ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT

INTERNATIONAL ENERGY AGENCY

OPTIONS FOR INTEGRATING
SECTORAL APPROACHES INTO
THE UNFCCC

Richard Baron, Ingrid Barnsley (IEA) and Jane Ellis (O ECD)
November 2008



o N
Y o N

payisse|oun

£(8002) L1S/V3AI/D0d3I/ANI/NOD

ysnbu3 1o - ysibuz

Unclassified COM/ENV/EPOC/IEA/SLT(2008)3

Organisation de Coopération et de Développement Economiques
Organisation for Economic Co-operation and Development 26-Nov-2008

English - Or. English
ENVIRONMENT DIRECTORATE
INTERNATIONAL ENERGY AGENCY

OPTIONS FOR INTEGRATING SECTORAL APPROACHES INTO THE UNFCCC

Richard Baron (IEA), Ingrid Barnsley (IEA) and Jane Ellis (OECD)

The ideas expressed in this paper are those of the author and do not necessarily represent vie
OECD, the IEA, or their member countries, or the endorsement of any approach described her

JT03256162

Document complet disponible sur OLIS dans son format d'origine
Complete document available on OLIS in its original format




COM/ENV/EPOC/IEA/SLT(2008)3

Copyright OECD/IEA, 2008

Applications for permission to reproduce or translate all or part of this material slecadfiiessed to:
Head of Publications Service, OECD/IEA
2 rue André Pascal, 75775 Paris Cedex 16, France
or
9 rue de la Fédération, 75739 Paris Cedex 15, France.



COM/ENV/EPOC/IEA/SLT(2008)3

FOREWORD

This document was prepared by the OECD and IEA Secretariats in Autumn 2008 in réspgbese
Annex | Expert Group on the United Nations Framework Convention on Climate Change (UNFCCC).
The Annex | Expert Group oversees development of analytical papers for the purposeidihg

useful and timely input to the climate change negotiations. These papers may also e nagtrial
policy-makers and other decision-makers. In a collaborative effort, authokswith the Annex |
Expert Group to develop these papers. However, the papers do not necessasiytréipeeviews of

the OECD or the IEA, nor are they intended to prejudge the views of coyparigspating in the
Annex | Expert Group. Rather, they are Secretariat information papers intenicéorto Member
countries, as well as the UNFCCC audience.

The Annex | Parties or countries referred to in this document are those listethéx | of the
UNFCCC (as amended at the 3rd Conference of the Parties in December 1997)iaAvsisitia,
Belarus, Belgium, Bulgaria, Canada, Croatia, Czech Republic, Denmark, the Europeann@gmm
Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Latvia,
Liechtenstein, Lithuania, Luxembourg, Monaco, Netherlands, New Zealand, Norway, Poland,
Portugal, Romania, Russian Federation, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey,
Ukraine, United Kingdom of Great Britain and Northern Ireland, and USitatks of America. Korea

and Mexico, as OECD member countries, also participate in the Annex | Expert Group. titer
document refers to “countries” or “governments”, it is also intended to include “regional economic
organisations”, if appropriate.
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Executive Summary

The Bali Action Plan refers to “co-operative sectoral approaches and segiesific actions” in
relation with enhanced post-2012 GHG mitigation, and is one of several contextscin sgbtoral
approaches are now being considered. This paper explores possible options to advamggdtierint
of sectoral approaches into the UNFCCC regime, as a new means to further mitigation action.

The precise design of sectoral approaches and actions under the UNFCCC is unhbieastage,
although there are three broad categories of possibilities: 1) domestic-oriented lagpradizn
focused on developing countries, with or without GHG emissions crediting andfogirajvarious
approaches to technology co-operation; and 3) transnational sectoral agreements. These opt
overlap in a number of areas. This paper addresses each category in turn, outikingn the
options to date, identifying their pros and cons, and assessing issues associatedlinti#igrtation of
each option into the UNFCCC regime. This includes consideration of negotissioesj sectoral
coverage and implementation issues.

Because not all details may be finalised by the Copenhagen conference in Decembire2088er
presents areas for decisions on possible sectoral approaches; these may be enoigis fior rRave
forward on this issue in the near term. The paper also includes precise refépetfrmeXisting
language in the Convention and Kyoto Protocol texts, suggesting various possibilidesisions by
Parties in this area, without prejudging their political will or reluctance to do so.

Domestic-oriented approaches

On domestic sectoral efforts in developing countries, possible areas for meatdeisions for a
framework agreement include:

e Crediting: Can sectoral actions and approaches in developing countries generate carbon
credits, and if so, to what extent?

¢ Eligibility: On what basis should sectors be selected or prioritised? Criteria may include
cost-effectiveness of mitigation, the lock-in characteristics of sectorsyabiliheasure
and verify emissions, and overall mitigation potential.

e Link to nationally appropriate mitigation actions: Can developing country Parties
take, among their nationally appropriate mitigation actions (NAMAS), moraeatefi
actions or commitments in specific sectors, opening up the possibility to broaden
crediting and/or to receive specific support to increase their capaxityeduce
emissions?

e A pilot phase: Should a pilot phase for the elaboration of domestic sectoral approaches
be initiated, starting as early as 2009 and including data collection angssist of
emission goals?

o Process:Do Parties wish to elaborate a timeline for countries to submit thagogpals
for sectoral goals as a basis for possible crediting or other support nsectfani
Alternatively, they may decide on an open-ended approach to the submidsamrdsi
on principles to guide the review of sectoral proposals.

Technology co-operation

The paper considers how a sector-by-sector approach could form the organisingepfomcigtions

and related support that can be measured, reported and verified. Alternatively, seot@ral
programmes could be introduced to indicate priorities for mitigation and techraéegjopment. A

sectoral look at technologies raises a number of interesting questions including:
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¢ How international support should be allocated?

e Should priorities be set on the basis of relative cost of mitigation, tlee ofizhe
potential, existing gaps (in countries and sectors) in mitigation, and/or the need to
achieve technological breakthroughs?

o Whether and how a new fund could be established for the purpose of technology co-
operation.

Transnational agreements

Options for transnational agreements have not been formally proposed. They dodle ihe setting

of some global performance standard or a common approach to setting such a stagidhal; cap

on a sector’s emissions; a common methodology for determining sectoral baselines at the country

level; a global technology diffusion goal; or a cooperative approach to researcewidpment
(R&D). Such an agreement could be developed inside the UNFCCC regime, relying for example on an
existing mechanism or as part of a new one, or outside of it

After reviewing potential legal aspects associated with integrating such aaepmto the UNFCCC
regime, the paper describes how existing international efforts in variousriesiustuld influence
sectoral approaches within the UNFCCC.

Should Parties decide to consider transnational approaches in specific sectonsisseaimay help
structure future discussions:

¢ How do transnational approaches interact with and complement existing nation-wide
commitments by developed countries and other mitigation actions by developing
countries?

e How should technical expertise be organised? Could the technology and economic
assessment panels of the Montreal Protocol (TEAP) be a model?

o What elements should be covered by a negotiation of transnational approaches? These
could include technologgo-operation, common methodology for baselines, target types
and trade aspects.

Future devel opments

A number of questions remain unanswered, including which of the various sectorami@ij&@ion
option(s) may best be pursued under the UNFCCC. As sound sectoral data would el &wsant
objective discussion of goals (binding or not, creditable or not), decision®By % should focus on

key principles and processes, including capacity building for the elaborationcbf sactoral
approaches. Some clarification is also needed on the possible links between sectoral apgndaches
various financing mechanisms, including on how the carbon market could support sector-wide
mitigation activities. A last, iportant question is: how would sectoral approaches relate to countries’
broader commitments regarding enhanced GHG mitigation efforts?
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1. Introduction

The possibility of using sector-wide activities to enhance efforts on greenpasig&HG) mitigation

is gaining broad support, as reflected in submissions to recent meetings under Eranuéwork
Convention on Climate Change (UNFCCC) and Kyoto Protocol (FCCC/KP/AWG/2008/L.8). Earlier
the Bali Action Plan (BAP) included a clear reference to internationabrak@pproaches in the
context of enhanced mitigation efforts: “cooperative sectoral approaches and sector-specific actions, in
order to enhance implementation of Article 4, paragraph 1(c), of the Convention” (paragraph 1(b)(iv)).

Such actions could be undertaken in both developed and developing countries.

Sectoral approaches are a much-researched topic, although the lack of consensushasaevbaver

still hinders a focused discussion on their potential. Sectoral approachesgetatermmarrowly in this

paper as tools to enhance global GHG mitigation, encompass options that ceulthdifhumber of
1

ways:

e Their nature: whether sectoral approaches are to be based on a quantitative or
gualitative goal, whether they should be complementary or stand-alone measures,
binding or not; would participation be mandatory or voluntary, depending on country
groupings?

e Their sectoral focus:should it be on heavy industry with an emphasis on trade-exposed
sectors, or on more domestic activities (e.g. electricity).

e The type and level of incentives to participatee.g. whether or not sectoral approaches
generate credits tradable on the global carbon market, whether incentivet charl
all or part of emission reductions generated by sectoral actions.

e The role of accompanying measuressupport for capacity building or technology
acquisition.

e Their geographical scope:be it national, regional or international, developing and
developed countries.

e Oversight: how such mechanisms should be supervised (i.e. nationally and/or
internationally).

e Integration: whether (or to what degree) sectoral approaches should be formally
incorporated into the UNFCCC or Kyoto Protocol processes.

There are several research and policy initiatives underway on the possit@eascbfunctioning of
sectoral actions. Many of these were tabled in Accra, in the workshop on coopesaiveal
approaches held in August 2008, but have also been raised also in the context of the mechanisms
discussiorf.Several policy research initiatives are also underway to assess their feasibility

At this juncture, work remains to be done on how sectoral approaches mightyfeasitpractically
fit within the UNFCCC regime. In seeking to move the discussion forwaisd, gaper focuses
specifically on possibilities for integrating sectoral approaches to @Hi@ation into the post-2012

! Sectoral approach is also understoodamalyses of mitigation potentials across countries, a potential
contribution to the discussion of comparability of efforts. This aspecttisavered here.

2 See UNFCCC/AWGLCA/2008/CRP.4 and UNFCCC/KP/AWG/2008/L.12. See also H6hne2€04l.,
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climate regime. Drawing on discussions to dates, plaper considers three main models for sectoral
approaches:

e Sectoral activities in developing countries (with the possible inclusionedliticrg or
financing)?

e Sector-based technology co-operation.
e Transnational sectoral agreements.

Today’s perceptions of sectoral approaches may imply possible overlaps and interactions — if they
were to co-exist: a transnational approach could include, or feed into, in a disanfssector-based
targets, appropriate policy instruments or the elaboration of sectoral neasdbr crediting.
Technology co-operation could also support all other options. The paper does nottleseisssues
any further, as this would require firmer definitions of the options than are available today.

The following three sections briefly introduce options in the above tagsgories, and consider
issues related to their integrationartoday’s UNFCCC discussions, with a focus on elements that
could be brought forward in an agreement by the fifteenth Conference of the P@diP4%) (and all
associated meetings), to be held in Copenhagen. The issues covered include

¢ Negotiation issues: how the sectoral approaches would link to the UN retfiene
mandate for negotiation and how agreement might need to be reached;

o Coverage and eligibility in terms of sectors and countries to be addressed;

e Implementation issues, such as the institutions and administrative featuresathae
necessary for implementation; and

¢ Minimum needed for agreement at COP15.

