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REPORT OF THE THI RD CONFERENCE OF THE PARTI ES TO THE UNI TED
NATI ONS FRAMEWORK CONVENTI ON ON CLI MATE CHANGE: 1 - 11
DECEMBER 1997

The Third Conference of the Parties (COP-3) to the United
Nat i ons Franmewor k Convention on Climate Change (FCCC) was
held from1 - 11 Decenber 1997 in Kyoto, Japan. Over 10,000
participants, including representatives from governnents,

i ntergovernnental organizations, NGOs and the press,
attended the Conference, which included a high-Ievel
segnent featuring statenents fromover 125 ministers.

Foll owing a week and a half of intense fornmal and i nfornal
negoti ations, including a session on the final evening that
|lasted into the foll owing day, Parties to the FCCC adopted
the Kyoto Protocol on 11 Decenber.

In the Kyoto Protocol, Parties in Annex | of the FCCC
agreed to commitnents with a viewto reducing their overall
eni ssions of six greenhouse gases (GHGs) by at |east 5%
bel ow 1990 | evel s between 2008 and 2012. The protocol also
establishes emissions trading, joint inplenmentation between
devel oped countries, and a "cl ean devel opnent nechanisni to
encour age joint em ssions reduction projects between

devel oped and devel opi ng countri es.



A BRI EF H STORY OF THE KYOTO PROTOCOL

The first nmeeting of the Conference of the Parties to the
FCCC (COP-1) took place in Berlin from 28 March - 7 Apri
1995. In addition to addressing a nunber of inportant
issues related to the future of the Convention, del egates
reached agreenent on what nany believed to be the centra
i ssue before COP-1 —adequacy of commitnents, the so-called
Berlin Mandate. The result was to establish an open-ended
Ad Hoc Group on the Berlin Mandate (AGBM) to begin a
process toward appropriate action for the period beyond
2000, including the strengthening of the comm tnments of
Annex | Parties through the adoption of a protocol or
anot her | egal instrunent.

AD HOC GROUP ON THE BERLI N MANDATE (AGBM : At AGBM 1, held
in Geneva from 21-25 August 1995, del egates consi dered
several issues, including an analysis and assessnent to
identify possible policies and neasures for Annex | Parties
and requests for inputs to subsequent sessions. They
debated the nature, content and duration of the analysis
and assessnent and its relationship to other aspects of the
process. Several devel oped and devel opi ng countries
stressed that analysis and assessnent shoul d be conducted
in parallel and not prior to negotiations of a |lega

i nstrunment, but a few devel oping countries insisted that
more tine was needed, particularly to evaluate economc
costs.

At AGBM 2, held in Geneva from 30 Cctober - 3 Novenber
1995, debate over the extent of analysis and assessnent
continued, but delegates also heard new i deas for the
structure and form of a possible protocol. Del egates

consi dered: strengthening of comritnents in Article 4.2(a)
and (b) regarding policies and neasures, as well as
establishing quantified emi ssion limtation and reduction
objectives (QELRGCs) within specified tine franes, advancing
the inplementation of Article 4.1, and possible features of
a protocol or another |egal instrunent.

At AGBM 3, held in Geneva from5-8 March 1996, del egates
heard a nunmber of specific proposals on new conmtnents for
Annex | Parties, including a two-phase CO2 em ssions
reduction target proposed by Gernmany. They al so di scussed
how Annex | countries mght distribute or share new

commi tnents, and whet her those should take the formof an
amendment or protocol. Del egates agreed to conpile
proposal s for new comrmitnents for consideration at AGBM 4,
and to hold infornmal roundtabl e discussions on policies and
nmeasures as well as on QELROCs.

AGBM 4, held from8-19 July 1996 during the Second
Conference of the Parties (COP-2) in Ceneva, conpleted its
i n-depth anal yses of the |likely elenments of a protocol or
anot her |egal instrunent, and appeared ready to nove
forward to the preparation of a negotiating text. Mst of



the discussions dealt with approaches to policies and
measures, QELRGCs, and an assessnent of the l|ikely inpact of
new comm tnents for Annex | Parties on devel opi ng
countries. Upon the conclusion of COP-2, del egates noted
the "Geneva Declaration," which endorsed the

I nt ergovernnental Panel on Climte Change (| PCC)
conclusions and called for legally binding objectives and
significant reductions in GHG em ssions. COP-2 also saw a
significant shift in position by the US, which for the
first tine supported a legally binding agreenent to fulfill
the Berlin Mandate. However, even as Parties prepared to
strengthen comm tments, COP-2 highlighted the sharpest

di fferences between them

AGBM 5, which net in Geneva from 9-18 Decenber 1996

consi dered proposals from 14 Parties or groups of Parties
regardi ng strengthening of commitnments, advancing the

i npl enentation of Article 4.1, and possible el enents of a
protocol or another |egal instrunent. Del egates adopted
concl usi ons that requested the Secretariat to produce a
"framework compil ation” of proposals for further

consi derati on.

AGBM 6 net from 3-7 March 1997 in Bonn. Del egates net in
"non- groups" to exchange views and "streanlined" the
framework conpilation text by nerging or elimnating sone
overl apping provisions within the myriad of proposals. This
brought the process one step, albeit a small one, closer to
fulfilling its mandate. Mich of the discussion centered on
a proposal fromthe EU for a 15% cut in a "basket" of
greenhouse gases by the year 2010 compared to 1990 | evels.
Ot her proposals energed in the eleventh hour, signaling
that AGBM 6, despite the hopes of many observers, had yet
to foster nuch progress on several fundanental points.

AGBM 7 nmet from 28 July - 7 August 1997 in Bonn. A total of
145 Parties and Observer States participated in the
session, as well as 691 representatives from NGOs and the
medi a. AGBM 7 further streamnmlined the negotiating text. In
the absence of initial formal proposals for em ssions
reduction targets by the US and Japan, there was a

wi despread sense that nobst of the progress achieved at this
session was linmted to a reduction in the number of
proposal s.

The final session of the AGBM was held from 22 - 31 October
1997 in Bonn. As AGBM 8 began, US President Bill Cinton
included a call for "meaningful participation" by

devel opi ng countries in the negotiating position he
announced in Washington. Wth those words, the debates that
shaped agreenent back in 1995 resurfaced, with an

i nsistence on G 77/ China involvenent once again linked to
the level of anbition acceptable by the US. In response,
the G 77/ China used every opportunity to distance itself
fromany attenpts to draw devel oping countries into
agreeing to anything that could be interpreted as new

comm tments. Sonme observers thought the Japanese proposal



conmbi ning an overall reduction target of 5% wi th scope for
differentiation, would likely provide the outline of the
eventual conprom se. AGBM 8 was suspended until the day
before the COP-3 opening in Kyoto to allow tine to continue
informal consultations on outstanding items, such as the
nunber of CGHGs to include, budget period or single-year
targets, and sinks.

REPORT OF THE MEETI NG

After a one-day resumed session of the AGBM on 30 Novenber
1997, COP-3 officially opened on 1 December at the Kyoto

I nternational Conference Hall in Kyoto, Japan. During the
course of the ten-day neeting that featured round-the-cl ock
negoti ati ng sessions, delegates net both in plenary and in
a a sessional Conmittee of the Wole (CON to consider
Agenda Item 5, the adoption of a protocol or another |ega
instrunment, as well as issues related to nethodol ogies to
estimte em ssion sources and sinks. On 8-9 Decenber, the
COP held a high-level segnment attended by ministers and
heads of del egation. Statenents were made by over 125
mnisters while the COWcontinued informal deliberations.
The final marathon session of the COWbegan at 1:00 am on
Thursday, 11 Decenber, when del egates began an articl e-by-
article review of the text, discussing the provisions
related to QELRCs, em ssions trading and vol untary non-
Annex | conmitnents at |ength. The final COP-3 Pl enary
convened at approximately 1:00 pmto adopt the Kyoto
Protocol (FCCC/1997/L.7/Add.1).

The followi ng report describes the discussions held in the
resuned AGBM 8, the COP-3 Plenary, the High-Level Segnent
and the CON and includes an article-by-article description
of the Kyoto Protocol

RESUMED AGBM 8

The resuned eighth session of the Ad Hoc G oup on the
Berlin Mandate (AGBM 8) nmet informally on 30 Novenber 1997
to discuss the treatment of CGHG sinks, and then in Plenary
to conclude di scussions on the AGBM report to COP-3.

Del egates agreed that informal consultations on sinks would
continue through COP-3.

The Secretariat reviewed the docunents under consideration
*the report of AGBM 8 (FCCC/ AGBM 1997/ 8);

*the revised text under negotiation (FCCC/ CP/1997/2 and
Add. 1) ;

*a technical review of the revised text under negotiation
(FCCC/ CP/ 1997/ CRP. 1);

*a note on measures by non-Annex | Parties to reduce the
grow h of their em ssions (FCCC/ AGBM 1997/ CRP. 5);



*a note on information subnitted by Parties on possible
criteria for differentiation (FCCC AGBM 1997/ M sc. 3 and
Add. 1 and 2);

*responses to a questionnaire on sinks
(FCCCl AGBM 1997/ M sc. 4 and Add.1 and Add.2); and

*a synthesis of information from Annex | nationa
comuni cations on sources and sinks in the | and-use change
and forestry sector (FCCC/ TP/ 1997/5).

The RUSSI AN FEDERATI ON presented a proposal on Article 3
(QELRGs). The proposal stated that Parties included in
Annex | shall ensure that their collective net aggregate
ant hr opogeni ¢ carbon di oxi de equi val ent enissions of the
GHGs listed in Annex A, expressed in terns of an em ssions
budget, as tonnes of carbon dioxide equival ents, inscribed
in Attachnent |, do not exceed [__] tonnes. The text also
stated that each Party included in Annex | shall ensure
that its net aggregate anthropogeni c carbon di oxide

em ssions of the GIGs |isted in Annex A do not exceed its
commi tnents, expressed in terns of em ssions budgets,
inscribed in Attachnment |. The text proposed that
comitnments for each Party included in Annex | shall be
established using the process set out in Annex B and shal
be inscribed in Attachment |

AGBM Chair Raul Estrada Oyuela (Argentina) noted that there
were many unresol ved i ssues regarding QELROs and del egat es
must decide at sonme point the nunber of gases to be
included in the protocol. He proposed that del egates work
fromthe presunption that the protocol would cover six
gases: carbon dioxide (CQ2), nitrous oxide (N20O), nethane
(CH4), hydrofluorocarbons (HFCs), perfluorocarbons (PFCs)
and sul phur hexafl uoride (SF6).

The UK asked that the distinction between the three-gas and
si x-gas approaches be nmintai ned. HUNGARY, the RUSSI AN
FEDERATI ON, POLAND and the G 77/ CHI NA supported using a

t hree-gas basket, addressing the three additional gases
later. The US indicated that it had consistently advocated
a conprehensi ve approach regarding the inclusion of a broad
spectrum of GHGs within the scope of the and supported the
proposal by the Chair to work on the basis of six CHGs.
NORWAY sai d that nethodol ogi es were available to work on
the basis of six GHGs and, with SW TZERLAND, supported the
Chair's proposal. BRAZIL noted that |ong-lived gases
required the attention of the AGBM and hoped that consensus
coul d be reached.

The Chair of the informal group on sinks, Antonio La Viia,
(Philippines) reported that the group had worked on a
proposal containing the follow ng four options:

1. QELROs should be calculated on a "net-net" basis, i.e.
all sources mnus all sinks in both the base year and the
target year for the first budget period.



2. There should be a sink category called "l and use change
and forestry" (LUCF), not to be considered for the
establishnent of QELRGs in the first budget period, but for
whi ch the I PCC shoul d i nprove nethodol ogi es geared to their
i nclusion during the second budget peri od.

3. The LUCF shoul d be excluded for the establishnment of
QELRGs, with the proviso that they be included at a |ater
stage by the COP serving as the Meeting of the Parties to
the Protocol on the basis of new npdalities and revised

| PCC net hods.

4. The establishnment of QELROs excluded the LUCF category,
but allowed GHG renpval by "new activities" to be counted
towards conpliance if "verifiable." The "new activities"
woul d be defined on the basis of advice fromthe | PCC and
agreed upon by the COP

La Vifa noted that while Parties acknow edged the

i mportance of sinks, there were scientific uncertainties
regardi ng sinks' GHG absorption capacity and net hodol ogi es
used to calculate this. He noted that options 3 and 4 nmi ght
serve as the bases for a conprom se, considering the marked
di vergence of views on options 1 and 2

CHI NA drew attention to the fact that budget periods
appeared under each option, and recalled the G 77/ China's
objection to this concept. BRAZIL and | CELAND i ndi cat ed
that the issue of sinks needed to be sorted out before
settling targets for QELROs. BRAZIL noted the value of the
third option as a basis for conpromise. It was agreed that
consultations on the matter would continue during COP-3.

I ntroduci ng a discussion on budgets, Estrada noted that the
G 77/ China favored target years and there was a genera
trend towards acceptance of the possibility of budgets. The
G 77/ CH NA said the assunption of a consensus on budgeting
could be premature. The budget concept does not appear in
the Berlin Mandate. CHI NA said the budget concept had been
introduced along with a string of extraneous issues. A text
subnmtted by the G 77/ CH NA, setting out six reasons for

rej ecting the budget concept, had been suppressed and did
not appear in the Chair's revised negotiating text. Estrada
said his revised paper included only those itenms that had
actually been discussed at AGBM 8. He said the possibility
of using budgets is open

He called for conpromi se on policies and neasures (P&\5),
noting that some del egations are seeking a mandatory
approach while others want none. The EU said it had made
consi derabl e concessions in Bonn by sinplifying proposals
for mandatory P&Vs. EGYPT invited the Chair to present a
bal anced proposal. The RUSSI AN FEDERATI ON proposed nati ona
measures. He said the question of P& is linked to other

i ssues including the basket of gases to be adopted and the



level of flexibility to be accorded to countries with
econom es in transition. The EU tabled a new proposal
stating that any signatory or Party not included in Annex
nor acting under Article 10 may notify the depository that
it has opted to adopt and inplenent sone or all of the
policies and neasures and/or to participate in the

coordi nation process referred to el sewhere in the protocol
The G 77/ CHI NA objected to the inclusion of a reference to
non- Annex | Parties.

Upon adj ourning, the Chair said that the rapporteur should
summari ze the day's session for COP-3, noting that he had
pl anned to add conclusions to the AGBM report but no
concl usi ons had been reached.

PLENARY DELI BERATI ONS

On 1 Decenber, COP-2 President Chen Chi nmut engwende

(Zi mhabwe) opened COP-3 and stated that del egates faced a
political dilemma of apportioning responsibility for the

hi storical burden that humanity has placed on itself. He
call ed for acknow edgenent of devel oping country efforts

al ready underway and said it would not be possible for
these countries to take on new comm tnents under the new
instrunment. He said del egates nust agree on: a fair system
of apportionnent of emission limts; a globally agreed
reduction pathway; and a projected sustainable and

equi table future enission level. He called for reliable and
predi ctabl e financial provisions to facilitate the

acqui sition of clean technol ogies in devel oping countries.

Hi roshi Ohki (Japan) was then el ected President of COP-3.
He said COP-3's npbst inportant task was to establish a nore
concrete international framework for protecting the gl oba
climate. He stressed the need to discuss steps to be taken
after Kyoto to inplenent the protocol and said not al
climate change problens could be solved in Kyoto.

