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CDM Consideration
Dear Sir,
We would like to appreciate the efforts of the CDM Board in providing the “guidance on demonstration of prior consideration of CDM” (hereafter referred as “guidance”) that has largely clarified the matter to the DOEs and project participants. Though all genuine CDM project activities, existing or new, shall be able to satisfy the conditions of the guidance, there are certain exceptions as described in detail in below section. Though the DOEs are able to appreciate the logic for the delay in the CDM process of these projects, in their narrow interpretation of the guidance, they state that “it does not satisfy the guidance”. As a result, the DOEs are not submitting many of these genuine projects for registration, conveniently citing the EB guidance. Though the guidance has met its objective of deterring BAU projects in the validation stage, sadly, some genuine CDM projects are being victimized
 by the DOEs, intentionally or unintentionally. It is a “Death Knell” for such genuine projects who have spent significant amount of money and efforts in validation and project development apart from the project risk factors.
Through this communication, we seek the following:

· Revisions to the “guidance on prior consideration of CDM” based on real- case examples presented
· Clarifications on whether the delays in the CDM process of the presented project cases are justified and acceptable to the Board for submission by the DOE
We understand from the EB meeting reports that the Board always strives to update the “Tools” and “Guidances” based on the experience gained with each new CDM case. We seek to include certain additional detail to the Section C of the “Guidance on the demonstration and assessment of prior consideration of the CDM” such that the genuine CDM activities are not victimized due to the narrow interpretation of the guidance by the DOEs. 
The following points regarding “existing project activities” are placed before the Board for their consideration, with real-case examples where relevant:

1. For project activities with a long gestation period (say 2 to 3 years), it is sufficient if the PP has commenced the CDM process 6 months in advance to the date of commissioning.
Justification: (Refer case study 1 in next section)
In the years 2004-2006, the CDM registration process took only 6 to 8 months time.  In long gestation projects (like hydro, waste management with 3 to 5 years construction period), PP may intentionally postpone the CDM process so that the registration coincides with the expected project commissioning date. If the CDM process was started at the time of conceptualization (say 2004), the project would have been registered 2 years before the expected commissioning date of 2006. In this case, the PP would lose two years of crediting period (from registration till commissioning) without any CDM revenue. It may be noted that the Procedure for “Requesting post-registration changes to the start date of the crediting period” was issued only in May 2006 prior to which no such guidance existed. Therefore, considering the disincentive of early registration, the PP has postponed the CDM process and commenced it around 8 months from the scheduled date of commissioning.
2. For project activities that consist of a combination of several energy efficiency/renewable energy activities at a single location, which are conceptualized together, but implemented over a period time, the date of initiation of the final measure may be considered while applying the “guidance”. For this purpose, the time delay between the initiation of the first sub-component and final sub-component shall not be greater than 3 years. 

Justification 1:

Industrial energy efficiency projects consist of micro-size projects, which are not large enough to be taken forward in CDM on a stand alone basis. A PP may conceive several energy efficiency measures at a single facility to be implemented over a period of time (say 1 to 3 years). During the conceptualization stage, the detailed technical specifications are usually not finalized. The specifications are finalized only during the purchase order stage till which time it is not possible to complete the CDM PDD. For such projects, the PP can commence the CDM process only when the specifications of all energy efficiency measures are frozen (i.e., release of purchase order). For such projects, the date of initiation of the final measure may be considered while applying the “guidance on prior consideration of CDM”. 
Justification 2: Refer case study 2
Incase of small scale project activities, where project promoter wishes to implement project activity (ex. Wind Electrical Generators –WEG’s) in a phased manner (ex. two or three years from date of CDM consideration) kindly consider the following points:
· The limited technical information about the subsequent phases (i.e. especially for projects with investment barrier) would limit the project promoter to take early action in CDM process. In addition, projects which require approval/consent from external agencies or government authorities for each phases (ex. For wind power projects which requires clearances and approval from local authorities), the project promoter would have constraint to submit the PDD to local DNA without implementation of last phase.

· The Certified Emission Reduction (CER’s) from initial phases of project activity would be less compared to total project activity. The CDM transaction cost (i.e consultant charges, DoE fees, UNFCCC registration charges) involved for each phase could be high for the project promoter to carry out CDM process for initial phase/s on stand alone basis. 

· Further, even the possibility of starting the CDM process for entire project activity (i.e. provided the information about the subsequent phases are available for PDD completion) immediately after CDM consideration (during initial phase) would result in loss of opportunity cost. Since, the crediting period would start only after commissioning of last phase (Two or three years from the date of CDM consideration) and generally the CDM cycle would take only 10-14 months period.

