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Subject: reasons for no or low application of approved methodologies in CDM projects
Members of the CDM Executive Board,

We appreciate the CDM Executive Board’s call for public inputs on the subject of no or low application of approved methodologies in CDM projects and welcome the opportunity to contribute our experience for enhancing the application of these methodologies. We provide some general comment and suggestions for consideration, followed by specific comment on one so-called ‘zombie’ methodology. 
The primary reason for lack of methodology application is not, in our view, a lack of emission reduction potential. Rather, it is related to the impracticality (perceived or actual) of the methodologies:

1. narrow applicability and additionality requirements: the requirements to demonstrate additionality are imperative, but are difficult to effectively apply in the reality of common business practices. In some sectors, particularly those that do not operate as ‘rational businesses’, such as state monopoly energy companies (crown corporations, parastatals), investment decisions are not taken entirely, or even primarily, on a business or financial assessment. Individuals within such organizations have little incentive to undertake CDM as they will be unlikely to see rewards, but risk negative outcomes. At the organizational level, additional revenues (or ‘profits’ from CERs) seldom stay in the company, but are returned to state general revenues. Structuring a project that allows all of the revenues (from saved gas and CERs) to remain in the organization is very difficult to do, as it effectively means governments ceding (financial) power to the parastatals. However, it is feasible to structure a project such that the parastatal can retain all or some of the CER revenues for the project. Without this approach, it is extraordinarily difficult to motivate these key players (which are often the largest emitters nationally) to undertake CDM projects. Good projects in these situations are often very profitable but still not undertaken under BaU, meaning additionality must typically be demonstrated through ‘barriers to investment’. It is difficult to communicate this, since ‘barriers to investment’ in many cases implies poor management. The true barriers to such projects lies in overcoming these disincentives. For these reasons, where a methodology has strict, specific and narrowly defined additionality requirements, it is very difficult to ‘fit’ real projects into the methodology, thus limiting uptake.
Suggestion to enable greater uptake: primarily, to broaden the applicability. This may be simply done through changes (simplifications) to the methodologies. This would be most effective for the market if undertaken by the meth panel, providing the meth panel is sufficiently resourced to make effective changes. It would, however, require a proactive approach that implies a substantial increase in workload for the meth panel. If this is not practical, an alternate may be to explicitly promote a sympathetic hearing from the meth panel/EB to proposed revisions to zombie methodologies submitted by project proponents (with or without a draft PDD). This would enable the meth panel to be in a reactive rather than proactive posture, and have the market propose improvements. 

2. In seeking ‘safety’ through conservative estimates of emission reductions and stringent monitoring conditions, there are often several layers of conservativeness in calculating CERs and monitoring requirements of marginal benefit. This results in progressively diminishing the financial attractiveness of a CDM project, and increasing the risk that CERs will not be issued, to the point that the viability of the project is jeopardized. Methodologies with overly conservative CER calculation approaches do not recognize real and measurable emission reductions. Monitoring requirements that are imposed for all project types may inadvertently create overwhelming transaction costs that render non-viable the project

