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	Proposal for an enhanced barrier test for project activities that have a potentially high profitability without CER revenues

	 


Dear Sir, 

This has reference to the call for public inputs by EB.  Our responses to the questions raised are as follows. 

1. What are the criteria for a highly profitable project activity? 

Our submissions: 

In order to determine criteria for highly profitable project activities, the first step is to state if the measure of profitability would be in absolute terms or as a percentage of the baseline scenario profits to classify it as highly profitable.  

In our opinion, this needs to be determined as a percentage of the baseline profits or in terms of payback of the investment required to be made in the total project of which the project activity forms a part, with the exception of waste energy and renewable energy projects. This is based on the following premise 

1) Every organization has a cost of management, and it would be focused on optimizing the opportunity cost for the management time. Management includes all operating people from the top level to the shop floor level who are/will be associated with the project of which the project activity is a part. 
2) Projects can be of two broad categories. 
a) Retrofit Projects

i) PA is a part of a retrofit project with an implementation time less than or equal to1 year; 

ii) PA is a part of retrofit project with an implementation time of more than 1 year. 

b) New Projects 

3) All projects which have a payback period equal to or less than 18 months may be defined as highly profitable.  The payback period is to be calculated after including the cost of capital (debt and equity) to the total investment in nominal terms. 
4) This measure has been chosen over the IRR for the following reasons. 

i) CDM is a methodology for promoting sustainable development in the developing and under developed countries.

ii) In these countries, the financial markets are not developed enough to provide true measures of risk premia to be factored in the decision criterion. Even in India, where the financial markets are significantly developed, the debt market does not have depth or width. The equity markets have depth only in select securities. 
iii) Risk premia development is based on statistical analysis of pricing of instruments. Statistics is the science of large numbers hence the market has to have depth and width to arrive at true reflections. Simulations models have an inherent bias limited by the definition on which simulations is modeled. TO our understanding, simulations merely eases out the bumps in the assumptions and creates smooth curves to enable mathematics to proceed. 
iv) Thus defining a risk premia based on this criterion would not be representative of the actual risk profile of the project activity. 

v) Even for the select companies, whose equity has a developed market, the risk premia is based on the normal business of the company – except in the case of energy efficiency, other areas would not be normal areas of business for the company. Hence the risk profile of such projects would not be reflecting the true risk premium that should be attached to the PA.                                  

2. What are the project activity types that can potentially be highly profitable without CER revenues and as such should be subject to an enhanced barrier test?

Our submissions:
EB41 had discussed about waste energies being highly profitable, hence should be subjected to an investment analysis besides a barrier analysis. This is based on the note placed by Meth Panel, which has clearly mentioned as these are not additional. It is submitted that this statement is not in tune with the definition of additionality valid as on date.  The discussion at the EB41 on the revised methodology as contained in Annex 1 to the meeting report reflects the perspective of some of the members of EB on the subject.  
It is in this context that we submit as follows 

WASTE ENERGIES 

1. Tapping Waste Energies is essentially a function of the availability of technology and finance – the issue of availability of finance and technology has been acknowledged by the UN http://www.un.org/apps/news/story.asp?NewsID=27772&Cr=&Cr1=  
2. Ethanol production from Corn is a well established technology in the US, however the industry is not tapping the energy available in the effluents. It can be tapped through the anaerobic digestion process which is prevalent in the US in the fermentation industry. Washington University has conducted studies to evidence that the consumption of natural gas will come down by 50% and have published the results in Environmental Science and Technology http://www.technologyreview.com/Energy/21266/. 

3. Tapping any waste energy has issues related to harnessing it with reference to the either generating it, as in corn ethanol or  collecting it in viable form – as in the case of cement, steel, sponge iron industry due to the presence of dust in the flue gases. Managing these has been a critical process, which has recently been overcome. 
4. The spread of these technologies has been facilitated by the CDM registration, since this one single fact removes significant barriers in its acceptability. 

5. Illustratively the plasma technology for managing hazardous waste is new across the globe, is generating new energy from waste that was not possible, as also managing some of the other pollution issues – such as mercury, sulphur dioxide, arsenic, chromium, steel since it does not permit the oxide formation, but metal recovery happens. It is not new across the globe and its profitability would depend on the tipping fees. The availability of CDM benefits would certainly promote the technology globally. It is the best form of advertisement for a new technology. 

It is therefore submitted that the additionality tool should not be changed. The common practice analysis would cover the spread of the technology in the country/region, and the current level of the reach of the technology reaching 25% of the industry is a good level to term it as the technology becoming common practice. Illustratively, the blending of flyash with cement has been termed by EB as common practice when it breached this level in India.  
The spread of tapping waste heat in sponge iron industry has lead to the spread of the use of this technology to the Industry in India, and the Government has made the implementation of the technology mandatory for sponge iron plants with capacity of 200 tpd or more. 
http://www.enn.com/energy/article/25399  is an article which describes a technology to tap waste energy and provide 35% IRR but it is not widely practiced in the US. If this is the practice in the US, the developing world would certainly face additional barriers to implementation. 
Multiple effect distillation is a process known to the sugar industry for refining sugar. It is now being extended to the water desalination industry – after about 50 years of its introduction. http://www.economist.com/science/tq/displaystory.cfm?story_id=11484059. This reflects the pace at which technology is absorbed commercially. This should not be termed as non additional, as are the adoption of waste energies. 

Such barriers exist in Europe too. Swedish liberal MEP Lena Ek is reported to have remarked "It's a disgrace to see the flaring of waste gases as you drive through Europe, especially with the high energy costs of today," http://www.reutersinteractive.com/Carbon/104921 
3. How project participants can demonstrate that their projects activity with a potential for high profitability without CER revenues still face barriers?

Our submissions:

The barriers to adopting new technologies have been identified as 

Market barriers constrain adoption of win-win options hence the proposed additionality concept changes are not in tune with the ground situation in adopting new technologies (relative to the user)  for the following reasons 
– 
Comparative energy use information is unavailable

– 
First cost is higher than those of energy-inefficient options

– 
Costs and benefits accrue to different people

– 
Uncertainty of operating costs, performance and reliability, especially of new technologies and practices, deters investments by users and financiers

Source:  Bureau of Energy Efficiency, India. 

Market barriers

Low priority of energy issues

Access to capital

Incomplete markets for energy efficiency

Market failures

Split incentives (PA problems)

Insufficient and inaccurate information

Distortionary fiscal and regulatory policies

Unpriced costs (externalities)

Unpriced (public) goods

International Energy Agency study titled Mind the gap - http://www.iea.org/w/bookshop/add.aspx?id=324
Capturing Landfill gas in India a study by IEA shows that this sector has not been tapped in India, and the benefits that can be garnered from harnessing this potential energy source. 

http://www.iea.org/textbase/papers/2008/India_methane.pdf 
Kanwal Jit Singh 

