Background Note for Steering Committee Meeting 

World Bank Carbon Finance Business Host Country Committee


Reforming the Clean Development Mechanism 
A summary of issues to date
	This paper is drafted specifically as background material to stimulate discussions at the Steering Committee meeting of the Host Country Committee. It is a summary of issues and sentiments raised at stakeholders at numerous CDM reform meetings in the context of the Marrakech Accords.  It is neither definitive nor should it limit the discussions; Participants are encouraged to contribute other ideas and suggestions. 




To facilitate the discussions during the meetings, this paper is structured according in two categories (i) Design, Process and Governance, and (ii) Technical and Methodological Issues. As some of the material from which this note was drawn is confidential, stakeholders’ names and organizations have not been mentioned. 
A final report from the meetings will be prepared and circulated to members of the Host Country Committee and other participants. 
I. Background/Need for Reform
The CDM is an unprecedented instrument, which holds great potential for sustainable development and international cooperation. It is a great success in itself that the CDM exists; an international system has been put in place which promotes investment in climate-friendly economic development, yet benefiting both the industrialized as well as developing countries. The CDM is also unprecedented in terms of its regulatory framework, operating conditions, engagement and involvement of developing countries into globally addressing climate change and overall stake in the formation of a global carbon market and international climate regime, now and beyond 2012. The work to date of the UNFCCC Secretariat, the Executive Board and its expert Panels in launching the “prompt start” phase has been widely regarded as commendable – making operational a Mechanism with great personal commitment and inadequate resources. 
However, with the entry into force of the Kyoto Protocol, the CDM has entered a new phase, in which an increase in orders of magnitude of demand for CERs is anticipated. It is essential that the CDM be governed, managed and funded in a manner that befits a global institution with significant financial impact. Scaling up the Mechanism to ensure that it is capable of delivering enhanced volumes, streamlining its procedures, and reforming elements of the current system is thus urgent. For the CDM to continue in its spirit of learning-by-doing, it must evolve continually, be continuously amenable to change: lessons learnt from new insights achieved should be integrated into future decisions.  
It is a well-recognized fact that one of the most significant challenges to addressing climate change is how to cost-effectively reduce greenhouse gas emissions. Furthermore, it is clear that private investment in low carbon technologies will be critical to achieve the reductions necessary to adequately address climate change. It is the World Bank’s view that market mechanisms – in addition to a suite of other means – have a significant role to play in the long-term objective to address climate change. It is thus critical to ensure their success in the first Kyoto period – 2008-2012; a market that is unable to deliver cost-effective reductions would jeopardize political acceptability towards enhancing reduction obligations post 2012. 
II. Design, Process and Governance
1. 
Roles and responsibilities 
i. 
The Executive Board

· The Board should be professionalized: it should include members that are experienced in the management of regulatory systems. The system of full/alternate members should be abandoned; 
· The EB chair and other critical functions should serve full time and should be remunerated at a competitive level; should the chair be elected by the EB or the CoP/MoP?
· EB members must be selected against a clearly agreed upon Terms of Reference, and should be composed of a mix of expertise – financial, policy, regulatory, administrative, business etc; 

· The EB should be governed by performance indicators determined by the MoP, and it should be responsibility of the chair to report EB performance to the MoP. 
· The EB should play a strategic role in managing a global Mechanism, should oversee the activities of the CDM Secretariat, DOEs and approve the CDM budget. 
· Setting overall vision of the CDM: The EB should be primarily responsible for guiding the Mechanism with overall policy direction. This would involve deliberate policy decisions, based on an agreement on the long & short-term objectives of the CDM in a manner that balances participation (number of projects) with stringency (level of regulation, details of additionality etc). To achieve such objectives, the Board must draw heavily from the technical panels, UNFCCC Secretariat and the DOEs. 
· Given the anticipated workloads on the Executive Board and its expert panels, there is a growing consensus that the Executive Board should not spend time on the technical issues, but focus largely on the broader issues
 that arise from the submissions, formally approve methodologies that are of “A” grade, and only address technical issues as exceptions on the basis of controversy/ lack of fit to case law. Should EB meetings be closed?
ii. 
The UNFCCC Secretariat 
The UNFCCC Secretariat is the permanent body of the CDM. Most feel that the Secretariat has done an extremely commendable job of supporting the panels and making the CDM operational, while some contend that the Secretariat is unnecessarily conservative and risk-averse to start an unprecedented Mechanism. 
· It is widely appreciated that the Secretariat has recently recruited additional staff to manage its overwhelming workload;

· Staff must play specialized roles in their supporting capacities to the EB and the technical panels;
· Most contend that the Secretariat should play a larger administrative role to the Mechanism, while others contend that it should have an enhanced regulatory role. 
· Should be organized to assume a larger leadership role in implementing the CDM (and the Kyoto Protocol); 
· The Secretariat staff would perform all administrative functions (except DOE functions) and prepare input for EB consideration and/or decisions on issues that affect the CDM currently or in the future. The Secretariat should be able to outsource technical work, draw on external expertise if demand necessitates this, and therefore must be sufficiently resourced. 
iii. 
Technical panels

The Executive Board and the CDM Secretariat should be supported by technical panels.

