrrres, 

‘•■Produces negative net emissions



s <‘:^C) Jt>Current and Potential Reliability of Emissions and Reductions Estimates by SourdT(^VvoJ'^ 

E=(±5 percent), G={±20 percent), OK=(±50). P=(±100), WAG=(order of magnitude)

Source

Carbon Dioxide
1 Energy Consumption
1 Flare Gas
2 Natural Gas C02
1 Non-Fuel Use/Seq**
1 US Military Abroad
1 Cement

1 Other process
2/3 Forestry**
2/3 Other Land Use

Methane
2 Coal Mines-abandoned
2 Coal Mine-Surface
1 Coal Mine-Underground
2 Gas Venting
2 Gas Pipelines
2 Oil & Gas Production
2 Landfills
2 Waste Disposal

2/3 Livestock
2/3 Rice Cultivation
2/3 Crop Burning
2 Industrial Methane
3 Mobile Combustion
3 Stationary Combustion

Nitrous Oxide
1 Industrial nitrous oxide
3 Fertilizer N20
3 Mobile Combustion
3 Stationary Combustion

Halocarbons/HI GWPs
2 SFo-all sources
2 PFC/exotic solvents
2 MFC mobile use
2 MFC stationary
2 PFC aluminum
2 HFC-23 Industrial

Reliability of Emissions 

With EffortNow

E
G

WAG
OK
G
E
G
P

WAG

WAG
P

OK
P
P
P
P

WAG
P

WAG
WAG
WAG

P
WAG

WAG
WAG

P
P

WAG
WAG
OK
P
P
P

E
E

P-G
G
E
E
E

OK
P

P
OK
G
E

OK
OK
OK

P-OK
P
P
P

OK
OK
P

G
P

OK
OK

G-E
F.
G
G

OK-G
OK-G

Reliability of 
Reductions

US
Emissions

Share
(percent)

Cheap
Reductions
Available?

E
E

G-E
G
E
E
E

OK
P

G-E
P-OK

G
E

OK
OK
E
E

P
P
P

OK
P

P-E

E
WAG

P
P

E
E
E
E

OK-G
OK-G

85.5
0.2
0.4
5.1 
0.2 
0.5 
0.5
7.1 
0.1?

0.1
0.2
11
0.3
1.2 
0.8 
3.5 
11 
1.9 
0 2 
0.1 

0.04 
0.1 
0.1

0.5
0.9
0.7
0.2

0 3 
0.05? 

0.2 
0.05? 

0.2 
0.8

N
?
?
N

N
N
N
Y 

?

Y 
N* 
Y*
Y’

Y*
Y*
Y
Y 
? 
N 
? 
?

?
N

Y
Y

Y

US
Emissions

Trend

up
down

down

down
up
up

?
up

down
down

?
?
up
up

down

Source: calculated from; Energy Information Administration, Emissions of Greenhouse Gases in the United States 1995 
(Washington, October 1996).
‘Emissions correlated w/ith energy consurr-ption, hence possible multiplier effect if energy consumption dec.ines. 
^'Produces negative net emissions.
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Table Al-I
Uncertainties due to Emission factors and Activity Data

1 2 3 4 S

Gas Source category Emission fMtor Activity data Overall uncertainty
Ua •Jr

COj Energy 7% 7% 10%

CO, Industrial
Processes

7% 7% 10%

CO, Land Use Change 
and Forestry

33% 50% 60%

CH„ Biomass Burning 50% 50% 100%

CH, Oil and Nat Gas 
Activities

55% 20% 60%

Xu

Coal Mining and 
Handling Activities

55% 20% 60%

CH, Rice Cultivation ^'4 '/4 1

CH. Waste 1

CH, Animals 25% 10% 25%

CH, Animat waste 20% 10% 20%

N,0 Industrial
Processes

35% 35% 50%

N,0 Agricultural Soils 2 orders of magnitude

N,0 Biomass Burning 100%

Note: Individual uncertainties that appear to be greater than ± 60% are not shown. Instead judgement as to the relative 
importance of emission factor and activity dau uncertainties are shown as fractions which sum to one.

