An interesting conversation with regards to the alternative experience award system:

Okay, the first thing that strikes me right off the bat is a potential mismatch of characters to encounters.  Standard encounters assume that a party of 4 characters who are adequately-equipped and prepared to deal with threats with CR ratings approaching the mean party level.  Lowering CRs by 4 "cheapens" the reward for what is a potentially lethal situation (ex. 4 members, avg. party level of 4 facing off against a CR 8-4=4 opponent).
What lethal situation? I have been running and playing in 3rd Edition games for several years now and no encounter that wasn’t at least half a dozen CRs above the party could be described as lethal. At higher levels (15+) CRs of even double the party’s level have been defeated without casualty, many times at no fault of the DM. I’m only trying to bring the CRs back to what they are supposed to be: a rating of CHALLENGE.

As for character advancement in 3rd ed. vs. 2nd ed./previous ed. in general, that's really a matter of taste moreso than anything else.  The advancement in 2nd became pathetically slow after a while (mid-levels) and in the words of the 2nd ed. designers that made the transition to the 3rd ed. design team, characters were never truly intended to advance into higher levels.
It was slow; 3rd Edition has rectified that by making advancement linear instead of exponential. However, many times I have had characters in d20 advance every 1-2 sessions and over the course of 6 months of gaming enter well into the epic levels. Where is the sense of accomplishment? For that matter, how is a person ever supposed to learn their capabilities at any given level? Finally, what challenge is there? Even the player’s who rarely participated find their 1st-level PCs in the teens just by showing their face every once in a while.

This benefits NPCs/DM PCs/PCs with generous DMs (who either dole out the xp generously or allow the characters to start at one of the higher levels, skipping the mid-levels entirely and increasing survivability).
What benefits them? This system? How so?

The other issue is with a party of characters with uneven levels.  A lower-level character who faces threats that (based on CR) should be above their heads receives less or equal XP than a higher-level character (who experiences far less risk and tends not to learn nearly as much)?  That's absolutely wonky.  This only excaberates the problems that existed in the previous MD games.
For most 12th-level characters, their ability to survive such encounters is based on the abilities of their higher-level allies. While Caeldrim may be the exception, in the MD campaign we saw 1st-level characters take out great wyrm vampiric dragons priests in a few rounds by virtue of their companions. Was the risk high? Yes. Was it so far above them they deserve to advance 8 levels in one encounter? Not really. The higher-level characters were on hand to raise those who fell. By balancing the experience reward they earn more than they might have against goblins, but not as much as, say, giants, who, while being much less powerful, would be an insurmountable threat without the presence of the higher-level characters.

By this logic, an apprentice will never come even close to their master as the concept of a plateau is ignored completely.  That's ludicrous!  A higher-level character who waltzes through a situation where a lower-level character is forced to learn from the experience "earns" more?  That runs completely counter to the notions that drove the change to adopt the FR system as a standard in 3.5
The higher-level character doesn’t earn more. He earns precisely the same amount (measured in percentage of level advancement).

Think on this: Azrael is CR 22. In theory he should be encountering CR 22 challenges. However, that would assume that he had 3 other characters of equal power to back him up. In theory a lone CR 22 characters should face CR 18 encounters (1/4 the strength)... but even then their limited number of actions per round would make them weaker against numerous enemies than their CR would suggest.

What is the EL of the party? 12+16=16. 16+22=22. 22+22=24. EL 24. A party of 4 characters of ECL 22 would have an EL of 26 (4 more)... so the appropriate challenge for a party whose EL is 24 is CR 20 (4 less). However, as already stated, the limited number of actions available to the higher-level characters makes them less formidable than a larger group of lower-level characters, so the appropriate CR ought to be 1 less... 19. This is the number that should be used to determine the challenge of encounters. However, it is difficult to calculate in many situations and is almost always within 1 point of the average party CR, so the latter method is used.

Regarding the apprentice and master situation: followers don’t earn XP. Cohorts don’t affect overall party XP gain. And 1st-level character than accompany a 20th-level wizard who destroys CR 11 dragons while they help out with a sleep spell should not be earning enough XP to advance 6 levels while the person who spent half their time defending their apprentice gets nothing despite having done all the work.

