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FOREWORD

This document was prepared in 2002 at the request of the Annex | Expert Group on the United Nations
Framework Convention on Climate Change. The Annex | Expert Group oversees development of
analytical papers for the purpose of providing useful and timely input to the climate change negotiations.
These papers may also be useful to national policy makers and other decision-makers. In a collaborative
effort, authors work with the Annex | Expert Group to develop these papers. However, the papers do not
necessarily represent the views of the OECD or the IEA, nor are they intended to prejudge the views of
countries participating in the Annex | Expert Group. Rather, they are Secretariat information papers
intended to inform Member countries, as well asthe UNFCCC audience.

The Annex | Parties or countries referred to in this document refer to those listed in Annex | to the
UNFCCC (as amended at the 3 Conference of the Parties in December 1997): Australia, Austria,
Belarus, Belgium, Bulgaria, Canada, Croatia, Czech Republic, Denmark, the European Community,
Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Latvia, Liechtenstein,
Lithuania, Luxembourg, Monaco, Netherlands, New Zealand, Norway, Poland, Portugal, Romania,
Russian Federation, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine, United Kingdom of
Great Britain and Northern Ireland, and United States of America.  Where this document refers to
“countries” or “governments’ it is also intended to include “regional economic organisations’, if

appropriate.
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Part |.

Workshop Report

Executive Summary

The focus of this workshop was on ingtitutional issues and capacity building needs for the three types of
“national systems” to be set up under the Kyoto Protocol®: (1) emissions inventories; (2) national registries;
and (3) Joint Implementation (JI) and Emissions Trading (ET).

The workshop discussions identified recommended actions that national governments could take in order
to improve the institutional set-up for their "national systems'. It also outlined the links/similarities
between the different national systems and highlighted the need for long-term strategic planning by
governments. Finally, discussions identified capacity-building needs for each national system.

The workshop began by outlining the different requirements for national systems that need to be set up
under the United Nations' Framework Convention on Climate Change (UNFCCC) and the Kyoto Protocol
(KP), examining them from the perspective of countries with economiesin transition (EITS).

A number of cross-cutting themes emerged as conclusions:

» the European Union (EU) accession process plays an important role in shaping future environmental
performance in accession countries,

« dignificant differences exist between transition countries (some being able to meet their Kyoto target
easily, others not);

« awareness of the challenges at high management and political levels is essential to achieve the
ingtitutional changes and funding increases needed; and

* ensure that procedures designed to increase business interest in market mechanisms are quick, simple
and cheap to implement.

! The Kyoto Protocol refers to “national systems” for emissions inventories. However, systems - set up at a national
or regional level - for registries and in order to participate in J/ET will also need to be set up. This report refersto all
such institutional procedures and set-ups as “ national systems”.
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Background

As part of work done under the aegis of the Annex | Expert Group, the OECD, IEA and International
Emissions Trading Association (IETA) co-organised a workshop on "National systems for flexible
mechanisms: implementation issues with economiesin transition". The workshop took place in Szentendre,
Hungary on 13-15 May 2002 with Enno Harders (Germany) as Chair.

The focus of this workshop was on institutional issues and capacity building needs for the national systems
that need to be set up under the Kyoto Protocol in order to: (1) prepare emissions inventories; (2) set up
and maintain registries; and (3) participate in Joint Implementation and Emissions Trading. Participation
was broad, encompassing more than 100 participants, from 26 countries and regional organisations, with
representation by governments, business, industry, inter-governmental organisations, non-governmental
organisations and academia.

1. Introduction: key national systems for Kyoto Protocol
Implementation

Presentations in this session focused on why “national systems’ were needed, what the functions of such
systems would be and on the implementation context within the EITs.

In the context of this workshop, “national systems” refer to a broad set of procedures, institutions and legal
frameworks needed at the national level to participate in the flexible mechanisms (Joint |mplementation
and Emission Trading). This includes essentiadly four different, yet interrelated, systems. The first two
systems are monitoring and reporting systems that are required under the Kyoto Protocol: a national system
to prepare national greenhouse gas (GHG) inventories —which is the only system effectively mentioned in
the Marrakech Accords as a “national system”-, and the national registry. In addition, two other systems
are aso needed domestically to participate in the flexible mechanisms, although they are not required
under the Protocol, namely a domestic emission trading system and a domestic framework for Joint
Implementation.

Eligibility requirements to participate in the flexible mechanisms (JI and/or ET) are set out in the
Marrakech Accords. Minimum requirements for a country opting to participate in “track 2" JI only (i.e. to
issue and transfer ERUs) are to be a Party to the Kyoto Protocoal, to calculate and record it's assigned
amount, and to establish a registry. Countries aso wishing to participate in “track 1” Jl (i.e. to acquire
ERUs), emissions trading or the Clean Development Mechanism (CDM) also need to have a nationa
system in place to calculate greenhouse gas emissions and removals (i.e. a national inventory system), to
have submitted the most recent inventory, and to have submitted “ supplementary information”.

In addition to requirements under the Kyoto Protocol and Marrakech Accords, EIT countriesthat are in the
process of accession to the EU will aso need to implement EU legislation. Current and planned legislation
covers issues related to setting up “national systems’. For example, proposals for an emission trading
scheme, and an amendment to the Council Decision on national programmes and annual inventories are
being discussed, and Directives on J/CDM and registries may also be developed.

Enshrining KP requirements in national and community law will ensure that they become more
enforceable, as there may be pendlties for non-compliance. This may help encourage governments,
particularly in countries with limited resources such as EITs, to raise the priority of establishing and
mai ntai ning climate change-related “national systems”.
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2. National Systems for GHG Inventories

2.1 Key international requirements and priority setting

Preparing national GHG inventories and setting up national inventory systems are key eligibility
requirements for Parties that wish to participate in the Mechanisms (Emission Trading and Joint
Implementation-track 1). Inventory-related Guidelines adopted under the Convention and Protocol form
the basis upon which such €eligibility will be assessed. Therefore, national inventory teams need a good
understanding of these Guidelines, including elements in these Guidelines that can help them to set
prioritiesin their efforts to establish and/or upgrade their national inventory system.

Presentations provided an overview of these guidelines as well as elements that can help national inventory
teams define priorities so as to avoid the most serious inventory problems. Key messages are:

There is a continuum between IPCC Guidelines, UNFCCC Guidelines and Guidelines under the
Protocol. UNFCCC Reporting Guidelines (which include the Common Reporting Format and the
National Inventory Report) refer to IPCC Guidelines for estimating GHG inventories (Revised 1996
Guidelines and Good Practice Guidance). Guidelines under the Protocol (i.e. guidelines under Articles
5, 7 and 8) refer to both IPCC and UNFCCC Guidelines.

Most guidelines provide guidance on how to estimate and report inventories, but some institutional
requirements can also be found in the Guidelines under Art. 5.1, such as designating an entity
responsible for the whole inventory as well as alocating responsibilities between institutions in
preparing the inventory.

Guidelines under the Kyoto Protocol’s Articles 7 and 8 outline what constitutes the most serious
inventory problems: submitting incomplete inventory data, submitting estimates inconsistent with
IPCC Guidelines, inventory not submitted in time, same inventory problem adjusted® in three
subsequent years. This includes problems, such as lack of transparent documentation of data,
methodologies and assumptions (including lack of appropriate data storage and archiving systems) as
well as inconsistency between emission estimates in base year and commitment period years. It was
also highlighted that it may be preferable to produce a submission on time with some gaps than a late
submission. Also, it is particularly important to avoid recurrent problems by taking into account
recommendations of expert review teams between two inventory submissions.

Upgrading inventory systems is a very complex and sometimes costly task, therefore it is important to
plan inventory tasks according to their effectiveness in avoiding serious inventory problems (as
defined above). For instance, making sure that activity data are available/complete may be more
important than improving emissions factors, since in the latter case default values are available.

The establishment of high quality inventories is resource and time consuming in all countries.
However, not all areas for improvements involve high costs. While setting up new data collection
procedures may involve high costs (in particular if these are not needed for other purposes), allocating
clear institutional responsibilities and developing clear administrative procedures (e.g. to allocate
responsibilities and document actions undertaken), are not so costly. Also, developing data storage and
archiving systems and using basic quality assurance and quality control methods as required by Good
Practice may not involve high costs.

2 Guidelines under Art. 5.2. define ways to adjust national inventories, if IPCC methodol ogies have not been followed
appropriately.
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The IPCC Good Practice Guidance should be used from the outset while developing a national
inventory system. In particular, it provides methods for setting priorities in establishing nationa
systems (through key source analysis, decision trees and quality assurance and control).

Last but not least, it is crucia that national inventory teams upgrade their national systems as soon as
possible to meet the different requirements under the Protocol. First, the sooner they submit inventories
according to the Guidelines, the more they will benefit from the international review processes that
will help them improve their systems. Second, any delay in setting up national systems means some
delay in participating in the mechanisms, since national systems are an digibility requirement to
participate. Parties should take advantage of the ratification process to assess the opportunity cost of
not participating in the mechanisms and all ocate appropriate resources to developing inventory systems
that will allow them to do so.

2.2 National experience in developing inventory systems

The second part of the session was devoted to assessing what is the state of preparedness of national
inventory teams in setting up their inventory systems.

According to the latest UNFCCC assessment, by the time of the workshop, six EIT countries (out of 13)
had submitted their 2000 inventory in the Common Reporting Format (CRF). Two EIT countries had also
submitted a National Inventory Report, while one EIT country had submitted its base year inventory in the
CRF.

National inventory experts from EIT countries identified the following problems in devel oping inventories
according to the latest international guidelines:

While most countries have gained a lot of experience in developing a nationa inventory and have
submitted national inventories for some years, the main difficulty isto set up an inventory system able
to produce an inventory annually according to a stable and transparent set of procedures. In other
words, there is usually alack of continuity, both in financing and in the technical work. For instance, a
country that has been able to produce a high quality inventory for one year may not be able to do it the
year after, due to changes in inventory teams or lack of financing.

More specifically, most countries lack legidative arrangements to alow the preparation of a yearly-
based inventory. In some countries, inventory teams need to apply for funding each year and contract
out the inventory work to a private company. While this may result in some cases in high quality work,
it gives no guarantee that the system can be sustained over many years. In particular, there is no
transparent archiving, which would allow the inventory work to be carried out by other inventory
experts, if needed.

Although EIT countries have usually good national experts, there may be a lack of understanding as
regards the priorities in methodological and other work that are needed to meet the requirements under
the Protocol and the Convention. Participation in UNFCCC inventory reviews and IPCC
methodologica work may help in this matter.

In some countries, the reporting under the Convention (and the Protocal) is not yet well integrated with
other reporting systems (in particular CORINAIR), which would alow economies of scale.
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* In many countries, legidation is missing to get the appropriate activity data from some sectors. Also,
the existing statistical system is changing, which may lead to inconsistency in time series. Other issues
related to data confidentiality also raise specific problems.

e In many countries, financial and human resources are simply not sufficient to fulfill al the tasks
required to submit an annual inventory according to the latest guidelines. In particular, resources are
missing for the initia investment needed to set up an appropriate inventory system, including
developing a data storage and archiving system and standard procedures to manage the inventory. In
some countries, only one person is working on the inventory.

* In many countries, procedures still have an ad hoc nature. There has been no final decision on which
ingtitution has the overall responsibility as well as which are the roles of other institutions in preparing
specific parts of the inventory.

In conclusion, although some problems may be related to the technical work itself, most problems seem to
be of an institutional nature. It was mentioned in the session that there may be a possibility to finance the
inventory work through the Mechanisms, since inventories are needed to participate in the Mechanisms.
However, it was also mentioned that such a way to finance inventory systems may not be appropriate,
since what is needed is a regular source of financing. Also, such financing is needed now, while financia
resources stemming from the Mechanisms might not be available for some years. It is therefore crucial that
a clear message be sent to policy makers, that they need to finance inventory systems first, so that their
country can benefit from the mechanisms at a later stage.

3. (Domestic framework for) Joint Implementation

Presentations and discussion on Joint Implementation (JI) focused on two aspects. the national system a
country needs in order to implement JI, and investors perspectives on the prospects for and process of Jl.

3.1 Institutional requirements for Ji

Workshop presenters highlighted the different types of institutions or processes that Parties may need,
directly or indirectly, in order to be able to participate in JI°. These are:

e The ingtitutions required by the Marrakech Accords as a pre-requisite to participate in the “Kyoto
Mechanisms’. Requirements are different, depending on whether Parties are participating in “track 1"
or “track 2" JI;

e Institutions or processes (such as project approval procedures) set up by governments to transfer or
acquire ERUs, and to make sure that these ERUs are valid;

« Other ingtitutions that may be involved in verifying the environmental integrity of Jl projects, such as
“independent entities”; and

»  Other processes that may increase investor interest and confidence, as well as public acceptance of Ji
projects.

Minimum requirements for Parties wishing to undertake “track 2" Jl, i.e. to issue and transfer (but not
acquire) ERUs are to have caculated their assigned amount and to have a national registry in place.
However, if Parties wish to participate in emissions trading or to acquire ERUSs (i.e. “track 1" JI) they will

3 A more detailed analysisisincluded in a background paper to the workshop (Mullins 2002).
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also need to set up a national system for estimating greenhouse gas emissions and removals, to have
submitted its most recent inventory, and to have provided other “supplementary information” on ERUS,
CERs, AAUs and RMUs,

Discussion focused on the ingtitutions or procedures needed to be set up by governments to transfer or
acquire ERUs, as many of the institutions needed for mechanisms' eligibility are already set up or being
planned for other purposes (e.g. to participate in emissions trading).

Both donor and host country governments will need to set up institutions in order to approve projects and
to transfer or acquire ERUs. Many countries planning to participate actively in Jl have aready set up some
of these structures, such as a Jl committee or a Jl focal point, have already been initiated or modified from
those set up under the AlJ pilot phase.

In addition to setting up institutions, other government actions are needed in order to facilitate investment
in JI projects. For example, governments may need to be involved in project design (e.g. by setting project
digibility criteria or baselines) as well as project approval, credit issuance and other parts of the project
cycle.

These structures and processes are important in influencing the time and cost needed for approval of a Jl
project or credit transfer. For example, the host country approval process could be made more predictable
and transparent by ensuring that government-approved national criteriafor JI projects have been set up and
are publicly available. Such criteria would ideally be independent from political interests in order to give
the political stability needed for investment in JI projects. However, institutions making decisions on Jl are
not always politically independent, which can cause problems. One presenter mentioned that co-operation
between the host government and donor government changed “overnight” after elections.

Bottlenecks in approving JI projects could be avoided by ensuring that high-level participation is not
needed to approve individual projects. Similarly, rules on baselines should not be too complicated or it will
discourage investment in JI projects (although the project may still go ahead, but just not with aJl “label™).
It is also important that donor-country structures, processes or timelines do not exacerbate pressure on host
country systems which may already be under considerable strain. For example, imposing short deadlines
on providing calls for interest in potentia JlI projects should be avoided. Government decisions on how
proactive to be in setting an investment framework, which structures to set up and the politica
independence (or otherwise) of these structures, can therefore exert alarge influence on investor interest in
Jl projects.

Governments, particularly potential host governments, face significant barriers to setting up and running
the institutions and processes needed to operationalise J within a country. Existing difficulties are
threefold:

» financia barriers, which resultsin alack of institutions and staff to deal with Jl issues;

« alack of rules/legidation on JI, which inhibits setting up a stable investment framework; and

* insufficient knowledge on JI at high levelsin government and industry, and often at the technical level
(e.g. on baseline-setting).

Nevertheless, some of the actions needed to implement a country’s JI strategy may be simple and/or low-
cost. These include actions such as determining responsibilities among participating institutions,
documenting procedures and implementing actionsin atimely manner.

Presenters and discussants highlighted the divergent interests of different stakeholders involved in the Ji
process. For example, project developers may want up-front payment to help raise project finance, but

10
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credit buyers want low risks and maximum guarantees, and may therefore be reluctant to pay for credits
before they are transferred. (However, it may nevertheless be possible to generate up to 25% of the value
of ERUs before they are generated by selling “options’ on them.) Regulators want baselines that do not
result in a country transferring non-additional credits, whereas project developers want the maximum
number of credits. Host country project partners want access to new technology (e.g. via JI projects),
whereas their government counterparts need to balance time spent on pursuing Jl activities and other
policies or requirements for which they are responsible.

3.2 Prospects and process for Jl

Presentations focused on experience with Jli-type transactions and the JI “market”, and views on how to
make JI projects more investor-friendly.

The current market for emission credits was characterised as three-pronged:

e Thereis a pre-compliance market, where credits are not related to a specific national programme, do
not need government approval to be issued and are used for voluntary emission reductions undertaken
prior to 2008, or in countries that are not Parties to the Kyoto Protocol;

* Innational compliance markets, governments, e.g. in the UK and Denmark, have set emission caps and
the framework for acquiring and transferring credits at a national level before the start of the Kyoto
Protocol’ s first commitment period; and

e “trandtional GHG markets’, where agreements are made to transfer or issue emission credits from
2008 that are planned to be used for compliance purposes in the Kyoto Protocol’s first commitment
period, such asin the Dutch ERUPT scheme.

The current “market” is in a transitiona period from voluntary or pre-compliance markets to mandatory
credit markets.

Presenters from Annex Il countries and companies highlighted their likely demand for emissions credits,
and the potential cost-effectiveness of credits from Jl projects, which may be many times cheaper than
domestic emissions reductions. However, when assessing the likely market for JI, as compared to CDM or
emissions trading, the importance of looking at the broad picture was stressed. The more advanced stage of
rule-making for CDM projects, and the ability to earn credits before 2008, was felt by some participants to
make CDM a more attractive investment than JI. For accession countries, the EU trading directive (as well
astightening environmental legidlation) may reduce the potential for JI projects, asit may be difficult to set
up Ji projectsin areas which will subsequently be covered by the trading regime.

Perhaps surprisingly, much of the discussion focused on whether or not Jl projects were needed, asthereis
a potentia conflict of interests between key stakeholders operating at different geographical levels. In
some potential host countries, undertaking Jl projects may create extra work for governments when the
national government does not “need” Jl in order to comply with commitments, although undertaking Ji
projects could be used to help increase “hot air”. However, investments in Jl projects would benefit local
entrepreneurs, and potentially aso the local environment and community. Ways of increasing synergies
between national and loca stakeholders are needed.

Both presenters and discussants highlighted that Jl is “heavy” compared to emissions trading. Moreover,

the risks associated with JI were felt to be significant and thus an important factor in holding back the Ji
market. In addition to the risks run by “normal” projects, JI projects face other risks:

11
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* will aproject starting now in an EU accession country be rendered non-additional by 2008 because of
environmental legisation yet-to-be introduced?

» will the expected number of credits be generated? What is the likely credit revenue?

« will credits be delivered to the buyer?

» whoisliableif credits are not delivered?

Presenters also highlighted that delays in implementing agreed projects could be significant - and that, in
particular, power purchase agreements for Jl projects that generate electricity had proved difficult to agree.

3.3 Good practice for Jl

Although there is an international framework for Jl projects, there is aso significant leeway for national
governments in setting up the ingtitutions and processes needed for JI at a national level. How these
ingtitutions are set up can influence investor interest in JI. Suggested “good practice” at the national level
would be:

» Develop a coherent strategy vis a vis the mechanisms, and JI’ s place within this;
e Tosetuponefoca point for investors;

e Toset up clear project approval criteriaand screening procedures; and

e Toensure consistency in project approval.

