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Introduction

Copenhagen is upon us and the agenda is very crowded, so this yearOs Report is a slimmed down
version of its predecessors. Even so, the Report s hows that many of the issues  covered in the State
of the CDM 2008 remain, despite vali  ant efforts by those working within the CDM to try to keep up

with their growing workload. Instead of repeating the detailed proposals provided to the Partie s on
how to address those issues , however, we have reigned in our focus in The State of the CDM 2009 to
concentrate on the most chronic challenges and how to address them at their source.

Unfortunately, IETA notes that the hustle and bustle of the Post-2012 negotiations seems to be
taking focus away from reform of the CDM at exactly the time that it is most needed. Given the
current economic climate, the CcDMOs enduring lack of predictability and consistency is causing
investors to pull back, quickly. Uncertainty over the Post -2012 framework has only  hastened this
retreat. A clear focus on CDM reform cou Id help reignite interest, yet discussions under the AWG  -KP
and AWG-LCA are suffering as a result of  both political maneuvering and the intense interest in
developing new mechanisms such as sectoral crediting.

While IETA recognizes that new mechanisms may play an increasing role under the Post-2012
climate regime, claims that the CDM is on its way out are exaggerated. Project- and program -
based emission reduction activities will remain a valuable tool even in advanced developing countries

for several year s until new mechanisms can be implemented. Given pending climate legislation in
several developed countries, the CDM will then likely play a crucial cost -containment role in new cap -
and -trade systems until new mechanisms become operational, and in case the y prove unsuccessful.

Laying down a premature cut-off date for the CDM in some countries would not only impact
ability to meet this new demand, it would also halt the impressive emission reduction activity
that the CDM has achieved to date, in spite of its shortcomings. The CDM will remain a valuable
tool for spurring clean development in smaller and least developed countries long into the future.

Indeed, reforms will make it a more effective tool in doing so. The continued improvement of
programmatic CDM and the development of standardized, multi -project baselines can motivate
change across sectors without sectoral crediting. In a wide range of countries, p rograms are
particularly likely to prove crucial in certain sectors, because sectoral crediting fits especially poorly
with sectors characterized by heterogen  eous product mixes and production processes.

IETA cannot overemphasize how much both the ability of the CDM to fulfill these crucial roles
and the assurance of continued private sector engagement with the mechanism depend upon
the successful implementation of substantial, long-overdue reforms. The first section of this
report sets the stage for making those reforms by laying out the four structural inadequacies that we
have identified as causing the  five most disruptive, enduring challenges of the CDM. It explains those
five challenges and then provides three concrete examples of the their current manifestations.

Crucial to an understanding of the need for reform is that these problems do not result from a
lack of effort on the part of anyone working within this system. They are signs of systemic
limitations, which need to be addressed with concert ed attention, fresh perspective , and outside
expertise. At the end of the Part One , we provide concrete suggestions on how to begin the process

of addressing the CDMOsstructural inadequacies, enduring challenges, and concrete problems.

Reforming the CDM for the present would be a great accomplishment, but it would not be
enough. In Part Two of this pa per, we share our views as to what the Parties must do to ensure a
smooth transition between todayOs world, where the offset market is dominated by the CDM, and a

world where the CDM exists alongside other new flexible mechanisms. It also highlights new pr oject
types that have been excluded from the CDM to date, and which w e believe should be covered by the
CDM under the post -2012 flexible mechanism architecture.

IETA’s 170+ member companies believe that this document should serve as a guide to
negotiators as the Copenhagen talks begin. To be clear: CDM reform must be approached
differently if we are to see different results. This Report provides proposals for reform that will
ensure continued private sector interest in this successful environmental mecha nism.
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Executive Summary

Part One of this Report provides a simple rationale for immediate reform: the yearly Guidance to the
Executive Board is an insufficient tool to address the reform needs of the CDM. The CMP requested
over forty actions of the EB in Poznan last year , yet less than five have come anywhere near
completion in IETAOs view. Many have been , or will be , cursorily addressed in the  final few weeks
leading to Copenhagen. CDM Reform requires significant, focused attention on the CDMOs key
structural inadequacies, and an approach to reform that does not rely on the CDM Executive Board to

reform itself while also  managing its already extensive responsibilities.

IETA believes that four structural inadequacies prevent clear, guiding policy direc tion and effective,
efficient day -to-day management of the CDM:

1. Part-time governing bodies,

2. Inappropriate division of responsibilities,
3. Inadequate standardization, and

4. Neglect of due process.

Furthermore, these four structural inadequacies lead to five enduring challenges that IETA has
identified as nearly strangling the CDM today:

Unrelenting time constraints,

Ineffective communication practices,

Lack of transparency,

Slow policy development and inadequate resolution of issues, and
Inadequate number and expertise of Secretariat staff.
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In order to provide an example of how these structural inadequacies manifest into concrete issues
that negatively effect project participants and the ability of the CDM to meet its emission reduction
potential, IETA prov ides three examples of concrete problems CDM stakeholders struggle with today

1. Barriers Facing Programs of Activities: Not only has the EB done little to proactively
facilitate or enc ourage the development of PoAs, but also the rules for PoAs continue t o
severely constrain their development. The problem originally developed because the EB based
PoA rules on those in place for projects. Even though it became clear long ago that the needs

of programs were different, many of the barriers remain to be addres sed.

2. Concerns about Emission Reducing Policies: Chinese Wind Power Projects: In early 2009,
the EB began requesting a alarmingly high number of requests for reviews (RfRs) and reviews
of wind power projects in China due to supposed decreases in tariffs for commercial wind -

generated electricity over the past several years. Now, several months later, an almost
blanket review of all Chinese wind power projects is in effect, yet the concerns have never
been substantiated.

3. Regulation and Oversight of DOEs: A lack of confidence in the quality of the work of the
DOEs has led and continu es to lead to high numbers of RfRs and reviews, resulting in
extensive and unnecessary delays, which drastically lower the efficiency of the CDM
registration and issuance process.  The origin of this enduring concern lies with an inadequate
and slowly developing system of accreditation and ongoing performance assessment, not
with uncooperative DOEs.

For each of these examples, the Report explains how the problem has developed over tim e, its
causes, consequences, and why its resolution matters . All three of these examples illustrate several
of the structural inadequacies and the enduring challenges identified. The core message of this
section is not specific to these particular problems ; it is that they all stem from the same sources,
which means that resolving them | though critical, will not stop other, equally detrimental problems

from developing again. In order to prevent further problems within the CDM, the structural
inadequacies themselves must be addressed.