3. For commissioned project activities, which do not generate emission reductions in the initial period due to technical or market constraints, it is allowable if the CDM process is stalled and re-commenced at a suitable time when the project activity is expected to generate emission reductions. However, the CDM process shall be started 6 months prior to such date.

Justification: (Refer case study 3 in next section)
In certain project cases, though the project activity is commissioned, emission reductions may not be generated due to the materialization of the technical or market risks. Typical examples may be failure/damage of equipment (technical risk) or failure/stoppage of the industrial production process (due to poor market demand in case of industrial energy efficiency projects).
In these cases, though the CDM process may be commenced during the initial stages (say 2004), the PP may decide to temporarily stall the CDM process so that the registration coincides with the date of equipment re-commissioning or the date of generation of emission reductions. This is for the following reason:
In the years 2004-2006, the CDM registration process took only 6 to 8 months time.  If the CDM process was continued, the project would be registered without the project generating emission reductions. In this case, the PP would lose the crediting period (from registration till re-commissioning) without any CDM revenue. It may be noted that the Procedure for “Requesting post-registration changes to the start date of the crediting period” was issued only in May 2006 prior to which no such guidance existed. In the above case, not only does the PP face loss due to the technical risk or financial risk, they also lose the CDM crediting period which is supposed to offset their loss. Therefore, considering the disincentive of early registration, the PP has postponed the CDM process and commenced it around 1 year from the scheduled date of re-commissioning.
4. For project activities whose implementation is delayed due to lack of financing or other factors, the date of re-commencement of the implementation shall be taken for the purpose of applying the guidance (Refer case study 4)
5. Interpretation of the term “inter alia” in the “guidance” and the list of items following it: Many of the DOEs presume that any one of the items listed below the “inter alia” is a mandatory requirement for satisfying the eligibility condition of the “guidance”. Kindly clarify.
6. Any delay subsequent to the appointment of a consultant/DOE, that can be clearly attributed to the consultant/DOE/availability of information may be acceptable.
Justification: Refer case study 5
In many projects, the completion of the PDD or the validation consumes a long time due to the unavailability of required baseline or additionality information. In most developing countries, standard and updated databases/surveys on industry practice or performances are seldom available. In such circumstances, the PP has to either conduct an independent survey which is a time consuming process. Delays due to such aspects may be acceptable. For instance, for specific projects like transportation where the data of railway mileage is required, it is very difficult to get such data from government railway department. Though an approximate value will be communicated by them orally, an official communication would be a time consuming process, sometimes requiring many months. Such delays would delay the PDD preparation.

----------------------------------------------------------------------------------------------------------------------

Case studies

Case study 1:
	S.No
	Date
	Activity

	
	July 2004
	Finalisation of gas engine specifications and placement of purchase orders for gas engines at all four locations completed

	
	July 2004
	CDM process is initiated by the technical division of the PP. 

However, PP learns that the CDM registration process was expected to take only 6 to 8 months (as indicated in a publication in year 2004). Further, it is learnt that once registered, the crediting period would be started. 
PP realized that if the CDM process was started in year 2004, it would be registered by 2005 ahead of the expected commissioning in August 2006. This would result in 2 years of the crediting period to be without any emission reductions. 
In light of the above, after a management discussion, it is decided to postpone the CDM process till end of year 2005. It is planned such that registration of the project activity coincides with the commissioning of the project plant. 

	6
	Nov 2005
	PP personnel attends the World Bank seminar on “Workshop on Carbon fund for solid waste management”

	7
	Nov 2005
	PP personnel approached the Climate Change Cell of the DNA
 for guidance and met with the “Section Officer”.

	8
	Feb 2006
	Tender invitations released for CDM consultancy services

	9
	May 2006
	Contract with CDM consultants


Case study 2:

	Date
	Event

	March, 06
	The company X plans to invest a significant amount towards environmental initiative for next three financial years in three phases. Considering the investment barrier in Wind Electric Generators, the project promoter decided to seek for CDM revenues.  In addition, the company X decides to take all the three phases under CDM process during implementation of third phase, to avoid high CDM transaction cost. 

