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Executive Summary: Primer on Clean Technology Finace

Clean Technology Finance, or assistance to devejamuntries to implement new
policies or other actions that result in enhancamkss to and deployment of energy
efficiency, renewable energy and other types of ¢awbon technologies, has emerged as
a critical element of a global deal to limit globaimperature increases caused by
emissions of greenhouse gases. This primer seeksstver key questions about how
Clean Technology Finance can support a more corepsde, robust, cost-effective and
equitable global agreement, including:

How does Clean Technology Finance fit with the gldbamework being
negotiated in Copenhagen?

How much Clean Technology Finance is needed?

What are the sources of Clean Technology Finance?

How can limited Clean Technology Funding get thestribang for the buck”?

How can Clean Technology Finance and the Natiomghigropriate Mitigation
Actions architecture support a “race to the topti@veloping countries?

How can we ensure that actions supported with Clemhnology Funds will be
implemented well, including robust monitoring, rejoay and verification?

How are Clean Technology Finance and Nationallyrappate Mitigation
Actions consistent with a level competitive playiingd?



How does Clean Technology Finance fit with the glad
framework being negotiated in Copenhagen?

An international agreement that seeks to reducentpeuse gas (GHG) emissions by 50
percent from 2000 levels in 2050 and limit tempem@aincreases to 2 to 2.4 degrees
Celsius—a level likely to avoid the worst climatepacts—requires climate mitigation
actions by both developed and developing countii@sveloped countries cannot meet
this target independently. Further, developingntguactions are critical to meeting
emissions reduction goals at least cost.

Under the Bali Action Plan approved in December72@&veloped countriesyreed to
consider quantified emission limits and reductitfeotives. And for the first time,
developing countrieagreed to consider adoption of nationally appedprmitigation
actions, or NAMAS, with financial, technology and capacity buildiagsistance from
developed countries. Both the NAMASs and the aasc# would be measurable,
reportable and verifiable. The framework for matghdeveloping country NAMAS with
developed country commitments to Clean Technolaggri€ing will be one of the
central features of the agreement expected to enieyg the international climate
negotiations in Copenhagen, Denmark this December.

The last major international climate agreement Kieto Protocol, established a
different role for developing countries. Specifigathe Kyoto Protocol established the
Clean Development Mechanism (CDM) to approve trielafiset credits for emissions
reductions in developing countries. This approaelamhthat greenhouse gas reductions
in developing countries would not reduce globalssiins but would instead be used to
help developed countries meet their emissionsdimiturther, the Kyoto Protocol set up
an incentive system in which buyers and selletS@M credits sought to maximize the
number of credits earned from a given project, lteguin inadequate checks on offset
quality.

While a number of developing countries voluntaatopted unilateral measures outside
the CDM and the United Nations Framework ConventinrClimate Change that reduce
emissions of greenhouse gases, the Kyoto Protidoiad require developing countries
to help meet global emissions reduction goals.oAllsere was no coordinated way to
register or quantify unilateral emission reductafforts of developing countries. The
agreement in Copenhagen promises to change theerwdtdeveloping country
participation.

The new incentive structure expected to emerge ftapmenhagen will make developing
countries a true partner in meeting the global atenchallenge. With this new

1 NAMAs can be individual or groups of actions andyninclude: technology deployment; technology
operation and maintenance training; energy effiyjeamd energy pricing programs; sectoral or nationa
cap-and-trade programs; carbon taxes; reducingsenisfrom deforestation and degradation (REDD);
and sector-wide programs with specific goals thay include establishing crediting baselines.



agreement, the international community has an dppiby to raise the bar on developing
country performance, establishing a “race to tipé tor international financing for
developing country greenhouse gas reduction prograrhis competitive approach
would recognize existing developing country actiamsle creating incentives for them
to go beyond their existing unilateral efforts amcrease their contributions toward the
global effort to reduce greenhouse gas emissi@my then would they be eligible to
generate and sell offset credits to developed c@msnt

