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1. OTC markets allow for more efficient use of capital.  OTC transactions allow covered 
industries or offset producers to use their physical assets as collateral instead of 
posting cash or U.S. Treasuries as collateral as required by an exchange.   This is a 
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key reason these firms will often choose to use the OTC market, since they can free 
up capital to be used for other, more productive purposes instead of locking it up as 
collateral for years at a timeÑ potentially as long as ten years.  The result is a lower 
cost of financing in the OTC market. 
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!
4. OTC markets are necessary to develop offset projects.  OTC markets provide 

flexibility to develop contract structures tailored to the financing needs of offset 
projects.  Typical offset structures in the ÒprimaryÓ offsets market extend 5 Ð 10 years 
and allow Òbest effortsÓ to deliver specified volumes of offsets, given the 
uncertainties of project performance.   Add to that risks inherent in the project 
development and approval process, and it is clear OTC contracts are much better 
suited to the primary market for carbon offsets than are exchange traded instruments.  
Given the challenges in developing offset projects and completing regulatory 
approvals, offsets would be difficult to trade on exchanges prior to their creation and 
issuance.  The absence of an OTC market would reduce certainty and stability, and 
increase the cost of financing these important projects.    



!

IETA Market Oversight Position Paper 
September 28, 2009 

!

! " # $ %&%6% "#$%&' &(%)"*+&(%,)#$-&./,)&0/,&$1#&#*2",/*(#*$ %
% '$($)"%*%+",-.(#/0(%*%123,,$4,%*%5//"6"%

6 667.$/"702#%%
!

!
".!)+!)3701.52.!.0!1'-0/2)G'!.45.!'C-452/'+!52=!E$?!3516'.+!:016!:'((!.0/'.4'18!!"2!.4'!
'51(@!+.5/'+!0,!3516'.!='*'(073'2.;!2':!.15=)2/!+.1>-.>1'+!51'!0,.'2!='*'(07'=!&'.:''2!
:)(()2/!751.)- )752.+!)2!E$?!3516'.+8!!E2-'!+>,,)-)'2.(@!-03302!52=!+.52=51=)G'=;!.4'+'!
710=>-.+!-52!&'! ,'5+)&(@!.15='=!02!'C-452/'+8!!J)3)(51(@;!+03'.)3'+!E$?!.15='+!>+'!.4'!
+'..('3'2.!,'5.>1'+!0,!'C-452/'+ !D'8/8!.4'!>+'!0,!5!-('51)2/40>+'F8!!90:'*'1;! ,01-)2/!'*'1@!
.15='!.0!+'..('!01!-('51!02!52!'C-452/' !)+!)3715-.)-5(!52=;!:0>(=!15)+'!.4'!-0+.+!52=!
)2-1'5+'!.4'!-037('C).@!0,!+>-4!.15='+8!!!
!
H)*'2!.4'!)3701.52.!10('!E$?!3516'.+!7(5@!)2!5((0:)2/!&105='1!751.)-)75.)02!52=!301'!
+'1*)-'!0,,'1)2/+;!"#$%! &'()'*'+! 7104)&).)02+!02!E$?!.15=)2/!:0>(=!+)/2),)-52.(@!)375)1!.4'!
5&)().@!0,!-037()52-'!'2.).)'+!.0!3''.!.4')1!2''=+!)2!5!-0+. <',,'-.)*'!3522'1 8!!!%!,153':016!
.45.!710*)='+!10&>+.!=)+-(0+>1'!0,!5((!E$?!.152+5-.)02+!.0!.4'!1'/>(5.01!52=!71'+'1*'+!
5--'++!.0!E$?!3516'.+!,01!1'/> (5.'=!'2.).)'+!-52!5-4)'*'!.4'!+53'!='/1''!0,!.152+751'2-@!
5+!,01-)2/!5((!.152+5-.)02+!02.0!'C-452/'+8!!\52=5.)2/!+.1)2/'2.!=)+-(0+>1'!1'B>)1'3'2.+!0,!
5((!E$?!.152+5-.)02+!.0!.4'!1'/>(5.01!52=!3516'.!1'('*52.!)2,0135.)02!.0!.4'!7>&()-!:)((!
5-4)'*'!.4'!)370 1.52.!70()-@!0&M'-.)*'!0,!.152+751'2-@!52=!-03&5.)2/!,15>=!52=!
352)7>(5.)02;!@'.!20.!)370+'!+>&+.52.)5(!5==).)025(!-0+.+!02!0,,+'.!710M'-.!='*'(07'1+!52=!
1'/>(5.'=!'2.).)'+8 !!!I>1.4'1301';! 1'/>(5.)02!0,!-51&02!3516'.+!.45.!,01-'+!5((!E$?!.15=)2/!
02.0!'C-452/'+!35@!5(+0!>(.)35.'(@!&'!0>.!0,!+.'7!:).4!&105='1!YJ!,)252-)5(!1'/>(5.)02!D-,!
!<)' 2*=)2#-70*)'$>)'4<&*4<)+$?&'()*+$@6*$-/$ABBCF;!:4)-4!->11'2.(@!02(@!1'B>)1'+!
+.52=51=)G'=!,)252-)5(!710=>-.+!.0!&'!.15='=!02!'C-452/'+8!
%
A13/@*%3H%I*0?J'+3(%'4>%!+.%23K*(.%
%
A'!&'()'*'!.4'!?0330=).)'+!I>.>1'!$15=)2/!?033)++)02!D?I$?F!)+!:'((!+>).'=!.0!0*'1+''!
.4'!-51&02!3516'.;!/)*'2!).+!0*'1+)/4.!0,!1'(5.'=!'2'1/@!3516'.+8!!!$4'!?I$?!70++'++'+!.4'!
1'/>(5.01@!'C7'1.)+'!52=!+6)((!+'.+!1'B>)1'=!,01!0*'1+'')2/!5!Y8J8!-51&02!3516'.8!!!A'!
&'()'*'!.45.!+'('-.)02!0,!5!+)2/('!1'/>(5.01!:)((!710*)='!',,)-)'2.!1'/>(5.01@!0*'1+)/4.!52=!
-('51!+)/25(+!,01!751.)-)752.+8!
!
A'!&'()'*'!.45.!.4'!?I$?!+40>(=!&'!'370:'1'=!.0!/0*'12!-51&02!3516'.+!:).4!.4'!+53'!
+'.!0,!.00(+!.45.!51'!>+'=!)2!0.4'1!3516'.+8!!$4'+'!)2-(>='^! !
!

