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PREFACE

This is a report of the Credit for Early Action (CEA)Table, one of the expert,
multistakeholder groups established under the National Climate Change Process
and reporting to the National Air Issues Coordinating Committee — Climate Change
(NAICC—CC). The report provides a framework for considering the possible
elements of an early action credit system including baseline protection, credit
creation and credit use. The report identifies policy and program issues, presents
options for the design of elements of the system, and discusses some of the pros
and cons of these options. Where appropriate, the report provides direction with
respect to the design of each element and analytical gaps.

The Table has dealt with various potential elements of the system. For example, the
Table has assessed the broad options for baseline protection (Chapter 3). Most of
the design issues, however, have been considered in the context of the credit
component as set out in Chapter 4, including, for example, baseline and credit, and
bounty as a means for creating credits. The Table also had considerable discussion
of credit uses. However, Table members have only begun to have discussions about
how each of these elements might fit within an integrated system. Given the
interdependencies among the elements, the Table was reluctant to develop design
recommendations in the absence of any analysis of integrated options.

This report reflects the work of the CEA Table to January 1999. The Table is
continuing its work and will prepare a final report by May 31, 1999, focusing on
voluntary credit trading as directed by the NAICC--CC.

The views expressed in the report are broadly representative of the views of
members of the Table. When necessary, however, other views have been noted as
recommended in the guidelines provided by the National Climate Change Secretariat
and agreed to by the Table. Views expressed by members of the Table are those of
the individuals and not the governments, organizations or companies with whom they
are affiliated. A glossary has been included as an annex to the report. The definitions
in the glossary are intended to make the report more readable, not as a definitive
source of terminology.

The work of the Table has been carried forward through vigorous discussion of the
issues, good spirited dialogue and debate, and a genuine commitment to meet the
expectations of NAICC-CC and Ministers. The workload has been very heavy for
those involved in this work in addition to all their regular responsibilities.
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1.0 INTRODUCTION

1.1 MANDATE OF THE TABLE

On April 24, 1998, at the Joint Meeting of Federal, Provincial and Territorial Ministers
of Energy and Environment (JMM), Ministers “agreed to establish by early 1999 a
system for crediting verifiable early actions to reduce greenhouse gas emissions
against any future emissions obligations”. The Table was created to advise
governments on a system.

The specific mandate of the Table is “to assess options and to recommend program
designs and implementation plans for an early credit system for Canada, to be in
place by early 1999”. The Table was directed to examine, among other things, the
following issues: definitions; start dates; banking; baselines; offsets; reporting;
registration; certification and validation. The Table was asked to draw on the
experience of the two Canadian pilots — the Greenhouse Gas Emission Reduction
Trading (GERT) Pilot and the Pilot Emissions Reduction Trading (PERT) Project.
The Table was instructed to prepare a final report in December 1998. The complete
Terms of Reference of the Table are in Annex A.

The Table is comprised of some forty individuals from a wide cross-section of
interests and expertise. Annex B is a list of the membership, including alternates,
and their affiliations. The Table also provides for second tier participation. Second
tier participants are on the Table’s mailing list but did not normally participate in Table
meetings.

1.2 PREPARATION OF THE REPORT

This report was based on the collective and individual contributions of the expert
members of the Table over the last seven months. Internal Table discussion papers
on a number of issues were prepared between meetings and provided a means of
preparing for discussions at the Table. In addition, the Table commissioned three
studies:

Linking a Credit for Early Action Systems to the National GHG Inventory
Survey of Early Credit Systems Outside Canada
National Climate Change Process - Quantifying Greenhouse Gas Reductions

These studies are available from the CEA Administrative Assistant - Danielle Parent
(danielle.parent@ec.gc.ca; 819-953-9429).

In addition, the Table, under contract prepared a primer on voluntary trading and
recently issued a contract for an options paper on voluntary credit trading.
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The Table did not conduct any public consultations or formally engage other Tables
beyond discussions that took place at the meetings of the Integrative Group.
However, the CEA Table has members who also participate on a number of the other
Tables. Though the Table had planned and budgeted for a modest workshop to
broaden discussions beyond the members of the Table, this has so far not been
possible.

page 2
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2.0 OVERVIEW OF CEA SYSTEM

2.1 PURPOSE

The Government of Canada has signed the Kyoto agreement, with a view toward
potential future ratification. Canada’s GHG emissions have grown by approximately
10 % from the 1990 base of 601 million tonnes per year. Current “business as usual’
projections could result in emissions that are approximately 140 to 185 million tonnes
per year above Canada’s international obligations by 2010. The consequences of
this trajectory could create a national liability of $1.4 to $5.6 billion dollars annually*.

As Ministers noted in their April 1998 decision, “by encouraging early action,
Canada’s ability to meet its obligations under the Kyoto agreement is facilitated.”
Credit for early action is based on the notion that there are low-cost actions that can
be taken by entities to reduce their GHG emissions and that entities would take such
actions right away if the right conditions existed. Generally, it is believed that
providing incentives and removing possible penalties for such “early actions” will
allow for a smoother and less-costly adjustment toward the Kyoto emissions
reduction target (i.e., “bending the curve” toward lower national emissions). Figure
2.1 illustrates how credit for early action could contribute to meeting Canada’s
greenhouse gas reduction obligations.

Early actions to reduce greenhouse gas emissions could also help ease the
transition for the Canadian economy to a possible carbon constrained future and help
position Canada to take advantage of potential global economic opportunities.
Indeed, a domestic credit for early action system could support efforts by Canadian
companies to take advantage of opportunities to invest in projects under the Kyoto
Protocol’s international emission trading (IET), Joint Implementation (JI), and Clean
Development Mechanism (CDM), and in so doing lower their net emissions and
address longer term technology change.

In addition, there are other environmental benefits that come with reduced
greenhouse gas emissions. For example, by reducing CO, in many cases we reduce
other emissions that contribute to urban smog. Early actions can also provide
important environmental benefits by reducing greenhouse gas emissions earlier than
would otherwise be the case. A CEA program will encourage industry to take these
early steps.

! This estimate is based on an average cost of between $10 and $30 per tonne.
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Figure 2.1 Credit for Early Action —“Bending the Curve”
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Most Table members believe that a system that provides credit for these early
actions is necessary to make early action investments more attractive — so that
emitters are confident that delaying action to reduce emissions is not advantageous.
Investors are looking for governments to provide credit for these early actions against

future obligations.

However, the development of a CEA system raises a number of key policy and
implementation issues that have not yet been resolved. These include:

investor certainty - An announcement that the government will introduce a credit for
early action system, without specifying the detailed rules for implementation, could
lengthen the period of uncertainty for investment decisions that a credit for early
action system was originally intended to reduce;

constraints on future policy options - The design of any credit for early action

system could define or limit key aspects of the future system (e.qg., the design of a
future mandatory tradable permits system), and thus constrain future policy

options;
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legal and financial liability - Several of the possible approaches to CEA could also
generate significant and unplanned future legal and financial liabilities for
governments (e.g., allowing use of credits against taxes owing or for preferred
access to future incentives or subsidies); and

costs - Administrative and transaction costs with several of the possible CEA
approaches reviewed in the report would likely be high and would effectively limit
participation to large firms.

It is not surprising, given these general difficulties with any generalized approach to
credit for early action, that the Table was unable to resolve all of these issues.
Alternative approaches to credit for early action were raised which focus on baseline
protection and specific incentives to early action.” Furthermore, although there is no
example of a functioning credit for early action system in place, several options are
being explored in the U.S.?

2.2 GOALS AND PRINCIPLES

The Table developed a “Statement of Goals and Principles” that was endorsed at the
JMM in October 1998.

The credit for early action system should be designed to:

1.

2.
3.

provide immediate incentives to expand and accelerate the early reduction of
GHG emissions;

reduce future costs of meeting Canada’s GHG reduction obligations;
generate standard, measurable GHG credits; and

2 One member suggested the following approach be considered:

A general statement by JMM Ministers to take into consideration baseline data (where the
baseline is derived from actual, not-business-as-usual, emissions) against future emissions
obligations;

A process, linked to the Environment Canada national GHG data inventory or other provincial
inventories, for firms and other entities that would like to receive future consideration of their
baseline, to determine their actual emissions from now forward (and, possibly, for the period back
to 1990);

A recognition that a “generalized” approach to crediting early actions is costly, cumbersome and
constraining, and that targeted credits for particular actions, assets or technologies will be
examined through the review of the options developed by all Issue Tables in the summer of 1999
(and selected options could then be announced as part of the climate change strategy in
December 1999).

% There is currently a bill within the U.S. Congress that provides a framework (the rules and credit
uses have not been defined) for a credit for early action system. The bill is not expected to move
quickly through the U.S. legislative process.
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4. provide a basis for investment in GHG emission reductions through clear
definitions of the options for use of credits.

The guiding principles for the design of the system are:

the system will be simple

the system will be cost effective

the system will facilitate trading

the system will include eligible reductions occurring since January 1, 1990
the system will encourage broad participation from all sectors, sources and
regions

the system will be fair, equitable and transparent

the CEA system and other regulatory, fiscal and economic systems will be
compatible

8. the system will create value for users

9. the system will address eligible sinks and sequestration

10.the system will regularly measure, monitor and report contribution that early
actions (taken under the system) make to meeting Canada’'s GHG obligations

OhwONPE

No

Subsequent to the October JMM, several members of the Table proposed the
following additional principles:

same action, same credit — the same action or same project would receive the
same credit regardless of where that action took place;

sharing of the atmospheric resource; and

one tonne of reduction equals one tonne credit.

The Table discussed these principles, noting that they could have major implications
for burden sharing and effectiveness, but was unable to reach a consensus on them.

A number of Table members also proposed that the design of a credit for early action
system should be considered within the context of three basic objectives:

the quantity of reductions being sought between now and 2008;
the number of participants expected in the system; and
the variety of sources or sectors that the system will cover.

The Table discussed the first objective and while there was general agreement that
different designs could lead to different levels of reductions, the Table did not discuss
tonnage objectives in any detail or specifically build this objective into its evaluation.
Further, while the Table recognized the trade-off of different design options in terms
of complexity and cost, the Table focused on designing a system that provided for a
broad range of participation and coverage — consistent with the original principles set
out above.
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2.3 BASIC ELEMENTS OF THE SYSTEM

A system, according to the definition agreed to by the Table, is “a compilation of the
organization, procedures, processes and resources required for developing,
implementing, reviewing and maintaining the goals of credit for early action”. Such a
system could be comprised of two components:

baseline protection, which can be designed to ensure emitters do not receive a
lower allocation should a future policy use historic emission baselines as a means
of allocating allowances or permits (see Chapter 3); and,

credits that could be banked, traded and eventually used towards, for example, a
future reduction obligation. It is this component of the system that could involve
the development of a commodity market. The commodity created is carbon
credits or certificates (see Chapter 4).