AI.2 Procedures for Quantifying 

U ncertainty

Estimating Uncertainty of Components
To estimate uncertainty by source category and gas for a national inventory, 
it is necessary to develop information like that shown in Table Al-I, but 
specific to the individual country, methodology and data sources used. In 
scientific and process control literature the 95 per cent (± 2) confidence 
limit is often regarded as appropriate for range definition. Where there is 
sufficient information to define the underlying probability distribution for 
conventional statistical analysis, a 95 per cent confidence interval should be 
calculated as a definition of the range. Uncertainty ranges can be estimated 
using classical analysis (see Robinson) or the Monte Carlo technique (in 
Eggleston. 1993). Otherwise the range will have to be assessed by national 
experts.

Al .4 IPCC Guidelines for National Greenhouse Gas i
REPRODUCED AT GOVT FXPE.NSE
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International Emissions Trading: Issue Papers

Issue

1. Is there a need for a new international oversight group?

2. In what units should trades occur?

3. How should "problem" countries be addressed?

Page Number

1

3

4

prollco? It IS ^“ggpstiorts/or addUiarts to the
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Emissions Trading Issue #1: Enhancing the Role of the FCCC Secretariat in the PmtnVni

Issue: Is there a need for a new international oversight group to implement trading? 

Background; No, the U.S. Protocol can be implemented through a clear division of

the role of the FCCC Secretariat as the official tracker of the budget 
ii^ormation for all Parties, usmg the mechamsm of the compilation and synthesis report which is 
already required. The Protocol is already clear on each Party’s required riponsibilities for the 
individual tracking and reportmg required for emissions and budget calculations. However it 
unpoitant to ensure ^at the Secretariat can verify it has received an official authorization from a 
P^y before it records to emissions trade, similar to the requirement for the authorization from a 
designated representative" from the utility company under the Acid Rain Program Finally 

^thougli the Protocol implicitly requires (in Article 3.5) that the Party report its remaining 
budget ^er emissions are deducted, it may be appropriate to modify the Protocol expUcitly in 
Article 2.2 to clarify &e Party’s requirement to adjust its budget annually by deducting the 
number of tonnes allowed" which would be needed to pay for its annnai emissions.

Options: See recommendations.

Recommendations:

- Add the concept Uiat a Party must give official approval before the FCCC Secretariat is 
authonzed to record an emssions trade (similar to required "designated representative under 
the Acid Ram Progr^. This is envisioned as a multi-part form by which both buyer and
seller m^t identify ^e quantity of tonnes traded and provide authentication to the Secretariat 
as recorder oi trades)

- Add text for *e annual deduction for emissions as a responsibility for each Party to del 
its own remaimng multi-year budget balance. ermine

Draft Text:

1. insert new language in measurement and reporting section, at end of paragraph 3.5:

3.5 With respect to any tonnes of carbon equivalent emissions allowed that are
acquired or transferred under Articles 6 or 7, the Party shall specify the quantity
Party of origin or destination, and the relevant budget period, and include
evidence of official approval for the transaction, on the prescribed form from 
both Parties to the transaction.

2. insert new paragraph(s) in measurement and reporting section, or in Secretariat section

11.? The ^cretariat shall track tonnes of carbon equivalent emissions allowed for 
each Party which are aUocated, saved, borrowed, transferred among Parties, 
and retired. The Secretariat shall impose annually any antomatic 
consequences recommended based on each Party’s status and compliance 
progress. The Secretariat shall record and publish each Party’s annual
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3. insert new language in emissions trading section, paragraphs 6J and 6.2:

" sS&SSSSeSs
transfers to or receipts from any Annex A or Annex B Party any of its tonnes of 
carbon equivalent emissions allowed for a budget period, for the purpose of 
meeting its obligations under Article 2. ^

6.2 A Party may authorize any domestic entity (e.g. government agencies, private
turns, non-governmental organizations, individuals) to participate in actions 
leading to tr^sfer and receipt under paragraph 1 of tonnes of carbon equivalent 
emissions allowed, provided that before the tonnes of carbon equivalent 
emissions allov^d may be used for the purpose adjusting its budget under 
Article 2, a Party must anthorize/direct the Secretariat to implement any 
such transfers or receipts. ^

actualTmis^shfns°°"^* *'**^^°“ equivalent emissions equal to the Party’s prior year

reoMerins Article 2 so that the paragraphs of the budget section am in correct

I hiitial Budget Allocation (current Articles 2.3 and 2.4 become 2.1 and 2 2)
IL Budget Adjustments (current Article 2.2 becomes 2.3) ^
m ^ud Budget Balance (new language listed above in item#4 becomes Article 2 4)
IV. Emissions shall not exceed budeet. fCuirent ArHr.if* o i a..*.-..!- ^ c. i._
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Emissions Trading Issue #2: Clarifying the Budget Unit of Measure