The last section of Part One is meant to be a stand -alone section that negotiators can flip through to
see where IETA believes the CDM reform agenda should focus, and how the CM P should take
responsibility for its implementati on. The most critical proposal among those listed lies under the

heading OPreparing to Implement the CDM Reform Agenda® , which entails designating a CMP body
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to manage the CDM reform process. IETA strongly believes that thorough, thoughtful CDM reform
cannot be designed or dic tated within the frenetic CM P negotiation sessions, nor can it be
implemented by the EB and Secretariat in the midst of the daily grind of the CDM registration and

issuance process. The time and focus is simply insufficient to tackle such a challenge.
We suggest either that a temporary CDM reform steering committee  be created from CMP
representatives or that the COP Bureau be given the mandate to drive the CDM reform agenda . This

will ensure that the CM P takes responsibility for the m  echanism they created by engaging with the
design and implementation of reforms. The current practice of pushing the responsibility for reform

onto the already overburdened CDM staff has not proven effective in the past and must end if the
necessary reform s are to be achieved.

In this section, IETA also lays out several proposals for key structural reforms, the most critical of
which include: permanently altering the role of the Board, transitioning the Methodology and
Accreditation Panels to full time bod ies, and addressing the Secretariat Osstaffing constraints. Finally ,
we reiterate some specific reform pro posals from past years, including the establishme nt of an
appeal process, the adoption of a risk -based approach to project reviews, and the incorpora tion of
the concepts of materiality and level of assurance into the CDM process. Also critical for the ability to
expand the reach of the mechanism in terms of both project type and host country are efforts to
develop standardized, multi  -project baselines and address the barriers facing programs of activities.

Part Two of the Report briefly addresses the role of the CDM under the post -2012 flexible
mechanism architecture. IETA recognizes that, as the Parties create more tools for achieving
emission reduct ions in developing countries, the role and reach of the CDM may change. No matter

the new flexible mechanism architecture under a new agreement, however, project - and program -
based emission reduction activities will remain key elements in the effort to red uce emissions in
developing countries.  In order to ensure that the momentum achieved to date in the CDM is not lost,

and that investment s continue to be made in the CDM , the Parties must take concrete steps to instill
confidence in those investments and re  form for the future as well as the present.

IETA provides two critical reform proposals to ensure that this momentum is not lost. First, the

Parties should ensure investment security by declaring eligibility for full crediting post -2012 for
projects re gistered in host -countries or sectors before they move to a sectoral crediting mechanism.
Second, the Report explains that  the Parties should simply clarify that they will incorporate CERs
from CDM projects into the sectoral crediting baseline in order to ensure against double -counting.

Finally, IETA elaborates two steps that should be taken to expand the eligibility for crediting under

the CDM under the post -2012 architecture. The Parties should expand LULUCF project eligibility
beyond A/R projects and r evise the approach to managing impermanence for LULUCF projects. They
should also explicitly expand CDM eligibility to carbon capture and storage (CCS) project activities,

rather than continuously sending a clearly political issue back to the CDM Executive Board. It is time
that the Parties address their concerns about these project types and find  a way to incorporate their
critical emission reduction opportunities into the CDM.

In closing, IETA reiterates that we and our member companies have diligently w  orked for the
development, continued improvement, and expansion of the Clean Development Mechanism since its
inception ; without a doubt, IETA comprises the most active CDM project participants in th e world. We
are the stakeholders for which the CDM must work in order to ensure its ¢ ontinued success in the
future. The CDM, as itis,is  barely working for us anymore.

The good news is that all of the problems faced within this mechanism can be resolved and the
underlying rationale N the idea that the Parties should be able to flexibly meet their emission
reduction commitments by supporting clean development elsewhere N is still valid.

The mechanism, however, must be reformed, and the Parties must take responsibility for that
reform, instead of passing it on to the Executive Board. IETA has provided a clear path to the
necessary reforms in this Report, and we urge the Parties to take them seriously and lay out a
workplan for reform in Copenhagen that project participants in developed and developing countries

alike can take comfort in.
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Part One: A Simple Rationale for Immediate Reform

Over the past several years, IETA has repeatedly noted an increasing struggle on the part of the
CDMOs Executive Board, Panels, Working Groups, and Secretariat to successfully m anage their
workload, to address key issues expeditiously and comprehensively, and to anticipate future
developments and prepare for them in advance. Extensive and costly d elays in registration, issuance,
and methodology approval ; the repeated postponement of decision -making on important policy
issues; and the rushed consideration of issues by individuals without necessary preparation or
related expertise have become the norm, not the exception.

IETA asks the Parties to consider one simple fact in the disc ussions on CDM Reform in Copenhag en:
history shows that the yearly OGuidance to the Executive BoardO has proven a particularly ineffective
tool for reform. The CM P requested over forty actions of the EB  in Poznan last year and less than five
have come any where near adequate completion , in IETAOs view. Many have been or will be cursorily
addressed in only the last few weeks before Copenhagen and none of them will stop new problems
from springing up again

The key to putting an end to reoccurring problems is to create a real mandate to address the
structural inadequacies of the CDM and to give that mandate to a body that can devote proper time

and effort to it.  Such reforms can alleviate the  most enduring, detrimental problems of the CDM and
leave behind i mproved governance and management bodies that are much better able to self -correct
in the future.

The Causes: Structural Inadequacies

IETA believes that the following structural inadequacies prevent clear, guiding policy direction
and effective, efficient day-to-day management of the CDM:

1. Part-Time Governing Bodies:

The CDM is a large international regulatory agency handling increasingly complicated political
and technical tasks, yet its main policy = -making and technical bodies function on a part -time
basis.

Working part -time severely limits the amount of time that can be spent taking decisions,
resetting policy, and responding to CDM stakeholders. It also leads to inconsistent decision -
making, difficulty finishing work expeditiously or thoroughly , and poor focus and low quality of
participation from members when in session. Finally, it also means that technical experts must

be drawn, in many cases, from  private companies where they are permanently employed. This
leads to delays when required exper ts are unavailable and creates significant conflict of interest
when project developers must share confidential information with individuals working for direct
competitors.

2. Inappropriate Division of Responsibilities:

While several examples of inappr  opriate division of responsibilities exist within the CDM, project -
by-project decision -making by the EB continues to be the most disruptive.

The number s of RfRs, reviews, and requests for corrections remain very high and take an
enormous amount of time from an EB that meets only every 5 -6 weeks. The lack of explicit
delegation of decision -making authority to any of the technical or administrative bodies means

that the EB often engages in discussions and takes decisions on issues which either should be
handled as an administrative rather than policy issue or should be handled by Panel experts who

have the appropriate technical e  xpertise and familiarity with the specific case in question.