The two components are linked by common elements and issues as shown in Figure
2.2, except for “credit” use which is unique to the credit component of the system:

scope and coverage — Are all sectors included? For example, can individual
households apply? Are both sinks and sources included? Are all greenhouse
gases included? How are past reductions (pre-1999) treated relative to future
reductions?

reduction determination and credit creation — What is the methodology for
determining the amount of greenhouse gas reductions and credit? Is it, for
example, against a baseline of emissions or a schedule of actions (e.g., a bounty
schedule)? Ifitis a baseline, is it a historical baseline, “business-as-usual”
forecast, or some other method? Is the baseline measured in absolute terms (i.e.,
tonnes of greenhouse gas emissions) or is it a standard or rate of emissions
(e.g., tonnes of greenhouse gas emissions per unit of output)?

institutions — What is the registry, administrative, reporting, monitoring,
verification, and certification infrastructure necessary to implement the system?
The report does not examine any institutional issues since the Table has not
completed any work in this area.

credit use — What are the range of possible uses to which a credit might be put in
the future? For the credit to have value to investors — and hence for there to be an
incentive to invest in early actions — the credit must have a use. Possible uses
include: recognition; conversion to a permit under a regulated permit trading
regime; contribution towards a regulated emission reduction; offsetting a tax
liability; access to financial incentives.
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Figure 2.2 Basic Elements of a CEA System
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In the course of analysis, and throughout discussion of possible design
recommendations, it became clear to the Table that establishing a credit for early
action system was a complex undertaking that would take time to complete. There
were no models to follow. The existing voluntary credit trading pilots (GERT and
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PERT) and Canada’s Climate Change Voluntary Challenge and Registry (VCR)
offered a useful starting point but did not assist in dealing with some of the more
fundamental issues related to credit creation and credit use. Moreover, each of these
took a fair amount of time to develop and each continues to evolve as participants
and governments gain experience. It was for these reasons that the Table undertook
to identify and assess options for moving forward in a more phased fashion (see
Chapter 5).

The Table also recognized the interdependencies among the elements of a credit for
early action system and that a decision on any single element was difficult outside
the context of an integrated proposal . For example, the extent to which the method
for calculating emission reductions for credit creation needs to be rigorous may
depend, in part, on how those credits could be used. If the credit can be used
against the Kyoto commitment, then it would be more important to ensure that the
credit was for a real and incremental reduction. At the same time, a more rigorous
approach could place a practical constraint on participation. These are issues that
will need further analysis and discussion.
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3.0 BASELINE PROTECTION

3.1 INTRODUCTION

Baseline protection is a means of removing a disincentive to early actions to reduce
greenhouse gas emissions. The disincentive could be implicit in the design of a
future strategy. Early action undertaken now to improve energy efficiency or to reduce
emissions will lead to lower baseline emissions and/or higher efficiency benchmarks.
These levels could be used to determine future allowance allotments or performance
standards. Canadian companies want protection from future policies that do not
account or take into consideration early actions (thus, the term “Baseline Protection”).

An entity's baseline or reference line is the stream of historic and projected emission
levels prior to an entity undertaking action to reduce its greenhouse gas emissions.
The simple mechanics of undertaking an early action reduces emissions in the future,
and results in a lower baseline.

While providing baseline protection (BP) reduces the level of uncertainty, it by no
means eliminates uncertainty. BP says nothing about whether or not Canada will
accept a specific commitment such as the Kyoto Protocol. It also says nothing about
whether a specific policy instrument will or will not be used in the future. What it does
say is that if a commitment is made, and if a policy instrument that uses baselines is
used, then entities can be assured that their baselines will not be lowered because of
early actions. BP is a conditional protection -- it only applies to those policy
instruments that use baselines.

The two clearest examples of such policy instruments are emission caps, and
performance standards. Under a mandatory emission cap and trade program, one of
the biggest decisions involves whether permits or allowances are auctioned or
allocated. If permits are auctioned, BP should not be an issue — those entities that
undertake early actions would have a lower baseline, and thus would not have to buy
as many permits as another identical entity that did not take early action. On the other
hand, if permits are allocated on the basis of historic emissions, an entity that
undertakes early action could receive fewer permits than another identical entity that
did not take early action (i.e., the entity could be penalized for acting early). Providing
BP would try to ensure that this did not happen.

The issue surrounding performance standards is similar — an entity that undertakes
early actions would improve its energy and/or emissions performance and thus could
be subjected to a higher standard if the policy instrument used that the entity’s
resulting energy use or emission levels as the yardstick for calculating the future
target or goal. Once again, BP could protect entities from this eventuality.
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It should be noted that baseline protection implies a potential shifting of a future
requirement to reduce greenhouse gas emissions from participants in baseline
protection to non-participants.

3.2 OPTIONS

There are essentially three ways of providing BP for an entity. The first two would
establish an entity’s baseline today, whereas the last approach reconstructs an
entity’s baseline in the future. The first approach would establish a flat entity baseline
set on the basis of that entity’s historic emissions (could be an average of several
years) prior to the introduction of early action (Flat Baseline). The second approach
would establish the entity’s baseline on the basis of historic and projected emissions
prior to the introduction of early action (Projected Baseline). The last approach would
specify a historic starting point from which an entity could reconstruct its baseline with
verifiable reductions achieved through early actions (Reconstructed Baseline). The
three approaches to establishing baselines are shown graphically in Figure 3.1.

The time dimension for calculating an entity’s baseline has important implications for
the implementation of BP. Options 1 and 2 establish an entity’s baseline in the near
term — thus, the entity is certain about its future baseline. The baseline in the third
option is not actually constructed until after the future policy is announced. This
approach outlines how an entity baseline will be determined, but does not allow for
the calculation of the baseline until the time of reconstruction.

Option 1 - Flat Baseline

Although Option 1 is by far the simplest approach, it is also the least accurate means
of providing baseline protection. It would provide reasonable protection for those
entities whose emissions are not changing over time, but would be inadequate for
those entities whose emissions are changing. There would be some costs
associated with collecting the historic information, but these costs would be relatively
less than for the other options. This approach is the least subjective —i.e., it is based
upon actual, historic data. Option 1, like Option 2, provides certainty today about an
entity’s future baseline. In addition, it would likely provide the highest level of
participation. On the other hand, this option does not recognize growth, nor does it
provide for new entrants or mergers into the system. Of the three approaches it is
likely the least effective way of protecting an entity’s baseline. In fact, there are likely
cases where an entity may be worse-off given this form of BP. It also limits future
policy choices by not accounting for growth. For those companies with accurate
statistics, however, it remains a practical option.
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©

Figure 3.1 Baseline Protection Options
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Option 2 - Projected Baseline

Option 2 has early action built into the projection. It would be able to handle new
entrants and mergers. It does take into account the likely path of future emissions.
That being said, this approach would require a standardized methodology for
projecting future emission to ensure equal treatment. It is clearly more complex than
Option 1 and it is the most subjective of the three approaches (based on less actual
information). It would be difficult to assess the accuracy of the projections, and could
lead to gaming.

Option 3 - Reconstructed Baseline

The last option would likely be most compatible with the potential “credit” system.
The onus of proof is placed on the entity itself — it decides whether or not it wants to
participate. Overall, this approach provides the most accurate account of potential
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future emissions excluding early action. It could allow for third party verification of
reductions associated with early action. However, it is more complex than Option 1,
although likely to be less complex than Option 2. For those entities which participate
there could be a substantial information cost. It could also involve costs associated
with verification. It would likely require some formal approval process.

3.3 DESIGN ISSUES

Absolute vs Rate

Baseline emissions could be calculated on the basis of a rate (emissions per unit of
output) rather than an absolute emission level. Doing so would help remove some of
the concern about how the approach handles growth, particularly with respect to
Option 1. However, it would add an additional level of complexity and uncertainty.
Option 3, the reconstructed approach, would account for growth without the added
complexity of measuring emissions per unit of output.

Data Availability

Data availability is a major consideration in determining when and how BP could be
implemented. In order to grant BP, detailed emission data are required at the entity
level. In many instances this historical data does not exist, and cannot be created.
Although entities could begin to collect this type of information, there may be
significant costs involved. Whether the benefits of receiving BP outweigh the cost of
collecting the information needed to apply BP is a decision that emitters would
make.

Baseline Protection for Past Action

The Table agreed that baseline protection for actions dating from 1999 forward was
absolutely necessary to remove a potential disincentive to early action. They also
agreed that baseline protection for actions in the 1990 to 1998 period was necessary
if the system were to ensure that entities which took action in this period are not
prejudiced by having taken such action. However, some members of the Table
argued that baseline protection for the 1990 to 1998 period was problematic. A
particular concern was raised with respect to double benefits.

3.4 CONCLUSION

The Table is supportive of governments providing baseline protection for early action
but considers this insufficient to meet the goals of the credit for early action system.
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The system should also include the credit component for early actions that reduce
greenhouse gas emissions.
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4.0 CREDITS

4.1 SCOPE AND COVERAGE?

Scope and coverage defines the boundaries for the credit component of the system.
The design elements related to scope include: gases; sectors; activities (treatment of
sinks, reductions from direct and indirect actions, and avoided emissions); and
international credits.

4.1.1 Gases

Should the system include all six of the greenhouse gases covered by the Kyoto
Protocol - carbon dioxide (CO,), methane (CH,), nitrous oxide (N,O),
hydrofluorocarbons (HFCs), perfluorocarbons (PFCs) and sulphur hexafluoride
(SFe)°?

Two basic options have been considered: include all six gases from the outset; and,
include only CO, from energy initially and over time expand coverage to include the
other five gases.

Arguments in favour of a staged approach are primarily based on the concern that the
“engineered” substances (HCFCs, PFCs, SFg) are difficult to measure and to verify.
In addition, it is recognized that the staged approach would be simpler to manage
and easier to implement.

On the other hand, the staged approach could reduce the effectiveness of the system
by delaying opportunities to take advantage of the high global warming potential of
the other gases, and discouraging participation. It may also be seen as contrary to
the principle of fairness and equity. The problem of quantification and verification of
an emission reduction of any of the gases could be addressed through discounts or
through the application of a less rigorous quantification system (e.g., the bounty
schedule discussed below).

“ Note that ‘gases’ and ‘sectors’ also apply to the baseline protection component of an early action
system.

® Canada has targets for CO,, CH, and N,O based on 1990 emission levels, and may select either
1990 or 1995 as the base year when setting targets for HFCs, PFCs and SF.
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The Table is in general agreement that the system should include all six Kyoto gases
from the outset. The means for including all six gases should be reviewed as the
specific rules for implementation are developed.