Issue: What units of measure should be used to implement emissions trading?

protocol envisions that the "tonne of carbon equivalent emissions allowed" 
or TCEEA” would be the unit used to track emissions budget obligations. The TCEEA (or 
allowance) should also be the unit of measure used by the FCCC Secretariat for recording 
transfers from one P^y to another. Individual Party's are also responsible for tracking and 
reportmg their emissions budgets, including any purchases or sales, using the TCEEA as the unit 
ot measure. However, the Party may wish to verify the appropriateness of the quantity of 
TCEEAs it is willing to transfer by identifying the particular emission reduction which will 
provide ^e basis of the transfer, calculating the quantity of tlie particular greenhouse gas, and 
multiplymg that quantity by the approved GWP contained in the Protocol (recommended in 
another paper as the 100 year GWPs identified by the IPCC). Thus, no change is needed to the 
protocol text to address this issue because the tonne of carbon equivalent emissions allowed is 
the appropnate unit of measure to implement emissions trading.

Nevertheless, UtCTe is one practical consideration for the unit of measure which may be important 
to flag as a defimtion m the Protocol language (but which perhaps could wait instead to be 
defined m more detdled guidelines later). Specifically, the practical implications of the sheer 
number ot tonnes of carbon equivalent emissions allowed which must be tracked by the FCCC

Options: See recommendations.

Recommendations for future guidelines to be developed;
" ® ^ Tradeable Budget Unit (TBU) which is defined as some multiple le g

1,000] number oftonnesofcarbon equivalent emissions allowed

NOTE: although this concept is important enough to include in the protocol for practical 
considerations, there may be some concern about introducing a new concept to the protocol 
n^otiations now when others may already perceive the U.S. proposal as "too complicated", 
i nerejore, it may be appropriate not to add this to the protocol text, but to include in the 
implementation guidelines to be developed later.

Draft Text;

‘‘Tradeable Budget Unit (TBU)” means the authorization under the GHG Protocol to 
p^od'^ tonnes of carbon equivalent during or after a specified budget
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Emissions Trading Issue #3: Trading Mechanism to Encourage Party Compliance 

Issue: How should problem countries be addressed?

Background: Any international trading system should have a mechanism which provides an 
^tomatic mcentive to comply with both reporting requirements and the budget commitments, 
'nie mechanism could be a definitive determination on the status, defined below using a 
'‘green/yellow/red" signal, of each Party's progress in meeting both its reporting and budget 
commitments. The concept is that the FCCC Secretariat (or the in-depth review team) will 
follow predetermined criteria to be developed (on an annual or other periodic basis) to assign a 
status showing a “satisfactory/caution/unsatisfactory” (corresponding to the green/yellow/red 
signal developed for this paper) rating of each Party’s progress in meeting both its reporting and 
budget commitments. A Party would have to initially earn its green status before it could engage 
m tradmg, based on an initial review of its monitoring and reporting system to ensure the svstem 
meets required minimum standards established in guidelines, and then would need to maintain 
that status on the basis of its annual reports to continue to trade. Then, for a Party assigned a 
yellow or red status, automatic trading consequences would be implemented in addition to a 
referral to the Multilateral Consultative Process (described in another paper). For a more detailed 
descnption of the green/yellow/red signal system, see the attachment. The automatic trading 
consequence for the status for a yellow signal would be that although “allowances” could be 
sold, they would be marked by the Secretariat such that they could not be used for compliance 
with any Party s budget commitments until “green” status was restored to the issuer. The 
automatic tradmg consequences for a red signal would include 1) suspension of the right to sell 
allowances, 2) the automatic deduction excess tonnes emitted plus at least the interest rate 
required for borrowing, and 3) the automatic devaluation of any allowances sold after the yellow

[[The yellow signal could be rdsed for detenninations made during the budget period, including 
a determination based on interim emissions benchmarks, that a Party may fail to meet its budget 
obligations at the end of the budget period. If interim compliance benchmarks are unacceptable 
then shorter budget periods (e.g. 3 years) might be considered.]]