· Panels should consist of technical experts, selected on the basis of their technical merits. Panel members need to be remunerated competitively for their work.

· Panels should prepare policy-based issues that to the Secretariat and the EB, for the latter’s consideration, e.g. policy issues that arise from methodology assessment; 
· Panels should be chaired by an experienced panel member; The chair would be responsible for managing the day to day activities of all the panels, 
· Panels should be allowed to draw on outside expertise. For this purpose, a resource group of experts could be selected and paid a retainer fee. They would work with panels, the secretariat and the board on an ad hoc and stand-by basis. 

· All technical panel discussions and materials including comprehensive minutes should be publicly available. 
· Should technical panel discussions be made available for public viewing?
iv.
Designated Operational Entities

DOEs are a critical part of the regulatory system. The CDM needs a competent and respected DOE system, which ensures efficiency and the ability of the CDM to perform at a high volume level.  To achieve these objectives, DOEs must be fully integrated into its administrative system, and their functions must be supported with corporate commitment. 
· DOEs should share regulatory functions with the EB, be guided appropriately by the EB and subsequently made accountable to the EB; 
· Change in paradigm needed: greater EB trust in DOEs; and for their part, greater accountability; 
· DOEs must be made to share more burden and be tasked with more responsibility and decision-making capabilities, together with increased accountability.  For example, the CDM should increase reliance on and support for DOEs in the methodology approval process;
· DOEs to share experiences gained, lessons learnt in collective inputs to the EB? 
· Empowering DOEs implies that DOEs are adequately qualified and competent to meet the tasks. The EB and the Secretariat should ensure that DOEs are trained and guided properly, and that their performance and integrity is consistently at a very high level. This requires a close working relationship between DOEs and the EB. 
· Produce a standardized DOE training manual with inputs from the Secretariat, EB and the technical panels. 
Some stakeholders have suggested a wholly reformed structure for governing the CDM, with enhanced roles of the technical panels, specific roles for legal expertise, representation of DOEs, a specialized role for communications, and supported by an overall leader who will oversee all technical functions that are required for the EB to function in its (new) role of strategic management, overseeing policy related decisions and the overall direction and implementation of the CDM. The management of this new structure is governed by a leader who reports to EB, in close association with the Secretariat. The Secretariat is given a more critical role in overseeing the administrative needs of the Mechanism. 
2. 
Procedures and Timelines
· The process for consolidating and, approving new methodologies needs to be expedited; approval and consolidation should be done entirely by the technical panels and only taken up to the EB on the basis of controversy or lack of fit to case law;
· Enhance the scope of communication by the EB to the MoP to allow for reporting on broader policy issues, market development etc. For example, there is strong demand from market participants for credible signals of continuity in the emissions market beyond 2012.  

· Timelines must be decided upon early in the process and adhered to. This would add certainty to the system – a significant determinant in any investment planning processes. 
· System to be cognizant of the role of precedence – decisions taken on broad policy have follow-on implications to methodologies (and vice versa);  
· Enhance consistency in messages: consistency has significant implications on broader messages to the market, and there is a strong demand from market participants calling for reductions in uncertainty;
· Ensure that accessible, accurate and clear information is available for all interested stakeholders, with clearly articulated and easily accessible accounts of the rationale behind both positive and negative decisions in the CDM process;
· Increase resources to support and enhance the process of electronic decision making;
· Management Plan: to reflect long- and short-term objectives of the CDM, resource requirements, report on outcomes and performance against indicators; 
3. 
Resources 

The Executive Board and the UNFCCC Secretariat need to be fully resourced. Parties making use of the CDM for compliance with their Kyoto Protocol commitments have a special responsibility for contributing funds until the CDM becomes self-financing.

· Funds should be committed for atleast a two year period, so that the EB can draw on resources should the demand arise; budget to be prepared by the Secretariat and approved by the EB;
· Analysis of future financial requirements, commensurate with the potential of the CDM, needs to be undertaken before COP/MOP 1.
II. 
Technical and Methodological Issues
· Need to simplify the requirements for the demonstration of additionality.  This is an area that is much discussed, often without consensus.  The additionality complex, considered mandatory in practice (in the absence of other options), and leads to a focus on financial additionality not intended by the Marrakesh Accords. This causes two types of cost issues for project developers: they often have to hire a consultant to help them address the Tool and they have trouble getting approval for projects that are financially sound in their own right. Others feel that the Tool is providing sufficient guidance and has helped establish direction on how to treat the concept of additionality in practice.  
· Further ways to introduce standardization, keep system (and its methodological rules) amenable to programmatic/sector based approaches to the CDM, facilitation of small-scale projects etc.
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� These pertain to issues that are relevant to several projects, and may include – inter alia – supporting the bundling approach, national and sectoral policies and their interpretation as per the Marrakech Accords, considering methods to fast track small-scale projects, decisions on the use of Overseas Development Assistance, sector-based or program-based CDM etc. To date, the bottom-up approach has resulted in the EB only making decisions when faced with a project, making the system assume “reactive” rather than proactive. To the extent possible, guidance from the EB in a proactive/preemptive manner would stimulate supply, clarify issues before they arise and allow project developers to plan appropriately. The more certainty and guidance, the better the quality of input.  
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