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Introduction

Introduction

Mitsubishi UFJ Securities (MUS) has been commissioned by the Japan International
Cooperation Agency (JICA) in November 2005 to conduct the Capacity Building Study
on the Clean Development Mechanism for the Designated National Authority (DNA) of
the Philippine government.

MUS has assembled a team of highly qualified CDM consultants to carry out the
activities stipulated in the Study’s Terms of Reference. Each team member is committed
to the responsibilities, deliverables and the schedule called for by the Study.

Purpose of the Final Report

This Final Report aims to summarize the overall results of the Study to the Philippine
government and to ensure continuous support from the Steering Committee and other
relevant Philippine government officials to maintain sustainability of concrete outcomes
of the Study.

Background

Before the adoption of the United Nations Framework Convention on Climate Change
(UNFCCC), the Philippine government established the Inter-Agency Committee on
Climate Change (IACCC) in May 1991. Since then, the IACCC has been serving as the
agency that coordinates various activities related to climate change, prepares climate
change policies, and negotiates with the UNFCCC on Philippine positions.

The Philippine government signed the UNFCCC in July 1992 and ratified it in August
1994. On April 15, 1998, the Philippines signed the Kyoto Protocol and ratified it on
November 20, 2003. On June 25, 2004 the Department of Environment and Natural
Resources (DENR) was formally appointed as the Designated National Authority (DNA)
by Executive Order No. 320. It is expected that projects, which have not been realized
due to financial, economic and other difficulties would be implemented as CDM activities
and would contribute to the sustainable development of the country.

In November 2003, JICA dispatched a study formulation mission to discuss with the
Environmental Management Bureau of the DENR (EMB-DENR) its capacity building
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needs and the expected scope of the Study. Based on this discussion, an official request
for a technical assistance program was submitted by the Philippine government to JICA.
This Study has been implemented in accordance with the “Implementing Arrangement for
the Study on Capacity Building to Promote CDM Projects in the Republic of the
Philippines” signed by JICA and the Philippine government in August 2005 (Attachment
1: Implementing Arrangement).

Objective of the Study
The objective of the Study, as presented in the Implementing Arrangement was to develop
and strengthen the capacity of the Philippine DNA through the following activities.

Item 1: Assistance in the formulation of CDM promotion measures
Item 2: Establishment of helpdesk

Item 3: Establishment of information clearinghouse

Item 4: Implementation of workshops at local level

Item 5: Formulation of recommendations for CDM promotion

Study Area

The Study was conducted mostly in Metropolitan Manila, as the two key components of
the Study, the helpdesk (Item 2) and the clearinghouse (Item 3), were established within
the EMB-DENR. However, CDM-related information and consultancy services offered as
a result of items 2 and 3 were also provided to project developers outside Metropolitan
Manila during the Study.

Since JICA has noted the necessity of capacity building at local level, it was proposed in
the Inception Report to conduct local workshops (Item 4) in Luzon, Visayas, and
Mindanao.

Counterpart for the Study

The main counterpart for the Study was the EMB-DENR, mainly the CDM Secretariat.
The CDM Secretariat is primarily responsible for facilitating the smooth implementation
of the national approval process for proposed CDM project activities. Two full-time
EMB-DENR personnel, Mmes. Joyceline A. Goco and Gerarda D. Merilo, currently
manage this function. They are responsible for not only accepting DNA application forms
and answering inquiries at the helpdesk but also preparing the National Communications
to the UNFCCC, formulating adaptation measures and attending to other climate change
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related issues as the core members of the IACCC Secretariat. In addition to these two
full-time EMB personnel, two local consultants, Mmes. Charmion SG. Reyes and Zarah C.
Pilapil, have been retained for the Study but their service will no longer be available upon
completion of the Study in November 2006.

Thus, as recommended in Section 4, in order to sustain the outcomes of the Study
especially the helpdesk and clearinghouse, it is crucial to strengthen the institutional
structure of the CDM Secretariat. Establishing firmer foundations for the CDM
Secretariat is key to the success of the Study.

The Study was implemented in close consultation with the relevant member ministries of
the IACCC that was created to coordinate various climate-change related activities,
recommend policies to address climate change and prepare the Philippines’ position on
the UNFCCC negotiations (Attachment 2: Structure of the IACCC).

Study Schedule

The Study commenced in November 2005 and it was completed in 12 months. Figure 1
presents the staffing plan, and Figure 2 indicates the overall Study implementation
schedule.
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Study Schedule

Year/Month FY 2005

Work Nov | Dec | Jan | Feb | Mar
Preparatory Work in Japan

Collection and analysis of available data and information ~ feen

Preparation of the contruct for the local consulsntants e

Preparation of the draft Inception Report b

Discussion with JICA on the draft Inception Report INN

Work in the Philippines

Presentation and discussion on the Inception Report with the Steering Committee INA

Collection of baseline data ]

Meeting with relevant institutions/agencies on the scheme of CDM promotion

Collection and analysis of available data and information for Helpdesk ]

Collection and analysis of available data and information for Clearinghouse h

Assist establishment of Helpdesk

Launch of Helpdesk

Assist establishment of Clearinghouse

Implementation of Workshop for the BOI

Implementation of Workshop for the DBP [ ]

Work in Japan

Examination of CDM promotion measures

Report to JICA HQs O

Development of training materials for the Helpdesk staff
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Year/Month FY 2006
Work Apr | May | Jun | Jul | Aug | Sep | Oct [ Nov
Work in Japan
Preparation of the draft Interim Report 1
Production of the draft ERPA manual 1]

Work in the Philippines

Presentation and discussion on the draft Interim Reprot with the Steering
Committee

Assist establishing Helpdesk (contined from FY2005)

- Collection and seection of information to be used by the Helpdesk

- ldentifying interfacing agencies I I .
- Provision of hands-on training for the Helpdesk staff

Assist establishing Clearinghouse (continued from FY2005)
- Collection and selection of information to be used by the Clearinghouse

: | N .
- Launch of the Clearinghouse -

Implementation of local workshops

- Organize workshops in Luzon, Mindanao and Visayas - L

Program CDM

- Raise awareness about program CDM among relevant government organizations B = =

and attempt to identify potential projects

Implementation of capacity building workshops for A/R TEC
- Develop evaluation criteria for review of CDM projects for A/R TEC | .
- Outline the evaluation process

Implementation of a workshop on ERPA

Implementation of a workshop on monitoring of CDM projects [ |

Work in Japan

Report to JICA HQ Oo|o O O O

Development of tools to help identify CDM projects at local level

- Develop measures to identify potential CDM projects at local level based on
inputs provided by the BOI and the DBP and findings from implementationgof local
workshops




Year/Month FY 2006

Work Apr | May | Jun | Jul | Aug | Sep | Oct | Nov
Work in Japan

Development of assistance mechanism tor Philippine project developers and

monitoring of registered CDM projects

- Produce monitoring manual by refering to monitoring and verification reports ] . ]

available on the UNFCCC website

- Request an experienced DOE to review the manual

- Test effectiveness of the manaul against a live CDM project by conducting actual

monitoring

Production of the draft ERPA manual (continued) |- ]

Assist establishing Helpdesk (contined)

- Development of training materials and manuals for the Helpdesk staff (I -

Assist establishing Clearinghouse (continued)

- Development of maintenance manuals for the Clearignhouse staff ]

Preparation of the Draft Final Report

— Analize manual produced

— Analize information collected

Preparation of the draft recommnedation for CDM promotion
Work in the Philippines

Presentation and discussion on the Draft Final Reprot with the Steering Committee JASYAN

Discussion on the draft recommendations for CDM promotion [ ]
Work in Japan

Production of Final Report ]

I \\ork in the Philippines 1 Work in Japan /\-=7/\  ReportOther tasks




2. Results of the Study

The Study aimed at strengthening the capacity of the Philippine DNA to enable it to
promote Philippine CDM projects and contribute to the sustainable development of the
country. The Study was undertaken in a participatory manner. EMB-DENR demonstrated
firm commitment and a strong sense of ownership, which was vital for achieving the
objectives of the Study. On the basis of joint efforts with the EMB, the Study Team worked
towards establishing a helpdesk and an information clearinghouse that would remain
sustainable even after the departure of the Study Team upon completion of the Study.

2.1. CDM Promotion Measures
The Philippines is one of the countries with good CDM potential, especially in renewable
energy (hydro, wind, geothermal, etc.) and waste management. In order to maximize such
potential, the Inception Report proposed to contemplate the following four CDM

promotion measures:

(A) Develop know-how to promote CDM projects and help install pertinent measures.

(B) Explore appropriate financial mechanisms to promote CDM projects.

(C) Prepare tools to identify potential CDM projects at local level.

(D) Develop guidance on monitoring registered Philippine CDM projects and a
mechanism to support project developers in fulfilling their obligations for approved
CDM projects.

Additionally, at the time of submission of the Interim Report, the Study Team suggested
to include the following items for the development of CDM promotion measures:

(E) Development of a Manual on Emission Reductions Purchase Agreement (ERPA)
from the Viewpoint of Project Developers

(F) Implementation of Capacity Building Workshop for Afforestation/Reforestation
Technical Evaluation Committee (A/R TEC)

(G) Program CDM

(A) Develop know-how to promote CDM projects and help install pertinent measures

On January 16 and 17, 2006, the Study Team conducted a capacity building workshop for
the Board of Investments (BOI) of the Department of Trade and Industry (DTI).
Recognizing that BOI plays a critical role in attracting investments into the country, the
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Study Team considered the orientation workshop for its personnel a necessary step toward
developing coordinated measures to promote the CDM in the country (Attachment 3:
Minutes for the BOI Workshop).

The BOI, as an attached agency of the Department of Trade and Industry, is the lead
agency responsible for the promotion of investments in the Philippines. As part of its
mandate, the BOI is committed to generate local and foreign investments and assist
Filipino and foreign investors to venture and prosper in desirable areas of economic
activities in the country through its one-stop-action center. Given the increasing number
of CDM projects being implemented in the Philippines, there have been great interests
among the BOI personnel about the CDM as a tool to accelerate both foreign and
domestic investments.

Many of the BOI workshop participants expressed great interest in knowing the impact of
CER revenues on the project’s income stream. Therefore, in addition to an introduction to
the CDM, comparisons of equity IRR under different prices of CER per ton of CO, were
presented by using live project cases.

Once having understood the role of the host country government in the CDM process and
where to look for information on investment analysis in the PDD, participants who were
taken aback at strict CDM rules and requirements at the beginning, participated actively
in the end and asked various questions including calculation of IRR and additionality of
the projects receiving public funding.

The Study Team also held a roundtable session with the IACCC and other relevant
agencies in October 2006 to discuss strategies within the context of the CDM promotion
measures (Attachment 4: Minutes of Meeting). Presented suggestions include:

e Senior management level officials of the DNA as well as other relevant agencies
should act as the marketing arm for promoting the CDM and acquiring the necessary
financing; it is important that they take the lead in promoting the CDM at the field
level — for example, conducting an orientation every quarter.

e In an amendment for the period covering the last half until 2010, changes can be
incorporated to include the CDM in the Medium Term Philippine Development Plan
(MTPDP).

o Integrate CDM promotion efforts with the Philippine EIA System — when a project
proponent is applying for an ECC for a project that is eligible under the CDM, a
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mechanism to explore the possibilities should be in place.

The EMB-DENR took note of all the comments and agreed to implement
recommendations made by the IACCC that are feasible and require less financial
obligations.

(B) Explore appropriate financial mechanisms to promote CDM projects

During the field research conducted in November 2005, the Study Team visited various
financial institutions including the Asian Development Bank (ADB), the Development
Bank of the Philippines (DBP), and Japanese commercial banks based in the Philippines.
At the meetings, the following two schemes were often suggested as appropriate CDM
promotion measures:

. Scheme 1: DBP—Japanese commercial banks—CDM project developers
1. DBP provides foreign-currency-denominated financing to Japanese
commercial banks
2. Japanese commercial banks directly finance CDM project developers in
Philippine Peso
. Scheme 2: Japanese commercial banks—DBP—CDM project developers
1. Japanese commercial banks provide Japanese Yen denominated financing to
DBP
1. DBPdirectly provides loans to CDM project developers in Philippine Pesos

Under Scheme 1, provision of loan insurance by Nippon Export and Investment Insurance
(NEXI) was also considered, however it was agreed that Scheme 2 would be more
feasible as this two-step loan scheme from Japanese banks to the DBP has already been
established.

On March 21 and 22, 2006, the Study Team conducted a capacity building workshop for
the DBP, recognizing that it would help explore appropriate financial mechanisms for the
CDM promotion (Attachment 5: Minutes for the DBP Workshop).

The DBP has been promoting the CDM as part of the bank’s environmental policy under
its Climate Change Program, which was endorsed in November 2003. DBP is currently
planning to expand the scope of the said Program and to incorporate carbon investment
banking into its regular business by establishing a CDM financing facility.

10
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Most of the questions raised at the workshop required an advanced understanding of the
CDM and included additionality issues of the projects already in the DBP’s loan pipeline,
the appropriate approach to incorporating DBP’s credit lines into the CDM transaction
process and potential benefits accruing from DBP’s participation in the carbon market.

At the end of the workshop, the participants were divided into two groups and each
conducted the simulated evaluation of a project from the viewpoint of its CDM eligibility.
A representative of each group made a presentation on the findings and outcome of the
group discussion. The Study Team believes that this exercise helped the DBP to
strengthen its capacity in selecting quality CDM projects among others in the loan
pipeline.

It should be noted that the proposal on the Carbon Facility Program, the new fund
dedicated to CDM projects, was submitted to the senior management for approval
immediately after the above workshop. Unfortunately, due to the organizational issue
within the DBP, the aforementioned proposal is yet to be institutionalized at present.
Hence, the Environment Loan Facility, which is open to all environment-related
investments, is the only existing program for the project developers who are domestically
seeking financial assistance for their CDM project proposals.

(C) Prepare tools to identify potential CDM projects at local level

As discussed in the ensuing section, the Study Team was able to identify potential CDM
projects through the implementation of the local workshops. This effort should be
continued even after the completion of the JICA Study. It would be highly beneficial if
capacity building for the regional offices of the EMB-DENR about the CDM can be
further facilitated. This would allow the field personnel to efficiently promote the CDM to
the various stakeholders in their respective regions.

(D) Develop guidance on monitoring registered Philippine CDM projects and a
mechanism to support project developers in fulfilling their obligations for approved
CDM projects

It is important to provide project developers with guidance on monitoring techniques and

other support measures for their CDM obligations after their projects are approved by the

Philippine government and registered with the CDM Executive Board. To this end, the

Study Team developed an GHG Emission Reduction Monitoring and Reporting Guideline

1
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(Attachment 6: GHG Emission Reduction Monitoring and Reporting Guideline ) to assist
project developers in the Philippines whose projects are successfully registered as CDM
projects, in implementing the monitoring plan constituted in the Project Design Document
(PDD).

The monitoring plan of a CDM project is crafted during the development of PDD prior to
the project registration. The plan specifies the variable mandatory to be monitored, the
frequency of monitoring, and the method of quality control. Not all project developers
need this monitoring guideline. A regular scale project developer would have an internal
standard for parameter monitoring, and the CDM parameters can thus be incorporated into
the existing monitoring procedure. This, however, may not apply to the small scale project
developer whose project is made possible only with the CDM assistance for the first time,
which is the case for the majority of the Philippine CDM project developers.

The Guideline will be developed in such a way as to fill the gap between the monitoring
plan in the PDD and its implementation by providing practical information on how to
apply best practices. The Study Team also organized a workshop in September 2006,
which was mainly targeted at the project developers with potential CDM projects to
obtain their inputs to the Guideline. The TUV-SUD, an experienced Designated
Operational Entity (DOE) for validation and verification, reviewed the Guideline and also
participated in the workshop as a resource person, providing its practical advice to the
project developers.

The Guideline will be made publicly available through the information clearinghouse
once it has been finalized and it is expected that the document will assist project
developers in preparing credible monitoring plans toward acquiring real and measurable

emission reductions.

(E) Development of Manual on ERPA from the viewpoint of Project Developers
(Attachment 7: Emission Reduction Purchase Agreements: A Seller’s Perspective)
ERPA stands for an Emission Reduction Purchase Agreement and is a contract that
represents an agreement between a seller who is sometimes referred to as the project
developer and a buyer who purchases Certified Emission Reduction (CER) on the price
and volume of credits to be transacted. Legal advice on ERPAs has mainly been
provided to the buyer side thus putting sellers at a disadvantage. Because of this widely
seen practice favoring the buyer, many project developers have been discouraged to

12
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implement their potential projects as CDM activities.

Presently, there are more than 10 different ERPA formats produced by different carbon
funds and emission reduction purchase programs and the Study Team chose to develop the
ERPA manual based on the sample prepared by the International Emissions Trading
Association (IETA).

Prior to producing the manual, the Study Team called for a roundtable discussion with
project developers including those who have already signed ERPAs with different buyers
to obtain their insights about the contract. The project developers raised certain issues that
were important for them to know and need to be taken into consideration before starting
the negotiation with a potential buyer. Based on the inputs received from project
developers, the Study Team finalized the ERPA manual and conducted a workshop in late
October 2006.

(F) Implementation of Capacity Building Workshop for Afforestation/Reforestation
Technical Evaluation Committee (A/R TEC)

TECs are responsible for the evaluation of CDM projects within the Philippine DNA on

the basis of a project’s technical features and its contribution to sustainable development.

There are three TECs as presented in Figure 2 of Section 3.2.1.

Japan’s New Energy and Industrial Technology Development Organization (NEDO)
implemented a capacity building program for the TEC members of the Department of
Energy (DOE) and the EMB-DENR who are responsible for evaluating energy and waste
management CDM projects, respectively. However, the Forest Management Bureau
(FMB-DENR) as the A/R TEC has not been exposed to such opportunities.

Given the fact that a number of potential project developers have approached the CDM
Secretariat and its Helpdesk at the EMB-DENR to inquire about the CDM eligibility of
their forestry projects, the Study Team conducted a capacity building workshop for the
personnel of the A/R TEC, to help them establish their evaluation criteria and evaluation
process.

[First Session August 22-23, 2006|
Topics covered in the first session encompassed a spectrum ranging from basics of the

CDM to an overview of requirements for forestry CDM projects and approved A/R CDM

13
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methodologies. Each presentation was followed by a lively question and answer session
with the participants. This participatory approach was welcomed by the participants as
they were able to internalize both the basic concepts and the more technical issues related
to the A/R CDM at once.

One of the main objectives of the first session was to formulate internal rules and
procedure on how to evaluate the proposed A/R CDM projects. To this end, the Study
Team encouraged the participants to distinguish what A/R TEC has to do and what it
wants to do and presented the Energy and Waste Management TEC’s sustainable
development criteria and evaluation procedures for the participants’ reference.

<Evaluation Criteria>

Upon learning of the other TEC’s rules and procedures, A/R TEC members discussed
internally what specific evaluation criteria would be most appropriate for A/R CDM
projects. They agreed to develop the evaluation criteria based on their “Philippine Criteria
and Indicators for Sustainable Forest Management (SFM)” as presented below:

e Enabling conditions for SFM, which addresses the general institutional requirements
necessary for SFM to become possible.

e Extent and conditions of forests which relates to the stability of the forest estate both
within production and protection forests.

o Forest ecosystem health which relates to the healthy biological functioning of the
forest ecosystem,

e Forest production, which relates to the activities with the forest management units
(FMUs) for the production of wood and non-wood forest products; FMB’s main
responsibility.

o Biological diversity which relates to the conservation and maintenance of biological
diversity at ecosystem, species and genetic levels; also affirms the Master Plan in
terms of conservation and maintenance of biodiversity.

e Soil and water protection, which is the maintenance of the productive state of the
forest, maintaining downstream water quality and flow; under the FMB program,
watershed management is considered as a basic reference for planning; this criterion
also covers the management of forest areas near coastal areas.

e Social, economic and cultural aspect, which relates to the host of benefits that forests
could provide to communities within and outside of FMU; which will account for all
benefits whether they be on-site or off-site.

14
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<Evaluation Process>

The evaluation process agreed by the A/R TEC is presented below. This process is
consistent with the functional structure embodied in the FMB-DENR Special Order
designating the members of the A/R TEC and its internal Secretariat issued in early
August 2006. The FMB-DENR’s internal Secretariat will forward to the A/R TEC
members a PDD and other application documents submitted by the CDM Secretariat to
the A/R TEC. The A/R TEC will evaluate those documents and issue the TEC evaluation
report, which will be submitted to the CDM Secretariat through the internal
FMB-DENR’s Secretariat.

CDM > FMB

Secretariat Secretariat
PDD and other

—»
AR TEC

application
Evaluation
documents

Report

Figure 1: Proposed A/R TEC Evaluation Process

Second Session September 18-19, 2006|
The second session gave emphasis on live case studies, which allowed the participants to

conduct simulated evaluation exercises in accordance with evaluation criteria and process
agreed upon in the first session. The Study Team presented three live project cases that
were at the stage of validation, the PDDs of which have been made available on the
UNFCCC website for public comments:

Case 1: Reforestation of Severely Degraded Landmass in Khammam District of Andhra
Pradesh, India under the ITC Social Forestry Project

Case 2: Facilitating Reforestation for Guanxi Watershed Management in Pearl River
Basin Project

Case 3: Bagepalli CDM Reforestation Programme

A/R TEC tested applicability of the evaluation criteria agreed upon at the first workshop

during simulated evaluation exercises. Because of the exercise, FMB-DENR concluded
that it would be necessary to revisit the set of evaluation criteria, considering that not all
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the SFM criteria were applicable to CDM projects. A/R TEC further discussed this issue

internally and presented the revised criteria at the third workshop scheduled in late
October 2006.

[Third Session October 27, 2006

This third workshop facilitated the finalization of the evaluation criteria of the A/R TEC

in response to the previous workshop outputs and assignments. The workshop also

enabled the discussion of important requirements to implement A/R projects including

eligibility of land, definition of low-income community and definition of forests.

Outcomes are summarized below:

o Revised Evaluation Criteria for the A/R CDM Projects
a. Social Indicators

>

Social acceptability (community consultation) — The project must be socially
acceptable to avoid conflict in the future or during the implementation phase.

b. Economic Indicators

» Employment generation — The project proponents must indicate in the project

design the economic impacts of the project in the area. It should indicate in
the project design the strategies to improve poverty alleviation, increase of
income and employment opportunities of the local people.

Production/income sharing scheme — In the project design, all possible
products/income derived from the projects, as well as the computation on the
sharing of income must be presented clearly.

Carbon benefits — The project proponents must present the estimated total
carbon benefits to be generated by the project and identify potential GHG
markets.

» Access of potential funds/capital mechanism on how to develop the area.

¢. Environmental Indicators

>

Use of water and soil resource conservation technologies. The project should
provide the quality and quantity of water and soil resources by employing
appropriate technologies, choice of species, and topography.

Biodiversity enhancement — The project proponents must assess the areas set
apart as protected areas and demarcate. State the strategic schemes on
managing biodiversity and document “before-project”, *“during” and
“after-project” status of biodiversity within and outside the project areas.

Use of appropriate species — The project proponents must prioritize the use of
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indigenous species in areas purposely set aside for protection.
»  Forest Protection System

o Required Document(s) to Prove Land Eligibility
a. Public Land
»  Tenurial instrument provided by
@  Local Government Units (LGUs including city/municipality/barangay)
endorsement

@ Board resolution of the People’s Organization  (PO)
fassociation/cooperative/corporation to undertake CDM project
PCSD endorsement (for Palawan areas)

® ©

Base map of tenured area indicating the relative location of the
proposed CDM project
® Community Environment and Natural Resources Office (CENRO)
certification that the area is open/denuded prior to 1990.

b. Private Land

(@D Sketch plan of the private land

@ Photocopy of land title or tax declaration

(@ CENRO certification that the area is open/denuded since December 31,
1989 to present

o Definition of Low-Income Community
To prove that the proponent belongs to this category, the concerned CENR office
should issue a certification, to be attached to the Project Application Document (PAD)
or the Project Design Document (PDD), that indeed the proponent belongs to the
low-income communities based on the definition of low-income communities as stated
in DAO 2005-17, to wit:

“The communities and individuals actually tilling portions of the land to be
used for a proposed afforestation or reforestation project activity under the Clean
Development Mechanism (CDM), traditionally utilizing the resources for all or a
substantial portion of their livelihood and actually residing within or adjacent to, and
dependent on and actually developing portions of the land to be used for a proposed
afforestation or reforestation project activity under the CDM.”

To verify satisfaction of the definition of low-income communities under the CDM

17



JICA Study Team

project, the project proponent is requested to submit the following document(s):

a. A copy of the Community-Based Forest Management Agreement (CBFMA) which is
issued only to actual forest occupants or forest communities residing adjacent to the
subject forest land.