3. Neglect of Due Process:

The CDM exhibits a glaring neglect of administrative due process rules to ensure basic
procedural fairness, which reflects a fundamental flaw in its governance.



IETAOSSTATE OF THE CDM 2009 6

Basic due process principles include the right to be heard before a decision is made, the right to
have a decision made in an unbi ased and impartial manner, and the right to know the basis of a
decision so that it can be contested. Due process rights also require that clear rules or standards
be established and forbid retroactive decision -making.

In the CDM today, however, project  participants effectively lack the right to be formally heard by

the EB before a project is rejected, and they are not provided a right of recourse or appeal to an
independent decision -making body. In addition, the impartiality of the decision -making proce ssis
left in doubt by the political nature of EB appointments, the lack of standardized decision -making
criteria, and the lack of the use of precedent. Finally, project participants are judged against rules

that have not been articulated at all or rules t hat are applied retroactively while, at the same time,
established rules are often ignored.

4. Inadequate Standardization:

Despite recent attempts to  standardize some CDM processes, significant potential remains to
systematize and inject more objecti  ve criteria into decision -making throughout the CD M, which
would alleviate a wide range of problems facing it today.

Among many other things, the concepts of materiality and level of assurance have not yet been
incorporated into the CDMOs various decision -making processes , and the criteria for the
triggering an RfR or review have still not been made explicit in a way that is useful for project
participants. The development of training programs N which has been an issue under discussion
for the past several months with no conclusion KN would go a long way to improve the quality and
consistency of CDM staff performance, including that of EB members. In addition, the secretariat
continues to be unable to consistently meet established timelines, and timelines stil | need to be
established where they do not yet exist in the CDM cycle. Finally, determining additionality and
establishing crediting baselines could be simplified and made more objective for a wide variety of

projects through the use of emissions intensit y benchmarks, positive lists, and various default
factors.

The Consequences: The Enduring Challenges of the CDM

IETA believes that the following enduring challenges result directly from the above structural
inadequacies:

(1) Unrelenting Time Constraints:

General indicators of the time constraints faced by the Board and supporting bodies and the
impact of those constraints abound, but are most apparent in the number of agenda items
pushed from meeting to meeting.

An issue often sits on the agenda for m onths before receiving significant attention and is likely to
be passed back and forth between the EB and its various support staff many times before
finalization. Delay s sometimes result from insufficient time for the Panels or Secretariat to
prepare reco mmendations or background documents, and other times result from an overloaded
EB agenda and a lack of available work ing hours. EB discussions reveal that delays are also often

a sign of a complete lack of preparation or understanding of the topic at hand. Indeed, at times,
EB members are ignorant of issues that they themselves have discussed before or for which
ample indication was made on the annotated agenda.

(2) Ineffective Communication Practices:

Delays and misunderstandings about methodology deve lopment, project registration and
issuance are exacerbated by the poor communication practices of the EB and its supporting
bodies.

On methodology development, proponents have to rely on formal communication with the Meth
Panel through DOEs. Although the EB has recommended that the Meth Panel take up direct
communication with methodology proponents in some cases, both during and between Meth
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Panel meetings, IETA members Oexperience shows that this opportunity has rarely been put to
use.

On registration and issuance, the communication procedure over completeness checks also
means that very minor completeness issues N formatting or typographical errors N which could
be rapidly solved through more direct communication, can significantly delay projects.

In general, communication to project participants from the EB and Secretariat, for both
completeness checks and review issues, is often written poorly, with unclear syntax, which can

lead to further complications for project proponents and DOEs. Furthermore, communication of
the proceedings of EB meetings is currently difficult to follow and devoid of key information
Investors are put off by the uncertainty and lack of visibility of decision -making in closed EB
meetings, and the question and answer session fo r observers is purely superficial N questions are
rarely adequately answered and no follow  -up is made.

(3) Lack of Transparency:

A clear causal line can be drawn between several of the structural inadequa cies and instances of
insufficient transparency in the CDM, but the lack of standardized practices for decision -making
causes the most concern for CDM stakeholders.

The lack of standardization in decision -making criteria and the neglect of standardized methods
for baseline and additionality determination lead to a pervasive lack of transparency in the
decision -making process. This fact is particularly true because registration and issuance
decisions are made in closed session, and the rationales provided are vague and do not follow a
system of precedent.

The lack of explicit delegation of decision -making authority to any of the technical or
administrative bodies of the CDM is also a significant breach of transparency. The UNFCCC
Secretariat was originally expected to perform administrative support functio ns, but its role

extended beyond this official mandate once technical expertise was added and the EBOs workload
became unmanageable. Failing to make this authority explicit means that the Secretariat is able

to work without having to be held accountable fo r actions. Clear divisions of authority and clear
delegation of decision -making power would increase transparency by making explicit those lines
of decision that already flow from the Secretariat. Project participants need to be able to know
who will decid e on their cases and by what protocol those decisions will be reached, so that they
can determine where to seek clarification and redress when necessary.

(4) Slow Policy Development and Inadequate Resolution of Issues:

The EB and its Panels devote long hours during meetings, and clearly remain dedicated to the
successful completion of their work, yet the speed with which tasks are completed within those
meetings and the quality of the ir final outcome s consistently fails to meet expectations.

This fact is most true with the Obig issuesO, such as facilitating the greater up -take of programs of
activities, implementing the VVM and enhancing it to incorporat e the key concepts of materiality
and level of assurance, and expanding the use of efficient, economi cal benchmark approaches.

When issues are discussed, they are often inadequately or only partially resolved . This holds
especially true immediately preceding a CM P meeting, when the rush to take decisions is
particularly acute and previous requests are p iled onto the EB agenda (See EB 50 and 51
agendas). Moreover, once an issue is deemed Oresolved,O or any decision is taken in relation to it
that issue is pushed off the agenda and forgotten. P roject participants must  then begin anew the
fighttotryto have it adequately addressed.

(5) Inadequate Number and Expertise of Secretariat Staff:
The Secretariat faces severe constrai nts on output and the time that may be devote d to critical

tasks because it is consistently under -staffed and has difficulty hir ing staff with adequate
experience and expertis e.
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The Secretariat is consistently unable to meet established timelines and often fails to meet the
expectations of the Board concerning the development of work plans and provision of policy
recommendations. As a result of being understaffed, the Secretariat also find s it difficult to
communicate effectively with project participants, which inadvertently adds to workloads by
delaying the resolution of issues until they have gone from being relatively minor to much more
significant and time -consuming. Discussion has been underway to develop training programs for
Secretariat staff and to hire more staff for some time now, yet very little progress has been made

to date.