Del egates were al so wel coned by: Keizo Cbuchi, M nister of
Foreign Affairs of Japan; Teiichi Aramaki, Governor of the
Prefecture of Kyoto; and Yori kane Masunoto, Mayor of Kyoto

FCCC Executive Secretary M chael Zammt Cutajar noted that,
at an estimted 10,000 attendants, COP-3 surpassed al
records for participation in a neeting on climte change.
He stressed that the focus of the Conference should be its
end product. He noted that in a recent exchange of views
with a group of business people, one of them had suggested
that there should be "no fudge" in the Kyoto agreenent.

The goals and the rules for the agreenent should be clearly
defined. He contrasted this approach with the propaganda
fromcertain industrial sectors that "unashanedly plays
games with the science and statistics of climte change."
He said that "in the present constellation of econom c and
political power, it is those who have already built their
strength —often through unsustai nabl e economc growh —



who nust |lead the way towards a sustainable future,” and
called for a clear, binding and verifiable conmtnent by
industrialized countries to reduce their em ssions bel ow
1990 levels early in the next century.

TANZANI A, on behalf of the G 77/ CH NA, noted that

devel opi ng countries are the nost vulnerable to clinate
change and the least able to adapt. He also said that they
are comritted to nodify trends in human-induced eni ssions
through the principle of conmon but differentiated
responsibilities. The del ay between production of em ssions
and their effects requires Annex | countries to take the
first steps. Devel oped countries should be blaned if Kyoto
fails. He objected to the proposed "post-Kyoto evol utionary
process" and to threats to aid unless devel oping countries
accept it.

LUXEMBOURG, on behalf of the EU, reiterated its position
favoring: a 15%cut in em ssions by devel oped countri es,
jointly or individually, by 2010; specific P&s; and
consi deration of new commtnents for devel oping countries
under FCCC Article 7.1(a) in the future. The RUSSI AN
FEDERATION reiterated its proposal that each Annex |
country consolidate its em ssions into aggregate "carbon
di oxi de equi val ents" with the obligations of each Annex
country set out in an attachnment and determ ned according
to an annex.

The US favored a target based on all GHGs, sources and
sinks, flexibility, and nmeani ngful participation of key
devel opi ng countries. She offered flexibility on limted,
carefully bounded differentiation and proposed a worKking
group to exam ne differentiation, including the Russian
proposal . She noted concerns regarding the EU proposal for
restrictions on enmssions trading, the EU s target in |ight
of its econom c advantage under their bubble proposal, the
breadth of differentiation inplied, and EU Menber State
accountability. She favored different targets for

devel opi ng countries, such as em ssions growth targets.
Devel opi ng countries that assune voluntary commtnments
under the proposed Article 10 could gain new resources and
technol ogy through eni ssions trading.

The President noted that the ratification status report
(FCCC/ CP/ 1997/ INF. 2), indicating that 167 States and the EU
had becone Parties, showed nearly universal recognition of
the inportance of climte change issues. On adoption of

rul es of procedure (FCCC/CP/1997/5), he noted a draft
deci si on suggesting that the COP adopt all rules except
rule 22, paragraph 1, on election of the Bureau, and rule
42, paragraph 1, on voting in the absence of consensus,
applying those rules until agreenent is reached.

VENEZUELA, SAUDI ARABI A and KUWAI T objected to adopting

i nconplete rules. ARGENTINA and the Alliance of Snal

Island States (AOSIS) supported the draft decision. The EU
supported the draft decision but suggested that rule 22 was



al ready agreed. The President called for consultations and
said the COP would continue to apply the draft rul es except
rule 42.

The provi sional agenda (FCCC/ CP/1997/1), annotations on the
organi zati on of work (FCCC/ CP/1997/1/Add. 1), the list of
docunments (FCCC/ CP/ 1997/ 1/ Add. 2), and a docunent on the

Hi gh- Level Segnment (FCCC/ CP/1997/L.1) were adopted. On

el ection of officers other than the President, del egates

el ected Bakary Kante (Senegal) Chair of the Subsidiary Body
for Inplenmentation (SBlI), George Manful (Ghana), T.
Gzirishvili (Georgia), Anthony Clarke (Canada), Cornelia
Quennet-Thielen (Germany), Sergio Selaya Bonilla
(Honduras), Luis Herrera (Venezuela), Kok Kee Chow

(Mal aysia) and Espen Ronneberg (Marshall Islands), Vice
Presi dents, and Maci ej Sadowski (Pol and) Rapporteur.

On Agenda Item 2, organizational matters, a Conmittee of
the Whole (CON was established to take decisions on the
Berlin Mandate, with Raul Estrada Oyuel a el ected as Chair.

Reports of the Subsidiary Bodies

Del egat es next considered reports fromthe FCCC subsidiary
bodi es. Ti bor Faragdé (Hungary) introduced the report and
draft decisions of the Subsidiary Body on Scientific and
Technol ogi cal Advice (SBSTA) (FCCC/ SBSTA/ 1997/ 14).

Del egates noted the report of SBSTA and adopted its draft
deci sions on cooperation with the Intergovernnental Pane
on Climte Change (IPCC) and the devel opnment of
observational networks. Joint SBSTA/ SBI draft decisions
wer e adopted on the devel opnent and transfer of technol ogy
and activities inplenented jointly (AlJ).

Mohanmed Qul d EIl Ghaouth (Mauritania) introduced the SB
report (FCCC/ SBI/1997/21), which was noted by the COP

Del egat es adopted a joint SBI/SBSTA draft decision on the

di vi sion of | abor between SBI and SBSTA. O her adopted
deci si ons addressed: the volune of docunentation; Annex
Party communi cations; review of the financial nechanism

the Annex to the Menorandum of Understanding with the GEF;
the financial performance of the Convention in the biennium
1996-1997; and arrangenents for adm nistrative support to
the Convention Secretariat.

Patrick Széll (UK) introduced the report of the Ad Hoc
Group on Article 13 (AGL3), which considered the
establishnent of a nultilateral consultative process (NCP).
He noted that the group reached two conclusions: the MCP
shoul d be advi sory rather than supervisory in nature and
AGL3 should not conplete its work until after COP-3. He
said there were still questions remmining: whether Article
13 requires a "process" or "comrittee;" who nay trigger the
regi me; and whether the MCP shoul d provide assistance to
devel opi ng countries or "consultative" advice to al
countries. COP-3 noted the report of AGL3 and adopted a
draft decision that enabled the AGL3 to continue its work



AGBM Chair Raul Estrada Oyuela reported to COP-3 on the
work of the AGBM He indicated that the results of the work
of the AGBM on a protocol or another |egal instrument were
contained in the revised text under negotiation
(FCCC/ CP/ 1997/ 2). An addendumto this docunent contained a
draft proposal to anmend the Convention. The Chair drew
attention to a nunber of issues that were not fully
addressed in the AGBM such as: nethodol ogies to estinmate
eni ssions by sources and renoval s by sinks; the treatnent
of sinks under the new instrunent; a proposal made by
Brazil; and the issue of future devel opnment of commitnents
for all Parties, referred to by sone as "evol ution."

He indicated that the draft negotiating text contained
nunmerous brackets and alternatives. He urged del egations to
produce an agreenent that Parties could conply with. He
said the efforts of key devel oping country Parties to
mtigate climte change are frequently overl ooked and
called attention to reasons given by different devel oped
countries to refuse or delay the strengthening of their
commitnents. While there are indications that sone
countries are not willing to fulfill FCCC objectives, the
vast mpjority of Parties are willing to adopt a set of
legally binding rules to strengthen conm tnents.

Report of the G obal Environment Facility

On 3 Decenber, GEF Chair Mohamed El - Ashry introduced the
GEF report (FCCC/ CP/1997/30), which updates previous
information on efforts to inplenment the gui dance provided
by previous COP neetings and includes a conplete |listing of
GEF-financed climte change projects. He recalled that sone
Parti es had said the GEF procedures were not "user-
friendly," and noted the adoption of further streanlined
procedures for the preparation of projects for enabling
activities. GEF has provided support to 85 climte change
proj ects addressing the needs of 114 countries at a cost of
US$63 million. He highlighted Annex A of the report,
descri bi ng probl ens encountered in applying the concept of
agreed full increnental costs. He al so noted consensus
anong donors on a replenishment target of US$2.75 billion

The EU expressed di sappoi ntment that del egates had not
agreed to establish GEF as the permanent financi al
mechanismthis year. He commended the agreed |evel of
financial support for climte change activities. CH NA
noted that efforts to advance existing comrtnents are
handi capped by a | ack of resources and called for a
substantial increase in the GEF repl enishnment. He called
for an expeditious approval process for funding and noted
that devel oping countries face enornous difficulties in
undertaki ng GHG i nventori es.

URUGUAY indicated that it had been able to submt its first
nati onal comruni cation on GHG sources and sinks because of
GEF financing. The CENTRAL AFRI CAN REPUBLI C said that the



report should be nore detailed and include difficulties
encountered by Parties in obtaining GEF resources to
prepare national comuni cations.

SW TZERLAND, supported by the US, said that GEF should be
established as the pernanent FCCC financial nmechanism The
G 77/ CH NA referred to the provision of financial resources
and the transfer of technology as fundanental to

i npl enentation of the Convention by non-Annex | Parties. He
poi nted out that both were devel oped countries' obligations
under the Convention and should not be used to push

devel opi ng countries to accept new conmitnents or to accept
a mar ket - based approach under the protocol. The PHI LI PPl NES
menti oned probl enms experienced with inplenmenting agencies
and said that they should be nore aware of decisions taken
by the GEF Council. INDI A BHUTAN, BANGLADESH and Kl Rl BATI
hi ghlighted the inportance of obtaining GEF financing for
nati onal comunications. The US said GEF had nade an effort
to nmeet the needs of FCCC Parties and expressed

di sappoi ntnent that the review of the financial mechani sm
had not concluded. He al so pointed to the need for finding
i nnovative sources of financing involving the private
sector. The GEF's report was noted.

Technol ogy Transfer

On 3 Decenber, the COP President introduced a discussion on
the devel opnent and transfer of technol ogies. CH NA
supported by I NDI A and | RAN, observed two tendenci es:

devel oped countries are only interested in transfer of
technical information, while devel oping countries deem
technol ogy transfer on non-conmercial and preferential
terns nost inportant; and sone countries enphasize market
mechani snms. She called for action from devel oped countries
consi stent with Agenda 21, the FCCC and previ ous COP

resol utions, and recommended that that the issue be taken
up as a separate itemat COP-4. SOUTH AFRI CA said access to
technol ogy and transfer of technical know how would play a
crucial role in neeting the energy inplications of noving
towar ds sust ai nabl e devel opnment. JAPAN outlined the Kyoto
Initiative to strengthen assi stance for devel opi ng
countries in their efforts to conbat gl obal warning, to be
operated through the national O ficial Devel oprment

Assi stance programre. The programme will offer concessional
| oans to pronote training, cooperation on energy-saving
technol ogy, new and renewabl e energy sources, forest
conservation and afforestation, and will establish

i nformati on networks and workshops. |INDI A, supported by

I RAN, called for the operationalization of FCCC provisions
relating to state-of-the-art environnentally sound

technol ogies (EST), in the new | egal instrunent.

AUSTRALI A said the bul k of ESTs are privately devel oped and
owned. Governnents can create enabling conditions for
technol ogy devel opnment and recipient countries nust have
appropriate policies for successful transfers. The REPUBLIC
OF KOREA said his country was in consultation wi th UNEP,



UNDP and the Conmi ssion on Sustainabl e Devel opnent with a
view to scheduling an expert group neeting on technol ogy
transfer in Seoul in February 1998. ZI MBABWE outlined her
country's difficulties with basic econon c devel opnent and
the financial inpact of El Nifio. She said technol ogy
transfer had become a critical issue.

I RAN identified obstacles facing devel opi ng countries
seeking transfers of technology at their own expense due to
restrictions inposed by devel oped countries. He said
shifting responsibility for transfers to the private sector
contradicts the spirit of Agenda 21

Second revi ew OF THE ADEQUACY OF ARTICLE 4.2(a) AND (b)

The first review of the adequacy of Article 4.2(a) and (b)
was undertaken at COP-1. After judging these comm tnents

i nadequate, COP-1 undertook the Berlin Mandate process.
Article 4.2(d) calls for a second review before 1999. SBI-6
requested the Secretariat to nmake preparations for COP-3 to
include the review in the agenda for COP-4.

On 3 Decenber, ACSIS, CHI NA and ZI MBABWE st ated that
deliberation of this itemwas premature given that it was
uncl ear what the actions taken under the Berlin Mandate
process woul d acconplish. AOCSIS predicted that the visible
effects of climte change will have to becone devastating
before the Annex | countries pushing nmedi ocre proposals
take real action.

CHI NA said the | ack of national conmunications also nakes
it premature to revi ew adequacy of commtnents. The US

poi nted out that the review nust take account of the Kyoto
out come and asked that the nature of the review be
clarified. CHI NA disagreed, saying that the reviewis

i ndependent of the outcone in Kyoto, and noted the Article
4.2(d) deadline of December 1998. Del egates decided that
necessary preparations should be made to place the review
of Articles 4.2(a) and (b) on the COP-4 agenda.

Review O I nformation

On 3 Decenber, del egates discussed the review of

i nformati on and possi bl e deci sions under Article

4. 2(f)(FCCC/ CP/ 1997/L.3). They agreed to the proposal that
the Czech Republic and Sl ovakia repl ace Czechosl ovakia in
Annex | and that Croatia be added. Del egates debated at

| ength a proposal by Azerbaijan and Pakistan to delete

Turkey from Annex | and Annex I1. I RAN, TURKEY and KUWAI T
supported the proposal. The EU and AUSTRALI A mai nt ai ned
that Turkey should indicate willingness to undertake

Protocol obligations under Article 10 before its deletion
fromthe Annexes. The US suggested conti nuing consideration
of this proposal and other OECD nmenbers' relationship to
Annex | at COP-4. TURKEY noted that questions renmin
unanswered on the Protocol's proposed Article 10 and
requested that mnisters discuss the matter on 10 Decenber.



The Chair proposed that Luis Herrera (Venezuel a) conduct
consul tations on these anendnents. The issue was not
resolved and will be discussed at COP-4.

Proposed Amendnents to the FCCC

On 3 Decenber, del egates considered proposed anmendnents to
the Convention and its Annexes (FCCC/ SBI/1997/15). The EU
presented a proposal to amend Article 17 to state that
Parties shall nmeke every effort to agree on any proposed
protocol by consensus and, if no agreenent is reached, the
protocol shall be adopted by a 3/4 mpjority. This anendnent
woul d be applied provisionally, pending its entry into
force in accordance with Article 15. The EU said objections
to the protocol mght remain at the end of COP-3 and a

deci si on- maki ng procedure woul d be needed. The RUSSI AN
FEDERATI ON enphasi zed that voting was not the way to adopt
an inportant international instrunent. VENEZUELA said the
anendnment and its provisional application nust be

consi dered separately.

