missions Trader

GUEST ARTICLE

The Kyoto Protocol:

EMISSIONS
TRADING ON THE
WORLD STAGE

By DIRk FORRISTER
CHAIRMAN,
WHITE Houske CLIMATE
CHANGE TAsk ForcE

Just before dawn on December 11, 1997, negot

tiators from nearly 160 nations reached agree-
ment in Kyoto, Japan on an historic climate
change protocol. In it, emissions trading arrived
on the world stage in a major way for the first
time.

The protocol's market-based policy framework
will guide energy and environmental perfor-
mance in the developed world for decades to
come. It will also begin to influence the direc-

tions of sustainable development in the develop-

ing world. At its core, the accord embraces mos
of President Clinton’s highest policy priorities
by combining binding emissions targets with
a flexible emissions trading mechanism to ensu
cost effectiveness.

Climate change is emerging as the most impor-
tant international environmental challenge of ou
generation. It is a tough problem to understand
to manage and to negotiate about. But it is too
important to ignore.

Some observers are daunted by the complexity,
of the issue, while others see tremendous new
opportunities and business potential in the solu
tions. Given the protocol’s strong reliance on
emissions trading principles, emissions traders
are poised to be counted among the latter set 3
major contributors to these business solutions.
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Spring Emissions
Trading (onferen(e

New ORLEANS
MAay 4-5, 1998

The EMA and the US EnV|ron—

mental Protection Agency ar

proud to once again cosponsor HGtEl Intercontinental

the Spring Emissions Trading
Conference. Join us in New New Gl‘]EE’lI"IS

Orleans where we’ll be offering technical sessions on a wide-range of emission
trading topics, including an update on the Kyoto Protocol. Guest speakers are
being invited as this issue of The Emissions Trader goes to press. We will be
mailing a complete agenda and registration materials by the end of February.

The conference will be held May 4-5 (Monday & Tuesday). However, we

have a limited number of rooms reserved for May 1 and 2 (Friday & Saturday).
These dates fall during the New Orleans Jazz Fest so airline and hotel reserva-
tions will be in great demand. We urge you to make both now!

' Hotel room rates are $152/single and $170/doubiportant: You must say

you are with the Emissions Marketing Association to receive the room rate and
re@ hotel room. The conference will be held at

THE HoTEL INTERCONTINENTAL NEwW ORLEANS
444 S. CHARLES AVENUE
New OrLEANS, LA 70130-3171
ReseERrRvAaTIONS 1-800-445-6563 « A< : 504-523-7310

=

THE SPRING EMISSIONS TRADING CONFERENCE IS CO-SPONSORED BY

= TIASEPA

Meet one of the Guest Speakers for this event on page 2...

[72)

Continued on page 4...

Spring EMA updates posted at www.emissions.org
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- - : - Energy Market and Environmental Regu|ations and Associates, Incorporated is a full service consulting Wisconsin Electric Power V|rg|n|a Power
............ A bublication of the Emissions Marke(ing Association |, projected Impacts of Utility Deregulation engineering firm hased in Chicago. We are glad to have 414-221-4618 804-273-3147
« Effects of Environmental Regulations on Phase Il Allowance Prices llene rejoin the EMA at her new employer. Fax: 414-221-2169 Fax: 804-273-3614
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CORNER... « CO, Emissions Trading Opportunities Trevor Vaughn has joined the emissions brokerage Natsource, Inc. Duke Power
« Environmental Communitv Perspective team at Natsource. Prior to joining Natsource, Trevor 212-232-5305 704-382-4725
It's 1998 already! How did that happen? . ty Perspective . . - Fax: 212-232-5353 Fax: 704-382-9325
» Kyoto Implementation — An Administration Perspective spent 3 years in the NYMEX natural gas futures pit. aertel@natsource.com rdg8650@dukepower.com
If you are anything like me, you may have found yourself asking that same | First Steps Toward Implementation of Early Reduction Credit Welcome to the EMA, Trevor. o LY NDA CLEM M ONS """" WES M I I.'L‘E'F\’. """
question in the past few weeks. 1997 was a great year. But it sure was busy Regjonal NQ, Trading Enron Capital and Trade Resources adds the experience TREASURER DIRECTOR
Forming the EMA and then watching it grow has been very fulfilling. My SO, Issues of Scott Kushnick to its ranks. Prior to joining Enron, Enron Emissions Exchange Corporation
thanks to the many people who supported me in this effort, from the Board Scott work as an emissions broker at Natsource. Good 713-853-3096 760-737-0429
members, to the speakers willing to come to this new group’s first two cececccceccecccccsessseseeeeeee luck in your new position Scott. Fax: 713-646-8272 Fax: 760-737-0129
conferences, to my boss who didn't think my idea of starting a new trade Iclemmo@ect.enron.com - - - - vl e s
b b/ , , y ) g : Best_se"i“ A“th“r Did we miss some news. Let us know. E-mail newsworthy | - - - - - - - - - - oo DAVID BAUMANN
group from scratch was too risky and provided EMA's start-up funding. g tips to comments@emissions.org, or call the EMA at GARY HART EXECUTIVE DIRECTOR
=8 \ | 414-276-3519 and ask for Dave B;umann SECRETARY Emissions Marketing Association
Plus, my thanks to Cheryl, my very patient wife, who put up with a quite tn prese“t atthe . Southern Company Services, Inc. 414-276-3819
a few travel days as invitations to attend conferences and workshops on eeo0o0cccccccccccccccccc e 205-257-7438 Fax: 414-276-3349
emissions trading multiplied due to my role as EMA's first President. With [MA snrmg Meetm!] Fax: 205-277-7795 dbaumann@emissions.org

