1. The objective of CDM is global emission reduction. Economic principles would demand that this should be achieved at the lowest cost possible, as the cost involved is not individual cost, but social cost. If there are no disputes on these two maxims, then the proposal and the solution seem to suffer from serious flaws. 
2. In the first place, the proposal seeks to stipulate enhanced barrier test to certain projects (based on sector or technology used), which are highly profitable even without CDM benefits. Introduction of such enhanced barrier would only render these projects non-additional. To start with, the proposal seeks to place Greenfield industrial plants, which include CDM activity in the list.  This is not desirable for the following reasons: 
a) Such a classification would result in project developers either opting out of such investment totally or deferring it to a future period so that they become eligible for CDM benefit. It would give rise a paradoxical situation, where on the one hand while the UNFCCC is striving to bring down the global emission, it would be contributing to global GHG emission on the other, although unconsciously, for whatever the duration may be. 
b) This proposal would lead to increase in social costs. There are two aspects to it. 
i) Irrespective of whether the project developer opts out or defers the investment, it is the society which bears the cost in the interregnum and not the project developer. 
ii) The CERs are purchased by GHG emitting companies. It is a common knowledge and well accepted principle that the buyers would eventually pass on the cost to the ultimate consumer. Therefore, in the chain, it is the common man who would bear the cost. By artificially restricting the supply, this proposal would only lead to an increase in the price of CERs. And it is the society that would eventually bear the cost.  
c) The proposal, by universalizing the concept of financial or economic profitability of projects, seems to overlook the basic financial principle. The project’s profitability depends not only on the sector in which it is in or the technology which it deploys (as suggested by the proposal), but on several factors like scale economies, financing pattern, rate of interest, repayment terms and expected rate of return, to name a few. No two projects are alike though they may be in the same sector or adopting the same technology. 
3. Secondly, in cases where the project developers choose to demonstrate the additionality through barrier test only, the proposal suggests three options. None of them are workable for the following reasons:
a) The first option relates to demonstrating the project activity is a first-of-its-kind in the relevant region or country concerned. If this is strictly interpreted, then only one project can come up in the region or country concerned. It is very difficult, if not impossible, for the PP and DOE, particularly in a vast country in like India, Brazil or China, where more than one DOE are accredited to do validation, to ensure that no other project developers are setting up a project in the same sector or with the same technology. It is quite possible that EB could receive more than one project from a country/region for registration. EB will have only three options, viz., 
· to reject all but one project, 
· accept all projects received upto a cut-off date and 
· accept all projects. 
If the EB decides to reject all but one project, then the question is which one. If it is based on the date of submission, then unconsciously a conflict is created between PP and the DOE, as submission for registration depends as much on DOE as on PP. An overburdened and/or lethargic DOE can jeopardize the chances of a project from getting registered.  This could give rise to unpalatable situations. On the other hand, if EB accepts all the proposals upto a cut off date, then also a rift is created between PP and DOE, where the DOE fails to act fast. The only alternative is to accept all projects irrespective of when it is submitted. Then, the very essence of ‘first-of-its-kind in the relevant region/country’ is diluted; it tantamount to common practice analysis. Hence, a strict interpretation of the wordings is not workable.
b) The second option pertains to the project developer demonstrating that at least one barrier cannot be directly alleviated or otherwise affected by the potentially higher financial revenues of the project activity but will be alleviated by the CDM. CDM benefits are financial benefits. Finance cannot alleviate any non-financial barrier – it cannot increase the rain; it cannot stop earthquake; it cannot stop landslide; and it cannot stop flash floods. But a common denominator in all these cases is the occurrence of loss. All that the CDM benefit does is to alleviate the loss likely to be suffered by the project developer. Since all these acts get manifested in the investment analysis by way of sensitivity analysis (such as reduction in PLF, increase in material cost etc), what CDM tackles, in essence, is only investment barrier. Therefore, a barrier which cannot be alleviated or affected by the potentially higher financial revenue can never possibly be alleviated by CDM. Hence, this option is also unworkable.  
c) Third option, which pertains to project developer explaining or supporting with credible independent evidence that bank loans, other debt or equity financing could only be obtained after the benefits of the CDM were taken into account also suffers from three flaws: 
i) Bank loans are secured and they have first charge not only on the assets, but also on the cash flows. Therefore, their main concern is whether project activity is capable of servicing the loan and not whether the project is additional. Hence, they rely more on the Debt Service Coverage Ratio (DSCR), which unfortunately is not recognized as an acceptable financial indicator in the Additionality Tool, than on any thing else. A project yielding an IRR of 20% but with a DSCR of less than 1.5:1 would be unacceptable to the banks. 
ii) Secondly, any argument on the part of the project developer that the loan was sanctioned only after considering the CDM benefits in the cash flow should also be evidenced by the fact that the project implementation is awaiting the registration. This is because banks in such cases will invariably stipulate a condition that the project should get registered with UNFCCC before seeking disbursement. If the project has gone ahead with the implementation then, it reveals that CDM is ‘one of the considerations’ and not the ‘main consideration’ for sanctioning the loan. The bank’s letter, therefore, does not evidence additionality. In reality, implementation of no project is held up for want of registration, which proves that the banks are not unduly concerned about CDM benefits. They have some other collateral. In other words, a mere letter could satisfy the EB; but in reality, it has no value.
iii) Finally, this option would only lead to unhealthy practices of project developers getting letters from amenable banks, para-banking institutions and their own sister concerns, which may satisfy the EB in terms of ‘letter’, but that certainly is not the ‘spirit’.  

4. Hence, the policy is ill advised and unworkable. If the increasing workload is the main concern of the EB, then the solution has to be found elsewhere and not by stipulating enhanced barrier test. 