4.1.2 Sectors

Should participation of entities in the system be restricted, at least initially?°

A number of options were considered: limit participation to a few key sectors; limit
participation to the larger emitters (i.e., to entities with emissions above some
minimum level); and place no restrictions on participation.

Restricting participation in the system could simplify administration and could result in
lower transaction costs. In addition, such restrictions may provide a way to gain
experience with crediting and trading that could be used to expand and improve the
system.

On the other hand, restrictions based on entity size or emission levels may bear little
relation to the size or cost-effectiveness of the available reductions and could be
seen as unfair.

Overall, the Table concluded that there should be no restrictions on the participation

of entities in the CEA system. This issue should be reviewed as the detailed rules for
implementation are developed.

4.1.3 Activities

Treatment of Sinks

Should the system include sinks?

A broad range of options related to the inclusion of net sinks were considered (as
independent choices, combinations or as progressive stages):

include carbon from reforestation, afforestation and deforestation activities
initiated after 1998 (or 1990) and accumulated prior to 2008 (or until the end of
the CEA system);

® This issue depends to some extent on whether an entity-based or activity/project-based approach is
adopted.
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expand above option to include the carbon sequestration from natural
regeneration following harvest;

include activities to enhance agricultural soil carbon sinks and other sinks not
currently included in the Kyoto Protocol, such as wetlands; and

include, in a first phase, only carbon from urban reforestation activities initiated
after 1990 and included in the Partnership for Climate Protection or a similar
program.

Changes in greenhouse gas absorption by sinks are included in the Kyoto Protocol
though a significant number of issues surrounding sinks still have to be resolved at
the international level.

Accordingly, while the Table was in agreement on the inclusion of biological and non-
biological sinks (reaffirming one of the principles approved by Ministers), it was
generally agreed that determining how sinks should be included (and how domestic
rules should be linked with international rules as they develop) will be an important
design issue. A number of members emphasized that no decisions should be taken
on what sinks are eligible for credit until both the IPCC and the Kyoto Protocol
processes have clarified the definitions and methodologies associated with eligible
sink activities.

Treatment of Emission Reductions from Direct and Indirect Actions

The Table has discussed the treatment of direct and indirect actions that result in
greenhouse gas reductions.

Although the Table has yet to develop a clear definition of these actions, in general, a
direct action is an identifiable measure that when implemented directly reduces
emissions (e.g., fuel-switching). An indirect action is an identifiable measure that
when implemented results in lower emissions beyond an entities boundary (e.qg.,
actions that reduce the demand for electricity or increase the supply from non-GHG
emitting sources of electricity, actions that improve the efficiency of a product or
technology, and actions that affect behaviour and utilization of GHG emitting
equipment).

Some Table members consider the distinction to be artificial, arguing that all
reductions, regardless of whether they are a result of direct action at the source of
emission or the result of an action by an energy consumer, should be credited
provided they are real and verifiable.

Three options were considered: include only direct emission reductions; include

direct emission reductions plus selectively include some indirect actions that result in
emission reductions; and, include all direct and indirect emission reductions.
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Both direct and indirect actions contribute to reduce emissions. However, indirect
actions also involve a greater likelihood of ownership disputes and double-counting
(or leakage). There would appear to be no need for a priori restrictions on the
inclusion of indirect actions in the CEA system if a contracts-based approach to the
ownership issue were adopted. This would require the courts to develop property
rights conventions in the process of resolving disputes. The complex negotiations
associated with this approach may, however, discourage indirect reduction activities.
Alternatively, principles and rules for defining ownership could be included in the CEA
system itself, narrowing the potential for disputes and the complexity of negotiations.

The Table agrees that eligible actions for credit under the CEA system should not be
limited to direct actions; however, a clear definition of indirect action is required
before final decisions are made to include any/all of these actions under the CEA
system. Consideration should be given to the development of principles and rules for
addressing issues of ownership and double-counting.

Treatment of Avoided Emissions

The Table has discussed the eligibility of avoided emissions in the CEA system.
Avoided emissions result from actions that reduce emissions from an emission level
that would have otherwise occurred.

Opinion was divided on the inclusion of avoided emissions as a general concept.
There was opposition to the concept where the basis of a claim for avoided
emissions is a decision to cancel a planned action that might have future emissions.
There was general agreement that incremental renewable energy flows that remove
the need for the further development of carbon intensive energy flows should be
recognized. However work is needed to define rules or mechanisms for ensuring that
such avoided emissions are real and that issues of ownership and double-counting
are addressed in the design of the system.

4.1.4 International Credits

Should emission reductions/actions that take place outside of Canada be considered
within the scope of the credit component of a CEA system? If yes, how should this
activity be integrated into the CEA system?

CDM/JI certified reductions would assist Canada to achieve its Kyoto commitments
(i.e., maintain budget integrity and flexibility).” Further, they would provide an

" Reductions from CDM projects achieved after 2000 can be banked for use in the first commitment
period (i.e., increase our Kyoto budget). Though currently the international rules related to emission
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incentive for Canadian industry to participate in this type of international activity. In
addition to providing low cost reduction opportunities, it would provide Canadian
industry with valuable experience in undertaking these types of projects. There are,
however, incremental risks and transaction costs associated with the pursuit and
development of international reductions and crediting.

There is general agreement that certified CDM and JI reductions should be included
in the CEA system.

One option would be simply to treat certified CDM and Jl reductions in the same
manner as CEA credits.

The Table also discussed but did not reach agreement on an approach whereby
governments would guarantee a minimum dollar value for CDM/JI certified
reductions.® Reductions that are transferred to governments could be used in place
of or to augment the CEA budget discussed in Section 4.5 Credit Budget.
Alternatively entities may select to bank the CDM/JI reductions for their own use or
transfer them to another entity.

Further work on developing and assessing options for including CDM/JI activity in the
CEA system is required before any recommendations can be made.’ This work
must be closely linked with work being done by the Kyoto Mechanisms Table and
other Tables.

4.2 TIMING

4.2.1 Cut-off for Eligibility

The purpose of the CEA system is to recognize those who have taken actions that
move Canada closer to its greenhouse gas emission reduction obligations. Thus, it
would seem appropriate to set the cut-off for eligibility in the CEA system in relation
to the timing of Canada’s greenhouse gas reduction commitments. Accordingly, it is
generally accepted that 1990 is the appropriate reference point since it was in 1990

reductions achieved between 2000 and 2008 from JI projects do not allow them to be banked for use
in the first commitment period, the rules may be revised.

8 Governments could limit their financial liability by capping the number of tonnes it would be willing to
buy. (Governments are also potential players in the market for domestic credits.)

° Additional work required includes assessment of optional roles for governments (e.qg., purchasing
credits or facilitating CDM activities), design issues (e.g., exchange ratios of domestic-international
credits), legal issues (e.g., purchase/subsidy), implementation issues (e.g., advantages of a staged
approach), and the identification and assessment of other mechanisms that could facilitate the same
objective.
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that Canada made its first international commitment — stabilization of greenhouse
gas emissions at 1990 levels by the year 2000"°.

Consequently, the table concluded that only reductions since 1990 should be eligible
to receive credit. This decision is reflected in draft principles endorsed by Ministers in
October (i.e., the system will include eligible reductions occurring since 1990). The
Table was unable to reach consensus as to whether actions in the 1990 to 1998
period should receive credit or some other form of recognition.

The Table identified an additional issue with respect to timing -- whether reductions
occurring after 1990 that were made on the basis of an action undertaken before
1990 should be eligible for credit (i.e., primarily long -term projects that extend into
the 1990s and beyond).

Canada has made considerable improvements in its energy efficiency since the
1970s as a result of actions taken by governments, industry, households, etc. These
improvements have also led to a corresponding reduction in the “carbon intensity” of
our economy. The changes have been structural and lasting. To the extent that these
reductions are ongoing beyond 1990, it can be argued that they should be eligible for
credit. Verification of these reductions would prove to be particularly difficult given the
serious data constraints and problems in defining the baseline against which the
credits would be calculated. More fundamentally, including reductions from actions
taken before 1990 would appear inconsistent with the goals and principles adopted
by the Table and the policy direction set by Ministers which calls for a system that will
accelerate actions to reduce greenhouse gas emissions to move Canada closer to
its emission reduction obligations.

Including only reductions from post-1990 actions appears closest to the Table’s
Statement of Goals and Principles - “The system will include eligible reductions
occurring since January 1, 1990”. That being said, verification of these reductions
could still prove to be challenging given the variation in the availability and quality of
data. A variation that would simplify verification would be to consider only post-1990
reductions that have taken place under existing programs. This follows on the
decision by Ministers at their joint meeting in April, 1998; i.e., “verifiable measures
already taken under such programs as the Voluntary Challenge and Registry
Program (VCR Inc.), the British Columbia-led Greenhouse Gas Emissions Reduction
Trading (GERT) pilot project and Ontario’s Pilot Emissions Reduction Trading
(PERT) project”.

% This commitment was formalized in the international Framework Convention on Climate Change in
1992.
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4.2.2 Treatment of Past vs Future Reductions

Should verified greenhouse gas reductions that occur prior to the establishment of the
Credit for Early Action system (i.e., between 1990 and the initiation of the system)
receive the same credit as verified reductions that occur after the system is in place?

There are three basic options:

give past reductions a premium over future reductions — i.e., a verified one tonne
reduction receives a credit of greater than one tonne

treat past reductions the same as future reductions —i.e., a tonne = a tonne
discount past actions relative to future actions —i.e., a verified one tonne
reduction receives a credit of less than one tonne

In addition there are other forms of providing recognition for past reductions. For
example, reward for reductions taken between1990 and1998 could be made through
adjustments to the post-1999 baseline from which credit is generated.

Some have suggested that past reductions warrant a premium credit on the basis
that the investments or actions that generated these reductions were done so at a
time when there was far greater uncertainties about the value of these reductions (i.e.,
the extent to which investors could get credit against future obligations). At the same
time, it is generally recognized that these reductions have also tended to be at the low
end of the cost curve and often result in net benefits. Providing a premium to past
actions would also appear to be inconsistent with direction from Ministers and the
goals agreed to by the Table —i.e., to expand and accelerate reductions. The
consensus of the Table members is that past reductions should not receive a
premium.

Alternatively, some have suggested that past reductions could be treated the same
as future reductions. A one tonne reduction in greenhouse gas emissions is likely to
produce the same environmental benefit regardless of when the reduction takes
place — at least over the period 1990 to 2007. That said, there are cumulative
environmental benefits from early reductions in greenhouse gas emissions. Given
the variation in the availability and quality of data, however, it may be difficult to apply
the same level of rigour to the verification of past reductions as future reductions, an
important distinction given the importance of ensuring, as much as possible, that the
reductions are “real” or “incremental”. It suggests that past reductions could be
discounted. Alternatively, past actions could be discounted only if the measurement
and verification of the credits cannot meet the criteria set for future actions.

