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Call for inputs on the reasons for no or low application of approved methodologies in CDM project
Foreword

A  spectrum of cement sector methodologies to cover all emission reduction levers is currently available. However, up to now, the cement sector has not been able to deploy its full CDM potential, due to difficulties faced in applying existing methodologies. While some of these methodologies might be applied to a high number of projects, just a few projects have been registered. In many cases, the relatively low amount of emission reductions expected, the applicability constraints of the methodology coupled with success uncertainties when applying the additionality tool restraint project participants to implement projects. A broader methodology, including many levers, would facilitate the implementation of CDM projects.   

Table 1: current status of cement sector registered CDM projects
	Meth applied
	Type
	CDM Potential
	Typical size

(kCERs/year)
	# projects registered
	Region

	ACM003
	Alternative Fuels
	High
	>100
	12
	Various: SE Asia, Latin America (no China)

	ACM004, ACM0012 & AM0024
	Waste Heat Recovery (WHR)
	Medium
	100
	32
	China + 2 in India

	ACM0015 & AM0033
	ARM (alternative raw materials)
	Low
	>200
	4
	China

	ACM005
	Blend
	Medium - High
	150
	14
	India (+ 1 Indonesia)

	AMS (small scale)
	Energy eff., WHR
	Medium
	17
	6
	Including 1 WHR in Cambodia

	ACM002
	Wind
	Medium
	--
	2
	Mexico, Morocco,


Over the past two years, the CSI has worked on the development of a new Benchmarking methodology, as  an innovative approach to using the CDM, overcoming many of the barrier and difficulties of existing methodologies (see below). The new methodology is applicable for clinker and cement production facilities and builds on the WBCSD-CSI CO2 measurement, reporting and verification protocol and the WBCSD – CSI Getting the Numbers Right (GNR) database of energy and CO2 performance data from cement manufacturing industry world-wide.

The methodology is innovative in the following ways:

· The methodology provides incentives to reduce CO2 emissions using all efficiency improvement levers and is applicable to new and existing cement plants;
· The methodology uses a rigorous project-by-project demonstration of additionality and definition of the baseline, following an objective and standardized sectoral benchmarking approach;
· Additionality is assessed in the PDD and is demonstrated during the execution of the project, thus effectively guaranteeing the environmental integrity of the project;
· The methodology uses a dynamic baseline benchmark, wherein the regional baseline is updated over time to reflect performance changes within the region.
1) Reasons for low or no application of the approved methodologies (including methodologies for large-scale, small-scale and aforestation & reforestation CDM project activities). 
The cement methodology reported in  annex 1 to the annotations of EB47 meeting is the following:
 “ACM0015: Consolidated baseline and monitoring methodology for project activities using alternative raw materials that do not contain carbonates for clinker manufacturing in cement kilns --- Version 2”
Three Chinese projects have been submitted for validation applying ACM0015 but none has yet been registered. Previously 4 Chinese projects were registered with AM0033, a methodology that has now been consolidated into ACM0015. Only Chinese projects (using calcium carbide residue as alternative raw material) are succeeding, due to very special local conditions both for alternative raw materials availability and costs; these conditions are in no way representative of other countries.

The use of alternative raw materials  is normally conditioned by the availability of suitable materials; a far lesser number of plants worldwide have access to suitable and nearby alternative raw materials than those able to use other levers to reduce emissions (e.g. alternative fuels usage, blended cements). In addition, raw materials, if sourced, are usually available in small quantities and the  required chemical composition of the raw meal further poses limitations to its use.  As a result, the potential emission reductions generated by the few projects that fulfill the applicability criteria of ACM0015 are very small and the signal-to-noise ratio (reduction in emission factor due to the use of alternative raw materials compared to the normal fluctuations of that factor) is quite small. This results in high transaction costs for the preparation, validation, monitoring and verification of those potential projects.
2) Barriers or difficulties faced by the stakeholders for the application of methodologies, in general, and not limited to the methodologies with no/low use.
We are mainly interested in CDM projects in the cement sector, our core business in which we are likely to incur lower technology risks. Though most of the reduction levers in the cement sector are covered by approved methodologies,  single measures sometimes contribute to only limited emission reductions. Accordingly, a combination of measures needs to be implemented in order to significantly reduce emissions. 