Characters of radically lower-level travelling with much higher-level characters are dependent... unless they are hopelessly unbalanced (Caeldrim). The point of my system is to deal with the vast majority of situations... not the very rare exceptions.

As for "The CR of creatures encountered is not determined by relative strength...", the CR may be an "absolute" but the system in place in the 3.5 DMG is based on relative threat for a reason.  Different ed., different guiding ideals.  If anything, with a "flat" xp reward system (2nd ed. and earlier), lower-level characters should be earning more proportionally (relative to the amount needed to advance).
I wasn’t sure what you meant to say here.

Why does a higher-level character even sweat about a trap/situation wherein there is no risk for them?  Why would a lower-level character who does risk their very life earn no xp at all for merely adventuring with in a party with a mean level above their own (CR ranks so far below the mean party level that even a low-level character receives nothing)?
To use our current adventure as an example, Azrael and Linelle (the two higher-level characters) have taken the greatest risk in every encounter. They have been the first to trigger traps as well. The amount of XP the higher-level characters earn is small, proportionate to the risk (see above). The lower-level characters don’t earn zero XP. They earn an amount of XP equal to the higher level characters, measured by percentage of level advancement.

Heck, using your system, Caeldrim is better off finding three 6th-level adventurers and encountering ten CR 10-4=6 encounters as he'd have earned more than twice as much xp.

Or better yet, how about traveling with three 4th-level adventurers and tackling ten CR 4 (8-4) encounters?  He normally wouldn't even get xp for CR 4 encounters, now he's looking at 5714 xp.
Heck, he still would have "earned" more xp by traveling with three 1st-level adventurers and tackling CR 5-4=1 encounters (which he definitely would not have received any experience for normally).
See the message above regarding travelling with much lower-level characters.

Caeldrim is CR 12 (though in theory he ought to be much higher, considering his power). CR 6 encounters are what an average 12th-level character would find to be a challenge equal to what CR 12 encounters would be for an entire party. While the examples of travelling with 4th and 1st level characters are generally reserved for followers, the example of 6th-level characters is a feasable option as they are no less than half his level (just as Caeldrim is no less than half Azrael’s level). CR 6+6+6=EL 9 +CR 12=EL 12. As you can see, the lower-level characters don’t really impact the overall power-level of the group. Caeldrim would still be responsible for the vast majority of the tasks. Fighting CR 7 and 8 encounters is what he should be doing on his own anyway... but the added risk to his companions, companions whose contributions are minimal and who must be defended, increases his XP. Those same 6th-level characters will depend on Caeldrim to do most of the work. That is why he gets the lion’s share of the XP and why he earns more than he would on his own.

Oh, and to put it in an in-game context, if he feels that he's learning little or nothing (or that he's no closer to his goal), he will leave and find another path.  Out-of-game, that boosts the mean party level to the point where they would not receive _any_ xp for some of the encounters (CR 16-4=12 or below).
Quite frankly, he is learning little or nothing... but that’s mostly because of the type of character he is. This adventure has little combat and a lot of problem solving, something the bard and spellcasters are better suited to. Fighters fill a supporting role. If Caeldrim had been 16th-level and Falaris had been 12th, the situation wouldn’t change drastically, but perhaps Caeldrim would be more willing to take risks, go in front, and otherwise participate more (and hence earn a greater share of the XP).

As for the party not earning ANY xp for some of the encounters, that is not the case. If you looked at how XP was rewarded, all encounters with a measurable EL were considered worthy of the minimal reward. Why? Because as long as they represent some level of challenge, consume party resources, and potentially weaken them for future encounters, they ought to be worth something.

If Caeldrim were to leave those low EL encounters would actually be worth more since the minimum reward would increase. However, more encounters would fall into the minimum category and some might not represent any challenge or threat at all to the higher-level characters and would therefore not be counted.

Also, looking at the situation as it stands, it's not as if the material gain has been overwhelming: a cursed item and a bunch of +1 items.  That's pretty much what he could expect to find adventuring with a group of neophyte adventurers.

The problem is that the xp method is symptomatic of the reason I created a character like Caeldrim in the first place: why create a character who is either completely irrelevant or will be?
Heck, if that is indeed the case, the player(s) of said characters might as well stay home.  Playing cheerleader to the min-maxed armed-to-the-teeth hack-and-slashers loses its charm very quickly.
Do to campaign-restricted knowledge, I cannot comment on the material awards given out at this time. However, I will say that the material awards in this adventure are commensurate with the CRs of the challenges according to 3rd-Edition standards.