Under Kuwait's proposed anendnent, Parties would provide
financial resources, including the transfer of technol ogy,
to the extent that the COP decides they are needed by the
devel opi ng country Parties. KUMIT said the devel opi ng
countries can only |l ower enissions through technol ogy, but
resources nmade avail able to date have been inadequate. The
EU, supported by the US and JAPAN, said donors should not
pl ace their resources in the hands of the COP. SAUDI ARABI A
sai d the amendnent cane in reaction to the EU proposal

whi ch upsets the Convention's "delicate bal ance.” Sergio
Sel aya Bonilla (Honduras) conducted consultations on the
EU s proposal and Bakary Kante (Senegal) on Kuwait's
proposal throughout the week. The EU proposal was | ater

wi t hdrawn. The Kuwait proposal was not accepted.

Fol I owi ng a proposal by CROATI A, del egates discussed the
status of Yugoslavia in relation to the Convention. The
Executive Secretary reported on the results of his request
for informati on on Yugoslavia's status within the UN and
the FCCC. The President asked Yugoslavia to refrain from
participation in the neeting.

O her Actions

The COP took several other actions during the week

Several docunents were noted: activities related to
technical and financial support (FCCC/ CP/1997/INF.3); a
report on the second neeting of AGBM 8

(FCCC/ AGBM 1997/ 8/ Add. 1); and adnministrative and financi al
matters (FCCC/ CP/ 1997/INF. 1), including the 1998-99

bi enni al progranme budget.

Parties agreed that Brazil's proposal to relate Parties

em ssions targets to their contributions to clinmate change
(FCCC/ AGBM 1997/ M SC. 1/ Add. 3) be given to SBSTA to review
scientific and met hodol ogi cal aspects, and to advise COP-4



on future activities. BRAZIL noted the proposal's politica
element: that future objectives be established in terns of
gl obal nmean surface tenperature change, as a nechani sm for
apportioni ng the burden.

On 5 Decenber, del egates accepted an offer by ARGENTINA to
host COP-4 and subsidiary body neetings, from 2-13 Novenber
1998, in Buenos Aires.

H GH- LEVEL SEGVENT

The Hi gh-Level Segment for M nisters and O her Heads of

Del egation was held during norning, afternoon and evening
sessions from 8-9 Decenber 1997. Foll owi ng the opening
addresses, ninisters and other heads of del egations engaged
in a general debate.

Ryutaro Hashinoto, Prinme M nister of Japan, urged devel oped
countries to agree on neaningful, realistic and equitable
em ssions reduction targets that are legally binding. He
called on all Parties, including devel oping countries, to
voluntarily enhance their neasures. He noted that

regul ation could trigger innovation, pronote capital

i nvestnent and give rise to new industry.

José Maria Figueres O sen, President of Costa Rica, said
the Kyoto agreenment must include significant cuts in

eni ssions by industrialized countries, a financial
mechani sm bri dgi ng devel oped and devel opi ng countries, and
active voluntary participation by the devel opi ng nati ons.
He noted that Costa Rica has devel oped a narketabl e
instrument to value em ssions reductions. He called on
devel opi ng countries to do their part.

Kinza Cl odumar, President of Nauru, called the willful
destruction of snmall island States with foreknow edge an
"unspeakabl e crinme against humanity." He said solving the
problem requires nore than stabilization of GHGs. He noted
US President Clinton's pledge for significant future
reductions and called for an announcenent on this from Vice
Presi dent Gore

US Vice President Albert Gore Jr. reiterated the US
comitment to reduce enissions by 30% of projected |evels
by 2010 and key el ements of the US proposal. He announced
increased US flexibility for working towards a conmi t nent
with realistic targets and tine tables, market mechani sns,
and participation of key devel oping countries.

Maurice Strong, Under-Secretary-CGeneral and Executive
Coordinator for UN Reform delivered a statement for UN
Secretary-Ceneral Kofi Annan. He said nany woul d be

di sappoi nted that the Kyoto agreenent would be a npdest
st ep.

GENERAL DEBATE



COP President Hiroshi Ohki (Japan) reported substantial
progress at the intensive discussions in Kyoto and
expressed confidence about a breakthrough for fina
agreenent .

FCCC Executive Secretary M chael Zammt Cutajar conmented
on the remarkabl e nature of the Conference given the nedia
interest and the scale of the UN Internet broadcast, which
have focused world attention on Kyoto. He said the Zen
practice of breaking through nental boundaries provided a
good thene for the days ahead when negotiators would have
to break through the tendency to consider the short-term
costs while neglecting the |ong-term econonic
opportunities.

On behal f of the G 77 and Chi na, Bakari Moonde (Tanzani a)
sai d decisive action would be needed to strengthen

devel oped country obligations. He underlined the Berlin
Mandate to achi eve QELROs and advance inpl enmentation of
commitnents under Article 4.1 without new comm tnents for
devel opi ng country Parties. Devel oping countries had
undertaken their own nmeasures and the success of these was
predi cated on Annex | country fulfillnment of their

comm tnents including transfer of technology. He rejected
of fshore extra-territorial inplementation of targets and
wel coned the Cl ean Devel opnent Fund initiative.

Dr. Johny Lahure (Luxenbourg), on behalf of the EU
rejected differentiation that nmakes targets weaker

Instead, it must guarantee conparable conmitnents for mgjor
econom es at least. Flexibility resulting in
environnmental ly detrinmental | oopholes is unacceptable. He
supported: the "three plus three" gas proposal; trading
along with strong targets and donmestic action, nonitoring,
sanctions and nmarket safeguards; and JI with rules and

saf eguards. He said nandatory, internationally coordinated
P&Vs are indi spensabl e. Suggestions that devel opi ng
countries should take up new commitnents are not hel pful to
the negotiations and contrary to the Berlin Mandate.
Mobi |'i zi ng new and addi ti onal resources through the
financial nechanismcould foster voluntary limtation of
devel opi ng country CHG eni ssi ons.

Many speakers focused on el enents necessary for a Kyoto
agreenent. SAMOA, on behal f of AOCSIS, and supported by

Nl UE, stated that a Kyoto agreenent nust contain strong,
short- and mediumtermtargets for Annex | Parties and a
mechani sm for early review of their adequacy. NORWAY sai d
devel oped countries nust agree on an overall reduction
target for the em ssion of all GHGs of 10 to 15% by 2010. A
flat rate approach fails in fairness and effectiveness, and
renders an anbitious agreenent inpossible. SOUTH AFRI CA
supported the EU proposed targets.

Devel opi ng countries rejected the concept of voluntary
commitments as they |inked the output of emi ssions with
devel opment and progress, which they said was their highest



priority. They stressed that the Berlin Mandate had not

call ed on devel oping countries to take responsibility for
what was essentially the result of industrialized
countries' action. They stressed that devel oped countries
shoul d take the | ead and follow the principle of "commobn
but differentiated responsibilities.” ACSIS called for the
strongest emissions cuts as they spoke of certain disaster
in the face of political paralysis. QOl-producing countries
called for establishnent of a compensati on nechani sm shoul d
full inplenentation be carried out.

Devel oped countries expressed varied approaches. Menbers of
the EU stressed their group position and detailed their

i ndi vidual conmitnments and efforts. Others partially agreed
to this but said that devel opi ng countries needed to nmke
voluntary conmtnments and at | east begin the "sequencing of
obligations." A process through which a review of
comrtments by all Parties could be carried out was al so
rai sed.

From bot h devel oped and devel opi ng countries, there was a
call for binding and realistic targets as well as the need
for funds to assist technology transfer and the integration
of sustainabl e devel opnent within devel opi ng countri es.
However, the ways by which this could be carried out heard
vari ous suggestions fromthe floor, including joint

i npl enentation (JI) and the clean devel opnent fund -— the
latter frequently linked to a conpliance nechanism The

| oophol es in these approaches were al so addressed, with
devel opi ng and devel oped countries cautioni ng agai nst or
rejecting Jl as a possible means of circunmventing reduction
obj ecti ves.

Al so controversial were the issues of emn ssions trading,
the use of sinks/sources and banking credits. Those who
questi oned the wi sdom of such nechani sns recall ed the
Convention's goal of em ssion reductions and voiced the
fear that such neasures woul d exacerbate the gap between
the countries.

COMW TTEE COF THE WHOLE

The first neeting of the COWconvened on 1 Decenber. The
COW est abl i shed three negotiating groups on: institutions
and nmechani sns; advanci ng the inplenentation of FCCC
Article 4.1 and the financial mechanism and P&\Vs. COW
Chair Rall Estrada Oyuel a conducted negotiati ons on QELROCs.
In addition, a nunber of informal groups considered other

i ssues.

Del egates nmet in a "stock-taking" COP Plenary on Friday, 5
Decenber. Estrada reported that del egates had net eight
times, but needed nore tine. Negotiations in the COW
continued over the weekend so that only a few key issues
woul d remain for the consideration by the mnisters during
the Hi gh-Level Segnent.



The final neeting of the COWbegan on Wednesday, 10
Decenber, at approximately 7:00 pm The neeting was
suspended to allow for distribution of the Chair's fina
draft (FCCC/ CP/ 1997/ CRP.6) and further infornmal
consultations. At 1:00 am del egates began an articl e-by-
article review of the text, discussing the provisions
related to QELRCs, em ssions trading and vol untary non-
Annex | conmitnents at |ength.

Throughout the night del egates worked to adopt all of the
articles in the text. At tinmes it appeared as though the
negoti ati ons woul d break down, but, finally at 10:15 am
the COVNconpleted its work and agreed unani mously to submt
the text of the protocol to the COP Plenary for fornml
adoption. The final COP-3 Plenary convened at approxi mately
1: 00 pmon Thursday, 11 Decenber to adopt the Kyoto
Protocol (FCCC/ 1997/L.7/Add. 1).

KYOTO PROTOCCL TO THE UN FRAMEWORK CONVENTI ON ON CLI MATE
CHANGE

The Kyoto Protocol to the UN Framework Convention on
Climate Change contains a preanble, 28 articles and two
annexes. The following is a summary of the Kyoto Protocol
hi ghlighting the issues that were resol ved during COP-3.

PREAMBLE AND ARTICLE 1 (Definitions): Under the Preanbl e,
the Parties agree to the provisions in the Protocol. The
Preanbl e al so notes FCCC Articles 2 and 3, and the Berlin
Mandate. Article 1 recalls the definitions of the FCCC for
use by the Protocol

ARTI CLE 2 (Policies and Measures): The negotiating group on
Article 2 discussed a revised draft text prepared by Chair
Mohanmed Qul d EI Ghaouth (Mauritania). There was sone
agreenment on the kind of policies and neasures to be
considered and on their inclusion in the protocol. There
were differences over whether policies and nmeasures should
apply to non-Annex | Parties and whether their application
shoul d be adjusted according to national circunstances. A
rel ated discussion concerned the issue of "conparability."
The options for coordination were al so di scussed.

On 5 Decenber in the COW"stocking-taking" Plenary, El-
Ghaout h reported that the negotiating group on P& had
produced a draft document, although divergence of views
persi sted on whet her P& shoul d be conpul sory or not.

In the final Plenary of the CON KUWAIT proposed del eting
subpar agr aphs on reduction and phasi ng out of market

i nperfections and subsidies and on controlling transport
sector emissions. The Chair said there was no consensus for
the deletions and the article was adopted.

Article 2, as adopted, describes policies and neasures that
each Annex | Party shall inplenent or elaborate in
achieving its QELRGCs, in accordance with nationa



circunstances. A subparagraph Iists nmeasures "such as:"
energy efficiency; protection and enhancement of sinks;
sust ai nabl e agriculture; new and renewabl e forns of energy,
carbon sequestration and advanced technol ogy; phasing out
of subsidies and incentives that run counter to the FCCC
obj ective; sectoral reform GHG emission lintation and
reduction; and nethane recovery and use. Parties shal
cooperate to enhance the effectiveness of P&W. Annex
Parties shall pursue linitation of em ssions from aviation
and mari ne bunker fuels, working through the Internationa
Civil Aviation Organization and the International Maritinme
Organi zation. Parties shall strive to minimze the adverse
effects on other Parties, especially devel oping country
Parties and those identified by FCCC Articles 4.8 and 4. 9.
The COP shall consider ways to el aborate coordination, if
it decides coordination would be beneficial

ARTI CLE 3 (QELRGCs and Sinks): The article on quantitative
enmission limtation and reduction objectives (QELROs) was
di scussed in a negotiating group chaired by COW Chair
Estrada t hroughout the first week, as well as during COW
sessions on 4, 5, 6, 9 and 10 December, the |ast session
concl udi ng on 11 Decenber.

Di scussi ons of sinks were held in a contact group chaired
by Antonio La VifAa (Philippines) during the first week.
Luis Gylvan Meira Filho (Brazil) led infornal negotiations
on | anguage to describe conm tnment periods, originally
termed "budget periods."” Contact groups were forned to

di scuss differentiation and the nunmber of gases to be
covered by the legal instrunment.

Canada submitted a proposal on QELROs consisting of a 3%
reduction of GHGs bel ow 1990 | evels by the year 2010. It
al so provided for an additional reduction of 5% by 2015
and indicated that the years 2010 and 2015 refer to the
m d- poi nt years of budget periods. It included sinks, six
greenhouse gases and maxinmum flexibility in its

i npl enentation. Canada said joint inplenmentation with
credit offers the best conbination of technol ogy and
financial transfer to devel oping countries and expressed
the hope that devel oping countries would see its potential
val ue.

Conmi tment Periods: On 2 Decenber, the Article 3
negotiating group focused on em ssion budgets. Meira Fil ho
reported to the COWNon 5 Decenber on the consultations on
"mul ti-year targets,” fornmerly known as "budgets." He
stated that problens arose from confusion between the terns
"em ssion budgets" and "budget periods." These were
replaced with "total em ssions" and "conmm tnent periods,"
respectively. He said there was increasing agreenent that
the range for "comrtnent periods" should be five years.

On 6 Decenber in the CONPlenary, Meira Filho introduced a
revised draft text. The text added a definition to Article
1, stating that a "defined ambunt” nmeans the amount of net



aggregate emissions a Party may not exceed in a given
commitment period to neet its QELROs. The revised text also
contained three alternatives for the first paragraph of
Article 3.

The G 77/ CHI NA objected to the definition of "defined
anount” and supported Alternative C, which called for
ELRCs within tine franes such as 2005, 2010 and 2020.
CHI NA objected to the omission of crucial elenents of
targets and tinetables.

Differentiation: The QELROs negoti ating group di scussed
possi bl e paraneters for differentiation on 2 Decenber, on
the basis of the US offer to be flexible on
differentiation. Delegates discussed approaches to and
concerns over differentiation. The group | ater considered a
proposal by JAPAN establishing three categories of Annex
countries.

Further discussion of differentiation occurred in infornal
consultations, both in intense bilaterals and under the
gui dance of Estrada. By the end of the first week, Estrada
had reportedly produced a set of differentiated target
nunbers for Annex | countries.

On 9 Decenber, Estrada introduced a new draft text
(FCCC/ CP/ 1997/ CRP. 4) at an evening session of the CON He

i ndi cated that the proposed text on Article 3 would be
treated as a take it or leave it offer. The proposal was
the "big bubble," as suggested at various nonents during
the negotiations, in particular by Russia. The Chair's text
contai ned a gl obal reduction of 5%in em ssions of CQO2,

CH4, NO2 from 1990 |l evels, for the comitnment period

bet ween 2006 and 2010, with the possibility that Parties
fulfill the conmitnment individually or jointly. He said the
gl obal reduction commitnment had been distributed in a
differentiated way, with sone countries possibly increasing
en ssions, others keeping their current |levels, and nost
reduci ng.

