VA Vi W

« Rules ensuring th
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are clearly “additiunal” and subsequently, with the knowledge gained in the injtial phase, expanding
the categories of eligible projects.

at the CDM not only assists industrialized countries in achieving compliancc but also
meets the other purposes of the CDM: helping developing countrics achieve sustainable development
and assisting thept in contributing 1o the ulimate objective of the Convention. These objcctives of the
CDM suggcst that non-sustainable technologies and projects that lock devcloping countries into
patterns of high emissions shoulc not be uscd 1o produce CERs.

«  Rules cnsuring that the methods for calculating J1 cimission reduction units are rigorous and credible.

Because nations are permitted fo sell ERUs when out of compliance with reporting requirements,
rigorous rules for FRU creation ure essential Lo auard against nations “epd-running” restrictions on
emissions trading thar will almosr certainly exist when a patien is out of compliance with reporting
requirements.

o Rules for the sharing of ljabilily between buycrs and sellers that ensure that emissions trading does not

reduce the environmental effectiveness of the Kyoto Protocol. Rules must avoid the risk that cash
strapped nations or nations with poor domestic monitoring systems will oversell their emission rights.
The international system is likcly 1o react o siowly to cffectively restict overselling. And the nations
most likcly to overszll (Russia and the Ukraine) are unlikely 1o have the economic whercwithal to
remedy non-compiiance through trading. [hus. it appears that the only way 1o ensure trading docs not
reduce the Protoco!'s clltctiveness is tirough 2 joint buyer/sclier responsibility approach to emissions
wradiag,

o  Early action to develop systam mechanics like reporting and verification regimes is necessary 1o lay

" the groundwaork for the smooth and environmenszlly cfective operation of emissions trading. Unless
reporting and verification is rigorous cmissions trading will allow increases in overall emissions.
Necessary improvemcnts include improved standards for national reporting to ensure quality
information and deal consistently with probizins of uncerrainty. technical verification of inventories,
use of independent audits and processes [or deiernining assessment with reporting obligations.

o Rules to cffect the “supplementarity”” requirements. Although only Articles 6 and 17 specifically deal
with supplementarity, in order for the Kyoto Protocul 1o provide an effective incentive for new
technologies and shifts in cnergy production and consumption panerns, it is esseatial that all flexibility
mechanisms be supplemental o domestic action and that domestic action accounts for a significant
majority of all emission recuctions required (o mest the Kyoto commitments.

« Canada should also cxplore innovative ways 0 break Lhe impasse betwcen the developing and
developed world. Consideration should be giver to a smali [ee on J1 and emission wrading transactions
that could be used 10 fund capacity building and mitigation in the developing world. This would also
belp ensurc that alf Kyoto mechanisms are comnueting on @ more level playing field for investment
dollars from industriatized countries.

Environmental groups will want to be acrively invoived in the development of Canada’s positions on these
issues and will encourage Canade to play a lcading rol- in ensuring thal the Kyoto mechanisms do not
simply become ‘loophales’ that weaken the environmental integrity of the Protocol.

It is also important for Canada ro be an active participant in discussions related to the creation of a
compliance regime under the Kyote Protocol. Without a meaningful compliance regime, therc is no
guarantee that the cnvironmentad abjeclives of the Protocol will be met or that the Kyoto mechanisms will
make a constructive contribution W those objectives. Accordingly. we hope that Canada will make a

submission to the UNFCCC secrctariat by March 1. 1999 expressing its views on compliance-relatcd
matters.

A number of proposals have been made for mechanisms that would facilitate compliance during the

commitment period and allow Parties to avoid non-compliance during a truc-up period. However, if partics
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