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Call for Inputs 

Non-binding best practice examples on the demonstration of additionality to assist the development of PDDs, in particular for SSC project activities

Ladies and Gentlemen
I would like to provide several insights related to demonstration of additionality of demand-side energy efficiency projects and programs.

Fundamentally, we should begin from the basic premise that barriers to end-use energy efficiency exist and that additional market transformation and incentive programs are therefore needed (this is the justification for govern​ments to invest taxpayer money in such programs).  A wide range of barriers to the uptake of efficient technologies and practices has been extensively documented over the past 30 years, and there is substantial evidence that such barriers are pervasive around the globe – also in advanced OECD countries, where significant potential exists to implement high-efficiency technologies and practices with payback periods of two years or less. That is why the IEA and other scenarios attribute two-thirds of mitigation potential to end-use efficiency: this is low-hanging fruit in terms of lifecycle cost, but the barriers are significant and are therefore preventing the uptake of such technologies and practices. 
I therefore provide specific suggestions on how to address demonstration of additionality for end-use efficiency project activities under SSC rules, in the context of large-scale methodologies and at the program level for Programs of Activities: 
· Under the SSC rules, it is necessary to demonstrate at least one barrier listed in Attachment A to Appendix B of the simplified modalities and procedures for small-scale CDM project activities. Attachment A should be expanded to include specific provisions for end-use efficiency projects (suggested draft):

"It is recognized that barriers to end-use energy efficiency are significant and pervasive. Therefore, end-use efficiency project activities that represent discretionary retrofits to functioning equipment or systems are considered a priori to be additional. With respect to planned replacements (at the time of equipment failure) and new installations, the investment barrier can include a higher up-front purchase price, even if the project activity would represent a financially more viable alternative to the baseline when accounting for savings in energy costs over the lifetime of the project."
Justification: There is great reluctance to assume additional capital investment cost and performance risks associated with discretionary retrofits. For the replacement/new installation market, up-front cost is generally the prime consideration, despite short payback periods, and most incentive programs therefore provide some form of financial incentive. 

· With respect to large-scale methodologies for end-use efficiency, only a handful of narrowly-applicable methodologies have been approved to date, not all of which have proven viable in practice (the numbers in parentheses indicate the number of projects submitted using the respective methodology):

· AM0017 – steam trap replacement (no projects)

· AM0018 – steam system optimization (15)

· AM0020 – municipal water pumping system efficiency (no projects)

· AM0038 – electric arc furnace effiency (1)

· AM0044 – boiler rehabilitation/replacement in district heating systems (no projects)

· AM0054 – boiler oil/water emulsion technology (no projects)
· AM0046 – replacement of incandescent lamps with CFLs (no projects)

Some of these methodologies use the existing additionality tool; others do not. Given that most end-use efficiency projects would fail a classical investment analysis, since payback periods can be very short on paper, a dedicated tool to facilitate barrier analysis of end-use efficiency projects/programs for integration into large-scale methodologies would be helpful. This tool would have to adopt the basic premise that barriers to end-use efficiency exist (as indicated above, these are well documented and pervasive), which is evidenced by the fact that investments in end-use efficiency are not being made, despite their short payback periods (new results from government-funded audits in hundreds of US industrial installations have uncovered large energy-saving potential, with the vast majority having payback periods under 2 years: www.eere.energy.gov/industry/saveenergynow/partners/results.cfm). At the CDM Joint Coordination Workshop 2007, I suggested the following "tools": 

· Issuance by the EB of of a Checklist of relevant, generic barriers to end-use energy efficiency. The Checklist should include a description / justification of each barrier, drawing on the extensive documentation available in the published (albiet usually non-academic) literature.  This would mean that common barriers would be well-documented/justified once from the top down and that each project would then only need to provide evidence that a barrier selected from the Checklist applies in the specific project context (without having to justify each time that the barrier is real, which is a large source of inefficiency and inconsistency in the current framework).
· Top-down pre-determination of additionality, based on barrier analysis for important large-scale project types (e.g., utility DSM programs, ESCO or leasing schemes, energy efficiency financing facilities, government procurement and municipal infrastructure investment programs, rebate/financial incentive programs, incentives under voluntary agreements…) – or specific guidance on how to demonstrate barriers for such programs. 
· Specific documentation requirements for barrier analysis of other project types that can be met without new analysis (e.g., documentation on use of government or GEF funds to provide incentives for such types of projects/programs would indicate additionality). 
· PoA will be a key vehicle for scaling up end-use energy efficiency under the CDM. The current PoA procedures state that "demonstration that in the absence of the CDM" one of the following is true constitutes demonstration of the additionality of a PoA as a whole:

· the proposed voluntary measure would not be implemented

· the mandatory policy/regulation would be systematically not enforced and that noncompliance with those requirements is widespread in the country/region

· the PoA will lead to a greater level of enforcement of the existing mandatory policy/regulation.

In my opinion, if the coordinating/managing entity is a government body, the PoA should be considered to be additional. This is because CDM host countries have no obligation to reduce greenhouse gas emissions by a specific amount – and the purpose of CDM is to assist host countries with "contributing to the ultimate objective of the Convention". It is a tradeoff for every country government how to allocate scarce government resources. If a government entity proposes a greenhouse gas reducing program that involves the use of government resources (financial, human capacity) to overcome barriers to end-use efficiency, it should qualify for CDM PoA. 
For PoA coordinated by a private entity, it is necessary to provide further guidance on what would qualify as "demonstration that in the absence of the CDM (i) the proposed voluntary measure would not be implemented". Is a signed statement by the entity management making this statement and a requirement that the program be launched after adoption of the PoA guidance sufficient? Any alternative approach would have to be unambiguously verifiable by a DOE. 

The notion that we can ensure program additionality in a way that is transparent, predictable and reproducible is illusory. And additionality is required for each CPA anyway, based on application of either an SSC or large-scale methodology. Therefore, my recommendation is to designate all government-coordinated PoA as additional at the program level and to require a simple statement from private entities coordinating PoA.
Given that the EB is currently exploring approaches to create a more enabling environment for implementing energy efficiency project activities under the CDM and has requested the secretariat to initiate work on ways of facilitating registration of energy efficiency activities under the CDM modalities and procedures, it is important to give special consideration to the demonstration of additionality of end-use energy efficiency projects/pro​grams, which has been one of the main barriers to methodology approval and CDM registration of such projects. A lack of clarity has also conveyed the false perception to energy end-users – most notably, in industry – that end-use efficiency is not eligible under CDM because of short payback periods.
[image: image2.png]






CDM Executive Board / UNFCCC Secretariat


via online submission








Sincerely





�


Anne Arquit Niederberger








Tel. +1 201 963 4647
Fax +1 201 963 5354
policy@optonline.net