At the COW session at 3:20 amon 10 Decenber, Estrada said
i ntense negotiations and consultations had been conducted
wi thin and between groups since the introduction of the
draft protocol. He said the text needed refinenent to

i ndicate that each Party woul d be responsible for its
respective nunber in an annex.

Del egates indicated that a nunmber of major issues were
still in play after the adjournment of the CON Severa

del egati ons suggested they were not yet ready to accept the
quantified em ssion lintation and reduction conmtnent in
the Chair's draft, which put the EU at -8% the US, Russia,
Canada and Ukraine at -5% Japan at -4.5% New Zeal and at

0, Australia and Norway at +5% and Iceland at +10%
conpared to 1990 |evels.

Coverage: The negotiating group on 3 Decenber discussed a



"three-plus-three" gas coverage proposal, which would

di vide six gases into two baskets. The first basket (CO2,
CH4 and N20O) woul d be subject to QELRGCs i mmedi ately, while
proposal s for formulating QELRCs for the second basket
(HFCs, PFCs and SF6) would be debated at COP-4. At a 4
Decenber COW neeting, Estrada said that an option listing
gases separately was still open. In the COP Plenary on 5
Decenber, two alternatives regardi ng coverage were under
consi deration: inmediate regulation of six gases or the

t hree-pl us-three approach.

The Chair's draft presented in the 9 Decenber COW covered
em ssions of CO2, CH4, NO2 from 1990 |evels, for the

comi tment period between 2006 and 2010. COP-4 was to adopt
an annex to the Protocol establishing reduction commtnents
covering HFCs, PFCs, and SF6 with a |inkage between the two
basket s.

In the resuned COWNneeting early on 10 Decenber, Estrada
noted a possibility to reach agreenent covering six gases
fromthe beginning, rather than the three-plus-three
coverage included earlier that night. Different base years
woul d be needed for each group of gases: 1990 for CO2, CH4,
NO2; and 1995 in sone cases for other gases. He said this
required careful drafting to provide the necessary
transparency.

Sinks: On 2 Decenber, a contact group chaired by Antonio La
Vi fia di scussed a Chair's draft on sinks. The draft would
set QELROs on gross em ssions and nmeasure conpliance with
net emssions. It referred to "verifiable changes ..
resulting fromdirect human i nduced | and-use change and
forestry activities since 1990" to achi eve conpliance. The
sinks would be linmted to a verifiable change in stocks
covered in the |l and-use change and forestry sector of the

| PCC gui del i nes.

At the COW session on 4 Decenber, La Vifia introduced a
draft document containing three bracketed paragraphs. The
first paragraph stated that Annex | Parties shall ensure
that their [gross] aggregate ant hropogenic carbon di oxide
equi val ent em ssions do not exceed their conmtnments. The
second bracketed paragraph di scussed net [changes in] GHG
eni ssions from sources and renmoval s by sinks resulting from
di rect human-i nduced | and-use change and forestry
activities and listed three options. Option A referred to
vari abl e changes in stocks. Option B referred to verifiable
changes in stocks [up to xx per cent] of the QELRCs. Option
Cwas limted to afforestation, reforestation,
deforestation, and harvesting since 1990 neasured as
verifiable changes in stocks used to nmeet QELRGCs. A third
paragraph stated that the Meeting of the Parties (MOP)

shal | determ ne how and whi ch human-i nduced activities
related to GHG eni ssions and renovals in the |and-use
change and forestry activities category shall contribute to
meeti ng QELRGs commi t ments.



AUSTRALI A proposed another option for a fully conprehensive
net approach and suggested that the other options would

i ntroduce inequities between countries, along with
uncertainty. The Australian text stated that the verifiable
net CGHG enissions from sources and renmovals by sinks in
terns of carbon dioxide equivalents resulting fromdirect
human-i nduced activities shall be used to neet the QELRGCs
comrtments of each Party in Annex |. It provided for
reporting in a transparent and verifiable manner.

NEW ZEALAND descri bed Option C as very limted and noted
his support for including all verifiable categories. A
nunber of countries including JAPAN, BARBADOS, BRAZIL and
COSTA RI CA supported Option C. The US preferred the
Australian option, but said "forest managenent and forest
conservation" should be added to the linmted Option C

| CELAND, URUGUAY, CANADA, MEXI CO, COSTA RI CA and NEW
ZEALAND supported the US's concern that Option Crefers to
only a limted nunber of activities that can contribute to
si nks. A number of del egations proposed addi ng | anguage on
forest managenment. | CELAND called for including restoration
of degraded | and. GRENADA suggested giving a negative
credit to countries when sinks are destroyed.

The Chair suggested that Option C appeared ready to attract
consensus, and that it represented a text to limt or set
paraneters for sinks. He felt the COWNWwas ready to accept
Option C, with the inclusion of "forest nmanagenent and
forest conservation." However, after further debate, the
Chair noted clear reaction against "forest managenent and
forest conservation." He asked whether the US could support
only "managenent." The US said the choice regardi ng sinks
woul d have an enornous inpact on a QELRGCs target nunber.
The EU said the paragraph should remain bracketed for
mnisters. NORWAY said limting a conprehensive use of
sinks limts a conprehensive policy approach and creates
uncertainties for countries willing to undertake anbitious
conmmi t ment s.

BRAZI L said the question is: what are man-nmade activities
for which credits should be given to increase eni ssions? He
conpared the 6 gigatonnes (&) of carbon emitted from
fossil fuels and 1 G from | and-use change to natura
uptake of 2 & by oceans and 2 & on continental surfaces.
G ven deep economic limtations and the inclusion of al
countries, if all forests were considered managed this
woul d grant a license for 30 percent nore em ssions.
Because the FCCC includes an obligation to conserve and
maei ntain sinks and reservoirs, he suggested a separate
article to restate the obligation on all Parties to
sust ai nabl y manage their sinks.

At the 5 Cctober COP Plenary, Estrada noted that agreenents
on sinks and coverage were necessary before QELROs coul d be
defined. During the 6 October CON the RUSSI AN FEDERATI ON
said the nature of the issue's resolution would determ ne
his view of the protocol. The US said the text m ght not be



resolved until calculations regarding targets had been
conpl et ed.

Al so during the 6 Cctober CON Contact Group Chair La Viia
introduced a revi sed non-paper on sinks, containing only
text relating to Option C, accounting for limted sink
activities to offset em ssions. JAPAN, BARBADOCS, RUSSI A,
the US, CANADA, CUBA and JAMAI CA supported the text. NEW
ZEALAND, supported by AUSTRALI A, the US and NORWAY, call ed
for an earlier text to be kept as an option for mnisters.
The US proposed adding "for the first commitnment period" to
a paragraph on when sink activities would be all owed. The
EU put the whol e paragraph in brackets.

The text introduced at the 9 Decenber COW neeting included
afforestation, reforestation and deforestation as sinks,
with provision for further analysis.

O her |ssues: On 3 Decenber, the negotiating group on
ELROs briefly discussed text on economies in transition
On 4 Decenber in the CONs "Stock-Taking® Plenary, Estrada
reported agreenent on text on conmitnents for countries
with econonies in transition. A paragraph on em ssions
borrowing was elimnated. In the 9 Decenmber CON BURKI NA
FASO, supported by BANGLADESH and UGANDA, called for a
reference to an FCCC provision on taking full account of
the situations of the | east devel oped countries.

Fi nal COW Di scussion: At 6:30 pmon 10 Decenber, Estrada
informed the COWof the results of infornmal discussions.
The col | ective em ssions reduction target for Annex
countries had been increased from5%to 6% but these
deeper commi tnents were conditional on the adoption of
criteria in other areas yet to be finalized, which

i ncl uded: enissions trading; voluntary comrtnents; Annex
country conmitnents; Jl; advancing inplenmentation of

devel opi ng country commitnments; the financial mechanism
the Cl ean Devel opment Mechani sm conpliance; entry into
force; and Annex B on the distribution of comm tnents for
Annex | countries. He predicted that if agreenent were
reached, 10 Decenber 1997 m ght be renenbered as the "day
of the atnpbsphere,"” and suspended the neeting again.

The COWwas reconvened at 1:15 am on Thursday, 11 Decenber.
The Chair introduced FCCC/ CP/ 1997/ CRP. 6, the final draft of
the Protocol. Discussion began with Article 3. On
aggregating em ssions of Annex | Parties (paragraph 1),
RUSSI A noted that its previously introduced quantitative
indicators for limtation of GHG em ssions were onitted
from Annex B and stated that the Russian target should say
100% of the 1990 base |l evel. UKRAINE al so specified 100%
for itself.

UGANDA proposed returning to the previously proposed first
comri tment period of 2006 to 2010. The Chair stated that
del aying the period until 2008 to 2012 was a necessary
conmprom se and introduced a new paragraph 2 exhorting



Parties to show denonstrabl e progress by 2005.

On a paragraph on deciding the nodalities, rules, and

gui delines for estimating changes in carbon stocks
(paragraph 4), JAPAN proposed adding a sentence specifying
that decisions should apply in the second and subsequent
comm tment periods "unless otherw se decided by the COP
serving as the MOP." After sone debate the Chair ruled that
the amendnment was not supported and that the paragraph
woul d stand as presented. The paragraph was | ater reopened
by AUSTRALI A, supported by the PHI LI PPINES, who proposed
adding "A Party may choose to apply such a decision on
categories its first commtnment period, provided that these
activities are since 1990." Although the MARSHALL | SLANDS
queried the types of activities to be included, the
addi ti on was approved.

On cal cul ations of QELROs for each Annex | Party (paragraph
7), AUSTRALI A noted a previously subnitted amendnment that
"Parties in Annex B for whom | and use change and forestry
constituted a net source of GHG emi ssions in 1990 shal
include in their 1990 em ssions base the aggregate

ant hropogeni ¢ CO2 equi val ent enmi ssions mnus renovals in
1990 from | and use change" in calculating their assigned
anount. This was agreed.

Del egat es spent a considerable portion of the final debate
on Article 3 debating newy inserted paragraphs in the
Chair's text related to em ssions trading. Del egates agreed
to place the text to a separate article (see Article 16
bis) of the protocol and including a reference to future
work on trading in a COP decision.

Estrada asked del egates to adopt the revised Annex B
reflected in docunment FCCC/ CP/1997/L.7/Add.1, in |light of
the text agreed for the Protocol. Annex B presents each
Annex | country's comm tnment target. Conbined, these equa
a gl obal 5.2%reduction of six GHGs. Estrada pointed out
that on a graph it could be seen that a 5%  reduction from
1990 emi ssion |levels would equal a 10% reduction in

eni ssions of six gases from projected 2000 | evel s and was
30% bel ow busi ness-as-usual projections for 2010.

The EU asked for a footnote that the European Comrunity and
its Menber States will inplenent their respective
comritments in accordance with the provisions of Article 4,
on the European "bubble.” | CELAND stated that actions taken
before 1990 nake its 110% target unattai nable.

TUVALU i ndicated a mat hemati cal inconsistency between
Article 3.1, stating an aggregate 6% reduction, and the sum
of the figures in Annex B, which represents only a 5.2%
reduction. He noted that negotiations had been undertaken
on the basis of the text in Article 3.1 of the draft
Protocol. The Chair pointed out his earlier statenent that
6% was only an estinmate based on the options under

di scussion, and that the selection of particular options



woul d af fect the nunbers. The figure was corrected in the
final version of Article 3. 1.

Article 3, as adopted by COP-3, contains 14 paragraphs on
QELROs and refers to Annexes A and B. Annex A lists siXx

gr eenhouse gases (CO2, CH4, N20O, HFCs, PFCs and SF6) to

whi ch reduction or limtation targets should apply and

i ncl udes GHG source categories and sectors such as fue
conmbustion, industrial processes, solvent and other product
use, agriculture and waste. Annex B lists quantified

em ssion limtation or reduction conmtnents for Annex
Parties, which range from an 8% decrease to a 10% i ncrease
of GHG em ssions from 1990 levels to be reached in a period
bet ween 2008 and 2012. The EU countries are to reduce GHG
eni ssions from 1990 | evels by 8% the US by 7% Japan by
6% while countries |like Australia and Iceland are all owed
i ncreases by 8% and 10% respectively. The Russian
Federation is to nmaintain its enm ssions at 1990 | evels. The
overall reduction target of Annex B anpunts to 5.2%

Paragraph 1 states that Parties included in Annex | shall,
individually or jointly, ensure that their aggregate

ant hr opogeni ¢ car bon di oxi de equi val ent eni ssions of GHGs
listed in Annex A do not exceed their assigned anmounts,

cal cul ated pursuant to their emssion limtation and
reduction conmritments inscribed in Annex B, with a view to
reduci ng their overall emnm ssions of such gases by at |east
5% bel ow 1990 | evels in the conm tment period between 2008
and 2012. In paragraph 2, Annex | Parties are urged to meke
denonstrabl e progress in neeting their conm tnents under
the protocol by 2005

Par agraph 3 deternmines that net changes in CGHG eni ssions
from sources and renoval s by sinks shall be used by Annex
Parties to neet their QELROs commitnents. It defines
removal s by sinks as those "resulting fromdirect human-

i nduced | and use change and forestry activities, linited to
af forestation, reforestation and deforestation since 1990."
It also defines net changes as "verifiable changes in
stocks in each conmtnent period.”

Par agraph 4 states that, prior to the first Meeting of the
Parties, each Annex | Party shall provide SBSTA with data
to establish its |l evel of carbon stocks in 1990, to enable
an estimate to be nade of its changes in carbon stocks in
subsequent periods. It determines that the Meeting of the
Parties at its first session, or as soon as practicable
thereafter, "shall decide upon nodalities, rules and

gui delines as to how and whi ch human-i nduced activities
related to changes in GHG enmi ssions and renovals in the
agricultural soil and | and use change and forestry
categories, shall be added to or subtracted from assi gnhed
anmounts for Annex | Parties." A decision on these issues
shall take into account uncertainties, transparency in
reporting, verifiability, the nethodol ogi cal work of the

| PCC and advi ce provided by SBSTA. The paragraph al so
states that such a decision shall apply fromthe second



comi tment period onwards, unless a Party chooses to apply
the decision to its first conm tnent period.

Provi sions on QELROCs commitnents and baselines for Annex
Parti es undergoing the process of transition to a market
econony appear under paragraphs 5 and 6

Paragraph 7 states that for the first conm tnent period
(from 2008 to 2012), QELROs for Annex | Parties shall be
equal to the percentage of their 1990 or chosen base year
em ssions inscribed in Annex B, multiplied by 5. It

determ nes that Parties shall include in their 1990

enm ssi ons base year or period, GHG em ssions minus renoval s
in 1990 fromland use change for the purposes of
calculating their assigned anount, if |land use change and
forestry constituted a net source of GHGs in 1990.

Par agraph 8 establishes that Annex | Parties may use 1995
as their base year for HFCs, PFCs and SF6, for the purposes
of calculating their reduction or limtation targets in
accordance to paragraph 7. Paragraph 9 determ nes that
reduction or limtation targets for subsequent conm tnent
periods shall be established through anendnents to Annex B
in accordance with procedures set out in the protocol to
that effect (Article 20, paragraph 7).