As the possible options for sectoral efforts in developing countries have atreawlylaborated more
extensively than in relation to either sector-based technology co-operatiansmational sectoral
agreements, section 2 deals with the above issues in a more systematic and osiaprefenner

than is possible in sections 3 and 4. Section 5 outlines some cross-cutting issues and disctisses how
integration of sectoral approaches may interact with other possible aspag®«if2012 mitigation
framework.

2. Domestic Sector-based Efforts in Developing Countries

Domestic sector-based activities provide one possible means to enhance developing country
involvement in the global mitigation effort while ensuring consistency thighprinciple of common

but differentiated responsibilities. Clearly, developed countries may also undertakdicleawsral
activities. This section focuses on efforts in developing countries for theo$asienplicity and

brevity. There is a wide variety of possible domestic sector-based aciiviteseloping countries, as
reflected in the Accra discussions (FCCC/AWGLCA/2008/CRP.4 and FCCC/KP/AWG/2008/L12).
Their integration into a future climate regime depends on their structure. This seciioesadifferent
possible types of domestic sector-based activities in developing countries and theresxow each

of these different actions could be integrated into a post-2012 climate regime.

% This paper does not explicitly examine sectoral actions in developed countries.
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2.1 Arange of options

A range of domestic sector-based actigiti® proposed by Parties and discussed in the literature
including®

o Non-credited efforts, such as policies and measures or other “nationally appropriate
mitigation actions”.

e A sectoral crediting mechanism, either through the extension of the Clean Development
Mechanism (CDM) or the establishment of a new mechanism.

e Actions where some, but not all, emissions benefits are credited (such as “no-ose” or
“non-binding” targets).

e Sector-wide emission commitments that allow the possibility to trade (e.g. Aritde
17 of the Kyoto Protocol, or an equivalent in another instrument).

We describe each option in turn (variations on the theme of domestic sectoral apparaches
described briefly in Table 1).

Domestic sector-specific activities could comprise non-credited actions ang piropide access to a
funding mechanism to assist with the development and implementation of appropriatevegetor
policies; support could include the establishment and monitoring of a baseline. Such a nigasupli
developing country mitigation actions from the generation of tradable stehtactually been raised

in debates surrounding reducing emissions from deforestation and forest degraddtoaldping
countries (REDD, Karousakis and Corfee-Morlot, 2007), as well as Sustainaldmaent Policies

and Measures (Ellis et. al., 2007). Such an approach could also tie in with any measuringgreporti
and verification of actions by developing countries and support by developed countries, as well
other parts of thaBAP, in particular those concerning financing and technology collaboration for
mitigation.

Extending the CDM to a broader range of installations in a sector or gasimine possible domestic
sectorbased action. Such “sectoral crediting mechanisms” could be established at the sector (or sub-
sector) level for one or several countries. Other aspects related tingreditld be the same as the
CDM (e.g. an additionality test, a requirement to establish a conservative baselitiegc@equate
to the difference between the baseline and actual emissions, supervision BMHhex€cutive Board
(EB)). A sectoral crediting mechanism could evolve from existing flexibilityarisms under the
Kyoto Protocol or comprise a new mechanism. Crediting of sector-based actions regefes
scrutiny, as it stands to greatly increase the supply of credits in #radtibnal carbon market, an
option that is only practical with matching growth on the demand side. labdence of increased
demand, such a mechanism could depress global carbon prices and remove incentivésefor fu
mitigation overall. At any rate, how the global carbon market would trawsit its current state ta
potential addition of sector-wide crediting is a far from trivial quesfior the post-2012 climate
mitigation framework.

The notion of “sectoral no-lose intensity targets” combines elements of sectoral crediting, non-binding
targets and indexed targets. Under this approach, credits would be generated by seisioal em
reduction actions if the emissions intensity were under an agreed level duringalgratithe period
(Schmidt et. al., 2005).0nly some of the expected GHG benefits of sectoral activities would be

4 UNFCCC/KP/AWG/2008/L.12. See also Hohne et al., 2008.

®> A no-lose or non-binding target is seen by some as a particalgplyaling means of further engaging major
developing country emitters in the near to mid term. Certainly, tHierelifce in a political sense between a
binding and non-binding target may be significant, with the latter beirgrdas states to agree to in the short
term. The difference in effect will depend upon the procedures fecompliance in the case of binding targets.
It will also depend on the level of effort required to go below busiagssual emissions that both options may

1C
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credited, as the no-lose objective would represent a departure from currentfthrenesact form of a
non-binding approach has not yet been defined (e.g. how to set the baseline pptdiopr of GHG
benefits to credit, whether international supervision and/or comparability betemenries is
needed). Some of these characteristics would influence how the mechanism dotédraéd into a
post-2012 climate regime.

Sector-wide emission commitments could also be established, and could consist of a capeand trad
mechanism (i.e. a sectoral target). Such targets could be legally binding (see Baaion2607,

among others). Sectoral targets and how they would be derived should be addressed through
negotiations with Parties.

For each of these options, decisions will be needed on which countries are étigilalrticipate, in

which timeframe, and which international processes must be established to support their
implementatioh The full text of all provisions of the Convention, Protocol and other UNFCCC
documents referred to throughout the paper are included in Annex II.

Table 1: Overview of various domestic sectoral proposals and related instruments

Description
SD-PAMSs, Under this option a country could undertake mitigation actions in a parti
NAMA sector, with or without seeking crediting for deemed emission reduct

See also the possibility oétired CERs (Muller and Ghosh, 2008), which wou
rely on the CDM (or evolution thereof) to generate MRV-able mitigation ac
without using CERs as offsets.

Sectoral A sector / country could agree to an objective on the diffusion of a sp
technology technology or practice (e.g. x% of the capacity in sector y should &e fifth
approach technology z by a given date). Creditingf emissions outcome can be estima

with accuracy- or other form of financial support could be provided.

Sectoral crediting These mechanisms could seek to cover a large share, if not all of the em
mechanisms of a sector within a participating country, depending on industry structures.
Under a sectoral CDM, reductions could be credited when sectoral emissic
below a baseline established for the sector as a whole, or when emissio
company level fall below a defined benchmark.

Under a non-binding or no-lose target, the target could be an emissior
established at a more ambitious level;, there would,
wever, be no consequence for non-compliance. Emissions below target
generate credits.(Bosi and Ellis 2005, Ward et al. 2008, Helme, 2008t
Submission to AWG-KP, 2008)

Binding sectoral Targets (absolute or based on emission intensity) would be negotiated for :
targets and bind countries in case of non compliance.

Also based on Hohne et al., 2008.

require, which may differ (i.e. binding targets may be less stringad non-binding targets may require deeper
cuts).

® Thus, for example, country X could be eligible to host CDM project®36,2but then be expected to
undertake a no-lose approach. The question of which countries could bie éigilshich type of sectoral
action, and when, is not answered in this paper.

11
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2.2 Integrating domestic sector-based efforts into the UNFCCC regime

2.2.1 Link to UN regime, negotiation mandate and agreement process
Non-credited actions

The most likely consideration of non-credited actions, such as policies or measuresbevonider
the UNFCCC by the Ad Hoc Group on Long-term Co-operative Action (AWGLCA). BAP alagr
1(b)(ii) provides a clear basis for such negotiations, and 1(b)(iv) maybelselevant. Clearly, the
precise form of such actions, and any related support, may vary considerably.eHool®xous
opportunities exist to combine consideration of this issue with the measurindingpod verifying

of developed country support (BAP 1(b)(ii))) and with enhanced sectoral technoldgyocatlion
(BAP 1(b)(iv)). Clear connections are also evident with existing provigibtise UNFCCC, namely,
Article 4(1)(b), which sets out the commitment of all Parties to “formulate, implement, publish and
regularly update ... measures to mitigate climate change” and Article 4(1)(c) concerning technology-
based collaboration. As such, if non-binding, such actions could simply be recognised bl avay
COP decision or decisions, without requiring any kind of Convention amendment orsteunant.
This applies equally to the establishment of any related fund for developed countiyt sup the
linking of such actions with any existing fund. However, if reforms are sulmtamtd complex,
Parties may choose to develop a Convention amendment or new instrument to set outangesprin
and structures in moving forward.

Sectoral crediting mechanism

If GHG targets in Annex l/developed countries are to be linked to a secta@ingregnechanism in
developing countries, several options exist for integration.

First, if the sectoral crediting mechanism is to be linked to the Kyoto Protocol andrise an
extension of the CDM, Parties could consider this through several negotiating channels:

e Under the Article 9 review of the Kyoto Protocol, due to take place affaiinth
Conference of the Parties serving as the Meeting of the Parties to ¢he Riptocol
(COP/MOP 4) in Poznan, in particular its focus on the scope and effectivenibss of
flexibility mechanisms.However, given that this issue has not yet been raised by Parties
as one for consideration, it is not a likely option;

e As part of Parties’ “further guidance” on the CDM, as developed at previous meetings of
the COP/MOP; or

e Under the work programme of the Ad Hoc Working Group on Further Commitments for
Annex | Parties under the Kyoto Protocol (AWG), in particular the sectioneofvink
programme concerning possible means to achieve mitigation objectives réparag
17(b), FCCC/KP/AWG/2006/4).

In terms of the agreement process requiiteid, possible that the Protocol would need to be amended
to allow for this kind of crediting, given that Article 12 of the KyotmtBcol relates specifically to
project-based activiti€s.However, this may be unnecessary given previous COP/MOP decisions

" Article 9(1) of the Protocol provides for periodic review of Proto€@P/MOP decision 4/CMP.3 provides in
paragraph 6(dthat the Poznan periodic review will consider, among other things, “the scope, effectiveness and
functioning of the flexibility mechanisms, including ways anglams to enhance an equitable regional
distribution of clean development mechanism projects

8 Article 12 of the Kyoto Protocol establishes the Clean Development Mechdnsgracifically notes in
paragraph 3 (a) and (b) that the mechanism relatg®ject activities.

12
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concerning bundling and programmatic CDM. As such, a COP/MOP decision may suifitiee
definition of “project activitied and/or programmatic CDM is extended to cover whole sectors. Even
still, previous COP/MOP decisions will need to be revisited to ensure morgigsuch as paragraph
20 of 7/CMP.1, which notes that a national policy or standard is not eligiblE@M project).

Second, the sectoral crediting mechanism could be linked to the Kyoto Protocol but itheolve
establishment of a new flexibility mechanism. This may be an attractive optioriésRansider that

the additionality principle is unsuited for sector-wide crediting. In this instgacagraph 17(b) of the
AWG’s work programme provides a basis for negotiation. The agreement process would either
involve a decision of the COP/MOP or an amendment of the Kyoto Protocol. The procedures f
Protocol and Convention amendments are set out in the Annex to this paper.

A third option is for a crediting mechanism that is not linked directhAnoex | Kyoto Protocol
commitments, but rather to be linked to future commitments or actions by developetiesaumder
the UNFCCC or a new instrument. This option may appeal to Parties if a new system of differentiation
is introduced to distinguish between countries in addition to that applied und&otbeol via Annex
B. In this instance, a new mechanism could be established under the Convention utséérax new
instrument. In both cases, BAP paragraph 1(B)and arguably also (d)(i) and (e)(iprovide a basis
for negotiation’? The agreement process would involve a decision of the COP, an amendment of the
Convention, or whatever agreement process for a new instrument that the Parties decide upon.