Your argument for Caeldrim is one I have heard before but never experienced first-hand. Even playing 1st-5th level characters in an epic game I have always found that I have been able to contribute extensively with ideas and role-playing, something I tend to do less of when I have a character who must be more concerned with game mechanics and combat when they are amongst the higher-level characters in the group.

Example: when Caeldrim and Tiatril went to Ravenloft, I played a priestess of Lathander. While her level was not drastically lower than the other two PCs, her combat ability was hardly measurable next to theirs. However, by playing a follower of Lathander in Ravenloft, I guaranteed myself quality role-playing situations regardless of my power-level due simply to my character’s beliefs.

From another perspective, you told me yesterday that you had hoped that Greg would learn from yesterday's events and you also previously mentioned that you felt somewhat responsible for his gaming approach (min-maxing hack-and-slash).  Based on the results (xp), why should he change his behaviour?  He is only rewarded for doing so.  He is the cumulative sum of his past actions and they too have been rewarded.  There is no deterrent.
Yesterday’s events and Greg’s gaming style have little in common. With respect to the latter, Azrael is someone who power-games in-character. The character actually receives experience bonuses and penalties for how well the CHARACTER min/maxes. However, Azrael frequently blunders and takes unnecessary risks and shows uncharacteristic generosity. That is because he wasn’t raised to act this way. Out of game, Azrael is not a min/maxed character. His bizarre mix of classes leads to useless class levels, impotent spells, and reduced combat ability. His equipment is substandard (or was until a two sessions ago). What makes him powerful is the way Greg plays the character (plus a crap-load of luck).

As far as Greg’s other characters are concerned, I have only a few on which to base my opinion. Let me start off my saying that I prefer not to make gross judgements about people’s playing styles without offering evidence.

In my Mystara and Dragonlance games, Greg has always created interesting characters that have started off diverse and of average power level. Over time they develop quickly into powerful additions to whatever party they are party of. Greg’s characters are power-gamers more so than he is. A side effect of this is that he tends to suffer from a higher casualty rate than most other players. He takes extreme risks and frequently travels alone or with but a single companion. As mentioned earlier, this dramatically increases the danger level of encounters. While it is an excellent way of increasing personal power quickly, it often leads to death.

If anything, this encourages others to abuse the rules as much as possible for they too will be rewarded.  Be an ass, grab as much as you can, find some lower-level schmoes to adventure with and reap the rewards.  If the root remains, the problem persists.
Your argument lacks supporting evidence. As far as greed is concerned, however, in any long-term game it tends to be counterproductive. The greediest characters that have appeared in my games, either as PCs or NPCs, have inevitably ended as the poorest.

As far as finding lower-level schmoes... not only has the XP issue been addressed above, but whether or not they are schmoes is up to their players.

Another example: you and Nick had at it for a while on Saturday.  What does he "learn" from this?  There is no deterrent, he's rewarded as well.  I will not try to dig up some fancy quote but I do remember a few things from my high school computers & problem solving class: treating the symptoms can reduce the impact of a problem but you can never rid yourself of it short of determining the root cause and addressing it.
The only incident about which I can think you might be referring is the time his items were destroyed, though how he was rewarded by this is beyond me.

As a final note, your own reputation for power-gaming exceeds Greg’s, and not just in my games. With as strong a character concept as you have for Maiuth, perhaps you should focus more on defining Caeldrim’s personality and letting it show to the rest of the group so that other player’s will have a reason for their character’s to appreciate (or detest) his company beyond his skill with the bow.

Caveat: I will not claim that I have all the answers or that I have even unearthed the proper cause.  I have only my observations to go on and I have only been observing for a relatively short period of time.  I will not claim to be some paragon of good gaming either for I know I have my flaws as well.
I have been observing for a long time and have read extensively on gaming psychology. While I frequently do not follow what I know to be the good advice I have learned, I do know what good gaming is and how it works. I, too, acknowledge my flaws, but recognizing good gaming techniques isn’t one of them. Following through is, unfortunately.