Par agraphs 10 and 11 refer to how reduction units acquired
or transferred anong Annex | Parties can be applied by such
Parties to reach their reduction or linmtation targets.

Par agraphs 12 refers to acquisition of certified em ssions
reductions anong Parties as a neans of neeting QELROs by
Annex | Parties. Paragraph 13 allows Annex | Parties to
"credit" GHG em ssions reduction, below assigned anpunts,
fromone comtnent period to the next. Paragraph 14

i ndicates that Annex | Parties shall strive to inplenent
their conmtnents under paragraph 1, in such a way as to

m nimze the adverse social, environnental and econonic

i npacts on devel oping country Parties, particularly those
identified in Article 4, paragraphs 8 and 9 of the
Convention. It also establishes that the Meeting of the
Parties at its first neeting, shall consider what actions
are necessary to mnimze the adverse effects of climte
change and/or the inpact of response neasures on devel oping
country Parties. Funding, insurance and transfer of

technol ogy are anong the issues to be considered for this
pur pose.

ARTI CLE 4 (Joint Action/the "EU Bubble"): On 4 Decenber,

Har al d Doval and (Norway) reported on informal consultations
conducted on Article 4 concerning joint action through a
regi onal economc integration organization, or the EU
"bubble." He said that further clarifications were needed
on the nmeaning of ternms within the article and that the EU
was trying to find ways to acconmpdat e del egati ons
concerns. Estrada urged the group to continue its
consultations in order to report on progress to the COP as
soon as possible.



On 6 Decenber in the COP, Doval and summari zed the draft on
Article 4. He noted an inmpasse on two alternatives, one
fromthe EU and one from other contact group members. The
second alternative enphasizes that allocation of em ssions
under the "bubble" would be | egally binding. Another
section would cap rearrangenents of allocations, and text
is included to take account of changes in or enl argenent of
regi onal economc integration organizations.

Fol | owi ng adoption of Article 4 by the CON SAMOA noted
that "hot air" trading, the possibility that Parties whose
em ssions were al ready bel ow 1990 | evels could trade them
as new reductions, was not sufficiently dealt with, and
that this could permt evasion at large scale. He said he
accepted the article in the belief that only the EU woul d
take advantage of the arrangenents.

Article 4, as adopted by COP-3, contains 6 paragraphs
setting out the rules for Annex | Parties who have agreed
to jointly fulfill their conm tnents under Article 3.
Paragraph 1 states that Annex | Parties shall be deemed to
have met their commtnents provided that their tota

combi ned aggregate ant hropogeni c carbon di oxi de equi val ent
em ssions of GHGs listed in Annex A, do not exceed their
assi gned anounts cal cul ated pursuant to their QELROs in
Annex B. The respective enission level allocated to each of
the Parties shall be spelled out in an agreenent.

Par agraph 2 determ nes that the ternms of the agreenent
shall be notified to the Secretariat on the date of deposit
of the concerned Parties' instruments of ratification
acceptance, approval or accession. The Secretariat shall,
inturn, informthe Parties and signatories to the
Convention of the terns of the agreenent.

Par agraph 3 indicates that the agreenent shall remain in
operation for the duration of the commitnent period
specified in Article 3.

Par agraph 4 states that if Parties acting jointly do so in
the framework of and together with a regional econonic
integration organization, any alteration in the conposition
of the organization, after the adoption of the Protocol
shall not affect existing conm tnments under the Protocol

Paragraphs 5 and 6 indicate that in the event of failure by
the Parties to reach such an agreenent to achieve their
combi ned | evel of em ssions reductions, each Party to such
an agreenent shall be responsible for its own |evel of

em ssi ons.

ARTI CLE 5 (Methodol ogies): Article 5 refers to the
obligation by Annex | countries to have in place, no |ater
than one year prior to the start of the first conmtnent
period, a national systemfor the estimation of em ssions
by sources and renoval s by sinks of all GHGs not controlled



by the Montreal Protocol. Cuidelines for such nationa
systens shall incorporate nethodol ogi es accepted by the

| PCC and shall be deci ded upon by the COP acting as the MOP
at its first session.

Met hodol ogi es for estinmating anthropogeni c enissions by
sources and renovals by sinks of all GHGs not controlled by
the Montreal Protocol shall be accepted by the |IPCC and
agreed upon by COP-3. Were nethodol ogi es are not used,
appropriate adjustnents shall be applied according to

met hodol ogi es agreed upon by the COP acting as the MOP

One of the paragraphs determ nes that the Meeting of the
Parties shall regularly review and, as appropriate, revise
such nmet hodol ogi es and adj ustnments, based on the work of
the I PCC and SBSTA. Any revision to nethodol ogi es or

adj ustnents shall be used only for the purposes of

ascertai ning conpliance with comritnents under Article 3 in
respect of any conmm tment period adopted subsequent to that
revision.

Anot her paragraph states that gl obal warm ng potentials
(GWPs) used to calculate the CO2 equival ence of

ant hr opogeni ¢ eni ssions by sources and renoval s by sinks of
GHGs |isted in Annex A shall be those accepted by the | PCC
and agreed upon by COP 3. It also states that the COP
acting as the MOP, shall regularly review the gl oba
war m ng potentials of each gas, taking into account advice
provi ded by the | PCC and SBSTA. Any revision of GAPs shal
apply to those commitnents under Article 3 in respect of
any comm tnent period adopted subsequent to that revision

Under the draft decision, the COP would reaffirmthat
Parti es shoul d use the Revised 1996 | PCC guidelines for GHG
inventories. In a bracketed paragraph, the COP would al so
reaffirmthat global warm ng potentials (GAPs) used by
Parties should be those provided by the | PCC based on the
effects of the GHGs over a 100-year tinme horizon. For
information only, Parties may use another tinme horizon

CHI NA proposed that GAP shoul d take into account the

i nherent and conplicated uncertainties involved in GAP
estimation.

SW TZERLAND, supported by HUNGARY, urged SBSTA to further

el aborate on the inclusion of bunker fuel enissions in
overall GHG inventories. JAPAN, opposed by the UK, said
there were "actual” and "potential” nmethods of estimating
enm ssions and proposed a new paragraph under which the COP
woul d affirmthe "actual” nmethod for including HFC, PFC and
SF6 emi ssions in QELROs. The US, supported by NORWAY
called for using actual nethodol ogy where data is
avail abl e.

In the final Plenary, delegates adopted a draft decision on
met hodol ogi cal issues related to the protoco
(FCCC/ CP/1997/L.5). It reaffirns that:



*Parties should use the revised | PCC guidelines for
i nventories of GHGs;

*data for HFCs, PFCs and SF6, when avail abl e, should be
i ncl uded when reporting on enissions;

*gl obal warming potentials used by Parties should be those
provided by the IPCC in its Second Assessnent Report (SAR);

*em ssions based on fuel sold to ships or aircraft engaged
in international transport should not be included in
national totals, but reported separately; and

*em ssions resulting fromnultilateral operations pursuant
to the UN Charter shall be reported separately.

ARTI CLE 6 (Joint Inplenmentation): Article 6 covers sone of
the material fromArticle 7 of the AGBM 8 negotiating text,
on transfer and acquisition of emission reduction units
(ERUs) between Annex | countries that result from projects
ai med at reduci ng ant hropogeni ¢ em ssions by sources or
enhanci ng ant hropogeni c renovals by sinks of GHGs. Criteria
i nclude that the project:

*is approved by the Parties involved,

*provi des reduction in enissions or enhancenent of renpvals
that is additional to any otherw se occurring;

*does not acquire ERUs if it is not in conpliance with its
obligations under Articles 5 and 7; and

* is supplenmental to donestic actions for neeting
comm tnents under Article 3.

It allows for:

*further el aboration of guidelines for its inplenentation
including for verification and reporting;

*aut hori zation of legal entities under a Party's
responsibility to participate in generation, transfer, or
acqui sition of ERUs; and

*continuing transfers and acquisitions of ERUs while
questions of inplenentation are resolved, should they
arise, provided that units are not used by a Party to neet
comm tments under Article 3 until any issue of compliance
is resol ved

ARTI CLE 7 (Submi ssions by Parties): Article 7 calls on each
Annex | Party to incorporate supplenentary infornation in
its annual inventory of anthropogenic em ssions by sources
and renoval s by sinks of GHGs not controlled by the
Montreal Protocol in order to ensure conpliance with
Article 3, and incorporate in its national conmunication



the supplenentary information necessary to denonstrate
conpliance with its conmtnents. It is to subnit its

em ssions inventory annually and its national conmunication
as frequently as determ ned by the MOP. The MOP is to adopt
at its first session, and review periodically, guidelines
for the preparation of the information. It shall also

deci de upon nodalities for the accounting of assigned
amount s.

ARTI CLE 8 (Expert Review of Inplenentation): Article 8
calls for review by expert review teans of the information
submitted under Article 7 by Annex | Parties, as part of an
annual conpilation and accounting of emi ssions inventories
and assigned anounts and the review of conmunications. The
review teans shall be coordinated by the Secretariat and
conposed of experts selected fromthose nom nated by the
Parties to the Convention and intergovernnenta

organi zati ons, as appropriate. The revi ew process shal
provi de a conprehensive technical assessnent of all aspects
of inplenentation of the Protocol, and the teans shal
prepare a report for the MOP assessing the inplenmentation
and identifying any potential problens in the fulfill ment
of commitments. The Secretariat shall circulate the reports
and |ist questions of inplenmentation for further

consi deration by the MOP. The MOP shall: adopt at its first
session, and review periodically, guidelines for the
review, with the assistance of SBlI and, as appropriate,
SBSTA, consider the Parties' information, the expert review
reports, the questions listed by the Secretariat, and any
questions raised by Parties; and take decisions on any
matter required for the inplementation of the Protocol

ARTI CLE 9 (Review of the Protocol): Under Article 9, the
MOP shal |l periodically review the Protocol in light of the
best available scientific information and assessnments on
climate change and its inpacts and rel evant techni cal
soci al and econonmic information, and take appropriate
action. The first review shall take place at the second
session of the MOP, with further reviews at regular
intervals in a tinmely mnner.

ARTI CLE 10 (Advancing the Cormitnments in FCCC Article 4.1):
Article 10 (Article 12 in the negotiating text) was
addressed in a negotiating group co-chaired by John Ashe
(Antigua and Barbuda) and Bo Kjellén (Sweden).

I ndustrialized nations favored alternative text under which
all Parties would, inter alia, inplenment national and

regi onal programmes contai ning neasures to mtigate climte
change and facilitate adequate adaptation. Devel opi ng
countries preferred an alternative stating that devel oped
countries shall incorporate QELROs and P&Vs into their

nati onal progranmes. Devel oped countries would al so specify
nmeasures taken to finance technol ogy transfer, provide
financial resources and assist in neeting the costs of
adapt ati on. Sone del egates expressed concern over who woul d
bear the costs of proposals to, inter alia, fornulate
programes to inprove protection neasures for



infrastructure and depl oy adaptation technol ogi es.

On 3 Decenber, the negotiating group on comm tnments under
Article 4.1 met in the afternoon to discuss a Chair's draft
text. Del egates agreed not to discuss three refornul ated
paragraphs in the draft, covering national and regiona
programmes for GHG i nventories and mitigation and

adapt ati on neasures, actions to address clinate change, and
reporting, after a group of countries said it preferred to
base di scussions on the prior version of those paragraphs.

On 6 Decenber, Kjellén reported that nunerous alternative
texts renmained to be decided. A docunment was distributed
outlining the status of negotiation, including alternative
texts and sone new proposals. Estrada invited Parties to
negotiate on the basis of Kjellén's alternatives.

In the final COWNPlenary, the Chair said there was no
agreenent on the entire article. However, he noted
agreenent on the article's chapeau and paragraphs on
national inventories, technology transfer, scientific
cooperation, capacity building, national conmunications and
a reference to FCCC Article 4.8, which were adopt ed.

The G 77/ CHI NA said there was no consensus on Alternative
A, which contained a |ist of programmes and neasures for
mitigation and adaptation, and proposed deleting it and
Al ternative B, which enphasi zed technol ogy transfer

Kjell én said his Co-Chair's text m ght be substituted for
the paragraphs on which agreenent could not be reached.
Estrada asked that the Co-Chair's text be distributed.
After extended debate, the text was accepted.

Article 10, as adopted by COP-3, describes activities al
Parties shall undertake in reaffirm ng and advanci ng

i npl enentation of existing commitnments in FCCC Article 4.1,
taki ng account their common but differentiated
responsibilities and national and regional devel opnent
priorities, wthout introducing new conmtnments for non-
Annex | Parties. Wiere relevant and to the extent possible,
Parties shall fornulate programmes for preparation of
national GHG i nventories. They shall fornulate, inplenent,
publi sh and update programmes containing mtigation and
adapt ati on neasures. The programes would, inter alia,
concern energy, transport, industry, agriculture, forestry
and waste managenent. Annex | Parties shall submt

i nformati on on action under the Protocol. O her Parties
shall seek to include in their national comunications, as
appropriate, information on programmes they believe address
climate change, including abatenent of GHG em ssions

i ncreases, enhancenent of renovals by sinks, capacity
bui | di ng and adaptati on. O her paragraphs cover cooperation
in technology transfer, scientific research and
observati on, and education and traini ng programes.

ARTI CLE 11 (Financial Resources): This article was
di scussed in a separate negotiating group chaired by John



Ashe (Antigua and Barbuda). On 6 Decenber, Ashe reported in
COW Pl enary that there was di sagreenment over bracketed
references to provision of financial resources "through the
fi nanci al nechani snf and over guidance to the nmechani sm
The PHI LI PPI NES, on behalf of the G 77/ CH NA, proposed

del etion of the text in brackets. Del egates debated whet her
reference to the financial nechani smshould be retained.
Later in the sanme session, Ashe introduced a revised draft
text on financial resources.

Article 11 describes financial resources, noting that
Parties shall take into account FCCC Articles 4.4-4.9 in

i npl enenting Protocol Article 10. It states that Annex |
Parties' shall, in accordance with FCCC Articles 4.3 and
11, and through the FCCC financial mechani sm provide new
and additional financial resources to neet agreed ful
costs incurred by devel oping country Parties in advancing
comrtments in Protocol paragraph 10(a); and al so provide
financial resources needed by devel oping country Parties to
meet full increnental costs of activities in Article 10,

i ncl uding technol ogy transfer. |Inplenentation of existing
comm tments shall take into account the need for adequacy
and predictability in the flow of funds. The article al so
permts provision of financial resources through bil ateral
regional and other multil ateral channels.

ARTI CLE 12 (Cl ean Devel opnent Mechanism: On 4 Decenber in
the COWV Pl enary, Luis Gylvan Meira Filho reported on
consul tations held on a proposed cl ean devel opnent fund
(formerly Article 18) and said that there was verba
consensus to include it in the text of the Protocol, but
drafting to that effect was pending.

Much of the negotiations on the CDMtook place in inform
bilateral and group discussions |ead by the US and Brazil.
The first public debate took place in the final COW

Pl enary. Del egates anmended references to an executive board
"of the CDM "

The PHI LI PPI NES, supported by the MARSHALL | SLANDS, FRANCE
UGANDA, SAUDI ARABI A, TRI NI DAD and TOBAGO, the EU and the
NETHERLANDS, proposed del eti on of a paragraph stating that
certified emissions reductions from 2000 to the begi nning
of the first commtnent period can be used to achieve
conpliance during that comm tnent period. FRANCE said COP-4
shoul d consi der the paragraph. RUSSI A, COSTA RI CA, HUNGARY
the US, CROATIA, JAPAN, PERU and POLAND opposed the

del etion, as did CANADA, who said joint inplenmentation with
credit was an inportant notion to retain.