No-lose approach

Non-binding sectoral targets or actions with crediting coulih theory— be contemplated under
Article 10(b)(i) of the Kyoto Protocol, which notes that all Parties stelelop national programmes
with mitigation measures, including for the energy, transport, industrguétgre, forestry and waste
management sectors. This option could involve a COP/MOP decision(s), or an amerdmhent t
Protocol. However, in both cases, the more immediate difficulty relates toigstabla basis for
negotiation, given that neither the Article 9 Protocol review process, nor the KN@ork
programme explicitly provide for consideration of enhanced developing countnatisitigactions
(though this does not preclude their consideration if Parties agree).

As such, this issue may be better addressed by the Ad Hoc Working Group otelnoi@poperative

Action under the Convention (AWGLCA), in particular under paragraph 1(b)(ii) oB&R" with

the identified actions recognised in a COP decision, or if considered necbgstrg Parties, a
Convention amendment or new instrument. For details regarding the establishment of the related
crediting mechanism, see the above discussion.

Note that this paper focuses only on what amendments would lieecktp introduce the measures discussed. It
is of course acknowledged that, more broadly, the Protocol would needatoended if it is to provide for a
second commitment period beyond 2012.

® BAP 1(b)(v): use of markets and other approaches to enhance trffeotiteness of and promote mitigation
actions.

2 BAP 1(d): enhanced action on technology development and transf@piorsaction on mitigation and
adaptation, including: (i) the removal of obstacles to, and provisiontimes for, scaling up of the development
and transfer of technology to developing country Parties.

BAP 1(e): enhanced action on provision of financial resources and investmemipmrsaction on mitigation,
adaptation and technolpgo-operation, including: (ii) positive incentives for developing country Pdlidies
enhanced implementation of national mitigation strategies and adaptation action.

' BAP 1(b)(ii): nationally appropriate mitigation actions by developing courdrgies in the context of
sustainable development, supported and enabled by technology, financirgpanity building, in a
measurable, reportable and verifiable manner.
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Sectoral targets

At first glance, the logical place for the creation of developing cowdcyoral GHG targets with
emissions trading would be the Kyoto Protocol and its Article 17 provision faasiems trading
among Annex | Parties. While Article 17 (and any other relevant portions of the Pyatocln be
amended to allow for this, a similar difficulty arises as with the negotiatf non-binding targets.
That is that decision 1/CMP.1 provides that the AWG-KP was explestigblished to consider future
Protocol Article 3(9) commitments (i.e. binding, quantitative) for Annex | @artwhile the decisions
concerning the Article 9 Protocol review do not clearly provide for consideraf enhanced non-
Annex | commitments. Drawing on this, many non-Annex | Parties have repeatedly expressed
resistance to the establishment of any additional commitments for non-Anneek Rarder the
Protocol via the review or AWG-KP process. Yet, there is no reason why Partidsnoouither
create a new negotiating group to address this issue, or extend the scopeWfHEPAor Article 9
review to do so.

Alternatively, developing country sectoral targets could be considered und€oiiention by the
AWG-LCA, with paragraph 1(b)(ii) of the BAP (and also 1(b)hand 1(b)(v)) providing a basis for
this. Opinions may vary as to whether the nationally appropriate mitigation “actions” referred to in this
paragraph could be binding or rather must always be non-binding, but in theory ther@nig inatie
text to prevent negotiation of binding sectoral targets under this paragraph. Intdnsen terms of
agreement, if the sectoral targets are to be non-binding, an ordinary COP decisidrikebulbe
adequate. Were the targets to be binding, an amendment of the Convention or a new protbeol may
more appropriate though not strictly legally necessary. However, in this casesukeoi how to
provide for Party-based emissions trading is unclear, given the separatiotr20 p@dsiegotiations by
the AWGLCA and AWG-KP, and their differing categorisation of Parties (develamdgdeveloped
in contrast to non-Annex | and Annex I). The point here is that if this forrmafseons trading is to
be linked to Annex | Party targets under the Protocol, there will need to be an anemdrthe
Protocol to provide for this, something that cannot be decided upon by the COPhtliheug
AWGLCA.

2.2.2 Coverage and eligibility

If undertaking domestic sectoral approaches opens up the possibility for sigrsfiggurt through
various UNFCCC mechanisms, it is legitimate to ask whether such support ougtiigamh certain
priority sectors, oif developing countries should be able to self-select activities and sectors best
suited for such an approach. This is important as it will affect pariicipat a sectoral approach. For
example, not all countries have a direct, major stake in all heavy indesttgrs (cement, steel,
chemicals, pulp and paper, aluminium, glass, etc)

Other than land use, land-use change and forestry, a sector that is prevaler®iGtheofile of

many, if not all, developing countries is electricity. It may be a useful candidate for atidsae®oral
approach, all the more so as national circumstances, access to energy sourceseapdrijgaste are

key influencing factors on its GHG-intensity. A general method to addresedter could be agreed,
possibly inspired by some of the CDM methodologies on clean coal, renewables, and end-use
efficiency — the IEA 25 energy efficiency recommendations endorsed by the G8 Energy Ministers
provide guidance on priority action. Transport is another rapidly growingeofiemissions, and one

that brings with it other negative externalities. Support could be targetpdlity measures that
address these problems while reducing GHG emissions.

While prior agreement on eligible, or priority sectorgynprovide for greater ease of country
comparison, self-selection is likely to ensure that a country has the capabditwillingness to

12BAP 1(b)(iv): cooperative sectoral approaches and sector-specific actiondeirto enhance implementation
of Article 4, paragraph 1(c), of the Convention.
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address emissions in a particular sector. If self-selection is all@e@ediries could be in a position to
pick winners'?i.e. sectors more likely to earn creditghe international carbon market.

Regarding eligibility and coverage, some clarification would be needed on the following:

e Should all sectors be eligible for domestic sectoral approaches and if not, how would
Parties select among activities? Section 4 covers this issue from an iotehati
perspective.

e Should all developing countries be eligible for the same types of approach, or should
different country groupings be eligible for different approaches, going fratoraé
crediting, to non-binding and then sectoral targets?

o Could any developing country come forward with suggestions for any sector, od shoul
there be a threshold to ensure that the emission reductions from this sectobeould
significant in terms of the country’s total emissions?

e Could a country volunteer part of a sector, e.g. if an industry consists of skdail, o
plants, versus large new and rather modern installations? While this mayaticilit
participation, care should be given to possible leakage of emissions outside thedguerim
agreed for domestic action.

e Are there operational or institutional limitations that would requidecteg a set
number of options for sectors or Parties to participate?

2.2.3 Implementation issues

The institutional arrangements needed to implement any damsestoral approach will depend upon

the model adopted. Regardless of the model chosen, however, some kind of international coordinating
entity will likely be necessary. This could comprise an Executive Board, establiy way of a COP

or COP/MOP decision under the Convention or Protocol. The functions of such a board would
necessarily vary depending on the eligible form(s) of sectoral approach or action. fAptegxtathe

board were to be the repository of a list of non-quantified sectoral actions ayderwilifferent
countries, the institutional requirements would not need to be very large. In cahsash a board

were in charge of quantifying (or verifying the quantification of) the eftdcparticular sectoral
approaches, then the institutional requirements could be much greater, and could revalved: for

a supervisory body helped by some expert teams as the need arose (Ellis et al. 2007).

In terms of assessing progress with targets, were the sectoral approach teeceeyipral targets
only, it may be sufficient for Parties to provide for some kind of enhanced reparithgeview
process, similar to that of Annex B Partiesissions inventories under the Kyoto Protocol. This
could also link with any future developments regarding the measuring, reporting dicdhteni of
developing country actions. It seems appropriate that before a developing country Party’s sector were
accepted under the scheme, the Party would need to provide historical GH®rdae froposed
sector, together with evidence of capacity to measure future emissions, csaaith financial and
other assistance as appropriate.

Were the sectoral action to include crediting, some kind of designated natiohalasnivell as a
national or international entity for verifying reductions would be needed. As notaron and Ellis
(2006), a wealth of experience exists in activities carried out under the CDM and Joint Implementation
(J1). As such, every effort should be made to draw on this experience and even to extemgl existi
bodies, rather than to create new ones, where possible.

3 This “adverse selection” problem is common in areas of environmental policy based on voluntary
participation.
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Box 1: Institutional options for overseeing baseline setting: the case of the Montreal Protocol

Parties to the Montreal Protocol on Substances that Deplete the Ozone Layer have set phaseout schedules for
the production and use of a range of ozone-depleting substances (ODS). The timeframe for phaseout varies for
production and use, between substances and based on whether a Party is a developed (non-Article 5) or
developing (Annex 5) country Party.

Recognising that it may occasionally be necessary to overrun a phase-out schedule, the Protocol provides
options for annual exemptions for the continued use of ODS in “essential” or “critical” circumstances. The
procedure for permitting critical- and essential-use exemptions, set out in a series of MOP decisions, involves
both the Protocol MOP and scientific advisory bodies. While the MOP itself decides by way of an ordinary
decision the exemptions that will be allowed each year, the Parties’ decision is informed by a relevant scientific
body set up under the Protocol. The Technology and Economic Assessment Panel (TEAP) incorporates several
“Technical Options Committees” comprising experts in particular ODS and in sectors of the economy that use
ODS: chemicals, foams, halons, refrigeration, medical activities and methyl bromide, for example.

A Party seeking an exemption must make a nomination for the exemptions nine months before the meeting at
which the decision will be taken. Various MOP decisions set out what information is required in the nomination.
The relevant Technical Options Committee of the TEAP then undertakes an assessment of the nomination and
provides its own recommendation to the MOP as to what the amount of the exemption should be and why.
Various MOP decisions also set out criteria that must be met for all allowed exemptions.

A similar kind of system could be adapted for the setting of developing country sectoral baselines under the
UNFCCC. A Party’s nomination for a sectoral baseline could be reviewed by an advisory body, such as a
committee or expert group established under the Subsidiary Body for Scientific and Technological Advice
(SBSTA) or a sectoral mechanism executive board. Then Parties themselves — either in the COP or the COP/MOP
as appropriate — could take a final decision based on the recommendation of the advisory body. This is in fact
somewhat similar to the way in which the Kyoto Protocol COP/MOP currently takes decisions in relation to
recommendations from the CDM EB.

2.3 Minimum needed for agreement at COP15

Questions remain as to whether some developing countries will be in a position taowmare fvith

specific sectors and the information necessary to initiate a discussion oeéndsagor sectoral
approaches by COP15 in December 2009. As domestic sectoral approaches are aaalyagtigge

of discussion in the UNFCCC, with many aspects to be further defined before they can be agreed, final
decisions in Copenhagen on actions for specific sectors and countries could prout. diffiwever,

as with the Kyoto Protocol, it may not be necessary to decide all featurgsctoral crediting
mechanisms, or even sectoral targets themselves, by Copenhagen. What could be of use, ©iowever, i
an agreement on process and criteria for agreeing baselines and objectives weailttd then be in a
position to elaborate specific actions and mechanisms, to be incorporatedORt@rCCOP/MOP
decisions at later meetings.

If domestic sector-based efforts are to be included under the post-2012 framew©@{ b5, Parties
will need to consider the following:

o Crediting: Agree whether or not sectoral actions and approaches in developing countries
can generate carbon credits, and if so, to what extent (i.e. whether one credit isdjenerate
for each tonne of avoided emissions, or whether some sort of discounting )cems
whether there should be a “sunset clause” to such crediting. This could be linked to a
broader discussion over country/sector differentiation.