These actions will help reduce the risks associated with JI projects and thus facilitate investment.

4. National registries

The session was intended to provide a better understanding of the roles of national registries, and of key
international requirements and future work at international level. It also discussed the national experience
to date in setting up national registry systems, and the priorities and steps needed to set up these systems at
national (or regiond) level.

4.1 Roles of national registries and key international requirements

The national registry is the other main national monitoring system that Annex | Parties need to establish
under the Kyoto Protocol, alongside the national inventory system. As for the latter, it is an digibility
reguirement to participate in the flexible mechanisms.

According to the guidelines adopted in Marrakech, a registry is a “standardised el ectronic database” for
recording and tracking of units as they are defined in the Kyoto Protocol: Emission Reduction Units
(ERUs), Certified Emission Reduction (CERs), Assigned Amount Units (AAUs) and Removal Units
(RMUs). Recording and tracking these units is needed, since these units can be issued, transferred and/or
acquired by Annex | Parties to the Kyoto Protocal. In tracking and recording units, registries facilitate —and
promote transparency with regard to- transactions carried out through the flexible mechanisms.

Another main role of registries is to assist in determining a Party’s compliance with its Kyoto Protocol
obligations. A registry allows a Party to retire units in a specific retirement account. After the end of the
commitment period, a Party isin compliance if the number of unitsretired is at least equivalent to its GHG
emissions during the commitment period (as estimated in its national inventory).
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Through these functions, nationa registries represent a key component of both the flexible mechanisms
and the compliance system under the Kyoto Protocol. Guidelines adopted in Marrakech provide minimum
requirements on the design and contents of national registries. In addition, the Marrakech Accords have
established two other registries, namely the CDM registry (to be operated by the CDM Executive Board)
and the transaction log, which will ensure the transaction integrity by conducting automated checks on
transactions.

Since national registries need to be connected to each other, future work on registries at international level
will mainly consist in setting minimum technical standards to “ensure the accurate, transparent and
efficient exchange of data between nationa registries, the CDM registry and the transaction log”.
Establishing the CDM registry and the transaction log will also require work at international level.

Asfar as national registries are concerned, however, each Party has the responsibility of setting one up. In
this perspective, the discussion focused on the distinction between the international needs as explained
above (which are fairly limited) and the domestic ones. While they should conform to minimum
international standards, registry designs may vary with the domestic policy choices with regard to
participation in the mechanisms. For instance, a Party may decide not to participate in the mechanisms, in
which case it will still need a registry, abeit a very simple one. A Party may wish to participate in the
mechanisms, but only allow the government to trade, in which case the registry will only include
government accounts. Finally, a Party may wish to allow private entities to trade internationally, in which
case entities will have their own account(s). Registry designs may also vary with how a country intends to
implement the Commitment Period Reserve. Some participants also argued that it could also be a planning
tool for Parties to provide confidence that it is likely to be in compliance with its obligation at the end of
the commitment period.

The design of the registry will also depend on the domestic systems that will be set up for Joint
Implementation and/or emissions trading (see sections 5 and 3). In the latter case, registries may be used to
track transactions between entities in a domestic trading market (connected or not to the internationa
market). It could also be used to ensure that entities are in compliance with their domestic obligations.
Such additional functions might require a more complex system. While there are fairly simple technical
solutions for building a registry, it is important that Parties define their own policy choices before a
registry can be built.

4.2 National experience and priorities for action

Since Parties are required under the Kyoto Protocol to maintain registries, they must start to develop them
quite soon. Thereis, however, very little experience in thisfield, in particular in EIT countries. At the time
of the workshop, only two Annex | countries (France and the UK) had designed (or started designing) a
national registry. In addition to addressing policy questions as mentioned above, Parties need to decide
how they will set it up. The participants discussed a few specific issues that also have cost implications:

e Parties need to decide whether to develop their own registry or maintain their registry within a
consolidated system including other national registries, which would presumably be a cheaper option.
This was still an open question for most countries, but some small countries indicated that this option
was preferable.

e Parties also need to decide whether they want to adapt an existing system (e.g. the French registry
based on the French Central Securities Depository) or create a hew system (e.g. the UK system).
Creating a new system is likely to entail higher costs, but it may also be tailored more easily to the
specific needs of climate policy.
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* A decision aso needs to be made whether the management of a registry should be private or public.
Private companies could easily develop and run the system, since technical solutions already exist.
However, Governments might want to retain control over the operation of such aregistry.

* Whatever option is chosen, setting up and maintaining a registry will entail initial investment costs.
Estimates of these costs vary widely. However, a participant from industry mentioned that it could cost
a the very least more than 500 000 EUR for a country to set up its own registry. This might pose
particular problems to EIT countries, which already face other costs related to the implementation of
the Kyoto Protocol (e.g. setting up of national inventory systems).

* A related question that also needs to be addressed is who will bear the cost of the registry. Usualy,
there is a fee for participants in the system as well as a fee per trade. However, Parties may want to
allow the free use of the system, at least in a start-up transitional period (asin the UK).

5. Domestic Emission Trading Systems

Workshop presentations addressed three main issues: the proposal for an EU Trading Directive, work
setting up an emissions trading scheme in the Czech Republic, and a broker’'s view on the emerging
emissions “market” and emissions trading system design.

The discussion addressed first the design of the proposed EU trading scheme and its implications for
accession countries. It also considered the importance of a domestic emissions trading scheme in a
country’s climate change policy, in particular in EIT countries. Finally, it focused on actions that
governments need to take in order to set up afunctional domestic emissions trading scheme.

5.1 The proposed EU trading scheme and the specific circumstances of EIT
countries

The introduction of emissions trading requires political will to make a situation of abundance, (i.e. where
the number of AAUs exceeds likely business-as-usual emissions) as in many EITs, one of scarcity. This
could be done if national governments capped emissions from the industry sector, and establish GHG
mitigation policies and measures for all other sectors, including households and transport.

While domestic emissions trading is not regulated by the Kyoto Protocol, the EC proposal for an emission
trading Directive starts addressing implementation questions related to domestic trading. With the
inclusion of accession countries and the European Economic Areain this framework, it would cover 28 of
the 39 Annex B countries, including most EITs. It may be advisable for countries who have not yet set up a
domestic emissions trading scheme, to ensure that any future national system is compatible with existing
systems and benefits from experience already gathered from “early movers”.

Problems of compatibility could of course arise if a country wants to include more or fewer sectors in its
domestic regime than is covered by the EU regime. Discussions highlighted that if EIT governments had
the impression that they could not fulfill al requirements, exemptions or atransition period would have to
be negotiated before joining the EU. If no exemptions are negotiated, the full Directive will enter into
force. These countries would then have to use other policies and measures to avoid distortions just as other
EU Member states. As the EU Scheme will be valid for EIT countries that join the EU in future,
governments of these EITs might want to consider active participation in the design of this EU scheme, i.e.
before their accession.
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Discussions a so highlighted the differences between EITs. Some EITs are aready in compliance with their
emission commitments under the Kyoto Protocol, and will stay in compliance in spite of projected
economic growth. However, this does not necessarily mean that the economy is growing in a climate
friendly way: many EITs have a fairly high CO, intensity. Industry in these countries is generally not
addressing climate change issues, and the introduction of a stringent cap for a domestic ET system is
politicaly difficult. The ET scheme analysed for the Czech Republic therefore suggested setting the
domestic emission reduction target at minus 20%, still allowing for 3.5% industry growth, as opposed to
their Kyoto target of minus 8%.

Other countries like Croatia or Sloveniawill not easily achieve their Kyoto target. Emission reductions will
therefore have to be made without hampering economic growth. These countries face a greater challenge
and need to take more proactive steps towards reductions. This might include trading.

Increased awareness and education amongst potential stakeholders is needed so that industry decision-
makers become aware that emissions trading can be advantageous for them. A domestic emissions trading
scheme can help reduce emissions - even in countries that are already in compliance with Kyoto
commitments - and so can result in additional revenue in the first commitment period (or |ater).

5.2 Priorities for action by governments

Discussions outlined the role that a national government could play when establishing a domestic
emissions trading scheme. The following actions were identified as necessary:

»  Collecting data, including setting up monitoring, reporting and verification rules and guidelines,

e Setting up anationa inventory and registry;

e Creating awareness in industry that there is a need for them to prepare for international competition;

e Set a cap (questions to be solved: Which sectors to include? Which gases? Which participation
thresholds?);

« Definethe“currency” to be traded, e.g. ton carbon dioxide equivalent;

* Set and enforce a high enough penalty.

Presenters concluded that an absolute -rather than relative - cap was more appropriate, as they fit better
with the absolute targets allocated to countries under the Kyoto Protocol. However, the effectiveness of
such a system would depend on the penalties for non-compliance, and on government willingness to
enforce them.

The discussion concluded that governments should keep in mind the need to make regulation efficient, and
thus confine it to the essentials. Experience from the UK and EU showsthat it is necessary to work in close
consultation with industry. In addition, links to other domestic ET schemes should be established from the
start, as domestic marketsin EIT countries may not be big enough for aviable and efficient stand alone ET
scheme at the national level.

In order to generate industry interest in trading, some governments may need to introduce incentives to
participate in a domestic trading scheme. Such incentives may also be a crucial point for political
acceptance of the DET scheme. The Czech Republic is proposing in its study to introduce incentives to
encourage participation in a voluntary ET scheme. The planned incentives could create a significant
competitive advantage.

According to the proposed EU scheme, initial allocation of permits may provide limited financial aid to
industry. Companies may not be alocated more credits than they need, but allocation according to business
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as usual projectionsis possible. This could be an incentive for EIT companies to achieve easy reductions at
low costs and sell these reductions to industries in EU-states that face higher costs of abatement.

6. Capacity-building: issues and initiatives

The session aimed to provide recommendations on priorities in building capacity within EIT countries to
establish national systems, based on the assessments made in the previous sessions on the priorities for
action. The session aso aimed to provide recommendations on how internal and external resources could
be used efficiently to meet the capacity building needs of EIT countries and what is the role of different
actors.

The lead presentation identified the challenges faced by EIT countries in setting up national systems and
assessed current capacity building efforts by donor agencies. It identified priority steps for the EITs in
building internal capacity, such as defining a clear division of responsibilities among institutions,
developing strategies and action plans, launching legislative processes, as well as involving the private
sector. It also identified priority steps for the donor community, such as more strategic, but flexible and
longer-term assistance, co-ordination among donors, possibly through a clearinghouse for CB projects, as
well as assistance to EIT to help them prepare grant applications.

The discussion that followed also highlighted the following priorities for capacity building:

e A key priority is to help EIT countries access Track 1 for Joint Implementation, that is to help
them set up a nationa inventory system. Current capacity building assistance seems to target the
flexible mechanisms directly, but it is important to consider the sequence: inventory systems need
to be set up before Parties can participate in the mechanisms. Some capacity building initiatives
that can target inventories have been suggested, such as helping countries set up data storage
systems and participate in international reviews. Setting up inventory systems raises, however, a
more genera question for governments of how to finance information provision. Of particular
interest is whether revenues generated by the flexible mechanisms can somehow be channelled
back to the preparation of inventory data.

* A Kkey obstacle to an effective climate policy seems to be the shortage of staff in EIT governments.
Participants made the following suggestions, which address directly or indirectly this specific
bottleneck:

— Create new financing instruments (e.g. earmarking funds from the mechanisms to pay for
staff)

— Look a new models, such as public/private partnerships. The need for government staff is
reduced if there are other stakeholders who are well trained and can influence the process,
such as NGOs. Involving NGOs can also help alleviate the general distrust in EIT countries
towards flexible mechanisms. These could include NGOs in the business community
including private consulting firms who can help governments do the work.

— Shift focus to regions/municipalities, where existing staff can be trained; or enhance regional
co-operation (e.g. on inventories), thereby avoiding duplication of effortsin each country.

— Find ways to convince higher officials to increase resources alocated to climate change.

Climate change may be mentioned as a priority at the higher policy making levels, but in
practice the policy-making system can be very rigid. Inventive ways need to be found to
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increase awareness within the political system of the needs for changes in institutions. This
might include the use of the media, setting up higher level consultative groups (which include
the business community) or independent ingtitutions that can advise and convince senior
government officials of reforms needed, and increasing awareness of climate change at all
levels of society.

— Focus not just on increasing staff, but on training them to acquire some skills that may be
overlooked but that are specifically needed in the area of climate change in general and the
flexible mechanisms in particular. This includes the capacity to prioritise/plan strategically or
the capacity to close deals (with host and donor country businesses).

By contrast, addressing a shortage of funds from the international community for capacity building
is less obvious. Such funding may exist, but may not be well prioritised. There also seemsto be a
lack of mechanisms to pull together these means for specific projects. Suggestions in this area
included: donors working more together; setting up a clearinghouse where information on funds
and projects can be found; setting up particular units in governments or national focal points,
which are in charge of channelling the information on funding and projects and keeping the
ingtitutional memory.
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7. Glossary

AAU
AlJ
CDM

CER

CO;
DET
EIT
ERU
ET
EU
[EA
IETA
IPCC
J

KP
OECD
RMU

UNFCCC

Assigned Amount Unit
Activities Implemented Jointly
Clean Development Mechanism

Certified Emission Reductions (from projects undertaken under
the Kyoto Protocol’ s Clean Devel opment M echanism)

Carbon Dioxide

Domestic emissionstrading

Countries with Economies in Transition

Emission Reduction Unit

Emissions trading

European Union

International Energy Agency

International Emissions Trading Association
Intergovernmental Panel on Climate Change

Joint Implementation

Kyoto Protocol

Organisation for Economic Co-operation and Development
Removal Unit (aslaid out in the Marrakech Accords)

United Nations' Framework Convention on Climate Change
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Part Il.

Joint Implementation Institutions:
Implementing JI at the National Level

Executive summary

Objectives

This paper provides an overview of key ingtitutional issues related to Jl project implementation, focusing
on what governments will need to do. The paper aso describes examples of good practice for JI processes
and institutions and establishes an analytical framework for examining institutional issues.

This paper has been prepared for the workshop on “National Systems for Flexible Mechanisms:
I mplementation Issues in Countries with Economies in Transition” in Szentendre (May 13-15). It aimsto
provide a basis for delegates to consider the feasibility of implementing various ingtitutional requirements
given their country-specific context.

Institutional issues related to JI implementation

Governments of al Annex | countries will need to make decisions on institutional matters in order to
attract inward Jl investment. It is important for countries that plan to host JI projects to establish the
ingtitutional basis for this well before the 2008-2012 Kyoto commitment period begins. Already, some
countries are gaining experience with Ji-like programmes such as the UK, Bulgaria, Poland and Czech
Republic, and programmes such as the Dutch ERU-Pt and Prototype Carbon Fund are driving the
development of expertise for Jl projects. Box 1 summarises government institutional requirements for Ji
which are discussed in Section 1 of this paper.

Box1 Summary of government requirements

Project stage Ingtitutional implications:
Project Design « establish eligibility requirements (identify sustainable development
needs, investment priorities)
e authoriselega entities
¢ decide baseline rules

Validation »  accredit domestic OEs
Approval/ *  decide government (or delegated) authority to
Registration approve/register the project

set up systems for approval and registration

Monitoring *  decide standard measurement methods and reporting formats;
Verification »  accredit domestic OEs

Certification »  accredit domestic OEs

Issuance e procedure for issuing ERUs

establish and run the national registry

Source: CDM project cycle and ERM
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Many of these institutional requirements derive from Kyoto Protocol requirements that aim to ensure
environmental integrity. These include setting appropriate baseline rules, verification by independent
entities, and transparency in providing public information at appropriate stages. Others are simply
processes that are required in order for the government give validity to emission reductions, which are a
new commodity that only exists by government remit. Some of these institutional elements can greatly
affect investor confidence and transaction costs. For example clearly defined requirements for Ji projects,
standardised processes, and simple streamlined procedures will enhance investor willingness to engage in
Jl projects. All of the institutional issuesin Box 1 are discussed in Sections 1.2 and 1.3.

Examples of current practice

Several CEE countries are aready pursuing emission reduction projects with OECD country partners. JI
Projects are currently already being implemented under existing schemes such as the Dutch ERU-Pt
Programme, the Prototype Carbon Fund of the World Bank, and through agreements with Annex |
Governments (e.g. Norway). The Czech Republic, Poland, and Bulgaria already have experience of Jl-like
projects under these programmes. Section 2 of this paper summarises elements of good practice that have
been documented from experience with JI-type programmes to date. The emphasis is on certainty for
investors, providing a one stop shop or focal point, and well-defined and streamlined procedures for project
eigibility and baselines.

Analytical framework: Gap Analysis

Governments of countries that wish to host JI projects need to decide their own organisational, institutional
and legislative arrangements for JI projects and establish processes for projects in order to attract inward
investment.

While every country has unigue systems and will require its own solution to the institutional requirements
for JI, a common analytical framework within which to identify needs provides a basis for considering the
iSsues.

The analytical framework proposed is very simple, and has been used successfully to develop ingtitutional
strategiesin several countries:

e ldentify what functions have to be carried out (i.e. identifying what, not how);

« ldentify existing institutions (organisations) that could carry out the functions and existing legal
backing that could be used or amended;

» ldentify the gaps which show where new ingtitutions and legidation may be needed.
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1. Institutional issues related to Jl

1.1 Introduction

1.1.1 Kyoto Protocol context

Once entered into force, the Kyoto Protocol will provide the legal basis at the international level for Jl.
However, for JI to be operational, policies and institutions will need to be established at the national level.
Already, JI projects are being developed in central and eastern European countries in transition and other
Annex | countries. Some governments are implementing early project investment mechanisms for
emissions reductions under domestic programmes. Through these early initiatives, experience is being
gained on what will be required to administer JI effectively at the national level.

There are two “tracks’ to JI, with different ingtitutional implications at the national level:

e The firgt “track” is where a host Party that meets the digibility requirements (see Annex 1)
defines and uses its own approaches for establishing project baselines, verifying emission
reductions and alocating ERUSs.

e Under the second “track” the JI supervisory committee (an official international body) sets
international procedures for baselines, verification and other procedures (see Annex 1 for
details).

The Kyoto Protocol and associated official documents such as the Marrakech Accords provide many
indications of processes or functions that are required and of some of the key institutions that will be
needed for JI (such as registries and Designated Operationa Entities). There is a transition period at
present, however, as the JI Supervisory Committee will resolve many of the details for track 2 JI in due
course. Governments that are confident that they will use track 1 JI can create their own rules and
processes for project approval, basdines, and crediting but will want to be sure that they are not
establishing systems with baselines that lead to the export of nhon-additional ERUS.

1.1.2 Institutional issues

“Institutional frameworks’, defined broadly, can include processes or functions, organisations that carry
them out, and mandates (such as legal backing) for them. Governments will need to make decisions on
ingtitutional matters in order to attract inward Jl investment. It isimportant for countries that plan to host
Jl projects to establish the institutional basis for this well before the 2008-2012 Kyoto commitment period
begins. Projects starting as of the year 2000 can be dligible as JI projects, although ERUs are only issued
for emission reductions that occur after the year 2008.
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Box 2 summarises the government institutional requirements for JI. These requirements are discussed in
more detail below.