l:hﬂ[:k Y[""' I|'| BaSkﬂt gary.r.hart@scsnet.com

a 2-1/2 year old at home, being on the road isn't easy for her, but she knows
how much | enjoy my work. Best-selling author oHow to Talk

: | to Anybody About Anythind,eil
I'look forward to just as busy and successful a year in 1998. We have dates| | ywndes will conduct a two an

set for both the Spring and Fall Conferences, and have more speaker ideas| gne-half hour communications wor
and topics than space allows for. Support continues to pour in for the EMA. | shop during the EMA Spring Mee
We have the Acid Rain Division of the EPA back as a conference co-sponsof, ing in New Orleans. Leil Lowndes
and are talking to other groups about the potential for joint meetings, shared

Is your EMA Member Survey someplace at the
bottom of your In Basket? If you answered this THE EMA WANTS YOu!i!!. .
question yes, consider taking the time to fill out the!  Fall elections may seem a long time away, but now is the time

survey and return it to EMA. We need your input to| - tg gajl for nominations for seats on the Board of Directors.
continue to design programs that meet your needs

If you need a new copy of the survey, call the EMA

S The EMA’s hylaws have been revised to more completely define a

- . e e, - Ms. Lowndes is an internationally acclaimed communications office. process f0r seeking nominations for Board.vacancies and to allow .
mailing lists and other mutually beneficial topics. People keep joining EMA expert who coaches top executives of Fortune 500 companies as I for a mail-in ballnt.. If yu.u want to be considered for a position on the E!VIA’s Board of lllr?cturs't,
as the word of our group spreads. And most importantly, members continue | \vel| as front line employees to become better communicators. ﬁll:las:lmake youtr mtt;ntml;s known b:’;ﬂ:’: ;, 19!:8.3. T‘:? Bntard .seativlmll.lf)e up for T'I‘elt.:;mlti tl:s
to step forward to help organize conferences, solicit speakers and keep the ) . . all. Please contact Dave Baumann, xecutive Director, in writing if you would like to be
momepntum hat the EFI)\/I Aghas el : ¢ Pre3|de_3nt of Applause_, Ltd., Leil's clients span a wide range of I: utu [e |Ssues considered or wish to nominate another member.

industries: The Walt Disney Company, Kodak Cameras, Keds o o tees... N
Please enjoy this issue of The Emissions Trader. And keep in mind we are | Shoes, Folger Coffee, and Mattel Toys to name a few. She is the In 1998 we're publishing The Emissions Trader quarterly.
always looking for anyone willing to lend a hand, write an article for a future | author of five books and her articles have appeared in professional Watch the Aprilissue for pictures from the Phoenix golt [M A Bnard netreat
issue of this newsletter or offer a suggestion. Feel free to contact me or any pfiournals and popular publications suctPagchology Today. outing last fal. Plus, we are looking for aspiring writers.
the other officers or directors with your feedback or to volunteer to lend a hahd™S: Lowndes” workshop is included in the cost of the conference ' you have an emissions trading topic you would ke to. | 11,0, £ Boarq of Directors wil spend February 3 & 4 in a planning retreat. Topics that
registration fee and is open to all attendees. write on for a future issue of The Emissions Trader, will be discussed include:
Best wishes for a safe and prosperous New Year! contact anyone from the Editorial Committee to discuss « Setting policy for meeting co-sponsorships from by outside groups