BRAZI L said the paragraph provided an incentive for an
early start. He said he felt it would be inportant to say
explicitly that reductions obtained from 2000 to the first
comri tment period could be used in the first conm tnent
period. Estrada said he saw no consensus to delete the

par agr aph.



The final text on Article 12 defines the clean devel opnent
mechanism (CDM . Its purpose is to assist non-Annex |
Parties in achieving sustainable devel opment and
contributing to the FCCC objective, and to assi st Annex
Parties in achieving QELROs. Non-Annex | Parties will
benefit fromproject activities resulting in certified

eni ssion reductions, and Annex | Parties nay use the
certified reductions "to contribute to conpliance with part
of their" QELRCs, as deternined by the MOP

The CDM shall be subject to the authority and gui dance of
the MOP and supervised by an executive board of the CDM
Each project's enission reductions shall be certified by
operational entities designated by the MOP based on

vol untary participation by each Party invol ved; real
nmeasurabl e and long-termclinmte change nmitigation
benefits; and em ssion reductions additional to any
occurring in the absence of the certified project activity.
The CDM shal |l assist in arranging project funding as
necessary.

The first MOP shall elaborate nodalities and procedures to
ensure transparency, efficiency and accountability through
i ndependent project auditing and verification. The MOP
shall al so assure that a share of proceeds fromcertified
projects is used to cover adm nistrative expenses and to
assi st neeting adaptation costs of those devel oping country
Parties particularly vulnerable to clinate change effects.
Participation may involve private and/or public entities,
subj ect to gui dance provided by the CDM executive board.
Certified em ssion reductions obtai ned between 2000 and
2008 can be used to achieve conpliance in the first

comm tnment period. The COP serving as the MOP shall, at its
fourth session, analyze the inplications of the paragraph
on reductions between 2000 and 2008.

ARTI CLE 13 (Meeting of the Parties): After its first
meeting on 2 Decenber, a contact group chaired by Patrick
Széll (UK) reported progress on this article. Discussion
was based on G 77/ Chi na proposals tabled at AGBM 8. The
contact group discussed the relationship between the MOP
and the Conference of the Parties, the way in which the
article on the MOP should refer to the review of the
adequacy of conmitnents under the FCCC, and ot her

out st andi ng i ssues.

On 5 Decenber in the CONPlenary, the Chair of the
negotiating group on institutions and nechanisns (1 &Ns),
Takao Shi bata (Japan), reported progress in discussions on
articles on the MOP/COP. He said Parties agreed that the
FCCC COP shall serve as the neeting of the Parties (MOP)
having agreed to the principle of functional integration
but legal distinction between the bodies.

Fol l owi ng further discussion, delegates agreed to Article
13, which states that the COP shall serve as the Protocol's
MOP. Parties to the Convention that are not Parties to the



Protocol may partici pate as observers in the proceedings.
Decisions will be taken only by Parties to the Protocol
The COP shall performthe functions assigned to it by the
Protocol and shall, inter alia, assess inplenentation,
exani ne obligations and seek to nobilize additiona
financial resources.

ARTI CLES 14 AND 15: These articles were agreed in the
negotiating group on | & . Under 14 (Secretariat) and 15
(Subsi di ary Bodies), the FCCC Secretariat and Subsidiary
Bodies will also serve the Protocol

ARTI CLE 16 (Multilateral Consultative Process): This
article was discussed in the | &% negotiating group. The
COP shall, as soon as practicable, consider the application
of the nmultilateral consultative process to the Protocol

ARTI CLE 16 bis (Em ssions Trading): Article 16 bis was a

| ate addition to the Kyoto Protocol. Originating as part of
the US COP-2 announcenent that it was prepared to nmeke a

| egal 'y binding em ssions reduction conmtnment, the concept
of em ssions trading was di scussed al ongsi de di scussi ons on
QELROs. It began COP-3 negotiations as Article 6 of the
negoti ating text produced by AGBM 8 (FCCC/ CP/ 1997/ 2),
havi ng been bracketed by the G 77/ CH NA. This text all owed
any Annex | Party or any other Party naking a voluntary
comitment to transfer to or acquire fromany other like
Party any of its allowed em ssions if the Party was in
conpliance with its obligations and had in place a nationa
mechani sm for the certification and verification of

em ssions trades. It also set forth criteria for em ssions
t radi ng.

The text on emissions trading was dealt with in the QELRGCs
negotiating group, in informal negotiations, and eventually
as paragraphs of Article 3 in the final COW debate, where
the text was deleted and a different version added as
Article 16 bis.

On 3 Decenber, the negotiating group on QELRGCs briefly

di scussed em ssions trading. On 6 Decenber in the COW
Estrada reported that no agreenent had been reached on
alternative text for this article so it would remain as it
appeared in the negotiating docunment produced by AGBM 8.
CANADA i ntroduced an alternative text, stating that
commitnments under Article 3 would be nmet in a "cost
effective manner” and "in accordance with internationa
rules.” A cap on enissions trading was introduced, as was
text that reporting on emissions trading should be
conducted. Guidelines for the structure and timng of an
eni ssions tradi ng nechani sm were al so incl uded.

INDI A, on behalf of the G 77/CH NA, and supported by CHI NA
and | NDONESI A, reiterated its objection to the concept of
eni ssions trading, stating that it is extraneous to the
Berlin Mandate and would not |ead to GHG em ssions
limtation and reduction



In the CONVon 10-11 Decenber the debate continued. CHI NA
supported by I NDI A, SAUDI ARABI A, | RAN, TOGO, UGANDA,

NI GERI A, VI ETNAM and t he UNI TED ARAB EM RATES, proposed

del eting the paragraph on em ssions trading, along with two
subsequent paragraphs on including and subtracting

eni ssions reduction units acquired and transferred,
respectively, in each Party's assigned anount (paragraphs
3.10, 3.11 and 3.12). INDI A stressed that trading should be
based on equitably allocated entitlenents.

MEXI CO, RUSSI A, | SRAEL, UKRAINE, NAURU, AUSTRALIA, the
REPUBLI C OF KOREA, ROVANI A, JAPAN, ARGENTI NA, SAMOA, NEW
ZEALAND, POLAND and SW TZERLAND favored keeping the three
par agraphs as drafted. | RAN suggested that the Secretari at
study the concept for future action. UGANDA, supported by
NI GERI A, specified that future COPs shoul d exani nes the
merits of trading.

The UK, supported by HUNGARY, TUVALU, GRENADA, SEYCHELLES
ZI MBABWE, the CZECH REPUBLIC, CHILE, URUGUAY, the

PHI LI PPI NES, SLOVENI A, ACSI'S, ZAMBI A and COLOMBI A, proposed
anendi ng the paragraph to clarify that trading would not be
al l owed until appropriate rules and gui delines were agreed
by the COP. The Chair noted the existence of a draft
decision for COP-3 to that effect.

The US stressed its change in position to support for very
deep reductions and, wi th CANADA, ARGENTI NA and NEW
ZEALAND, proposed that COP-4 define relevant rules and

gui del i nes

BURKI NA FASO proposed del eting | anguage i n paragraph 3.10
allowing Parties to engage in em ssions trading and on the
suppl ementary nature of such trading as pertains to
donestic actions toward neeting commtnents, along with the
two subsequent paragraphs, and proposed a reference to the
decision to be taken by COP-3 to have COP-4 determ ne the
nodal i ties, rules and guidelines for em ssions trading. The
GAMBI A, MALAW , KIRIBATI, SAUDI ARABI A, ZAMBI A and | RAN
supported del etion of paragraphs 3.11 and 3.12, if COP-4
was to further consider em ssions trading.

However, Estrada, noting that certain Annex | countries
require flexibility nmechanisns to take on significant

| egal |y binding comritnents, urged del egates to adopt a
decision allowing COP-4 to determ ne nodalities and

gui delines for em ssions trading, in particular for
verification, reporting and accountability. This was
supported by KENYA and COSTA RI CA

Estrada said that paragraphs 3.11 and 3.12 were not
intended to conme into being before the rules under 3.10
wer e deci ded upon. He noted that there was a clear

i ndi cation that the room was noving towards adopting a
draft decision for further work by COP-4.



NORWAY and ROVANI A supported devel oping rul es and

gui delines for consideration at COP-4. SRl LANKA proposed
that the COP exami ne the feasibility of em ssions trading
and possibly fornul ate regul ati ons.

CHI NA said that rules, guidelines and regul ations for

eni ssions tradi ng would have to be studied, as suggested in
the draft decision. He also warned that enissions trading
may not contribute to actual reductions in en ssions but
shift reductions overseas. He expressed hope that the issue
woul d not be made a condition for any figures.

Estrada said there was consensus that the COP shoul d study
the conditions for "the new animal" before it is allowed to
"run wild in different places."

The US agreed there were areas in need of further

consi deration and supported the UK anmendnent, but noted
that enissions trading had been successful and cost
effective in other fora. He said paragraphs 3.11 and 3.12
refl ected the understanding Parties had reached.

I NDI A al so supported the proposals by the UK and Burki na
Faso, noting the issue of entitlenment. Supported by UGANDA,
the PHI LI PPI NES, SAUDI ARABI A, ZI MBABWE, ZAMBI A, | RAN and
COLOMBI A, | NDI A suggested further anmendi ng paragraph 3. 10
to include definition of rules "for equitable allocation of
initial entitlenents for such enissions trading." ZI MBABWE
proposed a reference to a global ceiling for entitlenments
based on contraction and convergence of em ssions, to
further address the question of equity. The US strongly
objected to the Indian proposal and said it would make the
syst em unwor kabl e, but suggested that the proposals from

I ndia and Zi nbabwe contained el enents that Parties m ght

wi sh to address in the future. COLOMBI A proposed a further
anendnment on defining rules for equitable allocation of
entitlements for em ssions trading.

Estrada suggested separating paragraph 10 from Article 3
and creating a new article on interim arrangenents,
i ncl uding a study.

CHI NA described equitable rules as a matter of human rights
and supported the Chair's suggestion that subsidiary bodies
report to the COP on em ssions trading.

Estrada then warned that the Parties m ght be about to

"bl ow up" the whole possibility of having the agreenent and
invited delegations to reflect on the consequences of their
deci sion they were about to take. It had been understood
for sone tinme that em ssions trading would be part of the
flexibility required for sone to participate. It had al ways
been agreed that studies would be necessary. It was
necessary to establish a link between the future work of
the Conference and the itenms to be adopted. He observed
flexibility on one side of the debate. He recalled that in



his report on the AGBM he had noted that a nunber of
countries were at first against the adoption of the
Convention, and | ater against the adoption of the Berlin
Mandate. During the work on the Berlin Mandate these
Parti es had not hel ped. MALAYSI A asked that the issue of
eni ssions trading be referred to the subsidiary bodi es.
Estrada suspended the neeting.

After the break, Estrada proposed renoving paragraph 3. 10,
and inserting a separate Article 16 bis establishing an
interimarrangenent for emi ssions trading. He al so
described a draft decision in which the COP woul d request
the Chairs of SBSTA and SBI to guide the Secretariat on
preparatory work needed so that COP-4 could consider

nmet hodol ogi es and principles, nodalities, rules and
guidelines, in particular verification, reporting and
accountability for enissions trading. He said the text and
draft decision were the only possible consensus. The texts
were adopted at the final Plenary.

The final text of Article 16 bis reads: "The COP shal
define the relevant principles, nodalities, rules and
guidelines, in particular for verification, reporting and
accountability for enissions trading. The Parties included
in Annex B nay participate in em ssions trading for the
purposes of fulfilling their comitnments under Article 3 of
this protocol. Any such trading shall be supplenental to
donestic actions for the purpose of neeting quantified

em ssion limtation and reduction comm tnents under that
Article.”

Deci si on FCCC/ CP/ 1997/ L.7 requests the SBSTA and SBI Chairs
to give guidance to the Secretariat in preparation for COP-
4, and to allocate work to their respective subsidiary

bodi es, on definition of relevant principles, nodalities,
rules and guidelines, in particular for verification
reporting and accountability of em ssions trading, pursuant
to Article 16 bis of the Protocol

ARTI CLE 17 (Non-Conpliance): In the COP "stock-taking"

Pl enary on 6 Decenber, |1&WVs negotiating group Chair Shibata
sai d del egates had debated two alternatives on procedures
and nmechani sns related to non-conpliance. Alternative A
woul d apply to Annex | Parties and penalties woul d operate
through a cl ean devel opnent fund. Alternative B would apply
to all Parties and any procedures adopted that entail ed

bi ndi ng consequences woul d be adopted by amendi ng the
protocol. Estrada proposed continuing informal

consul tations. The US proposed new text that would, inter
alia, require Parties exceeding their enissions budget for
a given period to reduce the excess anpbunt from subsequent
peri ods.

Foll owi ng further discussion, the agreed text for Article
17 states that the MOP shall at its first session approve
appropriate and effective procedures and nechani sns to

determ ne and to address cases of non-conpliance with the



provi sions of this Protocol, including through the

devel opment of an indicative list of consequences, taking
into account the cause, type, degree and frequency of non-
conpl i ance

ARTI CLE 18 (Dispute Resolution): This article was di scussed
in the | &5 negotiating group. Under this article, the
provi sions of the FCCC apply nutatis nutandis.

ARTI CLE 19 (Armendnents to the Protocol): This article was
di scussed in the | & negotiating group and sets out the
process for anending the Protocol, under which amendnments
wi || be adopted by consensus. Failing that, they will be
subject to a three-fourths vote.

ARTI CLE 20 (Annexes to the Protocol): This article was

di scussed in the | & negotiating group and states that
annexes shall be an integral part of the protocol and
annexes adopted after the Protocol's entry into force
should be limted to lists of a descriptive scientific,
technical or procedural character. Anmendnents to the
annexes shall be adopted at an ordinary session of the MOP

ARTI CLE 21 (Voting Rights): This article was discussed in
the | &k negotiating group and provides that each Party
shall have one vote except in the case of regional economc
i ntegration organi zations, which will exercise their right
to vote with a nunber equal to the nunber of their nenber
St at es.

ARTI CLE 22 (Depositary): This article was discussed in the
| &5 negotiating group and states that the Secretary-
General of the UN shall serve as the depositary of the

Pr ot ocol

ARTI CLE 23 (Ratification, Acceptance or Approval): This
article was discussed in the | &5 negotiating group and
states that the Protocol shall be open for signature at the
UN in New York from 16 March 1998 to 15 March 1999

ARTI CLE 24 (Entry into Force): On 5 Decenber in the COW

Pl enary, the Chair of the working group on | &\, Takao

Shi bata, reported progress in discussions on entry into
force. The article contained two alternatives on entry into
force. Alternative A used triggers related to nunber of
ratifications and a percentage of CO2 em ssions.
Alternative B would require [75] or [50] ratifications and
[5099 or [759% of Annex | Parties.