The current debate envisions three types of dewreaguntry actionsUnilateral
actionsthat developing countries take on their own andfpayhemselves to reduce
greenhouse gases below business-as-usual lsuglsorted actionsvhereby Clean
Technology Financing and capacity building wouldarage developing countries to
further reduce their emissions; atrédit generating actionsvhere developing countries
would have the opportunity to generate and seledf€redits to developed countries from
more aggressive and sector-wide policies that redgueenhouse gas emissions beyond
the unilateral and supported NAMA levels. The atg@tal and supported actions
comprise the developing country contribution to ghebal climate solution—an expected
innovation of the Copenhagen agreement—whereag gesterating actions assist
developed countries in meeting their emissionstéirat less cost.

Various analyses (for example, by the Internatidradrgy Administration and the
McKinsey Global Institute) have shown that manyh&f most cost-effective greenhouse
gas emission reduction opportunities are locatetkireloping countries. To minimize
costs of meeting global climate goals, it makesseéa take full advantage of these low-
cost opportunities. How these developing courdductions are achieved, whether
through unilateral, supported or credit genera#ioions, matters in terms of who is
responsible and who pays.

Project Catalyst undertook a cost-based analydwwfemissions reductions might be
shared among developed and developing countriekinig specifically at the 17 GT of
carbon dioxide-equivalent reductions that analgatsare needed to keep the globe on a
pathway to limit atmospheric concentrations of gremise gases to 450 ppm and keep
temperature increases to roughly 2 degrees Cealbimge 1990 levels. See Figure 1,
below, for an illustration of these trade-offs. ielped countries would need to be
responsible for reducing a total of 8 GT of £€nissions by 2020 to achieve a target of
25 percent below 1990 levelsOf this total, 5 GT could be achieved cost-effedy in

the developed countries themselves, and the renggfhGT would come from
developing countries in the form of purchased oftsedits. The remaining 9 GTs of
reductions needed to stay on the 450 ppm path waaéd to come from actions that are
in addition toa developed country commitment set to achievegetaf 25 percent
below 1990 levels. This could mean a suite ofataiial and supported developing
country NAMAs, as envisioned in the current inteio@al negotiations. Developing

2 This level is consistent with the low end of thege that scientists say is needed from developed
countries to stay on the pathway to limit atmosjghepncentrations of greenhouse gases to 450 ppsa.CO
The full range goes from -25 to -40 percent bel®®0levels by 2020, and assumes a range of apmeach
to apportion emissions and emissions reductiorssaaegions. (Source: Edenhofer, Ottmar, “Mitmat

of Climate Change: IPCC Working Group Il contrilautt to the Fourth Assessment Report,” IPCC
presentation at the Poznan COP, December 2, 2008.)



countries might be expected to unilaterally adoyrgy efficiency and other actions that
result in net cost savings, while actions with aifpee net incremental cost might be
partially supported. Alternatively, it could meatougher developed country
commitment in combination with more developing coyffsets.

Figure 1. Project Catalyst scenario for reducing 17 GT.

for 450ppm <60 €/t COZe
pathway

Source McKinsey Global GHG Abatement Cost Curve v2.0, team analysis

Of the two main options for achieving additionaliesions reductions through actions in
developing countries, investments in supported NAMWve important advantages over
offsets coupled with tighter developed country taniA first advantage is the price. The
incentives needed to encourage supported NAMAs-yligoortion of the incremental
costs of the action—are likely to be considerdbgsthan the price of purchasing
offsets® A second advantage relates to responsibilitythéncase of supported NAMAs,
developing countrieare asked to achieve new actions in return foaiCTeechnology
Financing, setting them on a path toward fullettipgoation in the global climate effort.

In the case of offsets, it is tlkeveloped countriethat assume a greater responsibility for
emissions reductions. Therefore, we concludeiit the interest of developed countries
to support this new NAMA framework, including thée@n Technology Financing that
makes it possible.