The Consequences: Examples of Concrete  Problems

IETA finds the concrete examples elaborated below to be particularly illustrative of the impact the
challenges mentioned above have on the ability of the CDM to take significant steps toward
expansion to new, critical emission reduction opportuni ties and to provide an environment conducive
to continued and increased participation by the private sector.

The focus here is not on the fact that the CM P and EB should move quickly to address these
particular problem s (though they certainly should ). The message is that resolution of these
disparate issues, though critical, will not stop other, equally detrimental problems from
developing in their place unless the structural inadequacies are addressed.

Example #1: Addressing the Barriers Facing Programs of Activities

The Issue: Not only has the EB done little to proactively facilitate or encourage the development of
PoAs, the rules for PoAs continue to severely constrain their development.

Why we care:
¥ The project types for which PoAs are being devel oped are those that the Parties claim to be
most interested in encouraging N solar and CFL projects, small scale projects, and projects in
least developed countries (LDCs).
¥ PoAs provide one crucial avenue for scaling up and expanding the CDM into as -yet un -tapped
sectors, which is important in the context of a growing international carbon market.

Issue Background:

¥ In the Guidance to the CDM EB in December 2005, the CM P sanctioned the creation of
programs of activities, a concept for which the EB was not a ble to finalize concrete guidance
until June 2007.

¥ More than two years after the initial release of that guidance, only 15 PoAs have entered the
CDM pipeline, and only one has been registered.

¥ At EB 47 in May 2009, the CDM EB published version 3 of the OProcedures for the Registration
of a Programme of ActivitiesEO, ten months after having launched a call for input on the

problems project developers were facing in the implementation of PoAs in August 20 08 and 5
months after the CM P urged the EB to finis h its work on this issue with expediency.
¥ Despite extensive stakeholder input on the problems facing PoA development, and two years

of complaints on the part of stakeholders, many remain only partially addressed and several

of them have not been addressed at all. The most important of these is a severe problem
regarding the high levels of liability associated with PoA validation , which makes it very
difficult to hirea DOE.

Causes:
¥ The EB built the rules for PoAs based on their knowledge and experience of the traditional
CDM. This led to the development of procedures inappropriate for programs, which are
intrinsically different from traditional CDM projects and need rules designed to fit their

needs.
¥ For example, the start date for individual CDM projec t activities (CPAs) within a PoA was first
defined in a very conservative manner in order to avoid any possible non -additional free -rider

CPAs being included in PoAs (CPAs could start only after the registration of the PoA). In
reality, it kiled many pote ntial PoAs because the requirement did not fit with the reality of
planning and developing programs, which requires that many CPAs be identified before
investment is justified.
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¥ Upon completion of the Guidance on PoAs at EB 32, the Secretariat and the EB b egan the
process of revising the Guidance on PoAs by inviting stakeholders involved with PoAs to
address their questions and comments to the Secretariat. This avenue has been severely
under -utilized, however. Suggestions, such as to constitute a PoA workin g group or organize
PoA workshops, have often been completely ignored.

¥ Throughout the discussions of PoAs in open sessions, IETA has noticed the EBOs clear inability
to appreciate the gravity of the barriers to PoA development or to concertedly and
though tfully engage in the discussion and develop innovative policy to resolve these issues.

Consequences:

¥ As a result of the EBOs inability to thoughtfully .
engage and address the problems facing PoAs, many An lE.TA project _developer sent a
early PoA supporters have lost faith in the approa ch questlon. regard Ing a PoA to_ the
and in the ability of the EB and Secretariat to Secretariat in July 2009, to .Wh'Ch
respond to the concerns of the stakeholders involved igzgongsvedes);)?:e ;Céverrzlcefl(\)/lleowa
in implementing PoAs. ' . i

¥ Thesré circur?nstances discourage new project ups. The DOE_for.the POA .deC|ded
developers from developing PoAs, just as those to s_top validation unti th_e
engaged in PoAs from the beginning are | osing question has peen answered. This
patience and motivation to continue. poor communication has alrgady

¥ Poor communication has led to unsuitable revisions directly caused a delay in the
and new rules that have caused more problems for development of the PoA for 4
project developers than they have solved. months.

Example #2: Concerns about Emission Reducing Policies: Chinese Wind Power Projects

The Issue:
In early 2009, the EB began requesting a  n alarmingly high number of RfRs and reviews of wind power
projects in China , due to supposed decreases in tariffs for commercial wind -generated electricity

there over the past several yea rs. Now, several months later, an almost blanket review of Chinese
wind power projects is in effect, even though concerns have not been substantiated.

Why we care:

¥

There is enormous need to encourage the deployment of wind and other renewable energy
sources in countries like China, where energy demand growth is rapid ; its benefits to the
climate and to sustainable development are without question.

Any action on the part of the CDM Executive Board that specifically targets and thereby
discourages invest ment in such a critical clean energy source has very real consequences for
continued investment in the CDM in general, and for wind power projects in particular.

Issue Background:

¥

The EB is concerned that the Chinese government may have lowered wind powe r tariffs in
order to ensure the additionality of wind power in China and take advantage of CDM revenues

as a substitute for clean energy subsidies. They worry that the maintenance of previous tariff

rates would have resulted in an internal rate of return (IRR) higher than the benchmark that
has been set to prove financial additionality for these types of projects.

This concern reportedly began within the Secretariat itself, which means that they are largely
responsible for the current stalemate, yet have no accountability to affected project
developers.

Guidance previously established by the EB to avoid providing a perverse incentive for the
development of emission reducing policies stipulates that policies promulgated after
November 11, 2001 that give pos itive comparative advantages to technologies that reduce
emissions are not to be considered when determining either the baseline scenario or the
additionality of a project or program. Changes in wind power tariffs should, therefore, be
irrelevant since wi nd power is heavily subsidized compared to coal -based power, which would
be considered the most likely alternative in a hypothetical scenario.

Regardless of its merit , in order to proactively address this concern, IETA and several other
organizations have provided further data and analysis of the rate decreases, which have been
minimal in most areas. We have also provided examples of the impact of the decreases on the
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financial additionality of projects, and demonstrated that the maintenance of
tariff would have affected additionality in very few cases.

¥ Our correspondences have gone unanswered, the issue has not been discussed in open
session, and no data or analysis has been made public that contradicts our findings.