Box 2 Summary of government requirements

Project stage Institutional implications:
Project Design e establish eligibility requirements (identify sustainable development
needs, investment priorities)
e authorise legal entities
e decide baselinerules

Validation e accredit domestic designated operationa entities (OES)
Approval/ *  decide government (or delegated) authority to
Registration approve/register the project
*  setup systems for approval and registration
Monitoring *  decide standard measurement methods and reporting formats
Verification »  accredit domestic OEs
Certification »  accredit domestic OES
Issuance e procedure for issuing ERUs

e establish and run the nationd registry
Source: UNFCCC presentations on CDM project cycle and ERM

Many of these institutional requirements derive from Kyoto Protocol requirements that aim to ensure
environmental integrity. These include setting appropriate baseline rules, verification by independent
entities, and transparency in providing public information at appropriate stages. Others are simply
processes that are required in order for the government give validity to emission reductions, which are a
new commodity that only exists by government remit. Some of these institutional elements can greatly
affect investor confidence and transaction costs. For example clearly defined requirements for Jl projects,
standardised processes, and simple streamlined procedures will enhance investor willingness to engage in
Jl projects. These sets of ingtitutional issues are discussed in Sections 1.2 and 1.3.

1.2 Institutions related to environmental integrity

1.2.1 Baseline rules

A project baseline should reflect the emissions that would occur in the absence of the project. Box A.2 in
Annex 1 summarises the requirements in the Marrakech Accords for Jl baseline setting. To alow domestic
or international legal entities to participate in JI projectsin their country, governments will have to decide
on rules for JlI project baselines. The baseline for a project serves as the basis for claiming emission
reductions units that can be sold and it is important that any export of ERUs is matched by real emission
reductions. The baseline also affects the commercial attractiveness of a project to investors. If the baseline
is too tough, investors may be discouraged unnecessarily, but if too lenient, then the environmental
objectives of the project and hence of the Kyoto Protocol may not be met.

Governments also need to set criteria relating to baselines and environmental additionality so that project
proponents are clear from the outset whether their project might earn ERUs. Arbitrary or flexible rules that
vary from project to project will create substantial uncertainty regarding whether projects will be
objectively approved and the emission reductions independently certified. These uncertainties increase
associated project risks, which are likely to decrease the attractiveness of JI. It is important for
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governments to be able to set redlistic and fair emission targets and project basdlines. It is aso obvious
from experience that governments (if they are digible for track 1) have significant leeway to use baseline
rules as apolicy tool, for example to encourage projects in some areas that have other benefits.

The decision on which countries meet the requirements for track 1 and so will be digible to decide their
own basdline rules is scheduled for 2007. The safest approach, therefore, is to adopt the “Track 2"
international rules for JI projects as soon these are decided by the JI Supervisory Committee. In the
meantime, it is important to adopt effective processes that are simple for investors to follow and
environmentally sound in terms of additiona emission reductions. Countries wishing to attract Ji
investment in the next few years may need to consider providing a government undertaking or insurance
against non-validity of ERUs based on national requirements that are set before track 2 rules and country
digibility for track 1 are clear.

There are advantages even for countries that are eligible for track 1 to follow track 2 baseline rules as these
will create internationally consistent rules for baselines, thus avoiding the concern that countries with less
stringent baseline rules will attract more investment. In addition, use of the JI Supervisory Committee
rules, together with the monitoring and verification requirements, will avoid any risk that ERUs sold from
projects will be subject to the Commitment Period Reserve constraint.

Box 3 illustrates the types of government decisions required that are related to JI baselines.

Box 3 Examples of government decisions on JI baselines

Establish baselinerules

» Decidedigible sectors or project types;

» Decide on rules for project boundaries (including how to address leakage of emissions outside the project boundary and
outsourcing, inclusion of direct sources only or indirect sources as well);

» Decide on methods for baseline evaluation (for example, as for the CDM, baseline methods could include an estimate of
existing, actual or historical emissions for the activity; or emissions from a “benchmark” technology that would normally be
used; on a project-specific basis and/or using a multi-project emissions factor; taking into account relevant national and/or
sectoral policies and circumstances sectora reform initiatives, local fuel availability, power sector expansion plans, and the
economic situation in the project sector);

» Decide on the duration of the baseline (whether it should be reviewed periodically and revised upwards or downwards if
certain conditions arise).

Source: UK govt TOR for project baselines and ERM

1.2.2 Monitoring and Reporting methods

Actual emissions once the investment is made are monitored over the lifetime of the project.
Quantification of emission reductions involves comparison of annua baseline emissions with annua
project emissions (once the project investment has been made) calculated using the same methodology.
Standard methods for calculating emissions are already available e.g. Inter-governmental Panel on Climate
Change (IPCC), Dutch ERU-Pt, Prototype Carbon Fund, and World Business Council on Sustainable
Development (WBCSD) al of which follow the same basic methods.

Governments will need to decide on whether to require a standard Monitoring and Verification Protocol
(MVP) for certain project types and whether project investors can submit their own MV Ps for government
approval on a case-by-case basis asis done under the PCF. Aswell as MV Ps themselves, guidelines on the
country’s Jl provisions are helpful for the independent verifiers who verify emissions reductions from
projects.
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Box 4 summarises government decisions that are related to monitoring and reporting.

Box 4 Examples of government decisions on JI baselines

» Decide on data sources that project investors should use and data quality requirements (e.g. transparent approaches,
assumptions, methodologies, parameters, data sources and key factors.

» Decide on methods for monitoring emissions (e.g. in such a way that ERUs cannot be earned for decreases in activity levels
outside the project activity or due to force majeure; taking account of uncertainties and using conservative assumptions).

» Decide on specific MVP for different gases and sources, or alow case by case submission of project specific MVP for
approval.

1.2.3 Accredit Designated Operational Entities

Governments will also need to decide on the requirements and process for accrediting independent entities.
In most countries, thisis done through a national accreditation body that is established for accreditation on
a wide range of issues including ISO 14000. It is important to develop loca capacity for baseline and
environmental additionality assessment, project validation, verification and certification. National
ingtitutions and private sector firms should be designated as operational entities provided they demonstrate
relevant expertise and resources. Existing local operating entities financia and accounting audit,
environmental verification and certification, and energy audit could potentially be accredited as operational
entities for JI. Nationa certification processes will enhance capacity in the host country and generate
business for domestic firms.

Verification can only be done effectively by experts with technical knowledge of the sector or type of
project. An energy sector project may require someone with an appropriate engineering background while
a sinks project would require someone with a sound scientific understanding of carbon sequestration
estimation techniques. To generate confidence, verification must be undertaken by institutions that are
respected and whose independence from the project is beyond question.

1.2.4 Transparency of information; public and stakeholder participation

The Marrakech Accords require public participation and stakeholder processes for Jl. Public participation
improves the likelihood of successful project implementation by avoiding costly delays, legal disputes, and
negative publicity. Projects that are not supported by local communities are far more likely to face
implementation problems and far less likely to achieve their intended outcomes. From the standpoint of all
J stakeholders —local communities, investors, and public officials within governments and international
bodies —public participation promotes accountability and good governance. Timely disclosure of
information reduces the likelihood of corruption or collusion and so can improve the overall performance
of the Jl mechanism. An open, transparent process will improve environmenta integrity by allowing
NGOs and local groups to provide any vital information that may have been omitted by, or unknown to,
project proponents. Such a process can increase the credibility of project baselines. Monitoring,
verification, accreditation and approval processes for J al require stakeholder comments under the
Marrakech Accords.
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1.3 Institutions related to investor confidence

1.3.1 Define project eligibility requirements

Each country will need to consider its own eligibility requirementsfor J. A country that hosts a JI project
will determine whether it is in line with its economic and environmenta (or sustainable development)
goals. Thus a process is needed to identify the types of projects that the government considers appropriate
to be addressed under a JI framework or that the government wishes to encourage. Consideration could be
given to awide range of environmental, economic and social issuesin setting the rules for JI projectsin a
country. Governments will need to develop national rules, guidelines and criteria that are consistent with
national priorities for determining whether Jl project activities are eligible. Governments may decide to
prioritise project types or locations that are preferred, for example for local economical, environmental or
social reasons.

Governments could decide to limit JI projects to certain sectors, or could decide to alow any activity to be
defined as a Jl project is validation is provided by independent third-party verifiers. The decision will
often depend on the difficulties of establishing baseline rules for certain types of project. For example a
country may decide that methane from ruminant animals is too uncertain for appropriate baselines to be
established.

Whatever is decided, investor confidence will be enhanced if the rules are clear and well communicated.
Any uncertainty over project digibility, or delays in determining this, will add to project transaction costs.
Clear and operational selection and approval criteria integrated into local and national development
objectives will help project proponents to decide whether to carry out a project under JI.

1.3.2 Authorise legal entities

Approval/registration and issuance are processes that can greatly affect the transaction costs for project
proponents. It islikely that eigibility for legal entities to participate in JI will be given at project approval
stage. If aproject is acceptable the approval process should give the project proponent the authorisation to
carry it out and gain any ERUs that are issued from it. There may be a need for each country to examine
whether any legal provisions are required to underpin the approval process.

It isimportant to recognise that legal entities in transition countries will be both project proponentsin their
own countries and also might invest in projects in other countries. Similarly, non-transition countries will
be looking to attract inward Jl investment as well as authorising their own legal entities to invest in
transition countries. Entities will need government authorisation to engage in processes that lead to the
transfer of ERUs, both exports and imports. This is likely to be achieved through the rules for project
digibility and basdlines. In other words, in normal circumstances, if a project is approved as meeting a
country’s JI project rules then exports of the ERUs to other countries by the entity that owns them are
automatically “authorised”.

One key issue for investor confidence is that governments must carry out certain responsibilities to remain
eligible to participate in Jl in order for legal entities to participate. Governments must ratify the Kyoto
Protocol, and provide an annual inventory and supplementary information as required. If a country loses
its eligibility to participate in J or hits its Commitment Period Reserve limit, then legal entities in that
country will also be prevented from selling ERUs to other countries. Governments must decide whether to
establish legidation to prevent the sale of ERUs if the country is under international restrictions of this
nature. An aternative could be for a government to commit to buying ERUs to balance any ERU exports
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by industry — which would give industry greater confidence in JI investments but |eave the government
open to the cost of underwriting industry ERU exports.

1.3.3 Government approval and registration processes

The government in the project host country should be able to provide all potential investors with clear and
up-to-date information about their procedures, project eligibility criteria, decison-making authority,
monitoring requirements, reporting formats, information requirements and approval processes. These
decisions should not be left open for ad-hoc decision making. Institutional procedures should be
streamlined as much as possible, for example by establishing a “one-stop shop” for investors. The
organisational structure of the JI process of the country and the mandates of the authorities should be clear
and made available to ensure efficient and transparent Jl process.

Effective communications between government agencies, the private sector and foreign investors is
important. A central co-ordinating authority (national focal point) is required under Article 6 and this
could be the “one-stop shop” agency referred to above to help to avoid overlap of functions, minimise
transaction costs for project proponents and enhance continuity and efficiency. The foca point institution
will typically require inputs or participation from a range of government agencies. The focal point could
be formally assigned to be responsible for various aspects of JI administration such as project approval,
registration, issuance of ERUs and for other functions such as raising awareness of the public, private
sector firms and investors, and provide information on its activities, rules and procedures, and answer to
requests for information.

Interdepartmental JI-Units can be formed as executing agencies of the JI programme (e.g. in Romania and
Bulgaria this approach is used). The Jl unit is guided by a steering group with representatives of all
relevant departments.

The national focal point institution could have a range of responsibilities, such as:

» co-ordinate with domestic project implementing entities and investors on project development and
implementation;

» approve monitoring and verification protocols;

 support technical development of baseline;

» oversee the overall project development and co-ordinate with project proponents on proposal details,
baseline methodology and project monitoring plan;

» co-ordinate with other JI implementing agencies at different stages of the project activities;

» authorise the accreditation process for domestic operational entities;

 facilitate public participation;

e maintain an up-to-date list of approved JI operational entities and JI projects in the country (to be made
available to the secretariat and the public);

» establish apublic participation process for stakeholders who are likely to be affected by a CDM project;

* manage information marked proprietary or confidential by project participants so as not to disclose it
without consent.

1.3.4 Process for issuing ERUs including national registry
International transfers and acquisitions between Parties to the Kyoto Protocol will be made through

national registries. These will be standardised electronic databases in each country containing common
data elements. Any domestic or foreign firm that wishes to receive ERUs from a project will also have to
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have accountsin the national registry of the host country or else buy their ERUs from an account holder in
that country and have them transferred to their own account in their country.

Registries will be the main vehicles for proving the validity of ownership of permits as they will only exist
in electronic formin aregistry account. Registries will, a a minimum, need to:

* record “assigned amount” held by the government and emission permits held by companies,
 record transfers and acquisitions;

» make transfers between accounts quickly;

» provide apublicly accessible interface;

» not disclose information marked proprietary or confidentia by project participants without consent.

To establish the registry, governments can either use registries that have been developed by other countries
(if these are available as seems likely), or commission their own registry, which would enable country
specific features to be added. The capital equipment required is a secure, stand-alone computer. The
operational requirement is for staff to enter data on ERU transfers — possibly daily, depending on the
volume of transfers. Slovakia s registry cost 5 000 USD for software and hardware, 4 000 USD in the first
year for operational costs, and 2 000 USD for each subsequent year. @

1.3.5 Contractual and financial institutions

Strong contractual and financial institutions are another key element that enhances investor confidence. A
stable and favourable investment climate is needed for both domestic and foreign investors. Established
property rights over emission reduction units as well as the system of the contract enforcement can
significantly increase the willingness to invest in and insure the JI projects.

Dispute resolution procedures are also needed. For example, disputes could arise between certifying
entities and investors or environmental NGOs; or between investors, project sponsors and credit buyers, on
the one hand, and government, on the other, over host country regulatory or other decisions that allegedly
have prevented an entity’ s ability to earn credits from a project.

In addition to any international investment agreements, individual project agreements are likely to govern
the legal relationship between the host and a foreign investor. These contracts, which may involve arange
of actors, will set out the parties obligations to ensure the project’s performance. These contracts will
spell out the terms upon which the credits resulting from the project will be transferred or shared between
the entities (possibly including the government). This type of contract could complement or, in some
circumstances, override the normal property rights established under government policy. Well-negotiated
agreements, expressed in clear terms, can set out each participant’s legitimate expectations and prevent
misunderstandings and disputes from arising.

Governments will need to ensure that the legal infrastructure exists to support the establishment of
ingtitutions and processes for JI projects. Legal issues may arise concerning the determination of share of
ERUs that should be available for export based on beneficial equity between the host country and the
investor; the responsibility for administration of JI projects to ensure the roles responsibilities of agencies
in directly involved in JI projects are clear; the requirement for stakeholder or public participation in Ji
processes; and regulations that balance the need for transparency in implementing Jl project with business

4 presentation by Gabriela Fischerova, Ministry of the Environment, Slovak Republic, to the Annex | Expert Group,
May 2002.
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confidentiality. Legidation that provides a clear basis for investment in general will also encourage Ji
investment.

1.4 Private sector requirements
Private sector entities are key players in J. They will participate as investors or co-investors, project
proponents and operational entities. Companies, as well as governments, require institutional capacity to

carry out their Jl activities that in some cases will go beyond their normal capabilities. Box 5 summarises
some obvious private sector requirements at different stages in the project cycle.

Box 5 Summary of private sector requirements

Project stage Institutional implications:
Project Design e awareness of digibility requirements and basdine rules
. Identify GHG reduction opportunities or “projects’

e ascertain whether these projects will be eligible for crediting under domestic
rules

ability to negotiate ERU sharing with joint venture partners
prepare project design document

Validation DOE capacity to carry out validation.
Approval Obtain approval by the al of the Parties (i.e. governments) involved.
Registration *  awareness of government registration procedure
Monitoring *  technical capacity to monitor emissions and report to govt
*  ability to establish an appropriate baseline and monitoring
plan
*  knowledge of MVP requirements;
Verification e project proponent must select and contract verifier
*  prepare and submit to an accredited independent entity a
report in accordance with the monitoring plan on reductions
*  DOE capacity to carry out verification
Certification ¢ DOE capacity to carry out certification
Issuance e communication with the national registry

»  determine strategy for selling ERUs (price, timing)

*DOE: designated operational entity

Several of these private sector requirements would benefit from government sponsored institution building
including awareness raising, training and information provision. The government could assist in
determining project baselines by providing relevant information and/or projections for each project and by
preparing a Project Developers Guide. Many such resources could usefully be developed at the regional
level or by the Annex | Expert Group as the same advice will be relevant for projectsin different countries.

One way to achieve efficient flow of information is to use the national focal point as a“one stop shop” for
information although this is unlikely to be sufficient to make the private sector broadly aware of the fact
that they could develop JI projects, or gain accreditation as independent operational entities for JI. The
global market for JI will spawn anew set of service industries. To maximise economic gains from the Jl, it
isimportant to develop local expertise in these new areas of economic activities. At present the number of
local JI expertsin many countries very low. Thereis aneed to increase the local consultancy base to avoid
the risk of large chunks of investment to support project development going to foreign consultants and
agencies.

28



COM/ENV/EPOC/IEA/SLT(2002)4

There is no need for the government to establish the market mechanisms that make transactions among
participants possible (other than the registry). Brokers, exchanges and other market makers already exist in
the private sector and are quick to see the new opportunity that a new commodity offers for their business.

2. ldentifying good practice

J is aready driving project investments in centra and eastern European countries where have large
quantities of emission reductions can be obtained from very low cost investment. Several CEE countries
are dready pursuing emission reduction projects with OECD country partners. JlI Projects are currently
aready being implemented under existing schemes such as the Dutch ERU-Pt Programme, the Prototype
Carbon Fund of the World Bank, and through agreements with Annex | Governments (e.g. Norway). The
Czech Republic, Poland, and Bulgaria aready have experience of Jli-like projects under these programmes.
Current experiences with J under various programmes are summarised in Annex 1. Elements of good
practice suggested by this experience are;

e minimise bureaucratic hurdles and keep transaction costs low;

* be pragmatic and gain practical experience with area projects and “on-the-job” training (e.g. through
ERU-Pt, PCF projects);

« onewindow approach — it should be clear where investors and project proponents need to go to inquire
about JI processes and rules and to seek assistance;

» clear approval criteria and screening procedures to reduce uncertainty for project developers (criteria
could be differentiated across project categories);

e set up aresource centre - JlI requires specialised technical information. The focal point institution
could provide background materials, internationally approved manuals for basdline studies and
monitoring procedures. It can also keep short lists of JI consultants and Operating Entities active in the
country;

* NGOs, research institutes and local consultants can play an important role in developing and
evaluating project procedures (baselines, etc..);

 theprovision of training and on the job training programmes, workshops, seminars;

 co-ordination between departments;

 technical training e.g. on monitoring, validation, verification techniques.

These are examples of good practice from the available documentation of experience with Jl-type
programmes. Much more will be learned by governments and private sector entities by engaging in Ji
investments and it is important to see what works in real life in the specific circumstances each country
faces.