¥ 71037.!1'701.)2/!0,!.15=)2/!=5.5!&@!35M01!751.)-)752.+;!)2-(>=)2/!'C-452/'+;!
&106'1+!52=!(51/'!.15='1+T!!
!

¥ 5&)().@!.0!'+.5&()+4!70+).)02!()3).+!52=!351/)2!1'B>)1'3'2.+ !:4'2!-)1->3+.52-'+!
:51152.T!

!
¥ .15)2)2/!52=!()-'2+)2/!0,!3516'.! 751.)-)752.+!)2*0(*'=!)2!,>.>1'+!52=!07.)02+!

.15=)2/T!52=!!
!

¥ +.102/!7'25(.)'+!5/5)2+.!,15>=;!,5(+'!1'701.)2/!52=!3516'.!5&>+'8!



!

IETA Market Oversight Position Paper 
September 28, 2009 

!

! " # $ %&%7% "#$%&' &(%)"*+&(%,)#$-&./,)&0/,&$1#&#*2",/*(#*$ %
% '$($)"%*%+",-.(#/0(%*%123,,$4,%*%5//"6"%

6 667.$/"702#%%
!

%
&'()*+%2'(+/@/5'+/34 %
!
"#$%!)+!-02-'12'=!5&0>.!71070+5(+!.0!1'+.1)-.!5--'++!.0!.4'!-51&02!3516'.!.0!-037()52-'!
'2.).)'+!5(02'8!!"#$%!&'()'*'+!3516'.!0*'1+)/4.!70()-@!+40>(=!'2-0>15/'!5!:)='!152/'!0,!
3516'.!751.)-)75.)02;!)2-(>=)2/!,103!,)252-)5(!)2+.).>.)02+8!!$4'!71)*5.'!+'-.01!:)((!2''=!.0!
-03'!>7!:).4!.4'!302'@!.0 !&0.4!710.'-.!.4'!-()35.'!52=!+7>1!'-0203)-!='*'(073'2.!52=!
M0&!-1'5.)028!!I01-)2/!202<'3)..)2/!+'-.01+!5:5@!,103!-51&02!3516'.+!:0>(=!1'30*'! 5!*).5(!
+0>1-'!0,!,)252-)2/!2'-'++51@!.0!&>)(=!2':;!301'!',,)-)'2.!52=!-('52'1!352>,5-.>1)2/!
-'2.'1+!52=!70:'1!7(52.+8! I)252-)5(!+'-.01 !751.)-)75.)02!:)((!&'!'++'2.)5(!.0!=1)*'! .4'!
)220*5.)02!2'-'++51@!.0!5-4)'*'!.4'!1'=>-.)02+!352=5.'=!)2!-57!52=!.15='!710/153+8!! !
"2!5!7107'1!-51&02!3516'.!+.1>-.>1';!&526+;!5-.)2/!5+!,)252-)5(!)2.'13'=)51)'+;!:)((!710*)='!
()B>)=).@!&@!+.52=)2/!)2!.4'!3516'.!52=!710*)=)2/!=5)(@!0,,'1+!.0!&>@!01!+'((!5((0:52-'+! 52=!
0,,+'.+!.0!-0*'1'=!)2=>+.1)'+8!W526+!:)((!5(+0!710*)='!.00(+!.0!4'(7!-0*'1'=!)2=>+.1)'+!
3525/'!.4')1!(02/'1 <.'13!'C70+>1'!.0!-51&02!71)-'!1)+68!$4'+'!.00(+;!()6'!,01:51=!+5('+!52=!
07.)02+!.0!7>1-45+';!51'!='+)/2'=!.0!'25&('!-03752)'+!.0!71>=' 2.(@!3525/'!.4')1!'C70+>1'!
.0!3516'.!,(>-.>5.)02+!52=!71'+'1*'!-57).5(!,01!710=>-.)*'!)2*'+.3'2.+8!!N104)&).)2/!
,)252-)5(!)2+.).>.)02+!,103!751.)-)75.)2/!)2!.4'!3516'.!:0>(=!356'!.4'!3516'.!('++!()B>)=;!
('++!',,)-)'2.;!301'!*0(5.)(';!52=!301'!'C7'2+)*' 8!E* '15((!-037()52-'!-0+.+! :0>(=!)2-1'5+'!
=>'!.0!='-1'5+'=!3516'.!',,)-)'2-@!52=!(5-6!0,!()B>)=).@8!!I01!.4'+'!1'5+02+;!"#$%!
1'-033'2=+!.45.!.4'!-51&02!3516'.!&'!5--'++)&('!.0!5((!+'/3'2.+!0,!.4'!'-0203@8 !
%
6?77'(E%3H%&'()*+%,-*(./01+%2(3-/./34.%/4%$A"6%
%
E2!Z>2'!KR;!KPP[;!.4'!90>+'!0,!d'71'+'2.5.)*'+!75++'=!.4'!%3'1)-52!?()35.'!52=!#2'1/@!
J'->1).@!%-.!D%?#JF8!!$4'!&)((!-02.5)2'=!5!-0371'4'2+)*'!+'.!0,!3516'.!0*'1+)/4.!
710*)+)02+;!)2-(>=)2/!.4'!,0((0:)2/!71)351@!'('3'2.+^ !
!