— T . your idea. + Determining web site management policy related to requests for links to commercial sites
. ' t e 000000000 ee0e000000eeess | *Workingonalong-term strategy including deciding if growth as an international organiza-
dan.chartier@wepco.com — 414-221-4618 0" the web a[ http-/ / www-emlssmnslorq tion supporting emissions trading of greenhouse gas emissions should be a long term goal.

+ And much more.
Be sure to keep tl‘aCk Of the EMA's WEb S|te CheCk out the current I|St Of membel’ Companies, dOWﬂ IOﬂ% results of the retreat will be shared in a future issue of The Emissions Trader.

the EMA's Bylaws to get the details on the recent changes, locate a phone number for an EMA officer -
< ] ) ) Thﬂ_ E"IISSI(HIS Trader e1998 Emissions Marketing Association, Published Quarterly.
< and much more. And keep checking back. New members are added all the time. Plus, in 1998, we hdpditgaddress: 611 West Wells Street, Milwaukee, Wi 53202
Editorial Committee:
. . . . . .y . 1 Wider, D d A i | d/ D Eales, FirstE /
J publish an on-line membership directory, add links to additional valuable sites, and by the end of Febisiakyharticr, Wisconsin Electric / Bavid Baumann, EMA Exeoutive Director

Send suggestions, news articles and feedback to: comments@emissions.org,
the on Iine registration form W|” be ready for the Sprlng 1998 Conference or call the EMA at 414-276-3819, Fax: 414-221-3349. Or write us at the address above. 3

Internet site: www.emissions.org
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In fact, those already experienced in emissions|
trading markets are viewed with suspicion
around the world as having potential competitiy
advantage as the new carbon emission market
emerges. Emissions traders have a great deal
offer the international community in promoting
greater understanding of these concepts and
building experience with their actual operation.

As companies plan business strategies that tak
carbon mitigation into account, the features of
emissions trading contained in the Kyoto Proto
col should be well understood. In far too many
discussions leading up to Kyoto, there was a
tendency to focus only on the numbers — the
targets and timetables — such as which nation
was proposing the best target, or the most real
istic target, or the biggest target. These numbe
matter, to be sure, but the real struggle was

to develop the policy infrastructure to enable

nations to achieve the targets at affordable cos}.

Economic studies show how much the policy
framework matters. For example, early in 1996
EPRI found that if the OECHried to stabilize
emissions 20% below 1990 levels from 2020
and for the rest of the century, it could cost the
world economy over $2.5 trillion (net present
value). But when they modeled that same
tonnage reduction and allowed it to be achieve
through global joint implementation, the cost
was cut by about 65%. When they combined
this locational flexibility with optimal timing,

the cost dropped by over 80%. The same tonng
a fraction of the cost — it should sound a fam-
iliar ring to SQ traders. Flexibility measures,
as you well understand, are in the interest of
American industry, our nation and the entire
world economy. And they are in the interest of
the global environment, as these approaches
allow us to get the greatest environmental
benefit for every dollar spent.

For emissions trading experts, there are severg
features of flexibility to watch for in the agree-
ment: the ability to maximize efficiency by
achieving tradable reductions in any gas, any
source or any sink; flexibility to conduct trades
from excess reductions from a variety of loca-
tions, both international and domestic; ability to

gain efficiencies from intertemporal trades
(including reasonable target periods, banking
and borrowing); and strong reporting, verifica-
tion and compliance mechanisms. The U.S.
advocated provisions that cover this entire
horizon of flexibility while assuring solid
environmental performance.

The U.S. fared well in achieving these priorities|

though several require further elaboration in

future negotiating sessions. While the interna-

tional terminology takes some getting used to,

0 | hope readers can see the framework emerge.
It erects a relatively simple construct around a
very complex problem.