In case of Indigenous Peoples (IPs), the Certificate of Ancestral Domain Claim
(CADC) or the Certificate of Ancestral Land Claim (CALC) shall be attached to the
PAD or PDD.

b. A copy of the socio-economic profile of the CBFM tenure holder or IPs applying for a
CDM reforestation and afforestation project.

The Study Team is confident that the Study achieved its main objectives for the capacity
building of the FMB-DENR as the A/R TEC, namely in developing its evaluation criteria
and process. Since the CDM Secretariat is expecting to receive its host country approval
application for the first A/R CDM project early next year, the next challenge confronting
the A/R TEC is the conduct of real evaluation for a project within the agreed period.

(G) Program CDM

At COP/MOPL1 held in Montreal in December 2005, Country Parties to the Climate
Convention and its Protocol decided that activities that constitute the actual
implementation of the policy or standard could be considered as CDM activities provided
that methodological requirements are fulfilled.

“Decides that a local/regional/national policy or standard cannot be considered as a
CDM project activity, but that project activities under a programme of activities can be
registered as a single CDM project activity” (FCCC/KP/CMP/2005/L.7Para.20)

In the Interim Report, the Study Team proposed to raise awareness about the concept of
program CDM among relevant government organizations including the DOE,
EMB-DENR and FMB-DENR and attempt to identify potential projects. However, the
Methodology Panel (Meth Panel) submitted the list of issues relating to the Program
CDM in late June 2006 and requested the CDM Executive Board (EB) for further
guidance and clarifications.

The EB considered the issues submitted by the Meth Panel at its 25" meeting in July 2006
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and requested the Meth Panel to prepare options and implications of the questions for the
issues it raised and in particular to prepare a list of options for definitions, boundary,
monitoring, additionality, crediting period and approaches to address a large project
bundle and guidance for bundling.

The Study Team held a consultation meeting in August 2006 with relevant government
agencies to share the present condition on the Program CDM. Though an in-depth
discussion to help the Philippine government to identify potential projects did not
materialize in light of the current EB’s position with regard to this new concept, the
participants nonetheless suggested the following sectors/activities to be short-listed, once
the issue is resolved:

e Energy Service Companies (ESCO) projects at the LGU level
o Biofuel initiative led by the DOE

e Efficient Lighting Program

e Reforestation and Afforestation Program of the FMB-DENR

Establishment of a Helpdesk
In the Inception Report, the following four items were proposed for the development of
the Helpdesk.

(A) Collection and Selection of Information to be Used by the Helpdesk
(B) ldentifying Interfacing Agencies

(C) Development of Training Materials and Manuals for the Helpdesk Staff
(D) Provision of Hands-on Training for Helpdesk Staff

The Study Team focused on items (A) to (C) in the first fiscal year.

(A) Collection and Selection of Information to be Used by the Helpdesk

Due to the large amount of information on the CDM that are currently available,
assistance by CDM consultants was necessary in selecting pertinent information and
developing an information database for the helpdesk staff. The Study Team, in
consultation with EMB-DENR personnel, organized information from various relevant
sources to provide the helpdesk staff with basic information, which would allow them to
respond promptly to inquiries from interested parties. In particular, the following
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information was collected:

e Information related to the international CDM framework that is essential to the
implementation of CDM projects. This includes the Kyoto Protocol, the Marrakech
Accords, and decisions by the CDM Executive Board.

o Information related to the Philippine DNA approval process and procedures that is
particularly important to developers.

e PDD template for regular and small-scale CDM projects and guidance for PDD
development.

o Information related to approved methodologies, together with their applicability
conditions and data requirements.

o Information on financing schemes, possibilities of investment from abroad and
subsidy programs for CDM projects offered by Annex | countries.

To identify the information, which may be relevant to other agencies, the Study Team also
conducted expert interviews with the DBP, the BOI, KLIMA-Manila Observatory and five
project developers.

Results of the above interviews showed that the establishment of a mechanism to receive
inquires dedicated to the CDM has been longed for by various stakeholders and the
helpdesk is clearly able to attend to the needs of project developers who would like to
seek a face-to-face consultation with the EMB-DENR personnel on their potential
projects.

Some of the interviewees commented on the sustainability of the helpdesk. The Study
Team responded that the helpdesk manual would be produced to make sure the helpdesk
is sustained after the completion of the Study.

(B) ldentifying Interfacing Agencies

To avoid duplication of the work of other agencies, and to limit the scope of the helpdesk
to CDM-related matters, the Study Team attempted the streamlining of possible points of
interaction with the existing helpdesks of other agencies. Expert interviews were
conducted with the BOI, DBP, the Department of Energy (DOE) and KLIMA-Manila
Observatory. Activities of each organization are summarized below:

BOI: BOI, an attached agency of DTI, is the lead government agency responsible for the
promotion of investments in the Philippines. BOI assists Filipino and foreign investors to
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venture and prosper in desirable areas of economic activities.

DBP: DBP provides the medium and long-term financing to local enterprises with
emphasis on small and medium-scale industries, particularly in the countryside. DBP has
been proactively promoting CDM projects in the county by providing financial assistance
through its Environment Loan Facility.

DOE: DOE is responsible for the implementation of policies and programs that seek to
ensure sustainable, stable, secure, sufficient, accessible and reasonably-priced energy.
DOE constitutes one of the Technical Evaluation Committees of the Philippine DNA,
acting as the lead agency in evaluating energy-related CDM projects.

KLIMA-Manila Observatory: KLIMA was established in 1999 at the Manila Observatory
as a joint venture of the IACCC of the DENR and the DOE under the Philippine Climate
Change Mitigation Program with funding assistance from the United States Agency for
International Development (USAID). The organization carried out the CD4CDM program
for the IACCC, a three-year project funded by UNEP that conducts public awareness
activities, briefings and training courses on the CDM project cycle.

All of the experts whom the Study Team interviewed welcomed the idea of establishing
the helpdesk within the DNA. The BOI commented that given the increasing number of
CDM related inquiries on its part, it is important to develop an information sharing
mechanism such as the organization of a joint workshop among the relevant agencies
concerned. To share the scope of services that the helpdesk can offer to the clients, a
Helpdesk Brochure (Attachment 8) was disseminated to the existing helpdesks of other
agencies and participants at the events organized by the EMB-DENR. The EMB-DENR
personnel will continue to distribute the brochure at the various workshops, which is
believed to support the publicity of the helpdesk.

It is recommended that the EMB-DENR periodically hold a meeting with the relevant
agencies especially the member institutions of the IACCC to provide updates on the
activities of the helpdesk and present the situation of Philippine projects at various stages
such as submitting for a DNA approval, approved by the DNA, registered with the
UNFCCC, etc. This way, relevant agencies will understand the sectors that are actively
hosting CDM and be able to promote the registered projects to interested investors.

(C) Development of Training Materials and Manuals for the Helpdesk Staff (Attachment

9: The CDM Manual for the Philippine DNA Helpdesk)
Since this was the first attempt by the Philippine DNA to establish a helpdesk, the whole
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process was organized in a learning-by-doing manner. Originally, it was planned to
produce training materials and manuals with a view to promote sharing of the knowledge
base accumulated throughout the Study in the second fiscal year. However, due to the
decision to launch the helpdesk in January 2006, the manual was developed prior to the
launching event to assist the EMB-DENR personnel in understanding terminologies of the
CDM and preparing for possible CDM-related questions.

(D) Provision of Hands-on Training for Helpdesk Staff

On-the-job training was intensively provided especially in the latter half of the Study by
working closely with the helpdesk staff on actual inquiries. The training was organized
together with a local consultant.

It is important to note that the helpdesk was officially launched on January 19, 2006 at the
EMB-DENR. Potential project developers, Japanese private firms based in Manila and
relevant government organizations were invited to the launching ceremony. A press
release was also disseminated to the local press and the news was published by Climate-L,
an e-mail news source providing experts with the latest updates on climate change issues
and the Kyoto mechanisms.

Inquiries received were mostly related to the Philippine DNA approval process,
documentary requirements and CDM project cycle, which were handled by two full-time
EMB personnel and two consultants hired for the JICA study. With the helpdesk manual,
they were able to answer relatively technical questions on their own. They also guided
project developers who had difficult questions or sought guidance on CDM eligibility for
their projects to refer to the Study Team. On average, the helpdesk received 20-30
inquiries monthly. Visitors’ log for the helpdesk has been recorded since its launch
(Attachment 10: Helpdesk Visitors’ Log).

As presented in Section 4 below, the challenge facing the helpdesk after the completion of
the Study mainly lies in how to handle complicated questions such as the EB decisions
and new methodologies. The Study Team foresees that the number of such technically
complicated questions will increase, as these are critical for project developers to make
business decisions on the CDM while basic ones gradually decline as the information
posted on the clearinghouse is enriched.

Therefore, there is a pressing need to install an alternative support mechanism as
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suggested in Section 4 to make sure that the level of services provided by the helpdesk
will be sustained after the departure of the Study Team in November 2006.

Establishment of a Clearinghouse
The Inception Report proposed the following four areas relevant to the establishment of a
clearinghouse:

(A) Collection and Selection of Information to be Used by the Clearinghouse
(B) Provision of Technical Assistance in Establishing the Clearinghouse

(C) Launch of the Clearinghouse

(D) Development of Maintenance Manuals for the Clearinghouse Staff

(A) Collection and Selection of Information to be Used by the Clearinghouse

Basic information related to the CDM and climate change in general that were considered
relevant to Philippine project developers, were collected and organized by the Study Team.
Information and data already available on the relevant KP related websites were
extensively utilized.

The EMB-DENR personnel developed a baseline archive data with the assistance of the
Institute for Global Environmental Strategies (IGES). It was agreed with IGES that the
data archive would be posted on the clearinghouse since it contains rich information on
each grid’s capacity, carbon intensity and amount of electricity generation.

Ways of utilization of the existing framework and the contents of the website managed by
KLIMA-Manila Observatory were also explored. KLIMA-Manila Observatory has posted
CDM related information including links to relevant information sources such as
UNFCCC and Point Carbon, a list of CDM projects in the Philippines at the validation
stage, the outcomes of national workshops, etc. on its website under the CD4CDM
program funded by the UNEP. Although some of the planned contents to be disseminated
though the CDM clearinghouse are going to overlap with those of KLIMA-Manila
Observatory, it was agreed, in consultation with the EMB-DENR, that the website to be
established under the JICA study should be recognized as an official DNA website, given
the fact that EMB-DENR is a government entity while KLIMA-Manila Observatory is a

non-governmental organization.

It was agreed, in consultation with the EMB-DENR, to include not only general
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information on climate change and the Kyoto Mechanism but also the
Philippine-CDM-focused information such as the DNA approval process and criteria,
important policies and technical data sources for the PDD development in the CDM
clearinghouse.

It should be noted that the major part of work related to the clearinghouse, collecting
information from a large number of sources, has been accomplished. The clearinghouse
was formally launched on September 21, 2006. Hence, it is important to keep the
clearinghouse updated regularly for public viewing. This poses challenges in the
following two areas:

(A) Update on Philippine government policies and regulations relevant to the CDM
(B) Update on CDM EB decisions and new approved methodologies

Measures to overcome the above challenges are presented in Section 4.

(B) Provision of Technical Assistance in Establishing the Clearinghouse
The Study Team decided, in consultation with the EMB-DENR and JICA, to hire a local
web designer who can provide technical assistance, including graphic design and content
structuring.

The Study Team interviewed three web designers and requested each of them to submit a
proposal and quotation for the tasks outlined below:

1. Development of a website including design and production of a template

2. Development of a website maintenance manual

3. Organization of a technical training workshop for the Clearinghouse staff

4. Provision of after service until November 2006

As a result of thorough review by the Study Team and the EMB-DENR, Mr. Ronnel
Figuracion of Sagric International was selected as a web designer to carry out the task.

(C) Launch of the Clearinghouse
Official launching ceremony for the Clearinghouse was held on September 21, 2006,
which was attended by project developers, relevant government officials, and news
media. Senior Undersecretary Francisco S. Bravo of the DENR gave his closing
remarks and one of the major dailies called Manila Bulletin, carried news on the event
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(Attachment 11).

Official website address is http://www.cdmdna.emb.gov.ph. Since a hit counter was

installed on the website beginning October 2006, a total of 1,350 visits have been
recorded as of November 24. Viewer statistics for November 2006 is summarized in

the graph below.

Statistics of CDM Website for November 2006
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Graph 1: Viewer statistics for November 2006
(Source: Philippine DNA Clearinghouse)

(D) Development of Maintenance Manuals for the Clearinghouse Staff (Attachment 12)
With the help of the local web designer, the Study Team produced a maintenance
manual. Along with this manual, a training workshop on website maintenance was
organized, which allowed the EMB-DENR personnel to update the site on their own

after the completion of the Study.

It is important to keep the clearinghouse updated regularly for public viewing. This will
require at least one more additional full-time EMB personnel to dedicate
himself/herself to the maintenance of the website, which poses a challenge for the
EMB-DENR as the current institutional arrangements lack a support mechanism to
ensure a sustainable helpdesk and clearinghouse. Recommendations to overcome this
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issue of lack of sufficient human resources on the part of the EMB-DENR is discussed
in Section 4.

Implementation of Local Workshops

Capacity building workshops conducted in the Philippines had mainly targeted the central
government officials, private sector firms and NGOs based in the Metropolitan Manila
area. The EMB-DENR was keen to organize workshops at the local level, expecting that
it would be able to identify potential project developers and CDM projects through such
activities.

Targeted audience included Local Government Units (LGU), regional offices of the
EMB-DENR, DOE, and the DOST, local financial institutions, project developers and
NGOs dominant in the area. To identify and help realize as many CDM projects as
possible and to pave the way for sustainable cooperation between Japan and the
Philippines at the project level, the Study Team proposed not only presenting the
introduction of the CDM but also allocating at least half a day for individual consultation
meetings with potential project developers. The workshops were conducted in a
discussion-oriented manner and live case studies and opportunities and types of CDM
projects relevant to the Philippines were presented by the Study Team.

[First workshop in Batangas in Luzon on July 25-26, 2006|

Eighteen (18) participants from industries including steel, beverage, piggery and electric
power and public sectors such as local government units, EMB regional office and electric
cooperative attended the event. Among them, a few participants had already acquired
advanced knowledge about the CDM with actual project implementation experiences
(Attachment 13: List of Participants and Minutes of Workshop).

Potential projects identified at the workshop were methane gas recovery from a
wastewater treatment facility, small hydro, waste gas utilization from steel factory, and

methane recovery from landfill.

Second workshop in Cebu in Visayas on September 11-12, 2006

Twenty-seven (27) attendants from sugar mill, palm oil mill, beverage industry, piggery
firm, agricultural cooperation, electric cooperative, research and development company
(animal waste management) and DENR local office participated in the workshop.
Potential CDM activities identified at the event include wastewater treatment project from
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food wastewater, palm oil mill effluent and abattoir effluent and biogas and reforestation
projects (Attachment 14: List of Participants and Minutes of Workshop).

[Third workshop in Davao in Mindanao on September 14-15. 2006

Thirty-eight (38) participants joined the workshop and they were from a cement company,
piggery firm, sugar mill, DENR local office, BOI, DBP local office and electric
cooperative. Potential CDM projects were an energy efficiency project at a cement factory,
wastewater treatment project from palm oil mill effluent, and biogas recovery at piggery
firms (Attachment 15: List of Participants and Minutes of Workshop).

It is important to note that although English is commonly used in the business
environment in the Philippines, the Study Team recognizes the value of the local language
for productive discussion among participants on some occasions. In this regard, our local
consultants played an important role in facilitating the workshop in the local language.

The Study Team is confident that the primary objective of the implementation of local
workshops was achieved. Through these local workshops, small-scale project owners
outside of Metropolitan Manila were able to gain basic knowledge about the CDM and
the EMB-DENR was able to identify quality potential projects. The Study Team as well as
the EMB-DENR agree that this type of activities would help further promote the CDM in
the country. Whether or not the EMB-DENR is able to carry out such activities on its own
depends on a future possibility of improvement of the structure of the CDM Secretariat.

Recommendations for Promoting CDM Projects

One of the challenges that the EMB-DENR has been confronting was the lack of staff in
the CDM helpdesk who could work on the actual inquiries and manage the CDM
clearinghouse. Since the inception of the Study, the EMB-DENR has been advocating the
requirement of additional personnel with no success to date. During the Study, the
helpdesk has been managed by two full-time EMB personnel with support from two
qualified local consultants retained since last November, for a year. However, these two
local consultants will no longer be available to assist in managing the helpdesk, as the
Study will be completed next month.

Thus, it is important to address needs for strengthening institutional structure and

allocation of additional human resources on the part of EMB-DENR as soon as possible,
which is a key strategy to ensuring that the helpdesk and the clearinghouse remain
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sustainable for the further promotion of the CDM in the Philippines.

To address the above concerns, the Study Team with support from JICA held discussions
with directors and assistant directors of the EMB, and the Undersecretary and Senior
Undersecretary of the DENR. A set of recommendations to maintain sustainability of the
Study results based on these discussions are presented in Section 4 of this Report.

Lastly, the Study Team is pleased to note that since the inception of the Study, the DENR
has granted host country approval to eight (8) CDM projects. Six (6) out of those eight
projects have now been registered with the UNFCCC. So, from a base of no approved
projects in November 2005 when this Study commenced, the Philippines is now among the
top 10 host countries with the highest number of registered CDM project activities. The
Philippines is also the second most popular country in hosting the CDM in ASEAN,
following Malaysia.

This is undoubtedly attributed to the commitment and ownership on part of the EMB-DENR,
whose officers have contributed greatly in driving forward the CDM in the country. Their
timely and personalized assistance, with an enriched level of detail has ensured that the
progress made has been appropriate to the national development priorities and specific
conditions of the Philippines.

Since its launch, the helpdesk, which is one of the major achievements of the Study, has
been an important part of the EMB-DENR’s CDM efforts, responding to inquiries from
various stakeholders and following up in a timely manner on behalf of project developers.
The Study Team has been proud to be part of this process which has set the foundations for
the blossoming of the CDM in the Philippines.
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3. Update on the CDM in the Philippines

3.1.

3.1.1.

3.1.2.

3.1.3.

Measures and Policies to Promote the CDM in the Philippines
There have been several milestones taken by the Philippine government to promote the
CDM in the country:

Creation of the Philippines IACCC

IACCC was created to coordinate various climate-change related activities, recommend
policies to address climate change and prepare Philippines’ position on the UNFCCC
negotiations. The Marrakech Accords provide for the creation of a DNA for the CDM in
participating countries to act as the focal point and approving authority for CDM
projects. Among the initiatives of the IACCC are the establishment of the Philippine
DNA through EMB-DENR and the creation of an operation CDM framework.

Establishment of the DNA through Executive Order No. 320, Series of 2004

By virtue of Executive Order No. 320, the DENR formally became the designated
national authority of the Philippines on June 25, 2004. Under the Order, the following
activities and functions are assigned to the DNA:

1. Formulate and develop a national CDM policy

2. Develop the criteria, indicators, standards, systems, procedures, and evaluation
tools for the review of potential CDM projects

3. Undertake the assessment and approval of CDM projects that will be submitted to
the UNFCCC under the Kyoto Protocol

4. Monitor the implementation of CDM projects in the Philippines
Perform other functions related to and in pursuance of the development of the
CDM

The Technical Evaluation Committee (TEC) on Energy, Reforestation/Afforestation and
Waste Management were also established under the Order to support the DNA to ensure
that the proposed projects satisfactorily meet the criteria for national approval of CDM
projects. The structure of the DNA and its approval process are discussed in the ensuing

sections.

DENR Administrative Order (DAQO) No. 2005-17
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To facilitate and promote the development of CDM project activities in the Philippines,

DAO No. 2005-17 on the “Rules and Regulations Governing the Implementation of

Executive Order No. 320” was promulgated in August 2005. Main objectives of this

Order are as follows:

e To articulate the national CDM policy

e  To define the Philippine CDM framework

e To implement a transparent, participatory, credible, efficient and effective process
for the national approval of proposed CDM project activities

Philippine DNA Organizational Structure and Its Approval Process

The Philippine Government, through the DNA, works under the basic policy of
recognizing that participation in the CDM could potentially provide the Philippines with
numerous benefits in terms of foreign investment in CDM project activities, employment
and income opportunities, the establishment of ecologically-friendly projects that will
contribute to a healthier environment, technology transfer and income from the purchase
of certified emission reductions by the developed country Parties to the Kyoto Protocol.

It is, therefore, the DENR’s basic policy, as the CDM DNA, to facilitate and promote
CDM project activities that would: (1) contribute to the UNFCCC objective of
stabilization of GHG concentrations in the atmosphere at a level that would prevent
dangerous anthropogenic interference with the climate change, (2) lead to the transfer of
environmentally safe and sound technology and know-how, (3) contribute to the
conservation of biological diversity and sustainable use of natural resources, (4) comply
with all other pertinent laws and regulations, and (5) provide measures to alleviate
poverty as part of their contribution to sustainable development.

The basic policy mentioned above is guided by the following principles: (1) States having
the right to promote sustainable development through policies and measures appropriate
to the conditions of the State, (2) implementing transparent, participatory, credible,
efficient and effective processes, and (3) crafting a policy framework responsive to the
needs and demands of project proponents, the Government and various stakeholders
which undergoes regular updates to meet evolving international CDM guidelines and

recent developments in national policies, laws, rules and regulations.

DNA and Its Support Mechanisms
As discussed in the foregoing section, DAO 2005-17, otherwise known as the Rules and
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Regulations Implementing EO 320, lays out the different support mechanisms, which
consist of relevant agencies from the government, private, and NGO sectors to ensure
that a proposed CDM project activity meets the criteria for national approval.

The CDM Steering Committee is composed of three members from the government
coming from the DENR, the Department of Energy (DOE) and the Department of
Science and Technology (DOST); a member from the private sector as represented by
the Philippine Chamber of Commerce and Industry (PCCI); and a fifth member from
the NGO sector as represented by the Philippine Network on Climate Change (PNCC).
All the members of the Committee are represented by a Permanent (Undersecretary
level) and Alternate member, both of whom have the same voting rights. An
Undersecretary of the DENR has been designated by the DENR Secretary to serve as
the Chair of the CDM Steering Committee, together with a named alternate. The
Committee is responsible for reviewing the findings of the TECs and for endorsing the
project application to the DENR Secretary for appropriate action, as embodied in the
Committee’s Endorsement Report. The Committee is also responsible for providing
advice to the Secretary on the effective implementation and improvement of the
Philippine CDM policy and framework.

The TECs have been established to review whether a proposed CDM project activity
meets the national approval criteria. As already mentioned in 3.1.2, there are three TECs
designated to review project activities belonging to eligible sectors under the CDM —
energy, waste management and forestry.

An office within the EMB Central Office is designated as the CDM Secretariat, which is
supervised by the EMB Director. The CDM Secretariat is primarily responsible for
facilitating the smooth implementation of the national approval process for proposed
CDM project activities. In the process of performing their functions, said Secretariat
is responsible for verifying the completeness of application documents, identifying the
appropriate TEC(s) and referring a proposed CDM project activity to the appropriate
TEC(s), forwarding the Evaluation Report of the appropriate TEC to the CDM Steering
Committee, providing administrative and technical support to the CDM Steering
Committee and facilitating the transmission of the Endorsement Report and supporting
documents to the DENR Secretary, and serving as the focal point for information on the
status of proposed CDM project activities that have been submitted for DNA approval,
including advising the Philippine project proponents of the Secretary’s decision relating
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to their application for a Letter of Approval. It is important to note that unless and until

a final decision has been made by the Secretary, the CDM Secretariat is prohibited to

release any information on the decision made by the TEC(s) or the CDM Steering

Committee regarding a particular application. Moreover, the CDM Secretariat is

responsible for facilitating the dissemination of international and national requirements

relating to the CDM among stakeholders and such other functions as are necessary for
the implementation of the DAO 2005-17.

DENMR Secretary

CDM Steering
Committee

TEREERRTRRELTR PR N AL L b,

TEC for Enegy-Related Project
Activities

k1)

TELC for Afforestation & Reforestation
Project Activities

TEC for Waste Management Project
Activities

CDM Secretariat

Figure 2: DNA Organizational Structure (Source: The Philippine DNA Helpdesk)

|| EMB-DENR
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3.2.2. DNA Approval Process
The flowchart below shows the DNA approval process for CDM projects.