Estrada proposed specifying 50 Parties and 60% of tota

eni ssions. Shibata reported that nost Parties preferred

Al ternative A, but suggested requiring 75% of eni ssions.
Estrada suggested a footnote stating that this percentage
gives veto power for entry into force to one particular
Party. The G 77/ CH NA said any figure in excess of 50% was
unacceptable. He could support Alternative Bif it required
50 ratifications and 60% of Annex | Parti es.



Foll owi ng further discussions in the CON del egates agreed
that the Protocol shall enter into force on the ninetieth
day after the date on which not less than 55 Parties to the
Convention, incorporating Parties included in Annex | that
account in total for at |least 55% of the total carbon

di oxi de emi ssions for 1990, have deposited their instrunent
of ratification, acceptance, approval or accession

ARTI CLE 25 (Reservations) : This article was discussed in
the | &5 negotiating group and states that no reservations
may be nade to the Protocol

ARTI CLE 26 (Wthdrawal) : This article was discussed in the
| &5 negotiating group and states that any tine after three
years fromthe date on which the Protocol has entered into
force for a Party, that Party may withdraw fromthis

Pr ot ocol

ARTI CLE 27 (Original UN | anguage texts): This article was
di scussed in the | & negotiating group and states that the
original of this protocol of which the Arabic, Chinese,
Engl i sh, French, Russian and Spanish text are equally
authentic, shall be deposited with the Secretary-General of
the UN.

OTHER | SSUES

Conpensation Fund: On 4 Decenber in Plenary, the Chair of
the negotiating group on the proposed conpensation fund
(Iran) reported that there were still divergent views on
the issue and that further consultations were needed.

On 6 Decenber, |IRAN reported on negotiations on mnim zing
the adverse effects of climte change through P&\s. He
proposed alternative text based on a draft decision by

Zi mhabwe and Uganda calling for an SBlI review of actions to
meet devel opi ng country needs-rel ated adverse effects. Both
contai ned a bracketed reference to [establishnment of

measur enents of conpensation]. The US, the EU, POLAND
AUSTRALI A and CANADA sai d conpensati on was unacceptabl e and
the paragraph shoul d be deleted. SAUDI ARABI A, the G

77/ CHI NA, | NDONESI A, UGANDA, URUGUAY, KUWAIT, NI GERI A, the
UNI TED ARAB EM RATES, CHI NA, VENEZUELA, BAHRAI N and EGYPT
supported renovi ng the brackets. ZlI MBABWE suggest ed

m ni sterial consideration of the proposal under FCCC
Article 4.8. NEW ZEALAND obj ected to conmpensation, but
supported Uganda's proposal to replace "conpensation" with
"inmpacts." The Chair suggested replacing the existing
paragraph with Iran's text, with the entire text bracketed.
Del egates did not engage in further discussions on this
proposal

Vol untary Conmitnents: On 4 Decenber in the COW Pl enary,
Damaso Luna (Mexico), reported that further consultations
wer e needed on voluntary conmtnents for non- Annex
Parties (fornmerly Article 10). In the final COW Pl enary,



SAUDI ARABI A, KUWAI T, VENEZUELA, EGYPT, the UN TED ARAB

EM RATES, SYRI A, MOROCCO, | RAN, BRAZIL, GAMBI A and
BANGLADESH cal | ed for deletion of this draft article. I NDI A
said the article would create a new category of Parties not
established in the Convention. CHI NA said although the
comitnments were voluntary in name they would deternine a
level of limtation or reduction of anthropogenic

eni ssions, inposing an obligation that did not apply to
devel opi ng countries. The article endangers the non-Annex
status of Parties joining its activities and inposes new
comri tments on devel opi ng countries. UGANDA said voluntary
comm tnents woul d not be voluntary years from now.

SAMOA, on behal f of 35 Parties and ACSIS, said the
article's activities were entirely voluntary and i nposed no
new commitments for devel oping country Parties. ARGENTI NA
supported by the UK, proposed additional text that would
prohi bit arbitrary nmeasures or discrimnation against non-
Annex | Parties who do not assune voluntary conm tnents.

HUNGARY, GRENADA, RUSSI A, JAPAN and M CRONESI Asupported
retaining the article. The US said the article strengthened
the protocol by including broader range of countries in
partnership, inmposed no new nmandates and pernmitted growh
targets. He proposed adding that emi ssions linmtations
assunmed voluntarily should not inhibit econom c devel opnent
and may constitute a growth budget. The REPUBLI C OF KOREA
said the article was phrased in a way to permt voluntary
assunption of a target wi thout any new conm tnents. | SRAEL
supported the article and the anendnents proposed.

The PHI LI PPI NES sai d he supported the concept underpinning
the article, but only concerns represented in the
anmendnments coul d be addressed. MEXICO said the article in
nodi fied formcould avoid pressure on non- Annex

countries. He proposed anendi ng the US anmendnent on
preventing linmts to economi c growmh and devel opnent, and
addi tional text that volunteering Parties should have
access to all nodalities of trading but should not be
liable to penalties or fines. He said the idea was to
provi de access by non-Annex | Parties to market nechani sns.
Estrada said there was no consensus on the article, so it
shoul d be del et ed.

New Zeal and Proposal: On 5 Decemnber, NEW ZEALAND sai d Annex
| Parties' constituencies needed assurances that devel oping
countries would adopt binding em ssions limtation
commitnments in a third comm tnent period. He proposed
doubl e conditionality: Annex | Parties needed early
agreenent by non-Annex | countries on future conm tnents,
but non-Annex | Parties would not be held to commitnents if
Annex | Parties did not fulfil their Kyoto comm tnents. He
called for "progressive engagenent" according to relative

| evel s of devel opnent, and exenption for |east devel oped
countries. Supported by the US, CANADA, POLAND, SLOVEN A,
AUSTRALI A, SW TZERLAND and JAPAN, he introduced a draft
text that, inter alia: noted Annex | Party comm tnments



through 2014; considered that future Annex | comm tnents
beyond that date should conprise the wi dest possible
participation in binding action; recognized the dependence
of inception of non-Annex | Parties' l|legally binding

em ssions linmtations comitments on Annex | Parties

i npl enentation, particularly of Kyoto Protocol QELRGs;
agreed there should be further QELROs for Annex | Parties
and "quantified emi ssion limtation objectives" for other
Parties, except |east devel oped countries; and established
a process to set the commtnments, to be concluded by 2002

The EU reiterated that the Berlin Mandate precluded new
comm tments for devel oping countries and underscored that
devel oped countries nust |lead the way by adopting legally
bi nding commitnments in Kyoto. He drew attention to | PCC
findings indicating that a significant reduction in

eni ssions would require efforts by both devel oped and
devel opi ng countries. However, future commitnments woul d
have to take into account the principle of commpn but
differentiated responsibilities. He suggested continuing
consultations with a viewto reaching a satisfactory
result. He said it would be appropriate to start a review
process based on FCCC Article 7.2 with a viewto
establishing further commtnments for all Parties.

The G 77/ CHI NA, supported by THAI LAND, SAUDI ARABI A, | RAN
COLOMBI A, MALAYSI A, NI CARAGUA, HONDURAS, SYRI A, GHANA
TOGO, LACS, KUWAI T, GRENADA, BOTSWANA, BAHRAI N, MALI

CHI LE, PERU, TRI NI DAD AND TOBAGO, NI GERI A, BANGLADESH,
KENYA, MOROCCO, ZI MBABWE, | NDONESI A, URUGUAY, CENTRAL

AFRI CAN REPUBLI C, PHI LI PPI NES, VENEZUELA, COSTA RI CA,
GAMBI A, ARGENTI NA and SOUTH AFRI CA, on behal f of Southern
African Devel opment Community (SADC), said equity and
comon but differentiated responsibilities are keys to
success. He noted the | ow per capita enissions of

devel opi ng countries and their econom ¢ and soci al

devel opment priorities. This is not the tinme to address
devel opi ng country commitnments, but to strengthen devel oped
country comm tnents. He concluded with one word: "no."

I NDI A obj ected to depriving devel opi ng countries of

equi tabl e environnental roomto grow. BRAZIL said one
devel oped country statenent had inplied "if you don't
deliver, we won't deliver," to which he replied "until you
deliver, we don't discuss." CH NA recalled the performance
of Annex | Parties in neeting existing conmtnents and
warned the EU. "beware of your bubble."

HUNGARY said other Parties could follow countries with
econom es in transition, who joined Annex | in spite of
economic difficulties. The US stated that commi tnents for
all Parties nust allow for economc growth while

simul taneously protecting the environnent. The US wanted
devel opi ng countries, except the | east devel oped countries,
to adopt enissions targets to abate the increase in their
eni ssions. He noted that devel oping country comnitnments
could be differentiated in |ight of respective
responsibilities and capabilities. While acknow edgi ng



efforts by devel oping countries to address their em ssions,
JAPAN pointed to the need for further participation in the
future. He proposed initiating a post-Kyoto process to this
effect. He said that devel oping country participation does
not nean reduction, but linmtation of enissions and

i ndi cated that New Zeal and's proposal could serve as a
basis for discussions. CANADA said that the sequencing of
comri tments had wor ked under other agreenents.

The G 77/ CHI NA said the New Zeal and proposal shoul d be
dropped and that the group would not participate in a
contact group as a matter of principle. The President said
he woul d consult the Bureau. The proposal was not discussed
further.

CLOSI NG PLENARY

At approxinmately 1:00 pmon 11 Decenber, Hiroshi Ohki
(Japan) convened the COP-3 closing Plenary to address
pendi ng issues in the agenda (FCCC/ CP/ 1997/1), including
the adoption of a protocol or legally binding instrunment.
The adoption of the rules of procedure for the COP
(FCCC/ CP/ 1997/ 2), was deferred to COP-4. Del egates al so
deci ded that SBSTA and SBI would el ect officers other than
Chairs.

COW Chair Estrada said he was happy to submit a Kyoto
Protocol that was unani nobusly recomrended by the COWfor
adoption by COP-3. He stated that the Protocol would reduce
overall CHG emnissions by 5.2%for Annex | Parties from 1990
| evel s over a period between 2008 and 2012. He noted that
this neant a 30% reduction of projected enissions by the
year 2012. He pointed out that it had not been easy for
countries to cone to an agreenent, given the econom c and
political inplications of sone of the concessions that had
been nade, and said that the spirit of conprom se was an
exanple to be followed in future negoti ations.

He indicated that the Protocol included an annex with
targets for each Annex | country. He drew attention to a
decision to be take by COP-3 (FCCC/ CP/1997/L. 1) adopting
t he Protocol

The US pointed out that a paragraph under Article 12
stating that "COP-4, serving as the MOP to the Protocol
shal |l analyze the inplications of certified em ssions
reductions" should not appear in the Protocol, but in the
draft decision that adopts it. NORWAY suggested the

i ncl usi on of another sub-paragraph in the decision on the
el aboration of nodalities and procedures for the effective
i npl enentation of an article on a CDM (Article 12). The
Chair invited the COP to adopt the decision w thout any
additions, considering that the COW had unani nously
recommended it for adoption.

The Kyoto Protocol (FCCC/CP/1997/L.7/Add.1) was unani mously
adopted by COP-3 through a decision that opens it for



signature from 16 March 1998 until March 1999 and requests
the UN Secretary-Ceneral to be its depositary. The deci sion
requests the SBSTA and SBI Chairs to allocate work on a
list of matters to their respective subsidiary bodies and
to give guidance on these matters to the Secretariat in
preparation for COP-4. The list includes the follow ng:

*Determ nation of nodalities, rules and guidelines as to
how and whi ch additional human-induced activities rel ated
to changes in GHG em ssions and renovals in the
agricultural soil and | and-use change and forestry
categories shall be added to, or subtracted from the
assigned anount for Parties included in Annex |, as
provided for in the Protocol under an article on sinks
related to QELRCs (Article 3, paragraph 4).

*Definition of relevant principles, nodalities, rules and
guidelines, in particular for verification, reporting and
accountability of em ssions trading, pursuant to an article
in the Protocol on em ssions trading (Article 16 bis).

*El aborati on of guidelines for any Party included in Annex
| to transfer to, or acquire from any other such Party any
eni ssion reduction units resulting fromprojects ai med at
reduci ng ant hr opogeni ¢ em ssions by sources or renopvals by
sinks of GHGs in any sector of the econony, as provided for
in an article on a formof reduction credits (Article 6).

*Consi deration of and, as appropriate, action on suitable
met hodol ogi es to address the situation of Parties listed in
Annex B of the Protocol for whom single projects would have
a significant proportional inpact on enmissions in the
commi t nent peri od.

*Anal ysis of the inplications of an article on certified
eni ssion reductions (Article 12, paragraph 10).

*The decision also invites the SBI and SBSTA Chairs to meke
a joint proposal for the programe of work of the MOP
after entry into force of the Protocol

TRI NI NDAD AND TOBAGO, on behal f of ACSIS, recalled that
three years ago, at COP-1, ACSIS had subnmitted a proposa
for a protocol setting significant GHG reduction targets.
He said that the reduction targets for Annex | Parties in
the Kyoto Protocol were insufficient and that the
under | yi ng noral nessage they carried was dubi ous: woul d
the industrialized world continue to dunp its waste? He
said that Parties had not worked all these years to see GHG
em ssions increase. He drew attention to the fact that
under the Protocol some devel oped country Parties were

all owed to increase their em ssions while others | owered
theirs, and that this was difficult to understand in |ight
of scientific facts on global warm ng. He said that
drafters would bear the blame for future climte change-
rel ated damage and di sasters, and called upon Parties to
come to COP-4 with clearer comm tnents. COP-3 adjourned at



approximately 3:30 pm on Thursday, 11 Decenber 1997
A BRI EF ANALYSI S OF COP-3

ZEN AND THE ART OF PLANETARY MAI NTENANCE

"Falling into the Moon's reflection

From a single peta

Ri ngs of waves

Bl own by the breeze

Touching each life."

(A Japanese poem or waka by Mahoroba Kaoru sel ected for
this analysis by FCCC Executive Secretary M chael Zanmit
Cutajar. An acconpanying interpretation states that each of
our individual actions will together reshape the world.)

Parties to the UNFCCC adopted a Protocol with the
unprecedented, legally enforced anbition of Iimting and
reduci ng the greenhouse gas eni ssions that have acconpani ed
the rise and rise of the industrial era. Appropriately,
they did so in Kyoto, Japan's capital city of Zen —a
traditional Buddhi st practice associated with m ndful ness.
During the COP, Executive Secretary M chael Zanmit-Cutajar
expl ai ned that the Zen path to enlightennment requires a
practitioner to break through nental boundaries inposed by
est abli shed ways of |ooking at the world.

The Kyoto Protocol will become a 21st century koan, a Zen-
like riddle or challenge to break through boundaries

i nposed by political, econonmic, technical and cultura
practices deeply enbedded in the Annex | capitals of a
devel opment nodel whose | eadi ng export to the rest of the
world is an unsustainable state of nmind

The nost i medi ate constraints on thought lingering in
Kyoto were hangovers fromthe original FCCC process. They
took the familiar formof hesitations when Parties were
confronted with the prospect of adopting a |egally binding
agreenent. They renmi ned through the AGBM process that
concl uded the Sunday before COP-3, when del egates stuck
fast to their established negotiating positions. And they
help to explain the gaps between the FCCC s stated goal and
actual inpact. Parties readily acknow edge the

i neffectiveness of their commtnments to alter energy and
econoni ¢ patterns and thus prevent harnful changes in the
climate system The Kyoto Protocol will, inevitably, be
described as a first step. Another first step. In the
absence of nore anbitious reduction and limtation targets
it can be no nore. Moreover, while the question of equity
struggles to find a place in the cal cul ati ons of
negotiators, the anmbition to universalize the inperative of
reduci ng global GHG trends through expanded partici pation



by devel oping countries renmains several steps down the
road. In the neantinme, the ethical question is condemed to
caricature in exchanges within and with the G 77 and Chi na.