® The average incremental cost of reducing greerghgas emissions—which reflects the actual costs of
investing in clean energy technologies over therattive—will always be less than the marginal cost
the cost of the last and most expensive techndloggstment that sets the market price for creditader
the supported NAMA framework, the cost of mitigatiwill be the average incremental cost rather than
marginal cost, as the emissions reductions willogosold in the marketplace. And with cost levargg
(see section below, How can limited clean technplogding get the most “bang for the buck™?), tlosts
to developed countries will be even less, likelstja portion of the incremental costs.



2 How much Clean Technology Finance is needed?

The amount of funds needed to “raise the bar” areld@ing country performance will
depend on a range of factors, many of which alledstbe determined, including:

The overall global mitigation objective consisteuith stabilizing greenhouse gas
concentrations in the atmosphere at a level thaldvorevent dangerous human
interference with the climate system, including thiee there is agreement on
reducing global emissions by 50 percent from 1@9@ls by 2050.

The expected economic growth, population growtk, @se of clean energy
technologies in developing countries. How thest#ofa change over time will
affect the total reductions needed to achieve @addr targets and the costs.
Implementation of recently announced (and forthemjunilateral actionssuch
as China’s ongoing plans to shut down its oldedtlaghest emitting industrial
facilities and least efficient small power generstavill affect the effort needed
to meet supported targets.

The total share of global reductions that will coimmen supported actions-
developing country actions that require some amofiatitside financial support.
This amount could be higher or lower dependinghenaverall effort assumed by
developed countries (including purchase of offsetmeet those commitments)
and unilateral actions taken by developing coustrie

The methodology used to estimate the needed fiabomntribution from
developed countries. For example, costs can beasd on the basis of paying
the full incremental net present value cost ofeagltechnology over a business-
as-usual alternative, or just a portion of theseamental costs. And these
estimates could reflect existing barriers to efintiinvestment (e.g., limited
access to capital or material inputs), or couldiassthat these structural barriers
will be addressed.

The ability of the international community, and leaeveloping nation, to direct
available funds to the most cost-effective oppaties

A recent analysis conducted by McKinsey and Compestiynates the total incremental
expenditures required for clean technology investsian developing countries across
the full range of industry sectors (except agrimdtand forestry) is € 230 billion in 2020
and € 440 billion in 2030 (McKinsey and Company @00 These figures include first
costs for private investments and both unilatenal supported public investments.
Further, many of the net zero-cost mitigation aithat could be implemented and paid
for unilaterally by developing countries may reguar relatively high up front investment.
As a result, these estimates of clean technologgstments can be seen as an upper

* This analysis was prepared by McKinsey and CompaiGCAP’s request using the modeling resources
developed for their January 2009 study, “Pathwayes itow-Carbon Economy.” For the purpose of this
analysis, developing countries were defined touidelAfrica, China, India, Latin America, the Middiast
and the rest of developing Asia.



bound for what might be required from public invesnts from developed countries to
support developing country actions. The actualamhof funds needed for Clean
Technology Financing will be less and will depemdtioe factors discussed earlier.

In its October 2009 blueprint for the Copenhageal,dbe European Commission
estimated that costs to implement measures inrtbeyg and industry sectors in
developing countries that cannot be covered by#neon market are likely to be roughly
€ 33 billion per year in 2020. However, the autharsher indicate that this
predominantly represents efficiency measures tatgenerate good financial returns,
most of which should be financed domestically, ryairom private sources in
developing countries. The European Commissionloded that “only a small part of
these additional costs, 10 to 20%, would need tiubéed by international public
support by 2020 with a focus on the poorer develggountries (€ 3 to 6 billion).”

Works Cited:

Commission of the European Communities, Steppinoptgonational climate finance: A
European blueprint for the Copenhagen deal, Comeation from the Commission
to the European Parliament, the Council, the Ewanggconomic and Social
committee and the committee of the regions, Brgssattober 9, 2009.

McKinsey & Company, Pathways to a Low-Carbon Ecopodanuary 2009.



