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20th October 2006

Dear Sir/Madam

Biodiesel production is a unique opportunity to provide a renewable, reliable and self sufficient source of energy to numerous communities around the world which currently find themselves exposed to high and volatile energy prices.  While Climate Change Capital (CCC) recognizes the risks that Biodiesel production may raise (i.e. double counting, leakage), we believe that those risks can be mitigated and kept under control.  The Executive Board can lead the debate to define an acceptable set of rules to make Biodiesel production a sustainable low climate neutral source of energy.

Recommendation

The simultaneous application of production based and consumption based methodologies raises the risk of double counting.  To minimize this risk, production based methodologies should be approved first.  The further risk of double counting, due to export to Annex I countries, can be managed through the development of appropriate controls.  

Rationale

Production based methodologies provide a strong basis on which to generate emission reductions for the reasons outlined below:

1. Methodologies based on production offer a strong element of control over the sustainable production of the biofuel feedstock

2. The incentive to undertake a CDM project is greater at the point of production than at point of consumption for the following reasons:

· The benefit of carbon finance through the value of CERs will have a greater impact for larger volumes managed at the site of production than for the smaller volumes utilized at the consumption end.

· The nature of investment decisions made by prospective biodiesel producers are longer term and more important to climate change mitigation than the consumption decisions taken by prospective consumers (often based on the cheapest available fuel price at the pump). 

· Although these should be kept to a minimum, certain administrative burdens and costs may be necessary to successfully validate and verify the sustainable production of biodiesel.  The amount of CERs received from biodiesel production, and the inherently greater scale of these activities compared with distributed consumption actions, will make biodiesel producers more likely to bear this cost.
· From a practical perspective, it is more feasible to achieve rigorous monitoring, reporting and verifying of data for production based methodologies where monitoring points are less numerous and sophisticated data management systems are intrinsic to the industrial scale activity at fixed locations.
3.  In those cases in which CERs (and not the lower price of biodiesel) is the real incentive to consume biodiesel, the consumer can always:

· Integrate vertically and claim its own production CERs. For example, biodiesel production for captive on farm use
· Agree the transfer of CERs with the producer

· Benefit from discounted Biodiesel prices due to CER revenues

We welcome the development of further guidance on how production based methodologies can be designed to minimize the risk of double counting.  Several principles should guide this.

• The “burden of proof” should lie with the Biodiesel producer to satisfy the Validator/Verifier through fulfilling well defined requirements to gather and maintain production and distribution data and relevant documentation; on the sources and uses of its Biodiesel production. 

• The design of control systems should be elegant and practicable, low-cost, and flexible in their applicability, in order to minimize the monitoring and reporting burden on project developers and host countries.

•  A discount factor can be applied to biofuel production volumes in terms of claimed fossil fuel displacement that cannot be readily and independently verified  as remaining in the host country (by identified customers or retailer/distributor guarantee) (i.e.  Discount factor related to overall biofuel exports to Annex I countries) 

• Default factors can be used to account for undefined factors (i.e spillage and losses) based on benchmarks already existing in the international oil industry for like fuels.
Yours truly,
Javier Rojo

Climate Change Capital

Tel: 44 (0)20 7290 6023
Fax: 44 (0)20 7290 3593
E-Mail - jrojo@c-c-capital.com
Climate Change Capital Limited: Registered in England Number 5191608 Registered Office: 49 Grosvenor Street, London, W1K 3HP
Authorised and regulated by the Financial Services Authority

[image: image1][image: image2.jpg][image: image3.jpg]