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

Additionality has been a thorny, yet important, issue of paramount concern ever since inception of the Clean Development Mechanism. For the purpose of this document, we divide financial additionality into two categories:

1. Financial barrier can’t be over come without CER revenues

2. Financial barrier can be overcome without CER revenues 

Financial barrier can’t be over come without CER revenues

Any project that can prove that it can not be operationalized (Greenfield or brownfield) without CDM revenues falls under this category. Clearly, these projects satisfy the financial barrier test.

Financial barrier can be overcome without CER revenues
Projects that can proceed and will be built without CER revenues fall under this category (it may be green field or brownfield). Under normal circumstances and as many active carbon market players will advice such project sell their emission reductions as Voluntary Emission Reduction in the market, standards for which are less stringent than CDM. There are two ideas for these projects:

Introduce a CDM multiplication factor to decrease CERs –

The concept is similar to the Option 3.14 Introduction of multiplication factors to decrease the certified emission reductions issued for specific project types of the UNFCCC document FCCC/TP/2008, 6th August 2008. A CDM project activity could receive CERs equal to the emission reductions multiplied by the GWPs of the gases and then multiplied by a factor based on the project activity type. The project activity types would first need to be identified and multiplication factors for each would then need to be agreed. Profitable project activity types could have their total number of CERs  ‘discounted’ by a multiplication factor of less than 1.
Sustainable Investment Scheme (SIS) –

If the project were able to prove that CDM provided additional incentive to implement the project, despite it making financial sense without CDM, and CDM was considered at the time of planning the project, the CERs from the project would need to go through a Sustainable Investment Scheme (SIS). The concept is similar to the Green Investment Scheme for AAUs under the Kyoto agreement. AAUs from many countries are not truly additional, however they can be used for compliance subject to them being “greened” via a Green Investment Scheme (GIS). We may adopt a similar scheme for CERs from project that do not qualify the financial barrier test, are profitable without CER revenues but show that CERs have incentivized implementation of the project. These CERs will be eligible to use as Kyoto compliance units subject to them investing the excess money from CER sale into sustainable activities. This will involve the project proving that the excess cash flows will be utilized for demonstrable sustainable development in the local/host community. These CERs may be labelled as SIS-CERs and would need to prove sustainable development benefits from excess CER cash flow in order to be eligible for compliance. 

There will be practical challenges to implement the same. Two clear challenges would be:

1. A project owner gets monies for CERs only after issuance and hence can implement the SIS after issuance. How does he sell CER and get monies to implement SIS in the first place?  The timing of issuance and eligibility to use these CERs from highly profitable project would need to be looked into.

2. As definition of sustainable development varies and is context specific, a SIS may be region specific and demonstrable implementation would need to be validated by the DOEs.  

Example:

Mega Power plants in developing countries are likely to go ahead without CDM revenues. The CERs issued to these projects should be eligible to be used in compliance if they have a “validated SIS report”. To get the SIS report, the CER revenue must be proved to be spent on community initiatives or installation on highly expensive clean technologies like Solar PV for small/micro scale use. There can be plenty of other ways to spend it. This would need further research. 
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