The Executive Secretary's challenge pernmits a wi de range of

interpretations and, like Zen itself, can offer few
concl usi ve answers before inquirers enbark on their own
quest. This analysis will Iimt itself to three aspects of

what was an intense, intricate negotiating experience:
*The strategic paths and influences of the key players;
*The utility of a negotiating paradox; and

*The question of whether a return to the nmarketplace can
both serve and reconcile the higher purposes of equity,
climate change protection, and a credible protocol that
sends a strong and clear signal to the stakehol ders about
the virtuous path of sustainable energy production and
consunpti on.

The Zen of Strategy

Throughout the negotiating process the EU, the US and Japan
were in constant communication both within the precincts of
the Kyoto International Conference Hall and by tel ephone.
Meanwhi l e, the US, including Vice President Al Gore during
his high profile visit to the COP, mmintained high-Ieve
contact with key devel oping country partners. As Zamm t
Cut aj ar suggested, Kyoto was a conference of the hamrer and
the hotline. He m ght have added hype.

VWiile the EU provided the anbition that drove the nunerica
targets of the agreed Protocol, the US played an
influential role in shaping the institutional approach to

i npl enentation, notably with enmi ssions trading. Wth the

| atitude provided by an ecologically literate constituency,
the EU targeted US reticence and chanpi oned NGO concerns
about proliferating | oopholes, including those associ ated
with sinks and trading. In doing so, the EU was al so
targeting the flexibility with which the US and ot her
JUSSCANZ countries sought to reduce the donestic inpact of
the linmtation and reductions targets. Cel ebrated by NGOs
for its role, the EU stunbled a little over its own
institutional clunsiness. The US perception of the EU
approach to the negotiation was this: "They were having
more fun being green than in being practical. We had to
convi nce everyone el se." Sone tensions energed when nenbers
of the larger EU group (CGermany in particular) resisted
giving the lead negotiators in the Troika —the UK

Net herl ands and Luxenbourg —the flexibility they needed to
respond rapidly to new positions and red herrings, notably
those of the US

There were al so tensions over issues such as em ssions
trading, with countries such as the UK nore culturally
receptive to adopting market-oriented nechani snms than sone



others. The EU gai ned inclusion of policies and neasures
according to "national circunstances" and perm ssion to
forma bubble, relenting on expressed resistance to six
gases, sinks, em ssions trading, and broader
differentiation of targets.

The G 77/ China —or rather the key players who skillfully
swing the bloc —played an effective role in defeating an
article on voluntary commitnments for devel oping countries,
but |eft observers wonderi ng whet her they would go on to a
broader victory. In a clever play, India and China | ed off
a debate on enissions trading, ambushing the US and
JUSSCANZ and succeedi ng in del aying the pace at which
trading will conme into effect. In doing so in the closing
hours of the negotiations, they signal ed decisive
opposition to the article on voluntary conm tnents and
exhausted all proponents. As a result, the article on

vol untary conmitnents was dropped.

The conpl ex, anbi guous and virtual world of G 77/ China
"interests"” was denobnstrated by Brazil's role in brokering
a Cl ean Devel opment Fund. Wth US sponsorship, this idea
becane the cl ean devel opnent nechanism —a hybrid
institution which brings together credited joint

i npl enentation and em ssions trading, all with "certified"
vol untary devel oping country participation. US negotiators
attracted other Latin American supporters who, in the words
of one observer, "had their national interests explained to
them "

The Cl ean Devel opnent Mechani sm (CDM becane the focus of
the biggest trade-off of the negotiations, according to one
observer. Even in the face of China and India's continued
resistance, the US and its allies gained considerable
ground with the CDM and decl arati ons supporting voluntary
participation by Mexico, the Republic of Korea and others.

Brazil and the US | ed devel opnent of the CDM Originally
presented by Brazil as a means of financing projects

t hrough penalties for non-conpliance, the CDM as
established, will facilitate eni ssion reduction projects in
devel opi ng countries financed by devel oped countries. The
devel oped countries, after the projects and their eni ssions
are certified, can use those emi ssions as credits agai nst
their own reduction objectives, a formof joint

i npl ementation with credit the US and others have | ong
argued for.

The idea gai ned unstoppabl e nomentum as the US recogni zed
it as a politically correct avenue for getting sone key
devel opi ng countries on board. It nmay al so becone a
contentious source of off-shore tradable enissions credits
for Annex | countries. Just who stands to gain nost from
the COMwill only become clear when outstandi ng questions
are answered: will the GEF or the World Bank control the
new Mechani sm and where will the new institution be



| ocat ed?

Overal |, devel oping countries hel ped push hi gher targets by
supporting an em ssions reduction position close to that of
the EU. Devel oping countries vetoed the broad inclusion of
voluntary conmtnments and a stigmatized form of joint

i npl enentation, and hel ped craft the CDM eventually
accepting the flexibility and differentiation approach to
QELRGs that they had earlier resisted. Led by the el oquent
Ambassador Sl ade from Sanmpa, AOSIS continued to provide the
formative consci ence of the Convention and the Protoco
process. AOSIS maintained its noral voice, although the
group's influence within the G 77 was often nuted by those
allied to OPEC interests.

NGOs and nmenbers of the "fourth estate" —the nedia —

pl ayed a pivotal role that paralleled the renpte
negoti ati ons going on between presidents and prine

m nisters. Their experts provided back-up information and
anal yses to del egations ready to listen, their

comruni cati on experts produced press releases in Kyoto and
at home within hours of devel opnents, and their traditiona
activists staged colorful and thought provoking actions
ranging froma Friends of the Earth award for the top dirty
i ndustries and penguins sculptured in ice, to a procession
whi ch raised the specter of the environnmental martyrs of
the Ogoni people in Nigeria to |ink human rights to clinmate
change politics.

NGOs pl ayed a pivotal role in identifying and advising
receptive del egati ons on | oopholes in the proposals,
notably in em ssions trading and sinks. At a neeting with
NGOs, Vice President Gore also proved receptive to advice
on noderating the content of his Plenary speech on the need
for devel oping country conm tnents

the Utility of Negotiating Paradox

A paradox energed as mmjor factions in the negotiations
struggl ed towards higher targets through contrary
approaches. The EU and ot her supporters of an anbitious
target, such as the G 77/ CH NA and ACSI S, decided to hold
out until the US signaled willingness to inprove on its

of fer of stabilization at 1990 |l evels. The EU resisted
conceding to the US and JUSSCANZ nenbers on flexibility in
i npl enentation, notably on enissions trading and sinks
criteria. The US and JUSSCANZ required conmitnments on these
very issues to run the nunbers and fix realizable targets.
The standoff was conpounded by the |ate —but |ong

antici pated —agreenent to adopt a differentiation fornula
as opposed to a flat rate, together with the traditiona
negotiating strategy of taking the process to the wire. The
|latter strategy raises the ante and can serve trade
negotiators well, however, it does little to raise the
quality of conplex institutional arrangenments in the
context of climate change politics.



The conceptual nodel adopted, the so-called "Big Bubble"
approach originally suggested by Russia, provided sone
scope for groups pursuing both approaches to targets —the
anmbi tious and the nervous. It allowed Parties to suggest a
gl obal reduction nunber that was essentially the product of
each Party's cal cul ation of what the policy pieces would
permit themto achieve individually. Each cal cul ation
produced a range of figures which becane the zone of

tol erance to be negotiated between those who stood at each
end. Top of the range was the EU. At the bottom were those
countries seeking to actually increase em ssions above 1990
|l evel s. The EU had al ways made it clear that their 15%
negotiating figure was never intended as a unilatera

offer. But differentiation |left the group sonmewhat high and
dry —struggling to develop a fall back position

Where differentiated targets had been based on conpl ex
formul ae of social and economic criteria, the Big Bubble
reduced differentiation to a purely political fornulation
and the negotiating process to sonething which, at tines,
had the appearance of a bargain basenent-auction. A Russian
del egate recal |l ed how he had been approached by COW Chair
Estrada with an offer, to which he replied: "Not yet.
Never." Others conpared the process to a shell ganme, with
frequent second guessing and back tracking once countries
di scovered what other Parties had to offer. Wthin hours of
the close of the conference the US discovered that Japan
had agreed on a | ower target than WAshington anticipated —
sendi ng one | ead negotiator hurtling down the aisle towards
Estrada to demand an expl anation fromthe nman who was
largely responsible for cajoling the Annex | Parties into
going as far as they did.

Under differentiation the main criterion became each
country's relative willingness to declare a target |evel of
enissions related to 1990. From the deeply contenpl ated
center of each delegation's em ssions projections, a |ack
of consistent political will energed as a collective
political non-decision —as if out of nothingness or, in
fact, what one NGO observer described as Estrada's "bl ack
box." In finest Zen tradition, the agreenent forns itself.

Return to the Market Pl ace

If there are precedents for the scope and nature of the
Kyoto Protocol they are not encouragi ng. One observer
suggested that we | ook to the IMF s now best forgotten
attenpt to regul ate gl obal nmoney flows, anbitious commdity
agreements run by now rusting institutions like the Tin
Council, and those lofty plans associated with the New

I nternational Economic Order. The business of Anerica is
busi ness, however, recalled a US negotiator at the close of
the Kyoto deal. So business and the markets will be key to
i npl enentation, via emi ssions trading and the CDM The
private sector is also the key target group for the
political signals fromKyoto that business as usual is no

| onger an option. Therein lies the second paradox.



It is the econonm c engine roons of the world —the US
Japan and Europe —who have built their power-bases upon
unsust ai nabl e technol ogi es and who nust now | ead the way in
reversing the trends they have | ed. Mreover, the diplomats
who are responsible for translating the signal into
political reality at home are al so anpbng the vanguard of
the cosnopolitan lifestyles.

Anot her inconsistency in the narket-based approach built
into the Protocol, according to another observer, is the US
i nsistence on flexibility while chanpioning the role of the
mar ket. Clear signals to markets will demand m ni num
uncertainty. Tradable permts will be akin to commodities
in a market where sone certainty will be inportant. Wth

| ow emi ssions reductions targets and high flexibility,

great difficulties are anticipated in regulating and

determ ning conpliance. Questions arise as to the val ue of
the new conmodities. A participant at the heart of UN
climte change politics, comenting on the Protocol, feared
that it would not go far enough to ensure that em ssions
reductions woul d be achieved, for the nost part, at hone.

I nstead, there would be a drift towards off-shore
fulfillment of conmitnments.

So a central concern with the narket-driven approach is the
tendency of the market to facilitate an externalization of
the costs or burden. Interestingly, a US representative
conceded to this up to a point. Wiile it was agreed that
the classic General Equilibrium Mbdel can accompany an
externalization of costs, this is viewed by the US
negotiators as a short- to nedi umterm phenonenon.
Believers in the General Equilibrium Model argue that in a
trading regine, particularly with an advance signal that
the nmarket is about to be launched, people will exercise
their external options early and internal options later. If
the classic nodel is right, then by 2008-2012 (the first
budget period), the US negotiators believe, they nmight be
undert aki ng some 60-90% of their enissions reductions
efforts donestically —because the costs will be | ower
Coincidentally, that would also inply that both the current
and prospective Denocratic adm nistrations can | ook forward
to minimal or only incremental pressure to adapt to clinmate
change protection at honme. Asked if Vice President Gore and
the Clinton adnministration were in the business of buying
time, the US representative insisted that they were buying
time for the world.

Optimsts and those with an interest in talking down the
prospect of a greater enphasis on a regulatory regine take
the view that the political signal already energing from

Kyoto will be sufficient. An electric utilities | obbyist
said it was too soon to calculate all the inplications of
the Protocol —notably the inclusion of SF6 —however one

thing was imedi ately clear: the inpact on his clients
woul d anmpunt to the equivalent of a 37% budget reduction
Asked if the signal com ng out of Kyoto would be sufficient



to force his clients to step up their work in sinks
enhancenment and high efficiency gas turbines, he replied:
"Any nore of a signal and we would not be standing here.”

Concl usion: The man who has not slept for 14 years

Asked for thoughts after the grueling all-night neeting of
the Conmittee of the Wiole at the close of the

negoti ations, an Indian delegate told the story of a man
who has been awake for 14 years. Like any good Zen koan,
the story appears to says little about the origina
question: how did Kyoto affect clinmate change policy? The
consensus anmong the world's scientific comunity is that
the climate is "out of kilter" and the human species is, in
all probability, largely responsible. Such is the politica
process, however, that it is unlikely that politica

| eaders have even begun to fornulate the npst salient
questions, let alone fornulate appropriate answers. The
politics of climte change —as denobnstrated by the Kyoto
Protocol process —raises dil emmas and paradoxes for
politicians whose careers are franed by the demands of
attending to a devel opnent nodel that nust now come under
scrutiny. There is nore than the weather out of kilter. And
for nore than one reason, the Kyoto Protocol text will have
the quality of a riddle —designed to raise nore questions
rather than provide confortable solutions. Fortunately,
there are two main schools of thought in the Zen tradition
One holds that the breakthrough to enlightenment cones in a
flash of inspiration. A second, nore applicabl e approach
advocates an increnental journey of trial and error. And on
the journey the inportant thing is to tread |lightly upon
the earth.

THINGS TO LOOK FOR

FCCC MEETI NGS: The FCCC subsidiary bodies will neet from 2-
12 June 1998 in Bonn, Cermany. The subsequent subsidiary
bodi es neetings will coincide with the Fourth Conference of
the Parties in Buenos Aires, Argentina, scheduled from 2-13
Novenber 1997. For nore information contact the UNFCCC
secretariat in Bonn, Germany; tel: +49-228-815-1000;

fax: +49-228-815-1999; e-nmmil: secretariat@nfccc.de. Also
try the FCCC honme page at http://ww. unfccc.de and UNEP' s
Information Unit for Conventions at

http://ww. unep.ch/iuc. htm .

FOURTH | NTERNATI ONAL CONFERENCE ON GREENHOUSE GAS CONTROL
TECHNOLOGI ES (GHGT-4): This conference will be held from 30
August - 2 Septenber 1998 in Interlaken, Switzerland. For
information contact: Dr. Baldur Eliasson, Head, Energy and
d obal Change, ABB Corporate Research Ltd., Baden-Dattw | |,
Switzerland.; tel: + 41-56-486 80 31; fax: + 41-56-493 45
69 e-mmil: bal dur.eliasson@hcrc. abb. ch

ELEVENTH WORLD CLEAN Al R & ENVI RONVENT CONGRESS (& EXPO):
The Congress is schedule from 13 - 18 Septenber 1998 in
Dur ban, South Africa. For information contact: Conference



Secretariat, PO Box 36782, Menlo Park 0102, South Africa;
fax: +27 12 460 170 e-mmil: wi ssing@africa.com

CLI MATE-L: For information on COP-3 followup via e-mail,
subscribe to I1SD's CLIMATE-L list. For nore information,
send e-mail to enbinfo@i sd. org.
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