Some maintain that past reductions should be treated differently than future
reductions. These individuals are concerned that if a limited credit budget is
established, awarding credit for past reductions may limit the credit available to
incent new actions that will reduce Canada’s future emission levels. In addition,
providing credit for past reductions could shift the responsibility and burden for future
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emission reductions onto other sectors or entities. Some examples of different
treatment could include discounting of past reductions, restricting past reductions to
specific types of credit uses, or recognizing past reductions by adjusting credit
creation baselines in the post-1999 period.

An additional consideration is that verified reductions could receive a double benefit
if they could be counted towards baseline protection and credit. The Table
considered a number of different perspectives on this issue. Some argued that while
providing a double benefit for future reductions could be consistent with the goals of
the system (i.e., to accelerate reductions), similar treatment for past reductions would
not be consistent. It was suggested that if past reductions are recognized through
baseline protection then they should not be eligible for credits. Others maintained
that neither past nor future emission reductions should receive a double benefit,
arguing that giving emitters an either/or option creates a sufficient incentive. Finally
some Table members suggested that all reductions should be treated the same in the
interest of fairness.

It is difficult to estimate the magnitude of past reductions potentially eligible for credit
— again due to data constraints. That being said, indications are that the magnitude
could be quite high. A study prepared for the Table by PriceWaterhouseCoopers
provides a rough estimate of the potential claims for past reductions (1997
minus1990) -- 32 Mt.** If fully credited, this would represent approximately 6% of
Canada’s annual allocation in the first budget period budget of 563 Mt under the
Kyoto Protocol. For comparison, setting 5% aside for the entire credit for early action
budget has been discussed by the Table and is contained in a number of US
proposals.*?

4.3 CREDIT CREATION

" Note that the 32Mt estimate used above (i.e., the difference between estimated 1996/97 emissions
and 1990 emissions, non-cumulative) covers reductions only to 1997 and includes only VCR
members that submitted an Action Plan/Progress Report and members of the 20% Club. Most of
these reductions were unsubstantiated and are not verifiable without further documentation. In
addition, as the sample used in this study may not be representative, the 32 Mt may either over or
under estimate reductions potentially eligible for credit. It is also important to note that the
accumulated tonnage from 1990 to 1997 was estimated in this study to be 83 Mt. Readers are
referred to the contract study for more information - PriceWaterhouseCoopers, Credit for Early Action
Issues Table — National Climate Change Process: Quantifying Early Greenhouse Gas Reductions,
Final Report, November 25, 1998.

2 See, Ellen F. Battle Consulting, Survey of Early Credit Systems Outside Canada, Final Report
Prepared for: Credit for Early Action Table — Canada’s National Climate Change Process, November,
1998.
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4.3.1 Baseline-and-Credit System

Baselines™ are one of the main building blocks of any system of credits. It is against
a baseline that emission reductions are quantified and credits created. The ‘credit’
baseline is the level of emissions beyond which reductions must occur for an
emission reduction (and credit) to be created by an entity or project. It is here that
one encounters the difficult issues of additionality** and leakage™®.

The key design issues for the baseline-and-credit system under consideration by the
Table are: (1) the level of activity/reporting to be used in the quantification of emission
reductions; and (2) the baseline methodologies that could be used for each level of
reporting allowed.

The Table discussed three levels of activity or reporting that could be used separately
or in combination as the level for baseline determination - project-level, facility-level
and entity-level. Note that a facility-level baseline can be considered as a collection
of project-level baselines and an entity baseline is similarly a collection of facility
baselines.

The Table reviewed some options for baseline methodologies involving variations
based on absolute tonnage baselines and performance standard baselines (tonnage
reduction per unit of output). More detailed analysis is required.

Project level reporting of emission reductions has been used extensively in
international projects under the Activities Implemented Jointly (AlJ)"® program. In
Canada the experience gained in the PERT and GERT trading pilots has been at the
project level. CDM and JI are also project-based approaches.

Three basic approaches to the setting of project-specific baselines were discussed:
1) prescribed protocols - a series of standard protocols, or at least templates, would
be established for use in various types of projects; 2) participants choice -
participants would be free to choose/develop their own baseline(s) possibly with a
points system attached to the rigor of the approach used; and 3) evolutionary protocol

3 The term baseline is used in a different context from baseline protection. In the latter case it refers
to protecting an entity’s emission baseline prior to early actions. In this Chapter it is the reference
level of emissions from which credits are created.

4 Additionality refers to the criterion of crediting reductions that would not have occurred in the
absence of the incentive (i.e., the credit system). Crediting non-additional reductions (or “anyway
reductions”) means that less is available to incent new incremental actions that would bend Canada'’s
emission trajectory.

> Leakage is a displacement of emissions from one source/location to another source/location.

6 A good review of this experience can be found in: Status of Research on Project Baselines Under
the UNFCCC and the Kyoto Protocol, OECD & IEA Information Paper by Ingo Puhl, 1998.
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development - standard protocols would be developed (case-by-case) as emission
reduction projects are brought into the system.

The Table discussed briefly a performance standard methodology for project-level
baselines. Performance standards were suggested for three sectors: electricity;
other industrial sectors and the commercial or institutional sector. For example, the
performance standard for the electricity sector could be based on natural gas
combined-cycle turbine (e.g., 45 percent efficiency). Any project with a lower
emission factor would receive credits. The Table agreed that this approach should
be considered for further evaluation.

Facility level reporting was considered of particular importance in the context of the
“end-use” of credits. Any future compliance mechanism would almost certainly be
applied at the facility or plant level for point source emissions.'’ Facilities/plants
could be treated like a collection of individual projects that are administered as one
single project. In principle, a complete series of project-specific baselines could be
added together to create the baselines for a facility/plant.

Entity level baselines offer the opportunity to represent all of an organization’s
emissions on a rolled-up basis'®. Two broad approaches to determining an entity-
level baseline include: 1) fixed - an historic level of emissions or a declining line; and
2) variable - an emission level that is normalized for output. Many variation of these
two approaches are possible including hybrid options that unite entity and project-
specific approaches (e.g., establishing entity baselines as a hurdle to be met before
credit could be created at the project level).

Proposals in the U.S. for credit for early action are entity-based. For example, the
Credit for Voluntary Reductions Act (S.547) in the Senate requires absolute
reductions from a chosen base period.

Six possible approaches/timing to introduce baseline methodologies in the CEA
system were considered: 1) one size fits all - one ‘credit’ baseline would be
prescribed for all sectors, 2) participants choice - each sector or entity could chose
their own ‘credit’ baseline; 3) project-specific or project-entity hybrid - both would be
allowed, 4) variable - each sector would be prescribed a ‘credit’ baseline during the
detailed design phase; 5) evolutionary - start with project-specific baselines and
develop entity baseline approaches over time; 6) phased - establish a ‘credit’
baseline for one type of emission source first (e.g., point sources) and develop
‘credit’ baselines for other sources (e.g., area and mobile sources) over time.

' Emissions from point sources (e.g., a thermal power plant, oil refinery or manufacturing plant) lend
themselves to environmental management programs because of the ease with which boundaries that
correspond with corporate ownership and responsibility can typically be drawn around them.

'8 The performance standard/industry benchmark multiplied by output in the given year.
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The Table conducted a preliminary evaluation of alternative levels of baseline
establishment and reporting but with inconclusive results. Each presents its own
implementation and administrative challenges. For example, a project-level
approach would appear to present the highest risk of crediting non-additional
reductions. Entity-level reporting raises difficult issues with respect to leakage and
asset acquisitions.

4.3.2 Bounty Schedule

The bounty schedule was considered as a tool for quantifying and assigning credits in
the CEA system. A bounty schedule is a limited set of “creditable actions”, each with
a specific quantification protocol or factor, that is used to assign credits to actions
(projects or activities), not to actual emission reductions. Bounty schedule credits
would be registered to owners at the point where the action occurs; however, issues
of ownership and the transfer of credits would be managed within the overall CEA
system.

The key issues are: 1) to determine if there is a role for the bounty schedule in the
CEA system; and 2) to determine how a bounty schedule might be integrated into the
overall CEA system.

A bounty schedule may be simpler to implement than a rigorous baseline and credit
approach and could provide credits at significantly lower transaction costs. The
development of the schedules, however, could be complex ( e.g., may require the
determination of project baselines) and expensive. The cost-savings would come
from repeated use of the schedule.

The bounty schedule may work best as a project-specific tool, addressing a limited
set of actions including: actions with small credit potential; actions where the
information is sparse or of poor quality; sinks and sequestration; and actions that
produce emission reductions indirectly, particularly R&D and education.

Although a bounty schedule can be a convenient way to assign credits for ‘past
actions’, schedules could also be developed to reward actions taken in the future.
For example, the schedule could accommodate the largest practicable set of the
actions registered under the VCR or the pilot emission reduction trading programs in
Canada.

For the future, the set of creditable actions could be selected to match the objectives
for the CEA system. In some cases credits could be assigned on the basis of the
action and might not accurately reflect real net reductions. In these cases the same
discounting that is used to address issues such as uncertainty, leakage and double
counting in other forms of credit creation could be applied to the particular item on the
bounty schedule. In other cases, there may be a high degree of certainty as to the
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emissions impact of an action and there would be no need to apply a discount factor.

As only a limited number of actions would be covered, and credits would be assigned
in a pre-defined manner (i.e., reflecting some kind of average), issues of equity and
fairness, including claims of lost opportunity by omission, will arise.

Support for the use of a bounty schedule is divided. A number of Table members
believe there should be a system that provides credit for real and low-risk reductions
through such a schedule. Others believe a uniform reporting and data requirement
should be applied throughout the credit for early action system.

4.3.3 Over Arching Factors

Whether credits are generated through a bounty schedule or by means of a baseline
and credit system applied at the project, facility or entity level, there are several
overarching issues that need to be addressed in development of the system. These
include:

whether the approach to bounties or baselines should reflect special
circumstances of a project, facility or entity;

the threshold between activities or reductions that receive credit and those that do
not receive credit; and

requirements to ensure that credit given for an emission reduction activity is
proportionate to the extent the activity helps Canada achieve compliance with any
future international obligations.

Use of a variable baseline that is normalized for output (see section 4.3.1) is one
method of accommodating entities’ special circumstances, but different baselines
might also be applied to entities on the basis of differences in their projected
emission levels or other factors.