CDM NATIONAL APPROVAL PROCESS
BASIC STEPS

Step 1 Step 2 Step 3 Step 4
Project Project Project Project
Application B Cwaluation B Cndorscmant B Approval!
Mon-Ap proval
Project TEC COA Stearing DA
Propnnent Cnmmithee (Secretary nf TFNR)
~1/2 davs 5 duys i 35c 5 days ~1 wch

9 days fornon £8c

+5 days if with revision

Project Application Monitoring

C DM Secretariat

Figure 3: Philippine DNA Approval Process (Source: The Philippine DNA Helpdesk)

3.2.2.1. Preparation of the Project Application Document (PAD) /Project Design Document
(PDD)
The proponent of a proposed CDM project activity can choose between submitting a
PAD® or a PDD? for host country approval. The duly accomplished document will

! As described in paragraph 5.31 of DAO 2005-17, the PAD must be duly accomplished by a project proponent. The
minimum contents of the PAD shall follow the outline contained in Annex Il of the DAO (project information and other
details) including a valid Environmental Compliance Certificate or Certificate of Non-Coverage, whichever is
applicable, and other relevant permits required for the project.

2 A duly accomplished Project Design Document which follows the structure and criteria set by the CDM Executive
Board and approved by the COP and subsequently, by the COP/MOP, as supplemented by the Sustainable
Development Benefits Description and Proof of Legal Capacity, including supporting documents relating to the

Stakeholders’ Consultation and a valid Environmental Compliance Certificate or Certificate of Non-Coverage,
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then be submitted to the CDM Secretariat for verification of completeness. The PAD
is a simplified form of the PDD. Should the proponent choose to submit a PDD
instead of a PAD, the PDD has to be supplemented with the Sustainable Development
Benefits Description (SDBD)?, the supporting documents relating to the Stakeholders’
Consultation* and the Proof of Legal Capacity® - all of which are integral to the PAD.
No matter which format the proponent chooses — whether it is a PAD or PDD - the
project document must be supported by a valid Environmental Compliance Certificate
(ECC) or Certificate of Non-Coverage (CNC)®, whichever is applicable. This will give
assurance that the environmental dimension of the sustainable development criteria
has been addressed. Furthermore, the project document, whether a PAD or a PDD,
should also be notarized when submitting a formal application for Philippine DNA
approval. For small-scale project activities, the minimum content of the SDBD
should follow Section Il of DAO 2005-17’. For project activities not considered

whichever is applicable, may be submitted by the project proponent, if available. In this case, the PDD is deemed
sufficient and a PAD will not be required.

% A document to be prepared and submitted by project proponents applying for a Letter of Approval presenting the
sustainable development impacts of the proposed CDM project activity. While the SDBD is an integral component of
the PAD, it is also considered a necessary attachment should a proponent opt to submit a PDD.

* A report to be submitted by the project proponent to the CDM Secretariat as part of its Project Application Document
or as an attachment to the Project Design Document, indicating how the consultation in which comments by local
stakeholders was invited and compiled was undertaken, the minimum content of which are as follows: (a)
Proof of written announcement / invitation, (b) List of participants, including signed registration or
attendance sheets, (c) Minutes of proceedings, (d) Summary of issues and concerns raised, (e) Proposed
measures to address issues and concerns, and (f) location/vicinity map, indicating the relevant stakeholders
of the proposed CDM project activity.

¥ Official documents certifying that it has been duly created as a legal entity such as Articles of Incorporation, By-Laws
including an updated company information sheet, a valid business permit, a certification done under oath duly signed
by the Corporate Secretary, CEO, or Chairperson attesting to its legal capacity to participate and stating that the project
participant has no pending cases (criminal, administrative, etc.) against it.

6 Although not stipulated in the DAO, the ECC or CNC will help give the TEC an assurance that the environmental
dimension of the SDBD has been addressed. Considering also that the Philippine EIA System has streamlined its
approval process and instituted a time-bound procedure for the application of the ECC and CNC, obtaining an ECC or
CNC for a CDM project activity is no longer as tedious as it was in the past.

" (a) General Project Description, (b) Economic Dimension, (c) Environmental Dimension, (d) Social Dimension, and

(e) Overall Sustainable Development Impact of the Project
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small-scale, necessary measures to mitigate significant negative impacts of the
proposed CDM project activity should be identified. In addition, methods to monitor
the major sustainable development impacts of the project should also be described.

In filling up the SDBD, proponents should satisfy the national approval criteria, with
great emphasis on the sustainable development criteria categorized in three dimensions
as provisioned in the DAO - social, economic and environmental dimensions.
Proponents must identify appropriate project-level indicators for each criterion to give
the TECs a better approximation of the sustainable development contributions of the
project activity to the host community(ies).

Submission of Project Documents to the CDM Secretariat

After the proponent has put together the project document and all necessary
attachments, along with an electronic copy inclusive of charts, tables, photos, maps,
scanned documents and others, the documents are brought to the EMB Central Office
for submission to the CDM Secretariat. The Secretariat, guided by its Documentary
Requirements Checklist®, verifies the completeness of the documents. After the
documents have been verified to be complete, the Secretariat gives the proponent an
Order of Payment form for payment of dues to the EMB Cashier. A filing fee of
Php600.00 plus a processing fee of Php5,000.00 (for small-scale project activities) or
Php10,000.00 (for project activities not considered small-scale) is paid.
Documentation of Payment and an Official Receipt (OR) will be issued by the EMB
Cashier. After which, the proponent goes back to the CDM Secretariat for final
documentation and filing of formal application. In the event that the application
documents were found to be incomplete, the CDM Secretariat shall return the said
documents and advise the proponents to fulfill those requirements that were found to
be deficient.

Project Evaluation

After the CDM Secretariat has checked for and verified the completeness of all
documents submitted, it endorses the project documents to the relevant TEC.
Energy-related project activities go to the internal CDM Secretariat of the DOE, Waste
Management project activities go to the EMB-DENR and Reforestation/Afforestation
project activities go to the FMB-DENR. Should the project activity be covered by two
relevant sectors (e.g. energy and waste management for waste-to-energy technologies),

8 A checklist of all documents required for submission for use by the members of the CDM Secretariat.
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the project document may be endorsed to the two relevant TECs responsible for the
sectors stipulated in the project activity. Small-scale project activities are evaluated
under a timeframe of 5 days while project activities not considered small-scale take 9
days for evaluation.

TEC evaluation will give emphasis on the contents of the SDBD to ensure that the
project activity significantly contributes to the sustainable development goals of the
country, particularly of the host community. A similarly significant emphasis will
also be given to the documentation of stakeholders’ consultation to ensure that public
participation was complied with. The ECC, for this purpose, will serve as a good
indication that the project activity complies with Philippine environmental policies and
standards, a vital component of the sustainable development criteria.

After the TEC has finished evaluating the project activity, an Evaluation Report is
drafted and submitted to the CDM Steering Committee through the CDM Secretariat.
The Evaluation Report will contain the written conclusions of the TEC and its
recommendations to the CDM Steering Committee, stating the grounds for each
recommendation. The Report will also assess how the project proponent addressed the
concerns raised in the Documentation of Stakeholders’ Consultation. Upon receipt of
the Evaluation Report, the CDM Secretariat compiles the reports, submits the
documents to and convenes the CDM Steering Committee.

Should the TEC require revision, clarification or additional information on any of the
documents submitted by the project proponent, the TEC drafts, in writing, a request
for revision before the lapse of the evaluation period (5 working days for SSc and 9
working days for non-SSc). The CDM Secretariat is furnished with a copy of the
Letter of Request for Revision by the TEC. The project proponent, in this case,
should respond within 15 working days upon receipt of the TEC’s request for revision.
Proponent’s failure to respond will be considered an abandonment of the application.
In the alternative, a project proponent may, within 5 working days from receipt of the
request of the TEC, submit a written undertaking indicating that it will submit the
revised documents to the TEC within a period indicated in the said undertaking,
acknowledging that its application will not be processed until said revised documents
are submitted, and agreeing that its application will be considered abandoned upon
failure to submit said documents within the period indicated in the undertaking.
Upon submission by the proponent of the requested revision, clarification or additional
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information to the TEC, the TEC shall then re-evaluate the application based on the
new submission of supporting documents within 5 working days, after which the TEC
submits its Evaluation Report to the CDM Steering Committee through the CDM
Secretariat.

Project Endorsement

Upon receipt of the Evaluation Report, the CDM Steering Committee assesses and
deliberates the Report submitted by the TEC. This is done through en banc or ad
referendum review, where and when applicable. Within 5 working days from its
deliberations, the CDM Steering Committee submits its Endorsement Report to the
DENR Secretary through the CDM Secretariat. Should the CDM Steering Committee
decide not to adopt the TEC’s recommendation, it shall state its grounds for doing so
in writing. Should the project activity been referred to more than one TEC with
Evaluation Reports containing different courses of action, the CDM Steering
Committee shall decide which recommendation to adopt and will state its reasons for
supporting such recommendation.

Project Approval/Non-Approval / Motion for Reconsideration

Upon receipt of the Endorsement Report, the DENR Secretary, as Head of the DNA,
immediately acts on and reviews the CDM Steering Committee’s Report and decides
to either approve or disapprove the application, as will be contained in the form of a
Letter of Approval® or Letter of Non-Approval®. It is worthy to note that the issuance
of a Letter of Approval does not exempt the proponents from complying with the
applicable laws, rules and regulations of the Philippines. The Letter of
Approval/Non-Approval will be issued to the project proponent through the CDM
Secretariat. The CDM Secretariat will formally transmit the said letter to the project
proponent by registered mail.

Should a project proponent wish to seek reconsideration of a Letter of Non-Approval,

® The Letter of Approval states that the Philippines has ratified the Kyoto Protocol on November 20, 2003, authorizes

the voluntary participation of the specifically-named Philippine project participants in the proposed CDM project

activity and confirms, based on the representations made in the PAD or PDD, that the implementation of the proposed

CDM project activity will assist the Philippines in achieving sustainable development. Contained in the Letter will

also be a statement saying that the Letter of Approval does not exempt the project proponent from complying with

applicable laws, rules and regulations of the Philippines.

19 The Letter of Non-Approval states that the project does not meet the criteria for national approval.
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a Motion for Reconsideration should be filed with the Office of the Secretary within
15 days from receipt of the Letter of Non-Approval.

3.3. Carbon Market Trend
Carbon market can be explained as the market resulting from buying and selling of
emission allowances and reduction credits in order to enable countries and companies to
meet their GHG emission targets. Payment for emission reductions can be made using
one or more of the following forms: cash, equity, debt, or in-kind contributions such as
providing technologies to mitigate GHG emissions.

Carbon transactions can be grouped into two main categories:

e Allowance-based transactions, in which the buyer purchased emission allowances
created and allocated (or auctioned) by regulators under cap-and-trade regimes, such
as Assigned Amount Units (AAUSs) under the Kyoto Protocol, or EUAs under the EU
ETS. “Cap-and-trade” allowance markets have high environmental credibility as
they establish a flexible structure to achieve the desired level of environmental
performance established by the level of caps set.

e Project-based transactions, in which the buyer purchased emission credits from a
project, which can credibly and verifiably demonstrate that it reduces GHG
emissions compared with what would have happened otherwise. The most notable
examples of such activities are the CDM and JI framework under the Kyoto Protocol,
generating CERs and Emission Reduction Units (ERUS) respectively. These
project-based mechanisms have strong environmental credibility as they are created
using approved methodologies and benefit from being independently certified before
they are issued.

Market trend of project-based transactions, specifically CDM, will be discussed in this
section, as CDM is the only mechanism under the Kyoto Protocol involving countries that
are not subject to binding GHG emission caps by the Protocol — so-called non-Annex |
countries, primarily consisting of developing countries such as the Philippines.

The volume of emission reductions in the project-based market increased considerably in
2005 with three times as much volume being traded (374 million tCO,e). As of the end of
March 2006, contracts for over 79 million tons of emission reductions, largely for CERs,
had been signed in the first three months of the year."' The most obvious reason for the

1 The World Bank “State and Trends of the Carbon Market 2006” p21
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substantial increase in the volume transacted is that supply of potential projects has
increased. By the end of 2005, more than 900 CDM and JI projects had reached the
public validation stage. Several host countries have shown increased support for the
project base mechanism, in particular China and Brazil. In addition, large-scale projects
are contributing significantly, with four HFC-23 decomposition projects signed in 2005.

The EU ETS market also influenced price expectations in the CDM market and helped
stimulate the supply of carbon in the market. Prices for CERs in primary market
transactions appreciated considerably from an average of US$5.15 in 2004 to US$7.04 in
2005 and US$11.56 in the first three months of 2006. Since the sharp declines in EUA
price starting in late April 2006, both buyers and sellers have substantially slowed down
the pace of transactions as they try to make sense of the impact on demand for CERs and
ERU:s.

In the past, buyers dominated the carbon market. For the contracts signed in 2005,
however, sellers were able to emerge as price-makers rather than takers and this shifted
the balance of power away from the buyer and toward the seller. It is not clear whether
this trend will continue with the recent collapse of the prices under the EU ETS.

Asia accounted for the largest share (73%) of contracted volume or project-based
transactions signed between January 2005 and March 2005. Contracted volumes in Latin
America accounted for 17% of project-based transactions. China, India and Brazil are the
main seller countries when it comes to the number of CDM ERPAs. The large volumes in
China are primarily due to a few large HFC-23 decomposition projects.*?

Philippine CDM Projects

Since November 2005, 28 CDM projects have been submitted to the EMB-DENR for
host country approval. Out of those, eight projects have received host country approval.
Of these eight projects, one wind energy project, one wastewater treatment project and
four animal waste management projects have been registered with the UNFCCC, while
one animal waste management project and one geothermal project are at the stage of
request for registration.

Table 1: List of the Philippine CDM projects (Source: The Philippine DNA Helpdesk)

12 The World Bank “State and Trends of the Carbon Market 2006” p26
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CATEGORY PROJECT HOST REGISTRATION ANNUAL
ACTIVITY COUNTRY ESTIMATED
TITLE APPROVAL GHG
EMISSIONS
REDUCTION
(intCO,
equivalent)
Wiaste Rocky Farm | Requesting 3,397
Management Methane Recovery | approval
Waste D&C Farm | Requesting 1,498
Management Corporation approval
Methane Recovery
Waste Superior Methane | Requesting 2,209
Management Recovery approval
Waste Paramount Approved on | Requesting 7,582
Management Integrated Methane | Jun. 30, 2006 | registration
Recovery and
Electricity
Generation Project
Waste Lanatan  Methane | Requesting 3,986
Management Recovery approval
Waste Unirich Farm | Jun. 30, 2006 | Registered on | 2,929
Management Corporation October 28, 2006
Methane Recovery
Waste Everlasting  Farm | Requesting 4,086
Management and Sentra Farm | approval
Corporations
Methane Recovery
and Electricity
Generation Project
Waste Gold Farm | Approved on | Registered on | 2,929
Management Corporation Jun. 30, 2006 | October 21, 2006
Methane Recovery
and Electricity
Generation Project
Waste Goldi Lion Farm | Requesting 3,262
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Management Corporation approval
Methane Recovery
and Electricity
Generation Project
10. Waste Red Dragon Farm | Requesting 1,494
Management Corporation approval
Methane Recovery
and Electricity
Generation Project
11. Waste Red Dragon (Il) | Requesting 2,954
Management Methane Recovery | approval
and Electricity
Generation
12. Waste Joliza Methane | Approved on | Registered on | 3,656
Management Recovery Jun. 30, 2006 | October 23, 2006
13. Waste Bondoc Realty | Requesting 3,471
Management Methane Recovery | approval
14. Waste Jhon &  Jhon | Requesting 1,420
Management Methane Recovery | approval
15. Waste Gaya Lim Methane | Approved on | Registered on | 3,130
Management Recovery Jun.30, 2006 | October 30, 2006
16. Waste Santo Domingo | Requesting 2,997
Management Methane Recovery | approval
17. Waste Pig City Confined | Requesting 23,855
Management Swine Feeding | approval
Operations
Methane  Capture
and  Combustion
from Improved
Animal Waste
Management
System
18. Renewable 33 MW North Wind | Approved on | Registered on Sep. | 56,788
Energy Bangui Bay Project | Dec. 16, 10, 2006
2005
19 LFG to Energy | Cebu landfill gas to | Requesting 21,500
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energy project approval
20 Geothermal 20 MW Nasulo | Approved on 81,009
Energy geothermal project | Jun. 30, 2006
21 Waste Handling | Wastewater Approved on | Registered on Oct. | 95,896
and Disposal treatment using | Jun. 30, 2006 | 1, 2006
Thermophilic
Anaerobic Digestor
at An Ethanol Plant
in the Philippines
22 Waste Amigo farm | Requesting 14,777t
Management methane recovery | approval
and electricity
generation project
23 Waste Excel farm methane | Requesting 19,464
Management recovery and | approval
electricity
generation project
24 Renewable San Carlos | Requesting 37,608
Energy Renewable Energy | approval
Project
25 Renewable Sipangpang 1 MW | Requesting 2,471
Energy mini-hydropower approval
project
26 Biomass First Farmers | Requesting 120,040
Holding approval
Corporation
bagasse
cogeneration plant
27 Renewable Burgos 40 MW | Requesting 62,872
Energy Wind Power Project | approval
28 Energy from | Philippine Sinter Requesting 54,643
Waste Heat Corporation Sinter | approval

Cooler Waste Heat
Recovery Power

Generation Project
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3.5. Potential Sectors and Projects for Strategic Mitigation of Greenhouse Gas
Emissions in the Philippines
The Philippines’ archipelagic geography leads towards a diverse makeup of resources and
potential in utilizing said available resources. Along with this characteristic, the many
remote areas and barangays'® in the country serve as incentive to install off-grid
technology to provide power and energy to yet un-electrified barangays. Its distinct
geographical characteristics, alongside the different sources of livelihood per province,
provide a venue for the use of renewable energy sources and alternative technology.

The country’s shorelines make it feasible for wind-powered technologies to come in (e.g.
Bangui Bay Northwind Power Project in llocos Norte).

The mountainous regions of the north (Luzon) and down south (Visayas and Mindanao)
make viable the installation of hydropower technology (e.g. Ambuklao hydropower
project in Ifugao, and the Sibulan hydropower project in Davao).

The Philippines, being a dominantly agricultural country as well, presents large potential
in the utilization of waste-to-energy and cogeneration technologies (e.g. piggery waste to
energy technology, rice husk and bagasse cogeneration technology).

Known for its many volcanoes in the country, the country presents good potential in the
use of geothermal energy (e.g. Nasulo Geothermal Energy Project).

The Philippines also has several landfills, providing the country with a great potential for
projects that utilize the landfill gas (LFG) to energy technology (e.g. 20 MW Inawayan
LFG to Energy Project in Cebu). More so, it is clearly stated in Republic Act 9003
(RA9003) or the Solid Waste Management Act adopted in 2000 that LGUs are
responsible bodies to manage and handle the waste including the segregation, the
operation of composting facilities and the conversion of open to controlled dumpsites and
the closing of sanitary landfills.

In the Act it is also suggested that LGUs should consider the recovery and conversion of
methane gas into usable energy if economically viable. CDM could serve as a valuable
incentive for LGUs to proactively implement the treatment of LFG as they can expect

3 A barangay is the smallest local government unit in the Philippines.
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additional financial return through the sale of CERs, which will result in further
promotion of the CDM in the Philippines.

Sugarcane industry is also prominent in the southern part of the country (particularly in
the Visayas). Such industry poses significant potential in the production of bio-fuels and
bio-ethanol as alternative sources of energy for transport and boilers in distilleries and
other processing plants.

For reforestation and afforestation, the rehabilitation and enhancement of various
watersheds all over the country also poses significant potential in the sector (e.g.
Streambank rehabilitation and ecological enhancement in Tanay micro-watershed, Rizal
province).

Certified Emission Reductions (CERSs): Transaction Volume in 2005 and Price
Perspectives

As mentioned in the foregoing section, three times as much volume of emission
reductions was traded (374 million tCO,e) as seen in the table below™. The project-based
market is largely composed of transactions of assets that are compliance-grade, i.e. good
for compliance under Kyoto/EU ETS, or good for compliance in other markets created by
law, e.g. the New South Wales (Australia).

% The World Bank “State and Trends of the Carbon Market 2006” p24
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Table 2: Volumes transacted and corresponding values on project-based transactions
(Source: The World Bank “State and Trends of the Carbon Market 2006™)

2004 2005 2006
Volume Value \Volume Value \Volume Value
MtCO2e) (MUS$) MtCO2e) (MUS$) MtCO2e) (MUSS)
Compliance 107.07 534.59 368.30 2,665.31 79.12 906.14
of which
CDM 97.00 485.01 346.15 2,544.30 75.61 886.85
JI 9.10 54.19 17.78 82.41 3.29 19.29
other 0.96 4.39 4.37 38.59 - -
\oluntary 2.82 5.57 6.05 43.03 0.08 0.55
and retails
markets
Total 109.99 549.16 374.34  2,708.34 79.19 906.69

Price of CERs is determined by supply and demand and there are no official prices. Most
observers agree that issued CERs will have at least as much value as EU ETS allowances.
Price varies in accordance with contract types as shown in the table below.

Table 3: Contract types and pricing (Source: Mitsubishi UFJ Securities)

Type | Contract CER Delivery Payment Pricing
I Now Immediate Immediate No discount
I Now Future Future (against delivery) Some discount
Il Now Future Immediate (pre-payment) Substantial
discount

A CER contract (as opposed to an issued, delivered CER) has certain risks inherent with

it:

e A CER does not legally exist until it is issued; its volume depends on project
performance (and verification) and actual issuance; and its delivery into the
compliance buyer’s registry requires that the International Transaction Log is
operational.

e It is not valid for compliance until it is delivered into an Annex | account in the
CDM Registry

e Once it is delivered onto a buyer’s account in the CDM Registry, it loses its ability to
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be transferred across boarders prior to 2008.

With regard to the price perspectives of CERs, it is difficult to forecast how much the
price will increase or decrease in the future due to various risk factors as stated above.
However, according to the survey conducted by the Point Carbon, the respondents expect
the prices for CERs to increase over the next year. More than 70% of them expect the
price of an issued CER to be higher in 2006 than what it was in December 2005*.

Capacity Building Program for the Philippine DNA by Other Donors

Developing the capacity of a DNA is an important element to promote the CDM in a
country. Many donor countries and agencies have been providing their own capacity
building programs to non-Annex | countries vis-a-vis the CDM and the Philippines is one
of those who have benefited from these activities. The Inception Report stated that the
Study would be carried out by taking a concerted approach with existing capacity
building programs, with a view to avoiding duplication and giving Philippine government
and project developers the opportunity to make maximum use of various programs. To
this end, the Study Team participated in a national workshop organized by the IGES to
present the scope of the JICA study and announce the launch of the helpdesk to the
participants. The Study Team also attended the Tokyo-Manila CDM Videoconference
organized by the Overseas Environmental Cooperation Center (OECC) in March 2006.

Below is a summary of the capacity building programs provided to the Philippine DNA
by different donors to date:

Enabling Activities for the Preparation of the Philippines’ Second National

Communication to the UNFCCC

e Funding Agency: GEF through UNDP

e Project Objective(s): (1) To assist the Philippines with the enabling activities
necessary to undertake an improved national greenhouse gas (GHG) inventory, (2)
To plan for actions for the mitigation of climate change and adaptation to its
potential impacts of climate change, (3) To prepare the country’s Second National
Communication (SNC) to the Conference of the Parties (COP) of the UN
Framework Convention on Climate Change (UNFCCC), and (4) Enhance general
awareness and knowledge on climate change-related issues in the Philippines and
help to take them into account in the process of national planning and policy

> The Point Carbon “Carbon 2006” p 45
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formulation

Project Components: (1) Evaluation of national circumstances, (2) Updating of the
inventory of GHGs for the year 2000, (3) Development of local emission factors,
(4) Assessment of needs, barriers and opportunities for both adaptation and
mitigation technologies and methodologies and to build capabilities to be able to
perform such activities, (5) Assessment of potential impacts of climate change in
selected areas of the Philippines and prioritization of adaptation measures, and (6)
preparation of the Second National Communication of the Philippines and
submission to the COP; public-awareness activities and stakeholder consultations as
cross-cutting along the overall course of the exercise.