¥ Only the Chinese governm ent can truly answer the question of whether or not tariffs have
been lowered and why, yet IETA has been told that the Chinese National Development and
Reform Commission (NDRC) would not be contacted to resolve this issue

the previou s

Causes:

¥ Time constraints mean t hat the EB rarely takes the time to work through disagreements on
complicated policy issues, such as the application of guidance that may or may not lead to
perverse government incentives. Many EB members have expressed that they do not favor
the approach take n in the current guidance on emission reducing policies, yet this issue has
not been reopened for discussion. Instead, EB members simply ignore their own established
guidance.

¥ The political nature of the EB favors consensus decision -making and makes it unpalatable for
the Chair to call for a vote for fear of upsetting the political dynamic. This means that even
when complicated policy issues are addressed, a stalemate often results.

¥ The political nature of the EB also complicates interaction with hos t country governments,
making it difficult for the EB to be proactive in addressing issues that call into question data
provided or decisions made by host governments.

¥ The time constraints of the Secretariat limit their ability to gather the data needed t o resolve
the issue, or communicate effectively with DOEs and project participants affected by it.
Consequences:
¥ Over 50 pro jects have now received RfRs, reviews, and requests for corrections this year,

causing delays in registration with significant, u
for project participants.

¥ This still un -substantiated suspicion has already had a drastic impact on the perception of
Chinese wind power as a viable investment opportunity among private sector actors.

¥ This case e xample, and particularly the fact that the EB is ignoring its own established
guidance, has reinforced the perception that the CDM is an unpredictable mechanism that
does not adhere to procedural due process.

nnecessary monetary and legal consequences

Example #3: Regulation and Oversight of DOEs

The Issue:
A lack of confidence in the quality of the work of the DOEs has led and continues to lead to high
numbers of RfRs and reviews, resulting in extensive and unnecessary delays, which drastically lowers

the efficiency of the CDM registration and issuance process. The origin of this enduring concern lies
with an inadequate and slowly developing system of accreditation and ongoing performance
assessment.

The CDM Accreditation Standard

Why We Care:

¥ The delays and general inefficiencies
caused by second -guessing DOE work
affect all projects and all proposed
methodologies, both directly and
indirectly, causing pervasive problems
that disincentivize investment in the
CDM in general , thereby slowing its
emission reduction potential

¥ The inefficiencies caused by an
inadequate system of DOE regulation
disproportionately impact the
investment dollars flowing to projects
Oon the marginO by increasing costs,
which these projects are least able to
absorb.

Not only is the implementation of the new
Accreditation Standard only partially complete,

its provisions still lack clarity for DOEs. For
example, the Standard requires tha t auditors
have direct work experience in the technical
area of the sectoral scope for which the DOE
has accreditation. However, the Standard fails
to define what const itutes Odirect work
experience Oor the technical areas themselves,
which has led each DO E towards its own
definition, with significant consequences to
their auditor pool. Less stringent time
constraints and a consultative process involving
communication with existing DOEs would
enable the EB to ensure that new guidance is
comprehensive and pr actical, and a plan for
implementation is in place, before it is
approved.
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Issue Background:

¥ The rules and procedures guiding the work of the DOEs were crea ted in a piecemeal fashion,
scattered among meeting reports and thousands of pages of documentation until a process
of consolidation began last year. This slow, scattered policy development set the stage for
misunderstandings between the EB and DOEs concer ning requirements and ensured that
DOEs had difficulty staying in compliance with rapidly changing rules.

¥ A Validation and Verification Manual (VVM) approved late last year was one part of the
consolidation process, but it was missing key elements  when app roved, including the crucial
auditing concepts of materiality and level of assurance . It has yet to be revised.

¥ The new Accreditation Standard and Procedure adopted in March 2009 have also suffered
from partial, slow implementation and missing elements. See box on previous page.

¥ The VVM and Accreditation Standard and Procedure were brought into force immediately,
with no grace period for DOEs to learn the new rules and bring themselves into compliance.

¥ Remaining in complete compliance is key, however, as D OE regulation still lacks a set of
differentiated sanctions designed to address different levels or types of non  -compliance.
Regardless of the impact of their specific non -conformities or the restriction of non -
conformities to one specific DOE office or se ctoral scope, complete suspension is the only
option if the EB needs to reprimand a DOE.

Causes:

¥ The time and staffing constraints faced by the EB, Accreditation Panel, and Secretariat
severely impacts their ability to establish a comprehensive system of DOE regulation, as there
are insufficient time and resources to dedicate to this complicated issue. Obvious cases of
intention without follow-through, such as the delay in establishing a graduated system of
sanctions, clearly indicate this relationship.

¥ The part -time nature of the Accreditation Panel and its accreditation teams also means that
the process of assessing DOEs is completed by individuals only partially focused on the task.
This ensures stop -and-start implementation for all new
policy developm ents and inconsistent regulation, as The failure to initially
accreditation team members vary widely. incorporat e the common

¥ The I_acl.< of any official tra|n|r_19 program for _ auditing concepts of materiality
accreditation team  members seriously impacts their and level of assurance into the
ability to build up their own understanding of the rules VVM, and the reluctance to do
and procedures that d etermine DOE compliance , making so now even after the critical
it difficult to ensure consistent, high -quality compliance nature of their inclusion has
assessments. o T been explained ad nauseam,

¥ The inappropriate division of responsibilities within the exemplifies  the difficulties
CDM impacts the development of a system for DOE faced when a political body like
regulatio n: EB members must approve policy dev eloped the EB is the final decision -
by the Accreditation Panel, regardless of whether or not maker for technical issues that
the EB members have the expertise required to judge require specific expertise.
the appropriate ness of that policy.

Consequences:

¥ The lack of a comprehensive system for regulating DOEs, result s in mutual distrust between
DOEs and the EB, which in turn leads to massive inefficiencies, significant amounts of
dup licate and unnecessary effort , and substantial loss of CERs.

¥ The CER revenue lost due to registration and issuance delays and extra validation and
verification costs helps extinguish investor interest in the CDM in general, and particularly in
higher -cost projects using innovative technologies in smaller, poorer host countries.

¥ The immediate application of the new Accreditation Standard has led to a significant
reduction in auditor capacity as DOEs scramble to retain and retrain their staff and bring
themselves into compliance. This has had direct, immediate consequences , reflected by
higher costs and delays for services to project participants, which again, negatively impact
investor interest in the CDM.