Whatever the approach to baselines or bounties, a credit for early action system will
have to specify a threshold for generating credit. For instance, in a baseline and
credit system, will the baseline be set so as to give credit for any emission reductions
or only those that exceed a minimum improvement rate? If a minimum rate of
emission reductions is required to generate credit, how stringent should that rate be?
More stringent rates will minimize the extent to which credit is given for reductions that
would have occurred in the absence of credit. However, if too stringent, entities may
not have an incentive to invest in cost effective but relatively small emission
reductions.
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Finally, depending on how a Credit for Early Action system is designed, the credit
resulting from an emission reduction activity may be out of proportion to the activity’s
impact on Canada meeting its international emission commitments. For instance, if
creditable emission reduction activities do not extend into future international
compliance periods, they will not help Canada achieve compliance. Similarly, a
project might yield one tonne of emission reductions per year and be rewarded with
one tonne of credit for every year the system is in place. If the system runs from 1990
to 2008 and the project is implemented in 1990 it would yield 18 tonnes of credit. If
implemented in 2007 it would yield only one tonne of credit. However, both projects
reduce Canada’s emissions in 2008 to 2012 by five tonnes. On the other hand, the
earlier project has a greater impact on the atmosphere and may provide an important
early demonstration of technology. Whether credit given for projects is consistent with
projects’ effects on compliance will depend on a number of related issues, including:
the stringency of baselines; whether credit is only given for emission reductions that
are sustained into international compliance periods; whether credit is given for
cumulative emission reductions; how past action is treated; and the time frame in
which a credit for early action system is operative.

4.4 USE OF CREDITS

The level of incentive in an early action system — and consequently the extent of
actions to reduce greenhouse gas emissions — will be a function of the uses for which
the credits will be eligible'®. If the use is a future use, potential investors will make
their decisions based on the expected value of credits, making assumptions about
the probability of optional future uses and values. Alternatively, if credits have
immediate uses, the value will be a function of those uses.

The Table has complied a list of potential credit ‘uses’ (end-use options) that could
be seen as having value to organizations and that might motivate them to take early
actions to reduce GHG emissions under a credit for early action system.

The four broad end-use options are:

1. recognition;

2. qualification for benefit;

3. application against a future commitment (voluntary or mandatory); and
4. application against a financial obligation.*

Options 3 and 4 could be implemented through a voluntary agreement between
governments and the emitting source, standard regulation or through a trading
system.

9 A credit would only be used once.

0 Baseline protection is also a use of a verified reduction.
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The Table has developed an evaluation framework for assessing the environmental,
social and economic impact of various uses but was unable to conduct the analysis in
time for the report. Nonetheless, some preliminary considerations for each use are
provided below.

Recognition

Organizations (industry, governments, individuals) would be provided with recognition
for voluntary GHG reduction accomplishments (or commitments) suitable for citation
in marketing materials, corporate documents and to customers and investors.
Examples include eco-logos, and medals. A minimum threshold could be
established that must be met before credits were created. Single criterion (e.qg.,
organizational GHG emission reduction) or multiple criteria (e.g., life cycle reduction
of GHG emissions) could be applied. No tradable commodity would be created.

Considerations include:

provides for a more sustainable incentive than current status under the VCR;
establishes GHG as a component of brand equity;

to have value, the standard required for recognition would need to be challenging;
quantification, verification and tracking requirements would not be rigorous
implementation would be relatively easy — no legislative changes or regulations
would be required; could be handled by VCR Inc.;

could implement in the near term at relatively low cost;

no direct monetary value to participants;

unlikely to encourage significant new activity; and

may not be viewed by industry/public as meeting the JIMM commitment.

Qualification for Benefits

Under certain future policy conditions, an organization would be provided with early
access to future government programs related to climate change. Examples include
various capital cost allowance programs, energy efficiency initiatives, R&D subsidy
programs, and preferred access to bilateral or CDM/JI-type arrangements.

Alternatively, the system could provide for an immediate financial benefit. For
example, governments could provide a price guarantee of a fixed amount per credit
(verified tonne).
Considerations include:

could provide a clear means for investors to evaluate incentives for early action

against the cost of reduction actions;
would likely require legislative action to implement;
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unlikely to be applied against past actions; and
fiscal impact (consistency with the user pay principle).

Application Against a Future Commitment (Voluntary or Mandatory)

Organizations would have the flexibility to use credits to meet voluntary GHG
emission reduction commitments or regulatory obligations. Examples include
commitments/obligations related to performance standards or emission limits.

Considerations include:

less value if linked to a future voluntary commitment rather than a mandatory
commitment;

credits could be created before the commitment/requirement is known (banking of
credits would be required);

flexibility provided by trading could allow participants to achieve reduction
commitments at least-cost and trading would provide a monetary incentive to
participants;

requires more sophisticated quantification, verification and tracking infrastructure
and trading infrastructure (if trading allowed);

regulatory changes (and possibly new enabling legislation) could be required;
uncertainty would exist until the future commitment/requirement (if any) was
specified.

credits could be used in a transitional manner (e.g., credits could be accepted in
lieu of or converted into allowances in a future cap-and-allocate program);

credits could be earned from activity undertaken in the past;

higher development and transaction costs; and

limits on the number and nature of credits accepted for this end-use may be
required.

Application Against a Financial Obligation

Organizations would be able to use credits to reduce a financial obligation. Until the
charge (if any) is specified, the value of the credit would be determined by
expectations about future charges and the time value of money. Financial obligations
against which the credit could be applied include a carbon charge, emission charge
or any other tax or government fee obligation related to climate change.

Considerations include:
could result in industry meeting reduction commitments at lower cost;
flexibility provided by trading could allow participants to achieve reduction

commitments at least-cost and trading would provide a monetary incentive to
participants;
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credits could be created before the exact nature of the financial obligation is
known (banking of credits would be required);

requires more sophisticated quantification, verification and tracking infrastructure
and trading infrastructure (if trading allowed);

regulatory changes (and possibly new enabling legislation) could be required,;
credits could be earned from activity undertaken in the past;

credits could be used in a transitional manner (e.g., credits could be accepted as
an alternative to paying a carbon tax);

credits could provide an exemption to paying an environmental charge

higher development and transaction costs;

limits on the number and nature of credits accepted for this end-use may be
required;

may raise tax policy issues with respect to acceptance of past credits for payment
against a current tax obligation;

fiscal impact (consistency with the user pay principle).

45 CREDIT BUDGET

45.1 Introduction

A system that credits verified emission reductions must have a source against which
the credits are applied (i.e., a source to debit)**. The source of the debit is a function
of the use against which the credit is applied. For example, if the use is a regulatory
obligation, then the source of the debit could be an emission reduction requirement —
e.g., a one tonne emission reduction credit can be converted to a one tonne emission
reduction permit. It need not, however, be a one-to-one conversion. Alternatively, if
the credit can be cashed-in for a financial incentive, then the source of the debit is
governments’ budgets, private sector funds or a combination of both.

Since crediting early action necessitates debiting a source, the issue is whether there
should be a limitation on the total amount of early action credits - a credit for early
action budget, and if yes, how much?

At the October 1998 JMM, Ministers instructed the Table to consider “allocating a
realistic credit budget for early action”.
4.5.2 Credit Use Scenarios

There would appear to be three basic credit use scenarios under which setting a
budget for early action could be considered:

21 If the use of the credit is some form of recognition, there is no need for a debit source.
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one that assumes the credit will be used against a future regulatory obligation;
one that assumes the credit will be cashed-in in the future for a financial incentive;
and

one that assumes the credit can be exchanged for an immediate financial
incentive (e.g., credit can be cashed-in for guaranteed price).

Within the first scenario, the options are:
set no limit on the amount of credits that can be issued and ultimately converted,
22? a limit on the amount of credits that can be issued and/or restrict the timing of
their conversion or use.

Similarly, within the second and third scenarios the options are:
set a limit on the amount of credits that can be issued and/or the total financial

budget for the incentive; and
set no limits,

(1) Future Regulatory Obligation

The advantages and disadvantages of setting a credit for early action budget within
the context of a future regulatory obligation are best examined relative to the
provisions of the Kyoto Protocol.

The Kyoto Protocol assigns to each developed country a fixed greenhouse gas
emissions limit to be used in the first commitment period. Canada'’s total allowed
emissions for the period 2008 to 2012 is 2825 Mt (94% of 601 Mt times 5). Except
for the Clean Development Mechanism, which rewards projects in developing
countries, and perhaps afforestation provisions, the treaty at present does not
provide credit for emissions reductions that occur before 2008-2012. Therefore, with
these exceptions, a domestic program seeking to reward early actions through use
against Canada’s Kyoto obligation would need to provide these credits out of its first
(or subsequent) commitment period allocations. CDM credits, in contrast, are
bankable and so expand the allocation. Should Joint Implementation or afforestation
projects become creditable prior to the commitment period, these would also
augment Canada’s allocation.

Without a limit there is a risk that an ambitious credit system would consume a major
portion of Canada’s commitment allocation. In addition, non-participants could be
required to undertake much deeper emission reductions during the commitment
period to ensure that Canada reached its reduction target. The latter would depend
on the extent to which early actions are “real” and actually bend Canada’s business-
as-usual emission trend towards the Kyoto target.
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To minimize this risk, and to ensure that enough credits are left for those who do not
take early action, some of the U.S. proposals include limits on the number of credits
set aside for early reductions. For example, several propose a 5% limit on the U.S.
first period allocation. Applied to Canada’s first commitment period allocation, this
would mean a total credit budget of 141 Mt.

The disadvantage of setting a credit budget in this context is that the uptake may
exceed the budget, necessitating a means of allocating the credits. One option
would be to allocate the credits on a first-come/first-serve basis to reward entities that
pursue early reductions more aggressively. However, this may not provide entities
considering investment in emission reductions much certainty that their future
emission reductions will have any value. Another option would be a pro rata
allocation. If at the dissolution of the early action system the total amount of credits
exceeds the budget, all credit holders would have their credits reduced on a pro-rata
basis. In other words, credits would be discounted.

Another approach to incent early action, as well as determine its feasibility, would be
to have governments procure a finite amount of allowances internationally to support
a CEA program (see section 4.1.4). Many suggest that this has the advantage of not
“mortgaging the future” that taking an allocation from the 2008 -2012 period or
beyond would do.

Another approach altogether is to allow credit holders access to allocations beyond
the first commitment period, effectively increasing the size of the credit budget. While
this use is more uncertain for investors, it may be preferable to a discounted credit for
use in the first commitment period.