D

Emissions budgetsthe agreement contains
5-year emissions accounts rather than single i
€ targets. This feature provides important timing

involved with these gases supported this
approach, as did environmental groups. For the
businesses, there was interest by some in the
flexibility that would be available to cut which-
ever gas proved most cost effective, and others
sought inclusion so that they would not be
“sitting ducks” for harsher treatment in the next
round of talks.)

i

In the end, the protocol required the first three
gases to take a 1990 baseline. With the second
three, nations may opt for a 1995 baseline
(which is higher than their 1990 levels). This
was a change from our original position of
using a unified 1990 baseline. By agreeing to
the change, the U.S. was able to offer a 1.5 - 2%
X reduction with no change in our proposed level
"ot effort.

Emussions Traders have a oreat deal
> {0 offer the miernational communify..

flexibility for firms to manage their emissions.
Prior to Kyoto, many nations had not supported
this idea, and its inclusion is a significant
achievement.

Target and timeframe: the agreement contains

! our preferred timing of 2008 to 2012, which
eral others. Europe and the “G#7ahd China”
(developing country block) had supported
earlier, more dramatic cuts of 7.5% by 2005

*Siand 15% by 2010. We agreed to cut emissions
by 7% during 2008 to 2012 — but as | will
describe below, this level reflects a cut of only
2% below the President’s original proposal of
stabilization due to some accounting changes
made in other provisions.

All Six Gases and Sinksthe agreement covers
all six major greenhouse gases and sinks. Prio
to Kyoto, there was little support for inclusion
of all gases and sinks at the outset. Most wante
only CG;,, N,O and CH. The U.S. sought inclu-
sion of those gases plus HFCs, PFCs and SF
(all from 1990 levels). These second three gase
are important to include, because they are high
potent gases that are growing in their use. (As
aside, it was impressive that most U.S. industry

was also supported by Japan, Canada and sevr

The U.S. also prevailed on full inclusion of
“sinks” (offsetting emissions growth with car-

bon absorbed by vegetation). In fact, the method
used in the protocol was more favorable than our
proposed approach. This new accounting feature
enabled us to agree to around 3 - 4% further
reduction with no change in level of effort.

The combined effect of the new baseline treat-
ment on gases and sinks means that the 7%
reduction target for the U.S. is, in terms of level
of effort, only about an additional 2% cut from
our original stabilization offer.

Differentiation: after a long history of skepti-
cism about the notion of “differentiation”
(wherein different nations take on different tar-
get levels), the U.S. agreed to accept this policy
in order to address particular concerns of some
nations. Japan, for example, has already made
great strides in efficiency, and Norway, with

d most of its energy from hydropower and natural
gas, begins with an extremely low baseline.
These targets — ranging from 10% above 1990

s for Iceland to 8% below for the European

ly Union — are set forth for every developed

annation in Annex B to the Protocol. 4

Continued on page 5...
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Mandatory Harmonization: the agreement does not require mandatory
policies and measures. Europe sought a mandatory list of harmonized policig
and measures to be taken by all developed nations. The U.S. and most othe
nations opposed this approach and favored giving nations flexibility to achievi
the targets with whatever measures make sense in their unique circumstance
For most U.S. industry, this was a key concern — auto companies feared ne
international CAFE standards, coal and oil companies feared new internation
carbon taxes, appliance manufacturers feared new international efficiency
standards — the list could go on and on.

Joint Implementation: the basic idea of joint implementation was approved,
although under a new banner called the “Clean Development Mechanism.”

flexibility, or as an important compliance mechanism as those who
exceed their limits are forced to repay the tonnes to make the system
whole.

Compliance Provisionsthe U.S. sought strict compliance measures,
primarily through the borrowing and repayment concept. Unfortu-
nately, the agreement does not include this specific provision; instead,
it creates a process to determine appropriate compliance mechanisms.

Compensation and Penalty Fundsthere was no agreement on

ideas offered by OPEC nations that they be compensated for lost oil
revenues associated with climate actions being taken in the developed
world. Similarly, we defeated ideas offered by developing nations that
a financial penalty on each ton emission above the target be paid into a
special international fund.

s All Nations Take Action: the U.S. did not achieve our goals in this
regard, and we will pursue this in future sessions. This does not mean

e that developing nations will not be involved. They will be bound

»s.under the existing Rio Convention to undertake actions to address
climate change, they are permitted to “opt in” to the Kyoto Protocol at

al a differentiated target level that the parties agree upon, and they may
participate in clean development projects in partnership with devel-
oped country firms.