4 See Chung (2007) and Schneider (2008) on the role of CER dismpun
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o Eligibility: Agree on a set of eligible sectors and/or countries, or on cri@rithé
future acceptance of such sectors/countries. Such criteria could includeatiesi@f a
cettain share of global or developing country emissions; length of capital Ifetoke
to best target activities subject to lock-in; ability to measure anfi\@missions in the
sector; and possibility for that sector to make a reasonable contribution tgloday
GHG stabilisation goal.

e Link to NAMAs: Whether developing country Partiesndake, among their nationally
appropriate mitigation actions (NAMAS), more defined actions or commitments in
specific sectors, opening up the possibility to broaden crediting and/or to receivie speci
support to increase their capacity to reduce emissions.

¢ Pilot phase: Whether to initiate a pilot phase for the elaboration of domestic akctor
approaches, starting as early as 2009. Murray et. al. (2008) provides a more detailed
description of the possible steps to elaborate of a full-blown sectorat s&rgomestic
level. The pilot phase could be set up as a data collection exercise for specific sectors and
countries, in preparation for a more systematic review of emission baselinestanal se
targets. Developing country Parties could be provided with technological, financial
and/or capacity building support in establishing such baselines, as well asitoring
reductions.

e Process: Agree on a timeline for countries to submit their proposals for sectoral
baselines as a basis for possible crediting or other support mechanismsmelie t
would seek to inform a global negotiation over sectoral goals, with hopefully & bette
view on global emission impacts of agreeing particular sectoral approachesctond se
baselines. Alternatively, countries could adopt an open-ended approach to the
submission of sectoral proposals, with a review process not unlike what thetitexec
Board does for the Clean Development Mechanism, i.e. assessing sectoral prgposals a
they come forward.

3. Sector-Based Technology Co-operation

In addition to the range of technology-related activities already in existence hadéNFCCC and
Kyoto Protocal®, the issue of technology is now playing a key role in the post-2012 negotiations. This
includes the AWGKP’s consideration of current and future technologies within its analysis of Annex

| mitigation potentials (FCCC/KP/AWG/2006/garagraph 17(b)(i)). It also includes the AWGLCA’s
negotiations under three of the pillars of the BAP: mitigation, technalegglopment and transfer,

and financing. Given the importance of technology issues in negotiations, pdstidolathe
AWGLCA, it may be useful to streamline an approach to technology through someflgedtoral
structure, rather than continuing to address technology in an open-ended faslsiceclibn explores

this idea.

3.1 Organising technology co-operation by sector

As has been consistently noted (e.g. Bradley et. al., 2007), sectors vary infténeis geographical
and company concentration, but also in technology development and own&kshiertaking expert

!5 More recently, this has included the technology transfer framewstlsét out in the Marrakesh Accords and
updated at COP 13, the technology information system (TT:CLEAR), thk& wfothe Expert Group on
Technology Transfer, and related work on innovative financing, téobies for adaptation, SBSTA mitigation
workshops and the five-year work programme on adaptation.

16 well-cited examples include that of the cement sector, where technalogffen owned and developed
separately to plants, meaning that all or most companies must buy lteghom an open market, and the
aluminium sector, where technology tends to be developed and ownednipardes, meaning that the
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analysis to identify the key sectors where enhanced internatmmaperation could provide
significant mitigation potential, then systematically identifying the particoésds and features of
each of those sectors through sectoral task forces or work programmesb,adduteal value to
technology-related efforts to date under the UNFCCC systéNot only does precedent exist within
international efforts to address climate change, e.g. in the Asia-Pacific Partnerg&iganrEnergy
and Climate Change. Clear precedent also exists within the wider internativinahmental arena
take, for example, théthematic work programmes under the Convention on Biological Diversity
(CBD) or the industry and substance-specific focus of the various technical tteesminder the
Montreal Protocot? Such an approach could be integrated with future discussion on what constitutes
measurable, reportable and verifiable (MRV) mitigation actions and support, as findreated
below.

An important aspect of a technology co-operation approach, as recalled in BAP 1.b.iv and Article 4.1.c
of the Convention, is that it could address more than simply technology trariEiés.is particularly
pertinent given the varying ways in which technology is developed and distributess gectors and

given that in some sectors and sub-sectors, the largest players or highesigreréometimes reside

in emerging economie8 Matters that could be addressed via a sector-specific approach of technology
include issues considered in some existing UNFCCC processes and other fora, such as:

e Pooling and financing research and development and work toward technology
breakthroughs.

e Promoting deployment, including through access to funds, with the use of a sector-
specific approach to finance, with an aim to maximise impact on GHG natigathis
could be supplemented by identification and promotion of best policy practice, towards a
shift from donor-based to domestically-driven technological change.

incentives for sharing research efforts and transferring technolagybemore limited. For further information
on technology ownership in industry, see Baron et. al. (200ergix 3.

Y This view is also reflected in the submission of World Bank to t#¢GACA, which suggests targeting
equipment and ‘categories of activitiéswith ‘high sustainable development and carbon mitigation behefits

18 Acknowledging the particular needs and features of the major bisiijveystems on Earth, the Conference
of the Parties to the CBD has established seven thematic programmek afowesponding to some of these
systems (e.g. agricultural biodiversity, forest biodiversity, islandibersity and mountain biodiversity). Each
programme establishes a vision for and principles guiding CBD imorélation to that biodiversity systertt
also sets out key issues for consideration, identifies potential ougmatssuggests a timetable and means for
achieving these. The implementation of each work programmes depetiols involvement and contribution of
Parties, the Secretariat and other relevant organisatisosie Parties may play no role in one work programme,
while playing a prominent one in others, depending upon their nationaingtances and the biodiversity
systems in their countries. Implementation of the programmes is alsweelvperiodically by the CBD COP
and its scientific technical advisory body. The work programmes coverearange of activities, from capacity
building exercises, to biodiversity assessments and data collection, to adaptivermamatp specific activities

to reduce threats to biodiversity. For information on the technicahttiees of the Technology and Economic
Assessment Panel under the Montreal Protocol, see text box 1 and the disoussition 3.2.3.

19 At the same time, such an approach also appears consistent witbrkhefwhe EGTT, which provides for
sectoral approaches in its new mandate (decision 3/CPEm®)the long-term perspective beyond 2012: develop
the terms of reference for elaborating a strategy paper, including aempmroaches, that could draw on the
work undertaken by Parties in processes under the Conventionumitedhe Convention as well as the results
of work undertaken by other international organisations and friile strategy paper should be considered by
the subsidiary bodseat their thirtieth sessions’.

2 One of the most efficient aluminium smelter is located in Mozambicagit is amongst the most recent.
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o Capacity building and staff training in sectors, to foster the adoption of new
technologies’

e Auditing, data collection and support for the development of technologies for ngasur
baselines and monitoring GHG emissions (particularly if linked to sectoral targets)

e Trade measures (addressing existing tariffs and non-tariff barriers to etdarology
and practices

A sectoral or sub-sectoral approach in this context would provide a means tcs dtidrearticular
technological needs and features of major GHG-emitting sectors, radrersimply considering
individual projects or countries. This provides a real opportunity tdifdehe means of having the
greatest impact on global GHG emissions.

At the same time that important sectors would be addressed individually, a shaiteitioimest
structure or set of guiding principles could ensure harmonisation and a systematieregiosi of
technology needs across sectors in line with UNFCCC principles. One option eotdd such an
approach to simply form a part efor provide the organising, or reporting basis foactions and
support that can be measured, reported and verified under BAP paragraph 1(b)(ii). Also, the
experience of the Montreal Protocol via its Technology and Economic Assessment Pari®l éhHA
technical options committees could be relevant (see text box 1). While each techmimal op
committee covers a precise ozone-depleting substance or industry sector that usebssaches, all

of the committees are themselves formed under the overarching TEAP. The TEAP is médd up
committee members, meets regularly and produces collected reports that combinektioé aor
committees. The TEAP and its committees are also governed by a single set plgsridecided
upon by the MOP, all of which ensures coherence with the overall goals of the Montreal Protocol.

There are many options to organise a sector-driven approach to technology co-operaigrpartd
The following issues would need to be resolved to further refine options:

e Integration: how would any such approach be integrated with existing technology-
related activities under the UNFCCC and Kyoto Protocol? As noted above, direct
incorporation ofa sectoral approach as an ‘organising principle’ for actions and support
by and for developing countries that can be measured, reported and verified could be one
option.

e Choice of sectors and actionsshould Parties prioritise certain sectors? Once sectors
were decided upon, Parties could identify areas where international co-operation could
prove most fruitful to accelerate mitigation in these sectors.

¢ Methodologies:how would mitigation potentials and costs be quantified and how should
the experiences of industry federations on best available technologies and best policy
practice be taken into account. On research and development, an area where consensus
and co-operation may be more easily achieved than for activities that immedfétety
competitiveness, countries could base their effort on existing technology road maps (e.g
IEA, 2008a).

o Participation: as is the case with the current flexibility mechanisms, it is not clear
whether all countries would be willing and able to participate in activitieslation to
all sectors, or whether the process would be more selective. The BAP certainhotloes
restrict co-operative sectoral approaches to any particular group of countries.

2l See Asia Pacific Partnership task force on power generation and relevant wiscuate

http://www.asiapacificpartnership.org/Powergenreferencematerialscbtmsulted on September 29, 2008.
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e Financing: Would any funding for sector-specific co-operation be distinct from potential
financial flows under existing and possible crediting mechanisms? This may be desirable
whenever sectoral co-operation involves activities such as capacity buildingommagyi
exchange of best practice, without directly measurable effect on emissicher Fas is
envisioned in the REDD discussion, mitigation may or may not be eligible fotiogedi
in the latter case, other forms of funding may be made available.

There are of course considerable opportunities for technology transfer emitiborative technology
research related to climate change mitigation independent from UN climate change regimee$uch int
governmental collaboration exists or is envisaged, in the fields of carbon sequestnatlear
energy, methane recovery, solar energy, biomass energy, but also in iron and stibel (KSHCO,
breakthrough programme, a private-sector initiative grouping several compduardsdy, the APP

task forces provide a public-private forum to exchange technology know-how andteyaitentials

for improving energy and GHG performance.

While these initiatives are not addressed further here, it is noted ttatassectoral approach to
technology co-operation may provide a new and enhanced means for engaging industry in the
activities of the UNFCCC, through, for example, linking with existing industry-led initiatives

3.2 Integrating Sector-based Technology Co-operation into the UNFCCC

3.2.1 Link to UN regime, negotiation mandate and agreement process

BAP paragraph 1(b)(iv) provides a clear basis for negotiating some kindtof-based technology
collaboration. This paragraph refers to cooperative sectoral approaches and sectorastieci§ico
enhance implementation of Art 4.1(c) of the UNFCCC. This Article commits aleBaat collaborate

on technologies, practices and processes for GHG mitigation in all sectors. As such, paragraph 1(b)(i
of the BAP ties in with and complements the other mitigation-related provisibriee BAP,
particularly 1(b)(if* and (i), as well linking to BAP provisions on technology and financing
(particularly 1(d)(iv) on the effectiveness of mechanisms and tools for technoteggeration in
specific sectons

There are several possible options that exist for integration:

e A sectoral approach to technology co-operation could form the organising prifaciple
actions and related support that can be measured, reported and verified, as well as
sectoral targets by developing countries (see discussion in section 2). In thihiease, t
agreement process would form part of whatever wider agreement process wageambnside
by Parties to be relevant for such MRV actions and support, so is not addressed furthe
here.

e Alternatively, a separate mechanism not as directly linked to thefispactions or
commitments of Bities could be established, such as sectoral work programmes on
technology with established sectoral task forces. All of this could belisstbunder
SBSTA (just as the Expert Group on Technology Transfer was cye8tath processes
could be established by way of COP decisions.