(2) Future Financial Incentive

Credit holders could cash in their credits in the future for a financial incentive (e.qg.,
fixed price per credit; offset against a carbon charge per tonne). Without a limit,
governments expose themselves to a potentially major financial liability. For
example, if governments were to guarantee a price based on the cost of reducing a
tonne of greenhouse gas emissions, the financial liability could range from $1.4
billion and $4.2 billion.?> Conversely, a limit may imply some discounting of credits in
the future should the uptake exceed the budget

% This is based on an average cost of between $10 and $30 per tonne and a total emission budget of
141 Mt.
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(3) Immediate Financial Incentive

An immediate financial incentive could be offered, for example, the purchase of
credits at a fixed price per tonne. Setting aside a budget to provide an immediate
financial incentive could accelerate investments in greenhouse gas reductions
beyond what might be achieved by an as-yet-to-be determined future credit use,
depending on the level of the financial incentive. The Table has not undertaken any
analysis of what reductions could be achieved with alternative incentives and,
therefore, what might be a reasonable budget.
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5.0 CONCLUSIONS AND THE PATH FORWARD

The Table has made progress towards helping the Joint Energy and Environment
Ministers meet their goal “to establish a credit for early action system in Canada by
early 1999”. The Table has a sound understanding of the important building blocks
needed for such a system and has reached a number of conclusions with respect to
some elements of a system and how they should fit together. In particular:

baseline protection is important for removing a disincentive for early action but is
insufficient to the meet the goals of the credit for early action system;

the system should include the six greenhouse gases in the Kyoto Protocol from
the outset of the system although the means of including them should be reviewed
as the specific rules for implementation are developed;

there should be no restrictions on participation of entities in the system although
this should be reviewed as the detailed rules for implementation are developed;
in principle, all sinks should be included but issues of definition and
methodologies will need to be resolved (and will need to be consistent with
international rules and methodologies);

in principle, emission reductions from both direct and indirect actions should be
eligible although clearer definitions are required and issues such as ownership
and double-counting need to be addressed with respect to the indirect
emissions;

in principle, avoided emissions associated with incremental renewable energy
flows should be eligible for credit in order to recognize their GHG emissions
reduction potential; CDM and JI reductions should be included in the CEA system
although further work is needed on implementation;

reductions since 1990 should be recognized in some fashion within the credit for
early action system;

a CEA system can accommodate project, facility and entity level baselines; and
a bounty system may have a role in the credit for early action system.

Further, the Table has identified a number of fundamental policy issues that require
resolution by governments before a credit for early action system can be fully
operational. In particular:

the approach to providing baseline protection;

the precise treatment of past actions relative to future actions, both in terms of
baseline protection and credits;

the level of rigour of the credit creation process;

the use of credits (i.e., the use of credits will determine the level of greenhouse
gas reductions and the level of incentive in the system).

Efficiency and cost effectiveness are key considerations in how and when

governments will want to make decisions on “credit”. There could be some merit in
delaying decisions on implementing a CEA system until other possible measures
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(which could prove more cost-effective) are reviewed as part of the national climate
change strategy.

Given the complexity and sensitivity of the issues, particularly regarding credit
creation,?® the Table is of the view that there are two possible paths forward:

an incremental, early-start approach; and
a more comprehensive but slower approach.

The system could be built incrementally - for example put in place within the next six
months but evolving over the next year or two. The system could begin with:

the discussion and negotiation of an initial set of rules with respect to credit
creation, perhaps beginning with a narrow scope and coverage (e.g., including
only the large-CO2 emitting sectors);

possibly some rules with respect to baseline protection; and

some of the infrastructure necessary for the administration of the system (e.g.,
registry, reporting, verification, certification).

Some Table members maintained that the fundamental policy issues must be
resolved before decisions are made on credit.

The Table considered the nature of the various policy and design issues and the
timing of decisions that would be needed to move forward using an incremental, early
start approach. For example, a sub-group of the Table proposed that governments
should work towards having an operational CEA Office in place this year by focusing
on decisions in three areas:

preparing a “Founding Charter” that would outline the roles and responsibilities of
the Office and its institutions and would provide the technical and policy
framework that would guide the CEA Office. Critical elements such as baseline
protection, credit creation mechanisms, credit budget and end-use would need to
be addressed;

ensuring that the CEA Office and its institutions have the authorities and
resources to fulfill these roles and responsibilities; and

developing an initial set of more detailed operational rules based on the
Foundation Charter

Some participants felt strongly that either the existing VCR, Ecogeste or a new store
front registry needs to be given priority consideration as a means to begin the
process of formalizing data collection regarding actions that could provide emissions
reduction. This “preliminary” certainty to factor into investment decision-making as it
relates to energy efficiency and GHG reduction would be a useful first step.

% The Table recognizes that the issue of credit use must be resolved within the broader context of the
overall National Implementation Strategy for Climate Change.

page 35



Credit for Early Action Table Report May 1999

Alternatively, a slower and more comprehensive approach could be adopted.
Basically, decisions with respect to credit creation (baseline methodologies) would
be taken on an integrated basis in order to ensure greater consistency and fairness
in the treatment of participants and non-participants.

Although there was considerable support for a incremental, early-start approach there
was no consensus at the Table. While most members recognized the importance of
having a credit for early action system in place as “early” as possible, there were
concerns that policy and design decisions taken now could prejudice future decisions
and potentially undermine the effectiveness of the system.
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Annex A - Credit for Early Action Table terms of
Reference

Credit for Early Action Table
Terms of Reference

Mandate

The table has been directed by JMM to design options for an early credit system for
Canada, to be in place by early 1999.

Background/Status

Credit for early action has been identified as a key issue in building momentum for the
achievement of Canada' s GHG reduction commitments. This was a clear message arising
from the Canada-US emission trading workshop held in VVancouver on

March 17, 1998.

Early action becomes a more attractive investment when stakehol ders are confident that

delaying action to reduce emissonsis not advantageous. Industry wants a clear signd to

that effect. By encouraging early action, Canadds ability to meset its obligations under the
Kyoto agreement is facilitated.

JMM agreed that Canadians must be encouraged to increase their voluntary reductions of
greenhouse gas emissons well in advance of the period described in the Kyoto Protocol.

JMM dso recognized that many sectors of the Canadian economy will be more likely to
undertake voluntary emission reductions today if they are assured that those actions will
be credited againg any future obligations. The credited reductions must be measurable
and verifiable and credited againgt future obligations.

Composition

See annex B.

Outputs/Deliverables

The table will prepare areport on design options in advance of IMM. The report will

examine, among other things, the following issues: definitions, start deates; banking;
basdlines, offsets; reporting; and verification.
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The table will draw on the experience of the two Canadian pilots -- the Greenhouse Gas
Emission Reduction Trading (GERT) Filot and the Filot Emissons Reduction Trading
(PERT) Project.

The table will dso draw on the [1SD draft Foundation Paper. 1t will review the Paper
and determine if it wishesto adopt it.

The table will gather inteligence on related developmentsin the U.S. and assess
implications for Canada.

Information Gathering, Research, Analysis & Consultation - June to Sept.

A preliminary report will be prepared to the Nationd Secretariat as input to the next
JMM (in thefdl of 1998).

In December 1998 a Find Report will be prepared to the Nationa Secretariat, as input
to Energy and Environment Ministers, on how to set up credit for early action system.
The purpose isto ensure that asystem isin place by early 1999.
Linkages
Thistable will link with the Internationad Emissions Trading Table
A gtrong linkage will be established with the Voluntary Chdlenge and Registry
Reporting Relationship
First meeting of table early June:

- Finalize the mandate/Establish initial rules of procedure

- Finalize workplan, including necessary consultants for discrete
work/research

- Prepare a budget
- Set an initial timetable for meetings

Co-Chairs will submit proposa to NAICC-CC/National Secretariat for final approva
within three weeks of the first table mesting.

Co-Chairs will provide, as required, status reports to the NAICC on the progress of the
work of the table, and ongoing work related to the early action issue.
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Annex B - Credit for Early Action Table Membership

CREDIT FOR EARLY ACTION TABLE - TIER 1 MEMBERS AND ALTERNATES

April 26, 1999
NAME TITLE ADDRESS CONTACT INFORMATION
[Alternate]

(CO-CHAIR) Environment Canada 10 Wellington Street E-MAIL: stephen.mcclellan@ec.gc.ca

Mr. Stephen McClellan Economic and Regulatory Affairs Hull, Quebec FAX: 819-953-5916
Director General K1A OH3 PHONE: 819-956-4736

(CO- CHAIR) Vice-President, Box 1900, Station M E-MAIL: bob_page@transalta.com

Mr. Bob Page Sustainable Development 110-12th Avenue S.W FAX: 403-267-7252

Transalta

Calgary, Alberta
T2P 2M1

PHONE: 403-267-4774

Mr. Warren Bell

[Shelly Murphy]

Manager, Climate Change
Air Resources Branch

Ministry of Environment, Lands and

Parks

P.O Box 9341 Stn Prov Govt
3rd Floor 2975 Jutland Rd
Victoria, BC

V8W 9M1

E-MAIL: wbell@epdivl.env.gov.bc.ca
FAX: 250-356-7197
PHONE: 250-387-4773

Mr. Tim Blake

Vice-president and Director
First Marathon Security LTD

Exchange Tower

21st Canadian Place Suite 3100
PO Box 21

Toronto, Ontario

M5X 1J9

E-MAIL: Tblake @fmarathon.com
FAX: 416-869-6795
PHONE: 416-869-8840

Mr. Bob Cornelius
replaces Terrence Stopps

Senior Indutrial Specialist
Ontario Ministry of Environment

135 St. Clair Ave. W., 11" floor
Toronto, Ontario.

E-MAIL: cornelbo@ene.gov.on.ca
FAX: 416-314-3924
PHONE:

Water Policy Branch M4V 1P5 416-314-4195

Mr. J. Desmond Cousens | Senior Scientist PO Box 910 E-MAIL: des.cousens@nspower.ns.ca
Nova Scotia Power Halifax, Nova Scotia FAX: 902-428-6749
Environmental Policy & Programs  |B3J 2W5 PHONE: 902-428-6182

Mr. André Couture

Ministere de I'Environnement et de

la Faune, Direction de la politiques

du secteur industriel, Charge du

developpement strategique, Service

de la qualite de I'atmosphere

675, Boul. Rene Levesque Est,
9ieme etage, Boite 71
Quebec, Quebec

G1R 5V7

E-MAIL: andre.couture@mef.gouv.qc.ca
FAX: 418-646-0001
PHONE: 418-521-3950 #4976
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NAME
[Alternate]

TITLE

ADDRESS

CONTACT INFORMATION

Mr. John Dillon

Senior Associate and Legal Council
Policy and Legal Council

Bus. Council on National
Issues(BCNI)

806 - 90 Sparks Street
Ottawa, Ontario
K1P 5B4

E-MAIL: dillon@bcni.com
FAX: 613-236-8679
PHONE: 613-238-3727

Ms. Aldyen Donnelly

[Brian Williamson]

GEMCo

1965 West, 4th Ave.
Suite 101
Vancouver, B.C.
V6J 1M8

E-MAIL: aldyen@mindlink.bc.ca

FAX: 604-731-4664

PHONE: 604-878-3658 (voice)
604-731-4666

Mr. Andre Duchesne

President and General Manager
Quebec Forest Industries

1200 St-Germain-Des-Pres, Suite 102
Sainte-Foy, Quebec

E-MAIL: aduchesn@srig.qc.ca
FAX: 418-651-4622

[Pierre Vezina] Association G1V 3M7 PHONE: 418-651-9352
Mr. Charles Ferguson Vice President, Inco Limited 145 King Street West E-MAIL: cferguson@toronto.incoltd.com
Suite 1500 FAX: 416-361-7864
Toronto, Ontario PHONE: 416-361-7860
M5H 4B7
Mr. Bob Flemington President VCR Inc. 170 Laurier Ave. West E-MAIL: rflemington@vcr-mvr.ca
Voluntary Challenge and Registry Suite 600 FAX: 613-565-5743
[Brian Rawson] Inc. Ottawa, Ontario PHONE: 613-565-5151
K1P 5V5

Mr. Luc Gagnon

Environmental Management Unit
Hydro Quebec

75 René Lévesque West, 19th Floor
Montreal, Quebec
H2Z 1A4

E-MAIL: gagnon.luc@hydro.gc.ca
FAX: 514-289-4977
PHONE: 514-289-2211 ext. 4948

Mr. Fred Gallagher

[Jason Edworthy]

Managing Director
Vision Quest Windelectric Inc.