3. Analytical framework for examining institutional issues

Every country has different institutions, historical norms, and processes. Some existing institutional
elementswill help JI projects. Others may hinder it. Current capacity difficulties are typically:

e lack of institutional framework;

* not enough people to staff activities;

» knowledge and experience with Jl limited to afew people;
e lack of co-ordination among government departments.
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While every country has unique systems and will require its own solution to the institutional requirements
for JI, a common analytical framework within which to identify needs provides a basis for considering the
issues. The analytical framework proposed here is smple, and has been used successfully to develop
ingtitutional strategiesin several countries:

* ldentify what functions have to be carried out (i.e. identifying what, not how);

« ldentify existing institutions (organisations) that could carry out the functions and existing legal
backing that could be used or amended;

» ldentify the gaps which show where new ingtitutions and legidation may be needed.

Box 6 sets out a series of ingtitutional functions that are needed at different stages of the project cycle.
Some are government institutions, while others require private sector capacity. There arelikely to be more
functions that could be added to this. The remaining columns are left blank for each country to consider
and fill out as appropriate.
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Box 6 Gap analysis

Project stage Institutional implications: Existing Existing Laws Gaps?
Organisations

Project Design establish eligibility
requirements

* establish baseline rules
e authoriselegal entities

¢ disseminate info on Ji

requirements
Validation » accredit domestic OEs
* private sector capacity to
carry out validation
Approva & * decide authority to

Registration approve & register
* setup systems for
approval/registration

Monitoring

decide standard

measurement methods &

reporting formats (MVP)

and whether to allow

case-by-case MVPs

* technical capacity to
monitor emissions

¢ awareness of MVP

requirements

Verification » guidance for verifiers
e accredit domestic OEs
e capacity to carry out
verification.

Certification ¢ accredit domestic OEs
e capacity to carry out
certification

Issuance e procedure for issuing ERUs
e nationa registry

Other ¢ focal point/one-stop shop
e public participation
e stakeholder processes
¢ information management
« contractual/financial/legal
framework
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5. Annex 1: Additional information

5.1 Joint Implementation Article 6 provisions

Joint Implementation (JI) is a vehicle for project investments in Annex | countries. A project baseline is
set that represents the emissions that would have occurred if the investment had not been made. Actual
emissions once the investment is made are then monitored. Verified emission reductions from the baseline
are awarded “emission reduction units’ (ERUs). Governments can authorise companies to participate in
this activity. Under Jl initiatives, companies have incentives to invest in lower greenhouse gas activities
in the expectation that emission reductions will provide an extra revenue stream for investments.

General provisionsfor Jl from COP7 are:

* Partiesincluded in Annex | should refrain from using ERUs generated from nuclear facilities to meet
their commitments.

» Projects starting as of the year 2000 may be eligible as Article 6 projects but ERUs shall only be issued
for emission reductions after the year 2008.

e Any administrative costs shall be borne by both the Annex | Parties and the project participants (the
governments and companies involved).

e Project host countries determine their own criteria for consistency of JlI projects with sustainable
development goals.
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Box A.1 JI: Track 1 and Track 2 provisions

Eligibility requirementsfor JI participation

Before the government or companies can participate in Jl, the government of a country must:
¢ BecomeaParty to the Kyoto Protocol i.e. ratify the Protocal).

¢ Establishits assigned amount and a national system for estimating emissions and sinks.
e Putinplace anationa registry.

e Submit the required national inventory and supplementary information annually.

A Party (i.e. government) involved in an Article 6 project shall inform the secretariat of:

e Itsdesignated focal point for approving projects.

e Itsnationa guidelines and procedures for approving Article 6 projects, including the consideration of
stakeholders’ comments, as well as monitoring and verification.

Track 1

Where it meets the eligibility requirements a host Party may use its own processes to verify reductionsin
anthropogenic emissions as being additional and issue the appropriate quantity of ERUs. Legal entities
may only transfer or acquire ERUs if the authorising Party is eligible to do so at that time. A host Party
that meets the Jl eligibility requirements may also choose to use the "track 2" international verification
procedure under the Article 6 supervisory committee.

Track 2

Where a host Party does not meet the eligibility requirements, a verification procedure under the Article 6
supervisory committee isrequired. The host Party may only issue and transfer ERUs following an
appropriate approval process. If a country does not meet the meet the eligibility/participation
requirements noted above the international supervisory committee shall:

« supervisethe verification of ERUs generated by project activities;

e accredit independent entities to verify ERUs from the projects;

e review and revise reporting guidelines and criteria for baselines and monitoring; and

e elaborate aJ project design document for consideration by the COP/MOP.

Any provisions relating to the commitment period reserve or other limitations to transfers under Article
17 shall not apply to transfers by a Party of ERUs issued into its national registry that were verified in
accordance with the verification procedure under the Article 6 supervisory committee.

Source: UNFCCC The Marrakech Accords & The Marrakech Declaration (decisions 7/CP.4 and 14/CP.5)(Advance unedited
version)

Box A.2 Marrakech Accords requirements for baseline setting

Criteriafor JI baseline setting

The baseline for an Article 6 project is the scenario that reasonably represents the emissions that would

occur in the absence of the proposed project. This must be established:

»  Onaproject-specific basis and/or using a multi-project emissions factor;

e In a transparent manner with regard to the choice of approaches, assumptions, methodologies,
parameters, data sources and key factors;

e Taking into account relevant national and/or sectoral policies and circumstances, such as sectora
reform initiatives, local fuel availability, power sector expansion plans, and the economic situation in
the project sector;

* Insuch away that ERUs cannot be earned for decreases in activity levels outside the project activity
or due to force majeure;

e Taking account of uncertainties and using conservative assumptions.

* A basdine shall cover emissions from all gases, sectors and source categories listed in Annex A and
anthropogenic removals by sinks within the project boundary.

Source: UNFCCC The Marrakech Accords & The Marrakech Declaration (decisions 7/CP.4 and 14/CP.5)
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5.2 The project cycle

The CDM project cycle is the best developed indication of the typical steps required to establish a project,
ascertain additional emission reductions, and issue credits. Box A.3 summarises the five main steps in the

CDM project cycle, the entities involved, and the ingtitutional requirements implied by each.

Box A.3 CDM Project cycle and institutions required
Project stage Description Ingtitutional implications:
Project Design The proposed project must Carried out by: «  project proponents
follow agreed processes and ~ Govt requirements: «  establish eligibility requirements
eligibility rules  authoriselegal entities
Private sector: «  awareness of Jl requirements
Validation Project design is Carriedout by: « accredited  independent  operational
independently reviewed and entities
validated. Govt requirements: «  accredit domestic OEs
Private sector: . capacity to carry out validation
Registration ~ Once vaidated the project Carried out by: * relevant authority
can be registered with the Govtrequirements: « decide authority to approve &
relevant authority. register
* setup systems for
Private Sector: approval / registration
. none
Monitoring Ongoing process for Carried outby: ¢ project proponents
estimating emission  Govt requirements: « decide baseline rules
reduai_on from  baseline ¢ decide standard measurement
according to agreed methods. methods & reporting formats (MVP)
Private sector: o  technical capacity to monitor
emissions
e awareness of MVP requirements
Verification  Independent review of the Carriedout by: « accredited  independent  operational
methods used to estimate entities
emission reductions from  Govtrequirements. « accredit domestic OEs
baseline Private sector: «  capacity to carry out verification.
Certification Independent certification Carriedout by: « accredited  independent  operational
(based on verification) of entities
emission reductions. Govt requirements. «  accredit domestic OEs
Private sector: «  capacity to carry out certification
I ssuance Certified ERUs are issued by Carriedoutby: « Govt authority or J Supervisory
the relevant authority Committee
Govt requirements: « procedure for issuing ERUS, nationa
. registry
Private sector « npone
General Designate a national focal Carried out by: «  Govt authorities
ingtitutional point Govt requirements: «  Designate anational focal point
issues e Establish stakeholder process/public
participation
Private sector: . None?

Source: CDM project cycle www.unfccc.de and ERM
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5.3 Institutions: examples of relevant institutions

Eligible JI project activities could cover many sectors. Organisations having potential to participate in JI
processes may be numerous, with severa key ones. Their potentia roles vary from one organisation to
another. Some could be more active at policy or co-ordination level; some at implementation level; others
as observers or potentially beneficiaries.

Examples:

e Prime Minister's office

e Ministry of Industry/Energy

e Ministry of Finance

* Central Bank

e Electricity board

e Ministry of Agriculture /Forestry

e Ministry of Environment

e Ministry of Science, Technology

« Pollution Control Department

e Ministry of Transport

» State Department/Ministry of Internal Affairs
» Provincia and metropolitan Electricity Authority
* Private Sector

» Non-government Organisations

* Local Communities

» FEtc

5.4 Legislation: Examples of relevant laws

Countries will need to review current nationa policies, plans, laws and regulations that will support the
implementation of JI processes and projects to identify gaps and needs. Examples of relevant policy/laws
are

» Energy Conservation Acts

» Energy Policy Acts Energy Development plans

* Forest Acts, Nationa Park Acts

« Environmental Quality Management Plan

« Emission Standards for Energy

» Energy efficiency standards

»  Waste palicy and regulations

» Notification of the Ministry of Science, Technology and Environment

» Motor Vehicle Efficiency and Emission Standards

» Pollution Prevention and Control (IPPC)

* Industria Emission Standards

» Natural Resources and Environmental Policy

» Science and Technology Palicy

» Foreign Policy

e Socid Palicy

* Investment Promotion Policies
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5.5 Netherlands ERU-Pt

5.5.1 Introduction

Through the Emission Reduction Units Procurement Tender, ERU-PT, the Ministry of Economic Affairs
of The Netherlands has effectively implemented JI by purchasing Emission Reductions Units from project
investments in central and eastern European Annex | countries. The Dutch government has also extended
the programme to CDM projectsin non Annex | countriesin a new “CERU-Pt” programme.

5.5.2 Donor/host agreements

The Netherlands has signed a Memorandum of Understanding (MoU) at a bilateral level with a number of
countries in which the government agrees to transfer carbon credits to the Netherlands. The Ministry of
Economic Affairs and the Ministry of Housing, Spatial Planning and the Environment of the Kingdom of
The Netherlands are the relevant Dutch authorities for the purpose of this Memorandum. The MoU
specifies the recognition agreement of the Host Country for the transfer of assigned amount for any
emission reductions that derive from these projects during the Kyoto commitment period to the Dutch
Government. The main aspects covered by the MoU are the level of emission reductions, the contribution
of the Netherlands and of the Host country signatories, and the public procurement procedures for the
acquisition of ERUs.

5.5.3 Project administration institutions

Key ingtitutional elements that are now considered to be examples of best practice are the project selection
and approval processes, monitoring and verification requirements, and payment on proof of delivery of the
promised emission reductions (post verification).

5.5.3.1 Project Slection

Senter International, a public ingtitution acting for the Dutch Government, establishes call for proposals for
Jl and CDM projects. Any company in the world can submit projects in the ERU-Pt tender processes. The
project developer can test the validity of its project as a ERU-Pt project against a series of criteria for
digibility including project types and compliance criteria.

The latest ERU-PT JI tender was closed in March 2002, expressions of interest by atotal of 27 companies
have been submitted for this second round of the programme of which 18 have been accepted for
evaluation. The projects that have been registered are well distributed over the various countries. Top
runner so far is Bulgaria (6) followed by Romania (5), Hungary (3), Slovakia (2) and Estonia (1). Senter
received also an Expression of Interest related to a project located in New Zealand.

Senter assesses the detailed proposal on the basis of the price at which carbon credits are being offered, the
feasibility of the investment and its sustainability. Senter also checks the validation and the Letter of
Approval and contracts a number of companies. The proposals that comply to the requirements are ranked
by price (EUR/CO2¢). Contracts are awarded to the lowest price proposals.
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5.5.3.2 Approval Processes

To be approved a project must be validated by a independent third party to ensure that the project design,
the baseline, the monitoring and verification protocol and the emission reduction calculations are valid
compare to a set of criteria including the Kyoto Protocol rules, applicable UNFCCC documents, ERU-Pt
operational guidelines and terms of reference, Host Country legidation, etc. The emission reductions by
the project must be shown to be additional and significantly larger to what otherwise would have occurred.
The host country’s government must give approval for the transaction in carbon credits through a L etter of
Approval. Obtaining this letter is easier if the Host Country has signed a MoU, otherwise the project
developer has to approach the Host country government.

5.5.3.3 Validation, Monitoring and Verification

The validation is the process of an independent validator evaluation of a project against the requirement of
Jl project activities on the basis of the project design documents. Verification if the periodic independent
review and ex-post determination of the monitored emission reductions or removals that have occurred as a
result of the validated project activity.

The first step of the process is the establishment of a validation/verification contract by ERU-Pt, the
validator/verifier tasks involve: selecting the validation team; review of the project documents against a set
of pre-defined criteria; assessing the project documents against the criteria; on site assessment if judged
necessary and cost-effective; writing a draft validation report including any necessary corrective action
identified and the reasons for conclusion, decision and corrective actions. After the revision of the report
the validator team leader submits a report which is submitted to the project proponent organisation.

5.6 The Prototype Carbon Fund

5.6.1 Introduction

The World Bank’s Prototype Carbon Fund (PCF) funds projects in the framework of Article 6 (JI) as well
as Article 12 (CDM) of the Kyoto Protocol. PCF financing goes to specific projects that meet the agreed
PCF project selection criteria and conform to the procedures of the PCF, which ensure high quality
emissions reductions.

The Prototype Carbon Fund, established in the World Bank with contributions from governments and
companies, is afirst attempt to experiment with the creation of a market in emissions reductions under the
Kyoto Protocol's "flexibility" provisions. It has subscribed capital of 180 million USD. The governments
currently participating in the Fund are Canada, Finland, Japan Bank for International Cooperation,
Netherlands, Norway and Sweden.

5.6.2 Donor/host agreements

Experience from potential CDM projects funded or being investigated by the PCF provides examples of
the agreement process between the donor and the host country. Once an agreement on a framework for a
project is reached between the PCF and the Host Country project office, a Host Country Agreement
between the Host Country and the International Bank for Reconstruction and Development (IBRD), acting
as trustee of PCF, is established.
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This Host Country Agreement will usually include covenants on Host Country assistance with registration
of CERs; compliance by Host Country with the UNFCCC regulatory framework; future ratification of the
Kyoto Protocol; access to project sites; disclosure of information; and distribution requirements for sale of
additional CERs. In the case of multi project agreements, for each sub-project under the umbrella, a Letter
of Approval should be provided by the authorised Host Country entity confirming that the host Country
endorses the project for the purpose of Article 12 of the UNFCCC/Kyoto Protocol, and that the project
sponsor has ownership of CERs generated by the project.

5.6.3 Project administration institutions

The PCF supports projects directly and through participation in "local or regional carbon funds' that it
helps to establish. However, even when the PCF participates in other carbon funds, its financing is
identified with specific projects that meet the agreed PCF project selection criteria and conform to the
procedures of the PCF, which ensure high quality emissions reductions.

5.6.3.1 Project selection

Participants in the Fund agreed on a set of project selection and portfolio development criteria designed to
serve the "learning-by-doing" objective of the PCF while reducing project risk through portfolio diversity.
In practice, these objectives are achieved by balancing the Fund’s portfolio between: (a) CDM and JI Kyoto
Mechanisms; (b) geographic regions,; and, (c) eligible technologies and/or fuel switching in projects that
create Emissions Reductions additional to a credible baseline of what would have happened without PCF
financing. Criteria concerning the absolute level of PCF financing in any one project are intended to
expand the number of projects that the PCF supports while keeping transaction and administrative costs at
acceptable levels to the Participants. In some cases PCF has agreed to provided part of the funding for the
ERUs and CERs upfront, as for example by funding the validation exercise

5.6.3.2 Validation and Monitoring and Verification

The PCF approach to validation, verification and certification process has been developed in order to kick
start the carbon market, and the World Bank is strongly aware both of the need to move more quickly than
the international rules and also to be in line with international rules as they develop. The objective is to
give necessary documentation and assurance for the UNFCCC to register eligible Jl or CDM projects and
thus to provide confidence for investors that each PCF project will meet the necessary international criteria
and will yield valid credits.

The PCF approach includes the following specific elements:

e A basdline study for the project and an explanation of how additionality and other relevant project
criteriawill be satisfied.

e A Monitoring and Verification Protocol (MVP) for the project.

e Vadidation of the project design including the project baseline and the MV P.

* Monitoring of emission reductions and other relevant parameters and indicators.

e Periodic auditing of the project and verification that emission reductions have been achieved in
compliance with relevant project criteria.

» Certification of verified emission reductions.

» Recognition or registration of the certified reductions by a UNFCCC body.
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To date there is only one JI project under the PCF, a Solid Waste Management Project in Liepajain Latvia,
although others are coming through the project pipeline. The purpose of the project is to implement a self-
sustaining modern waste management system for city and region of Liepaja.

5.6.4 Bulgaria’

5.6.5 Introduction

The Joint Implementation Unit is an independent evaluating unit under the direct supervision of the
Ministry of Environment and Waters, guided by a steering group with representation from all involved
departments’, and hosted by the State Energy Efficiency Agency (SEEA).

The Bulgarian government has chosen to set up an interdepartmental JI-Unit as executing agencies of the
J programme, which is guided by a steering group, in which al involved departments are represented, see
Figure 1.

Figure 1  Bulgaria’s JI Institutional scheme
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5 Bulgaria Joint I mplementation web site: http://www.seea.government.bg/ji-unit/en/index.html

6 The Netherlands Agency for Energy and the Environment (Novem) and the Netherlands Energy Research
Foundation (ECN) implement the capacity building project in Bulgaria and Romania.
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The Ministry of Environment and Water MOEW s the official focal point for the UNFCCC and is
responsible for the development of project criteria and provision of guidance to the Jl Unit. The Jl Unit is
guided by steering committee composed of policy makers and experts from all involved departments.

5.6.6 Donor/host agreements

The Ministry of Environment and Waters of the Government of Bulgaria and the Dutch government have
developed a Memorandum of Understanding for co-operation in the area of greenhouse gas emission
reductions, signed on 10 April, 2000. The MoU sets acommon agreement for the development of ERU-Pt
projectsin Bulgaria (see ERU-Pt Section for more details).

5.6.7 Project administration institutions

The main task of the JI Unit is to evaluate the project proposas submitted to Senter International, and
prepare an advice for decisions to the Ministry of Environment and Waters of Bulgaria. The staff of the JI-
Unit assists in the development of project selection criteria, co-ordinates the Joint implementation activities
with the Ministry of Environment and Waters, performs negotiations on credit sharing, and maintains close
communications with the project devel opers.

A significant part of JI-Unit's responsibility is the promotion of ERU-Pt scheme and creation of awareness
on Joint Implementation in general. The purpose is to increase the quality and the quantity of future
Bulgarian projects submitted to ERU-Pt. The promotiona activities include provison of detailed
information on ERU-Pt to loca business communities, foreign companies active in Bulgaria, and other
stakeholders such as NGOs, municipalities, Ministries, agencies, etc. The communication role of the Unit
provides for organisation of meetings and workshops, participation in seminars and relative events.

5.7 Poland’

5.7.1 Introduction

Poland was among the first Central European countries to have a national JI Secretariat. An Executive
Office for the Climate Convention opened in 1999, the JI Secretariat became part of the Executive Office
National Fund for Environmental Protection and Water Management. The National Fund provides staff
and funding as needed to carry out the duties of the JI Secretariat.