Executing Agency: 1ACCC through the EMB-DENR

Capacity Development for CDM (CD4CDM)

Funding Agency: UNEP-RISOE

Project Objective(s): Develop capacities for different sectors relevant to the CDM
(DNA, private sector players, other government agencies, civil society)

Project Activities: workshops, tutorials for PAD development, consultation
meetings

Executing Agency: IACCC through the DENR-EMB

Institutionalization of the GHG Inventory and Public Awareness (2001)

Funding Agency: GEF through the UNDP

Executing Agency: IACCC through the EMB

Project Objective(s): (1) Serve as extension of the Project on Enabling Activity on
Climate Change, (2) Undertake regular and systematic inventories of national GHG
emissions

Establishment of the Clean Development Mechanism (CDM) National Authority,

Operational Framework and Support Systems for the Philippines Project (2003-2005)

Funding Agency: Netherlands Embassy through the UNDP Manila Office

Project Objective(s): Establish a legal mandate designating the National Authority
for CDM in the Philippines; Develop an operational framework for the DNA in the
Philippines

Project Outputs: EO 320 Designating the DENR as the CDM DNA in the
Philippines; DAO 2005-17 or the Rules and Regulations for Implementing EO 320;
CDM Manual of Procedures
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e Project Activities: consultation meetings, interview with key agencies in the CDM,
consultation workshops
e  Executing Agency: IACCC through the EMB-DENR

Integrated Capacity Strengthening for CDM (2003-2005)

e Funding Agency: IGES

e  Project Objective(s): Raise awareness on CDM to encourage private sector players
to participate in the CDM (Phase 1); Develop capacity among the private sector to
develop project documents and enhance capacity of DNA support mechanisms in
assessing and evaluating CDM project activities; Archive baseline data from the
grid (Phase 2); To assist in the realization of actual CDM projects (Phase 3).

e Project Outputs: CDM Country Guide for the Philippines, Project Design
Documents (at least two)

e Project Activities: training workshops for the DNA support mechanisms and
private sector potential proponents, provincial training workshops (to generate a
pipeline of CDM projects), technical tutorials (for PDD preparation)

e  Executing Agency: IACCC through the EMB-DENR

Capacity Building Program for the CDM Technical Evaluation Committees (TECS)

(2004-2005)

e Funding Agency: NEDO

e  Executing Agency: Mitsubishi Securities

e Project Objective(s): (1) Build and enhance project review and assessment
capacities of the DNA Technical Evaluation Committees for Energy and Waste
Management, (2) Provide assistance to the DNA TECs in the formulation of
internal rules and procedure to facilitate CDM project review and assessment in
their respective agencies

e  Project Activities: Training workshops

e Recipient Agencies: DOE (for energy-related CDM project activities) and
EMB-DENR (for solid waste management CDM project activities)

Capacity Building to Remove Barriers in the Promotion of Renewable Energy in the

Philippines (CBRED)

e Funding Agency: GEF through the UNDP

e Project Objective(s): (1) Reduce GHG emissions by identifying and removing the
major barriers to the development and utilization of renewable energy to replace
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fossil fuel use in the Philippines

Project Activities: (1) Capacity building of government agencies to formulate
renewable energy policies, (2) Information dissemination and public awareness
raising, (3) |Institutional strengthening to increase coordination between
organizations, (4) Development of market strategy for utilization of renewable
energy, (5) Support program for renewable energy delivery mechanisms, (6)
Innovative financing schemes, and (7) Development of standards, specification,
testing and certification for the renewable energy industry in the Philippines
Executing Agency: Philippine Department of Energy

3.7.8. Philippine Efficient Lighting Market Transformation Project (PELMATP)

Funding Agency: GEF through UNDP

Project Objective(s): (1) Through the pilot study conducted under the SMART
Light CFL Leasing Project, provide utilities assistance and RECs in preparing the
amended Demand Side Management (DSM) framework plans to push for the
Energy Regulatory Commission (ERC) approval and enforcement of the amended
DSM framework, (2) Build the capacity of the Development Bank of the
Philippines (DBP) and Energy Service Companies (ESCOs) and complete the
demonstration process as a showcase to the commercial and industrial sectors using
the Request for Proposals (RFP) and Energy Service Agreement (ESA) model
procurement documents developed by the Efficient Lighting Initiative (ELI)
Program for subsequent ESCO transactions by other government/private entities,
(3) Design and implement EEL micro-financing schemes that will overcome
difficulties by the consumer cooperatives in collecting amortization and paying EEL
suppliers and pursue commercial negotiations initiated under the ELI Program, (4)
Institute the inclusion of Energy Efficient Lighting (EEL) training in school
curricula, (5) Align and integrate all ongoing efforts of the National Advisory
Council for Energy Efficient Lighting (NACEEL) and the Government Standards
and Policies on Efficient Lighting (GSPEL) technical working group to strengthen
advocacy in the private sector

Executing Agency: Philippine Department of Energy through its Fuels and
Appliance Testing Laboratory (FATL)

3.7.9. National Action Plan on Climate Change

Funding Agency: United States Agency for International Development (USAID)
Project Obijective(s): (1) Integrate climate change concerns into the government’s

49



3.7.10.

3.7.11.

3.7.12.

3.7.13.

JICA Study Team

plans and programs, (2) Develop adaptation responses to climate change impacts,
(3) Design mitigation measures which are “no regrets” in character

Project Output: Served as a framework plan which provides specific guidance on
mitigation priorities

Executing Agency: IACCC through the EMB-DENR

Promotion of Renewable Energy, Energy Efficiency and GHG Abatement (2002)

Funding Agency: ADB

Project Objective(s): (1) Develop capabilities for promotion on renewable energy
and energy efficiency and GHG abatement projects

Executing Agency: DOE

Strategic Objective Agreement 3 (SOAG) or the Philippine Climate Change Mitigation
Program (1998-2001)

Funding Agency: USAID

Project Objective(s): (1) Slow down the growth of GHG emissions through the
expanded use of clean fuels in power generation, (2) Improve efficiency of power
generation, distribution and use

Project Output: Establishment of the Climate Change Information Center (CCIC) —
now known as the KLIMA-Manila Observatory

Executing Agency: DOE in coordination with IACCC

Enabling Activity on Climate Change (1998)

Funding Agency: GEF through the UNDP

Project Objective(s): (1) Build the capacity of various government agencies to
prepare the country’s initial national communication to the UNFCCC

Project Output: Facilitated the preparation of the 1994 GHG Emissions Inventory
and reporting requirements pursuant to Article 12 of the Convention

Executing Agency: IACCC through the EMB-DENR

Asia Least-Cost greenhouse Gas Abatement Strategy (ALGAS) Project (1995)

Funding Agency: GEF UNDP

Technical Assistance: ADB

General Project Objective(s): (1) Limit the growth of GHG emissions from Asia,
(2) Build a substantial pool of expertise in the region for addressing issues on
global climate change, (3) Emphasize strongly on the concept of regional
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cooperation by enhancing regional capabilities in a number of critical
environmental and natural resource disciplines

Specific Project Objective(s): Develop and improve the regional and national
capacity to undertake, prepare and present baseline and historical inventories of
GHG emissions and sinks to meet the standards and requirements of the FCCC, (2)
Improve the reliability of GHG emission and sink inventories for the region, (3)
Develop national and regional capacities to identify, formulate and analyze GHG
abatement initiatives, and (4) Develop and implement national and regional
least-cost GHG abatement strategies

Executing Agency: IACCC through the EMB-DENR

3.7.14. Greenhouse Gas Inventory (1990)

Funding Agency: USAID (under the US Country Studies Program which was
updated and incorporated in the Philippines’ Initial National Communication)
Project Objective(s): Basis for future plans on mitigation and possible CDM
opportunities

Executing Agency: Philippine Atmospheric Geophysical Astronomical Services
Administration (PAGASA) - DOST
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4. Recommendation for CDM Promotion

In view of the underlying opportunity for the Philippines to continue to benefit from the
Kyoto Mechanism, it is critical to maintain the sustainability of the Study outcomes,
namely the helpdesk and the clearinghouse as briefly discussed in the foregoing section.
This poses a challenge for the EMB-DENR as the current institutional arrangements lack a
support mechanism to ensure a sustainable helpdesk and clearinghouse. To address these
concerns, the principal recommendations that deserve priority attention are presented

below.

Institutional Aspect]

It is recommended to strengthen the institutional structure of the CDM Secretariat that is
the focal point for the management of the helpdesk and maintenance of the clearinghouse.
As was pointed out in foregoing sections, currently there are only two full-time EMB
personnel in the CDM Secretariat available and they are responsible for not only accepting
DNA application forms and answering inquiries at the helpdesk but also preparing the
National Communications to the UNFCCC, formulating adaptation measures and attending
to other climate change related issues as the core members of the IACCC Secretariat.

To tackle this chronic understaffing issue and to further enhance the effectiveness of the
helpdesk and clearinghouse, the proposal to create a Climate Change Office (CCO) should
be given due consideration. The said proposal was made in August 2005 when executive
meetings at the EMB-DENR were held in preparation for the DENR’s submission of its
proposal in response to the government-mandated rationalization plan. It intends to
establish the CCO that is composed of the existing IACCC secretariat and CDM Secretariat,
both under the administrative control and supervision of the Director of the EMB-DENR. It
is illustrated in the proposal that two sub units under the CCO, namely Climate Change
Unit and CDM Unit, may both implement project-led activities, whether locally funded or
foreign-assisted, and specific DNA approval functions prescribed by national laws and
policies that have now been entrusted to the DENR.

Despite repeated efforts to advocate the importance of additional staff, an augmentation of
the personnel did not materialize during the Study. This effort should be continued even
after the completion of the Study, as augmenting additional staff is the most effective
strategy to sustain the Study results. However, to best cope with the challenges without an
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increase in staff size for the time being, the following measures are recommended.

Technical Aspect
[Helpdesk]
The Study Team is confident that the knowledge base of the EMB-DENR personnel was

fully established with the completion of the helpdesk manual and hands-on training
provided during the Study. In addition, responses to frequently asked questions have
already been posted on the clearinghouse, allowing the helpdesk staff to ask the inquirers to
refer to them. Therefore, it will be possible to handle the basic questions under the existing
structure.

The challenge lies in dealing with more complicated inquiries relating to EB decisions and
approved new methodologies relevant to Philippine CDM projects. This will require the
same level of understanding and knowledge as first-class CDM consultants. It is suggested
to install a mechanism that allows the EMB-DENR personnel to refer such technically
complicated questions to domestic and international experts such as the KLIMA-Manila
Observatory, Preferred Energy, Incorporated and Mitsubishi UFJ Securities, with the
consent of the inquirer.

One other useful tool that could assist the EMB-DENR personnel in the promotion of CDM
in the country would be a portfolio of potential project activities for interested investors
coming to the DNA or other relevant agency to inquire. Although this was not part of the
scope of the JICA Study at this time, this portfolio can be accomplished through the conduct
of GHG mitigation assessment and mapping of potential sectors, which can be a component
of a follow-up activity to this Study.

[Clearinghouse]

The formidable part of work related to the clearinghouse was collecting information from a
large number of sources and designing the website structure and scheme. These tasks have
been accomplished and the clearinghouse was formally launched on September 21, 2006.
Hence, it is important to keep the clearinghouse updated regularly for public viewing. This
poses challenges in the following two areas:

(A) Update on Philippine government policies and regulations relevant to the CDM
(B) Update on CDM EB decisions and new approved methodologies
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Possible solutions for the above challenges are suggested below:

(A) Update on Philippine government policies and regulations relevant to the CDM

It is believed that frequency of policy amendment is limited, thus updating the
clearinghouse for changes in government policies and regulations related to the CDM can
be handled by the existing two full-time staff members.

(B) Update on CDM EB decisions and new approved methodologies
The CDM EB holds its meetings regularly (usually once every two months) and publishes
the meeting minutes within one week after the adjournment of the meeting. It is suggested
to make an announcement on the clearinghouse top page when the minutes become
available with a link to the actual report so that the viewers will be alerted and kept posted
on EB decisions. Through the JICA Study, the current two EMB-DENR personnel are now
fully capable to take up this kind of task.

On the other hand, it may be difficult for the EMB-DENR to select important CDM EB
decisions that are relevant to Philippine project developers, as this would require a
thorough understanding of CDM EB discussions and in-depth knowledge about the CDM
and its methodologies. To tackle this issue, it is recommended to ask acknowledged CDM
consultants/experts to contribute articles summarizing important EB decisions and possible
impact on Philippine CDM projects. To this end, the EMB-DENR needs to expand its
existing network of domestic and international CDM industry partners and promptly start
sounding off with CDM consultants to seek their collaboration.

[Other Study Results]

e Implementation of the workshop at local level: As discussed in the ensuing section, the
Study Team was able to identify potential CDM projects though the implementation of
the local workshops. This effort should be continued even after the completion of the
JICA Study. It is also recommended that the EMB-DENR conducts GHG mitigation
assessment and mapping of potential sector, which could be presented as a project
portfolio for interested investors coming to the DNA or other relevant agency to inquire.

e Monitoring Guideline and ERPA Manual: It is important for the EMB-DENR to make
practical use of the Monitoring Guideline and ERPA Manual and update these
documents regularly.

o Program CDM: It is expected that the EB will reach the consensus about the definition
of the program CDM shortly. It is suggested that the EMB-DENR closely watch the EB
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discussion on the program CDM and once issues are cleared, it should be able to
implement initiatives and programs as a program CDM project.
Capacity building for A/R TEC: It is also suggested that the EMB-DENR regularly
follow-up with the FMB to ensure the smooth functioning of the A/R TEC in light of
the evaluation criteria and process developed during the Study.
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5. Study Reports

The following study reports will be prepared in English and submitted to the Philippine

government.

)

(2)

®3)

Draft Final Report (DFR)

The Draft Final Report will summarize the overall results of the Study. The DFR will
be submitted at the end of the last work in the Philippines. The Government of the
Philippines (through the Project Steering Committee) will submit its comments on the
DFR by November 10 2006.

Final Report (FR)

The Study Team will produce a draft Final Report based on the comments on the DFR
received from the Steering Committee and submit it to JICA by November 17, 2006.
JICA will provide its comments on the draft to the Study Team by November 24, 2006.
The Study Team will finalize the FR and come to an agreement with the EMB-DENR
on the final contents by November 30 2006.

The EMB-DENR will disseminate the FR to the senior management level officials to
raise the awareness about the challenges it is facing to sustain the Study results.

Reporting Schedule

Reports Submission Date No. of Copies
Draft Final Report October 2006 20 (English)
Final Report November 2006 20 (English)
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Study Team and Implementation Structure

JICA Study Team

The Study Team headed by Junji HATANO will consist of a core team of seven CDM
experts from the Clean Energy Finance Committee, Mitsubishi UFJ Securities (MUS) and

Mitsubishi Research Institute and one Hong Kong-based CDM specialist retained on a

full-time basis by MUS. The Study Team will work in close collaboration with the

EMB-DENR.

Table 4: Study Team members and responsibilities

Name

Title

Role in the Study

1 | Junji HATANO

Chairman, Clean Energy Finance
Committee, Mitsubishi UFJ
Securities

Team Leader / Policy A

2 | Hitomi HOMMA

Senior CDM/JI Consultant, Clean
Energy Finance Committee,
Mitsubishi UFJ Securities

Policy B, Clearinghouse
B, Local Workshop

3 | Atsuko NUIBE

Senior CDM/JI Consultant, Clean
Energy Finance Committee,
Mitsubishi UFJ Securities

Clearinghouse A

4 | Naoya FURUTA Senior Consultant, International Helpdesk A
Project Center, Mitsubishi
Research Institute

5 | Kyoko TOCHIKAWA | Director, C.E.F. Consulting Itd. Helpdesk B

6 | Matthew
SETTERFIELD

CDM/JI Consultant, Clean Energy
Finance Committee, Mitsubishi
UFJ Securities

CDM Promotion A

7 | Cynthia
HENDRAYANI

CDM/JI Consultant, Clean Energy
Finance Committee, Mitsubishi
UFJ Securities

CDM Promotion B

8 | Adrian STOTT

CDM/JI Consultant, Clean Energy
Finance Committee, Mitsubishi
UFJ Securities

AR TEC
Building

Capacity
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The Study will be conducted in accordance with the following implementation structure.

Team Leader/Policy Policy/Workshop
Junji HATANO Hitomi HOMMA
CDM Promotion Helpdesk Clearinghouse
Matthew SETTERFIELD Naoya FURUTA Atsuko NUIBE
Cynthia HENDRAYANI Kyoko TOCHIKAWA Hitomi HOMMA

Figure 4: Implementation structure
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L INTRODUCTION

In response to the official request of the Government of the Republic of the Philippines (hereinafter
referred to as “the Government of the Philippines™), the Government of Japan decided to conduct the Study
on Capacity Building to Promote Clean Development Mechanism (hereinafter referred to as “CDM?)
Projects in the Philippines (hereinafter referred to as "the Study") in accordance with the relevant laws and
regulations in force in Japan.

Accordingly, the Japan International Cooperation Agency (hereinafter referred to as "JICA"), the
official agency responsible for the implementation of the technical cooperation programmes of the
Government of Japan, will undertake the Study in close cooperation with the authorities concerned of the
Government of the Philippines.

The present document sets forth the Implementing Arrangement with regard to the Study and will be
valid after notification of approval by JICA Headquarters through JICA Philippines Office to the Philippine

party.

II. OBJECTIVES OF THE STUDY

The objective of the Study is to assist the Environmental Management Bureau of Department of
Environment and Natural Resources (hereinafter referred to as “EMB/DENR”) to enhance its capacity to
promote CDM projects.

III. STUDY AREA

The Study will cover the entire area of the Philippines.

IV. SCOPE OF THE STUDY

In order to achieve the objectives mentioned above, the scope of the Study shall cover the
following items:

Item 1: Assistance in the formulation of CDM promotion measures
To assist EMB to promote development of CDM projects in support to the national approval
process.
This activity includes:
- To study the appropriate measures to promote CDM projects, including small scale CDM
projects
- To study the appropriate financial mechanisms to promote CDM projects, in particular in
local areas
- To study the effective use of various existing resources/programmes to promote CDM
projects
- To assist to formulate monitoring and supporting mechanism for approved projects

Item 2: Establishment of helpdesk
To assist to develop the function of the helpdesk. This activity includes:
- To assist establishing helpdesk in EMB/DENR
- To develop necessary materials for the training of helpdesk staff and further use at
helpdesk activities, such as helpdesk manuals and Questions and Answers (Q & A)
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- To compile/arrange relevant materials for the use of helpdesk
- To train the staff for helpdesk

Item 3: Establishment of information clearinghouse

To support the establishment of clearinghouse for assistance for project proponents within the
EMB website under EMB/DENR. This activity includes:
- To identify and collect the information to be compiled
- To assist to design and establish the clearinghouse
- To assist the maintenance and development of the clearing house, with particular focus on the
sustainability of the clearinghouse after the project, including preparation of manuals for
maintaining the clearinghouse

Item 4: Implementation of workshops at local level
To implement workshops targeting at local stakeholders. This activity includes:
- To assist to design workshop plans
-~ To prepare necessary materials for the workshops
- To support in the conduct of workshops

Item 5: Formulation of recommendations for CDM promotion

To prepare recommendations for CDM promotion in the Philippines, based on the activities mentioned
above. This may include following activities:

- To analyze the gaps/constraints which prevent CDM projects from smooth development
- To study the measures to solve these problems
- To prepare recommendations for CDM promotion in the Philippines

V. SCHEDULE OF THE STUDY

The Study will be carried out in accordance with the tentative schedule as attached in the Appendix.
The schedule is subject to change upon agreement of both parties when any necessity arises during
implementation of the Study.
VI. REPORTS
JICA shall prepare and submit following reports to the Government of the Philippines.

1. Inception Report:

Twenty (20) copies will be submitted at the beginning of the first work period. This report will
contain the schedule and methodology of the Study.

2. Interim Report:
Twenty (20) copies will be submitted at the beginning of second work period.

3. Draft Final Report;

Twenty (20) copies will be submitted at the end of the last work period in the Philippines. The

Government of the Philippines shall submit its comments within one (1) month after the receipt of
the Draft Final Report.

4. Final Report:



Twenty (20) copies will be submitted within one (1) month after the receipt of the comments on the
Draft Final Report from the Government of the Philippines.

VIL. UNDERTAKINGS OF THE GOVERNMENT OF THE PHILIPPINES

1. To facilitate the smooth conduct of the Study; the Government of the Philippines shall take necessary
measures:

(1) To permit the members of the Team to enter, leave and sojourn in the Republic of the Philippines for
the duration of their assignments therein and exempt them from foreign registration requirements and
consular fees;

(2) To exempt the members of the Team from taxes, duties and any other charges on equipment,
machinery and other material brought into the Republic of The Philippines for the implementation of
the Study;

(3) To exempt the members of the Team from income tax and charges of any kind imposed on or in
connection with any emoluments or allowances paid to the members of the team for their services in
connection with the implementation of the Study;

(4) To provide necessary facilities to the Team for the remittance as well as utilization of the funds
introduced into the Republic of the Philippines from Japan in connection with the implementation of
the study;

2. The Government of the Philippines shall bear claims, if any arises, against the members of the Team
resulting from, occurring in the course of, or otherwise connected with, the discharge of their duties in the
implementation of the Study, except when such claims arise from gross negligence or willful misconduct
on the part of the team.

3. EMB shall act as a counterpart agency to the Team and also as a coordinating body in relation with other
governmental and non-governmental organizations concerned for the smooth implementation of the Study.

4. EMB shall, at its own expense, provide the Team with the following, in cooperation with other
organizations concerned :

(1) Security-related information on as well as measures to ensure the safety of the Team;
(2) Information on as well as support in obtaining medical service;

(3) Available data (including maps and photographs) and information related to the Study;
(4) Counterpart personnel;

(5) Suitable office space with necessary equipment; and

{6) Credentials or identification cards.

VIIL. CONSULTATION

EMB and JICA shall consult with each other in respect of any matters that may arise from or in
connection with the Study.
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MINUTES OF MEETING
ON
IMPLEMENTING ARRANGEMENT

FOR

THE STUDY ON CAPACITY BUILDING

TO PROMOTE CDM PROJECTS
IN
THE REPUBLIC OF THE PHILIPPINES

AGREED UPON BETWEEN
DEPARTMENT OF ENVIRONMENT AND NATURAL RESOURCES OF
AND
JAPAN INTERNATIONAL COOPERATION AGENCY

In response to the request of the Government of the Republic of the Philippines (hereinafter
referred to as “the Philippines”, Japan International Cooperation Agency (hereinafter referred to as
“JICA”) dispatched a Preparatory Study Team (hereinafter referred to as “the Team”) headed by Mr.
Kiyoshi Masumoto from July 25 to August 3, 2005, to discuss and determine the Implementing
Arrangement for the Study on Capacity Building to Promote CDM Projects in the Philippines
(hereinafter referred to as “the Study™).

During its stay in the Philippines, the Team visited several sites and organizations
related to the Study, and had a series of discussions on the draft Implementing Arrangement
submitted by the Team with the authorities concerned, in particular with Environmental
Management Bureau, Department of Environment and Natural Resources (hereinafter referred to as
“EMB/DENR”). The main issues on the discussions regarding Implementing Arrangement are as
shown in the attached document.

Marila, 1*" August, 2005

/% / B /"/’_1/’“ \\\ 5
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M{ Armando de Castro M. Kiyoshi Masumoto
Undersecretary for Management and Technical Services Team Leader
Department of Environment and Natural Resources Preparatory Study Team
Japan International Cooperation Agency

The Republic of the Philippines
(JICA)



ATTACHED DOCUMENT

L STUDY CONTENTS

The Team and EMB/DENR (hereinafter referred to as “both parties™) agreed that the study
will be conducted in the following manners.

1. Establishment of Helpdesk at EMB

The helpdesk staff, who will be trained through the Study, will be designated by EMB/DENR
before the commencement of the Study. These EMB Personnel will be given hands-on training by
the Japanese and/or local consuitants,

2. Establishment of Information Clearinghouse

The clearinghouse is a web-site which provides information related to CDM. This
clearinghouse would provide the following data, but not limited to;

(1) General Information on CDM
1) Policies and regulations:

- Executive Order (EO) 320 Designating the DENR as the National Authority for CDM
in the Philippines

- Rules and Regulations Governing EO 320 Designating the DENR as the National
Authority for CDM in the Philippines

- Procedural Manual on the CDM-DNA Approval Process

- Relevant National Policies

2) Updates and Links to Relevant Partners and CDM Websites such as:
- UNFCCC website

- UNEP website

- DOE website

- Manila Observatory-Klima website

- Carbon Facilities

- (OECC) Kyoto Mechanisms Information Platform

(2) Technical Data on CDM
- Energy Regulatory Commission [ERC]
- National Power Corporation [NPC]
- National Transmission Corporation [TRANSCO]
- National Electrification Administration [NEA]
- Distribution utilities and other stakeholders in the power industry sector
- Database of GHG emission inventory
- Other relevant data

(3) Administrative Data for the CDM/DNA
- Status of documents in the whole approval process of CDM projects
- List of potential projects and a registry of approved projects, including CER /




- Project portfolio: This is a list of potential/ongoing CDM projects in the Philippines
with their key information. This portfolio will be newly prepared, and may be utilized
for project monitoring, approximately fifty projects.

Since significant volume of data useful for CDM promotion is already available, the contents
of existing web-sites and other sources will be fully utilized. Sustainability of the clearinghouse
after the project is a great concern for both parties and thus the handover strategy should be
deliberately prepared.