Suite 100, 3553 - 31 St. Street NW
Calgary, Alberta
T2L 2K7

E-MAIL: ceedfmg@greenenergy.com
FAX:

PHONE: 403-686-1485

Mr. Robert Hornung

Climate Change Program Director
The Pembina Institute

124 O’'Connor St. Suite 505
Ottawa, Ontario.
K1P 5M9

E-MAIL: roberth@pembina.org
FAX: 613-235-8118
PHONE: 613-235-6288

Mr. Phil Jessup

ICLEI

City Hall, East Tower, 8th Floor
Toronto, Ontario
M5H 2N2

E-MAIL: pjessup@iclei.org
FAX: 416-392-1478
PHONE: 416-392-1462

Ms. Sue Kirby

[Eric Landry]

Director General

Energy Policy Branch, Energy
Sector

Natural Resources Canada

19 Floor, 580 Booth Street
Ottawa, Ontario
K1A OE4

E-MAIL: skirby@nrcan.gc.ca
FAX: 613-996-5943
PHONE: 613-996-7669
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NAME
[Alternate]

TITLE

ADDRESS

CONTACT INFORMATION

Mr. Gordon Lambert

Suncor Energy Inc.

PO box 38
112-4th Ave. SW
Calgary, Alberta
T2P 2V5

E-MAIL: glambert@suncor.com
FAX: 403-269-6271
PHONE: 403-269-8720

Ms. Leah Lawrence

TransCanada Pipelines

111 - 5" Avenue S.W.
Calgary, Alberta
T2P 3Y6

E-MAIL: leah.lawrence@pipe.nova.ca
FAX: 403-267-3278
PHONE: 403-267-8934

Mr. Eric Lawton

Sr. Advisor, Energy Policy Branch
Ontario Ministry of Energy, Science
and Technology

880 Bay Street, 3rd floor
Toronto, Ontario
M7A 2C1

E-MAIL: lawtoner@est.gov.on.ca
FAX: 416-325-7023
PHONE: 416-325-6852

Mr. Jean-Francois President 800 Sherbrooke, Local 218 E-MAIL: jflefebvre@grame.qc.ca
Lefebvre Groupe de Recherche appliqué en |Lachine, Quebec FAX: 514-634-7204
macroecologie GRAME H8F 1H2 PHONE: 514-639-4132 or 634-7205
Mr. Michel Lesueur MRN-Que 5700 - 4e Avenue Ouest E-MAIL: michel.lesueur@mrn.gouv.qc.ca
Local A-405 FAX: 418-643-8337
Charlesbourg, Quebec PHONE: 418-627-8380

G1H 6R1

Mr. Don MacDonald

Alberta Department of Energy

9945 - 108 Street, 5 Floor

E-MAIL: don.macdonald@gov.ab.ca

North Petroleum Plaza FAX: 403-427-2278
[Grant Hilsenger] Edmonton, Alberta PHONE: 403-422-7872
T5K 2G6
Mr. Rob Milne Enbridge Consumers Gas P.O Box 650 E-MAIL: robert.milne@cgc.enbridge.com

Scarborough Ontario
M1K 5E3

FAX: 416-498-2980

PHONE: Secretary: Bev McKay
416-498-2952
416-498-2978

Mr. Ron Nielsen

Director, Air Program

12 Madison Avenue

E-MAIL: rnielsen@web.net

Pollution Probe Toronto, Ontario FAX: 416-926-1601
M5R 2S1 PHONE: 416-926-1907
Mr. Joel Nodelman Manager, Sustainable Development [10065 Jasper Ave. E-MAIL: jnodelma@edpower.com
EPCOR Edmonton, Alberta FAX: 403-412-3346
[Anna Tupper] T5J 3B1 PHONE: 403-412-3487
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[Alternate]

TITLE

ADDRESS

CONTACT INFORMATION

Mr. Steve Pomper

Alcan Aluminum

1188, Sherbrooke St. W.

E-MAIL: steven_pomper@alcan.com

Montreal, Quebec FAX: 514-848-1502

H3A 2G2 PHONE: 514-848-8200

Mr. Andy Pool Coordinator, Environmental Affairs PO Box 2850 E-MAIL: andrew_pool@pcp.ca
PanCanadian Petroleum Ltd. Calgary, Alberta FAX: 403-290-2440

T2P 2S5 PHONE: 403-290-2083

Mr. Mark W. Potter

[Jean Francois Tramblay]

Senior Economist
Economic Development and
Corporate Finance
Department of Finance

L'esplanade Laurier, 12th floor, East Tower
140 O'Connor Street

Ottawa, Ontario

K1A 0G5

E-MAIL: potter.mark@fin.gc.ca
FAX: 613-992-3648
PHONE: 613-992-6516

Mr. John Roberts

Vice-President, Environment
Noranda Forest Inc.

Suite 4500, PO Box 7, Royal Trust Tower,
Toronto Dominion Center

Toronto, Ontario

M5K 1A1

E-MAIL: robertsj@norandaforest.com
FAX: 416-982-7396
PHONE: 416-982-7225

Mr. Chris Rolfe

WestCost Environmental Law

1001 - 207 West Hastings St.

E-MAIL: crolfe@wcel.org

Assoc. Vancouver, B.C. FAX: 604-684-1312
V6B 1H7 PHONE: 604-684-7378
Mr. Peter Sol Environment Canada 10 Wellington E-MAIL: peter.sol@capp.ca
Economic and Regulatory Affairs Hull, Quebec FAX: 819-997-0709
Policy Manager K1A OH3 PHONE: 819-994-4484
Mr. Bryan W. Swift Manager Government Relations 1908 Colonel Sam Drive E-MAIL: LNCAHUB.vz4cnb@gmeds.com
Corporate Affairs General Motors of |Oshawa, Ontario FAX: 905-644-3830
[Jim Lanigan] Canada Limited. L1H 8P7 PHONE: 905-644-1996
Mr. Robert Tessier President et Chef de la direction du |1717Rue Du Havre E-MAIL: rotessier@gazmet.com
Gaz Metropolitain Montreal, Quebec FAX: 514-598-3725
replaced by Faye Roberts] H2K 2X3 PHONE: 514-598-3735
Mr. Christian Van Houtte |President 1010 Sherbrooke Street West E-MAIL: associa@aluminium.qgc.ca
Aluminium Association of Canada |Suite 1600 FAX: 514-288-0944
Montreal, Quebec PHONE: 514-288-4842
H3A 2R7

Mr. Pierre Vezina

Quebec Forest Industries
Association

1200 St-Germain-Des-Pres, Suite 102
Sainte-Foy, Quebec
G1lvV 3M7

E-MAIL: p_vezina@rig.qc.ca
FAX: 418-651-4622
PHONE: 418-651-9352
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[Alternate]

TITLE

ADDRESS

CONTACT INFORMATION

Mr. George Walczak

[Gerry Finn

Nova Chemicals Ltd.

Parkwest II, Suite 200
2000 Cliffmine Road
Pittsburgh, PA

15275

E-MAIL: walczaga@novachem.com
FAX: 412-490-4002
PHONE: 412-490-4062

Mr. Gary Webster

Cdn. Assoc. Petroleum Producers

2100, 350 - 7th Avenue SW

E-MAIL: webster@capp.ca

Calgary, Alberta FAX: 403-266-3214
T2P 3N9 PHONE: 403-267-1146
Mr. Richard Williams Westcoast 1333 West Georgia E-MAIL: rwilliams@wei.org
Vancouver, BC FAX: 604-691-5166
V6E 3K9 PHONE: 604-488-8000
Environment Canada Credit for Early Action Secretariat
Ms. Judith Hull Environment Canada 10 Wellington E-MAIL: judith.hull@ec.gc.ca
Policy and Communications Hull, Quebec FAX: 819-997-2769
Senior Economist K1A OH3 PHONE: 819-953-4282
Mr. Peter Sol Environment Canada 10 Wellington E-MAIL: peter.sol@ec.gc.ca
Economic and Regulatory Affairs Hull, Quebec FAX: 819-997-0709
Policy Manager K1A OH3 PHONE: 819-994-4484
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CREDIT FOR EARLY ACTION TABLE - TIER 2 MEMBERS

Name

Affiliation

Address

Contact Information

Mr. Jean-Luc Allard

vice-president
SNC-Lavelin Environment Inc.

2271 Fernand-Lafontaine Blvd.
Longueil, Quebec
JAG 2R7

E-MAIL: allaj@snc-lavalin.com
FAX: 450-651-0885
PHONE: 450-442-8809

M. Gerald Audet

Ministére de l'industrie, du Commerce,
de la Science et de la Technologie

710 Place d'Youville
Quebec, Qc GI1R 4Y4

E-MAIL: gerald.audet@micst.gouv.gc.ca
FAX: 418-643-6669
PHONE: 418-691-8022

Mr. Tim Blake

Vice-President and Director
First Marathon Security Ltd.