3 What are the sources of Clean Technology Finance?

Clean Technology Finance is expected to come frapublic sector (for example, from
allowance value, national appropriations, and ke international shipping and
aviation) and from the private sector (through stweents in offset projects). There has
been a strong push from developed countries, pdatly the United States, to allow
significant amounts of international offsets (udLtb billion tons in HR 2454, the bill
passed by the House of Representatives, and ug&dilion tons in the Senate
Environment and Public Works bill) as a way to lowempliance costs, and to promote
these expenditures as contributions to Clean Tdobggd-inancing in developing
countries.

While private sector investments are critical talswy up deployment of clean
technologies over time, it is the public sectorfine, with the promise of up-front
support, which is most significant for developirauntries. Developing countries
experience an array of barriers that prevent depént of clean technologies, including
inexperience with new technologies, lack of privegetor investments in advanced
technologies due to concerns that intellectual @rypwill not be protected, structural
barriers stemming from public ownership of certaitustries that prevent cost-effective
mitigation options and pricing policies that sulisgdcertain users. These challenges are
in addition to the “normal” barriers to penetratioinenergy efficiency and other low
carbon technologies, such as the split incentivasdccur when the party with the ability
to install efficient appliances (e.g., the ownerhot the same as the party paying higher
energy costs (e.g., the renter). Targeted up-fsabtic financing and capacity building
can help overcome these barriers and facilitateafgisector participation.

As the December negotiations in Copenhagen apprgasiernments are preparing
national commitments and have issued proposalsitdtinational contributions to
support public financing of clean technology. Hwopean Union (EU) has offered to
take on a fair share of the needed internationalipéinance, including both mitigation
and adaptation, which they estimate at € 22-5@hifUS $33-75 billion) per year by
2020. The EU also proposed that € 5-7 billion &7$5-10.5 billion) be made available
right away to finance immediate actions and supfutther implementation. The shares
devoted to Clean Technology Finance were not SpdcifProposals by Mexico, Norway,
Switzerland, and a group of least developed coemtsiould raise between $8 and $25
billion per year for international finance througixes on C@emissions, auctioning of
assigned amount units, taxes on international gigpgnd aviation, or other means.
India and other G-77 developing countries are a@sfon considerably more than this, on
the order of $200 to $400 billion per year, apmoréid based on relative share of GDP.

The American Clean Energy and Security Act of 2009R. 2454, also referred to as the
“Waxman-Markey bill”) passed by the United Statesuse of Representatives in June
2009, if enacted and signed into law, would proatlewance value for international
financing worth an estimated $4.4 and $5.7 billim2015 and 2020 and $10 billion in



2030. Unlike many of the other proposed contriimsito international finance, the
House-passed bill specifically directs 1 percerdltiwance value initially to clean
technology, growing to 2 percent in 2022 and 4 @etran 2027, amounting to an
estimated $600 million in 2015 and $3.6 billior2id30. Other developed countries,
including Japan, Australia, Canada and New Zeadaiaalso expected to contribute
Clean Technology Finance.
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4 How can limited Clean Technology Funding get the nxi
“bang for the buck”?

Given the limited available resources to suppoea@lTechnology Finance, it makes
sense to use these resources as efficiently abf@msechieving the most “bang” for the
“buck.” In the case of Nationally Appropriate My&tion Actions (NAMAS), this could
mean achieving the most tons of emissions redueedgilar spent on clean technologies
and mitigation actions across all the high-emittiieyeloping countries. While one
option would be to pay the full incremental codtsleaner technologies, this solution
does not leverage other public and private sowtéesance. A number of more
innovative strategies are available that overcopeeific barriers to deployment of
advanced energy technologies and promise to yiele @missions reductions for each
dollar spent. Examples include:

Green bank. Many developing countries lack access to findno#itutions or
have financial institutions that lack experiencéwimvestments in energy
efficiency, renewable energy, and other low carte@hnologies. Clean
Technology Financing could be used to support éstabent of new private
sector lending institutions in developing counttiest focus on developing
commercially viable portfolios of low carbon projgc

Paying for intellectual property. Intellectual property rights has been an issue
in the international negotiations, with some arguimat such rights present a
barrier to deployment of clean technologies whtleeos arguing that protection
of intellectual property rights is essential toheclogy development and
deployment. Clean Technology Financing could leius pay for all or a

portion of the intellectual property rights, remogithis added cost barrier while
still paying technology developers for their ingeliual contributions.