3. Implementation of Workshops at Local Level

The workshops will target at local stakeholders, such as Local Governmental Units (LGUs),
regional offices of EMB, local financial institutions, local business owners, NGOs and civil societies. The
workshops will be conducted three times during the Study period. The tentative venues are Tarlac
or Baguio in Luzon, Cebu in Visayas, and Cagayan De Oro or Davao in Mindanao. The final
decision will be made in due course after consulting with both EMB/DENR and JICA.

Each workshop may consist of two parts; the first part is a seminar for general information of CDM
and the latter half will be more specific on sectors and/or types of participants, aiming at practical input for
CDM project formulation.

4. Formulation of Recommendations for CDM Promotion

Through the above mentioned activities during the Study, gaps and issues to promote CDM projects in
the Philippines will be identified. Practical measures to solve these gaps and issues will be examined and
compiled as a set of recommendations in the Study report. Main focus of recommendation will be, but not
limited to, the activities within the mandate of EMB/DENR.

3. Use of Local Consultants
The Study will utilize local consultants as subcontractors to complement the work of

Japanese consultants.

H. STEERING COMMITTEE

Both parties agreed that for the smooth implementation of the Study and effective use of the
Study results, the Steering Committee will be organized at the commencement of the Study. This
Steering Committee will be chaired by the undersecretary of the DENR, and shall be composed of
the representatives from the following agencies:
- DENR [EMB and Foreign Assisted Special Projects Office (FASPO)]
- Department of Energy (DOFE)
- Department of Science and Technology (DOST)
- Department of Trade and Industry (DTT)
- Department of Foreign Affairs (DFA)
- National Economic and Development Authority (NEDA)
-NGO
- Private sector, and
-JICA

And the other agencies or organizations deemed necessary.



HI. TECHNICAL WORKING GROUP

Both parties agreed that, for the smooth implementation of the Study and effective use of the
Study results, EMB/DENR will set up the Technical Working Group at the commencement of the
Study. The Technical Working Group will be chaired by the EMB director, and composed of the
representatives from the following agencies:

-EMB

- DOE [Energy Utilization and Management Bureau (EUMB)],
- DOST [industrial Technology Development Institute (ITDI)],
- DTI [Board of Investments (BOI)]

- NEDA, and

-JICA

And the other agencies or organizations deemed necessary.

IV. REPORTS

JICA shall prepare all reports/materials of the Study in English.

V. COUNTERPART TRAINING IN JAPAN

EMB/DENR expressed their interest in availing of further counterpart training in Japan for
their staff. The Team explained that their request might be considered if EMB/DENR will
employ/appoint a permanent staff to work for the Study.

VI. UNDERTAKINGS OF EMB/DENR

EMB/DENR agreed to provide the JICA Study Team the following;

1) Counterpart personnel, in particular, permanent staff in charge of the helpdesk

2) Office space with furniture, air-conditioning, telephone lines, and electricity for the use
by the Study Team
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BOI OFFICIALS’ WORKSHOP - CDM BRIEFING
16-17 JANUARY 2006
BOI AUDIO VISUAL ROOM, DTI-BOI, SEN. GIL PUYAT AVENUE, MAKATI CITY

| DAY 1: 16 JANUARY 2006, MONDAY

Introduction / Rationale of the Activity
Hitomi Homma, Mitsubishi UFJ Securities
JICA Study Team

Ms. Homma, of Mitsubishi UFJ Securities, the organization tasked to conduct the Study for the
JICA project, presented the Program Overview for the benefit of the participants to the
workshop. (Please refer to Annex 1 for details)

Welcome Remarks
Raul Angeles, Executive Director
Department of Trade and Industry - Board of Investments (DTI-BOI)

Mr. Angeles gave the opening remarks. In his presentation, BOI, as lead investments agency,
can contribute to CDM under the following premises:

a. For investors, as the first stop for investors in the country, the BOI can act as front-
liners who could impart information on CDM and opportunities for the investors to
take advantage of in the Philippines

b. For industry associations, the BOI can provide direction to the industries and co-plan
with the private sector to enable the latter to compete in the global market. CERs
are very important additional revenues to improve industry’s competitiveness,
particularly industries to reduce carbon emissions

c. Interface with local government agencies - national agencies and local government
units - will help in raising awareness and integration into national governmental
action plans

Hence, he encouraged participants to take advantage of the training in order for the agency
to help promote environment-friendly projects and ensure sustainability of such activities
after the training is over.

Keynote Message
Kiyofumi Takashima, Assistant Resident Representative
Japan International Cooperation Agency (JICA)

Mr. Takashima gave the keynote message. He gave a brief background of the JICA study as a
response to national government request, through the DENR, to capacitate national
government on CDM. He briefly discussed the rationale behind the establishment of the
clearinghouse and helpdesk. He also recognized the importance of establishing such
mechanisms but emphasized the importance of involving the private sector in the whole CDM



process to ensure sustainability of the CDM. He then concluded with the hope that the
activity will help develop appreciation on the participants towards the CDM and to impart to
the private sector whatever will be picked up from the workshop for investment opportunities.
Further, he also expressed hope that the activity will lead to the promotion of sustainable
development in the country.

CDM in Practice
Kyoko Tochikawa, Mitsubishi UFJ Securities
JICA Study Team

Ms. Tochikawa gave a presentation on “CDM in Practice.” The presentation contained a basic
introduction of CDM, the concept of CER revenues, how CDM will assist project financing,
requirements under the CDM, procedures that the project proponent will undergo under the
CDM project cycle, costs of CDM finance, and first-hand experiences with regard to the
development of CDM projects. (Please refer to Annex 2 for details)

The floor was opened for questions from the participants.

QUESTIONS / COMMENTS

RESPONSES

Which sector is responsible for
promoting all these things? Are
these the only type of technology
they can invest in (energy)? Is it
a technology-type of investment -
is there a certain type of
technology that they need to
invest in? (Nida Dihan from One-
Stop Action Center)

One of the most lucrative CDM projects are those that would involve
methane destruction since methane GWP is greater by 21 times.
Landfill gas capture and destruction, municipal solid waste
management, biogas from animal waste stream have relatively small
upfront costs but with great returns. Renewable energy and energy
efficiency are also qualified projects. In the context of the
Philippines, fuel switching may consist of the use of biofuels/bio-
ethanol.

At the end of the day, what would be qualified as a CDM project
would be any proven technology that could be used to reduce
emissions

Can you further elaborate the
definitions of BAU and CDM
status? (Raul Angeles, BOI)

One basic example can be simple landfill gas capture where the usual
practice would be adding piping and flaring landfill. With CDM, the
proponent can invest in LFG capture equipment, instead of merely
flaring it. The project then becomes eligible as a CDM project. The
revenues from the CERs will cover the project’s initial cost. In this
context, BAU is when methane is emitted freely. But with CDM, the
proponent is encouraged to capture the methane because of
incentives that the project may give.

Government already mandates LFG capture therefore making
methane capture a business-as-usual scenario. With CDM, there is an
expected certain significant amount of returns which will be
acceptable to investors.

If, for example, | have a project
on rice husk which | plan to be
converted into power without the

That will qualify depending on circumstances concerning financials,
rice husk availability, etc. But definitely, if it meets 2-3
requirements, there is a good chance of attaining CDM status and we




QUESTIONS / COMMENTS

RESPONSES

CDM yet in mind. If, upon
familiarity with the CDM later |
tell the investors to take a look at
CDM and see if it would be
advantageous to them, will that
qualify? (Raul Angeles, BOI)

will be very happy to look at the information (1-page brief) regarding
the technology used and the plant size to enable us to make an initial
assessment if it will qualify.

(Mr. Angeles promised to prepare a brief to be consulted with
Mitsubishi UFJ Securities)

Will CDM projects only be consist
of those that cannot be funded by
government? (Minnie Dacanay,
JICA)

This would be difficult to answer. Other barriers (other than
investment barrier), such as technological barrier, need to be looked
at. Even if a proponent has financing/funding, but if the proponent
has no previous experience, and since technology usually comes from
the US and Europe, there may be technology barriers

What is the relationship of CDM to
ISO 90017

There is no direct relationship as such. ISO has a set of own
environmental standards that include criteria other than GHG
reductions. CDM focuses on GHG reductions. Although there are
plans to develop a GHG inventory system that would address other
environmental hazards, there is yet no direct relationship bet ween
the two

Regarding payments after the
CERs, who will be the ones to

pay?

The proponent can find a buyer willing to pay for the transaction
costs. Depending on the package, Annex 1 country governments and
companies will be the buyers where players will be composed largely
of power companies and there will also be brokers in the field

Follow-up to previous question:
Will the technology I’'m going to
employ for my project be
offered?

All of this will be up to negotiations. But simplest one after the
developer applies for a loan for the implementation of a project, and
CERs are issued, the developer can sell these CERs to Annex 1
countries. That would be lucrative hopefully for buying equipment.
With CDM, what proponents are getting are increased revenues from
CERs. Others can become equity investors as well. CERs serve as a
cash flow to the project’s financial projection.

JICA Study Team

CDM Current Overview and A/R CDM Discussion
Naoya Furuta, Mitsubishi UFJ Securities

Mr. Furuta provided the participants with an overview of CDM which covered how CDM has
evolved through the years, the balance between the type of projects that have been
submitted as CDM projects, the distribution of CDM projects across regions, approved
methodologies, accredited Designated Operational Entities (DOEs), carbon funds/programs for
CDM and carbon credit types. He also provided an update on the afforestation/reforestation
sector and the new approved methodologies issued by the CDM Executive Board. (Please refer

to Annex 3 for details)

After the presentation, the floor was opened for questions by the participants.




QUESTIONS / COMMENTS

RESPONSES

What is the definition of
anthropogenic emissions?

The definitions are available on the UNFCCC website.

Is there some sort of ownership
over the methodologies or can
this be used by other groups?

The use of such methodologies can be likened to public goods. They
are open to anyone. So once it is approved, many project proponents
can use the methodologies as approved. But if there are no available
methodologies for your own project, the project proponent can
formulate new methodologies. But this is more difficult and is a
tedious and time-consuming process.

The Philippines seems to have a
very low number of CDM projects.
Does it mean that we are not very
active in CDM? Are we lagging
behind?

The Philippines is actually active in this area but in terms of
APPROVED project activities from the CDM EB, there are none yet.
Currently, we have the Northwind already awaiting approval from the
CDM EB. Also, since the DNA has just been recently established,
Northwind has been the first project given national approval by the
DNA. In retrospect, the Philippine DNA has been very quick and
prompt in their approval process especially considering that the DNA
has only been promulgated in September and the Northwind has been
approved last December.

In reiteration, the Philippines is the third most active in the Asia-
Pacific region with India having more than 100 projects, and China
with 22.

How long does it take to finish
the cycle? (Minnie Dacanay,
JICA)

This would depend on several factors such as the project scale (SSc or
non-S5c), methodology (if the project needs a new one, then it would
definitely take longer). This doesn’t mean, however, that one cannot
move on to other parts of the project cycle but major steps in the
cycle significantly related to CDM will take a long time. If the
proponent knows how to use the technology and has all the
information needed, then the project document will prove to be
quicker to prepare. If everything goes smoothly, the project cycle
can be finished in 6-8 months all in all

What are the legal requirements
with respect to CDM registration?

There are no specific legal requirements from the CDM process itself.
But on the part of the CDM DNA, there will be legal requirements.
The UN does not impose new legal requirements. Such requirements
are very much dependent on the host country

Can existing projects qualify for
Cbm?

Yes and no - depending on the project circumstances. For the project
to claim CDM status, it has to say it is additional even though it has
already started. A good example is the Northwind project because
the World Bank has been developing the project with the CDM in mind
when they implemented it. If the proponent can provide evidence
that the CDM has been considered before implementation, then the
proponent can be eligible for CDM. Other considerations will have to
be taken in as well such as the timeline of the project, among others

With regard to the project cycle,
if the PDD has not been approved

The methodology is taken care of by Meth Panel. The host country
and investing parties have no such responsibility/involvement




QUESTIONS / COMMENTS

RESPONSES

by the investing parties, can they
design the new methodology of
the project? If the methodology
has not been approved by the
host or investing parties, can they
change the methodology?

Looking at the regional balance,
particularly on the Philippines
and India share, what are the
differences between the
Philippines and India? Why are
there so many projects in India?
(JICA)

There are many factors to be considered. One of them being in
relation with the development and establishment of the DNA.
Another is because in India there are many CDM project developers
actively developing new CDM projects throughout the country.
Hence, the big difference between the countries

Where are the methodologies
available? (Minnie Dacanay, JICA)

They are available at the UNFCCC website

What will the benefits on the part
of buyers of CERs?

CERs are Annex 1 countries’ means to meet their legal obligations

What is the ideal rate for viability
of the project?

This would be very much up to the developers and investors
themselves. Different investors require different profit levels. There
are no set rules with regard to this

Do different projects have
different CERs as well?

The amount of CERs will depend on the size of the project. Bigger
projects logically have bigger CERs.

Another thing to consider is the project’s Publicity value where the
proponent increases his potential to attract investors simply because
it is a CDM project. A CDM project has publicity value in that
investors, with CDM, tend to look beyond merely the
feasibility/profitability of the project and focus on the fact that it is
“CDM-able” so it would be worthwhile to invest. Currently, there is a
supply crunch (considering that as a market, it is dependent on
demand and supply).

Why do we have to convert
cropland into forest land to be
eligible for CDM?

Is crop land not a clean
development area? Farmers
would rather have a crop land
than a forest land

How many hectares do you need
to qualify as a forest area for
CDM? If 1 only have crop land,
how many hectares do you need
to qualify as forest for CDM?

Crop land is not a forest. Based on the definition of forest under the
UNFCCC, croplands are not qualified as CDM projects

The forest can store more carbon dioxide than crop land. Hence, if a
cropland is converted into forest land, then there is concrete CO2
emissions reduction in the forest.

This depends on the vegetation to capture emissions. It would also
depend on the ecological condition of the region and countries. The
measurement varies from country to country. You can refer to the
Administrative Order or Memorandum Circular of the Forestry
Management Bureau, but this has to be officially submitted to the
UNFCCC as a legal definition of FOREST for the Philippines first

Can BOI have more detailed

For today and tomorrow’s workshops, we only provide the basics of




QUESTIONS / COMMENTS

RESPONSES

training workshops in the future?
Especially for most of us who are
very new to this program, so we’d
like to be more equipped to
entertain investors

CDM. Actual projects will be discussed at tomorrow’s function. At
the moment, we only have these two sessions under the JICA program

National CDM Approval Process
Charmion Grace Reyes, CDM Helpdesk
Environmental Management Bureau

As part of the national CDM approval process, Ms. Reyes gave emphasis on the fact
that the Philippine DNA gives its approval on CDM project applications considering its
contribution to the country’s sustainable development goals. In this regard, she
proceeded to discussing the national Sustainable Development criteria, the national
approval procedures and the documentary requirements necessary for project
proponents to comply with for processing of project proponents’ applications, as
contained in the CDM-Rules and Regulations or DAO 2005-17 of Executive Order 320
Designating the DENR as the CDM-DNA. In closing, activities such as the finalization of
the CDM Manual of Procedures, continuous conduct of inter-agency dialogues,
supplementary issuances, archiving of baseline data, IEC activities, establishment of
the CDM Helpdesk and the development of the CDM Clearinghouse were mentioned as
the CDM DNA’s next steps in furthering CDM in the Philippines. (Please refer to Annex

4 for details)

After the presentation, the floor was opened for questions by the participants.

QUESTIONS / COMMENTS

RESPONSES

Can you please share the DNA’s
Northwind approval experience

It was generally a smooth process. Although we had quite a bit of
difficulty in the preliminary stages because the different support
mechanisms were still putting things into place. During that time,
the PDOE, as the Technical Evaluation Committee for Energy-related
projects, did not have offices in place for the TEC yet. At the end of
the day, however, the TEC was able to comply with the timeline of 9
working days for a non-small scale project, even with the many layers
of review they had to conduct within the department.

For the CDM Secretariat, revisions on the documentary templates to
accommodate comments made by stakeholders prior and post-IRR
were conducted. Northwind followed the guidelines in the drafting of
a PDD, was able to fill up the SDBD and complied with other proofs of
legal capacity (SEC registration, ECC, etc.) enabling the approval
process to proceed smoothly. There was not much of a problem
except for the convening of the members.

There seems to be a lot of
documentary requirements on the

The IRR, during its development, went through a lot of consultations
with project developers. The system presented has actually been




QUESTIONS / COMMENTS

RESPONSES

part of proponents. BOI has
reduced steps in the evaluation
and enlisting of projects from 20
to 10 and now 3 working days.
We also reduced the number of
requirements to make it easier
for the applicant to register with
the BOl. We would like to
suggest for the DNA to make the
procedure as simple as possible.
Reduce the number of signatories
in the process. We can
brainstorm on this since you will
be inviting BOI to one-on-one
discussions for this. Being in the
shoes of the applicant investor,
we have to make it easier on
their part

considerably lessened. The components are there already. The
payment documentation is internal, however. If you would look at
the timeline, it would only take 15-20 days for small-scale project
activities; and 20-25 days for non-small scale project activities. The
Philippines is considerably the fastest in comparison with other ASEAN
neighbors.

We would like to suggest a
feedback system so the DNA will
know in which areas it needs to
improve

The DNA is in its initial stage and has undergone a pilot testing phase.
Majority of the proponents preferred the preparation of the PDD over
the PAD even if it is more tedious because it is the international
requirement and in the end, it will be the document submitted to the
CDM-EB. They were also agreeable with the other requirements
needed to be submitted together with the project document.

Japan Carbon Finance

Ryuta Suzuki, Representative Office in Manila
Japan Bank for International Cooperation (JBIC)

Mr. Suzuki gave a presentation on JBIC in relation to the JCF. His material introduced to the
participants JBIC’s profile, underlying finance involved in CDM and loans that JBIC extends to

implement CDM projects.

On the other hand, he also discussed JCF’s company profile, the

services it gives to its clients, how the organization operates and merits for its projects.
(Please refer to Annex 5 for details)

After presentation, the floor was opened for questions by the participants.

QUESTIONS / COMMENTS

RESPONSES

For those who will qualify for
JBIC financing, will those
applying without Japanese
counterparts still qualify under
the export loan? For example, if
Filipinos want to export to your

The export component of these export loans is the export from Japan
to Philippines. If a project imports from Japan, even if the business is
purely Filipino-owned, we will still give export loan to the company.

As long as the equipment is Japanese-manufactured, then it is ok.
The question here should be: Will it entail physical transfer of




QUESTIONS / COMMENTS

RESPONSES

country, and without Japanese
counterpart, do we still get a
loan?

equipment from Japan? If Filipino company imports something from a
Japanese company, we can extend the loan here.

What if the Japanese company
where we want to buy the
equipment is located somewhere,
how are the loan applications to
be processed?

If it is within the Philippines, then you may approach another facility.

What are your interest rates?

It would depend on the type of loan facility to be provided. If we are
to extend an export loan, we will have to oblige/comply with OECD
guidelines which is usually around 1.5% as of this moment (if in Yen)
and somewhere between 0.5% to 4.5% (if in USD). If project is with
political significance such as the CDM, then the proponent can apply
for a loan at very low interest rates

Can you please provide our trade
department of your interest rates
so we can promote the facilities
of JBIC?

Yes | will

Does your office in Manila merely
here to accept applications?

We are willing to accept applications and conduct consultations with
our clients at our office in Citibank Towers, Makati. Mr. Tamaki of
the BOI OSAC is very familiar with JCF finance

Considering that there are a lot
of CDM projects that are small-
scale in nature, is there a
minimum amount to qualify for a
loan?

None. A lower interest rate may be given. But you have to consider
loan preparation efforts that would incur costs in the process. It
would depend on customer-client preference.

What are your terms of payment?

This is dependent on the loan facility. In the case of ODA loan, it
depends on the government. It may be between 20-30 years
payment. For export loans, we give up to 10 years. For overseas
investment loans, it depends on the cash flow of the project. Maybe
we can give 10-15 years




Eligibility Criteria for CDM Projects
Hitomi Homma, Mitsubishi UFJ Securities
JICA Study Team

Ms. Homma presented the three main criteria to make projects eligible under the CDM which
are as follows:

% The project is not a baseline scenario
% The project is “additional”; and
% The project contributes to sustainable development of a host country

For the first criteria, she gave a definition of baselines, how to determine baseline emissions,
and gave examples of baseline scenario. For the second criteria, she gave a CDM-specific
definition of additionality, correlated the concepts of additionality and baseline,
demonstrated the use of an additionality tool, and defined how the project is additional. For
the third criteria, she referred to the Philippines’ own sustainable development criteria and
the dimensions underlying the said criteria and gave examples of CDM eligible project types.

(Please refer to Annex 6 for details)

After the presentation, the floor was opened for questions from the participants.

QUESTIONS / COMMENTS

RESPONSES

Going back to the objectives of
the activity, what is BOI’s role in
all of this? How active can we be
active on this?

The CDM is a relatively new market. The CDM Helpdesk is also still
starting and we have to refine our frameworks in order to determine
how actively each agency can participate in the whole CDM field.
Little by little, partner agencies in the Philippines will be able to
firmly define and strengthen each one’s roles to facilitate the
implementation of CDM projects in the Philippines. Hence, capacity
building programs, such as this one, are being conducted to
capacitate all concerned in the CDM market.




| DAY 2, 17 JANUARY 2006

Impact of CER Revenues
Kyoko Tochikawa, Mitsubishi UFJ Securities
JICA Study Team

In her presentation, Ms. Tochikawa discussed their experience with a project in Bali,
Indonesia on Integrated Solid Waste Management (PT. NOEI - GALFAD) to demonstrate the
impact of CER revenues. To demonstrate the concept of baseline, a differentiation between
the current practice and what the practice will be with CDM was demonstrated. She then
proceeded to describing the sources of emissions in the area, an estimation of the baseline
emission, projected emission and leakage, monitoring requirements, the added value CDM
offers to the whole facility, and the revenues that will be gained after the CERs are claimed.

In closing, she summed up CDM in the following points:

« In terms of the CDM, projects such as these may not be as attractive in comparison to
simple landfill gas projects, which are lower cost.
% However, there are significant long-term benefits in terms of waste reduction,

sanitation, etc.

% Also, if the new methodology NM0127 is accepted, these projects can enjoy more
certainty in terms of expected CERs.
% Trade off. May also consider doing in phases (Please refer to Annex 7 for details)

After the presentation, the floor was opened for questions by the participants.

QUESTIONS / COMMENTS

RESPONSE(S) BY PRESENTORS

Is it the project developer that
comes up with the new
methodology?

CDM consultants take care of the methodology component

Are the methodologies
incorporated into the PDD?

It is a separate component but is attached to the PDD

In relation to the development of
these projects, can LGUs
undertake these projects by
themselves? If so, the program
needs to promote CDM to the
LGUs as well because of problems
potential to these kinds of
projects.

Noted. We'll highlight that point.

Follow up question regarding the
LGUs: What kind of assistance, if
any, can the team extend to the
LGUs? In our municipality, for
example, this is one oppressing
problem that we have. If you
have assistance to give, it can be
good to offer to them

As a consulting company, we do consultancy and help proponents
come up with emission projections and costing then take project
documents to potential investors for financing. Financing can come
from financial institutions both locally and internationally. In short,
we offer a combination of consultancy and investment component. If
people know where to look, it will be helpful for them to know as
well. Hence, BOI’s role as a promotional partner to the CDM.

Can it be a joint-venture
undertaking? Can your

Most CDM consultants’ involvement would be in CER purchase
agreement (ERPA). It is a very rare case that consultants run the
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QUESTIONS / COMMENTS

RESPONSE(S) BY PRESENTORS

organization be part of the
project in terms of financing?
Otherwise, it might not be an
effective undertaking at all. To
make the project more effective
in management, it would also be
helpful if Mitsubishi Securities can
help out.

projects themselves because this is not part of CDM consulting. The
consultants can only introduce proponents to other multilateral /
international equity investors (extent of CDM consultants in terms of
project development). Of course, we are trying to get the CDM
helpdesk from the EMB to provide this kind of function as well. The
helpdesk can point the players to the consultants to facilitate
discussions with potential investors, if needed.

How do you purchase CERs and
quantify them?

This depends on the methodology. For most projects, we are not sure
about the exact amount before project implementation. We can only
come up with good estimates. Electricity data from the grid, for
example, will be equivalent amount of electricity generated times the
amount of source used. There is a baseline methodology that will
give a good estimate of CERs. As regards buying of CERs, multilateral
organizations look at project and validates the contents of PDD. The
buyer usually looks at the PDD, verifies it and names the percentage
that they will buy

What will JCF benefit from
purchasing the CER?

It can use CERs to fulfill Japan’s obligations to the UNFCCC.

How much will Mitsubishi
Securities charge?