In addition, the traditional way to demonstrate additionality, i.e with the current tool, is in certain cases difficult to apply for industries highly exposed to competition. While some projects could be financially interesting, many other parameters than financial ones are taken into account in the investment decision. Therefore demonstrating financial barriers doesn’t ensure that the project is additional and consequently doesn’t ensure the environmental integrity of projects. 

Uncertainties in the administrative and registration processes, as well as the internal project’s risks are limiting factors slowing down the implementation of projects generating real emission reductions. In the cement industry, less than 70 projects have been registered, and 12 rejected (9 out of 12 applying ACM0005).
In general, high transaction costs are main barriers, especially for small projects, as they cannot always be estimated in advance in the design phase (e.g. permitting). A concrete example is when the  initial costs of a project are increased by requirements, in some cases completely out of scope, by local authorities. It is key that the host nations (DNA) define clear sustainability criteria for their countries in order for projects to be screened transparently. However, such processes should be kept as simple as possible to avoid further increases in transaction costs. It is important to get local support and involvement at an early stage, meaning, both the involvement of local players in the project development and the support of the local CDM institution to facilitate project approval. More consideration should be given to developing streamlined procedures to reduce as much as possible all these unnecessary transaction costs. 
Looking at specific methodologies:

· for some methodologies the applicability conditions are restrictive and limit further potential to reduce emissions; As an example, the methodology ACM0003 “alternative fuels” should allow  the  previous use of alternative fuels. Indeed, the reality is that most of the cement plants are using a limited amount of alternative fuels and the challenge is to significantly increase the quantity used. Only four projects per year were registered in 2006, 2007 and 2008, respectively, none in China; 

· the decrease in clinker to cement ratio (under ACM0005 “blended cements”) is one of the cement industry’s main levers to reduce specific CO2 emissions in many non-Annex I countries. The CDM EB has put the methodology on hold after rejecting all the projects since February 2007 due to issues linked to demonstrating additionality; proving the additionality of these projects is difficult as the main barriers such as risk of market acceptance or technical failure and internal resistance to new cement types are difficult to quantify and document (13 projects registered in India, the latest in February 2007, and one in Indonesia); the Meth Panel has been asked to provide a new additionality test; 
· small-scale energy efficiency application to cement installations is not straightforward, since interpretation of how to apply measures described in the methodology differs widely among stakeholders (cement companies, consultants, DOEs, UNFCCC bodies such as the Small-Scale Panel). For instance AMS-II.D (Efficiency in industrial installations) stipulates that “in the case of a new facility the energy baseline consists of the facility that would otherwise be built”. As a result the SSc working group has not approved an approach where a certain measure would be credited with a fixed reduction of energy consumption per unit of output although this would have been the most appropriate and exact approach from technical view point; finding another approach that fulfills the requirements by the SSc working group proved to be difficult, laborious and resulted in a baseline that is less predictable and less realistic than the one originally proposed.
· For the demonstration of additionality of Waste Heat Recovery projects (under ACM004) a combination of factors is necessary such as low energy costs and high carbon content of electricity – e.g coal based; accordingly projects are concentrated in some regions, such as China. However Chinese legislation doesn’t allow local companies majority owned by foreign companies to apply for CERs, either from this type of projects, very popular in China, or from any other project type. This is a specific local difficulty.
3) Barriers or difficulties faced with the methodologies, in general, for the periods of monitoring and during the crediting period.

Inconsistence in the decision of the DOEs, due to lack of guidance from the EB, delays and restrains CERs issuance. In fact monitoring and how the various parameters are estimated, measured or calculated are not precise enough in the current methodologies; this refrains DOEs to take position and push them to request for a deviation. For example, some parameters like the clinker production, measured according to sectoral common practice rules, have been accepted or refused by different DOEs, in the latest case preventing the project to get issuance.

In addition issuance was stopped for some projects following a change of alternative materials used although availability was demonstrated; the DOE was unable to accept the change in raw material whereas in some other cases, it has been accepted. Better guidance is expected.
� Due to the coal dependency of the Chinese economy some basic chemicals are produced from this feedstock while in other countries they are typically made from other inputs, mainly natural gas, In particular, the Chinese acetylene production from coal involves a process step that produces large quantities of calcined raw material that is suitable for the cement industry.
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