¥  Full suspension of DOE s or denial of re -accreditation has led to significant CER revenue losses

and extensive delays in registration and issuance . Project participants dependent on a DOE
for work on a sectoral s cope or in an office unrelated to the nonconformity are unnecessarily
affected in cases where partial suspensions or another form of sanctions would have been
sufficient to address the  nonconformity and maintain environmental integrity
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Concrete Reform P roposals

In order to address the CDMOs structural inadequacies, and to prevent cases like those detailed above

from continuing to restrict the CDM from achieving its true potential, IETA proposes a number of

clear reforms that the negotiators should prio ritize in Copenhagen. Although the CDM is currently
operating with a substantial surplus, this reform agenda may require further funding. IETA believes it

would be appropriate for countries to provide in -kind contributions to support those reforms that wil I
require substantial additional funding N especially the development of multi  -project, standardized
baselines. We believe countries will be likely to provide these funds, knowing that they will help the

CDM more effectively drive clean development, particul arly in host countries currently under -
represented in the CDM pipeline.

Preparing to Implement the Reform Agenda

1. Designate an Outside Body to Manage the CDM Reform Process. The CMP should either
create a temporary steering committee composed of a sele  ct group of representatives from
the Partie s (a sub -committee of the CM P or the SBI, similar to the Expert Group on Technology
Transfer) or designate the COP Bureau to direct the reform process.

Apart from engaging independent regulatory History ~ shows  that  neither
consultants to p rovide expert guidance for the regulatory  agencies nor UN
reform agenda (see proposal #3), the body tasked institutions effectively ~ reform
with managing CDM reform should hold extensive themselves. T he CDM EB must
formal and informal consultations with the Parties, receive hands -on external direction
CDM stakeholders, other regulatory experts, and to ensure that the CDM is quickly
various other technical and a  dministrative experts. and effectively reformed.

The CDM reform body should actively consult with

the CDM EB and its supporting staff, who wil | be accountable to it , as it will act u nder the

authority of the CM  P.

IETA strongly believes that thorough, thoughtful CDM reform cannot be designed or dic tated
within the frenetic CM P negotiation sessions , nor can it be implemented by the EB and
Secretariat while they simultaneously manage their already overwhelming tasks . The selected
committee should become the driver of the CDM reform a genda, thereby ensuring that the
CMP takes responsibility for the mechanism they created by engaging with the design and
implementation of reforms. The current practice of pushing the responsibility for reform onto

the already overburdened CDM staff  has not proven effective in the past and must end if the
necessary reforms are to be achieved.

2. Adjust secretariat staff and begin secondment process to facilitate reforms. Additional
Secretariat staff should be hired and some current staff temporarily repositio ned to assist the
steering committee with their work. In order to quickly build te  chnical capability, the sCDM
reform body should also consider a secondment process whereby DOEs and other market
participants provide support to the reform process during th e slowdown in project
development that is likely to continue until the new international framework is agreed.

3. Hire outside regulatory consultant(s) to provide guidance and support to the CDM
reform body. Independent consultant(s) or a consult ing firm spec ializing in regulatory
agencies should be hired to review the existing capacity and procedural efficiency of the EB,
the Secretariat, the Methodology and Accreditation Panels, and the Small -Scale and
Afforestation/Reforestation Working Groups. The consulta nt should recommend where
additional expertise and capacity is required and should guide the CDM reform body towards
both the restructuring of the current CDM bodies, where needed, and the design of
appropriate management systems overall.

Key Structural Reforms

4. Permanently alter the role of the Board; end project-by-project reviews. The CMP should
unequivocally direct the Board to implement an alternative, risk -based practical approach to
ensuring the environmental integrity of projects (see proposal #1 0) and to focus primarily on
setting strategic direction and defining policy, not making project -by-project decisions. IETA
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believes that the Board has n ot met the request of the CM P to emphasize its executive and
supervisory role or to balance caseload ne  eds with general policy and system improvements
It requires clearer direction to do so.

Hire a CDM Managing Director. A CDM Managing Director should aid the CDM Executive
Board in the development of policy and setting strategic direction and should direc tly manage
the work of the Secretariat on a day -to-day basis. The Managing Director should be
answerable to both the CD M Executive Board and the CM P, and be compensated in part on
the basis of performance.

Expand and Train the Secretariat, Clarify its Mandate, and Make Explicit its Decision-
Making Authority. The CDM reform body and its regulatory consultants should guide the
Secretariat through a process of expansion and training, after which the Secretariat should be
made responsible for the majority of technical support activities (except when extremely
specialized experts are required) and the new project review procedure (see proposal #10). In
consultation with the regulatory consultant, the CDM reform body should also explicitly lay
out the situation s in which the authority to take decisions lies with the Secretariat.

Address Secretariat Staffing Constraints. The CMP should direct the EB to take a number of
steps to alleviate the current Secretariat staffing constraints. Despite great effort, the
Secretariat is consistently unable to follow established timelines, which causes substantial
delays throughout the CDM process, in particular in relation to completeness checks for
registration and issuance. Insufficient staffing also means that the Secretar iat is unresponsive
or slow to respond to requests for information or clarification from project participants. IETA
proposes the following:

o Relax hiring restrictions so that individuals with critical technical expertise but no

prior CDM experience can be ¢ onsidered;
o Create in -house training programs for all staff, differentiated by the support function

they serve;
o Raise wages to attract higher levels of expertise and experience, if necessary;
o Consider seconding staff from DOEs and/or project developers at times of

exceptionally high demand;
o Consider outsourcing specific activities to qualified independent organizations at
times of exceptionally high demand.

Transition the Methodology Panel to Full-Time Status and Expand its Mandate. IETA
proposes that the CMP transition the Methodology Panel in  to a full -time, permanent body.
The CMP should also expand the mandate of the Meth Panel to include the development of
methodologies in addition to the

assessment of submitted methodologies. Approval of methodologies with pot entially
The expanded Meth Pan el should also hold wide applicability in LDCs N for example,
consultations with _project [proponents to AMO0042 and AMS -lI.ZN has taken over 3
ensure the continuous improvement of years, yet the methodologies are still not
existing methodologies, including the | widely applicable due to unrealistic and
expansion of their applicability . expensive monitoring requirements. A full -
time Meth Panel and greater use of
Transition the Accreditation Panel to Full- | penchmar ks and default factors would cut
Time Status and Hasten the Development | s time drastically, allowing investment in
of a Comprehensive System of DOE | cjean development to flow to LDCs and
Regulation. IETA proposes that the Parties other underrepresented host countries.
transition the Accreditation Panel, including
its accreditation team members, into a full -time body so that it will be able to devote the

necessary time to developing a comprehensive system of DOE regulation. This system should
include a fully implemented, revised VVM that has incorporated the concepts of materiality

and level of assurance, and a fully implemented, clearly elaborated Accreditation Standard
and Accreditation Procedure. Doing so will ensure that the EB has confidence in the work of
the DOEs, thereby removing countless inefficiencies from the system.
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Specific Reform Suggestions

10. Adopt a risk-based approach to project reviews. IETA proposes that reviews of individual
projects be determined by a sampling strategy based on a risk -based DOE classification,
rather than the current project -by-project analysis. The adoption of such a risk -based
approach is a practical way to ensure the environmental integrity of projects wh ile saving
much time and effort.