Depends on the project type, size and CERs that the project will get,
and the technology to be used. Payment can be in the form of cash
fees, success fees, and skills of the consultants themselves

If the project is denied or
disapproved, will you ask for fees
still?

It depends.

Why is it that the transport sector
has no approved methodology
especially since Japan is a car
manufacturer?

Transport is a good sector for GHG reduction but is very difficult
because it is mobile and the project boundary is difficult to define.
Unlike power plants which are stationary. Even if there is a
production of bio-fuel or unleaded petrol, it is still hard to determine
where the reductions are occurring. But we are very certain that
methodologies will come up to handle this issue

11




Case Study 1: Jaroensompong Corporation, Rachathewa LFG to Energy Project
Hitomi Homma, Mitsubishi UFJ Securities
JICA Study Team

Ms. Homma discussed their experience of writing a PDD for a Thailand LFG project. She first
gave a project background containing Thailand’s usual practice of handling their wastes and
policies that support such schemes. The project outline contained the profile of the company,
the technology to be employed and the project site. This was followed by a description of
the approved methodologies used (ACM 0001 and AMS 1.D), a demonstration on the
additionality tool used, definition of the project boundary and possible project leakage,
estimates for emissions calculation, environmental impacts of the project parallel to
Thailand’s environmental standards, stakeholder comments which did not have any negative
outcome, and the project’s contribution to Thailand’s sustainable development goals.

(Please refer to Annex 8 for details)

After the presentation, the floor was opened for questions by the participants.

QUESTIONS / COMMENTS

RESPONSE(S) BY PRESENTORS

Based on the ER calculation, it
shows that you have computed
the figures on a per year basis, is
it different every year?

Site 1 is closed so it decreased gradually. It depends on the site
operation

It is very likely that if BOI is to
promote the projects, we can
probably tap the foreign investors
who come to the office and tell
them that these are the types of
projects that they can go into.
These are capital-intensive
projects which might be difficult
for local investors to invest in.
Although it can take the form of
joint ventures, there is only a
small portion who can participate
from the Philippines. Mostly the
SMEs here would like to think of
something that can generate
revenues for themselves because
they are small and are not so
much concerned about the
environmental aspect. Hence,
the concern is focused on profit
gaining and operations. If the
BOI, therefore, is to promote CDM
and invite investors, then tap big
investors from large corporations

Indeed, it is important to tap annex 1 countries to reduce emissions
and meet obligations. For SMEs, there may be some potential SME
investors in the Philippines who, in the long run, can acquire CERs and
earn revenue from such. There is still potential to attract investors
locally.

Regarding SMEs, 17 small-scale projects have already submitted their
PDDs to the CDM Secretariat. SMEs are actually very interested to
participate in the CDM. So we can say that awareness is starting but
there is still a great need to spread geographically. Hence, more
seminars will be conducted in the Visayas and Mindanao regions since
many areas in the country are off-grid sites which can avail of CERs
through CDM projects.

As a follow-through to the above response, we would like to emphasize here that if you want us to do
something to attract investors, we have to enlist them in the IPP for them to enjoy perks in the process,
such as income tax holidays. We would also like other environmental projects to enjoy incentives.
However, not all are able to enjoy incentives because not all environmental projects are revenue-based
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therefore they are not enlisted (comment made by a BOI representative)

Is the LFG project enjoying any
support in the form of incentives
from the government?

No incentives from the Thai government. However, the OEPP is very
supportive of the project. Even without incentives, but considering
the environmentally friendly nature of the project, it will receive DNA
approval once the Thai DNA has been set up

Any tax holidays provided for
such a project?

No tax holidays have been provided by the government as of yet. This
is the reason why we need assistance from BOI people so that when
you talk to local investors, you can introduce the benefits of CDM.
This is also one of the features aimed in the establishment of the
helpdesk

As a follow through to your
response, it is, therefore,
important for a higher level of
awareness on CDM to further
promote interest in investing for
the CDM. Otherwise, investment
promotions will be futile

There are actually a lot of international buyers all over and they know
what they are looking for. What we need to do in the Philippines is to
raise awareness on the project developers’ side to say that when they
do CDM projects, they can be ready for investors. It is of equal
importance on the part of project developers (makers of projects)
and investors (project financiers) to have a high level of awareness on
CDM so they know what they are entering into

Who's buying and involved in
initial capital investment for this
project?

There are no buyers yet since there is no DNA yet. The project will
first look at DNA approval then look for investors. Capital investment
is at USD 1 million. The project received a loan from a commercial
bank. If the company is large enough to fund its own activities, they
can attract a much higher price. If a project enters into a partial,
pre-project price, then CER prices for negotiations will be lower. The
project wants to be more competitive in terms of pricing so they
decided at employing capital investment at a later time

This has been a very helpful
workshop since, as a
representative of the One-Stop-
Action-Center, we are frontliners
for the BOIl. We face local and
international investors involved in
waste management projects

The results of the workshop will also serve as additional outputs for
IEC activities especially since the project is trying to produce a
manual for CDM

Taking a concrete project into
perspective, talking to the owner
of a balloon manufacturing
business in the Philippines for
export, what would be my advise
to the client in so far as
compliance with DENR is
concerned?

DENR would be willing to help in this respect. We can forward your
concerns to the specific DENR office servicing queries such as these.
You can also seek advice from PEZA.

Will you have another round of
capacity building workshops for
other groups?

We will be conducting a DBP workshop in March. Then there will be
regional workshops in Visayas and Mindanao later this year.
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We suggest that you include
private sectors. BOI can assist in
giving you a list of corporations.
Also, please invite LGUs with less
selection criteria to maximize
number of participants to the
workshops (pertaining to former
Dutch project that had
qualification selection wherein
some were not included)

Yes of course. There will be no selection criteria in our case

in Thailand

JICA Study Team

Case Study 2: Grid-Connected Power Generation Project Using Biomass from Plantations

Kyoko Tochikawa, Mitsubishi UFJ Securities

Ms. Tochikawa started out by describing the project as a 300-MW net grid-connected
biomass power project using a well-known and internationally-proven circulating fluidized
bed technology. Should the project be implemented, it is projected to be one of the
largest biomass plants worldwide at a project cost of approximately USD480 million. She
then proceeded to discussing the baseline scenario, and the new baseline methodology
submitted for evaluation by the CDM Meth Panel (NM0133), project leakage and effects of

CDM on the project.

In closing, Ms. Tochikawa described the project’s sustainable

development contributions and cited, as remaining hurdles, the project’s scale (difficulty
in looking for investors for a project as large as the plant) and the lack of Thai DNA
approval. (Please refer to Annex 9 for details)

After the presentation, the floor was opened for questions by the participants.

QUESTIONS / COMMENTS

RESPONSE(S) BY PRESENTORS

When has the project been
implemented?

It has not yet been implemented. Currently, the project is
undergoing a roadshow as it look for equity investors

Is there a big chance of this
project being implemented?

There is. It is a very sound company considering the big scale of the
plant (300MW). It would take a long time to look for investors but |
see no reason why their efforts won’t pay off

How would you compare
Philippine DNA with that of the
Thai DNA?

Considering the track record, | would commend the Philippine DNA
over the Thai DNA. We are still awaiting Thai approval for the first
quarter of the year.

DENR officials recognize CDM as a good mechanism to address climate
change. Hence, the CDM-DNA is not entirely regulatory in nature,
especially since host country approval would look more on the
sustainable development component of the project
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CAPACITY BUILDING WORKSHOP FOR THE DEVELOPMENT BANK OF THE PHILIPPINES
(DBP)
21-22 MARCH 2006
Executive Lounge, 12/F DBP Building, Makati City

DAY 1: 21 MARCH 2006, TUESDAY

ACTIVITY RATIONALE
Hitomi Homma, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Homma, of Mitsubishi UFJ Securities, the organization tasked to conduct the Study for
the JICA project, presented the Program Overview for the benefit of the participants to the
workshop. The capacity building workshop aims to have achieved the following targets for
the DBP participants:

& Understand CDM requirements
Identify DBP’s roles to play in promoting CDM projects in the Philippines
Understand CDM eligibility criteria
Identify potential CDM activities from the projects already in the pipeline
Become familiar with the Philippine DNA approval process

O I I

She further explained the program structure stating that the current activity is being supported
by the Japan International Cooperation Agency (JICA) under its project “Study on Capacity
Building to Promote CDM in the Philippines.” The Program is currently being facilitated by
the Clean Energy Finance Committee of Mitsubishi IFJ Securities Co. Ltd in charge of
providing CDM advisory, assistance in the production of the Project Design Document and
financial advisory services such as equity, debt and CDM financing. The institution also
maintains close relationships with major Japanese investors (both CER buyers and equity
investors).

At the end of the day, she emphasized the importance of DBP’s active participation to ensure
the success of the program for the next two days. (Please refer to Annex 1 for details)

WELCOME REMARKS
Janet Ong, Vice President, Development Bank of the Philippines (DBP)

Ms. Ong, in her welcome remarks, views CDM as a signal of growth for the bank and for the
clients. She told the group of the bank’s initial introduction to CDM three to four years ago.
From then on, the bank has always been fascinated with the idea of trading CERs. From the
year 2003, DBP adopted its own policy for CDM and created a unit dedicated to the study of
CDM and how it can be integrated into the bank’s policy and mandate. However, it was not
exactly a continuing because of three major reasons. First, top leadership support is needed
for CDM to permeate into the different divisions/units of the bank. Second, the bank
personnel lacked the necessary technical expertise to develop CDM further and integrate into
the bank’s mechanism. Third, the process of acquiring awareness was slow because there was
not enough immersion in the process. Overall, there were a lot of debugging needed in the
new concepts introduced. As an end result, therefore, the biggest geothermal project by
PNOC initially transacted with DBP ended up with World Bank instead of the local
development bank. Although DBP wanted to be included in the whole CER trading process
even for a percentage, they did not have the skills that World Bank had, hence, the lost
opportunity.




Ms. Ong sees CDM as a 3-step process: ORIGINATE, EXTRACTION and TRADING.
Although the Bank doesn’t have enough skills yet to go to the EXTRACTING and TRADING
processes, it can start to originate where the knowledge of concepts will later go onto
application.

CDM can be done by DBP as a bank through partnership with different partners who can
shoulder transactional costs. Not to be forgotten as well is that the contract is between the
buyer and the client and DBP sees its responsibility to entice the client to go into the process.
DBP will be approached as a local financing institution, while others will approach DBP for
retail loans. In the CDM regime, DBP expressed its desire to be the buyers and traders of
carbon but, for the moment, cannot do it as of yet. She hoped and looks forward to the
workshop providing, not only enthusiasm towards CDM, but also the necessary knowledge
to do CDM in the country.

Keynote Message
Kiyofumi Takashima, Assistant Resident Representative
Japan International Cooperation Agency (JICA)

Mr. Takashima introduced the workshop as a component of the Capacity Building project
between JICA and EMB where JICA assists DENR in the promotion of CDM through the
establishment and development of the CDM helpdesk and clearinghouse. The Helpdesk will
serve as one-stop shop for CDM activities while the Clearinghouse will be the website to visit
for interested parties to the CDM. Developers and investors cannot readily enter into CDM
without access to various financial institutions. Hence, JICA sees DBP as major stakeholder
and key player for the financing sector for CDM in the Philippines. Further, he expressed
hope that with the knowledge and active participation to the workshop, the DBP may be
able to entice potential participants in the CDM which can serve as very good foundation for
future business. In closing, he expressed the hope that such bilateral cooperation would lead
to cleaner environment and sustainable development in the Philippines.

JICA CAPACITY BUILDING STUDY IN THE PHILIPPINES
Hitomi Homma, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Homma gave an introduction of the JICA Study to Promote CDM in the Philippines. She
discussed the study’s objectives, area, schedule, approach, and structure. The Study will
primarily assist the Philippines in its sustainable development goal through the formulation of
CDM promotion measures. The Study will bear a technical and institutional approach where
the establishment of the helpdesk, clearinghouse, and conduct of local workshops will help
enhance partnership building with other CDM capacity building programs and strengthen
partnership between and among relevant institutions in the Philippines. She also introduced
the Study team (from Mitsubishi Securities) that will be working with qualified Philippine local
consultants for the project. (Please refer to Annex 2 for details)

Considering that DBP is a financing institution (Fl), the clients may also want to ask them as to
how they can participate in the CDM. As an introduction to the upcoming presentations, Ms.
Homma informed the participants that the presentations will involve eligibility criteria for the
reference of DBP staff for future queries.




CDM IN PRACTICE
Kyoko Tochikawa, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Tochikawa gave a presentation on “CDM in Practice.” The presentation contained a
basic introduction of CDM, the concept of CER revenues, how CDM will assist project
financing, requirements under the CDM, procedures that the project proponent will undergo
under the CDM project cycle, costs of CDM finance, and first-hand experiences with regard to
the development of CDM projects.

In the presentation, she also introduced the European Union’s unique trading scheme (EUTS)
which trades not only CERs but other carbon credits (AAUs, ERUs). CER prices for ISSUED
CERs range between 20-25 euros to date'. Financing schemes most commonly practiced at
the moment is payment against delivery. Payment strategies will depend on the buyer or
seller or carbon.

As regards additionality, Thailand poses a good best practice sample. Some years ago, there
have been no investments in the country on the renewable energy sector. But with the entry

of CDM, it has become an attractive investment sector. (Please refer to Annex 3 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS RESPONSE(S)
SUGGESTIONS FROM THE DBP
PARTICIPANTS

With regard to the crediting period | YES. This is because of re-assessment activities that have
slide: is each renewal equivalent to be conducted for baseline and monitoring

to a whole new transaction cost? methodologies every time the crediting period expires.
This is something that has to be decided on a case-to-case

basis
Who determines the crediting The project developer / proponent chooses the crediting
period? period based on the weighing of risks and the better
option

Can you relate CERs and EUTS? EUTS is the EU’s own trading scheme. They have EU
allowances where, within the EU, they trade carbon
credits. But as part of that scheme, they’re also allowed
to bring in CERs for a certain portion of the allowances.
So CERs can also be sold in the EUTS scheme but there
are other forms of carbon credits traded within the

scheme
So everything is for meeting the Slightly different but almost like a parallel scheme. 1t is a
Kyoto Protocol commitments? loosely-connected scheme. It is a voluntary scheme in

line with meeting their Kyoto Protocol commitments. In
the big picture of things, all schemes run under the
umbrella of the Kyoto

' will only apply for CERs issued after project verification and certification at the international
level, NOT projected CERs as stated in the PDD




QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

If the project is not viable, is it not
additional?

IRR is not the only influencing factor in terms of viability.
There are various reasons why you don’t get a high IRR.
Project developers may not be able to attract equity
investment or secure debts. Or maybe there are
technological barriers as well. If the IRR is rather
competitive, and new technology is being introduced, it
may then be very high risk on the part of the investor.
Even if the technology has already been proven
somewhere (e.g. Germany), it might not necessarily work
in the Philippines. It is easiest to say that the IRR is not
high enough. But even if it is, look at other factors for a
more fact-based answer. In the final analysis, even if the
IRR is not high enough, it doesn’t necessarily mean that it
is not viable. The proponent just has to find the right
justification for such.

Can you clarify item 8.a stated as
such:

“Identify why the project cannot
be implemented on a BAU basis.
Typical examples include:

Expected return too low for
the risks involved.
Equity /debt investment

available only on the condition
that the project attains COM
status.”

Per our experience, usually
construction has already started.
At the beginning, however, while
the loan is being processed, the
intention is that from the very
start, CDM should have already
been considered

Should this be the case, we would
require the proponent to send us a
Letter of Intent from the beginning
of the construction stage.

It is safest to start the project at the validation stage.
That’s where we would advise you to start if you have
time to wait. In a lot of cases, however, the project has
already started. This would not be realistic and
additional. Quick answer to this question is that the
project can still qualify as CDM but would have to go
through a checklist of various criteria. When to actually
being construction will depend on the documentation
that the CDM has already been taken into consideration
in the construction stage

Should this be the case then it would mean that the
project activity has a good chance of qualifying for CDM.
But you should still also check the criteria

We have been looking at 3 party
prospects to shoulder transaction
costs because usually the
proponents cannot afford such
costs

In the case that the intention has been written down,
then the project has a fairly good chance contingent to
the project meeting other requirements

CDM s considered gravy to the

The important thing is to never say that in public because




QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

whole project, right? If CDM is
not viable, how can it qualify?
Contradicting, therefore.

Come validation time, however,
the auditors will look at the data.
They will find that records to
finance the underlying project will
show more optimistic figures.
How does the validator reconcile
this type of data?

once you say that it’s gravy, then it become not
additional. What you tell the bankers is different from
what you say in the PDD. You state a less optimistic
figure in the PDD. What you tell the bankers does not
necessarily have to coincide with what is written in the
PDD but should still be true to the project activity

That’s where the DBP and the project owners come in. it
is basically the project owners’ point of view.
Realistically, shareholders may have to share a different
set of numbers. The PDD content doesn’t have to reflect
with what is presented to bankers but it will be up to the
project developers to negotiate the price

If the project doesn’t have
financial viability, banks shy away
from it. Then that’s where CDM

comes in. What confuses us is that,

for example, we have a project
(biomass to generate power and
improve viability), is that project
additional and therefore
CDMable?

We have to go into the details. As a project concept, it
will qualify. But the individual additionality of the
project activity will have to be assessed. If you could
give us a one-page summary of what the project is, then
we would be happy to assess how the project will be
CDMable

Is there already an exchange of
trading floor for the CERs? And
where?

Not only for CERs but also for EUTS that usually takes
place within the EU region.

CASE STUDY 1:
PERSPECTIVE

CDM PROJECTS IN THE PHILIPPINES FROM A PROJECT DEVELOPER

Ricky Beltran, Philippine BioSciences, Inc.

As a brief background, Philippine BioSciences has been involved in a project with DBP and

KFW in 1998 for Rocky Farms in Pililla, Quezon.
developed and an additional 9 more in the pipeline for 2006.
comprises 80% of the total livestock sector.

Afterwards, there have been 16 projects
The piggery business
PhilBio focuses on the livestock sector with a

core business on waste to energy. The company started in 1996 as a waste treatment
company but nobody wanted to buy their products until they stumbled upon CDM. Because
of CDM, PhilBio engaged in waste utilization for biogas and is now focusing on 5 sectors:
piggery, then distillery sector (Luisita) for the boilers, then brewery (cassava waste-to-energy
in Corat, Thailand for a 9MW WTE plant), then waste water treatment in Magallanes for
Manila Water (5MW).

The technology that PhilBio is introducing to date is the CIGAR (covered in-ground anaerobic
reactor) which is 100% Filipino technology. In the process of its development, New Zealand



provided the development assistance fund, UK provided the climate change fund, fiber liners
(1 mm thick with a 10-year warranty) are from Chevron of Singapore, and the technology is
German.

For the purpose of the DBP workshop, Mr. Beltran presented the Paramount Methane
Recovery and Electricity Generation project, one of the projects submitted to the DNA for
host country approval. The project’s components consist of swine wastewater treatment,
methane capture (7609 COZE /annum), and electricity production of 715,400 kWh. The
project activity is a combination of Type IlIl.D (ref AMS 111.D) on methane recovery and Type
I.D (ref AMS 1.D) on renewable energy generation. The sustainable development parameters
are those from Philippine Agenda 21 which served as a guide in the development of
sustainable development criteria as reflected in the DAO 2005-17.

In the process of developing the project, several barriers have challenged the project
proponents. First of which is the banks’ lack of interest brought about by their lack of
technical knowledge on the technology being introduced. There are a lot of unknowns
whereby banks ask the project developers for guarantee but cannot give them such because of
possible human errors that may be committed along the way (e.g. cleaners might accidentally
pour Clorox on the CIGAR or someone might accidentally smoke and throw a cigarette in the
lagoon which might result into combustion). Second, since it is a new technology, it is
perceived a high risk technology by most farmers. Lastly, most farm owners would go for
what’s less expensive (flushing vs. CIGAR).

The project proponents chose a 7-year crediting period for the project activity. The meters
will be supplied by Fuji Kenkei for electric metering needs and the biogas flow from the US.
The gas flare is locally-made by PhilBio themselves.

The following have been the lessons learned in the process of submitting project documents

for host country approval:

o Considering that new methodologies are now available to gain higher CERs, maybe
amendments can be done with the Letter of Approval

o Bundling has already been approved hence, project proponents can, in the future, submit
just one project application document for a whole set of projects and do transactions for
just one comprehensive project. This is more cost-effective in the long run. However,
several uncertainties also pose challenges when it comes to proponents considering
bundling. If one farm gets a disease, it will definitely affect other neighboring piggeries.
Questions on guarantees and liabilities attached to the bundling scheme will arise. For this,
PhilBio’s solution is to bundle it in terms of documentation but sell CERs separately. This
is so that the project proponent gets to save on the PDD preparation and monitoring
costs.

o Considering the experience that PhilBio has had with one of their consultants where the
skills and expertise acquired in the development of the 16 project documents were used to
put up his own firm, get away with one project from PhilBio and make use of a more
recent methodology to get higher CERs, information security has been found key in this
business. The current setup of PhilBio is that different consultants do different
components where only one person knows about the whole PDD. Also, to avoid cutting
and pasting of the technology material available on the website, the company has locked
its website from possible end-users in the process.

o The company’s current practice is that they development Project Application Documents
(PAD) for host country approval purposes and if the project still has no CER buyers.
Upon acquisition of the DNA Letter of Approval, the project becomes more marketable.



Upon selling, it would be up to the buyer to handle PDD preparation and other
transaction costs that will be incurred in the process.
o ERPA cannot be collateralized. If not, it hopefully enhances the project because of lower

costs in the process.

o The company also considers uncertainty beyond 2012. Working on this uncertainty, they

chose the 7-year crediting period hence.

(Please refer to Annex 4 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

Are you handling only piggery
projects?

We first do R&D. After which, we usually come up with
the project template. We then commercialize our R&D.
Rocky Farms became our template which we later
commercialized.

Hacienda Luisita became template for distilleries ethanol
and cassava. We are now doing an ethanol in Thailand
and Mindanao. Currently, we are doing 2 additional
templates for Cebu and Manila Water (SDPs) for
sewerage treatment plants (Magallanes 500KW plant)
and moving onto other SDPs in the Philippines.

Our landfill projects are bundled and sold for 100,000
tons of CO2e- for 7 years. So far, we have had 3 offers
for our landfill projects.

When you offer this to any client,
it will not entail any upfront cost
until you are able to get the
sharing? So how soon after will
the sharing of CERs go?

We will start getting the CERs after the 7-step major
CDM project cycle which is the registry.

We still don’t have any registered project here in
Philippines. Our Vietnamese partner says it takes 3
months processing time after the release of CERs from
Bonn.

What is your view on undergoing
validation first before getting host
country approval?

This is a risk on the proponent especially if the project is
not approved by the DNA

Is the validation shouldered by the
proponent?

Is the 85% of paramount is net to
paramount? The other15% is not?

Yes

We are the contractors as well so we profited by the
installation of equipment

For the next 7 years, you enjoy a
15% share every year. After the
first 7 years, what happens?

Yes
We renew.

Will the 7 years start in 2008?

It starts from the monitoring point / after CDM EB
registry

You mentioned bundling 7
projects nationwide. What is the
minimum value of residual waste
to qualify for bundling?

Our 7 projects for bundling consist of 2 landfills and 5
controlled dumps. To qualify for bundling, there are
currently no parameters. We focus on the urban centers
to maximize our efforts




PROPOSED CDM STRATEGY AND GUIDELINES FOR DBP
Dr. Ramon Abracosa, DBP Consultant

Dr. Abracosa’s presentation is composed of 2 parts. First of which is a presentation on the
introduction of CDM. Second of which is his list of proposed CDM program implementation
guidelines for DBP.

In DBP’s pursuit of engaging into carbon investment banking, DBP’s climate change program
was started in November 21, 2003 with the big idea of engaging into carbon market
participation. In September 2005, DBP came up with a “no cost to client / DBP strategy.”
Working on these contexts, he proposes the following recommendations:

o Carbon credits as collateral

o In the future, to establish a CDM facility for carbon investment window

o The Bank negotiates with prospective buyers where CERs are put into an ESCO account
then for use as collaterals in the long run

o DNA to facilitate purchase agreements

o In cases of project registration delay, loan processing need not be affected; carbon credits
are utilized as and when they become certified/paid

o If the project does not get registered, the Philippines can participate in non-Kyoto markets
such as the Asia-Pacific CDM alternative with Australia and US (Please refer to Annex 5

for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

When do you expect the Board to
approve the guidelines?