Intellectual property insurance. Manufacturers of advanced energy
technologies are less likely to sell their neweshhologies to certain countries
due to concerns that the intellectual property bdltaken without the required
compensation. To address this concern, Clean bémimw Financing could be
used to cover risks that intellectual property Ww#él compromised (and to
support negotiation of more robust protections).

Paying the incremental costs for “first-few-of-a-knd” technologies. Such
payments can help build experience with and confiden new technologies,
accelerating commercialization while bringing dothie cost of large-scale
deployment.

Importantly, several of the above financing mechians can play the dual role of
supporting aggressive actions in developing coestand supporting job growth in
developed countries through purchases of techredagiade domestically. In particular,
options supporting robust intellectual propertyntigrotection remove an important
barrier that prevents many businesses in developextries from selling their highest-
value products to these markets. The likely resolild be increasing sales of high-
value products to developing countries.

11



How can Clean Technology Finance and the NAMA
5 architecture support a “race to the top” in
developing countries?

The process devised to prioritize nationally appaip mitigation actions (NAMAS) for
funding can be used to preferentially support tlestnaggressive and robust action
proposals, supporting a “race to the top” in depilg countries. To receive assistance
for implementing supported NAMAS, developing cowgrwould submit their NAMAS
and financing requests for evaluation to a mulioret! body that would be established
under the Copenhagen agreement. Matched donorgeaipients would then negotiate
the specific parameters of a supported action aggag including both the action and the
financing on which the action is conditioned.

While specific criteria for evaluating actions rem#o be decided and could vary from
donor to donor, an important function of the supg@ction agreements is to contribute
to global efforts to reduce greenhouse gas emissiost-effectively, both in the near-
term and the longer-term. Initially, Clean Teclugy Finance might be preferentially
directed to countries that have demonstrated sttapgcity for program implementation,
including monitoring, reporting and verificatiofurther, the criteria used to determine
the degree to which different NAMAs warrant Cleasthinology Finance could
encourage developing country actions that are eggeo:

achieve significant emissions reductions from bessras-usual levels;
increase the ambition of carbon intensity benchsiark

significantly leverage developing country and/avgte sources of funds;
achieve (or facilitate) emissions reductions aiva ¢ost per ton; and
move the country toward a low-carbon, sustainabtmemy.

Benchmarks could be set for each of these mepatentially by sector, to facilitate
evaluations of actions across countries and towgage adoption of more aggressive
NAMAs in each of the key industry sectors. Actfmoposals with the highest ratings
would be prioritized for financing. Clean Techngyd~inance provides a means to
reward the top proposals and actors, and whereede&al negotiate improvements in
proposed actions.

Beyond the role of Clean Technology Finance, thevM2architecture has the potential
to encourage actions that go beyond the suppoctézha. If a country’s emission
reductions exceed an approved baseline that talcesiat of targets and goals that were
proposed in return for Clean Technology Finances¢hexcess reductions would be
eligible for credits on the carbon market, genagagven more revenue for the
developing country. See the December 2009 CCARrddfed “Nationally Appropriate
Mitigation Actions by Developing Countries: Architere and Key Issues” for details on
establishment of NAMA baselines and target levels.

Finally, the post-2012 climate change agreementdeielop a new financing
mechanism that could provide a foundation and fraonk for long-term assistance

12



strategies that would facilitate a gradual traosiof developing countries to low carbon
economies. Ongoing, sustainable financial assistanuld support continual
development and adoption of low carbon policies t@etinologies. Developing
countries that take their commitments seriouslyy fngage in NAMA partnerships with
developed countries and follow through with implernag¢ion of earlier actions that
received multilateral assistance would be positicioereceive continued support.