This kind of collaboration could exist without any additional financing, howeveenghe focus of
paragraph 1(b)(iv) on enhancing implementation of Art 4.1(c), and given the gemeatbace of the

22 BAP 1(b)(i): measurable, reportable and verifiable nationally appropriateatittigcommitments or actions,
including quantified emission limitation and reduction objectives, by all deedlacountry Parties, while
ensuring the comparability of efforts among them, taking into accdlifféerences in their national
circumstances.
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need for some further assistance for developing countries in scaling up thgatiomtiefforts, some
kind of financing mechanism could be appropriate. Options include:

¢ One of the existing Convention-related funds could be extended to provide specifically
for sector-based technology collaboration. The Special Climate Change Fund (SCCF)
appears patrticularly appropriate, with Parties having referred specifioallNFCCC
Article 4.1 (commitments) in the COP decision establishing this fund.

e A new technology fund could be established. This remains a possibility within
negotiations generally. If this were to happen, sector-based technology collaboratio
could be one component of this fund.

e Other possibilities include funding for the purchase and cancellation of creafitstfe
carbon market, if Parties deem the market a more effective mechanism &r trigg
reductions, as opposed to a more managed, pitoyguteject funding approach. It may,
however, not be straightforward to identify the sectoral/technologyinodf credits,
depending on how such crediting is organised.

e Non-UNFCCC funds, including new multilateral funds such as the World Bank’s Clean
Technology Fund. Whether and how such funding would interact with UNFCCC
commitments remains unclear at this stage.

In all instances, whethernew fund were created or existing one extended, agreement could simply
occur by way of a COP decision, as per current precedent. This does not prattide from
choosing to mention a fund in a Convention amendment or new instrument as well. Thetadivinis
functioning of the fund could be established over time through a set of COP dedisiaosordance

with existing precedent.

3.2.2 Sectoral coverage

The COP might wish to identify a select set of sectors with significétigation potential through
international technology collaboration. As with sectoral targets in sectiontgincgeneral criteria
could be agreed to before a sector would be selected. These could include:

o Cost-based approach:decide on the sectors requiring attention, based on the cost-
effectiveness of measures that could be taken to curb their emissions.

e Size: ensure that funding is guided toward large-scale policy initiatives, as opigosed
projects.

e Gaps:focus on significant mitigation gaps, both in terms of sectors and countries.

o Market barriers: focus on sectors that will require significant technological
breakthrough in the medium- longrm, but which are not addressed by today’s markets
and actors. While this may contradict with a cost-effectiveness principleb@sstl
approach, above), Parties need to decide whether they wish to address both today’s and
tomorrow’s technology needs, as these will probably require different selection and
cooperative approaches.

3.2.3 Implementation issues

As noted above, it is possible that a sector-based approach based on technology cor@perdti

simply form part of whatever system is established to ensure that mitigation actions and support can be
measured, reported and verified (MRV). If so, the administrative structures wouldftikel part of
whatever wider structures are established for the MRV system, so are not addressed farther her
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Even if established separately, the implementation of such an approach would not need to be
particularly complexnumerous processes and mechanisms already exist that could simply be drawn
on directly, or used as a model. The administrative body could comprise an expert group ¢dte@ommi
under the SBSTA or SBI, as per the Expert Group on Technology Transfer. Partiegishay
establish multiple sectoral expert groups or committees, with each omssidd an identified sector,

as per the technical options committees of the TEAP under the Montreal Prétsoolthe SBSTA

could provide some form of coordination and consistency across the committees)en@®® or
COP/MOP providing ultimate governance (and perhaps also establishing overarching priociples
guide the work of all committees).

With regard to funding, experience could similarly be drawn from existing mechanigims flind is

to form part of the SCCF or another existing fund, existing structures woelg ble sufficient. tl

may be worthwhile though, to create some kind of expert advisory committees to guuidaece on

the fund’s work in this area, or the fund could draw on the expertise of any administrative sectoral
expert committees established (as noted in the above paragraph). Even if a new fund beere to
established, the UNFCCC system now has considerable experience with establishing such funds
Thus, the administrative mechanisms and processes for their establishment celdtivady similar

and straightforward. However, if non-UNFCCC funds were somehow included, theld nemd to

be some kind of mechanism to account for these, i.e. better coordination, accounting, etc.

Finally, one further issue that Parties would need to carefully consitter link (if any) to the Expert
Group on Technology Transfer, which though it clearly has a narrow focus, wadthaless have
overlapping work. This is particularly relevant given the COP15 decision ragatd EGTT, which
included reference to considering sector-based activities under the EGTT.

3.3 Minimum needed by COP15

It is difficult to define precisely what would be required to reach ageaeimn a technology-based
sectoral approach by COP15, as the definition of a sector-based technology apprddctacy
widely. One upside to this is that it could provide opportunities to link closely with othetsaspéte
ultimate post-2012 package, including actions, support and financing that can be measured, report
and verified.

As such, the points noted in both sections 2.3 (for domestic sector approaodeg).4 (for
transnational agreements) about minimum needed by COP15 are also relevant here. Indeed, a
technology-based approach could evolve over time based on a series of COP decisions. Perhaps the
all that is needed as a minimum for COP15 is the identification of sectorsiesun pilot such an
approach and a decision as to a timeline and some basic guiding principles for ttieropeeapilot

phase.

4. Transnational Sectoral Approaches

This section first introduces broad options for transnational approacliesn lgives a few examples
of ongoing international initiatives, asking whether such activitiasldctbe brought to bear in
considering sectoral approaches under the UNFCCC, bearing in mind that no tramsahtional
sectoral proposal has been made within the UNFCCC yet. The section concludgsossible
elements that Parties could cover in their decisions at COP15, should they chose to followethis rou

4.1 Options for transnational approaches

Transnational sectoral approaches, as opposed to domestic ones, would seek to apatyctnsate
policy framework to a sector across a range of countries. Depending on the spétifecsector, and
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what parts of it determine its contribution to GHG emissions, the approalthtake various forms,

including:

A transnational GHG performance standard, a percentage improvement in the
performance of a sector in a range of countries, with possible regional ves;iaifoa
global cap on the sector’s emissions.

A baseline-and-crediting or emissions trading system based on the above, or on a
common methodology to derive country-specific GHG emission performance objectives.
This could form the basis for various forms of sectoral crediting described in section 2.

A transnational technology goal, setting a share of global output or produgbiacitga
to be supplied by a given technology over a specific timeframe.

A cooperative approach to research and development, to provide for equipment allowing
radical emission reductions in the longer run.

There are various pros and cons to each of the above, which will not be discussedéeteaotto
recall principles that may be important for policy-makers as they consider transrapipruches®

Any transnational agreement could of course be differentiated across countries, reflecting
their “common but differentiated responsibilities and respective capabilities”.

No significant reductions can be achieved in a sector without it incurringgicitror
explicit cost for its emissions. While today’s best practices could lead to important
additional reductions in emissions if they were deployed globally, they have not been
developed with GHG mitigation as a goal, nor on the basis of a growibgncaost.

Any sectoral approach would ideally provide for a transition towards full cgrhicing

in the designated sector.

On the other hand, imposing a given technology or GHG performance objective may
lead to higher GHG abatement costs than that incurred by other sectors te aclyiev
globally-agreed objective. For this reason, some kind of inter-sectoral likgxiduld

be desirable: a sector ought to be able to cover excess emissions through the carbon
market, hence preventing excessive costs to achieve its objective.

The UNFCCC and the Kyoto Protocol make Parties responsible for the diresiarsi

of all activities operating within their borders (international aviation and maritiniersec

being exceptions). Some proposals for transnational approaches appear inconsistent with
country-by-country GHG accounting, and would probably require carving the sectoral
emissions out of national inventori@sThere does not seem to be any support for such
change among Parties.

Regarding the precise form any such transnational agreement could take, regartiiesshoice of
approach from above the list, two options could be envisioned:

Parties could decide to engage in a negotiation of such approaches, including a
discussion of targets and mechanisms, under the UNFCCC. For developed countries, the
agreement would supplement country goals; for developing countries, it would be (part
of) their contribution to the global mitigation effort; or

% See Baron et. al. (2007) for a broader discussion of pros asdalated to transnational approaches.
24 ArcelorMittal, 2007.
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e (Some) Parties could decide to negotiate such an agreement outside the UNGCCC,
avoid burdening the Convention’s already heavy workload with activities that may be of
importance to a relatively small number of countries. Agreed efforts, ragardi
mitigation and various support thereto, could be reported to Parties to the UNFCCC.

There are differing views whether or not all international mitigatidortsf such as a transnational
sectoral approach, and their development, would best be handled within the UNFCCC.

In contrast with domestic sectoral approaches, for which current proposals fagjain assumptions

about how such an approach might work, existing transnational efforts provide models that negotiating
Parties could use as bases for more focused UNFCCC discussions on transnational se
approaches, including on the various credit-based approaches described earlier. As eteh, bef
turning to the specifics of integration issues, the following sectiolinestexisting transnational
sectoral efforts taking place outside the UNFCCC and considers how they could suppotuany f
transnational sectoral endeavour.

4.2 Existing transnational activities

Some international industry federations and other organisations are activelygi¢batdesirability
and the feasibility of transnational, sector-wide agreements to best coortimatarsition of their
activities towards a low-GHG profile. Their motivations include the need to eetiseirsustainability

of activities that are at threat because of their high energy andcQents, but also to tackle
concerns of competitiveness that arise as some parts of the world introduce bipdifancha cost)
while outside competitors do not face such c&swhether or not competitiveness concerns should
feature in the discussion of transnational sectoral agreements under the UNS-GK&Dy to be
extremely controversial. In any case, negotiations over an agreement on how to pracessttont
level GHG mitigation at international scale would probably, sooner or later, run into tleis issu

Other than the public-private Asia Pacific Partnership on Clean Development iamateChnd its
sector-specific task forces, other efforts are generally driven by theepseator alorfé Their
activities range from data gathering on energy and/@@G performance, benchmarking, research
and development, to the development of international policy options. Not allrieduste equally
advanced in their activities, nor do they work cooperatively on all asdgisinium companies do
not intend to share their research on ways to reduce electricity use, givempleation on
production costs and competitiveness. There is, however, a general recognition amongpthese ¢
that to become binding, these initiatives require full government endorsement.n@kmeexplicit
references to the UNFCCC in that context (CSI, 2608).

Some proposals imply a revamp of global accounting of emissions (e.g. applying glohgeauér
intensities for all inputs to steel making and a comparison of performance on thatrtesgiective of

actual onsite, in-country emissions); others propose international frameworke/dblat require

trading on the basis of sectors, and spanning developed and developing countries eelbbov
approaches tend to differentiate Parties, sometimes on the basis of thepohevellevel, or merely

on the basis of the national circumstances of the sector (e.g. fuel mix, availafiity materials,

access to technology). Aluminium may be an exception, as it is a much more globay indhest it

comes to choices of location for primary smelting, with the exception of time<ehmarket. A global,
uniform benchmark or standard, opposed by some developing countries in Accra, seems heither

% See, for instance, Christmas, 2008 or Reinaud (2008 forthchming

%6 gee the efforts of the International Aluminium Institute, the International dra Steel Institute, and the
Cement Sustainability Initiative (Baron et. al., 2007).