Options:
1. Ensure the FCCC Secretariat has the administrative authority to implement automatic 

consequences which provide incentives for Parties to meet their reporting requirements [[ to 
meet interim emissions benchmarks,]] and to comply by the end of each budget period . ’

2. If the FCCC Secretariat does not have such administrative authority, then the U.S. should 
reserve the nght to unilaterally deny "bad" tonnes of carbon equivalent emissions allowed and 
this right should be shielded from the World Trade Organization.

3. Co^ider that the ^propriate monitoring, reporting, and enforcement mechanisms may not be 
sufficient at this time to justify a full emissions trading system at tliis time, and construct the 
"trying" allowed by the Protocol to require case-by-case review and approval of specific 
emission reduction projects which could generate budget transfers (i.e., a "joint 
implementation" structure even for Annex I country trading).

Recommendation: Option 1
- Define the administrative and non-discretionary authority for the FCCC Secretariat (or the in- 

depth review teams) to appropriately oversee the emissions trading program. Specifically, 
require annual review and rating of each Party's emission and budget reports and each Partv 's
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pcrfomance in meeting its budget commitments, [note that this does increase tlie I?CCCs 
workload, and consequent need for funding.]
One critical feature of this authority is that the signal and thus the automatic consequences 
would be implemented upon the finding of the deficiency, so that it would not be necessary to 
wait to implement any consequences until the MCP process came out with a recommended 
resolution

Note that the consequence for the yellow signal is defined so that the Party which received 
the yellow signal would be allowed to sell "tonnes allowed", but the tonnes would be 
tracked as ’yellow" and could not be used by the buyer for compliance (those tonnes 
allowed could riot be deducted to cover the buyer’s emissions) until the Secretariat made a 
new detemimation that the seller had rectified its deficiencies and returned to green status. 
If the seller did not rectify its deficiencies after a specific time period, then the Secretariat 
would automatically downgrade the seUer to red status, meaning that no further tonnes 
allowed could be sold, and any "yellow" tonnes sitting in any buyer's accounts would be 
downgraded to red, where the red tonnes are valueless for compUance and would be retired.

This scenario for green/yellow/red determinations envisions that any deficiency in an 
annual co^unication (mathematical error, failure to follow approved IPCC guidelines for 
some of the emission calculations, or complete failure to follow approved guidelines such 
that me entire emissions report is in question) would trigger a "yellow" status, which would 
pro^de me Party with some defined period of time to rectify the deficiencies before the 
red status (and consequently me prohibition against sale of tonnes allowed) is imposed 

However, as me gmdelines are developed, there may be some deficiencies which are so ’ 
severe that it would be appropriate to trigger me "red" status immediately.

Draft Text:

insert into international emissions trading section:

mternational emissions trading. In addition, each Annex A or Annex B Party’s annual 
report shall be reviewed to determine if the Party’s emissions and budget calculations are
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ATTACHMENT for Trading Mechanism to Encourage Party Compliance '

Meaning of Color Designations; (green, yeilow, red)

Green Status; Upon compliance with procedural requirements, a Party will be assigned Green 
static. With green status, a party may trade TBUs whose tender value will not be questioned bv 
th^CCC. Green status must be affinnatively reestablished after any period of yellow or red '

Yellow Status; Upon failure to comply with the procedural requirements or cumulative 
emissions budgets, a Party will be assigned Yellow status. With Yellow status, a party may 
Mntoue to sell TBUs, but buyers are on notice that there are deficiencies in the performance of 
the issumg Party, and that the client tender value of the TBUs units sold by a Party under 
Yellow Status is suspended. Prices would presumably reflect the severity of market-perceived

Parties under Yellow status would have a specified period during which it would be expected to 
cure tire identified deficiencies to the satisfaction of the FCCC Secretariat, and such Parties 
would concurrently be referred into the Multilateral Consultative Process. If the deficiency is 
timdy cured, TBUs issued during the Yellow period will have their tender value restored, and 
the Pa^ may be assigned Green status for future periods. If left uncured at the end of the period 
provided, a red status results. ^

[[Maintaining a plausible path toward budget period compliance should be a requirement of 
overall compliance, especially if the emission budget period is lengthy (e.g., more than 5 years). 
The plausibihty of compliance would be tested during a multiyear budget period by comparing 
cumulative emissions during the budget period to date to a formula allowance. The fonmila 
allowance could be: (1) the budget period allowance pro-rated over the elapsed time since the 
st^ of the most recent budget period, (2) net adjustments fi-om completed trades (including JI or 
other credits) and banked TBUs, plus (3) 10% of the current multiyear budget. Parties which 
exceeded tlie formula allowance at any time during the budget period would receive Yellow 
status. Green status could be restored by TBUs unit purchases or by reducing emissions but 
failure to reach formula compliance could result in Red status after a specified interval.])