Jl Secretariat is affiliated with the National Fund for Environmental Protection and Water Management,
under supervision of Minister of Environmental Protection. The Minister of Environmental Protection is
authorised to approve AlJJl projects and is responsible for developing a strategy for using the Ji
mechanism to implement the government’s environmental policy. The National Fund is the largest
financial institution to support environmenta project in Poland. The National Fund has a great deal of
experience in selecting good projects, which can be registered under AlJJl programmes, as well as in
supervising their implementation and monitoring the environmental effects achieved.

7 http://www.climate.pl/

41



COM/ENV/EPOC/IEA/SLT(2002)4

Currently the JI Unit is beginning to prepare a new JI Strategy and procedure in accordance with Kyoto
Protocol®.

5.7.2 Donor/host agreements

For an AlJJI project to be implemented in Poland within the framework of the AIJ/Jl program the first
mandatory step isthe official signing of an agreement between the Polish Government and the Government
of the country from which the project proponent originates. To date the Polish Government has signed an
MoU with the Dutch and the Norwegian Governments.

After the official signing of an agreement between the Polish Government and the Government of the
country from which the project proponent originates, the project may be implemented within the
framework of the A1J/Jl program.

5.7.3 Project administration institutions

The J Secretariat is responsible for co-ordinating all activities related to JlI, including project proposal
evaluation, selection, reporting, and monitoring.
The Jl Secretariat has developed evaluation criteriato select projects that best serve Poland’s interests.

The implementation procedure for AlJ projectsin Poland emerged in severa stages. In the first phase, after
obtaining documentation from the project proponent, the JI Secretariat passed the information regarding
the project to al interested ingtitutions (governors of provinces, ministries and experts) seeking their
opinions, if needed. The notification that the proposal had been submitted was also passed to the Director
of the Department of Environmental Policy and European Integration of the Ministry of Environmental
Protection that in turn notified the Minister of Environmental Protection.

A second period saw the appointment of a Steering Committee for the project by the Minister of
Environmental Protection, consisting of the policy makers from various governmental department and
various experts. The Steering Committee verified the proposal, clarified all related uncertainties and
submitted its recommendations on the project to the Minister of Environmental Protection. If the
recommendations of the Steering Committee were positive, the proposal was considered approved by the
Polish government and designated for implementation. However, the steering committee has now been
abolished.

The first AlJ program, co-financed by the Government of Norway, GEF and the Polish partners, was
launched in 1996. To date, the Norwegian program consists of about 40 separate individual projects now
under different implementation stages (JI Secretariat, 1999a). In addition, the Polish Government signed
an agreement with the Government of the Netherlands, under which 14 projects were pre-qualified and
evaluated for possible implementation as JI programs (JI Secretariat, 1999a). Under this program, two pilot
projects were selected and they are now completed: the heating systems for two towns Byczyna and
Szamotuly. Following a public information campaign, the JI Unit has identified a portfolio of about 70
proposal offersfor JI projects.

8 http://www.climate.pl/
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5.8 Czech Republic®

5.8.1 Introduction

The National Reference Centre for AlJJl projects (NRC) was established within the Department of
Integrated Financing of the Ministry of the Environment of the Czech Republic.™

5.8.2 Project administration institutions

The National reference centre for Al1J/Jl has developed a list of information according to which projects
will be evaluated (transparent baseline, annual emission reduction, total reduction, economic effectiveness
and additionality). Guidelines for project submission and a series of criteria for the evaluation of Ji
projects include the following:

0) the condition of "additionality”, i.e. decrease in GHG emissions resulting from the given
technology that would be impossible to achieve without implementation of the project. Proposas
for projects that are aimed at fulfilling conditions laid down by the relevant environmental
legislation valid in the Czech Republic shall be excluded from further proceedings;

(i) compliance with the priorities of the State Environmenta Policy and with the priorities of the State
Program of Support for Energy Savings and Use of Renewable Sources of Energy;

(iii)  the condition of "the best available technology";
(iv) the benefit for dissemination of know-how and new technologiesin the Czech Republic;

(V) compliance with macro-economical policies, both at national and regional levels (e.g. growth of
employment).

9 Czech Ministry of Environment web site: www.env.cz

10 Ms. Lenka Karova (Ilenka_karova@env.cz)
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Part Ill.

Climate Change Capacity Building in Annex | EITs:
Issues and Needs™
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Executive Summary

The goa of this paper is to provide a brief overview of major on-going (year 2002) and planned climate-
related capacity building efforts in the EITs (economies in transition) covered under Annex | of the Kyoto
Protocol — Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Romania, Russia, Slovakia, Slovenia, Ukraine —in the areas of GHG inventories, JI, emissions trading, and
national registries. The paper also addresses some of the challenges that the EITs face in developing and
implementing key national systems to mitigate climate change, highlights areas where there is a need for
sustained capacity building efforts, and provides preliminary recommendations on how these efforts should
be designed.

Main Challenges

To participate in the Kyoto Protocol and its flexibility mechanisms, EIT countries must meet many
requirements that apply to them as Parties to the UNFCCC and the Protocol. These requirements include
the establishment of national systems for estimating GHG emissions and removal by sinks, annua update
and reporting of national GHG inventories, development of national policies and measures to address
climate change, creation of national registries, and others.

The EITs have already made significant efforts in building institutional capacity for participation in the
Kyoto Protocol. However, despite the important steps that have been made, these countries still face
numerous challenges and barriers that inhibit effective implementation of climate change mitigation
policies and could prevent the EITs from large-scale engagement in internationa flexibility mechanisms.
Among the main challenges are:

11. The Swedish Ministry of Industry, Employment and Communications commissioned this study for the OECD as
part of the materials prepared for the OECD/IEA/IETA workshop “National Systems for Flexible Mechanisms:
Implementation Issues in Countries with Economiesin Transition” held in Szentendre (Hungary) May 13-15, 2002.
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» shortage of sustainable financial resources,

» lack of experienced staff within government agencies,

e competing nationa priorities,

e uncertainty in the designation of tasks and responsibilities among government agencies,

» deficit of technical resources (clear guidelines, computer models),

« uninformed and/or passive stakeholders (including Parliament, government, industry, and the genera
public),

« political instability (mainly, frequently changing governments),

e unidentified or unclear connections between climate change policies and other energy and
environmental priorities and policies (including EU accession issues).

All these challenges are interrelated and need to be addressed in an integrated way.

One of the main problems with climate change policies in most EITs is that the governments and other
stakeholders do not realise that domestic GHG emission reduction measures and participation in the Kyoto
mechanisms may lead to substantial financial flows from the West, improved efficiencies, new
technologies, and better environmental quality. Thislack of awareness contributes, among other factors, to
the fact that climate issues are often not viewed as a priority by EIT governments. Since climate is not a
priority, the governments do not see an urgent need in devoting additional financial resources to this issue,
and in making important institutional and legal decisions that will provide afoundation for the formulation
and implementation of climate change strategy and policy.

Once the Kyoto Protocol enters into force, the EITs that are not sufficiently prepared to participate in the
Protocol and its Mechanisms will not be able to benefit from its provisions. It is essentia that the EIT
governments and other in-country stakeholders energise themselves for effective actions in the
development of national institutional and legal structures to support climate change policy development. It
is also important that the EITs receive comprehensive and co-ordinated support from the international
donor community in their efforts to address the challenges and build effective national climate programs.

Capacity Building Programs

Many Annex | governments and international organisations have initiated capacity building assistance
programsto assist EITs in their efforts to develop national systems for climate change policy development
and implementation, and compliance with the UNFCCC and Kyoto Protocol. The findings of the research
for this paper indicate that:

» Although there is a wide range of assistance programs currently implemented in the Annex | EIT
region, most of these programs tend to focus on JI and other project activities. To date, less attention
has been paid to other important areas like GHG inventories, emissions trading, and national registries.

» Many capacity building programs have had an ad-hoc character and little co-ordination among
themselves (especialy in their inception stage). However, there is a process of moving from ad-hoc
capacity assistance to a more systematic one.

» Almost al agencies that provide capacity building assistance in the EIT region have come to realise
that capacity building programs are most successful when they are country driven, involve a wide
range of national stakeholders, and have a high degree of in-country ownership. These principles have
already been incorporated in the design of many on-going or planned capacity building activities.

» Thereis no mechanism that is flexible enough to alow EITs to request specific and timely assistance.
The EC and several Annex | governments have special programs where EIT governments or other
ingtitutions can apply for assistance. However, very often EIT governments do not have resources
and/or needed experience to devel op necessary applications.

45



COM/ENV/EPOC/IEA/SLT(2002)4

» Thereisalack of balance between internal and external resources for capacity building. Initiatives by
donor countries are often not matched by internal resources in the EITs devoted to climate change.

» Findly, athough there is a wide range of funding institutions and on-going capacity building
initiatives, additional efforts are required to meet the EITS needs.

Capacity building assistance programs vary by type, scope, and size. Some capacity building assistance is
provided to specific countries, other capacity building projects include a group of EIT countries, and there
are also some institutions that provide general assistance with information and expertiseto all EITs.

EIT countries that receive country-specific targeted assistance include Poland, Russia, Ukraine, Bearus,
the Czech Republic, Slovakia, Slovenia, Bulgaria, Romania, and Croatia. Poland, Slovakia, and the Czech
Republic receive assistance for building institutional and regulatory capacity on domestic and international
CO, emissions trading and on source-level GHG monitoring and reporting. Russia, Ukraine, and Belarus
receive assistance with the development of national GHG inventories. Poland, Bulgaria, Romania,
Slovenia, Croatia, and Ukraine receive various assistance with regard to project-based activities, including
AlJand Jl. Bulgaria received support from the OECD in the area of national registry. Latvia, Estonia, and
Lithuania have had a large experience with AlJ projects, and received some assistance with ingtitutional
capacity building in the framework of these projects.

There are severa institutions and projects that provide regional assistance where several EIT countries are
involved:

» BASREC project provides assistance to Estonia, Latvia, Lithuania, Poland, and Russia on J and

emissions trading.

IEA has developed atrading simulation game for participants from Estonia, Latvia, Lithuania, Poland,

and Russia

BASE project assists with methodologies and tools to facilitate implementation of JI in the Czech

Republic, Estonia, Hungary, Slovenia, and Poland.

US EPA provides training on emissions trading to government, industry and NGO representatives from

Central and East European countries.

WRI/REC has recently completed a Capacity for Climate project that analysed institutional capacity of

and provided recommendations for further development of capacities in Central and East European

countries.

» The European Commission sponsors severa projects that evaluate capacity needs of the Accession
countriesfor JI, GHG monitoring and reporting, and emissions trading.

YV VYV Y V¥V

Some institutions provide general assistanceto all EITs. They include:

» EEA —assistance in developing GHG national inventories;

» |PCC —workshops and expert meetings on the IPCC methodology and experiences with it;

» PCFplus — a World Bank program with activities in the area of outreach, research, and training to
enhance the operations and activities of the PCF and its partners, and to promote the market for and
quality of GHG projects and emission reduction credits by reducing risks and transaction costs;

» OECD/IEA Annex | expert group — support to Annex | countries in their efforts to build a solid and
efficient international policy response to climate change. The Group's recent work focused on
monitoring and compliance, emissions trading and project-based mechanisms, domestic policies and
measures;

» UNDP-GEF — assistance with project development, national inventory improvements, technology
transfer, ingtitutional strengthening, and institutional capacity needs assessment;

» UNITAR —is planning assistance in developing capacity to establish and maintain permanent national
GHG inventory systems compliant with international guidance and standards.

46



COM/ENV/EPOC/IEA/SLT(2002)4

The table below illustrates the distribution of capacity building assistance in the EIT region by program
area (it might not include all existing programs and activities).
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Remaining Capacity Needs

It is clear that all essential areas of climate change policy development, including JI, emissions trading,
GHG inventories, and national registries, require additional attention and investments of human, financia
and technical resources.

Thelist of capacity needsin the EITsis known:

>

VV VYV VYV V

Establishment or strengthening ingtitutions at the national level to co-ordinate and guide activities for
climate change policy development and implementation (including national systems for data collection
and verification, national GHG registries, and JI units);

Transfer of methodologies and know-how on monitoring and data collection, data quality assurance
and control;

Methodologica and legidative assistance on emissions trading and JI, including such assistance with
respect to accession issues,

Public awareness support;

Education of local government and industry stakeholders and support for dialogue among various
stakeholders;

Awareness raising among government officials and parliamentarians,

Training of local experts.

The EIT countries and foreign assistance ingtitutions should join their forces to build the necessary
infrastructure that will enable successful participation of the EITs in the Kyoto protocol and its
Mechanisms.

47




COM/ENV/EPOC/IEA/SLT(2002)4

It is crucial that the EITs create conditions that would be conducive to the success of technical assistance
efforts. The following are suggested steps for the EITs:

» Clear division of responsibilities among al institutions involved in climate policy development.

» Internal initiatives, such as the development of strategies and action plans to consolidate various
resources for the development of the basics of climate policies, development of strategies and criteria
for JI project identification and selection, development of emissions trading framework, etc. The
governments should strive to launch alegidlative process that would promulgate those policies.

» Involvement of the private sector in the development of national systems that a country needs to
participate in the Mechanisms. Engaging and educating local governments and industry representatives
on Jl and international emissions trading issues may lead to further mobilisation of in-country financial
resources.

The donor community, for its part, should also take steps to boost the efficiency of technical assistance
programs. The donor community could take the following:

» More strategic but flexible assistance (targeted to specific needs but flexible in its approach, timing,
and criteriafor capacity building projects preparation and approval).

» Designing several large multi-year programs rather than many small and short projects.

» Ensuring co-ordination between donor agencies before they engage in a capacity building effort in
order to avoid duplicating activities. It might be useful to develop a web-based or actual capacity
building clearinghouse and co-ordination centre, where all interested parties can receive information,
request assistance, co-ordinate their efforts, etc.

» Encouraging locd initiation and requests for assistance. The assistance will be most effective when it
complements in-country efforts to address a specific issue of climate change policy development. In
this case, in-country stakeholders lay out the foundation of a project, and local resources are mobilised
to work on this specific issue. It might also be helpful to offer advice/assistance to the EITs on
devel oping applications for assistance.

1. Introduction

The goal of this paper is to provide a brief overview of major on-going (year 2002) and planned climate-
related capacity building efforts in the countries with economies in transition (EIT)* in the areas of GHG
inventories, JI, emissions trading, and national registries. The paper has been developed for the
OECD/IEA/IETA conference on “National Systems for Flexible Mechanisms: Implementation Issues in
Countries with Economies in Transition” held in Szentendre (Hungary), on May 13-15, 2002. It served to
facilitate a discussion on what remaining capacity needs are in the EIT countries, and how future capacity
building assistance programs should be designed and implemented.

The paper addresses some of the challenges that the EITs face in developing and implementing key
national systems (GHG inventories, registries, J| and emissions trading schemes) to mitigate climate
change. The paper also highlights areas where there is a need for sustained capacity building efforts and
provides preliminary recommendations on how these efforts should be designed. The analysisis based on
the interviews conducted by the author with various EIT countries’ governments and other stakeholders, as
well as with selected donor community representatives.

12 Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Russia,
Slovakia, Slovenia, Ukraine.

48



COM/ENV/EPOC/IEA/SLT(2002)4

The paper consists of three main sections. Section 2 discusses main challenges that Annex | EITs face in
their efforts to develop and implement national schemes (GHG inventories, registries, Jl and emissions
trading schemes) for climate change mitigation. Section 3 provides an overview of the current and planned
capacity building efforts in the EIT region supported by the European Commission, governments of
various Annex | countries (The Netherlands, U.S., Canada, Finland and Sweden), and many multilateral
institutions (including the World Bank, PCF, UNDP-GEF, OECD/IEA, EEA, IPCC, and others). Section 4
focuses on remaining capacity building needs and reflects on Decision 3 of COP 7 of the UNFCCC that
identifies guiding principles, approaches, and scope of capacity building programs for the EITs. This
section offers suggestions on what should be the focus of capacity building assistance for the next several
years and how these assistance programs could be made more effective. The section is not aimed at
providing a complete list of necessary capacity building efforts but outlines the main areas where effective
actions would be beneficial to the mgjority if not al the EITs.

2. Main challenges of the Annex | EITs in developing and
implementing key national systems to mitigate climate change

To participate in the Kyoto Protocol and its flexibility mechanisms, EIT countries must meet many
requirements that apply to them as Parties to the UNFCCC and the Kyoto Protocol. These requirements
include the establishment of national systems for estimating GHG emissions and removal by sinks, annual
update and reporting of national GHG inventories, development of national policies and measures to
address climate change, creation of national registries, and others.

The EITs have already made significant efforts in building institutional capacity for participation in the
Kyoto Pratocol and in developing systems to facilitate the establishment of national GHG inventories, JI
policies, and national climate strategies. However, despite the important steps that have been made, the
EITs till face numerous challenges and barriers that inhibit effective implementation of climate change
mitigation policies and could prevent the EITs from a large-scale engagement in international flexibility
mechanisms. Among the main challenges are:

» shortage of sustainable financial resources,

» lack of experienced staff within government agencies,

e competing nationa priorities,

e uncertainty in the designation of tasks and responsibilities among government agencies,

» deficit of technical resources (clear guidelines, computer models),

» uninformed and/or passive stakeholders, (including Parliament, industry, government, public),

» political instability (mainly, frequently changing governments),

e unidentified or unclear connections between climate change policies and other energy and
environmental priorities and policies (including EU accession issues), etc.

All these challenges are interrelated. It is unlikely that fixing one or two problems will ensure EITS
compliance with al the UNFCCC and Kyoto protocol requirements. All the issues need to be addressed in
an integrated way. The following pointsillustrate some of these interrelated challenges and barriers.

One of the main challenges of most EITs is the lack of sustainable financial resources that can be devoted
to inventory development and regular updating, climate change strategy and policy formulation and
implementation, establishment of national GHG registries, etc. The shortage of financial resources, in turn,
is one of the main reasons for inadequate staffing, scarcity of qualified experts, and, as a result, the lack of
comprehensive climate change strategy and action plans that would move the policy development further.
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Thelack of financia resources for climate change policy development and implementation is partly caused
by the fact that climate issues are often not viewed as a priority by the EIT governments. The government
is likely to devote available resources to economic or social priorities. One of the main reasons why
climate is not a priority is the lack of awareness that domestic GHG emission reduction measures and
participation in the Kyoto mechanisms may lead to substantia financial flows from the West, improved
efficiencies, new technologies, and better environmental quality. Even those who do understand potential
benefits that the Kyoto mechanisms can bring to their countries fear that the lack of resources would not
alow them to redlise these opportunities. Many EIT governments are concerned that engaging in not
completely understood CO, “trading operations’ will leave them with costly obligations in the future, and
that all the expected financial and other gains will be lost in along run.

