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The “Kyoto Surprise”.

Kyoto Protocol includes targets for some
countries, compliance and mechanisms.

A mechanism that allows developing countries to
assist industrialised countries in meeting their
targets in return for investment in the sustainable
development of project host countries.

The CDM is project based and more recently
programme (of projects) based.

CDM is part of a larger project .



To undertake a CDM project the emissions K
the project activity are subtracted from the
baseline emissions and any leakage.

The unit of CDM outputs are tonnes COZ2e.

CDM
have
of CE

CDM

project have to prove that they would not
nappened without the income from the sale
RS (additional).

oroject development is not easy.

CERs are at best globally neutral — each CER
allows for a tonne CO2 to be emitted in Al
country.



Bellville Landfill

Mondi coal to biomass and gas
cogeneration

Biogas digesters
Kuyasa housing energy upgrades
_wandle hostel upgrades

Kudu-Power closed cycle gas powered
electricity Namibia

Small Hydro programme East Africa
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Sustainable Development and
Community Benefits in CDM

... contribute to the Sustainable
Development of host country.

Sustainable development is considered a
sovereign issue and Is not defined by
CDM.

Host countries define SD.

The Designated National Authority must
set up a legally robust test process, Gold
Standard CDM requires monitoring and Iin
future process for technology.



Sustainable Development and
Community Benefits in CDM

SD benefits to community depend on the
nature of the project.

The requirements of the DNA

The Interest of the project developers and
the ablility of the community to negotiate
benefits

CDM requires public participation at
different levels.

CDM projects may require an EIA.
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The Economics of CDM

 An assessment of the demand, size and prices
In the international market for emission
reductions from CDM projects

 CER price: 1.5-5 Euro for post-2012 vintages, 6-
8 Euro for medium-risk forwards, 9-13 Euro for
low-risk forwards, 11-15 Euro for registered
projects, 16-18 Euro for issued CERSs, 17.3 Euro
spot price on Nord Pool exchange (ref GTZ)

o Assessment of supply for emission reductions
from CDM projects in the international market
mainly by China, Brazil and India






The Economics of CDM

e Forecast of demand and supply over a 10 year
period Iin the international market (or short,
medium and long term analysis together with
any assumptions made)?

 |dentification of SIDS opportunities in the
iInternational market - Case of Mauritius

 Much depends on baseline for energy (power
and transport), waste management, other
sources of GHGs and the opportunities to
reduce emissions using cleaner technologies.



The Economics of CDM

o Constraints of CDM projects with particular
relevance to SIDS countries as an FDI
generator.

e Only internal constraints, e.g. technical
expertise, avallability of project finance, maturity
of financial sector, policy promotion, etc.

 More credit buyers are realising the barriers of
financing of projects and are looking to cover
that.



Introduction to Global
Carbon
Markets and Project
Opportunities



Introduction

« Your project’s CERs can be sold for a

price in the global carbon market

* They are one of the ‘products’ your project
generates

e They are an important part of your project’s
financial package

*You can use them in return for technology,
Investment, upfront project finance, or to secure
loan finance

 Alternatively you can sell them to generate a
revenue stream to your project over its lifetime



CDM and the
project

Examples: Small
off grid
renewables




CDM and the
project

Examples: Large
methane or industrial
gas projects



Know your
project’s CER profile!

Identify up front:
- How large is the total volume of CERSs your project
will generate? (> 500,000t? (medium) > 1million t

(large)?)

* How Is this volume distributed over the project’s
lifetime?

*\What is the average annual CER generation?

*|s your project Gold Standard?



This Module Is designed to get you
to start thinking about the
opportunities CERs offer, and
some of the Issues involved both In
their transaction and the
iImplications for finalising your
project financing.



1. The Carbon
Market

What is 1t?

“The Iinternational transaction of
greenhouse gas emission reduction
credits’

-Emissions trading schemes (Cap and Trade)

-Project credits (Baseline and Credit)



Global Carbon Credit
Transactions

: ’ .
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First Phase EU Emissions
Trading Scheme

Compliance Timeline

First Kyoto Commitment Period

(Second Phase EU Scheme)
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What Is traded?

Units = 1 tonne CO2e reduced or stored

- AAUS
- ERUSs
- CERs
- Carbon capture and storage units
- VERS



2. CER
Purchasers

Who Is purchasing CERS?

Annex One:
sGovernments

CDM funds
Companies

Offset Purchasers



Investors vs Buyers

e Buyers:
e |nvestors: — Purchase CERs for $
— Contribute
o Capital
* Technology
— Recelve

« Equity/Profit share
e CER ownership



Transaction
Timing

You can transact at any stage of your project’s
development!

- PIN

 PDD

e Validation

 DNA approval

* Project commissioned / implemented
* Project registered

 CERs issued

The timing has implications for the type of transaction, price,
and whom you transact with



The Three Broad
Transaction Choices...




Option 1.