Red Status: Upon failure to cure any Yellow deficiencies during the period provided, non- 
discretionaiy Red status must be assigned. With Red status. Yellow period TBUs issuances are 
mvahdated and retired, clearing tirem from the books. Holders of such TBUs receive no value 
(or possibly reduced value under pro-ration of a deficiency).
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Borrowing Against Future Targets

Issue: Should Parties be allowed to borrow against future targets, and should langua^ to this 
effect be removed from or maintained in the U.S. proposal?

Bgcj^_und: The concept of borrowing is currently included in the U.S. draft protocol proposal. 
B is mentioned in two places: Article 2.2(c) on emissions budgets which states tlrat the budget
includes: “up to [_percent) of the tonnes of carbon equivalent emissions allowed .. ..such as
may be borrowed from the subsequent budget period....”, and Article 2.6 which states “At the 
end of a budget period applicable to a Party, any amount of tonnes of carbon equivalent 
emissions allowed tliat is borrowed from the subsequent budget period shaU be subtracted at a 
rate of [1.2:1] from the subsequent budget period.” Thus, the language incotporates both a 
restriction on the amount allowed and a penalty for borrowing.

At the most recent session of the AGBM, the concept of borrowing came under significant 
attack, with delegates arguing that it allowed Parties to indefinitely exceed their commitments, 
and made any assessment of compliance impossible. This paper discusses the concept of
borrowing, and suggests some approaches and clarifications that might address some of these 
concerns.

While borrowing has raised concerns, there are also several issues to be considered with 
respect to excluding the option. For example, without borrowing, a Party that exceeds its first 
budget by a modest margin would either start the next period with a clean slate, or be subject to a 
non-compliance provision that requires them to make up the shortfaU, possibly with a penalty. 
The first alternative perversely rewards non-compliance, while the second is virtually identical to 
borrowing, except that only “non-compliers” may use it. By providing all Parties with access to 
borroiving. Parties in compliance are not penalized relative to Parties not in compliance. The 
extra degree of timing flexibility allows more Parties to remain in compliance. Moreover, 
borrowing does not endanger the environmental objective of the Protocol - in fact successful 
borrowing transactions would reduce atmospheric concentrations below the level that would 
have prevailed in their absence due to the requirement to pay back 20 percent more tons than are 
borrowed.

The concept of borrowing is familiar to aU who are involved in financial transactions ~ it 
involves taking a loan against future resources in order to pay current obligations. In the case of 
the climate, current obligations would equate to current levels of allowable emissions (or
emissions in a given budget period); future resources would equate to allowable emissions in a 
future period.

A financial world without borrowing would be difficult to imagine. It is rare that a firm has 
internal capital resources adequate to fully finance its future growth. Similarly, responding to 
any significant climate change mitigation strategy without a parallel option for borrowing can 
also be expected to impose costly economic constraints on the system: it clearly reduces 
flexibility in terms of planning; and it may require the premature retirement of capital stock in 
order to meet strict deadlines. Borrowing also allow for a appropriate planning and introduction 
of new technologies - on a timeframe that may lead to greater emissions reductions than without 
such a system. In planning a borrowing regime, we must remain aware that the climate and 
mitigation responses are not fully analogous to financial markets.
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Also in a manner similar to financial transactions, costs could be associated with emissions 
borrowing. These include risks of the borrower defaulting on the loan; opportunity costs to the 
lender of not making a more profitable investment elsewhere; and the adequacy of institutional 
mechanisms. Unlike most financial transactions, some additional risk may be associated with an 
emissions borrowing regime, including impacts to the environment from delayed reductions. 
However, the environmental risk posed by greenliouse gas emissions is a function of atmospheric 
concentrations rather than annual emissions. While borrowing tends to increase near term 
emissions, the environmental risks could be reduced if borrowing and repayment schedules were 
managed in such a way as to preclude concentrations rising above long-term target levels.