Another important barrier is institutional gaps and uncertainties. They are caused by the fact that the
government does not see any urgency in addressing these issues. Since there are many other competing
problems that the EITs face (e.g., economic restructuring, budget deficits, social problems, political
instability, other international obligations), the government first attends to the priority areas, and as a
result, the institutional basis for climate policy is left unresolved for years. Many EIT countries still have
not designated relevant institutions to be responsible for specific areas of climate policy development, and
even countries which gave specific agencies co-ordinating roles for some of these areas (mainly, Jl) have
not provided those agencies with any authority. For example, Poland hosted several AlJ and five Ji
projects. However, despite the fact that since 1996 Poland has had a JI office and was one of the first EITs
to have a Jl strategy and project selection criteria, the JI office was not granted official authority to approve
proposed projects and international transfer of CO, credits. Many other EITs have not even moved that far
and there are till internal disputes (mostly between Ministries of Environment and Ministries of Energy)
on who should be the supervising authority for Jl units.

The designation of authorities for implementation of other national climate change systems is even less
clear in many EIT countries. For example, in Russia there are many government agencies, independent
ingtitutions, and experts that are involved in the national inventory development (at the national, regional,
and sectoral levels). However, there is not yet an organisational structure that could support and co-
ordinate their efforts. Thisinstitutional gap not only prevents Russia from devel oping a comprehensive and
accurate multi-year national GHG inventory, but aso contributes to financial challenges (as described
above). Ingtitutional uncertainty contributes to financial challenges because it leads to untargeted and
inefficient use of already scarce financia resources and discourages foreign assistance (since donors are
reluctant to provide funding under an unclear ingtitutional framework).

The lack of initiative on the part of EIT governments is also one of the most important constraints of the
development of effective climate change policies and in reaping the most benefits from the Kyoto
flexibility mechanisms. For example, very often AlJ and Jl project selection and approval procedures are
investor driven, which does not contribute to using resources strategically (directing them to projects and
areas that are the most important financially, economically or environmentaly). The absence of
comprehensive Jl and climate change strategies leads to random project selection and aimless use of
obtained financia resources. This situation is further aggravated by the insufficient knowledge of climate
issues at the local level and among industry stakeholders. Local government and industry stakeholders
could be very effective in identifying possible JI projects and prioritising them for their region, city, or
industry. The lack of information and knowledge in these stakeholder groups prevents them from the
participation in the devel opment of nationa climate policies and systems.

While all EIT countries must deal with these difficulties, EIT Accession Countries face an additiona
challenge — preparations for their future accession to the EU. While approximation with the Acquis
Communautaire is a complex process (it is still unclear what the full package of requirements regarding
climate change policy will be), the approximation process can aso be used by the accession countries to
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direct resources into building capacity for climate. Candidate countries could also use strategic
participation in JI and trading as tools for directing investment to facilitate their accession to the EU.

The main challenge that accession requirements create for the candidate countries is to develop climate
policies that would conform to the EU legislation. The accession requirements will affect how candidate
countries conduct the JI project cycle. For example, some projects that now qualify for J will not meet
additionality requirements once a host country becomes an EU member with obligations to meet the IPPC
Directive (with its BAT provision), energy efficiency standards, and others. A recently proposed CO,
emissions trading directive, if adopted, will have serious implications for the accession countries since they
will have to develop domestic emissions trading schemes compatible with the one at the EU level. The
current proposal of the Directive states that “the first accessions are likely to have taken place by the
commencement of this scheme and so would be covered by this proposal.” Candidate countries should
find resources to be active participants in the development of the proposed directive so that their interests
and concerns are taken into account before the directive isin force.

Once the Kyoto protocol enters into force, the EITs that are not sufficiently prepared to participate in the
Protocol and its Mechanisms will not be able to benefit from its provisions. It is essential that the EIT
governments and other in-country stakeholders energise themselves for effective actions in the
development of national institutional and legal structures to support climate change policy development. It
is adso important that the EITs receive comprehensive and co-ordinated support from the international
donor community in their efforts to address the challenges and build effective national climate programs.

3. On-going and planned climate change capacity building initiatives
in the EITs

Many Annex | governments and international organisations have initiated capacity building assistance
programs to assist EITs in their efforts to develop national systems for climate change policy development
and implementation, and compliance with the UNFCCC and Kyoto Protocol. The findings of the research
for this paper indicate that:

%+ Although there is a wide range of assistance programs currently implemented in the Annex | EIT
region, most of these programs tend to focus on Jl and other project activities. To date, there has been
less attention to other important areas like GHG inventories, emissions trading, and national registries.

% Many capacity building programs have had an ad-hoc character and little co-ordination among
themselves (especialy in their inception stage)'®. However, there is a process of moving from ad-hoc
capacity assistance to a more systematic one. Several interviewed agencies indicated that they were
devel oping comprehensive capacity building assistance strategies.

< Almost al agencies that provide capacity building assistance in the EIT region have come to redlise
that capacity building programs are most successful when they are country driven, involve a wide
range of national stakeholders, and have a high degree of in-country ownership. These principles have
already been incorporated in the design of many on-going or planned capacity building activities.

¢+ Thereis no mechanism that is flexible enough to alow EITs to request specific and timely assistance.
The EC and several Annex | governments have special programs where EIT governments or other

13 Once capacity building programs enter the implementation phase, most programs implemented in the same region
or country try to coordinate with each other and keep each other informed of their actions.
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institutions can apply for assistance. However, very often EIT governments do not have resources
and/or needed experience to develop necessary applications (which tend to be overly bureaucratic and
require alot of work to complete).

% Thereis lack of balance between internal and external resources for capacity building. Initiatives by
donor countries are often not matched by internal resources in the EITs devoted to climate change.

< Findly, athough there is a wide range of funding institutions and on-going capacity building
initiatives, additional efforts are required to meet the EITS needs.

The following is an overview of current and planned capacity building activities in the EIT region, which
begins with a summary table. The overview focuses on programs that are dedicated to capacity building,
but it aso provides information on some AlJ and JI programs implemented by Annex | countries in the
EIT region where some components of these efforts can be qualified as capacity building.

Organisation/ Climate Change Area Country Timeframe
Government
BILATERAL ASSISTANCE
The Netherlands (Ministry | Jl Bulgaria, Romania, Interrupted, might
of Economic Affairs) Poland continue in the future
USA (USAID, USEPA) National strategies, GHG Ukraine, Slovakia, On-going
inventories, emissions trading Poland, the Czech
Republic, Russia
Canada (CIDA) National strategy, JI, GHG Ukraine On-going
inventory
Japan Training, and funding of a Small number of reps. On-going
climate capacity building project | from EIT countries
at the REC
Finland AlJJl activities Baltic Searegion On-going
Sweden AlJ/JI activities, research, some | Baltic Searegion On-going
capacity building
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Organisation/ Climate Change Area Country Timeframe
Government
INTERNATIONAL ORGANISATIONS/MULTILATERAL ASSISTANCE
European Commission J Candidate countries On-going
GHG inventories, emissions Russia, NIS, candidate Planned
trading countries
World Bank JI, national strategies, climate Ukraine On-going
policy
PCFplus J EIT countrieswith PCF | On-going
projects
UNDP/GEF National communications, Belarus, Slovenia, On-going
project activities Croatia
OECD/IEA JI, GHG inventories, national EIT countries On-going
registries, emissions trading
UNITAR Training on GHG inventories, CG-11 Planned
and registries
European Environment GHG inventories EIT countries On-going
Agency
IPCC GHG inventories EIT countries On-going
BASREC JI; emissions trading Estonia, Latvia, On-going
Lithuania, Poland,
Russia
Nordic Regional JI; training, research Estonia, Latvia, On-going
Organisations Lithuania, Russia,
Poland
NGOS AND BUSINESS ASSOCIATIONS
CCAP Emissions trading; climate Slovakia, Poland, the On-going
change strategies, GHG Czech Republic, Ukraine
inventories
CAN-Europe; CANCEE Raise climate awareness, EIT countries On-going
independent review of national
communications
REC JI, monitoring, reporting, climate | Central and Eastern At the completion
strategies Europe stage
WRI JI, monitoring, reporting, climate | Central and Eastern At the completion
strategies Europe stage
WWF Climate strategies, GHG Russia On-going
inventories

3.1 Bilateral Assistance

3.1.1 The Netherlands

The Netherlands has developed the ERUPT scheme (Emission Reduction Unit Procurement Tender) to
implement JI with Central and Eastern European Countries as host countries. Bulgaria, Romania and
Slovakia are the first countries with which the Netherlands intends to implement ERUPT. To address host
countries capacity building needs for their participation in J and ERUPT, the Netherlands launched
support for the host countries in capacity building. The Dutch Ministry of Economic Affairs provides
financial assistance for capacity building initiatives in Bulgaria, Romania, and Poland. The Netherlands
Agency for Energy and the Environment (NOVEM) and the Netherlands Energy Research Foundation
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(ECN) implemented a capacity building project in Bulgaria and Romania. The project included support for
the development of required ingtitutional set-up and staff capacity, development of implementation
procedures, transfer of knowledge, training in Joint Implementation and ERUPT. The project created Ji
units in both Romania and Bulgaria and trained two staff members to work in each of these units. This
assistance project has been interrupted to allow for the host countries to decide what they want to do with
the JI units. The assistance might continue in the future.

In Poland, the Dutch Ministry of Economic Affairs funded one workshop for Polish stakeholders and
Dutch investors to discuss ingtitutional and methodological issues of JI. Under this project, the CCAP, a
US based organisation devel oped a paper for the Polish government on multi-project baselines for Jl in the
power sector. This assistance was discontinued due to some uncertainties with the institutional structure
and further climate policy development in the Polish government but may be resumed in the future.

Contacts

Johan Havinga

Netherlands Agency for Energy and the Environment (NOVEM)
Tel: 31302393534

Fax: 31302316491

Email: J.havinga@ecn.nl

Sascha van Rooijen

Energy Research Centre of the Netherlands (ECN)
Tel: 31 22 456 41 43

Fax: 3120492 28 12

Email: vanrooijen@ecn.nl

Hanneke Sikkema

Ministry of Economic Affairs
Tel: 3170 379 83 40

Email: H.M.Sikkema@minez.nl
http://www.carboncredits.nl

Maurits Henkemans

Ministry of Economic Affairs

Tel: 3170 379 63 28

Fax: 317037974 23

Email: L.J.M.BlansonHenkemans@minez.nl

Arthur Roborgh

Ministry of the Environment and Housing Planning
Tel: 31703395375

Fax: 3170 339 13 06

Email: Arthur.Roborgh@minvrom.nl
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3.1.2 The United States of America

The U.S. government has provided capacity building assistance to the EIT countries through its Agency for
International Development (USAID), the Environmental Protection Agency (U.S. EPA), and the
Department of Energy (U.S. DOE), including DOE's Pacific North-West National Laboratory (PNNL).
Currently only USAID and U.S. EPA are engaged in capacity building effortsin the EITs.

U.S. EPA, through its funding of the Center for Clean Air Policy (CCAP), provides assistance to Poland,
Slovakia, and the Czech Republic in developing recommendations on national CO, emissions trading
schemes, and to Ukraine on developing regional/local capacity for participation in the UNFCCC. This
effort started in 1999 and is still carrying on. The work in Eastern Europe includes analysis of the above
mentioned countries greenhouse gas (GHG) emissions data, identification of participating sectors in
emissions trading, establishment of CO, caps, development of recommendations for allowance allocation
methods and source-level monitoring, reporting and verification requirements. The work also involves
detailed analysis of bottom-up (source-level) energy and CO, emissions data.

U.S. EPA (together with the CCAP) has also organised two training courses on emissions trading for
government, NGO and industry representatives from Central and East European countries. Two one week-
long courses were held in Washington DC in 2000, and in Prague in May 2002.

U.S. EPA also provides capacity building assistance to Russia and Ukraine in the area of GHG inventory
development at the regional (oblast) level. In Ukraine, the work focuses on the development of a Lviv
regional GHG inventory and development of aregional climate change strategy, including identification of
possible J projects. In Russia, U.S. EPA assisted with the development of severa regional inventories
(Novgorod, Nizhniy Novgorod, Sverdlovsk, Sakhalin, and Chelyabinsk oblasts, and Khakassia Republic).

Contacts

Brian McLean

U.S. EPA

Tel: 1202 564 91 50

Email: Mclean.brian@epa.gov

Stephanie Bencovic
U.S. EPA
Email: Bencovic.stephanie@epa.gov

Jeremy Schreifels
U.S. EPA
Email: Schreifels.jeremy@epa.gov

USAID provides large-scal e climate change capacity building assistance to Ukraine.

Under this program Climate Change Initiative (CCIl), a project management and information centre was
established in Kiev. The CCl Center provides information and links to international climate change
programs and organisations, and maintains a database of al climate change activities in Ukraine. The CCI
provides assistance to Ukraine on institutional strengthening, development of climate change policy,
identification of GHG mitigation projects for foreign investment, and facilitates increased involvement of
non-governmental organisations (NGO) and industry in climate change activities.
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In particular, the CCl is helping Ukraine to analyse options and develop recommendations for a structure
that would enable Ukraine to participate in international mechanisms under the Convention. It provides
assistance in the development of technical methods to conduct Ukraine's GHG inventory. The CCI holds
workshops, seminars and training courses for government officials, NGOs, enterprise managers and
climate change specialists. Training topics include: Basics of Climate Change, Economics of Climate
Change, Climate Change Transactions, GHG Emissions Inventory, Climate Change Mitigation,
Monitoring, Evaluation, Reporting, Verification and Certification of GHG Emissions Reductions, Project-
Level GHG Baseline Determination, Project Preparation and Financing, and Carbon Sequestration by
Forestry and Agriculture. The CCl co-operated with Ukrainian officials and experts in conducting a
training needs assessment and in developing atraining strategy.

Contacts

Climate Change Initiative Center

Natalya Parasyuk

Natalya Kulichenko

24/7, Instytutska Str., Suite 4.

Kyiv 01021, Ukraine

Tel: 380 44 253 07 08/ 253 76 63 / 253 51 77
Fax: 380 44 253 50 68

Email: office@climate.org.ua
http://www.climate.org.ua

Dan Thompson
Environmental Advisor
USAID/Kiev

Tel: 380 44 462 56 78

Fax: 380 44 462 58 34

Email: dthompson@usaid.gov

Ko Barret

USAID
Email: kbarrett@usaid.gov
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3.1.3 Canada

The Government of Canada through the Canadian International Development Agency (CIDA) provides
funding to the Canada-Ukraine Environmental Co-operation Program (CUECP) for the years 1999-2002.
This Program comes under the provisions of the “Memorandum of Understanding between the
Government of Canada and the Government of Ukraine on Co-operation on Climate Change, Including
Joint Activities’ signed in January 1999. The Program is administrated by the Institute of Public
Administration of Canada.

The Program’s goal is to improve Ukraine's transition to a market economy by enhancing capacities to
manage environmental protection issues and activities. The Program’'s focus is capacity building for
climate change management in three main areas:

» Development of Ukraine' s National Climate Change Strategy,
* Development of aclimate change management structure in Ukraine, and
« Development of policy and legal framework for Joint Implementation projects.

Contacts

Peter Melnychuk

CIDA/IPAC Program Manager

2-A Bankova St.

Kyiv 01024, Ukraine

Tel: 38044 29301 71/293 7451/ 293 60 43
Fax: 380 44 293 61 63

Email: pmelnychuk@ipac.kiev.ua

Iryna Trofimova
Technical Adviser
Email: itrofimova@ipac.kiev.ua

3.1.4 Finland

Finland does not have specific capacity assistance programs in the EITs. The Finnish government has a
pilot program on CDM and JI. The Program’s goal is to build administrative capacity in Finland as well as
to prepare guiddines for the selection and implementation of projects. Some Activities under this pilot
program can be regarded as capacity building in partner countries.

The Pilot Program was launched in 1999 and allocated 8.4 million EUR for a three-year period between
2000 and 2002. The project pipeline includes over thirty potential projects. Potential projects have been
identified by Finland in Estonia, Latvia, Lithuania, Poland, and Russia The Finnish Ministry of
Environment has signed a Memorandum of Understanding with Latvia, Lithuania, Poland, Ukraine and
Estonia concerning Jl co-operation. Finland is looking forward to signing a MoU with Russia, as well. In
addition to MoU with Estonia the two countries are in the process of finalising a Country by Country
Agreement that defines detailed rules for JI co-operation and designates national authorities competent to
conclude individual project agreements. The Pilot Program’s Guidelines for selecting and implementing Ji
and CDM projects were developed in 2000, and a new version incorporating the developments in
Marrakech was finalised in spring 2002.
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Contacts

Mika Sulkinoja, Email: Mika.Sulkinoja@ymparisto.fi
Seppo Oikarinen, Email: seppo.oikarinen@ktm.vn.fi
Kati Kulovesi, Email: kati.kulovesi@ymparisto.fi
Ismo Ulvila, Email: ismo.ulvila@ymparisto.fi

3.1.5 Sweden

The Swedish International Climate Investment Programme started in 1993 with the so-called Programme
for an Environmentally Adapted Energy System (the EAES Programme), mainly directed to the Baltic
Region and Russia. The Swedish Energy Agency (Statens Energimyndighet) - STEM, has overall
responsibilities concerning the EAES Programme, which includes the Swedish contribution to the Pilot
Phase for Activities Implemented Jointly (AlJ) and international climate investment activities. During the
period 1993 - 2001 around 70 projects have been implemented in Estonia, Latvia, Lithuania, Russia, and
Poland.

The Swedish programme is mainly directed to investment projects but has aso included a number of
workshops, seminars, conferences and training courses that have been arranged in all the Baltic States as
well asin different regionsin Russia.

Although the climate issues have not been the main subject of some of these efforts, the climate aspects
and environmental awareness have constituted an important part of these activities. Over the years a
number of local experts and consultants have been engaged in al parts of the project phases and in
seminars. For example, data for all the projects, as requested in the UNFCCC Uniform Reporting Format
(URF) for AlJ projects, have always been collected and analysed by loca experts in the respective
countries. Local experts have aso been engaged in different research work, such as the study "Top-down
CO2 Emission Baselines for the Estonian District Heating Sector" and the research study of a number of
fuel conversion projectsin the Baltic States and their compliance with the Kyoto Protocol.

In late 2001 the Swedish Government assigned a special negotiator for bilateral agreements on Jl co-
operation in Central and Eastern Europe. Russia and the Baltic States are priority areas in this work and
negotiations and/or discussions are going on with all these countries. It is foreseen that capacity building
will constitute an integral parts when Jl investment projects are planned and implemented in these and
other countries. In addition to the climate investment programme, the energy decision in 1997 also
included a climate research programme directed both on building up national climate research capacity in
Sweden as well as co-operation activities with the countries in the Baltic Sea Region and Russia. For the
seven-year period 1998-2004, 70 MSEK has been allocated for the climate research and capacity building
programme.

Contacts
Gudrun Knutsson
STEM, Eskilstuna, Sweden

Tel: 46 16 544 20 72
Email: gudrun.knutsson@stem.se
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Jirgen Salay

STEM, Sweden

Tel: 46 16 544 22 08

Email: jurgen.sday@stem.se

Kjell Larsson

SIDA, Stockholm, Sweden
Tel: 46 8698 52 99

Email: kjell.larsson@sida.se

3.1.6 Japan

Japan has implemented several AlJ projectsin the EIT region and has contributed to capacity building by
providing training and organising study tours. Japan International Co-operation Agency - JICA isthe main
agency responsible for co-ordination of co-operation activities with other countries, including the EITs.
JICA can provide assistance in providing technical experts for research activities or training, organising
education and training courses for experts from other countries, developing national climate and energy
strategy plans, etc. During the year 2000, 17 513 persons were invited to Japan for training, 9 428 members
of study team were dispatched and 3 381 experts were sent from Japan (and other countries). 948 among
them are to/from EIT Parties.