13



How can we ensure that actions supported with Clean
6 Technology Funds will be implemented well, includig
robust monitoring, reporting and verification?

Concerns about the quality of international offsetsder the Clean Development
Mechanism of the Kyoto Protocol have sensitizedcgainakers to the need for strong
and well-supported methods for monitoring, repartand verifying developing country
actions.

Successful implementation requires not just thestment of dollars in well-intentioned
clean technologies and programs, but measurablgrgs® in reducing emissions from
developing countries. To ensure a high degreeooffidence in methods used for
monitoring, reporting and verification of emissipnsvestments in Clean Technology
Finance can be made contingent on a country oroisdwyving the technical and
institutional capacity to produce accurate andgpanent assessments of emissions and
emissions reductions and to allow for third-parngyification of results. Further, ongoing
Clean Technology Finance can be made contingenwiogther a country or sector
follows the standard monitoring methodologies,izgg a common report template, and
allows for verification. Where countries are judgeot to have adequate technical or
institutional capacity to support robust monitoringporting and verification, initial
support should focus on capacity building in thetremuntry.

Special attention should be placed on the developroé emissions baselines. The
baseline represents a best guess of how emissitinshange over time absent any new
climate policies or investments, and all future &sitins measurements are compared
against the baseline as a way of assessing progrBaselines typically start with a
country’s emissions inventory, and are modifiedreflect expected future changes in
economic and population growth, product demand, lempntation of existing
regulations, and other factors. Use of standaddiapproaches for constructing and
modifying emissions baselines across countriessaotbrs can support higher levels of
accuracy, transparency and comparability.

Further, to the extent possible, standardized amres should be used in monitoring and
reporting emissions and emissions reductions ifem@iht countries, sectors and sources,
and in reporting overall performance in meeting posed nationally appropriate
mitigation actions. For example, the types of datanitored and measurement
technologies should be consistent across sectndsreports should be presented in a
common format. Further, reports should includenmfation on how funds were spent,
the relationship of this spending to greenhouse eqasssions reductions, and on the
financial and technical conditions and host coupiiicies that might affect the success
of mitigation actions. To the extent that any pel$, measures or reporting conventions
diverge from international standards, these diffees should be identified and the
impacts should be quantified.

Finally, as noted earlier, third party verificatiaf spending and emissions reductions

must be linked to eligibility for Clean Technologlyinance to increase overall
accountability. Third party verifiers should béoaled to spot check data accuracy of

14



individual facilities in addition to evaluating tlm®mpleteness of reports and consistency
with standardized methodologies.
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How can Clean Technology Finance and Nationally
7 Appropriate Mitigation Actions proceed without
altering international competitiveness?

The European Union adopted the European Union Eonsgrading System (EU ETS)
to help meet emissions limits agreed to under thatd&K Protocol, capping emissions
from large industrial sources. While European stdas had expressed concerns that
early actions on their part, including a hard cag@ earbon price on greenhouse gas
emissions, could result in domestic manufacturilagts shutting down and emissions
and jobs “leaking” to unregulated countries, sushoerns did not materialize in the first
phase of the program due in large part to the ifadenerous) free allocation of
allowances and continuation of long-term electyicibntracts (Reinaud, 2008).
However, in the period after 2012, emissions redaatquirements are likely to be
more stringent and free allocations less generek#)dling fears that emissions and jobs
from energy-intensive and trade-intensive industwél “leak” to countries that do not
face the same requirements. Potential impactsaoie and jobs are also of concern for
industries in the United States, which is expefbedhe first time to be subject to
mandatory carbon reduction requirements.