Exchange Tower

21% Canadian Place, Suite 3100
P.O. Box 21

Toronto, ON M5X 1J9

E-MAIL: tblake@fmarathon.com
FAX: 416- 869-6795
PHONE: 416-869-8840

Ms. Ellen Burack

Climate Change Secretariat

55 Murray Street, Suite 600
Ottawa, Ontario K1N 5M3

E-MAIL: Ellen.Burack@ccs.gc.ca
FAX: 613-943-2694/5
PHONE 613-943-2685

Ms. Nancy J. Coulas

Director, Environmental Policy

1 Nicholas Street, Suite 1500

E-MAIL: nancy_coulas@the-alliance.com

Alliance of Manufacturers & Exporters Ottawa, Ontario FAX: 613-563-9218
Canada K1N 7B7 PHONE: 613-238-8888 ext.234
Mr. Charles Ferguson | Vice-President, Inco Limited 145 King Street West E-MAIL: cferguson@toronto.incoltd.com
Suite 1500 FAX: 416-361-7864
Toronto,ON M5H 4B7 PHONE: 416-361-7860

Mr. Ted Ferguson

Economic & Policy Analyst
Canadian CDM&JI Office

Climate Change & Energy Branch
Dept. of Foreign Affairs & Int'l Trade

Lester B. Pearson Bldg.
Tower B - 4" Floor

125 Sussex Drive
Ottawa,ON K1A 0G2

E-MAIL: ted.ferguson@dfait-maeci.gc.ca
FAX: 613-944-0064
PHONE: 613-944-0613

Mr. Gerry Finn

Vice President,
Government and Industry Relations
NOVA Chemicals Ltd.

645-7th Ave. SW
Calgary, Alberta
T2P 4G8

E-MAIL: finngj@novachem.com
FAX: 403-750-4832
PHONE:  403- 750-3223

Mr. Fred Gallagher

Managing Director
VisionQuest Windelectric Inc.

Suite 100, 3553 - 31 Street N.W.
Calgary, AB T2L 2K7

E-MAIL: ceedfmg@greenenergy.com
FAX: 403-686-0087
PHONE:  403-686-1485

Mr. Rick Gilbert

Bowater

PO Box1150
Liverpool, Nova Scotia
BOY1KO

E-MAIL: gilbertrg@bowinc.com
FAX: 902-354-2271
PHONE: 902-354-3411
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Affiliation

Address

Contact Information

Mr. Brian Jantzi,
C.Chem.

Manager, Emission Trading
Ontario Hyrdo Generation Company

700 University Avenue H15-A4
Toronto, Ontario
M5G 1X6

E-MAIL: brian.jantzi@hydro.on.ca
FAX: 416-592-4841
PHONE: 416-592-5417

Mr. Phil Jessup ICLEI City Hall, East Tower, 8" Floor E-MAIL: pjessup@iclei.org
Toronto, ON M5H 2N2 FAX: 416-392-1478
PHONE: 416-392-1462

Mr. Jim Leslie IISD 1167 Kensington Cres.NW E-MAIL: jim_leslie@transalta.com

Suite 310

FAX: 403-543-7232

Calgary, Alberta PHONE: 403-543-7233
T2N 1X7
Mr. Rob Macintosh Policy Director Box 7558 E-MAIL: rmac@piad.ab.ca

The Pembina Institute

Drayton Valley, AB T7A 1S7

FAX: 780-542-6464
PHONE: 780-542-6272

Prof. Keith Newton

Director of CRUISE

School of Public Administration
1005 Dunton Tower

Carleton University

1125 Coloney By Drive

Ottawa, Ontario

K1S 5B6

E-MAIL: keith_newton@carleton.ca
FAX: 613-520-2551
PHONE: 613-520-2600 ext.2641

Mr. Allan Shaw

NOTE: Removed as per his request

Mr. Dave Seymour

Chair, BOMA

106 Colonnade Road

E-MAIL: tescor-ottawa@sympatico.ca

Environmental Energy Committee Suite 200 FAX: 613-224-3726
Nepean, Ontario PHONE: 613-224-7500
K2E 7L6
Mr. Hugh Sprague Stelco Hilton Works PO Box 2030 E-MAIL: carolyn_barnes@Dofasco.ca
Hamilton, Ontario (his secretary’s e-mail)
L8N 3T1 FAX: 904-308-7040

PHONE: 904-527-8335 ext.3846

Mr. Satender Singh

Department of Foreign Affairs and
International Trade
Environment Division (AGE)

125 Sussex Drive
Ottawa, Ontario
K1A 0G2

E-MAIL: satender.Singh@extott15.x400.gc.ca
FAX: 613-944-0064
PHONE: 613-944-1455

Mr. Robert Tessier

President et Chef de la direction
du Gaz Metropolitain

1717 rue Du Havre
Montreal, PQ H2K 2X3

E-MAIL: rotessier@gazmet.com
FAX: 514-598-3725
PHONE: 514-598-3735
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GLOSSARY

Action

Allocation

Allowance

Anthropogenic

Audit

Bank

Baseline®

Budget

Commodity

Compliant

Credit *

Annex C -

An identifiable measure or combination of measures, the
implementation of which results in reduced emissions.

A government-issued or agreed emission limit.

The most common unit of measurement, or currency, in
an allocation system. Quota.

Caused or produced by humans.

Third party evaluation, typically of an operating report or
performance claim, undertaken by a qualified
professional.

Save or set aside for future use.

In the context of credit creation, the level of emissions
beyond which reductions must occur for a credit to be

created.

An emissions limit, whether it applies to a Party,
individual or legal entity.

Tradable good that is valued in the marketplace on the
basis of its end-use and independent of the process by
which, where or by whom it is created.

Operating within the parameters specified in prescriptive

regulation, by contract or by legally enforceable covenant.

The certificate representing either GHG emission
reductions beyond a baseline or the implementation of
actions, and designated by government as having a
future use.

 Baseline, in the context of baseline protection, refers to the level of emissions that may be used in
the allocation of future reduction obligations.
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Currency

Early

Eligible
Emission
Entity

Evaluation

Greenhouse
Gas (GHG)

Measurable

Party

Protocol

Quota

Reduction

Certificate or system for creating certificates, enabling
cross-commodity trading and valuation. Certificates with
same face values may be valued differently in the
marketplace, depending on how, where, when and by
whom they were created.

Beginning January 1, 1990 until dissolution of the
system.

Qualified against a specific set of criteria.
Discharge to the environment.
An individual or corporation.

Comparison of planned and actual performance of a
strategy, program, system, etc.

Any gas substance that is the subject of the Framework
Convention on Climate Change and related protocols,
treaties, agreements and instruments. For the first
commitment period this includes any one of the following
six gases or families of gases: carbon dioxide (CO,),
methane (CH,), nitrous oxides (N,O), hydrofluorocarbons
(HFCs), perfluorocarbons (PFCs), sulphur hexafluoride
(SFe).

Can be actually and accurately tracked or can be
estimated according to a protocol that is generally
agreed to produce reliable information about changes in
emissions levels and/or rates.

Nation that has ratified the Framework Convention on
Climate Change.

Agreed and published standard method for measuring,
verifying and/or reporting emissions reductions in order
to attract credit for early actions.

Limited right to produce or consume a commodity.
Any decrease in GHG emissions resulting from an

action, measured in metric tonnes of CO, equivalent
using global warming potential accepted by the IPCC.
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Registry

Strategy

System

Trade

Verify

Voluntary

Record of unique ownership of assets or rights. The
record could also include any charges against, limits on
use or any other notable characteristics of the assets or
rights that might effect their market value.

An a priori chosen configuration of principles, goals,
means or ways to do things. An overall strategy governs
detailed decisions made in program design.

A compilation of the organization, structure,
responsibilities, practices, procedures, processes and
resources required for developing, implementing,
reviewing and maintaining the goals of credit for early
action.

Ownership transfer, whether what is transferred is a
commaodity, right or currency.

Determine, after the fact, and often on a third party basis,
that a reported result has been achieved.

Participation is not legally required.
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Annex D - Summaries of CEA Contract Studies

Survey of Credit for Early Action Systems Outside Canada,
prepared for the Credit for Early Action Table by Ellen F. Battle Consulting,
November 1998.

The objective of the report is to provide the Credit for Early Action Table with
information on early action initiatives to reduce greenhouse gas emissions that are
existing or proposed in other jurisdictions.

Volume 1 provides some background information on the concept of early action
incentives and the rationale for providing such incentives. A short description and
analysis of individual CEA proposals and programs in the United States, including
the proposals by the CAST First Movers Coalition, the Centre for Clean Air Policy,
the Environmental Defense Fund, and Resources for the Future, among others, is
included. The principal elements in the design of early action initiatives/programs are
then summarized and discussed. Finally, the author outlines some lessons learned
from these initiatives that may be of use in the design of a Canadian early crediting
system.

A complete list of the reference material used during the course of the contract work
and a list of contacts for the U.S. proposals/programs is provided.

Volume 2 of the report provides more detailed information on nine U.S. proposals
and other CEA work.

Linking a Credit for Early Action System to the National GHG Inventory,
prepared for the Credit for Early Action Issue Table by D. Cope Enterprises,
November 1998

The objective of the report is to evaluate the potential linkages between a credit for
early action system and the National Greenhouse Gas Inventory (NGHGI). It may be
important, for example to ensure the emission factors (plus the process and fuel use
parameters) used by industries are the same as those employed to produce the
NGHGI estimates. In addition it may be necessary to combine emissions reductions
data from individual facility/sector operations in a early crediting system with the
NGHGI in order to judge progress toward reaching Canada’s GHG target.

The structure of the NGHGI is outlined and the content of the NGHGI, including the
source of the data used to create the inventory and the method used to compile the
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data (basically atop down, or aggregated approach), are summarized. Different
types of potential CEA systems are outlined and approaches (usually bottom up
approaches) that could be used to calculate emissions for specific facilities and to
combine these data to determine local, regional, provincial or national inventory
information, are assessed.

Through this research, the key elements in the NGHGI system that could serve as a
link from the industries, through the CEA system, to the national inventory are
identified. In addition, potential barriers to linking the reductions achieved in a system
of early crediting with the national inventory and some steps to overcome these
barriers are discussed.

Quantifying Greenhouse Gas Reductions,
prepared for the Credit for Early Action Issue Table by Price Waterhouse
Coopers, November 1998

The objective of this research is to analyze the existing record of greenhouse gas
reductions in order to identify potential “early credit” claims.

The report deals only with the time period 1990-1998; no projections beyond 1998
are made. A sample of results from the Voluntary Challenge and Registry database
and from the 20% Club are extrapolated to generate the estimates.

The estimate of 31.8 million tonnes of CO,E potential “early credit” claims was
obtained by comparing the reporting year of 1996/97 with the 1990 base year - 21.4
million tonnes from the VCR records and 10.4 million tonnes from the 20% Club.
Calculated cumulatively, year over year for the period 1990 to 1997, the reductions
equaled 83.2 million tonnes of CO,E - 46.8 million tonnes from VCR records and
35.3 million tonnes from the 20% Club.

The many factors that could result in these reductions being over/under estimated,

are identified and discussed. Special attention is paid to the rigor of the reporting
(i.e., the probability the claims could be verified through audit).
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