" See in particular CSI (2008)To go further, we are calling on G8 members and the UNFCCC to accelerate
the creation of the necessary policy framework for effectieeml approaches”.
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realistic nor favoured at this stage. A progressive, differentiated ewolidwards such goal may be
more palatable.

Box 2: International GHG data gathering: the contribution of industry federations

International Aluminium Institute — |Al conducts annual surveys of the industry's perfluorocarbon (PFC) and
other direct greenhouse gas emissions, as well as its energy use. The survey covers 64% of global aluminium
output in 2007, up from 60% in 2006, and includes installations that are not members of IAl. The survey covers a
high share (almost 100%) of the more PFC intensive technologies, and therefore represents around 80% of
global PFC emissions. The Institute nonetheless provides estimates of global emissions, based on the median
performance of reporting installations within technology classes.

The survey is conducted as part of an effort to eliminate PFC emissions in the long run; by 2020, the industry
seeks to reduce emissions of PFC by 93% from 1990 levels; it has already achieved an 87% reduction in 2007. In
the context of this new agreement, the IAl requires that companies sign off on their emissions data. Third party
verification only takes place at the level of IAl, not for individual plants.

The IAl has also adopted a voluntary goal on smelter electricity usage per tonne of aluminium (10%
improvement between 1990 and 2010) and as such has collected information on actual electricity use by
installations since 1980. It has recently developed a voluntary goal on energy use per tonne of alumina (10%
improvement from 2006 levels by 2020).

Although the IAl surveys only cover around 5-10% of Chinese aluminium production, IAl works with the Asia
Pacific Partnership aluminium task force, where work is underway to obtain Chinese data.

IAl does not hold information on aluminium production on a company-by-company basis, but publishes regional
data (http://world-aluminium.org/Statistics).

Cement Sustainability Initiative (World Business Council on Sustainable Development) - The CSI member
companies decided in October 2006 to "develop representative statistical information on the energy and CO2
performance of clinker and cement production, worldwide and regionally, to serve the needs of internal and
external stakeholders." This data gathering exercise (called "Getting the Numbers Right" or GNR) is based on
plant-specific operating and performance data provided by individual participants. PricewaterhouseCoopers
(PwC) has designed and manages the database as an independent third party, and is obligated to anti-trust and
confidentiality commitments with each of the participants. PwC also conducts checks on incoming data, based
on industry norms and historical data. Each participant has access to their own data and aggregated statistical
summaries of global and regional performance. Portions of the aggregated output will be available on the CSI
website in the near future.

The methodology for data collection is described in the "Cement CO, Protocol" (www.wbcsdcement.org);
information is available for 1990, 2000, 2005 and 2006. Anti-trust concerns preclude the collection of data less
than one year old. At present, the database covers 801 million tons of cement, (produced by more than 50
companies) out of global total above 2 billion tons. Regional coverage varies: over 90% in Europe, down to less
than 10% in China and India at present. The data also includes non-CSI members, companies or federations.
Interested stakeholders can address queries on the database to the Project Management Committee which
serves as the administrative link between PwC and the participants (send requests to pmcgnr@wbcsd.org). 23
queries have been answered to date.

worldsteel — As of 2008, the World Steel Association (formerly known as 1ISl), has collected data on CO,
emissions for 56 of its member companies, i.e. 178 sites that amount to 32% of global steel production and 60%
of its members’ total output. It is seeking broader coverage. Unlike IAl, wordsteel has a long history of collecting
production and demand data for various steel products on a country-by-country basis.
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4.2.1 What role for such initiatives in negotiating a transnational sectoral
approach?

The above initiatives have already gathered significant data on the GHG perferofanarious
sectors at an international level, sometimes based on company-level infar(nati the initiatives of
industry federations) and some on country-wide information (i.e. the work of RRg. AVhile such
information may not be enough to establish a country or sedtlerpicture of a sector’s performance,
the data gathering processes enhance our understanding of energy and GHG accouchirguehi
provide a sound basis for international compari$dns.

Given this information, it may be worthwhile for Parties to give furtt@nsideration to how such
initiatives could be extended or relied on to support either a set of national baselines, or a more generic
international approach to a sector at an international scale, while notouuisie the reluctance of

some developing countries to adopt common standards. Such international initiatives fawuéd of
useful starting point to measure and compare country-specific performance and infoissioigcon
mitigation potentials across countries. More specifically, existing fdoavdbr debates on policies

and measures that could foster best practice in industry. In discussions withngavis; such
information could help target policy co-operation to enhance GHG performaraddition to other
co-operation.

However, while all of the above possibilities for transnational sectoral agnterwould be of interest
to Parties there is currently no basis on which to “import” private-sector efforts in developing
countries into the UNFCCC process, other than through project descriptions dmublotegies
developed for the CDM. On the other hand, a country interested in pursuing a sectoralhagh@ioa
has companies operating on its territory that are participating in thigagegsector initiatives, could
engage with local companies and use existing information as a basis for an ornetrgicussion
over its intended sectoral effort.

4.3 Integrating (or linking) a transnational sectoral agreement to the UNFCCC
regime

This section addresses possible design issues and principles that may be relevant ifonsgotic
transnational sectoral approach were to be launched. Given that there are ndly camserclear
proposals on the table for a transnational sectoral agreement as there araefticdsector-based
activities, this section is less comprehensive and systematic than that in section 2.

4.3.1 Link to UN regime, negotiation mandate and agreement process

Were transnational sectoral agreements to be incorporated into the UNFCCC regime in the near future,
they would likely be negotiated under the auspices of the Convention, not the Protocohejireme

limited focus of AWG-KP negotiations. This could change, however, were fuersors of the
Protocol to include a more nuanced form of division among Parties (beyond simay Aand non-

Annex ). For now, BAP paragraphs 1(b)(i) and (ii) provide a potential negotiation reafutat
transnational sectoral approaches and paragraph 1(b)(iv) may also be relevant.

If a transnational agreement were to take the form of a binding commijtiheould comprise an
amendment of the Convention, or a new protocol, in each case possibly with annexes fdothe se
and Parties to be covered, as per the format of the Kyoto Protocol. If thisonseea non-binding
agreement, then a COP decision or series of decisions would suffice, though Partiesethgless
choose to make mention of the agreement in a Convention amendment or new protocalfatigart
wider post-2012 package agreed to.

8 The World Bank uses the notion of ‘natural aggregators’, i.e. groups or institutions that already cover a range
of similar activities and could help broaden the reach of mitigation actions.
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One of the potential upsides of this form of sectoral approach could be itscgympi that only a
small number of countries would need to agree to the instrument (see, for example, Bd220i8k
However,if the agreement were to take place within the UNFCCC system, all UNFCCC Parties would
be entitled to participate in the negotiations. It is possible that some Partiésicgply choose not to
take part in the negotiations on a transnational sectoral agreement, leaving theflittaibgreement
to a smaller sub-set of Parties. Moreover, in the case of a new protocol, stiseeddatd choose not
to ratify the instrument meaning that it would not apply to them, yet thisdwamilexclude them from
the negotiations concerning that instrument. Beyond the example of the Kyoto Pitstit¢here
UNFCCC Parties that are not Parties to the Protocol nonetheless play a mmamesciibed role in
COP/MOP deliberations), there is plenty of precedent for this kind of activityttier areas of
international law. For example the CBD or the UN human rights conventions all hava omore
protocols, which have been ratified by a smaller number of Parties than the overagreiagents
themselves.

Were an agreement on transnational sectoral approaches to take place outsideGEE dhstem, it
is nonetheless possible that some link with the UNFCCC may be desired, eitherRgrties to the
UNFCCC, the Parties to the external agreement, or both. The UNFCCC, for examplehoosig to
recognise the extra-Convention efforts of countries that are partiethtthkcexternal agreement and
to the UNFCCC in developing any new system for GHG mitigation actions th&d Beemeasured,
reported and verified. Additionally, were the external agreement to providerdoe kind of trading,
the Parties to that external agreement might wish to ensure that their sakd@rge were consistent
with the UNFCCC flexible mechanisms (as has occurred in the case of tlnEkions trading
scheme).

4.3.2 Coverage and eligibility

If a transnational sectoral approach is to address some of the concerns notedridskeg¢tover a
greater number of global GHG emissions, enhance developing country mitigatas)ethen it
seems only fitting that any such approach account for a reasonable proportiobabfogl sectoral
GHG emissions. Thus, in negotiating any such agreement, Parties may wistblisheatdhreshold

for a sector’s global contribution to GHGs before an agreement for a sectoral approach for that sector
is either reached or enters into force. If such an approach were to be taken, ib&voeickssary to
consider how the GHG emissions of the sector would be measured, i.e. whethdremtlgmissions
should be accounted for, or whether indirect emissions from related energy use asouloe
included.

An alternative or additional way to address the issue of coverage would be for @Baeitablish a
threshold above which they would consider a negotiation over a given sector to be legitimate or useful.
For instance, this threshold would be expressed as share of the sectoral erasimhscovered by

those Parties that wish to negotiate multilateral action in the specifidyctivi

4.3.3 Implementation issues

Given that no clear proposals for a transnational sectoral approach ekisttame, it is not possible
to describe in detail the implementing institutions that would be neeateduth an approach.
However, a few points are noted in relation to an agreement under the UNFCCC.

First, such an agreement would clearly require some process for reportind assassing progress

with any targets or other goals. If the transnational sectoral goals were namgbithi reporting
process could be modelled on (or even included within) the national communicatiors prodesthe
UNFCCC. If binding, the more comprehensive reporting and review process for BniRaxties

under the Kyoto Protocol provides a more appropriate model. Second, as with the moskdtofait
approaches discussed in sections 2 and 3, it is possible that some kind of intéroatiatiaating

entity with sectoral expertise might be needed, such as an Executive Board or Expert Group
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established by way of a COP or COP/MOP decision as appropriate. See sections fdramctrg
comprehensive discussion of some institutional possibilities, including optansirawing on
experiences under the Montreal Protocol. Finally, were the transnational sectorakeagtegmnovide
for crediting, the discussion in section 2 may be relevant and is not repeated here.

4.4 Minimum needed for agreement at COP15

There is currently no formal or informal proposal for any transnatioctbrs¢ agreement within the
UNFCCC. However, the previous discussion shows both the existing motivations and concrete outputs
(data, training) that are coming out of existing private-sector and publtg@rinitiatives. On this

basis, we propose a list of elements that Parties could decide to tackle ifdheyto establish
transnational sectoral agreements within the UNFCCC regime. In addittbnge already governing

the UNFCCC, principles to guide the integration of a transnational approach could include:

e Coherence and the complementary nature of any sectoral goals with nation-wide
commitments by developed countries, and other mitigation actions by developing
countries.

¢ Organisation of sectoral expertise (such as like the TEAP under the MdPtosado).
This could either relate to any proposal for a transnational agreement, er usettof
existing private-sector information and vehicles in further deliberations ocesrake
approaches e.g. baseline setting.

o A decision on core elements of the negotiation, which could include: technobegy
operation, common methodology for GHG baselines, target types, and various trade
aspects.

e A decision on the possible variable nature of these agreements, i.e. the posisdiilit
only some Parties, representing a critical mass of the sector’s output or GHG emissions,
would be needed for the agreement to enter into force.