NEDO - New Energy and Industrial Technology Development Organisation — is another agency that has
been active in developing climate-related projects in the EIT region. NEDO has financially supported
several AlJ projectsinthe EITs.

Contact

Mitsutsune Y amaguchi

Keio University, Economics Department
Tel: 81 35427 1303

Fax: 81 3 5427 1578

Email: myamagu@econ.keio.ac.jp
http://www.jica.go.jp

3.2 International Institutions and Multilateral Assistance

3.2.1 World Bank National Strategy Studies Program

In 1997, the World Bank and the Government of Switzerland formally launched a collaborative initiative
to assist potential host country governments in exploring opportunities and potential benefits from
participating in the AlJ pilot phase and in formulating their own positions regarding AlJ and JI.

Prior to the Kyoto conference, the program focused on countries with economies in transition. Following
the agreement in Kyoto on the establishment of a Clean Development Mechanism (CDM), the scope of the
program was expanded to include developing countries. In addition to Switzerland, the program grew to
include other hilateral donors (e.g. Australia, Germany, Finland, Austria and Canada) which provide co-
financing to host countries to analyse the issues of implementing the KP flexible mechanisms in a National
JI/CDM Strategy Study (NSS). Host country interest, donor preferences and a country's greenhouse gas
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emissions reduction (i.e., GHG offset potential) are among the factors that determine the selection of NSS
host countries. So far in the EIT Annex | region, the NSS have been carried out in Sovakia, the Czech
Republic, Russia, and Ukraine (under implementation).

The National Strategy Studies Program aims at enhancing local expertise. Host country experts conduct the
studies in collaboration with experts from donor countries and the World Bank. The studies address the
issues of the national potential for greenhouse gas emission reduction, assess potential GHG abatement
projects and their costs, and evaluate the JI/CDM project cycle and respective requirements for institutional
and administrative arrangements. In the process, pipelines of potential JI and CDM projects at the national
level are established.

The NSS program, in close co-operation with the Swiss Government, will host in Switzerland (23-25
September, 2002) a workshop with the participation of all NSS host countries (about 25-30). The purpose
of the workshop is to assess the capacity building needs in the program countries based on a survey
prepared prior to the event, and to discuss how to address the CB needs toward the implementation of the
KP CDM/JI flexible mechanisms.

Contact

Peter J. Kalas

Manager NSS-Program

The World Bank, ENV (MC 4-208)

1818 H Str. N.W. Washington, DC 20433, USA
Tel: 1202 458 56 47

Fax: 1202 522 21 30

Email: pkalas@worldbank.org
http://www-esd.worldbank.org/cc/

3.2.2 European Commission

The European Commission has several programs and projects through which it provides assistance to the
candidate countries and to the NIS in building capacity for participation in the UNFCCC and the Kyoto
Protocol. The most important programs include TACIS, PHARE, SYNERGY and the Fifth Framework
Programme.

Through TACIS and PHARE programs, the EC can provide targeted assistance to specific countries, while
SYNERGY and the Fifth Framework Programme fund research and general capacity building on a
regiona level. Several key examples of the current climate-related capacity assistance projects are the
BASE project (funded through the Fifth Framework Programme) and BASREC (funded through the
SYNERGY program).

The nature of the TACIS and PHARE programs is such that resources are allocated to priority areas
identified by the recipient countries for a specific time period. For example, accession countries develop
national action plans of their accession efforts every year. In these plans they give priority to specific
pieces of legidation to be reviewed and harmonised. In response to these action plans, the EC provides
funding through its PHARE program in the areas that were identified in the action plan. If climate issues
are not mentioned in the action plan, than the EC is unable to provide assistance in this area. With other
countries, the EC has Partnership and Co-operation Agreements that provide a similar mechanism of
reguesting assistance for priority areas.
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In addition to these large assistance programs, the EC Environment Directorate also issues competitive
tendersthat aim at either identifying specific capacity building needs or providing targeted assistance to the
ElTsin specific areas of climate change policy development. Currently, one project that identifies capacity
needs of the candidate countries for JI and monitoring and reporting is under implementation, and other
two have been announced. One of them would identify capacity needs of the candidate countries in
emissions trading, while another would evaluate the monitoring and reporting situation in Russia and
suggest areas for capacity building assistance.

TACIS

In its document “TACIS Regional Co-operation: Strategic Considerations 2002-2006 and Indicative
Programme 2002-2003,” the European Commission states that climate change is one the priority areas of
the EC's assistance program to the NIS. The main objectives in the climate change area are the
development of ingtitutional capacity to enable the NIS to implement their obligations under the UNFCCC
and Kyoto protocol, and assistance in the establishment of national inventories of GHG emissions.

For 2002, the EC is allocating 4 million EUR for climate change assistance programs in the NIS, and the
proposed activities are;

e Capacity building to establish GHG inventories and national systems to estimate emissions and
develop emission projections (all NIS);

« Assistance with the development of networks and partnerships in scientific research and exchange of
climate-related data and modelling results;

e Capacity building for emissions trading, JI, and CDM, including pilot projects.

SYNERGY

SYNERGY is a co-operation program managed by the Directorate General for Energy and Transport (DG
TREN) of the European Commission. It finances mutually beneficial co-operation activities with non-EU
countries in the field of the formulation and implementation of energy policy. The objective of the
SYNERGY program is to improve the competitiveness of EU industries, enhance the security of energy
supply, promote sustainable development, and improve energy efficiency. According to the new
Guidelines for the SYNERGY program (L 125/24, the Officia Journal of 05.05.01), the implementation of
the program will refocus on activities related to security of energy supply, and implementation of the
Kyoto protacol.

SYNERGY supports the following activities:

e Adviceand training in energy policy;

* Analysisand forecasting in energy matters,

e Closer dialogue and exchange of information on energy policy, notably through conferencesand
seminars,

» Regional transboundary co-operation; and

* Improving the framework for industrial energy co-operation.

Currently, SYNERGY funds BASREC activities, including its climate change group, and “ Eastern Climate

Change Network — Establishment of a Climate Change Network in CEEC and CIS’ project. Please see
description of the BASREC below.
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Eastern Climate Change Networ k — Establishment of a Climate Change Network in CEEC and CIS

Themain goal of this project isto increase security of energy supply for the EU and candidate countries by
promoting efficiency of energy use in producer countries (CIS). In relation to the Kyoto Protocol, the
project ensures a common approach to evaluation, presentation and certification of emission reductions
achieved, in CEEC and CIS. The project will establish the Eastern European Climate Change Network on
the basis of existing local Energy Centres and Agencies (in the following countries. Russia, Ukraine,
Slovakia, Poland, Romania, Bulgaria, Estonia, Azerbaijan, Georgia, Armenia, Uzbekistan). The project
will also create a database of priority projects, amed at emission reductions in those countries. Capacity
building strategy will also be elaborated as part of the project activities. The project also includes some
training component.

Fifth Framework Programme

The Fifth Framework Programme provides a coherent framework for supporting research and
technological development as part of EU research policy and constitutes a four-year strategic plan (1999-
2002). During this period, it will stimulate transnational collaboration in research, particularly between
industry and universities, and the establishment of networks of excellence.

“Energy, Environment and Sustainable Development” is one of the four thematic programs of the Fifth
Framework Programme. It focuses directly on a number of pressing environmental and energy concerns,
including global change, climate, and biodiversity. Priority is given to issues covered by internationa
treaties or conventions where the EU or its member states are signatories. The budget of the Energy,
Environment and Sustainable Development program is 2 125 million EUR, 1 083 million EUR of which is
for the Environment and Sustainable Development sub-program and 1 042 million EUR for the Energy
sub-program (not including nuclear energy).

BASE project that focuses on various Jl issues is an example of a research project that is funded by the
Fifth Framework Programme.

BASE

The BASE project (http://base.energyprojects.net/, http://joint.energyprojects.net/) is a continuation of the
JOINT initiative (which was completed in 2002) and is funded through the Fifth Framework Programme.
The goal of BASE is to promote clean energy investments through Joint Implementation in Central and
East European countries. BASE seeks to unblock the barriers that currently exist in the evaluation and
approval of JI projects in the electricity sector in the five participating accession states (Estonia, Poland,
the Czech Republic, Hungary, and Slovenia). BASE is a consortium of these countries with Austria,
Finland, and the UK. In close co-operation with government and other national stakeholders, the project
team is developing a set of baseline tools, methodologies, and guidelines that are tailored to the climate
change objectives of the five candidate accession states participating in the project.

Contacts

Peter Vis

European Commission

Tel: 32229589 00

Email: Peter.Vis@cec.eu.int
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Matthieu Wemaere

European Commission

Te: 322296 88 17

Email: Matthieu.Wemaere@cec.eu.int

3.2.3 PCFplus

PCFplusis aWorld Bank program, which supplements the Prototype Carbon Fund (PCF) with activitiesin
the area of outreach, research, and training. PCFplus is funded separately from the PCF. It draws on funds
from the governments of Canada, Sweden and Finland through trust fund arrangements at the World Bank.
The estimated budget for the period of July 2001 through June 2002 is 1.22 million USD.

The objectives of the program are to build capacity of host countries and the PCF participants, to enhance
the operations and activities of the PCF and its partners, and to promote the market for and quality of GHG
projects and emission reduction credits by reducing risks and transaction costs. In the EIT region, PCF
projects are currently implemented only in Latvia and Poland.

Outreach component. Severa capacity building oriented outreach and training events will be organised
around PCF project negotiations during the fiscal year 2002.

Research component. Three studies are underway or in final stages of development: “Basdlines for Energy
Efficiency Projects Addressed Through Energy Efficiency Intermediaries,” the second part of “Market
Intelligence Study” (national and internationa regulations) and “JlI in the Context of EU Accession.”
Among the proposed research projects for 2002 is a methodological study with a focus on baselines for
land use and forestry activitiesin Eastern Europe.

Training component. In 2002, a key objective is the implementation of a detailed training program that will
be designed to build the capacity of host countries to deliver emission reductions and to benefit from CDM
and J investments. The PCFplus training work program for 2002 includes the design and delivery of
training in co-ordination with other World Bank climate change capacity building activities. At least three
sets of modules will be developed in the following areas. project development for carbon financing,
implementing a PCF project, and negotiating a successful emission reduction agreement. It is important to
emphasise that the training component is designed for PCF project participants only.

Contact

Prototype Carbon Fund

The World Bank

1818 H Street, N.W.
Washington, DC 20433 U.SA.
Mail Stop MC4-414

Email: flecocg@worldbank.org
Email: ccormier@worldbank.org

3.2.4 BASREC
Energy ministers of the Baltic Sea region countries and the European Commission decided at their

conference in Helsinki in October 1999 to set up an inter-governmental Baltic Sea Region Energy Co-
operation (BASREC) project. This agreement releases the funding of 1.182 million EUR for the BASREC
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2002 project with 15 individual tasks to be carried out between 11 participating countries: Denmark,
Estonia, Finland, Germany, lceland, Latvia, Lithuania, Norway, Poland, Russia, and Sweden. The
European Commission is represented by the Directorate General for Transportation and Energy (DG
TREN).

The work of the Climate Change Group within BASREC seeks to establish the Baltic Sea Region
as a testing ground for the use of the Kyoto Protocol’s flexible mechanisms. The work will be
focused on developing a common understanding of the concepts related to the flexible
mechanisms among the countries in the region, and on building capacity to implement them.

The main activitiesinclude:

e Arranging a simulation game on emissions trading together with |EA.

e Preparing a handbook for regional Jl projects.

» Facilitating the implementation of investments of some AlJJl projects, using NEFCO as a
clearinghouse.

* Preparing aframework agreement and a contract model to be used in Jl projects.

A BASREC conference was convened to present and discuss principles of the implementation of the
flexible mechanisms on the testing ground in the Baltic Sea Region. The Conference (organised in May
2002 in St. Petersburg) contributed to building capacity and competence among business, authorities and
other stakeholders, and improving the common understanding of the role of the mechanisms and the ways
of implementing them.

Another focus area of BASREC is energy efficiency. The energy efficiency group will work with
relevant financial institutions on possibilities to develop new financing instruments suited for
energy efficiency projects and for small-scale combined heat and power production. Further
development of the capacity building and clearinghouse activities will also be important
components of thiswork.

Contacts

Seppo Silvonen, Head of Energy Unit, BASREC
Energy Unit, CBSS Secretariat

P.O. Box 2010

103 11 Stockholm, Sweden

Tel: 46 844019 31

Fax: 46 8 440 19 44

Email: chss@chbss.st

http://www.basrec.org

Olle Bjork

Climate Change Policy Coordinator

Ministry of Industry, Employment and Communications
SE-103 33 Stockholm, Sweden

Tel: 46 8 405 19 97

Email: Olle.bjork@industry.ministry.se
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3.2.5 Nordic Regional Organizations

There are severa Nordic regional organisations that provide some kind of capacity building assistance to
the EITs in the Baltic Sea region in the field of climate, energy and environment. These organisations
include Nordic Task Force for Climate Issues, Nordic Energy Research Institution (NEFP), and Nordic
Council of Ministers. Nordic Council of Ministers provides support for collaboration between the Baltic
states, Northwest Russia and the Nordic countries in the area higher education and research, including
education, training, research grants, workshops, etc.

Nordic Energy Research (NEFP) is a new Nordic ingtitution under the Nordic Council of Ministers (MR-
Energy) that was established in 1999. The NEFP is a program-based network of skilled experts and leading
researchers in the Nordic countries and adjacent areas, with the aim of co-operating in research, research
training and development. The mission of NEFP is to continue the development of expertise within
selected fields of energy-related research at universities, colleges and other research institutes in the Nordic
countries and adjacent areas. The NEFP is able to provide travel grants and scholarships for research,
training, workshops and conferences. One of the goals of this ingtitution is to improve the co-operation
between the Nordic Countries and the adjacent areas (Baltic countries, Northwestern Russia). From 2003
the following new components will beincluded in the program’ strategy:

- Integration of the Energy Market

- Renewable Energy Sources

- Energy Efficiency

- TheHydrogen Society

- Consequences of Climate Changes in the Energy Sector

Contacts

Alf Rasmussen
Senior Advisor on Higher Education
Nordic Council of Ministers

Email: aa@NMR.DK

Unni Bruaset
Nordic Energy Research
Email: unni.bruaset@bioparken.no

3.2.6 UNDP-GEF
UNDP-GEF has two types of capacity assistance efforts:

e Capacity building (“enabling”) activities that take place in the framework of larger projects, such as
energy efficiency or renewable energy projects. Enabling activities are taking place in Slovenia and
Croatia, as well as Belarus (focused on preparing its First National Communication). These activities
can also include technology transfer, modelling, and inventory devel opment.

» Activities that focus completely on building capacity.

There are three specia initiatives to build capacity for mitigating climate change. Firgt, there is a program

that started in 2000 to provide basic support to GEF operationa focal points in transition country

governments. The amount of funding is small (approximately USD 8 500/year), but it is designed to cover
miscellaneous items such as trandations, web site development, or special conferences, that cannot be
funded from other sources. Second, there is a series of country dialogue workshops. Finadly, there is the
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Capacity Development Initiative, or CDI. This is a global, 18-month consultative planning process. It is
supposed to result in a comprehensive strategy and multi-year action plans to build capacity in GEF-
eigible countries.

The CDI is a strategic partnership between the UNDP and the GEF Secretariat to produce a comprehensive
approach for devel oping country-level capacity to address challenges of global environmental action in the
areas of biodiversity, climate change, and land degradation. The work plan for CDI is divided into three
stages: assessment, strategy devel opment, and development of action plans in these aress.

In September 2000, UNDP/GEF published a report “Country Capacity Development Needs and Priorities:
Regional Report for Eastern Europe and Central Asia” At this time, many EITs are filling up self-
assessment questionnaires distributed by GEF. This process will result in the development of capacity
building action plans. However, it is unclear whether UNDP/GEF will have any financial resources to
assist countriesin meeting their capacity needs.

It is important to note that GEF cannot currently be used to build capacity that is specific to the Kyoto
Protocol. However, the UNDP sees the Kyoto Protocol as a future source of guidance to GEF activities
once the Protocol enters into force. In addition, there is no restriction on GEF support for JI projects or
projects with atradable permit component.

Finally, GEF supports many capacity building activities that will have spillover effects. In other words,
they will benefit transition countries’ ability to implement JI and emission trading. These activities include
strengthening ministries, facilitating technology transfer, and supporting the development of inventories
and improved data quality.

The UNDP has recently launched a new initiative “TrustFund for Sustainable Energy”. Through this effort
the UNDP will provide a comprehensive assistance in developing national sustainable energy programs
and policies, transferring knowledge and technologies, enhancing institutional capacity, identifying JI and
CDM projects, €tc.

Contact

Susan Legro

UNDP

Tea: 421259337111

Email: susan.legro@undp.org

3.2.7 OECD/IEA

The OECD and the IEA do not have specific capacity building programs in the EIT region. However,
severad initiatives implemented by these agencies do assist EIT countriesin their efforts to develop climate
policies and structures. For example, the OECD and the IEA, through the Annex | Expert Group, are
supporting Annex | countries in their efforts to build a solid and efficient international policy response to
climate change. The Group's recent work focused on monitoring and compliance, emission trading and
project-based mechanisms, domestic policies and measures, as well as support to countries with economies
in transition.

Recently, the Annex | Expert Group sponsored three case studiesin the EIT region: on emissions trading in
the Czech republic, on the registries in Bulgaria, and on the inventory development in Russia. These case
studies evaluate current situations and capacity needs, and provide preliminary recommendations on the
development of these key national systems.
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The IEA has recently contributed to capacity building on emissions trading by developing and guiding a
trading simulation game as part of the BASREC project in the Batic Sea region. Previoudly, the IEA
developed severa other trading simulation games that included a wide range of participants, including
government and industry representatives from several EIT countries.

Contacts

Stéphane Willems

OECD

Tel: 331452496 97

Email: stephane.willems@oecd.org

Richard Baron

IEA

Tel: 331405767 24

Fax: 3314057 67 39

Email: richard.baron@iea.org

3.2.8 European Environment Agency

EEA provides assistance to many EITs in developing GHG national inventories. EEA provides the EITs
with  methodology and software tools for compiling GHG inventories, (see: http://air-
climate.eionet.eu.int/tools), as well as training on these tools. EEA funds five European Topic Centres, one
of which isthe ETC Air and Climate Change, (see: http://air-climate.eionet.eu.int/).

While the Agency has been working with most of the candidate countries since 1996 on specific projects
with support from the EU's PHARE program, EEA membership allows their full and permanent integration
into the Agency's activities and decision-making. This will help to familiarise these countries with EU
procedures prior to joining the Union and aid their compliance with EU legidation. Bulgaria, Latvia,
Slovenia and Slovakia are new members of the EEA, and it is expected that the Czech Republic, Estonia,
Hungary, Lithuania, Poland, and Romaniawill become EEA membersin avery near future.

Examples of country support tools

CollectER (Collect Emission Register) is atool for national air emissions experts to create and update a
national emissions inventory and to prepare appropriate emissions data for international reporting
obligations.