¥ Authority for the Federal Energy Regulatory Commission (FERC) to oversee the spot (or 
cash) markets in allowances, compensatory allowances, carbon offsets and renewable 
energy credits Ð including authority to require reporting, position limits, margin 
requirements and anti-fraud safeguards. 
 

¥ Authority for the CFTC to regulate derivatives of allowances, compensatory allowances, 
offsets or renewable energy creditsÑ including authority to require reporting, position 
limits, margin requirements and anti-fraud safeguards;   

!
¥ An effective ban on the use of OTC carbon and energy contracts for future delivery and 

other derivatives through a requirement that all carbon and energy derivatives be 
centrally cleared or traded on an exchange; including the elimination of the CFTCÕs 
ability to use its current authority to make exceptions to this prohibition that may be in 
the public interest; 
 

¥ Additional oversight directives on related energy markets; and 
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¥ A sunset clause upon the adoption of comprehensive financial services reform legislation. 

%
!"#$%I*@377*4>'+/3 4. %
!

¥ IETA recommends the Commodities Future Trading Commission (CFTC) be given 
oversight authority over carbon markets.  The CFTC is well suited to this task given its 
oversight of related energy markets, as well as futures trading in SO2 and NOx.  
Congress should consolidate responsibility for both the cash and derivatives markets for 
carbon commodities under the CFTC.  A single regulator would provide a simpler and 
more efficient regulatory interface between the regulator and market participants.   
 

¥ IETA recommends that the CFTC be empowered to govern carbon markets with the same 
set of tools that are used in other markets.  These include prompt reporting of trading 
data by major participants, possible use of position limits and margin requirements, 
training and licensing of futures and options traders, and strong penalties against fraud, 
false reporting, and market abuse. 

!
¥  IETA recommends that market participants have access to both exchanges and the OTC 

market.  OTC markets are important for enabling covered entities to use capital 
efficiently and effectively, sign long-term contracts that provide for greater long-range 
planning and certainty, meet customized needs, and effectively develop offset projects.  
Banning OTC trades will inhibit the development of market-based tools essential for 
regulated entities to use for compliance.  A framework that provides robust disclosure of 
all OTC transactions to the regulator and preserves access to OTC markets for regulated 
entities can achieve the same degree of transparency to the regulator and market as 
forcing all transactions onto exchanges.   
 

¥ IETA recommends that all participants, including financial institutions, have access to 
carbon markets.  Prohibiting financial institutions or other sectors from participating in 
the market would make the market less liquid, less efficient, more volatile, and more 
expensive, and increase overall compliance costs due to the decreased market efficiency 
and lack of liquidity. IETA recommends that market oversight be funded from allowance 
auction revenues.   
 

¥ IETA recommends that costs for operating the market be kept as low as possible.  
Transaction fees will unnecessarily drive up costs.   
 

¥ IETA recommends that future financial services reform legislation should supersede the 
carbon market oversight provisions, including oversight provisions related to the OTC 
market.  This reform should ensure adequate time for investors and regulated entities to 
transition to new rules. 


