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CDM REFORM

There is no doubt that the continued success of the CDM and the entire compliance system of the KP depends on the implementation of reforms, both short term and long term.  I believe that many of the long term reforms that will be required if the CDM is to continue post-2012, can and must be initiated now.

What’s working in the CDM?

· Significant source of financing for GHG reduction projects

· Ability to grow further

· Framework to engage in socially responsible and sustainable investment

· Responds to expanding call for private sector involvement in climate change

· Capital flow to developing world

· Job creation and creation of new markets within developing countries

· Environmental benefits

What’s not working?

· Lack of access to capital and the transaction costs kill most projects and lack of understanding about what kinds of projects can work gets most of the rest.

· Making the PoA workable and affordable and available for large scale EE projects is key.

The reforms fall into three broad areas:

Environmental Integrity

· CDM must produce additional and real emissions: must address the real and even greater perceived problem of environmental additionality, now widely spoken of based on recent studies.
Procedural integrity

· The rules must be clear and applied in a transparent manner so they are in fact and are also perceived to be rational and fair.

Accessibility

· Inadequate capacity building at least in the case of Africa.

· Excessive costs must be reduced

· Energy efficiency programmatic approaches must be available and workable

I want to focus on Procedural Integrity. This is an area that is crying out for short and long term reform. The CDM today lacks fundamental Rule of Law principles – often referred to as Due Process protections. Now that we have a President in the US who understands,  believes in and is actually committed to these fundamental principles, I see little possibility that the US will sign on to a post-2012 agreement unless the CDM is reformed to address this fatal flaw. 
· This can and should be addressed starting now and MUST be addressed if there is any hope that the US will sign on to a post-2012 agreement.

· Transparency: 

· Participants must have an absolute right to unbiased decisions
· There should be a published code of ethics for EB members re: conflicts of interest which dictates when EB members must recuse themselves

· There must be a right to know the basis for EB decisions which should be in writing and available to all. Decisions must be based on specific rules and those rules must be interpreted in a consistent manner
· All EB meetings should be open

· There should be a right to be heard before the EB, possibly before decisions are made but certainly after adverse decisions are made

· There should be an absolute guarantee that private parties will be informed about deliberations affecting their projects 

· There must be an independent tribunal to which parties that feel they have been aggrieved by EB decisions have recourse.

· Predictability

· There needs to be more robust administrative procedures

· Written administrative rules regarding communication between EB members, panel members and project participants

· Clear rules and regulations that are codified, that is, once adopted, are published as a single evolving “code”. This code must serve as the basis for all EB decisions.
· Deal with The Doe Problem: Seems that DOE’s have been fairly traumatized by recent EB decisions and the lack of certainty surrounding post-2102. This has led to some very strange, unfair and irrational decisions by DOEs who are running scared of the EB. There needs to be more predictability and accountability for DOE’s.

· Interpretation of EB requirements and rules by DOE’s needs to be consistent and practical. There must be recourse if a DOE is uncertain about how a rule should be interpreted and recourse if a PP believes the rules are being misapplied.

· Methodologies should be streamlined: repeated calculations in same methodology, not cleaned up as revised. 

· Don’t require facts proved at validation to be reproved at verification (waste of time, adds expense)

· I believe that a codified body of authority (the rules) and the right for DOEs to be heard by the EB will help to give the DOEs the confidence to be consistent and not to be constantly moving the goalpost and trying to anticipate how the EB might change a previous interpretation of a requirement. Interpretations of these rules must be uniform, predictable but DOEs can’t do it alone
· Professionalize the CDM

· EB serves as a defacto regulatory body and must have incorporated into its procedures the necessary attributes of a regulatory body in order to maintain its credibility
· Full time EB members with the necessary technical qualifications, experience and time available to deal with the increasing demands and complexity of the job

· Professional. Full time panel members with adequate technical expertise and experience

· Adequate funding for both of these.

· EB decisions should be recorded, committed to writing. Help to address the lack of institutional memory as EB members rotate off.

· The US Perspective
· Skeptical about UN as legislative body to begin with. NEEDS TO BE OVERCOME
· Possibility for US buy in to reductions on order of 20-30%, but not achievable without offset mechanism which must be credible
· Perception in US that the CDM is flawed. Often based on lack of knowledge of the CDM. 
· Issue of absence of due process protections is real and will not go away. Federal and state constitutional due process guarantees that will now be respected once again

· RGGI likely to be protected and it currently includes possibility for linking to the CDM in a fashion if RGGI allowance price hits $10 (already close to $4 and programs began only 2 months ago- Obama recent Joint address to Congress and in the Budget call for Cap and Trade so current price expected to increase. Third RGGI auction today.

· Proposed US program:

· Additionality- US bills will be strict and require regulatory and environmental additionality but not be based on financial additionality

· EPA putting pressure on Congress to adopt climate bill

· Lisa Jackson, former NJ DEP head (RGGI advocate) now heading EPA
· Climate bill expected to cover 82-87% of US emitters

· Skepticism about offsets among US environmental groups but all major bills contain substantial role for offsets

· Projects starting price for allowances at $13-15 per ton

· Significantly longer time frame than KP – as far out as 2050?

· House bill promised by Memorial Day (end of May) (draft released in early April)
· Senate bill by end of year

· Stern, Bill Clinton KP negotiator, Hillary climate expert, says end of year a stretch

· McCain Lieberman will be part of the mix, bring Republicans along