These are the key outcomes of the policy priorities the Administration
took to Kyoto, and | think you can see that most of our preferred

Championed by Brazil, this provision opens a
multilateral facility that will be empowered to ® ® ® ®®®*°®*°**°*°°
review individual projects such as those sponsored

by a firm in one nation and implemented with a
firm in another nation. While many nations had
concerns about joint implementation going into
the conference, this compromise drew broad
support. Beginning in 2000, the mechanism can
begin certifying reductions in any one of several
facilities to be set up. Further specifics will be
elaborated in the next round of talks.

International Emissions Trading: the U.S. gained acceptance of the idea that
nations with binding emissions budgets can authorize their firms to engage ir
trading of emission allotments, although there will be further work on the detg
of how this will work. For the first time, the international community accepted
this approach, which is working so well in our domestic acid rain program —
emission reductions are nearly 40% ahead of schedule at about a mere fract
of the predicted costs.

European “Bubble™: the European Union won approval of permission to
reshuffle their targets internally under a unifying “bubble.” Similar to emission
trading, this policy allows nations like Portugal to grow so long as Germany g
the United Kingdom make extra reductions.

Banking and Borrowing: the agreement permits some emission reductions to
be banked, but we still need to work on borrowing. On banking, there is an

important feature of the “Clean Development Mechanism.” It can begin issuin
certified reduction credits in 2000, which in essence begins a form of banking

for those projects. The U.S. found little support for our idea of emissions

borrowing, where nations could exceed their emissions budget by a sn

amount, so long as they deducted the amount with interest from the next,

emissions budget period. This could be seen as a feature of economic

“The UN. camed acceptance of the dea
OL... (radmg of enussion allotments.

structure won approval. There is still a great deal of work to be

done — the next Conference of the Parties will occur in November in
ilsBuenos Aires, Argentina. The agenda will include further work on the

details of emissions trading and the Clean Development Mechanism,

compliance mechanisms and beginning consideration of developing
orcountry commitments.

For U.S. firms, there will be opportunities for involvement in further
policy development here at home as well. The President challenged
S industries to put together their own voluntary action plans. And soon,
nathe President’s budget will be unveiled with further details about the
$5 billion technology investment program to prompt climate action.
The Administration will also begin work on our domestic emissions
trading program, and we will invite input from a variety of viewpoints.
S0 as anyone can see, the next phase promises to be an even more
important time to be engaged in the policy dialogue and to begin
putting your company’s plans into actia@ma

9

pECD, the Organization for Economic Cooperation and Development, s an intergovernmen-

nafioEco, the r Econo ! elo
al organization of 29 countries dedicated to promoting the principles of the market economy.

1)
X 24G-77" is a coalition of 132 developing countries aligned to articulate and promote the
collective economic interests, and enhance the joint negotiating capacity, of developing nations

0N major issues.



1998 Dues... Something New

Effective immediately, dues will now cover the calendar year perid
from January 1 through December 31 of each year. This will

simplify the processing of dues and will allow EMA to better keep
track of who is paid and entitled to vote on EMA business. In 1998
dues are $500 per person, and $150 for persons qualifying for the
non-profit, government and academic rate.

Another change is the simplification to two membership classes:
One class for individual members that has voting rights, and one
class for members from non-profit groups, government and
academia with no voting rights. The old system, which had offered
discounted, non-voting membership for additional individuals fron
the same company, was overly complex and not well received by
members. As a result this category was eliminated.

If you have any questions on the new dues policy, or your 1998
Dues Invoice, or did not receive an invoice, contact the EMAS
office at 414-276-38109.

missions Irader

We're Going to Disney World!!

d Mark the dates of November 9th and 10th on your calendar. The

EMAs 1998 Fall Emissions Trading Conference will be held at the
Hilton in Walt Disney World Resort.

" As an “Official” hotel of Walt Disney World, this world famous
resort offers a friendly atmosphere and exceptional facilities. Set
amid 23 acres of beautifully landscaped paradise, inside the Walt
Disney World Resort Area the 814 guest rooms and suites offer
a comfortable retreat for both the young and the young-at-heart.
Enjoy complimentary and continuous transportation to the
MAGIC KINGDOM Park, EPCOT, Disney-MGM studios and
opening in April 1998, Disney'’s largest Theme Park yet, Disney’s
Animal Kingdom! And it’s just within footsteps of Downtown
Disney featuring The Disney Village Marketplace, Pleasure Island,
and Disney’'s West Side.

If you want to get a head start on planning in order to make this
a family get-away or mini-vacation, contact the EMAS office for
additional information.
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