Notwithstanding the differences between financial borrowing and emissions borrowing, some 
of the solutions applied in the financial arena are applicable in both cases. For example:

• Loans are usually offered at some cost in the form of interest paid by the borrower, the 
analogous situation could call for the borrower to pay more in the way of future reductions 
for any emissions used in the current period. The U.S. proposal contains such provisions, 
with the penalty assessed at 20 percent of the amount borrowed. Several options might be 
considered if the exemplary number were changed:
- A fixed rate for the budget period could be assigned on a political basis;
- An annual rate could be developed; or
- A rate based on market lending rates could be assigned (to insure that emissions 

borrowing was not less expensive than financial transactions)

• Financial transactions are also often accompanied by requirements that tlie borrower put up 
collateral; in the case of emissions borrOAVing, a bond might be posted to ensure that funds 
would be available to "buy" emissions should the borrower default on the loan, or another 
entity might guarantee the shortfall. We may also consider the potential “riskiness” of a 
borrower, and require more stringent safeguards for borrowers with questionable reduction 
strategies. The U.S. proposal does not currently contain such provisions. These might be 
added, and could take several forms including requiring the borrower to provide an 
indication of how repayment would be made, and only allowing borrowing for the amount 
that could be reasonably expected to be repaid.

• Financial transactions are also often limited in terms of the amount that can be borrowed - 
cither as a fixed total, or as a percentage of future earnings; emissions borrowing might have 
a similar limit (for example, a country or firm might be prohibited from borrowing more 
than [2][5][10] percent of its total emission reduction obligation). The U.S. proposal 
contains such provisions, although the number is unspecified. These provisions insure that 
Parties cannot use borrowing to indefinitely exceed their commitments. For example, a 
Party that “borrowed” the maximum amount in the first period would be unable to borrow 
more in the second period. A Party that borrowed would overcomply substantially relative 
to its second budget period if it paid back its borrowings fully. In fact, it would overcomply 
even in the extreme case in which it “rolled over" its initial borrowing, since to stay within 
the total borrowing limit it would have to overcomply at least to the extent of the borrowing 
penalty,

• Finally, defaulting borrowers are usually assessed a penalty; a similar penalty might be 
applied toward a defaulting emissions borrower ~ either in the form of a monetized fine, oi- 
in the form of an additional reduction obligation. This concept is embedded in the non-



.03/17/97 18:03 ©202 647 0191 STATE OES/EGC @1115/015

compliance provisions that are already included in the U.S. proposal - although additional 
penalties might be assessed on amounts borrowed in one budget period that are not repaid 
by the end of the subsequent budget period » ^

Recommendation

Noting both the concerns which many countries have expressed regarding borrowing - but 
also the significant advantages that accrue in terms of cost-effectiveness from allowing 
borrowmg - the option to borrow should be left to the discretion of the Parties. However, in 
discussmg the concept, the restriction placed on borrowing should be noted. In paiticulal-, the 
U.S. proposal restricts the extent to which borrowed emissions are to be used in a country’s 
emissions budget (for the April 1 deadline, we could suggest that no more than [2][5][10][20] 
percent of a Party’s total budget may be borrowed from a subsequent period), and also includes a 
penalty for borrowing - in the fonn of a 20 percent penalty on borrowed emissions. Our svstem 
also defines multiple budget periods (two are included in the U.S. proposal), and only allows 
borrowing from defined budget periods. In conjunction with the U.S. proposals for a stringent 
compliance and monitoring system, we believe that we have safeguarded borrowing from 
potential abuse.

To further address concerns about the concept, it is proposed that language be added to 
restrict borrowing to emissions for which a Party has provided detailed plans regarding 
repayment (and possibly require that guidelines for such proposals to be developed and adopted 
by the Parties at their first meeting). This addition would obligate a Party to develop, make 
public, have reviewed and have agreed specific proposals on how it would make up the 
additional obligations in the subsequent budget period. It would prohibit borrowing by Parties 
not having such plans. Language to this effect could be inserted into Article 2.6 of the U.S 
proposal.

H:/FCCC/borrowing.doc