	May, 06
	Purchase order placed for phase I - Wind Electric Generators (WEG’s)

	Sept, 06
	Commissioning of phase I WEG’s

	June, 07
	Purchase order placed for phase II - WEG’s

	August, 07
	Commissioning of phase II WEG’s

	June, 08
	Appointment of consultant for facilitating CDM process

	July, 08
	Purchase order placed for phase III - WEG’s

	Sept, 08
	Commissioning of third phase WEG’s

	Nov, 08
	Appointment of DoE (validator)

	Jan, 09
	DNA meeting


Case study 3:

	S.No
	Event
	Date

	01
	Purchase order date for energy efficiency equipment
	September 2003

	02
	Initiation of dialogues with CDM Consultants for assisting in CDM process
	October 2003

	03
	Proposal from CDM Consultant
	November 2003

	04
	Appointment of CDM consultant
	June 2004

	05
	Date of commissioning
	October 2004

	06
	Fire accident in the downstream equipment – resulted in reduced capacity operation of the project equipment. Further, due to poor market demand, the industrial production is reduced resulting in lower capacity operation of project equipment. No emission reductions are generated.
	Dec 2004

	07
	Though the equipment is commissioned, there are no energy savings due to the reduced capacity operation. With the expansion delayed and considering lower market demand, it is expected that the equipment has to be stopped or operated at lower load. 
The above is discussed with CDM consultant.

CDM consultant states that no CDM benefits will be generated if energy savings are not there. 

PP requests CDM consultant to stall the CDM process. CDM process can be commenced once a clear picture emerges on the schedule of equipment re-commissioning or operation at full capacity.
	Jan 2005?

	08
	Since equipment will be on-line by April 2008, PP requests consultant to re-commence the CDM process so that project can be registered by that time.
	April 2007

	09
	Proposals obtained from DOEs
	August 2007

	10
	Appointment of DOE for Validation
	05.12.2007


Case study 4:

The project activity involves replacement of the existing lower efficiency biomass residue based cogeneration unit with a high efficiency biomass residue based cogeneration system. Although it was resolved to proceed with the project activity through the Clean Development Mechanism in 2005, the implementation of the project itself was significantly delayed due to non-availability of financing for the project. Communications with CDM consultants and banks on financing of the project through CDM proceeded while the project was placed on hold. Milestones in the CDM chronology and the project implementation are indicated in the table below: 

	Milestone
	Date

	Board Resolution - Decision to Implement Project with CDM
	Jun-05

	Start Date - Purchase Order Placement (Boiler)
	Aug-05

	Decision to delay project due not non-availability of finances
	Dec-05

	Communications with banks on financing for project
	2006

	Decision to proceed with placemen of second Purchase Order
	Feb-07

	Purchase Order Placement (TG)
	Feb-07

	Commissioning of Boiler
	Mar-07

	Appointment of CDM Consultant
	Jun-08

	Enquiry to DOE on Methodology Revision
	Aug-08

	Project commissioning
	Dec-08


Case study 5:
	S.No.
	Date
	Activity

	1
	May 04 – Dec 04
	· Enquiries with consultants regarding technical feasibility of high pressure waste heat recovery boiler.

· Board resolution considering CDM for the high pressure waste heat recovery project, a first in that state.

· Placing the order for CDM consultancy with an inexperienced consultant 

· Letter of intent with the EPC contractor.

	2
	Jan 05 – Jun 05
	· PP`s acknowledgement for additional commercial charges to the consultant for the development of methodology due to non-availability of existing methodologies which the project fits into 

	3
	July 05 – Dec 05
	· Formal agreement with the EPC contractor; demand of ownership of carbon credits by EPC contractor, and later, sharing of revenues from sale of carbon credits.

· Subsequent delay in equipment delivery and in mechanical completion

· Preparation of draft methodology by the consultant 

	4
	Jan 06 – Jun 06
	· Failure of key equipments

· PP exploring the option of going for forward contract of CERs as there is delay in commissioning.

	5
	Jul 06 – Dec 06
	· PP`s concern regarding the penalty clause in forward contract to consultant

· PP`s worry on slow CDM progress; withdrawal of the existing consultant contract 

· Unresolved technical issues in the project by EPC contractor

	6
	Jan 07 – Jun 07
	· Enquiry with other prominent consultants

· Plant shutdown to rectify all pending technical issues and equipment failures

· Deficiencies in the performance after commissioning

· EPC contractor withdrawing interest in sharing the carbon revenues acknowledging considerable delay in commissioning and equipment failures.

	7
	Jul 07 – Jan 08
	· Appointment of a CDM consultant

· Meeting with the DNA

· Host Country Approval

· GSCP: Jan 8, 08 to Feb 6, 08


--------------------------------------------------------------------------------------------------------------
The EB is requested to; Either directly clarify whether the presented cases are acceptable to the Board; Or to state if there is any provision to seek a clarification/deviation for these projects which are said to be not meeting the “guidance on prior consideration of CDM”. If there is no provision available in the CDM to answer our queries, we have only ourselves to blame to have considered the CDM in our investment decisions.
Yours truly,

CDM Project Promoters
� Though most of the time, the intention of the DOEs is right, in many cases, the guidance is being used to reduce their work load. Many local assessors are also afraid that such projects would be rejected by the EB and impact their accreditation. For 


� Designated National Authority (Ministry of Environment and Forests)
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