There are also concerns that Clean Technology Eingmgiven to developing countries
in return for new climate actions will further bodlse competitiveness of energy- and
trade-intensive industries in developing countriksessence, funds used to improve the
carbon efficiency of cement or steel plants in d@w@g countries may lower their
operating costs just as developed country indissémie facing rising carbon prices.

In reality, through nationally appropriate mitigatiactions, or NAMAS, developing
countries are likely to assume new costs in thefof new regulations for their energy-
intensive industries. In some cases (e.g., Mexmeyeloping countries may adopt cap-
and-trade emissions limits for their industry sesmilar to the approaches taken (or
proposed) in developed countries. In other cal®sloping countries may adopt new
intensity standards or command-and-control-stydarielogy requirements. While the
compliance costs and carbon prices faced by inégstr developing countries may be
significantly less than the costs and carbon piiicésurope and the United States, costs
should be compared on an apples-to-apples bapecifi8ally, in each case, the focus
should be on theet costof the policies to developed and developing couimiustries,
including the effects of compensatory measuresftie allowances.

So, if the United States compensates energy iMersid trade intensive industry sectors
by providing an output-based rebate equal to 100epé: of the carbon allowances
needed to cover direct emissions and indirect eamssassociated with electricity
purchases, one might argue that the resultinga®tto United States industries is zero.

® Others argue that even with carbon emissions éolgscompensated, the industry will still assuotaer
costs, including higher costs of inputs, and higHectricity prices stemming from fuel switchingnatural
gas. However, the output-based rebate, basedevage/emission intensity, will over-compensate the
firms that can reduce emission intensity below agerat a lower average cost per ton than the mariozt
of an allowance.

16



The net costs to European industries would depetatge part on how industry sectors
are defined and the differences across facilitiehé sector. For sectors where emission
intensities across facilities are quite similamnge@nsation on the basis of the average of
the top ten percent of performers could provideelm full compensation and very low
net costs. If, on the other hand, there are ldiffierences in performance across
facilities in a sector, average compensation reved be lower and net costs higfier.
European industries may also receive allowancesver the carbon emissions
associated with electricity purchases directly froational governments.

The net costs to developing country industries egbend on both the design of the
NAMAs and the Clean Technology Financing. If aeleping country industry is asked
to assume costs to meet a more aggressive cartamsity standard than would be
achieved assuming business-as-usual levels ofsityamprovements, and if there is no
compensation via international financests to the developing country industry, on
average, could exceed the net costs to the UStinydwkile full rebates are in place
Compensation to developing countries in the formle&an technology finance could help
mitigate the compliance costs for developing coumdustries similar to the distribution
of free allowances to industries in the US and Edwever, as noted earlier (How can
limited Clean Technology Funding get the most “b&orghe buck”?), clean technology
finance may not compensate the full cost diffeadritr deployment of new
technologies. Instead, clean technology finanagghtrseek to leverage private or
domestic investments. Under such a scenario, dpwvel country industries would not
be fully compensated for their costs, resultingén costs rather than net subsidies.

While it appears likely that both developing coyrdnd developed country industries
may be substantially compensated for climate-rdlatests, either through Clean
Technology Financing or free allocations, it is gibke to further minimize the potential
for Clean Technology Finance to advantage majaustréhl competitors in developing
countries through smart targeting of these furtelsamples of ways to target Clean
Technology Financing to prevent leakage of emissamd jobs include:

Providing financing to smaller, less efficient 1é@@s that are less likely to
compete in the international marketplace;

Providing financing to facilities located in thaenor regions of countries that are
less likely to participate in international markdtse to the higher costs of
transporting product over land;

Providing financing for carbon capture and seqga#éisin and other low-carbon
projects that do not improve operating efficiencyower operating costs;

Providing financing in the form of subsidized loaather than grants.

® Note that European industries will receive compéins based on historic emissions and not prodactio
This means that while industry shareholders wilcbmpensated for part or most of their costs, gwgh
does not automatically encourage domestic productd compensated company could choose to reduce
domestic production because of the opportunity assbciated with grandfathered allowances.
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