¢ Identification of a short list of possible sectors.

e A decision on how to move forward with addressing data gaps in these identified sectors.

5. Cross-cutting and Future Issues

5.1 Timing issues

The post-2012 climate regime is scheduled to be agreed by COP15 at the end of2pa8. ok
enhanced GHG mitigation actions to be undertaken under the BAP, developed countuiedeare
pressure to agree to near-term (e.g. to 2020) quantified mitigation commitmentR@QEdar other
actions. Developing countries are also to undertake enhanced mitigation action. The devieitioh

of any QELROs or other actions agreed to by developed countries as part of a post-2012 climate
framework will depend on several factors. These include the costs of domestintemmdtional
mitigation options, as well as the “means” by which developed countries can meet their agreed
commitments or actions. In theory thus, developed countries would agree to amhigetssitahese

targets could be metat least in part by carbon credits and/or other actions (such as sector-specific
actions) undertaken in other countries.

However, as illustrated in the sections above, many design options for segbooalcaps are now on
the table, with very different implications on both overall mitigation andaithitional supply of
credits on the carbon market. Negotiators are indeed facing several key unkviteysonsidering
the level of their possible future action:
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e The acceptability of particular sectoral approaches, or which Parties could tctommi
what?

e Their eligibility to generate carbon credits under a post-2012 climate framework, and
whether this would vary by sector.

e The quantity and cost of credits that might come to the market through sectoral
approaches, in addition to existing mechanisms.

e The ability and willingness of developed countries to use such carbon credits.

Ideally, all these issues would be known when agreeing20d3tactions, as they “feed in” to the
decision on developed country future actions and commitments (Figure 1). However, quatitédying
mitigation potential of different types of sectoral actions acros®rseand countries, let alone the
resulting quantity of credits, would be a very challenging task to accompligie leynd of 2009. Most
developing countries have not yet spent time or resources to investigate this option for sguoifsc

Further, data availability in some key countries and sectors is patchy; there is not yet enough data to
provide a solid basis for developing the baselines or projections needed to implement ceotain sect
approaches. In that context, an agreement if any on the crediting aspect is likely to occur in the
absence of a clear supply/demand picture for the global carbon MiaRether it may set up a

process to build capacity towards commitments, for those countries pursuing crediting.oQttiges

may commit, in a binding or non-binding way, on means (e.g. policies) rather than on ends (actual
emission reductions), the preparation of which may be less resource and time consuming, although not
necessarily less effective to reduce global emissions.

# This was arguably the case at the time of the agreement of the Rymitzol, with some analyses finding the
CDM as supplying the majority of the international carbon markiete others raised the limits of a projduy-
project approach.
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Figure 1: Possible timeline of key elements for decision by COP15 and beyond
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5.2 Capacity to implement sectoral approaches

Different forms of sectoral actions or approaches need different levels oftdooagmcity in order to

be implemented scale, and therefore country size would also matter in some cases. An agreement to
undertake technology research and development in co-operation with other countrieteigelypo

low capacity requirements (e.g. meetings of research teams at internati@hatdefunding of an
international research centre, etc.). In contrast, developing and implementing al sexqiavach that
involved crediting or trading would require dedicating significant governraedt private sector
resources to gather and verify data, evaluate potential, and, after a baseline idagrebdstrate the

link to the international architecture and existing mechanisthe elaboration of the EU ETS gives

an illustration of administrative resources that might need to be mobflised.

The capacity to implement a sectoral approach will also depend on the secwsestons have good
levels of data availability at suitable levels of disaggregation and low levelsicertainty (e.g.
electricity generation), whereas others do not (e.g. deforestation, agricultural soils)

Existing data gathering exercises at industry level also reveal incomplete datageoor example,
the International Aluminium Institute has been collecting data on PFC ensssam its member
companies since 1990. However, until recently, no Chinese companies were members. This is an
important data gap, given the importance of China in world aluminium prodtictranther work is

% Crediting on the basis of intensity goals (CO2 and tons of steelnoentgor kWh) also represents an
additional administrative cost from a standard emissions cap, ascpooddata would need to be collected and
verified as well.

3L At present, one Chinese company accounting for almost a quar@hirése aluminium production is a
member (IAlI 2008).
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likely to be needed before countries have full knowledge of the GHG performatiosrosectors,
based on verified data. Support, as envisioned under 1(b)(ii) of the BAP, couisktiefor that
purpose.

5.3 Interaction with the carbon market

Some sectoral approaches (i.e. those involving crediting or trading) seek testtamearbon market.
In order to implement such a mechanism, it will need to be consistent with exiSiwig
mechanisms.

There are three areas that are important in this regard:

GHG accounting: it would need to be ensured that any CDM or JI project that continues to generat
credits post-2012 is excluded from a sectoral approach, so that projects are accountgdofareon
The extent of a challenge that this presents will vary by country and sector, dgpemdiinvolved it

is in the current carbon market, and how sectoral GHG emissions are cothpiled.

Liability: The attractiveness of different sectoral approaches, as described in
FCCC/KP/AWG/2008/L.12, varies greatly. For example, the desatiptia “no lose” target for a
particular sector in a noAnanex I Party includes the concept of “upfront financing, technology and
credits”, but does not include the concept of reporting and verifying the use of such finance or
technology. It does, howevesate that there “shall be no consequences” for a Party if it does not meet

its approved target.

Interaction with the carbon market: How would such a proposal interact with the carbon market if
sales took place but a non-binding target was not met? The host government should either restrict sales
until after excess allowances have been prevea. emissions below the non-binding objectiver it
should guarantee that the environment does not suffer if sales beyond what is alloWwedbg-t
binding objective and actual emissions (Philibert and Pershing, 2002). There couldcaséhibe a
consequence for non-compliance, if the government is obliged to acquire units frartethational
market. More work is needed to fully integrate non-binding objectives in théngxapparatus of
international flexibility mechanisms, and elucidate what sort of incentives they bong to private
investors in carbon finance. Because the CDM operates at project level it mecestsarily an
adequate guide to how the carbon market would react to a sector-wide cnadithgnism, where
indeed crediting of one particular effort hinges on efforts by others, or on théildredif the
government’s commitment to ensure net sales only under compliance.

In contrast, language in the BAP on nationally appropriate mitigation actions inditetes
consequences for non-achievement of an emissions reductions goal may be a relevamt item f
consideration. Different sectoral actions and approaches currently under discussiverefare have

very different implications in terms of liability. Their attractivenessptwential investors will
therefore also vary.

5.4 Sectoral approaches in the broader mitigation regime

Sectoral approaches must be seen as a “means to an end”, i.e. in the context of what they aim to
achieve in terms of GHG mitigation, and how they help Parties move towards glahdy mitigation

%2 In order to exclude emissions of CDM projects from a country’s inventory, information would need to be
collected at the country level on which projects have been approved as C@utpinj the CDM EB and thei
emissions/emission reductions. These emissions would need to be subtracted from the appropriate sector’s
emissions. Establishing which is the appropriate sector will be mdes®istraightforward, depending on the
type of CDM project. For example, emissions and emission redadiiom a particular cement CDM project
could be spread over different parts of a country’s GHG inventory (electricity generation, industrial energy use,
process emissions). Keeping track of all this information would tdthe responsibilities and resource
requirements of the country (e.g. to its designated national authority).
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effort. The options covered in this paper could differ significantly in termBeobénefits or burden
they generate for sectors/countries: an absolute cap on sectoral emissions aiintogstvould result
in a net cost, while an extension of CDM to all installations within a secwdd greatly increase
revenues from credits. Support to sector-specific policies, as could be included und@rcb{by
also result in important co-benefits in host countries. This dimension of seappralaches must be
put in perspective with the role that countries will assume in the broaitigation regime. The
following questions come to mind as important elements of this discussion:

e How do sector-specific actions or commitments mesh with country-wide commitments
that should be adopted at some later stage by all countries? Should sector-specific actions
in developing countries bese as some sort of “stepping stone” to a higher level of
future engagement?

e Assuming a gradation of efforts from sector-wide crediting, to non+gntiirgets and
sectoral targets, which countries should be “eligible” for different types of approach?

e Should there be a time-window for sector-wide crediting or, as suggestedA 3 B
(2006), a finite quota of credits that a country would be allowed to gendésatarious
mechanisms (CDM, sectoral crediting, no-lose target or else), or a discount factor?

What should be the role (magnitude) and nature (offsets, or actual contribution to gtajatlan) of
crediting mechanisms, given the push to extend their applicability to wholes§ettus issue would
be raised explicitly in the case of non-binding targets, which seek to movefrawagpdditionality,
but envision a meaningful contribution to global mitigatiosectoral caps to facilitate international
emissions trading would also bring this issue about.

Last, on a more legal level, the eligibility of countries to participate in various akegpmroaches will
also hinge on where these countries belong, in various groupings of relevance under theCl@XBECC
Kyoto Protocol (non-Annex I) or the BAP (developing or developed countries).

% See Karousakis, Guay and Philibert (2008 draft) for a fuller discuskthe differentiation issue.
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6. Concluding Remarks

References to “sectoral approaches” continue to abound in multiple fora, both within and outside the
UNFCCC regime. There are many reasons for the interest in sectoral apprbachess clear that
sectoral approaches are a “means to an end” in terms of GHG mitigation, rather than an end in itself.
This paper explores a range of options for the design of sectoral approaches toitgidt®mand
their integration into the climate regime. These include:

o Domestic sector-based efforts (with or without crediting).
e Sector-based technology co-operation.
e Transnational sectoral approaches.

In discussing these three categories of options, the paper does not suggestsimaie approach or

course of action is preferable in the shorter or longer term. Rattermpaper outlines concrete
possibilities for moving forward with the integration of different pdssgectoral approaches into the
UNFCCC regime, as this has been somewhat lacking in the sectoral approaches debate thus far.

The paper highlights that while a number of issues may need to be decide@mi5, others would

not (e.g. quantitative goals for specific sectors, which require gatherexgang| sector-specific data
over a range of countries). Establishing a two-stage process could allow Parties & faaimgtvork
agreement on sectoral approaches at COP15, without seeking to remove all exisértginties
surrounding such yet-be defined options. The ability of sectoral approaches to generate credits, and
the resulting volume of credits that could be generated, loom large in this miscwessthis would
affect overall mitigation levels, costs, and burden-sharing. Alternative (i.e. aedititg) forms of
financing mitigation efforts, if deemed desirable, should also be consideradte angle of sectors

and possible sectoral priorities.

The paper outlines elements of the design of sectoral approaches that could be included
international agreements on the post-2012 climate regime. Agreeing these ®lamenfirst step
could help move the international community forward on post-2012 negotiations. Thesewssee
more substantively considered in relation to domestic sectoral approachesglopiheycountries in
section 2. In particular, the following options were explored:

e Non-credied sectoral efforts, such as policies and measures or other “nationally
appropriate mitigation actions” developed along sectoral lines.

e A “sectoral crediting mechanism”, created by extending the Clean Development
Mechanism to a wider (sectoral) scale or by establishing a new mechanism.

e Actions where some, but not all, emissions benefits are credited (such as “no-lose” or
“non-binding” targets).

e Sector-wide emission commitments that allow the possibility to trade (e.g. Aritde
17 of the Kyoto Protocol, or an equivalent in another instrument).