Overused requests for review at registration and
issuance lead to long delays and significant loss of
CER revenueN almost always for immaterial issues,
not fraud, malfeasance, or incompetence. There is

a better way to ensure environmental integrity.

11. Phase Out Detailed Reviews: In
conjunction with the improvement
of DOE regulation, the adoption of a
risk -based approach to project
reviews, and the expansion of the
Secretariat, IETA proposes that the Parties direct t he EB to end the process of enhanced
completeness checks, which is currently leading to significant delays in the registration and
issuance process. The Parties should also direct the EB to abolish the Registration and
Issuance Team (RIT), which is neither  permanent nor full -time and lacks a clear mandate and
guidelines for its work (including any guidance on the materiality of the issues it identifies).
The RIT also lacks any formal training and its members raise concerns about conflicts of
interest be cause they often assess projects being developed by direct competitors  of their
employers.

12. Establish an Appeal Procedure. IETA proposes that the Parties establish an appeal
procedure that is governed by an independent , impartial and decision -making authorit y and
is accessible to all affected third Parties. The appeal mechanismOs terms of reference should
include powers of investigation, including the ability to call hearings, view all relevant
documentation, conduct interviews, and require the submission of evidence. It should cover
appeals against all relevant decision -makers in the CDM governance structure including but
not limited to the EB, Secretariat, and DOEs.

13. Incorporate the Concepts of Materiality and Level of Assurance into the VVM
Immediately. The Parties at CMP 4 requested that the EB assess, as its highest priority, the
need to incorporate the concepts of materiality and level of assurance, which are a common
feature of all auditing programs and critical to any practical validation and verificati on
system. Nearly a year later, the Board has yet to fully consider this issue in an open session or
incorporate these concepts into the VVM.

14. Reaffirm and Clarify E+, E- Guidance. Since it is apparent that the Board has misgivings
about its so -called E+, E- guidance, IETA requests that the CM P direct the Board to provide
clear guidance within the VVM on the validation of the E+, E- guidance by both re -affirming
the existing guidance as well providing a definition of a national/sectoral policy or regulation
within its context. ~ As demonstrated by recent discussions and decision s concerning Chinese
wind power, the EB has not been applying this guidance consistently . This guidance was a
result of the CDM Executive BoardOs intention to avoid potential perverse i ncentives and
clearly states that Host Country government policies that give positive comparative
advantages to technologies that reduce GHG emissions (E -) promulgated after November 11,
2001 are not to be considered when determining either the baseline sc enario or the
additionality of a project or program.

I"# Facilitate the Widespread Development of Multi-project Baselines. A widespread transition
towards multi -project baseline and additionality determination would lower transaction costs
significantly, pro vide greater certainty of project - or program - eligibility for investors and
project developers, and continually encourage the adoption of more GHG efficient
technologies. It would also lead to the acceleration of project development in countries with
low levels of data availability, thereby encouraging the expansion of the CDM to new and
underserved sectors and regions. IETA stro ngly recommends that the CMP  actively facilitate
the development of country -by-country * emissions intensity benchmarks, positive lists, and

! The Parties may also decide to develop global or regional baselines. In this case, IETA believes that
the CDM Executive Board should designate independent bodies, multilateral in na ture, to define
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various forms of default factors. T  he emissions intensity benchmarks identified  should also
be used to objectively determine additionality in many cases. IETA is open to various
approaches to facilitating the widespread development of standardiz ed, multi -project
baselines and has developed a separat e document devoted solely to this issue. $

16. Expand the Applicability of Programmatic CDM. The CMP should direct the EB to  redouble
efforts to operationalize PoAs, including through the resolution of the DOE liability issue, the
development of alternative procedures to reduce the risk of erroneous inclusion of CPAs, a
simplified approach to methodology combination (e.g. positive lists) and the development of
further streamlined approaches to measure and m onitor emission reductions. At its
inception, PoAs were seen to hold great promise for expand ing the reach of the CDM far
beyond the constraints of the project -by-project approach. IETA believes that PoAs still have
great potential and mus t be made workab le if the CM P is to move forward with  crediting on
the basis of Nationally Appropriate Mitigation Actions (NAMAS) , many of which will likely
resemble PoAs.

If IETA’s member companies had an opportunity ask the CMP three questions, what would
they be?

¥  Why is the CDM/JI process so unpredictable, both in terms of project eligibility and timelines
for registration and issuance? How is it acceptable that | have to guess  wh ether my project will
be registered in 6 months, 2 years, or 4 years, if at all?

¥ How can it be that a 100 billion dollar industry is not staffed by full -time, fully trained
professionals?

¥ If the CDM continues asitis N with long delays, systemic ineffic iencies, and lack of due
process o r clear lines of accountability N where will Parties get offsets to meet
organizational/governmental obligations in the next commitment period when we continue to
slow project development?

standardized baselines for specific project activity types and specific sectors or sub -sectors under the
CDM. They should establish parameters - including benchmarks - and procedures and make them
available for optional use by project parti cipants and designated operation entities. There must be
consistency in how the baselines are created . IETA believes that the Cement Sustainability Initiative
should serve as the model moving forward.
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The CDM in the Post-2012 Flexible Mechanism Architecture

IETA recognizes that, as the Partie s create more tools for achieving emission reductions in
developing countries, the role and reach of the CDM may change. No matter the new flexible
mechanism architecture under a new agreement, however, project - and program -based emission
reduction activit ies will remain key elements in the effort to reduce emissions in developing
countries. This is true even in the most advanced developing countries until new mechanisms such

as sectoral crediting can be successfully implemented, which is likely to be seve ral years at
minimum. Laying down a premature cut -off date for the CDM in some countries would halt the
incredible momentum towards greater and greater emission reduction activities that has been
achieved to date. Indeed, it would be particularly regretful if POAs were dis incentivized just as the
first POA has finally been registered.