Option 2:







Transaction
Modes

e Spot market purchase
e Forward sale

- option

- right of first refusal

- price: fixed / floating / marked to
market



Project Approval and Project
Monitoring Issues









CDM Modalities and Procedures

Reference: FCCC/CP/2001/13/Add.2

Draft decision -/CMP.1 (Article 12)
Commonly referred to as Marrakech
Accords (COP 7)

Modalities and procedures for a clean
development mechanism as defined In
Article 12 of the Kyoto Protocol

Elaboration of Article 12 of the Kyoto
Protocol



Bearing in mind that, in accordance with Article 12, the purpose of the
clean development mechanism is to assist Parties not included in
Annex | to the Convention in achieving sustainable development and in
contributing to the ultimate objective of the Convention, and to assist
Parties included in Annex | in achieving compliance with their
guantified emission limitation and reduction commitments under Article
3 of the Kyoto Protocol,

Aware of its decisions -/CMP.1 (Mechanisms), -/CMP.1 (Article 6), -
/ICMP.1 (Article 17),-/CMP.1 (Land use, land-use change and forestry),
-/CMP.1 (Modalities for the accounting of assigned amounts), -/CMP.1
(Article 5.1), -/CMP.1 (Article 5.2), -/CMP.1 (Article 7) and -/CMP.1
(Article 8), and decisions 2/CP.7 and 24/CP.7,

Cognizant of decision 17/CP.7 on modalities and procedures for a
clean development mechanism as defined in Article 12 of the Kyoto
Protocol,

1. Decides to confirm, and give full effect to any actions taken pursuant
to, decision 17/CP.7 and to any other relevant decisions by the
Conference of the Parties, as appropriate;

2. Adopts the modalities and procedures for a clean development
mechanism contained in the annex below;
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CDM Modalities and Procedures

Definitions (CERSs, etc)

Role of the Conference of the Parties (COP) serving
as the meeting of the Parties (MOP) to the Kyoto
Protocol

Executive board

Accreditation and designation of operational entities
Designated operational entities

Participation requirements

Validation and registration

Monitoring

Verification and certification

Issuance of certified emission reductions



Appendices to the M&P

APPENDIX A Standards for the
accreditation of operational entities

APPENDIX B Project design document

APPENDIX C Terms of reference for
establishing guidelines on baselines and
monitoring methodologies

APPENDIX D Clean development
mechanism registry requirements



CDM Institutions & Regulatory

Bodies

Highest body COP/MoP (CMP)

Meets every year at different venues

Has two subsidiary bodies SBI and SBSTA
Run by a secretariat in Bonn

Executive Board

Panels

Designated Operational Entities
Designated National Authorities

Desk reviewers/Independent specialists
Public comment




CDM text

UNFCCC
Kyoto Protocol Article 12
Modalities and procedures

Rules of the CDM (interpretation of the
M&P)

Methodologies (small scale — top-down
and large/regular — bottom-up)

Project documents






Sustainable Development exercise

e Usually considered to be economic,
environmental and social.

e |tis to do with technology - substance
(hardware), process (software) and
institutions (orgware)...

 In industrialised countries = environment
 In developing countries = development



Contribution to Sustainable Development is an explicit
goal of the CDM

"The purpose of the clean development mechanism shall be
to assist Parties not included in Annex | in achieving
sustainable development...*

(Kyoto Protocol, Art.12)

Clear sovereignty of host country

... IL1S the host Party’s prerogative to confirm whether a
clean development mechanism project activity assists it in
achieving sustainable development®
FCCC/CP/2001/13/Add.2 Decision 17/CP.7



ISsues...

Permanence — 3 meths (NM0167, NM0168
and SSC 038) use default 0.1-0.7%
seepage/year (waiting for COP/MOP
advice end of 2007)

Cost of capture up to US$15-75/tonne CO2
Cost of transportation US$1-8/tonne CO2
Cost of storage US$0.5-8

CDM is at best globally neutral



Local/regional/glo
bal environment

rating
-Water quality and quantity negative
- Alr quality (emissions other than GHGS) neutral
- Other pollutants: (including, where negative
relevant, toxicity, radioactivity, POPs,
stratospheric ozone layer depleting gases)
- Soll condition (quality and quantity) neutral
- Blodiversity (species and habitat neutral

conservation)




Social sustainability
and development

ratings

Employment (including job quality, |negative
fulfilment of |abour standards)

Livelihood of the poor (including negative
poverty alleviation, distributional
equity, and access to essential
Services)

*ACCess 1o energy services No change

Human and institutional capacity negative
(including empowerment, education,
Involvement, gender)




Economic and
technological development

ratings
*Employment (numbers) negative
*Balance of payments (sustainability) Depends upon

the sources of

technology
*Technological saf reliance (including | Depends upon
project replicability, hard currency the sources of
liability, skills) technology
«development, institutional capacity, negative
technology transfer)