The paper identifies multiple possibilities for negotiating and agreeing upomttigration of such
options into the UNFCCC regime, and for establishing appropriate institutions aresses for
implementation. In so doing, it notes that while some new processes andanstitnight be needed,
plenty of experience exists both within the UNFCCC regime and beyond, including under the
Montreal Protocol- from which Parties can draw on. Moreover, the paper indicates that several
important decisions could be taken in Copenhagen to move the issue of domestibasstoefforts
forward. These first phase agreements would not need to include agreements ongestspa se,

but could include:
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e The role of crediting and other support in facilitating sectoral activities.
o Criteria for identifying and prioritising key sectors and activities.
e Any link to other mitigation activities.

e A process to complete discussions of sectoral goals, including a timeline and a possible
pilot phase.

These elements could be elaborated further in the coming months. The paper does note, hatvever, t
more thought needs to be given to the role of crediting in any such approashlyriatterms of how
crediting would impact on the global carbon market, but also potential negotiitficulties
associated with negotiating sectoral crediting under the Convention but linkingredittng to the
Kyoto Protocol Annex | mechanisms.

Section 3 of the paper addressed sector-based technology co-operation, one of the asgmotalof
approaches highlighted in the BAP. The central question here is whether a sectiobyesrls
could help organise UNFCCC work on technology-related co-operation. The paper suggests that
fact, a sector-based approach to technology collaboration could potentially add someFeal
instance, having identified key sectors, priorities could be set on the baslativier mitigation cost,
mitigation potential, existing gaps in mitigation efforts, or the needadhieve technological
breakthrough. On integration issues for sectoral technology co-operatiornthadowiestic sectoral
approaches, the paper notes that various avenues for negotiating and agreeingaonagycbach
exist. It also highlights that there are several possibilities concerningegreedto which such an
approach could be linked to existing technology-based activities under the UNFCOZoamebl.
The paper further points out that there may be an opportunity to link suaghpesach to any future
agreement on actions and support that are measurable, reportable and verifiable.

Transnational approaches, discussed in section 4, raise questions specific toultiearty
dimensions, and their possible complexity. In the absence of concrete proposals on transnational
approaches, it is useful to look at existing initiatives in the private saatbrby public-private
partnerships for guidance, such as the APP, including for insights on data avaitatiliexisting
sector-by-sector knowledge of mitigation options. Beyond simply looking to existitigtiirgs,
however, Parties could also decide in the nearer term on principles to goveenniegatiations on
transnational approaches.

Ultimately, the paper indicates that multiple avenues exist for exploangus kinds of sectoral
approaches through several avenues under the UNFCCC regime. The most imporéset avehues
are the AWG-KP work programme, and even more so the AWGLCA and related BAP, wittghe
explicitly referring to some forms of sectoral approaches. The analysis alsiglttigiihat there is no
legal basis on which to exclude sectoral approaches from the future mitigafime reop terms of
either negotiation or implementation - provided there is the political will to move iditaigion.

The integration of sectoral approaches into the UNFCCC mitigation regamesrimportant
challenges for the negotiations. Among these, the appropriate interaction with countries’ broader
efforts and the issue of crediting GHG reductions loom large. Some less pdititalpnetheless
crucial dimensions must also be taken into consideration.

e Capacity building: The capacity to implement sectoral approaches is an important issue,
and varies depending on the type of sectoral approach, on the sector concerned, and also
by country. Capacity building could help resolve many of the gaps regarding data
availability — but may not be able to reduce uncertainties in baseline levels, as some
activities appear much less tractable when it comes to measuring and projecting
emissions. How these issues are resolved, or not, may affect the choice anmmung var
sectoral approaches, especially the possibility to generate credits.

34



COM/ENV/EPOC/IEA/SLT(2008)3

e Selection of sectorsShould sectoral approaches be restricted to certain activities only,
and should Parties focus on sectors that would deliver the most cost-effdtitpzation
potential, or should they, for instance, focus on areas with important co-benéiis? T
guestion of sector eligibility, and of the process to organise the revieseabbral
proposals and eventually negotiate objectives, should be addressed quickly and in
parallel with the more sensitive issue of differentiation among countries’
commitments/actions.

Sectoral approaches remain part of the post-2012 debate. In the near termsé&itigsto introduce
sectoral approaches into the UNFCCC mitigation regime may wish to focus ionfriaasework
issues, as timing seems to preclude a full closure on this approach. Cergradidima to be explored
in this interim phase include sectoral coverage and eligibility, processefmtiation of specific
targets, a future structure to evaluate various sectoral proposals, and the role of crediting.
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Glossary
APP- Asia Pacific Partnership on Clean Energy and Climate Change

AWG-KP — Ad Hoc Working Group on Further Commitments for Annex | Parties under the
Kyoto Protocol

AWGLCA — Ad Hoc Working Group on Long-term Cooperative Action under the Convention
BAP — Bali Action Plan

CBD - Convention on Biological Diversity

CDM - Clean Development Mechanism

CDM EB - Clean Development Mechanism Executive Board

COP/MOP- Conference of the Parties serving as the Meeting of the Parties to the Kyoto
Protocol

GHG - Greenhouse gas
JI— Joint Implementation

MRV (MRVable)— measurable, reportable and verifiable. Referred to in paragraph 1(b) (i) and
(ii) of the Bali Action Plan.

NAMAs — Nationally appropriate mitigation actions. Referred to in paragraph 1(b)(ii) of the
Bali Action Plan, in relation to developing countries.

ODS- Ozone-depleting substances

R&D - Research and development

REDD - reducing emissions deforestation and forest degradation in developing countries
SBSTA- Subsidiary Body for Scientific and Technological Advice

TEAP - Technology and Economic Assessment Panel (of the Montreal Protocol)

UNFCCC- United Nations Framework Convention on Climate Change
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Annex I: Procedures for Amending the UNFCCC and Kyoto Protocol

ACTION

PROCEDURES REQUIRED

Amending the
UNFCCC (Art 15)

e Any party may propose an amendment
¢ Amendment made at an ordinary COP

e Proposed text must be communicated 6 months in adv
of that COP

e Amendment adopted by consensus or ¥ majority
Parties present and voting

e Entry of amendment into force is not automatic

Adopting a Protocol to
the UNFCCC (Art 21)

e Adopted at an ordinary COP

e Proposed text must be communicated 6 months in adv
of that COP

e No explicit provision re: means of adoption

e Entry into force determined by the Protocol itself

Amending the KP (Art
20)

e Any KP party may propose amendment
¢ Amendment made at an ordinary COP/MOP

e Proposed text must be communicated 6 months in adv
of that COP/MOP

e Amendment adopted by consensus or % majority
Parties present and voting

e Entry into force not automatic

Agreeing to a New
Commitment Period
under the KP

e Subsequent Al commitment periods established
amending Annex B of the KP (Art 3.9)

e Amendment and entry into force procedures are the ¢
as those for amending the Protocol itself (Art 20) provi
there is written consent of the Annex B party concernec
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Annex lI: Articles and Provisions Referred to Throughout the Paper
UNFCCC

Article 1: All Parties, taking into account their common but differentiated responsibititid their specific
natioral and regional development priorities, objectives and circumstances, shall: ...

(b) Formulate, implement, publish and regularly update national and, where appropriate, regional
programmes containing measures to mitigate climate change by addressing astticopmissions by
sources and removals by sinks of all greenhouse gases not controlled by the Montoeal, Rnod
measures to facilitate adequate adaptation to climate change;

(c) Promote and cooperate in the development, application and diffusion, including transfer, of
technologies, practices and processes that control, reduce or prevent anthcogogiesions of
greenhouse gases not controlled by the Montreal Protocol in all relevant sectors, intladimgrgy,
transport, industry, agriculture, forestry and waste management sectors;

Kyoto Protocol

Article 3(9): Commitments for subsequent periods for Parties included in Annex | shallabdisbstd in
amendments to Annex B to this Protocol, which shall be adopted in accordance with the provisions of Article
21, paragraph 7. The Conference of the Parties serving as the meeting aitigee tB this Protocol shall
initiate the consideration of such commitments at least seven years before tietendirst commitment

period referred to in paragraph 1 above.

Article 9(1): The Conference of the Parties serving as the meeting of the Parties frdticol shall
periodically review this Protocol in the light of the best available sciemiformation and assessments on
climate change and its impacts, as well as relevant technical, social and economigtiofior&uch reviews
shall be coordinated with pertinent reviews under the Convention, in particotge required by Article 4,
paragraph 2(d), and Article 7, paragraph 2(a), of the Convention. Based on these regi€esféhence of
the Parties serving as the meeting of the Parties to this Protocol shall take agpagtioat

CMP decision 4/CMP.3 on the Article 9 review of the Protocol

Paragraph 6(d): The scope, effectiveness and functioning of the flexibility mechanisms, inclwdiysgyand
means to enhance an equitable regional distribution of clean development mechanism projects.

AWG-KP work programme

AWG-KP work programme (FCCC/KP/AWG/2006/4), analysis of possible means to achieve
mitigation objectives, paragraph 17(b):

(i) Analysis of means that may be available to Annex | Parties to reach theiroemisguction targets,
including: emissions trading and the project-based mechanisms under the Kyoto Praaedéstiio guide
the treatment of land use, land-use change and forestry; the greenhouse gas)s &dttiss and source
categories to be covered, and possible approaches targeting sectoral emissidesitificdtion of ways to
enhance the effectiveness of these means and their contribution to sustainable development;

(i) Consideration of relevant methodological issues, including the methaee®ldg be applied for
estimating anthropogenic emissions and the global warming potentials of GHGs.
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Bali Action Plan

Paragraph 1: [The COP] decides to launch a comprehensive process to enable the full, eeféeadiv
sustained implementation of the Convention through long-term cooperative action, n@anang ldeyond

2012, in order to reach an agreed outcome and adopt a decision at its fifteenth sessioesbingditer

alia: ...

(b) enhanced national/international action on mitigation of climate changeydimgl inter alia,
consideration of:

(i) Measurable, reportable and verifiable nationally appropriate mitigation coments or actions,
including quantified emission limitation and reduction objectives, by all dpedl country Parties,
while ensuring the comparability of efforts among them, taking into accouetatiffes in their
national circumstances;

(i) Nationally appropriate mitigation actions by developing country &arth the context of
sustainable development, supported and enabled by technology, financing and capacity building, in a
measurable, reportable and verifiable manner;

(iv) Cooperative sectoral approaches and sector-specific actions, in oesdratace implementation
of Article 4, paragraph 1(c), of the Convention;

(v) various approaches, including opportunities for using markets, to enhance tefegisteness
of, and to promote, mitigation actions, bearing in mind different circumstancgsvefoped and
developing countries. ...

(d) enhanced action on technology development and transfer to support action onomitigeti
adaptation, including, inter alia, consideration of:

(i) Effective mechanisms and enhanced means for the removal of obstacles to, andnpadvisi
financial and other incentives for, scaling up of the development and transfechoiology to
developing country Parties in order to promote access to affordable environmentally sound
technologies...

(e) enhanced action on the provision of financial resources and investment to sufipartoac
mitigation and adaptation and technolagyoperationincluding, inter alia, consideration of: ...

(ii) positive incentives for developing country Parties for the enhanced impiatiom of national
mitigation strategies and adaptation action.
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