ReportER (Report Emission Register) is a software tool designed for national experts on air emissions.
Based on the national emissions inventory data stored in the CollectER annual inventory databases, the
current version of ReportER can create a set of UNFCCC reports and UNECE/CLRTAP/EMEP reports.
The new version of ReportER is called ReportER 1.

EstimatER (Estimate Emission Register) is an expert system that supports the estimation of emissions from

source sectors, exactly following the IPCC 1996 Revised Guidelines and exporting the data for this sector
into the UNFCCC Common Reporting Format (CRF).
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Contacts

Tinus Pulles

Tel: 3155549 37 62

Fax: 31 55549 32 52

Email: m.p.j.pulles@mep.tno.nl
http://www.mep.tno.nl/emissions

Andre Jol

Project Manager, Climate Change; Leader, EEA Team Air and Climate Change
European Environment Agency

Kongens Nytorv 6, DK-1050 Copenhagen K, Denmark

Tel: 4533367144

Fax: 453 336 71 99

Email: andre.jol @eea.eu.int

http://www.eea.eu.int

http://www.eionet.eu.int/

3.2.9 IPCC

The IPCC does not have targeted capacity building programs. However, some of its activities could be
qualified as capacity assistance. These activities include workshops and expert meetings that are organised
by the Technical Support Unit (TSU) for the IPCC. This Unit is based at the Institute for Global
Environmental Strategies (IGES) in Japan and is funded by the Government of Japan. However, these
workshops and expert meetings are organised only when they are necessary for the completion of a
working group’s work plan or atask of the IPCC.

Contact

|PCC Secretariat

c/o World Meteorological Organisation
7bis Avenue de la Paix

C.P. 2300

CH- 1211 Geneva 2, Switzerland

Tel: 41 22 730 8208/ 84

Fax: 4122 7308025/ 13

Email: ipcc_sec@gateway.wmo.ch

3.2.10 UNITAR

UNITAR is not currently providing any support to countries with economy in transition. There is a
proposal that the UNITAR is developing together with the CG11 for a project on ingtitutions/human
resource capacity building for GHG inventories. Thisis still a draft and not yet funded.

The proposed capacity and institution building program is aimed at providing a phased but comprehensive
response to the needs identified for the CG 11 Parties. It will enable them to fulfil their commitments under
the Convention, and, at a later stage, to implement the Kyoto Protocol, by developing their capacity to
establish and maintain permanent national GHG inventory systems compliant with international guidance
and standards. In particular, the proposed support program will:
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» Facilitate a process for planning and establishing permanent national inventory systems in each of the
CG11 countries and, in particular, for setting up National Registries;

e Launch a bilateral and multilateral process to address the long-term needs of CG11 countries in
establishing and maintaining national inventory systems which would comply with international
guidance and standards;

e Provide training and ingtitutional support to address human resource development needs of CG11
Parties in a way that facilitates the development of qualified experts needed in nationa inventory
systems;

e Ensure that new capacities needed in CG11 Parties build upon the experiences and competencies that
aready exist in each country.

Contact

Annie Bonnin Roncerel

UNITAR

Climate Change Programme
International Environment House
MIE - Room 503

11-13 ch. des Anemones, Chatelaine
Geneva, Switzerland

Tel.: 41 22917 85 82,

Fax: 41 22 917 80 47

Email: annie.roncerel @unitar.org

3.3 Business Associations and NGOs

3.3.1 Center for Clean Air Policy

The Center for Clean Air Policy (CCAP) is a Washington-based non-profit think tank with a staff of
specialists on energy and environmenta policy. The Center seeks to promote and implement innovative
solutions to major environmental and energy problems that balance both environmental and economic
interests.

Through its Economies in Transition Program, the Center is working with governments of several Central
and Eastern European countries to assist them in developing strategies for addressing climate-change
issues and to enhance their understanding of emissions trading. Since the early 1999, the Center has been
working in Poland, Slovakia, Ukraine, and the Czech Republic on climate-change issues, including
emissions trading, Joint Implementation, national, regional, and local climate strategies, and GHG
inventories. Some projects are funded by the U.S. EPA (please see the section U.S. assistance), and some
activities in Poland were funded by the Dutch government (please see the section on the assistance from
the Netherlands).
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Contact

Ned Helme

Executive Director

Center for Clean Air Policy
750 First Street NE, Suite 940
Washington, DC 20002, USA
Tel: 1 202 408 92 60

Fax: 1 202 408 88 96

Email: nhelme@ccap.org

3.3.2 World Resources Institute

The World Resources Institute (WRI) is an environmental think tank based in Washington, D.C. WRI’s
main projects that support capacity building related to climate change are:

» Capacity for Climate Protection, a joint three-year project with the Regional Environmental Center to
assist Central and East European country efforts to find |ess emission-intensive development paths and
create policy and ingtitutional frameworks needed to comply with the UNFCCC and Kyoto Protocol,
and

» SafeClimate.net, which engages visitors with interactive tools and informative content, helping people
understand their contribution to greenhouse gas emissions.

The Capacity for Climate Protection project in the EIT countries has just been completed. It comprised a
research aspect (case studies on JI, national systems, policies and measures, and public participation), as
well as an outreach aspect involving a network of NGOs. (Please see the project description under the
REC, below).

Contact

Elena Petkova

World Resources Institute

10 G Street, NE

Washington, DC 20002, USA
Tel: 1202 729 77 67

Email: Elenap@wri.org

3.3.3 Regional Environmental Center for Central and Easter Europe (REC)

The REC is a non-advocacy, not-for-profit organisation with a mission to assist in solving environmental
problemsin Central and Eastern Europe. The REC hasits head office in Szentendre, Hungary, and country
offices in 15 Centra and Eastern European countries. The REC currently runs severa programs that
include a capacity-building component. Its Climate Change Program provides capacity building on climate
change. It focuses on assisting countries from Central and Eastern Europe in identifying policies and
measures to comply with and respond to opportunities created by the Framework Convention on Climate
Change and the Kyoto Protocol. For three years (1999-2002) this program has been supporting the
Capacity for Climate Protection project. The project has been funded by the Japan Specia Fund, the
European Commission DG ENV, the US EPA, the Italian Ministry for Environment and Territory, and the
Dutch Ministry of Housing, Spatial Planning and the Environment.
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Main objectivesif this program are:

« To broaden the congtituency for climate protection in Central and Eastern European Annex | countries

» To support these countries in building their institutional capacity to meet the challenges and use the
opportunities of the Climate Convention and the Kyoto Protocol.

In the course of the project several case studies were developed by Central and Eastern European (NGOs).
The objective of the case studies was to draw lessons from CEE experience with AlJ projects and inform
climate change policy-making. These case studies illustrated the importance of good governance for
successful market programs.

Contact

Zsuzsanna lvanyi

The Regional Environmenta Center
For Central and Eastern Europe
Ady Endre ut 9-11

2000 Szentendre, Hungary

Tel: 36-26 311 127

Email: zivanyi @rec.org

3.3.4 WWF

In the EIT region, WWF is active in Poland and Russia on climate change issues. The main focus of
WWF's activities related to capacity building for climate change policy development in Russia is
education and outreach on climate change issues, internationa flexibility mechanisms, and necessary
country response to the global challenge of climate change. WWF aso provides methodological and
technical assistance to Russiain formulating domestic climate policies and in preparing for participation in
the Kyoto Protocol. For example, WWF-Russia is an active participant in the US EPA-funded activities on
developing regional GHG inventories. In Poland, WWF focuses on promoting renewable energy.

Contacts

WWF-Russia

Climate Change Program
Tel: 7095 727 09 39
Fax: 48 22 824 00 53
Email: akokorin@wwf.ru

WWF-Poland

Climate and Energy - Project Office
Wojciech Stepniewski

Tel: 48 22 659 55 40

Fax: 7 095 727 09 38

Email: wstepniewski @wwf.pl
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The table below illustrates the distribution of capacity building assistance in the EIT region by program
area (it might not include all existing programs and activities).

Canada
NL
uUS

Finland

Sweden

Japan
Nordicreg.
orgs
BASREC
EC
EEA
WB NSS
PCF plus
UNDP-
GEF
IPCC
UNITAR
OECD/IEA
REC
CCAP
WWF

CAN-
Europe

JI and
other
proj ect
activities

Emissions
Trading

GHG
I nventory

Registry

General
training
and

awar eness
building

X
L]

|A

On-going
Planned
Interrupted or at the completion stage

4.

Remaining Capacity Building Needs

It is clear that all essential areas of climate change policy development, including JI, emissions trading,
GHG inventories, and national registries, require additional attention and investments of human, financia
and technical resources.

Thelist of capacity needsin the EITsis known:

Establishment or strengthening ingtitutions at the national level to co-ordinate and guide activities for
climate change policy development and implementation (including national systems for data collection
and verification, national GHG registries, and JI units);

Transfer of methodologies and know-how on monitoring and data collection, data quality assurance
and control;

Methodologica and legidative assistance on emissions trading and JI, including such assistance with
respect to accession issues,

Public awareness support;

Education of local government and industry stakeholders and support for dialogue among various
stakeholders;

Awareness raising among government officials and parliamentarians

Training of local experts.

The EIT countries and foreign assistance ingtitutions should join their forces to build the necessary
infrastructure that will enable successful participation of the EITs in the Kyoto protocol and its
Mechanisms.
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It is crucial that the EITs create conditions that would be conducive to the success of technical assistance
efforts. The first step in this direction would be a clear division of responsibilities among all institutions
involved in climate policy development. Without a precise designation of authority the effectiveness of the
assistance will suffer.

Another important step for the EITs would be to make an effort and come up with their own initiatives.
Such initiatives could include the development of strategies and action plans to consolidate various
resources for the development of the basics of climate policies, development of strategies and criteriafor Ji
project identification and selection, etc. The governments should strive to launch a legislative process that
would promulgate those policies.

In many EITs that are planning to participate in JI and international emissions trading, the private sector is
going to be one of beneficiaries of these flexibility mechanisms. EIT governments should try to find ways
to involve the private sector (with its financial and human resources) in the development of nationa
systems that a country needs to participate in the Mechanisms. For example, many local government and
industry stakeholders do not understand the importance of the national inventory to their future
involvement in the Mechanisms (eligibility for international emissions trading, 1% or 2™ track J).
Engaging and educating them on these issues may lead to further mobilisation of in-country financial
resources.

The donor community, for its part, should also take steps to boost the efficiency of technica assistance
programs. These steps could include:

. More strategic but flexible assistance (targeted to specific needs but flexible in its approach, timing
and criteriafor capacity building projects preparation and approval).

. Designing several large multi-year programs rather than many small and short projects. This will not
only assist the countries better but will also save time and money for people preparing and evaluating
numerous project proposals™.

. Ensuring co-ordination between donor agencies before they engage in a capacity building effort in
order to avoid duplicating activities. There is no need to conduct needs assessment every time when
an agency wants to provide assistance. It would be more efficient to use already available studies
conducted beforehand. It might be useful to develop a web-based or actual capacity building
clearinghouse and co-ordination centre (where all interested parties can receive information, request
assistance, co-ordinate their efforts, etc.).

. Encouraging locdl initiation and requests for assistance. The assistance will be most effective when it
complements in-country efforts to address a specific issue of climate change policy development. In
this case, in-country stakeholders lay out the foundation of a project, and local resources are
mobilised to work on this specific issue. It might also be helpful if assistance could be provided to
the EITs in developing applications for assistance. Since many EITs, especialy small countries, do
not have staff resources to attend to even most pressing needs, they often lack capacity to apply for
assistance even when assistance is available.

1 Some small projects could also be very useful, but their effectiveness will suffer without planned follow-up
activities.
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5. List of Abbreviations

AlJ Activities Implemented Jointly

BASREC Baltic Sea Region Energy Co-operation

CCAP Center for Clean Air Policy

CCl Climate Change Initiative Center in Kiev, Ukraine

CDM Clean Development Mechanism

CIDA Canadian International Development Agency

DOE U.S. Department of Energy

EEA European Environment Agency

EIT Economiesin Transition

EPA U.S Environmental Protection Agency

ERU Emission Reduction Unit

ERUPT Emission Reduction Unit Procurement Tender

EU European Union

GHG Greenhouse gases

GEF Global Environment Facility

IEA International Energy Agency

IETA International Emissions Trading Association

J Joint Implementation

NEFCO Nordic Environment Finance Corporation

NGO Non-governmental organisation

NSS National Strategy Studies

OECD Organisation for Economic Co-operation and
Development

PCF Prototype Carbon Fund

PNNL Pacific North-West National Laboratory

REC Regional Environmental Center for Central and Eastern
Europe

UNDP United Nations Development Program

UNITAR United Nations Institute for Training and Research

UNFCCC United Nations Framework Convention on Climate
Change

WRI World Resources I nstitute

WWF World Wildlife Fund
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Annex A.

May 13

Workshop Agenda

National Systemsfor Flexible Mechanisms:
Implementation Issuesin Countrieswith Economiesin Transition

Workshop 13-15 May 2002
REC, Ady Endre u. 9-11, Sentendre, Hungary

Workshop Chair: Enno Harders, Germany

Key Elements of National Paolicy for the | mplementation of the Flexible M echanisms

Rapporteur: Richard Baron, IEA
Opening by Mr. Tibor Faragd, Ministry for the Environment, Hungary
Welcoming remarks, Enno Harders, Workshop Chair

Key national systemsin the context of a broader climate policy perspective
Jurgen Lefevere, FIELD

The climate process from the per spective of EIT countries
Visnja Grgasovic, Croatia

Investors Perspectiveson Joint |mplementation
Frede Cappelen, Statoil

Adriaan Korthuis, Carboncredits

Frank Joshua, Natsource

Patrick Nollet, Entreprises pour I’ environnement

Round-table: Key elements

Clear policy objectives and priorities for actions are needed in order to have an effective
and timely implementation process of climate policies at the national level. The
discussion in this round-table will draw on the early presentations and is expected to set
the scene for the working groups. More specificaly, the discussion should examine the
role of and interactions between various key nationa systems and programs (e.g. GHG
inventory systems, registry systems, emissions trading systems and national programs for
J) within a broader range of processes and policies to address climate change at national
level.

Wrap-up by the chairman

The wrap-up session is expected to set the objectives for the working groups in the
following day.
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May 14 Involvement of Key National Stakeholdersin Priority Setting

Parallel Working Groups

Group 1: National systemsfor GHG inventories

Chair: Katarina Mareckova, Slovakia

Rapporteur: Stéphane Willems, OECD

Presentations:

* Requirements for preparing and reporting GHG inventories under the Convention and the Protocol,
Roberto Acosta, UNFCCC

e Setting priorities when establishing national inventories, Anke Herold, Germany

» Possible approaches and next steps for the development of a national inventory system in the Russian
Federation, VIadimir Berdin, Russia

Group 2: Domestic emissionstrading systems

Chair: Oleg Pluzhnikov, Russia

Rapporteur: Robert Dornau, IETA

Presentations:

» Establishing a European Trading System, Peter Vis, EC

« Domestic emissions trading system in the Czech Republic: options for an implementation framework,
Jirina Jilkova, Czech Republic

* Discussant: Steve Drummond, CO2e.com

Group 3: Theroleof national registries

Chair: Jonathan Pershing, IEA

Rapporteur: Anca-DianaBarbu, OECD

» National registriesin the framework of the Kyoto Protocol, Andrew Howard, UNFCCC

e Theroleof national registries, Jeremy Schreifels, USEPA

« Development of a national registry in Bulgaria: options and recommendations, Valya Peeva, Bulgaria
e Discussant: Heneage L egge-Bourke, CDC-IXIS

Group 4 Joint implementation

Chair: Macig Sadowski, Poland

Rapporteur: Jane Ellis, OECD

Presentations:

« National frameworks for joint implementation in EIT countries, Fiona Mullins, ERM

» Making JlI finance work; a business perspective, Paul Bodnér, Vertis Environmental Finance
e Discussant: Ingrida Apene, Latvia

Plenary session (wrap-up session with session chairs)
Chair: Enno Harders, Germany

During the plenary session, the session chairs will make a 15 min presentation each
summarising the findings from all 4 groups by theme.

Questions and clarifications
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May 15

Capacity Building: Issues and I nitiatives

Co-chair: Andrel Marcu, IETA

Presentation: Capacity building - issues and initiatives
Ellina Levina, Independent Consultant

The presentation will draw on a background paper that provides an overview of various
on-going or planned capacity building initiatives in EIT countries that are relevant to the
workshop themes (national systems for GHG inventories, emissions trading, joint
implementation and national registries).

Round-table
Panel: Harro Pitkdnen, NEFCO; Mitsutsune Y amaguchi, Keio University,
Tomas Chmelik, Czech Republic

The session aims to provide recommendations on priorities for development of these
national systems within EIT countries. Moreover, the session will strive to provide
recommendations on how internal and external resources could be used efficiently to
meet the capacity building needs of the EIT countries.

The lead presentation as well as the recommendations from the working groups is
expected to provide clear guidance for the discussion. The discussion should address the
challenges that EIT countries are likely to face when implementing key national systems
to mitigate climate change and accordingly highlight areas where there is need for
sustained capacity building efforts. The discussion is expected to indicate whether the
exigting capacity building initiatives are likely to meet the needs of the EIT countries,
where there are clear gapsin resources and priorities for addressing them.

Wrap-up by the session chairs

Closing remarks: Enno Harders, Workshop Chair
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List of Participants

Chairman

Mr. Enno HARDERS
Deputy Head of Division
Federal Ministry for the Environment,
Nature Conservation and Nuclear Safety
Alexanderplatz 6
10178 Berlin

Germany

Tel : +49 1888 305 2315
Fax : +49 1888 305 3337
E-mail : Enno.Harders@bmu.bund.de

Austria

Mrs. Angela FRIEDRICH

Bundesministerium fir Land- und Forstwirtschaft,
Umwelt — und Wasserwirtschaft

Stubenring 1

1012 Vienna

Austria

Tel : +43 15152 21732

Fax : +43 1 5152 27737

E-mail : Angela.Friedrich_A@bmifuw.gv.at

Belarus

Mr. Aleksandr SUSHKEVICH
Second Secretary

Ministry of Foreign Affairs
Department of Humanitarian, Ecological, Scientific and
Technical Co-operation

K. Marks Str. 37a

220030 Minsk 30

Belarus

Tel : +375 17 222 2659

Fax : +375 17 222 2673

E-mail : ugs@mfa.org.by
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Belgium

Mr. Jean-Claude STEFFENS

Director

Tractebel SA.

Place du Trone 1

1000 Brussels

Belgium

Tel : +32 2518 6231

Fax : +32 2518 6534

E-mail : jeanclaude.steffens@tractebel .com

Bulgaria

Mr. Rossen ASSENOV
Environmental Expert

Research Institute Energoproekt JSC
James Baucher Blvd. 51

1407 Sofia

Bulgaria

Tel : +359 2 628 034

Fax : +359 2 963 4038

E-mail : nra@enpro.bg
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Ms. Valya PEEVA (Presenter)
Programme Manager

CEE EnEffect

1, Christo Smirnenski Blvd. , New Building
1164 Sofia

Bulgaria

Tel : +359 2 963 0723

Fax : +359 2 963 2574

E-mail : vpeeva@eneffect.bg

Croatia

Ms. Visnja GRGASOVIC (Presenter)

Adviser

Atmosphere Protection, Waste Management and Soil
Protection Department
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