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Agenda

• Overview of the climate change negotiation and the role of 
Northeast Asia

• Applications of the Kyoto Mechanisms on electricity grid in 
Northeast Asia

• Risk identification and management

• Financing structure and funding within/beyond the Kyoto frame

• Conclusions and recommendations



Overview of the Convention on Climate Change

UNFCCC  / Kyoto Protocol / Action Plan of Buenos Aires / COP6 and beyond

DE JURE
• Common and differentiated 

burden sharing
• Leading role of Annex I 

countries
• Based on environmental 

concerns

DE FACTO
• Juggling carrots and sticks 

of the parties 
• Increasing regional demand 

of developing countries
• Conflicting national 

interests
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Facing obstacles for building consensus

EU(24.2%)

G77 +CHINA 
KOREA, MX

ANNEX I 

NON-NNEX I

US(36.1%)

JAPAN(8.5%)

CANADA(3.3%)

AUS, NZ(2.3%)

RUSSIA(17.4%)

EIT(7.4%)

MAJOR HUDDLES

• Ratification process

• EU vs. Umbrella group
• Fund vs. Demand of 

recipients 
• Diverse groups of 

developing countries



Issues involved with Kyoto Protocol

• Policy efficiency vs. market efficiency
• Options on the table vs. reality check
• Global environmental issues vs. national 

interests
• Role of public sector vs. role of private 

sector



The characteristics of Northeast Asia in the climate 
change negotiation

KEY FEATURES
• Growing concerns on 

insecure frame and adverse 
effect

• Large population of non-
Annex I parties

• Increasing regional demand 
for economic and social 
development

• Lack of regional governance 



Status of NEA in 3E(economy, electricity, and emissions)
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Kyoto mechanisms vs. potential ghg market
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Kyoto frame urges 

• Small scale power project in accordance with CDM(>5, 
15MW)

• To resolve cross-border issues (taxation, subsidy, and 
regulatory gap)

• To refrain nuclear power under the Kyoto Mechanisms

• To prevent overselling and domino effect caused by 
obscure boundary of liability

• To promote CDM in least developed countries with climate 
tax(resource) exemption



Fundamentals for implication of the KP on NEA energy 
and environmental policy

• Capacity building for sustainable development
- indicate SD priorities in economy

• Energy-environment policy integration by internalising 
externalities

• Cost-effective reduction through market instrument

• Promoting voluntary commitment with financial incentives

• Technology transfer under the Kyoto frame



Mapping the feasibility of CDM in Northeast Asia

2. Validation of
Project Design
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by Project
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4. Verification
Certification
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1.  Project
Development, Design

and Financing

National CDM Agencies
Project Developers
NGOs
Development Banks
Other Investors

Identification and formulation of project
Conduct feasibility studies/baseline studies
Arrange for necessary financing
Government approval and assure project
meets sustainable development goals of host

Mapping the feasibility of CDM in Northeast Asia

Baseline/additionalityapproval (12.5b,c)
Ensure adequate monitoring provisions
Ensure public comment

2.  Validation of
Project Design

Independent third parties
CDM Executive Board

Project OperatorsTrack project performance during operation
Collect data and keep records to ensure
transparency

3.  Project
Monitoring

Independent third parties
CDM Executive Board

Independent assessment to determine
quantity of emission reductions achieved
Certification and issuance of CERs,
based on verified emission reductions

Source: WRI, 2000

4. Verification/
Certification



Mapping the feasibility of CDM in Northeast Asia

• Technical and functional analysis
• Risk management
• Solutions

• Funding mechanism
• Taxation/tariffs
• Synergy effects

Design 
business model

Build financial
partnership

Identify
issues

Develop
regulatory frame

• Market analysis
• Financial analysis
• Regulatory analysis



Mapping the feasibility of emission trading scheme in 
Northeast Asia

• Technical and 
• functional analysis
• Regulatory issues

• Unit of measurement
• Unit of Exchange
• Transparency
• Comparability
• Risk management

• Regulatory analysis
• Solutions for market analysis
• financial analysis

• Registry/Compliance
• Structure of instrument/Banking
• Monitoring
• Verification
• Liability
• Unit of exchange status
• Inventories

emissions 
trading scheme

solutions
for regulatory frame

Identification of
elements and risks

issues

Source: AA(2001)



Market Structure: How it works in trading pool

Government
A

Entity in A

Government
B

Entity in B

Authorization Authorization

Converted trading units

AAUs, ERUs, CERs

Trading platform



Consequences of the emission trading scheme in NEA

• Cost-effective reductions

• Private sector involved

• Policy efficiency



Risk management for implementation of emission trading 
and CDM in Northeast Asia

• Financial risk management
– Insurance/Reinsurance
– Derivatives and risk transfer mechanisms

• legal definition and nature of the tradable credits: agreements 
with governments ensuring compliance units can be transferred 
cross border

• Fungibility in both the primary and secondary markets

• Alliance or public-private partnership on building baseline 
through certification



Conventional financing structure

UTILITY
COMPANY

Funding 
Agency

Financing

Debt Service

Permits and 
Rights

Funding or Subsidies

Tax, or Tariff

GovernmentObligations 
or Penalties

Trading platform
By Regulation



Funding and financing NEA electricity grid within Kyoto 
frame

• Utilizing UNFCCC & KP resources (according to new 
proposal by Pronk)

- Climate Special Fund ( AAU * X% + VC + ODA), Resources 
(1B$/y) 

- Promoting CDM tax exemption in NEA LDCs

• Bilateral arrangement with private sector involvement
- Design bilateral Clean Development Mechanism

• Multilateral commitment in accordance with national 
registry

- Establish and run multilateral carbon fund with financial 
instruments(options, futures, banking, etc)

- Coordinate public-private partnership(IOs, NGOs, academia)
- Build electricity-emission trading platform



Financing NEA electricity grid beyond Kyoto frame

• Co-financing by IFC climate program, World Bank, and 
ADB

• Multilateral fund
- A part of Northeast Asian Development Bank
- Link with natural gas pipeline grid



Conclusion and Recommendations

• Acknowledging the barriers
- Lack of market experience 

- Imbalance between supply and demand in ghg market

- Government-oriented process in many developing countries 

- Risks associated with different fiscal and legal system

• Implement fundamentals
- Offering market liquidity with unilateral and multilateral CDM 
- Being realistic to definition of baseline and additionality
- Building partnership between south and north with local experts 

involved
- Ensuring governance with legal foundations in national and 

international framework:  Northeast Asia needs attentions



Closing Remarks

“No challenge is more momentous than the 
threat of global warming.”

By Jimmy Carter
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