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‘No net incidence' for a breakthrough in Durban

The key to break the deadlock in the complex area of emission reductions and innovative financing
from international transport is the concept of "no net incidence". Recommended in the AGF
Report and introduced into International Maritime Organization (IMO) negotiations, the
requirement to "ensure no net incidence on developing countries" from carbon pricing of
international transport is already being supported by various major countries, including China and
Australia (informally). It will reconcile the different principles of shipping and climate change
conventions enabling progress in Durban.

Rebate Mechanism to ensure not net incidence

Already formally proposed and assessed in the IMO, the Rebate Mechanism (RM) is a way to
ensure no net incidence on developing countries from carbon pricing of international maritime
transport. The RM was designed to apply to any revenue-generating market-based mechanism for
shipping (maritime MBM) — be it a levy or an ETS. It can also apply to aviation. Through the RM
developing countries can be rebated the potential cost or incidence of a maritime MBM.

RM details

The mechanism calculates the rebate using the global MBM costs and a trade-based key, country-
by-country. Each developing country receives the attributed rebate, unless it decides to forego it.
The developing country that foregoes its rebate, or part of it, would be internationally recognized
for such action, and the foregone rebates could potentially contribute to South-South
collaboration. Developed countries are not entitled to rebates but are automatically credited for
the amount of financing raised through the MBM, based on the same attribution key.
Consequently, the net revenue raised, after rebates have been issued, would come from
customers in developed countries only, thereby complying with the principles and provisions of
the UNFCCC, while simultaneously securing a global approach to shipping emissions.

The rebate key could be adjusted each year, accordingly with changes in trade patterns. The
optimal rebate keys for 150+ developing countries and attribution keys for developed countries
are enclosed overleaf, based on 2007 trade by sea and air.

Long-term financing contribution

Around one third of the total revenue would be redistributed to developing countries through the
Rebate Mechanism. The remaining USD 10+ billion annually would be new and additional
financing to support mitigation and adaptation actions in the most vulnerable countries. By 2030,
since the shipping sector’s emissions will most likely increase even if regulated, the mechanism
would generate in the region of USD 35 billion each year for climate change. As an example, the
European Union would automatically be credited for circa 28% of this amount based on the
optimal attribution keys (see overleaf).



RM'’s optimal rebate & attribution keys’ for:

(1) Rebates for developing countries?
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SAR = Special Administrative Region

(2) Crediting developed countries for climate financing raised
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Example: EU would be credited for raising Remaining 7 countries 2.33

$2.85 billion of climate financing when total _
revenue from carbon pricing of shipping TOTAL Annex-I Parties 59.89

emissions is $10bn (i.e. 28.5% of $10bn)

! Each key reflects a percentage of total costs or revenue from carbon pricing of shipping emissions.

> Developing country may forego the rebate or a part of it, and be recognized for such action. Thus the
rebates may amount to 30% or less. The keys are for 2007 (the full Study is available at:
www.imers.org/docs/optimal_rebate_key.pdf).
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