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CMIA POSITION PAPER

Enhanced Barrier Analysis
3 September, 2008

The Carbon Markets and Investors Association (CMIA) is a trade association representing service providers to the global carbon market. Formed to represent businesses in the services sector working to reduce carbon emissions through the market mechanisms of the UNFCCC, the CMIA represents an estimated three quarters of the transaction value in the global carbon market, which is expected to grow to $1 trillion by 2020.

The Board, at its forty-first meeting considered a draft proposal prepared by the Methodologies Panel on the enhanced barrier test for project activities that have a potential for high profitability without CER revenues and only use a barrier analysis to demonstrate additionality.
The draft proposal is available at http://cdm.unfccc.int/Panels/meth/033/mp_033_an11.pdf

The public is invited to provide comments in particular on the following:

(a) What are the criteria for a highly profitable project activity?
(b) What project activity types can potentially be highly profitable without CER revenues and as such should be subject to an enhanced barrier test? 
(c) How project participants can demonstrate that their project activity with a potential for high profitability without CER revenues still faces barriers?
CMIA response:

CMIA acknowledges the intention and efforts of the Board and its panels to ensure the environmental integrity of CDM projects and to speed up the CDM approval process through filtering out projects that are likely to get stuck or be rejected due to additionality concerns. However, it is our view that the current proposal for a separate enhanced barrier analysis for certain project activities which have the potential for high profitability is neither an efficient nor an effective approach to take as part of efforts to enhance the CDM.  
We believe that there are more effective ways in which the process for testing the additionality of CDM projects could be simultaneously both strengthened and streamlined.  

1. In the short-term, the CMIA shares the belief of the Board that the historic approach to barrier analysis has demonstrable shortfalls which have needed to be addressed for some time.  At present barrier analysis is unsatisfactory both for rule-makers and for those seeking to follow the rules.  Barrier analysis can be effectively applied for first-of-a-kind projects.  But a lack of guidance as to what constitutes a prohibitive barrier to a project (and how this should be demonstrated) and the impracticality of such guidance where it does exist, has led to market participants (as advised by DOEs) opting overwhelmingly to seek to demonstrate project additionality through investment analysis – since 1st January 2007, only 22% of large-scale projects have used solely a barrier analysis to demonstrate additionality
. This has had negative consequences for the CDM, both in the effective exclusion (and therefore abandonment) of potential mitigation projects which should qualify and in the over reliance on one approach to demonstrating additionality, thereby weakening the system as a whole.  In the short term, more guidance is needed on how barrier analysis can be applied in practice for all projects. A detailed elaboration on the applicable barrier analysis should be further pursued, including barriers to investment that are well known and researched today in the economic science literature but not considered in the Tool presently.      
2. Going forwards, CMIA questions the move to implement a project-specific Enhanced Barrier Analysis test in the current context of increasing delays to project registration and of the development of new, more efficient ways of determining project additionality based on project-type rather than on a case-by-case basis. Nor is it possible to determine certain project types which universally deserve to undergo the further step of an enhanced barrier analysis on the basis of projected returns on investment - CMIA believes that there is no simple approach to defining and assessing project profitability that can reflect on-the-ground reality and be applicable to selected sectors in different countries that can be combined in one tool. CMIA is convinced that this discussion will by nature lead to discussion of benchmarks / efficiency factors/ policies at local/ national/ regional level, which we welcome. 

3. CMIA therefore suggests that the proposal be considered in the context of wider reform of the CDM and that, rather than moving towards ever increasingly complex tests on individual projects, focus should be on developing sectoral region-specific benchmarks that will allow pre-judgment of additionality of projects prior to significant time and money investment from project developers and DOEs. Alternatively, the general guidance on the use of barrier analysis for all projects should be addressed in the present tool or the issue could be addressed at methodology level, through adding specific guidance on the additionality test for selected methodologies as is being done with ACM0013 for Greenfield grid-connected fossil fuel fired power plants. 

In spite of the above, the CMIA does have views on the specific questions raised by the EB for its prototype EBA and responds as follows: 

(a) What are the criteria for a highly profitable project activity?

Defining one limited set of criteria to identify highly profitable projects in all sectors and geographic regions is very difficult. This is because investment landscapes vary greatly between areas and regions and through time; what appeared to be a profitable project at inception may not be by the time of project implementation, and vice versa for seemingly marginal projects.  CMIA therefore suggests avoiding any sort of IRR threshold mechanism. A better method would be to develop an approved list of technology specific project types by country or region and to constantly monitor this list as sectors evolve. 
(b) What project activity types can potentially be highly profitable without CER revenues and as such should be subject to an enhanced barrier test?

In principle, CMIA does not believe that it is appropriate or necessary to add a further step in the process of proving project additionality nor to single out certain project types which deserve to be subjected to such a further step.

Projects which utilise “waste” streams – for example, industrial waste gas, waste heat and associated gas projects - often appear to be profitable on paper, but this is not universally the case and projects that appear profitable at inception can under-deliver on both profitability and greenhouse gas savings. Therefore blanket inclusion of these project types would not be appropriate without specific regional and temporal assessment. 
Likewise, although some energy efficiency projects appear to offer negative cost and excellent net present value and potential profitability at inception, it is a well-known phenomenon around the world that many efficiency projects are not implemented due to intrinsic non-financial barriers. Rather than deciding which types of projects to include under an Enhanced Barrier analysis test, CMIA recommends that the EB provide further guidance on how all projects should utilise the existing barrier analysis approach under the combined tool for demonstrating additionality or develop a more sectoral approach for specific technologies, as has been taken in ACM0013.  
(c) How project participants can demonstrate that their project activity with a potential for high profitability without CER revenues still faces barriers?

The first-of-a-kind analysis, although effective, is essentially no different to the current barrier analysis integrated within the additionality tool.  Furthermore, the proposal to require project developers to prove that without CER revenues they cannot raise debt finance is, as we have seen, very difficult to carry out in some countries. In effect this would require a negative response from every suitable bank in the region and this is an unrealistic requirement, especially as banks in certain countries will not even issue a negative response letter.
CMIA recommends that a number of options be provided as means to prove that insurmountable barriers exist, and that project developers would be required to provide evidence that satisfies one or more of these options. Paramount among these would be lack of technology penetration in the region in question. A central database could be developed to track penetration of technology types relevant to CDM on an updateable basis. This will provide a robust measure of the level of adoption of a technology and could be used by project developers as a clear demonstration of technological barrier. This could even be used in the future to discount CER issuance according to level of penetration.
Other options could include reports of difficulties with demonstration projects, large passage of time since initial demonstration projects without passage to commercial projects, or local government support or financing refusals.
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� Source: http://www.iges.or.jp/en/cdm/report_cdm.html
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