Given pending and likely climate legislation in several large developed countries, project - and
program -based emission reduction activities will prove crucial to helping co ntain costs in new cap -
and-trade systems until higher volume mechanisms get up and running. Moreover, even when some
countries transition away from the CDM, projects and programs will still be valuable tool s for
continuin g to bringing clean energy technolo gy to smaller and least developed countries and for
generating emission reduction credits to fill the gaps in deman d left by the larger mechanisms . IETA
also believes that the continued improvement of programmatic CDM and the development of

standardized, m ulti -project baselines can help spur broad change across sectors even without
sectoral crediting.

In order to ensure that the momentum achieved to date in the CDM is not lost, and that investors
continue to believe their investment will have value under a new agreement, the Parties must take
concrete steps to instill confidence in those investments and reform for the future as well as the

present.

Transitioning to the Post-2012 Architecture

'# Ensure Investment Security by Clarifying | At the macro level, the lack of
Eligibility for Fu“ crediting POSt-ZO]Z. H’Ojects Certainty of a continuation of the

or programs that have been registered or have Kyoto Protocol or clarity on the
provid ed proof of serious CDM consideration to the terms associated wi th a new
CDM Executive Board before th e date on which the international agreement is a huge
proje ct or programOs sector and/or country are deterrent to further CDM project
deemed ineligible for partici pation in the CDM development D project developers
should remain eligible for crediting for all of their grapple with this question: will
remaining crediting periods.  $ projects dependent on CDM revenue

. . simply fail due to lack of demand or

sectoral crediting baseline. |IETA understands
that the Parties are concerned about issues of
double counting in the case that a sector in which CDM projects are active is registered under

a sectoral crediting mechanism. A clear solution to this problem is either to build the
projected CERs of existing projects into the sectoral crediting baseline or to deduct CE Rs
issued from CDM projects from those to be issued under the sectoral mechanism.

Expanding Eligible Project Types for Post-2012 CDM

3. Expand LULUCEF project eligibility beyond A/R projects and revise approach to managing
impermanence for LULUCF projects. IETA believes that the Parties should significantly alter
their approach to reducing emissions and enhancing sequestration through land use
activities.

First, the Parties should allow the use of a more effective, certain, and cost -effective approach
to addressing permanence. The current CDM approach to permanence through temporary
crediting creates a crippling disincentive to investments in this critical sector. This approach
treats all forestry carbon as short  -lived, even where reversals may not have oc  curred, and the
temporary nature of credits seriously discourages the flow of finance by inhibiting full
commoditization . In place of tCERs and ICERs, a buffer approach should be developed to
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ensure permanence. A portion of issued credits should be reserv

event of reversals.

For the purpose of jump

ed for cancellation in the

-starting activities in this critical sector, IETA believes that CDM

eligibility should be extended to a wide range of LULUCF activity types > as and when

environmentally strong approac

single framework

hes to MRV are developed for each of them. IETA believes,
however, that the provision of incentives for the improvement of land
is necessary to incentivize and facilitate a permanent move to rational land

-use practices under a

use planning overall and thereby alleviate the drivers of deforestation. For that reason, IETA

supports the creation of a separate REDD+ mechanism that incorporates the

LULUCF activities, as soon as possible.

Explicitly expand CDM eligibility to carbon capture and storage (CCS) project activities.

full range of

In IETAOs view, CCS meets the objectives and criteria of the CDM and supports the ability of
developing countries to contribute to the UNFCCCOs ultimate objective of stabilizing

atmospheric GHG concentration s.
incentivize critical, cost

production, gas pro cessing etc).

Various technological, methodological and
legal concerns have been expressed in
relation to the potential inclusion of CCS in

the CDM. The recent ExpertsO Report as well
as IETAOs submission to the UNFCCCOs
SBSTA have sought to address the se

IETA believes that the CDM is capable of helping to
-effective CCS opportunities that reduce the CO
power generation and a wide range of industrial processes (e.g. ammonia

, emissions from

An IETA member compan y submitted a
comprehensive proposed new
methodology and PDD for a CCS project
activity in Augu st 2009. The proposal
was rejected without consideration,
despite the clear current mandate for the

production , cement

concerns ;  we  would  welcome the | EB “.to consider proposals for new
opportunity of  an in -depth dialogue with the methodologies for carbon dioxide capture
Parties on the merits of CCS eligibility. and storage as clean development
project activities...”.

However, t he question of CCS eligibility
under the CDM has been passed back and
forth from the Parties to the CDM EB for the past four years, including last year in Poznan
when the EB was requested to consider the possible implications of inclusion of CCS as CDM
project activities.

The EBOsinability to agree on this issue b for seemingly subjective and politicized reasons
rather than those drawn from any objective analysis b has led it to request that Parties
remove consideration of CCS proposals from its mandate in the absence of explicit direction
from the Parties. In IETAs view, however, t he EB must take an objective view on CCS con cerns
drawing on the analysis presented to it, rather than in the arbitrary and capricious way IETA
members have witnessed to date. Further, the CMP must also take responsibility for
expanding eligibility to this innovative project type to put an end tot he procrastination that

has hampered progress on the matter so far

2 |[ETA defines the Oland -use sectorO as including the f ollowing activities: agricultural land use
(including sustainable cropping practices to improve & maintain soil fertility and soil carbon
sequestration); management of pastoral land, grassland and peatland; sustainable forest
management; afforestation; ref  orestation; and avoided deforestation and degradation (also known
as, REDD).
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Concluding Remarks

IETA has diligently worked for the development, continued improvement, and expansion of the Clean
Development Mechanism since its inception ; without a doubt, our m ore than 170 member companies
include the most active CDM project participants in the world. We are, in other words, the
stakeholders for which the CDM must work in order to ensure its continued success in delivering
private sector investment to clean deve lopment activities in the future. The clear message of this
report is what anyone engaged with the CDM can see clearly: the CDM, as it is, is barely working.

The structural inadequacies highlighted in this report preclude future expansion and, indeed, ar e
causing a withdrawal of investment. The good news is that all of the problems faced within this
mechanism can be resolved. The underlying driver of the mechanism N the provision of an economic
incentive for environmental benefit N is sound, and the motivat ion for its creation N the idea that the
Parties should have flexibility to economically meet their emission reduction commitments by
investing in clean development elsewhere N is still valid.

The mechanism, however, must be reformed, and the Parties must ta ke responsibility for that reform
instead of handing it back to the Executive Board. IETA has provided a clear path to the necessary
reforms in this Report, and we urge the Parties to take them seriously, lay out a workplan for reform

in Copenhagen, and ensure that this part of the CMP agenda is given ample time and attention.