Suggestion to enable greater uptake: conservativeness should reflect degree of uncertainty, not the degree of ‘attractiveness/lucrativeness’ of a project type, which should be determined by the market (since CDM is a market mechanism). Conservativeness should not be simply cumulatively added, but rather reflect a statistical approach to reaching 95% (or 90% etc) certainty of the result. A practical step is to make an assessment of the zombie methodology’s cumulative conservativeness compared to a ‘best estimate’ of expected emission reductions. Where there is substantial departure (eg: meth would calculate 50% less CERs than best estimate of emission reductions, or 50% conservative), the methodology should be revised to reduce conservativeness. As above, this may be simply done through changes to the methodologies by the meth panel (if sufficiently resourced) or by inviting proposals from market participants (and providing a sympathetic hearing). 
More generally, any methodology that has been applied provides a precedent for other project developers to follow, smoothing the process. It appears, however, that ‘first movers’ are subject to greater stringency and scrutiny than subsequent submissions, further discouraging use of zombie methodologies. In order to stimulate the market (and facilitate use of unapplied methodologies), first movers should receive a more sympathetic review, with requirements and reviews being ‘tightened’ over time. This has been implicitly done (and publicly acknowledged by the EB) with regard to early CDM projects and additionality, with a tightening over time. This approach enabled the spectacular growth of the CDM market in the 2005 to 2008 period in many sectors, but other sectors (and their related methodologies) languish. If this implicit approach were to be explicitly recognized in advance, it would avoid the majority of (possible) negative press, and position the EB to legitimately tighten requirements over time. 
To illustrate these points, herein some specific input on low application of the approved methodologies AM0023 “leak reduction from natural gas pipeline compressor or gate stations”, version 02.1: 
Gas transmission and distribution companies in most developing countries have some systems in place for leak detection directed toward operational health and safety but do not have systems targeted toward minimising leakages. The vast majority of these companies are parastatals (as noted above), and do not gain any financial benefits from reduced gas leakages. As long as gas leaks in the transmission system are within the technological limits prescribed by relevant regulations, the company is not penalised for gas leaks, nor is it rewarded for gas savings realised through leak reductions. This situation is not likely to change in the short- or medium-term even if some type of institutional or regulatory reform is put in place. Gas transmission and distribution companies do not have the financial resources or incentives to reduce leaks. Therefore CDM is essential to implement activities towards more advanced systems of detection and repair of leaks and invest in the human resources needed. 
The revenues that can be gained through the implementation of a CDM project are high and attractive. This might give the impression that CDM revenues are an additional high income source for gas sales organisations which are already profitable, but it is not a question of how much income is generated, but rather, where this income is invested. For transmission and distribution companies, CDM is crucial for investment in the detection and repair of leaks, as there are few if any other incentives. The current methodology narrowly defines which companies are eligible, and showing applicability is difficult. Given the above, it is difficult to see why such a narrow applicability is necessary. 
Within the methodology, there are several extremely conservative assumptions, including that: only certain measuring instruments can be used (which excludes measurement of large leaks); an apparent requirement for ‘zero’ leakage (which is technically impractical); and the assumption that ‘failed repairs’ return to 100% of the baseline leak rate the day after repair, and such ‘failed repairs’ are considered to be any leak that is detected (ie – even at 1% of the baseline leak rate). The combination of these limitations results in a huge reduction from ‘real’ leaks repaired compared to ‘creditable’ leaks repaired, to the point that projects that initially seem to be lucrative struggle to be viable under the methodology. A reasonable amount of conservativeness is fair, but where the credited emission reductions are a minority (less than 30%) of the ‘actual’ emission reductions, it is a serious disincentive.
Macro-economically, the best solution is for profitable gas companies to invest in pipeline maintenance to detect, repair, and avoid unintended leaks. In reality however, this is simply not going to happen in the near-term: while attractive in theory, leak reduction projects are clearly not a priority for gas extraction, production and sales systems. Time and again the financial payback from reducing leaks has been demonstrated, yet systematic leak reduction remains virtually unknown in most developing countries. If CDM can catalyse leak reductions in the near term, the benefits can be concretely demonstrated, and a genuine technology transfer be undertaken. It is very difficult under the current methodology to demonstrate applicability and additionality, and this, combined with the difficulty in obtaining recognition for the emission reductions achieved and the low-priority generally given to leak reductions, results in continued large greenhouse gas emissions that result in no economic benefit. 
We respond to this call for input in good faith as we believe it is an important issue. However, in the near term, one of the MDG Carbon Facility projects will be submitting a request for revision on this methodology with specific requests for improvements. We do not wish to prejudice the outcomes of the established processes, but would be happy to provide more detailed and specific information to the Secretariat and EB on request. 
We hope these inputs are received in the constructive manner intended, and would be happy to contribute to further discussions on the subject if the Executive Board finds this helpful.

Regards,
Matt Spannagle

Technical Manager

MDG Carbon Facility