DBP’s Climate change unit is currently crafting the
mechanics. The Guidelines will show steps on who to
approach and what to submit

What is JICA’s experience in terms
of coordination with other banks

We don’t have that experience with any particular banks
to date. We provide guidance to project owners and we
can advise them on what terms they should seek. We
think that the owners will look at profit financial source
from commercial and government banks like DBP (JICA
Study Team)

The bank’s assistance in
preparation of PDD will have to
go hand-in-hand with loan

allocation (e.g. sanitary landfill)

Our assistance for CDM wiill only
be available to the proponent if
they are applying for a CDMable
project. In general, we can only
help prepare documents but not
really for CDM (seeking grants
from other investors; integral to a
whole other bigger project), will
DBP still assist them? (JICA Study

If the proponent needs help in the preparation of the
PDD, we cannot help them because we are not the
helpdesk

We can provide loan assistance to auxiliary clients (e.g.
garbage collection trucks if not CDM project per se)

This is something that the bank does to enhance the
credit process. If not enhanced, the bank will not get to
play a facilitation role

If the project is not viable, the bank will have to take
double risk if they will have to rely on the CERs (DEBP)




QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

Team)

The Bank needs to clarify between a project and project activity

A sanitary landfill is not a CDM project activity; only a project (methane capture)

On the other hand, a landfill project is viable making methane capture becomes viable

CDM project activities will be judged according to their merits

This will require proponents’ creativity on the investment barrier aspect: “Who is to say that

the project is not viable?”

It will be the Bank who decides whether a project is viable or not. The proponents should be
creative without undermining the rules. As far as financial viability is concerned, the bank has
something to say to that, but only by getting the credits, that’s when the project becomes

additional

If project is wunviable at the
underlying financing stage, does it
mean that it is already not
CDMable?

Yes
But then again, if it is viable, then it is not additional
anymore

What if the cogeneration plant is
viable in itself?

Then the project proponent has to be creative in showing
that even with a 17% IRR, the project will not push
through without the CDM

What about hydro power? In
itself, it is already viable. But do
you consider this business-as-usual?

No. If this hydro power project has not been built, then
the community could have continued relying on the grid.
The proponent just has to convince the auditor that the
hydro power displaces amount ‘x’ of fuel powered
electricity from the grid

A hydro project activity itself which reduces GHG by
displacing fossil fuel is already eligible as a whole. But
additionality is assessed on a project-by-project basis. It is
important to look at the investment barriers,
technological barriers, and common practice barriers first
before one judges the CDMability of a project. It is hard
to say that all project activities in the Philippines would
be CDM-eligible (MUS)

The first step for the project
proponent is the Letter of Intent
addressed to DBP requesting the

Define CREDIT ORIGINATION (simply that there is a
potential for the client to borrow from the bank). Credit
origination can be equated to marketing. At the time

Bank to provide underlying | that you're marketing, CDM is on track. The project
finance for the CDM project | proponent can start first with the PIN then proceed with
activity the CDM project later.

What’'s the status of the | They're still awaiting for the final validation report

Northwind project, since it’s the
only DNA-approved project?

because it is still the DOE who will request for the
project’s registration. Upon asking them why they
haven’t registered as of yet, they informed us that the
World Bank still would like to get more CERs from the




QUESTIONS/COMMENTS RESPONSE(S)
SUGGESTIONS FROM THE DBP
PARTICIPANTS

project so they are now undergoing re-calculations. |
don’t know what the World Bank is doing but that’s the
message that comes across. But we’d really like it to be
registered because it will give the Philippines a place in
the list of CDM-EB registered projects.  With the
extension of the cut-off time (December 31, 2005 to
December 31, 2006) all 20 project activities can qualify
for retroactive credits as long as they register by
December 31, 2006. (Joyceline Goco, EMB)

JAPAN CARBON FINANCE
Ryuta Suzuki, Japan Bank for International Cooperation (JBIC)

Mr. Suzuki gave a presentation on JBIC in relation to the JCF. His material introduced to the
participants JBIC’s profile, underlying finance involved in CDM and loans that JBIC extends to
implement CDM projects. On the other hand, he also discussed JCF’s company profile, the
services it gives to its clients, how the organization operates and merits for its projects. JBIC
and JCF are both very active in supporting CDM activities in the country. Highlight was
given on the four facilities to support CDM projects:

o Export loan

o Overseas investment loan

o Untied loan

o Official Development Assistance (ODA) loan

JBIC’s capital contribution to JCF is used to purchase CERs from CDM projects. JCF’s level of
assistance will depend on the carbon credit volume. On the purchase of CERs, JCF wiill
purchase basically 80% of carbon credits > remaining 20% can be purchased by other
Japanese companies. (Please refer to Annex 6 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS RESPONSE(S)
SUGGESTIONS FROM THE DBP
PARTICIPANTS

Would JCF be open to | No minimum or maximum limit for carbon credit
cooperating agreements? If we are | The project itself has to conclude an agreement (ERPA)
to prepare a small CDM project | between project proponent and JBIC

activity, including bundling
activities, would you be open to
small-scale project activities?

What if DBP goes in between since | YES. Since JCF is a compendium of several financing
it will take care of underlying | institutions as well, the proponent needs to enter into an
finance, will you be open to such? | agreement between JBIC and DBP to cooperate,
especially for DBP to give underlying finance.

If JCF can get credit from the project preparation, they
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

will support the preparation stage as well

We’re now working on a 5 MW
hydro power project in Mindanao.
The proponent, being an electric
cooperative, sounded off to us that
although they have funds for the
design, they are not able to put up
equity (Php10-15 million). Can
JBIC/JCF advance some funds to
the client for the equity financing?

Can they use cash advance for
equity?

All JCF can make to the project is to provide cash for
project preparation or payment for carbon credit in
advance

NO. Not possible
JCF is a fund to purchase carbon credits so not possible
to make contribution to project preparation

Is the World Bank LLDA project
qualified?

| don’t think so considering that this is bilaterally funded
through the ODA so this cannot be used for the purchase
of CERs. The LISCOP Project (the World Bank LLDA
project in question) cannot be used to buy CERs.

Term sheets depend on the carbon facility. The World
Bank advances 20% of total CERs to use for upfront cost,
unlike JCF which does payment upon delivery.

At what stage in the document
process will the JCF come into the
picture?

If you have the PIN, JCF can step in to enter into an
ERPA with the proponent.

On slide 16: Even if the project is
registered, is the project owner not
required to pay you back?

Yes. The project owner is not required to pay. There is
no offset mechanism under the JBIC/JCF scheme

For the project owner, do they
have to sell all the CERs out of the
project to JCF? (Joy Goco, EMB)

Not all. 80% of all CERs though should be sold to JCF
JCF knows that it faces the risk of projects not getting
registered

Remaining 20% sold to Japanese
companies only? (Zarky Pilapil,
CDM Helpdesk)

No. The proponent can sell it to other interested buyers
But JCF can facilitate and introduce project owner to
other Japanese companies/buyers
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Eligibility Criteria for CDM Projects
Hitomi Homma, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Homma presented the three main criteria to make projects eligible under the CDM which
are as follows:

& The project is not a baseline scenario
& The project is “additional”; and
& The project contributes to sustainable development of a host country

For the first criteria, she gave a definition of baselines, how to determine baseline emissions,
and gave examples of baseline scenario. For the second criteria, she gave a CDM-specific
definition of additionality, correlated the concepts of additionality and baseline,
demonstrated the use of an additionality tool, and defined how the project is additional. For
the third criteria, she referred to the Philippines’ own sustainable development criteria and the
dimensions underlying the said criteria and gave examples of CDM eligible project types.
(Please refer to Annex 6 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

For fuel switching projects, who
will claim the credits? Producer or
the user? How about if the project
owner is the producer?

The project owner will be the owner of the credit. The
project owner can also be the producer or user at the
same time. If this is the case, then it would be the
producer who will claim the CERs

What is the economic size for a
SSC in undertaking CDM projects?
How much CERs is viable for a
qualified CDM project?

In  consideration of  energy
efficiency systems loss reduction
programs for electric cooperatives,
the CERs are relatively small but
are viable. We’re looking at 500
CERs per electric coop.

If you can bundle enough of them then reduce the
transaction cost, then that would be worth it.

If you're to undertake it as one small single activity with
a big transaction cost, then ideal figure is 1,000 CERs

You can bundle 10 of them even if they are located in
different parts of the Philippines. There should be
stakeholders to claim the CERs

What is the acceptable amount of
CERs that are viable (regardless of
the presence or absence of
bundling) to at least generate a
considerable revenue out of it?

Depends on the perspective of project owner; but at least
1,000 — 2,000 CER for socially oriented projects. If it is
an industrial project, CER requirement is definitely
greater. So with electricity from the grid. Hence, it
would heavily depend on the owners’ perspective on
what is worth it for them.

It would be ambitious to start off with bundled project.
A 5MW hydro project can work.

Look at capital investment vs amount of CERs — weigh
and balance the risks and profits that will be accrued in
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

the process

On the additionality, would
project proponents have to follow
the additionality tool test? With
the previous speaker, | think it was
mentioned that the proponent
need not go through the
additionality test. Is it possible for
the proponent not to undergo it?
(Joyceline Goco, EMB)

It is standard nowadays to undergo additionality tool.

In the past, proponents come up with their own tools.
Now, since there are more CDM practitioners, there is a
standard to be followed. It would be best to follow the
prescribed tool. Otherwise, it will be a very big risk on
the part of the proponent.

Is the additionality issue going to
be resolved by the DNA? Or the
CDM EB? Who will say that the
project is additional or not?

The DOE will be the first set of eyes to look into the
additionality component

The PDD, after completion, has to be made public and
accessible  internationally. Hence, international
comments and questions will be forwarded to proponent
and which have to be addressed as well
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DAY 2: 22 MARCH 2006

DNA NATIONAL APPROVAL PROCESS
Joyceline A. Goco, EMB / CDM Secretariat

As part of the national CDM approval process, Ms. Goco gave emphasis on the fact that the
Philippine DNA gives its approval on CDM project applications considering its contribution to
the country’s sustainable development goals. In this regard, she proceeded to discussing the
national Sustainable Development criteria, the national approval procedures and the
documentary requirements necessary for project proponents to comply with for processing of
project proponents’ applications, as contained in the CDM-Rules and Regulations or DAO
2005-17 of Executive Order 320 Designating the DENR as the CDM-DNA. (Please refer to

Annex 7 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

Who’s the DOE for the 20 projects
submitted?

It is the DNV.
their DOE.

At the international level, 95% of all the projects are
being validated by DNV

17 out of the 20 projects had DNV for

How old should the garbage be
before it can effectively capture
methane for CERs?

Right now, the solid waste team is
talking with different LGUs for
sanitary landfill project. Can this
qualify for CDM?

There is a test to be done to measure methane
Depends on the garbage being decomposed

It all depends. If the landfills are located in separate sites,
then different treatment will be given per landfill site.

The proponents/project engineers can give a projection
as to when the landfills would generate such amount of
methane for capture and carbon credits. Waste needs to
be calculated then carbon credits afterwards

This early, the proponent would
want to go into the CDM
approval process. As a bank,
when is the right time for us to
really discuss entering into the
whole thing?

The project proponent is now
requesting funds from DBP to
address leachate through piping

The methane starts being generated fairly quickly. But if
only 100 tons of waste is generated, then this is of no
use. The project activity needs a significant volume to
produce a considerable amount of methane. A
considerable amount, at minimum, is 50-100 tons per
day. If operated for over a number of years, e.g. 500
tons a day and operational for 5 years, it definitely
deserves a look at. Gas will come out very quickly
should the landfill be ready for methane capture.

Just to give an idea, the 10KW target for Payatas is
difficult to achieve because there is no considerable
amount of methane and no proper piping as well

Do the TECs have NGOs as
members?

None as of the moment

Should the lead agency see the need to invite an NGO,
they can do so
But at the

representation

Steering Committee there is NGO
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CASE STUDY 2: GRID-CONNECTED GENERATION PROJECT USING BIOMASS FROM
PLANTATIONS IN THAILAND
Kyoko Tochikawa, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Tochikawa started out by describing the project as a 300-MW net grid-connected biomass
power project using a well-known and internationally-proven circulating fluidized bed
technology. Should the project be implemented, it is projected to be one of the largest
biomass plants worldwide at a project cost of approximately USD480 million. She then
proceeded to discussing the baseline scenario, and the new baseline methodology submitted
for evaluation by the CDM Meth Panel (NMO0133), project leakage and effects of CDM on the
project. In closing, Ms. Tochikawa described the project’s sustainable development
contributions and cited, as remaining hurdles, the project’s scale (difficulty in looking for
investors for a project as large as the plant) and the lack of Thai DNA approval. (Please refer
to Annex 8 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

How about plantations / trees
around the project site? Is that
inside the project boundary?

We left that out. Considering that it is owned by
somebody else, it will be difficult to monitor.

What we have to understand about leakage is that it
might be reducing emissions because of the forests but it
might also increase emissions in the long run if trees are
cut down.

The forest, however, is definitely outside of the project
boundary. But if the owner wants to apply for a CDM
project. since it is an eligible project, then it would have
to be applied as a separate project

It seems that the sole purpose of
the plantation is to generate
biomass energy. The plantation
must not have been a forest for the
past 10 vyears so qualified for
CDM? Will there be reforestation?

There will be reforestation but as has been said earlier,
any net increase outside the project boundary (power
plant site) will be handled separately.

The plantation owner is different from the project owner
so the forest and biomass CDM project activity cannot be
integrated into one PDD

Can the plantation owner apply
for CDM without the biomass
component?

Yes. As a reforestation project

Will this not pose an issue of
permanence since there is a
plantation for biomass then for the
planter?

At any one time that there will be about 30% of biomass
on top of the plantation area at one time (won’t be
growing all at the same time). So the issue of
permanence is covered.

With 300 MW, how many
hectarage of plantation does this
consist?

If this was a forest in the past 10

800 square kilometers of plantation

It is unused degraded land
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

years, what is the classification of
the land at present?

Overexploited as an agricultural land
Now, no real commercial value

Is this biomass project
converted directly to energy?

being

Is a biomass energy converted to
clean fuel (sugarcane to produce
ethanol; or jathropa and palm oil
to produce biodiesel)?

So it is the user who can claim the
carbon credit?

Yes

Quick answer is yes

2 important notes to consider regarding this:

First, reduction only occurs when you use the bioethanol.
Manufacturing only will not qualify as a CDM project
activity itself. There is an issue of who owns the CDM
project activity — it may probably not be the person who
uses the fuel. And because this reduction will only occur
when it is used, if you export it, the reduction does not
occur in the Philippines. Hence, it should only be
consumed domestically. The user requires monitoring so
it has to be used and measurable (e.g. amount put into
vehicles)

Yes

Example, our local gasoline station
will buy ethanol then sell it, can
Petron apply for CDM?

Yes but Petron has to monitor how much they are selling
to motorists then claim for CDM.

Example, you have a large bus company and say that it is
run by bio-ethanol, then that bus company can apply for
CDM

How about for bus companies
using compressed natural gas
(CNG) and liquefied petroleum gas
(LPG) as a fuel-switching measure
from gasoline and diesel?

Again, it’s in the monitoring. But the proponent should
be cautious enough to avoid double counting. If you
have petrol station owner selling bio-fuel and says that
they reduce “x” amount of emissions and motorists say
they burn fuel from their cars, then there’s an issue that
needs to be resolved there. This will have to be
evaluated and decided upon on a project-to-project basis

What if the power is generated by
biomass, who can claim CER?

If the bioethanol user can claim.
How can that be qualified?

The power plant owner. Not the household owner

Power plant owner makes effort to reduce emissions
(what CDM is all about — incentive for person making the
effort). For bioethanol, who’s making the effort? Petrol
station? User? Manufacturer?

If the manufacturer produces biofuel, it basically cannot
automatically claim CERs. But if it justifies that it is doing
extra effort to make fuel price cheaper, then it can apply
for CDM. But if the production of biofuel does not
subsidize fuel prices (lower than market price), then it’s
the user that’s making the extra effort. Hence, it really
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

depends on a case-to-case basis.

What if it’s compulsory/mandated
to put the ethanol into the fuel
mix?

This puts no effort on the user
because it is required

If the policy was introduced in 2005, then the quick
answer is YES.
Question however is who’s making the effort?

We have to go into the details to determine who claims
the CERs. BAU is not eligible for CDM. But a lot of
countries have been disgruntled by that because if they
try to promote new regulations to accommodate CDM,
they are penalized. To avoid such perverse incentives,
the CDM EB recently said that any policy that reduces
GHG and issued after year 2000 is not a baseline. This is
where the Programmatic CDM comes in.

There’s a Bill for the use of biofuel.
So is that BAU?

Not anymore. You can hypothesize a situation where
the bill may not be utilized. This is a positive decision by
the CDM-EB actually.

In cases of fossil fuel switching
projects such as biofuels, is it the
one who makes the efforts who
can claim credits. And the one
who gets credits can make use of
such to subsidize fuel price?

In some cases, manufacturer simply sells biofuel at market
price. So there is no effort to make diesel prices cheaper
/ subsidize fuel prices. In this scenario, it is the user who
makes the extra effort

A good project to start with is where the manufacturer
and user are the same. In Thailand, a construction
company plants jathropa then mixes this with bioethanol
into the diesel then replace diesel that is used
countrywide. This is easier to monitor and not have to
worry about the double counting issue

Going back to the topic of additionality, extra effort is placed on the plant owner because
he/she is working in the context where the IRR is acceptable for him/her but where the IRR
level is raised because the project is contributing to direct reduction of emissions. The user is
not making any efforts (e.g. through higher tariffs) to use this carbon neutral electricity

How can the user use CER? How
can returns be calculated when
there are no investments on the
part of the user?

To date, if the production cost of biofuel is high. Then
you might have to pay 20-50% more to buy the fuel. In
that case, it is the user making the extra effort to buy bio-
fuel. Hence, it is his effort to use the biofuel

What if the price of bio-ethanol
fuels is cheaper than gasoline and
diesel and it’s considered market
price?  Therefore, there is no
subsidy. Where does the CER go
to?

CER owner in this case is the user. The CDM project
activity is the combustion of biofuel that displaces fossil
fuel. But at this point in time, you may have such a gray
case. You'll need CDM assistance on the user and buyer
part to make CDM work
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QUESTIONS/COMMENTS RESPONSE(S)
SUGGESTIONS FROM THE DBP
PARTICIPANTS

BOTTOMLINE is, it is when you use the bioethanol that you have displaced fossil fuel and
therefore reduce GHG emissions

On the other hand, isn’t it logical | In the wvalidation, what wvalidators look for is the
that if there is no producer, | emissions reduced. Validators look for metering as to
bioethanol use would not be | how much is being reduced

possible?
There is a new methodology in Thailand where they
produce bioethanol from sunflower. The methodology
was rejected because no user was identified. The
rejection was due to the suspicion that the fuel may be
exported to Japan, or sold to motorists who might be
still be using diesel, or sold to power plant formerly using
bunker fuel, and not for CDM. If, however, you’ve
identified a pumping station and sold all fuel to the
pumping station and the station can monitor, then this is
fine because bioethanol usage can still be monitored

What if there is a contract between | Probably they are going to share the CERs
producer and petrol station Bottomline for bioethanol: there has to be a producer
and an end-user

CASE STUDY 2: METHANE EXTRACTION FROM WASTEWATER TREATMENT PLANTS
AND POWER GENERATION PROJECT IN MALAYSIA
Hitomi Homma, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Homma used a project in Malaysia that Mitsubishi UFJ Securities has helped to develop
into a PDD. She first gave a background of the proposed project which will install a closed
anaerobic biogas digester, install an electricity generator with a 1-1.5 MW capacity, combust
the collected biogas to generate power or heat and utilize them on site and sell to the grid,
flare the excess amount of biogas and reduce odors from POME decay in the long run. Since
there was no applicable approved methodology at the time of project development, anew
baseline methodology for the project was developed by Mitsubishi UF) Securities [Forced
methane extraction from organic waste-water treatment plants for grid-connected electricity
supply and/or heat production” (AMOOI3)]. This was followed by an enumeration of the
emission reduction sources, CDM qualification points, emission reduction estimation, project
emissions, emission reduction calculation, and a demonstration of the CER revenue from the
project. In summation, Ms. Homma stated that the methodology, AMOO13, can be used to
support significant enhancement of wastewater treatment process and that the project of this
type will be of interest to any industry which discharges wastewater with high organic content.
(Please refer to Annex 9 for details)

The floor was opened for questions from the participants.
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

From the revenues created from
the credits, what will be the IRR?

No calculation on that
Without the CDM, 7.7% IRR is very low at the BAU
level

In the 7-year period, are there no
costs to be considered in
computing for the CER revenue?
What other transaction costs were
considered?

Validation cost for each renewal point

Verification cost depends on the proponents. If the
proponent wants to have them verified every year, then
costing will have to be accounted for every year of re-
validation.

If you calculate it on a per CER basis, it’s usually less than
a $1/CER and usually you can get the buyer to absorb a
lot of the cost within that price

This project is methane capture — if you look at the figure at 7-years and 10 million > get V4
of transaction cost return with 7-year project period - because methane is involved >
smaller scale than the Thailand project but because of GWP, then higher IRR levels

FORESTRY CDM PROJECT

Kyoko Tochikawa, JICA Study Team (Mitsubishi UFJ Securities)

Ms. Tochikawa, in her

presentation,

defined the terms FOREST, AFFORESTATION

(conversion of land that has not been forested for a period of at least 50 years to forested
land), and REFORESTATION (conversion of non-forested land to forested land) using the
CDM-EB’s terminology. She also illustrated the difference between long-term and temporary
CERs to be claimed from forestry projects, and defined the advantages and disadvantages of
each type of CER. She then proceeded to illustrating a hypothetical CDM A/R project,
complete with scenarios with and without CDM, assumptions along with the sample project,
and projected maximum potential revenue from credits. (Please refer to Annex 10 for details)

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

Are the ICERs and tCERs | Yes
acceptable in the non-Kyoto | There is a higher value attached to sink projects in terms
market? of corporate image. People like trees being planted. In

terms of Kyoto forestry projects

relatively cheaper

compliance, are

But is there still a market?

Yes. And slight premium attached if CDM project

When can you start applying for
CERs? As soon as the forests are
planted? Say we planted in 2005,
if they are only 1Tm high, can we

Yes

The sink potential starts absorbing once it starts growing
Once it reaches maximum growth, all the more that it
reaches saturation point for carbon absorption
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

start applying for CERs?

Can you plant any type of tree?

No requirement
Only difference will lie if fast or slow growing so affect
projection in the first few years

Some plant trees and after 10-12
years, cut down for furniture

That becomes a reversal of the sinks

This becomes very similar to the dedicated plantation for
the biomass power plant. So you can claim that portion
but can’t claim a 100% CER

So what will be the income of
investors in planting trees? Why
would an investor plant 10,000
trees? No revenues

Any type of tree so if plant 10,000 fruit trees, then
income

Is it a condition that the project

No

owner should not earn income | You can grow fruit trees and derive income from that. In

from it? order to grow fruit trees, you have to treat land because
it’s degraded. It’s not as if it’s readily fertile. So there is
special effort there and not BAU.

Would bundling also be | Yes

considered in forestry?

If DBP projects are all over the
Philippines, can we bundle them
altogether? So one PDD?

Can be included in the Programmatic CDM

Considering the transaction costs
that will be incurred in the A/R
projects, is it still worth it?

On a personal opinion level, it has to be fairly big or it
should be supported by the government as well

You should have to monitor how fast the trees are
growing and CERs capture since there is a fairly big
transaction cost involved — especially in paying for
validation costs

INPUTS ON THE PROPOSED DBP GUIDELINES FOR CDM
Hitomi Homma and KyokoTochikawa, JICA Study Team (Mitsubishi UFJ Securities)

& We usually don’t deal with both seller and buyer in one single project. We usually deal
with either, not both, in one single project. If our client is a seller, we will help the client
sell carbon credits at a higher price. Hence, there is no direct link between debt lender
and equity investor/buyer unless it is done indirectly through the whole transaction
scheme because there might be indirect relationships existing between a lender and a
buyer through the seller. This explains the logic that it is not possible to become a single
project’s financier and seller a the same time since there will be conflict of interest in the
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long term. It is, therefore, important to determine one’s role in the project: Who is your
client? Are you working with the seller? Or with the buyer?

On the “No Cost to Client or to DBP Strategy.” There is no such thing as this policy. It is
possible to say that there is a no cash cost to DBP or to the client but there will always be
a cash flow in these transactions. There will always be the possibility of a hidden fee that
will be incurred in the preparation of the PDD, or the consultants may expect to be paid
in kind through cheap CERs maybe. It is important to note that in such arrangements,
transactional costs may come in three types: hidden charges, success fee, CERs. At the
beginning, there migh be a no cash cost option. But if this is offered to a third party, they

would prefer cash cost in return.

DBP might be interested in covering that transaction

cost so that client would not be shortchanged
& The triangulation in the whole proposed structure is only to bridge the buyer and client

The floor was opened for questions from the participants.

QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

How is the carbon market going?

Similar to stock market. The carbon market is very much
dictated by the law of supply and demand. In the EU,
utilities have the option to burn either natural gas or coal
in their power plants. If natural gas prices go up,
consumers shift back to coal. This would then lead to a
bigger gap between natural gas and coal prices. In this
scenario, coal gets a higher incentive because there is a
greater demand for coal. Hence, the higher the CERs to
be complied with. But compliance can be met through
the EUTS.

Carbon credits can also be gained through other
voluntary non-Kyoto markets between and among those
country Parties who have not ratified the Kyoto.

If CERs came from Philippines with
Mitsubishi  Securities as brokers,
and takers are from EU or Japan,
will the Japan government just
keep the CERs for themselves or
after they buy it, if there is demand
for the EU countries, will they sell
CERs?

Japan is not in a position to sell CERs
Japan will keep the CERs to comply with obligation
A middle man /broker will be the one to sell CERs

Can the CERs be re-sold to the
market?

This can be done through a middle man but not through
the Prototype Carbon Fund (PCF).

Eco Securities or CO2E, for example, are consultants and
brokers.

The setting then should be that the
brokers and traders may hold on
to the CERs. But once the buying
country has it, the country should
keep it so that this signifies the end
of the CER trading and that

Yes, this is right. The CDM EB has to monitor through
CDM registry under the CDM EB. It has to strictly
monitor the compliance of Annex 1 countries.

Annex 1 countries can also use AAUs (under the ET) and
ERUs (under the JI) to comply with targets. But they
should also be reminded that flexibility mechanisms are
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

reselling is only in the hands of the
broker

merely supplemental to domestic reductions.
In actuality, the compliance mechanism is also still being
negotiated among countries.

It was mentioned earlier that the
selling will most probably be from
the host country. So the
Philippines, being a host country,
does it have to go through a
brokering body?

There are buyers like NEDO or JCF. The Philippines can
go directly to them and skip all the middle men and go
straight to seller and buyer. Other buyers could also be
big companies accredited by the country Party to do the
buying.

In reference to a news item in the
Times: it is reported that Japan is
coming up with a Japan Carbon

Exchange similar to Asia
International Exchange in
Singapore.  The DBP President

asks, therefore, how DBP can be a
part of the carbon trading market
at this stage of carbon trading in
the Philippines. Considering that
there is only one project given
LoA, how do we go about this?
(Ms. Mendoza, DBP)

If you've got the rights to trade CERs, you can trade it on
that exchange. But to have those rights, you either act
on behalf of your client as a facilitator (by listing it on the
exchange) or if you acquire CERs as a trader/broker of
carbon credits then you can also sell it to the market.

The key to participate in this scheme is having the
RIGHTS TO DO SO. This can be done by owning carbon
credits yourself or represent people who own it,

Like in any other stock exchange,
we have to be registered with that
stock exchange, so how do we do
that?

We don’t know requirements to be imposed on the
participants

With regard to the DBP owning
CERs, assuming that they will be
getting funding for underlying
finance from DBP, and offer CERs
as collateral, can DBP keep it and

have that accreditation or
registration ~ with  the  stock
exchange?

To the other DBP colleagues: Just
want to emphasize that before
entering into trading, we have to
OWN CERs; otherwise, we’ll just
do BROKERING. With this in
mind, given the present status of
CDM  implementation in the
Philippines, CER trading is a
FUTURE activity and not a
PRESENT activity. (Statement

As long as it is within the commitment period

The Helpdesk will not explicitly match.

We can only refer the proponents to project developers
Currently, we are just helping the client understand what
CDM is on the basics: what should the PDD contain,
other documentary requirements, the approval process,
etc. This is because there are proponents not aware of
how to prepare the PDD. The CDM Helpdesk is there to
help out cover the basics.
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QUESTIONS/COMMENTS
SUGGESTIONS FROM THE DBP
PARTICIPANTS

RESPONSE(S)

made to correct notion perceived
from other proponents that the
Philippines is ready for trading).
At present, given DBP’s knowledge
on CDM, it can match the
proponents  with  prospective
buyers. But brokering at this time
on the part of DBP may have some
sort of “duplication” Now, DENR
has a Helpdesk who can help
proponents with PDD preparation
(Ms. Maghirang, DBP)

The participants were then divided into two groups for the workshop session.

One team

handled a bio-ethanol project and the other, a mini-hydro project (project concept briefs

provided early on)

WORKSHOP SESSION

TEAM 1: BIO-ETHANOL PROJECT

TEAM 2: MINI-HYDRO PROJECT

e Methane as fuel and bagasse

e Baseline: fossil fuel and bagasse >
fossil fuel displacement from the grid

e Additionality: cogeneration and
wastewater treatment

e Sustainable development contribution:

support the farmer to plant more

sugarcane since there are vast areas of

unplanted land. In the long run, the

farmer also saves foreign exchange thru

utilization of renewable fuel

- barrier analysis using additionality tool

% step 1: identify 2 alternatives = project
1 using genset and use of mini-hydro

% step 2: investment analysis - for the
genset, higher production cost, less
yield; with hydro, IRR of 12.89% (but
very minimal spread of 2. plus points)
- HYDRO PROJECT IS ACCEPTABLE
IN TERMS OF INVESTMENT

&% step 3: barrier analysis > not very
attractive to investors because of lack
of equity from electric coops (actual
scenario upon loan packaging); low
return on investment (ROI) where
small amount of ROI can be invested
in other projects instead; first run-of-
river type of technology; most
investors are hesitant because of risk of
success

& step 4: common practice analysis >
tariff is regulated; for them to increase
tariff rates, the project has to be
approved by the ERC; foreseen
problem with the onset of El Nino
(affect operation of the project) >
with CERs, greatly uplift profitability of
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the project

Team’s question posed to JICA Study team:
Will the 900 KW project compensate for
the transaction cost?
Comment by Ms. Homma:
relatively high at 12.89%
DBP response: The IRR is government
bonds.

Follow up by Ms. Tochikawa: Then this has
to be inflated as a buffer to take account
the risks posed by the project. you can add
another 5-10% so the benchmark could
actually go up to 15-20%. Hence, under
BAU, it is still not viable

The IRR is

CLOSING REMARKS
Ms. Eufemia Mendoza, Vice President, DBP

Ms. Mendoza expressed hope that the workshop results and materials have helped enlighten
and guide DBP in its quest for becoming a lead bank in the Philippines to promote CDM
among project developers — especially as a fund provider for CDM project activities.

She also expressed her thanks for all the participants who were able to attend. Although she
was looking forward to the DBP staff’s maximum participation, she ensured the facilitators
and organizers that participation will, indeed, be maximized for future workshops. CDM is
rapidly evolving so updating is very badly needed on their end.

In closing, she expressed trust that all the question marks have been answered to signify

impact of the workshop on the participants.

With that, the workshop was concluded and exchange of contact information took place

afterwards.
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ROUNDTABLE DISCUSSION ON CDM PROMOTION MEASURES
WITH THE INTER-AGENCY COMMITTEE ON CLIMATE CHANGE
AND OTHER RELEVANT AGENCIES

JICA STUDY ON CAPACITY BUILDING TO PROMOTE CDM PROJECTS
IN THE REPUBLIC OF THE PHILIPPINES
25 October 2006, Wednesday, 2:00 PM - 4:00 PM
Green Philippine Highways (GPH) Operations Center, 24 Floor,
DENR Main Building, DENR Compound, Visayas Avenue, Quezon City

| Participants:

Please see attached attendance sheet.

Highlights of the Discussion:

Ms. Joyceline A. Goco of the CDM and IACCC Secretariat Offices of EMB-DENR
welcomed the participants to the roundtable discussion, which aimed to explore
potential measures for further promoting the CDM in the Philippines,
particularly towards identifying and developing eligible project activities with
substantial contribution to sustainable development. Ms. Hitomi Homma,
Senior CDM Consultant and member of the JICA Study Team of the Mitsubishi
UFJ Securities Co., Ltd. (MUS) likewise explained that in view of the underlying
opportunity for the Philippines to continue to benefit form the CDM, the Study
Team would like to take this opportunity to receive recommendations on the
CDM promotion measures from the members of the JACCC and other relevant
agencies who were already knowledgeable about the CDM and its merits.

Ms. Homma noted that the Study Team is currently completing a Final Report,
which MUS will submit to the Philippine government and JICA.
Recommendation for the promotion of the CDM constitutes one of the key
components of the Report and Ms. Homma presented the initial set of
recommendations that the Team has identified during the implementation of
the Study. Please see attached presentation A.

To provide the participants with an idea on how other developing countries
promote CDM, Ms. Goco presented an assortment of observations on host
country success in attracting foreign and domestic investments through CDM
promotion. She noted that these observations and suggestions would simply
serve to initiate the discussion on what measures could be started at once and
what would be doable in the short-term and long-term. Please see attached
presentation B.

In the ensuing discussion, the participants articulated the following comments
and suggestions:



Agency

Comments / Suggestions

1) FMB

>

it would be good to aim for at least 3 PDDs or PINs for CDM
afforestation/reforestation, covering Luzon, Visayas and
Mindanao

the top level officials of the DNA as well as other relevant
agencies should act as the marketing arm for promoting CDM
and acquiring the necessary financing; it is important that they
take the lead in promoting the CDM at the field level — for
example, conducting an orientation every quarter.

proposed to have at least one workshop for each region
intended for the Regional Technical Directors, the community-
based forest management (CBFM) heads, and the Resource
Conservation Directors at the regional level to help them in
promoting the CDM to the private sector (e.g. the special land
use areas and CBFM holders)

it is also important to coordinate with the PENRO and CENRO
officers in identifying potential areas, specifically in looking at
compliance with existing laws, rules and regulations and with
the additionality and land eligibility requirements

2) Klima -
Manila
Observatory

>

explained that Klima-Manila Observatory is helping to promote
CDM in line with the conduct of trainings under various
projects such as the CD4CDM, IGES ICS-CDM, etc.; the center
is not into active promotion per se but when invited to forums,
the center provides information on CDM; the center also
provides venues for possible training but it checks
qualifications of target groups or participants to make the most
out of potential; other activities of the center tackle climate
change in general and it markets CDM in terms of IEC

3) FMB

>

training of CDM preparers should also be looked into

4) CBRED-
DOE

>

the CBRED Project is looking into providing a project
preparation fund for feasibility studies which would provide
interest-free borrowing / lending up to PhP 5 million. In
response to Ms. Goco’s query, he affirmed that the PDD
development under the CDM could qualify under the fund.

The CBRED Project also has a market service center.

The CBRED Project also has a database exchange system and
the link to CDM and the DNA is included as part of the design
of the related website. A memorandum of agreement has been
signed with the DENR and database exchange keepers would
have to be designated




5) Earth
Savers
Movement

>

It is important to target a CDM niche market and make that
into a promotion policy

Ms. Goco: more information and further studies, such as actual
mitigation potential of each sector, are needed before this can be
made into a policy

6) FMB

>

While the government is doing the initial promotion, it is also
vital to identify private partners in promotion and determine
when the private sector can come in as regards promotional
activities of government agencies

Setting up a fair for each sector would also be helpful in
promoting CDM and identifying good projects and potential
preparers or developers

7) Earth
Savers
Movement

>

Integrate CDM promotion efforts with the Philippine EIS
System — when a project proponent is applying for an ECC for
a project that is eligible under the CDM, mechanisms to
explore the possibilities should be in place

Potential sectors, e.g. Philippine Rural Electric Cooperatives
Association or PHILRECA, may also do promotion activities in
partnership with the DNA

8) NEDA

>

In an amendment for the period covering the last half until
2010, changes can be incorporated to include CDM in the
Medium Term Philippine Development Plan (MTPDP),
particularly in the energy and forestry sectors in order to
strengthen policies on sectoral goals and plans and open
avenues for availing of opportunities under the CDM.

9) Klima-
Manila
Observatory

>

Promotional activities of the DNA may be included in the
annual Energy Week activities of the DOE

CBRED-DOE: Unfortunately, the last Energy Fair was held two
years ago and the present Secretary is not sold to the idea,
hence no Energy Week was conducted last year

The DNA may also ride on the activities of other associations
such as the ENMAP, PCAPI, etc.

Ms. Goco: the DNA is presently giving lectures on CDM to such
associations and other groups to which the DNA is invited.

Klima-Manila Observatory was asked to provide IEC materials
for the 2006 Ms. Earth Beauty Pageant in relation to this year’s
theme of global warming. The coronation night will be on 26
November and even just a buzzword through this avenue may




help to create curiosity on CDM

» Ms. Goco: it would be great if you could suggest that the
candidates visit NorthWind, perhaps as a venue for the
swimsuit pictorial, instead of conducting it by a pool

» Earth Savers Movement: or you could also provide a question on
CDM for the question and answer portion

» Capacitate Regional Offices of the DENR to equip them with
the skills necessary for properly assessing and identifying
potential CDM project activities to supplement past and
present foreign assisted projects that provide trainings.

» Ms. Goco: this will be proposed to JICA as a follow-up activity

The participants also offered the possibility of submitting further suggestions
for promoting CDM when they have consulted their respective offices. Ms. Goco
and Ms. Homma welcomed the proposal and thanked the participants for a
fruitful discussion.
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Disclaimer

This Practical Guideline targets project proponents and CDM practitioners in the Philippines, specifically
those engaged in the design and actual implementation of the monitoring plan of a CDM project activity.
By producing this guideline, the JICA Study on Capacity Building to Promote CDM Projects in the
Philippines aims to contribute to the development of credible procedures of monitoring and reporting
emission reductions, through improving the quality of the design and implementation process based on
acceptable standards However, the Guideline is intended to act merely as general guidance and should in
no way be viewed as a sole reference for providing technical and organizational advice to meet the
requirements of monitoring that would require the expertise of project-specific, qualified and experienced
professionals. While the Guideline presents practical examples and suggestions, independent consultation
should always be sought when undertaking a CDM Project, specifically in developing a reliable emission
reduction monitoring and reporting system to suit the particular circumstances of an individual CDM

Project.
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GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

1 INTRODUCTION

1.1 BACKGROUND & OBJECTIVE

This GHG Emission Reduction Monitoring & Reporting Guideline has been developed to assist project
developers in the Philippines, specifically those with projects that were successfully registered as Clean
Development Mechanism (CDM) project activities, to understand the basic issues and essential steps in
implementing the Monitoring Plan constituted in the Project Design Document (PDD). Produced by the
Mitsubishi UF] Securities (MUS), this Guideline is one of the outputs of the Study called Capacity Building
to Promote CDM Projects in the Philippines, intended for the Environmental Management Bureau of the
Department of Environment and Natural Resources (EMB-DENR) as the recipient of this development
assistance provided by the Japan International Cooperation Agency (JICA). . The TUV Siiddeutschland
Industrie Service GmbH (TUV-SUD), a Designated Operational Entity (DOE) accredited by the United
Nations Framework Convention on Climate Change (UNFCCC), has reviewed this document for

effectiveness and accuracy.

A monitoring plan of a CDM project activity is constructed during the development of the project’s PDD
prior to the CDM registration. The plan specifies the variables mandatory to be monitored, the frequency
of monitoring, and the manner of quality control. Paragraph 56 of Annex H of the Marrakesh Accords""
states that the implementation of the plan is an obligation of a project developer or project operator and a
condition for the issuance of Certified Emission Reduction (CER) units. Paragraph 60 of the same Annex
further specifies that a project operator be required to issue a report detailing how this plan has been
implemented and how much emission reduction is generated within the crediting phase at the end of every

monitoring period.

It is up to the project developer to ensure that the reported emission reduction is dependable and
accountable, while maintaining the practicability of the data collection process. Failure to comply with the
registered monitoring plan means that the reported emission reduction may be disputed resulting in (a)
delay in the CER delivery and (b) possible heavy discounting to maintain conservativeness, all of which
may have consequences to the project’s cash flow. This means that in addition to the participation in the
local or international sustainable development, the success of a CDM project depends on the ability of the
project operator to carry out the monitoring plan and report the emission reduction. It therefore feels

necessary to provide practical guideline in this area for first-time project developers.

This guideline intends to close the gap between a monitoring plan and its implementation process by
providing practical information on how to apply best practice. Valuable inputs from various parties such as

the project developers, a Designated Operational Entity (DOE), as well as through informal consultation
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with an instrumentation company, along with a number of related literature already available helped to

enrich the contents of the guideline. It is written without an assumed knowledge of the CDM.

1.2 SCOPE OF THIS GUIDELINE

The complexity of the monitoring plan varies from project to project independent of its scale (large or
small). Some projects need the monitoring of a single parameter whereas others require the monitoring of
more than 30 parameters, with varying frequency and quality control, involving data collection from
different departments in the company. In consideration of complexities in covering a broad range of
project types and scale, this guideline provides a general outline of monitoring implementation such as pre-
implementation strategy, management, and quality control/assurance, by presenting a hypothetical case as

an example— rather than a project specific approach.

A short introduction of the CDM is provided under Section 2. This section explains the stages of CDM
process, the parties involved, where to find information, and other practical guidance that may benefit the

implementers of a monitoring plan.

Section 3 explains the steps and actions that a project developer is required to take as soon as the project
achieves registration. This includes the need to construct an implementation strategy, ensure proper
communication with all members of the company, and secure the appointment of a focal person in-charge

of CDM activities or a so-called CDM Cootrdinatot.

The responsibilities of a CDM Coordinator include the interpretation of the monitoring plan in the PDD
into practical procedures deployable to field operators. These procedures should be workable and easy to
understand. Section 4 provides information that may assist a CDM operator in performing day-to-day
monitoring. This section goes into details of a recommended mechanism to capture, reconcile, consolidate

and archive data, account for error, and distribute tasks.

As the captured data eventually become the basis of calculation for the emission reduction, the monitoring
plan generally applies strict quality assurance and control procedures. One periodic requirement is
instrument calibration. Section 5 discusses some basic calibration principles and standards that may assist

the CDM coordinator in developing the necessary monitoring strategy that fits to his or her organization.

At the end of a monitoring period, the project operator is obliged to report the emission reduction that the
project activity has delivered. Section 6 covers a general guideline on how emission reductions are

calculated and reported, and discusses the general reporting requirement using a standard template

provided by TUV-SUD.
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Over the project lifetime, the equipment may need to be modified, retrofitted, and repaired. In such a
situation, the CDM Coordinator must be able to assess whether the impact of the proposed changes
affects the validity of the PDD and its monitoring plan. Section 7 describes the actions that need to be

undertaken by a CDM Coordinator should such changes happen during the monitoring period.

Finally, all data obtained in the field and the results of calculation need to be verified by a Designated
Operational Entity (DOE), an independent third party responsible for the review and ex post
determination of emission reduction of a registered CDM project activity.,. The DOE looks into forms,
data archives and procedures to ensure that the calculated emission reduction is accurate and consistent.
Section 8 contains the perspective of a leading DOE and lists problems that are commonly encountered

during verification process, which may be valuable to the project operator.
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2 CDM EXPLAINED

This section provides a short overview of the CDM for the benefit of the implementers of a monitoring

plan..

2.1 CDM IN SHORT

CDM is one of the mechanisms devised by the United Nations Framework Convention on Climate
Change (UNFCCC) under the Kyoto Protocol to mitigate the threat of global warming as a consequence

of the release of greenhouse gases (GHGs) from human activities.
Under the CDM, the emission reduction is tradable between the following parties:

a. Annex I parties — industrialized countries and countries with Economies in Transition that are

listed under Annex I of the UNFCCC; and

b. Non-Annex I parties — developing countries, and least industrialized countries that are not listed

under Annex I of the UNFCCC
The Republic of the Philippines belongs to the Non-Annex I parties.

The Philippine government ratified the Kyoto Protocol in November 2003 and has made the initial step to
become a host country for the CDM by establishing a body called the Designated National Authority or
DNA. The DNA has the authority to issue a host country approval and therefore be able to support
project(s) that mitigates greenhouse gas emissions to take part in the emission trading system. Information

on how to obtain this approval is provided in the DNA website®?.

The amount of greenhouse gas that is reduced or absorbed by a CDM project activity located in a non-
Annex I party can be converted into credits called Certified Emission Reductions or CERs, which are

allowed to be traded to and amongst Annex I parties.

2.2  OBTAINING REGISTRATION

In order to gain CDM status, all proposed CDM Projects must go through a number of processes

described in the next few paragraphs.

The first stage of CDM project development is Project Identification and Planning. During this stage,

the project idea is assessed if it complies with the eligibility requirements in order to be implemented as a

(®) Mitsubishi UFJ Securities

MUFG Page 4




GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

CDM project. The eligibility criteria include an assessment of the project’s additionality and contribution
to sustainable development of a host country. Each host country has the sovereign right to develop its own
set of approval criteria from the viewpoint of the country’s sustainable development priorities and the
Philippines has elaborated this in a departmental administrative order promulgated in August 2005. Full

approval criteria of the Philippines can be obtained from the aforementioned DNA website.

Once the CDM eligibility of the project is confirmed, the next step is to prepare a Project Design
Document, commonly referred to as PDD, a document central to the CDM process. The PDD contains
all aspects of a project in detail including description, methods/formulae to account for emission reduction,
the projected emission reduction, and monitoring plan. After the PDD is completed, the project must
undergo a Validation process by an independent third party called the Designated Operational Entity
(DOE). The DOE assesses all aspects of the project reported in the PDD and ensures that the project
meets the CDM requirements and complies with a valid methodology previously approved by the
UNFCCC.

The project also needs to obtain a Host Country Approval before proceeding to the registration. In the
case of the Republic of the Philippines, this approval is obtained from the DNA established within the
Department of Environment and Natural Resources (DENR) and its support mechanisms. The process of

how to obtain this approval is explained in detail on the DNA website®?,

In the course of the validation process, the PDD must be published at the UNFCCC website for Public
Consultation for 30 days.. Comments from Parties, local stakeholders and UNFCCC accredited non-
governmental organizations would be taken into consideration. If the project activity fulfills the validation
requirements, the DOE will then submit a formal validation report to the CDM Executive Board (EB) for

CDM Project Registration.

2.3  CREDITING PERIOD

The crediting period is defined as the period at which the project starts reducing the anthropogenic
greenhouse gas emissions. Project participants must select a crediting period for a proposed project activity
from one of the following alternative approaches: (a) a maximum of 7 years, which may be renewed at
most 2 times, or (b) a maximum of 10 years with no option of renewal. If the former crediting period is
chosen, for each renewal, a DOE determines and informs the EB that the original project baseline is still
valid or has been updated, taking account of new data where applicable In general, the crediting period of a
project starts as soon as the project is registered with the UNFCCC, or at any suggested date after
registration — although there are exceptional cases where the crediting period began before the project is

registered.
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Practicability
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2.5 OBTAINING CERS
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The monitoring period is divided into a shorter period called
Monitoring or Reporting Period. The monitoring and reporting
period is a period at which the project operator shall report its
activities and its resulting emission reduction. The reported emission
reduction will later be qualified as Certified Emission Reductions or
CERs following a satisfactory Verification and Certification process

as explained in the next section.

There is no general rule on the duration of the
monitoring/reporting period. Each project should find its optimum
duration depending on the size of the CERs, its cash flow or

financing requirement, and practicability.

Typically, 1 calendar year is perceived as optimum by many project
participants, although those with projects that generate large amount
of CERs often choose a shorter monitoring period (e.g. bi-monthly).
Most project participants generally regard a monitoring period

coinciding with the annual or semi-annual maintenance shutdown

CDM EB
Meeting

The series of processes to obtain CER
starts with the project participants’
submitting the monitoring report to the
DOE for the Verification process.
During this process, the DOE will
check if monitoring plan has been fully
carried out in accordance with the PDD
and the reported emission reduction

has been delivered.

If these two aspects are satisfactorily
fulfilled, the DOE shall then certify the

emission reductions by issuing a
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Certification Report that assures the CDM project activity achieved the verified amount of emission

reductions within the reported period.

Following the certification report, the DOE shall request the CDM EB to issue the verified amount of
CERs (Request for CERs Issuance). This request will be reviewed by the Registration and Issuance
Team (RIT) from the viewpoint of validity of the verification and certification process. The RIT shall then
make a recommendation to the CDM EB. If no concerns are raised by at least three EB members, CERs

can be issued automatically after the review period.

In some cases, the RIT may recommend a project to be put under review. If the CDM EB agrees to the
recommendation for review, it will issue a decision concerning the scope of review and will request the
project participants and the DOE to re-examine the monitoring /verification/certification process. Based
on the results of such review, (1) CERs may be issued in the requested amount; (2) a correction in the

emission reduction may be applied; or (3) in the worst case, the issuance may be rejected altogether.

2.6 PUBLICLY AVAILABLE LLITERATURE

It is perhaps necessary for a project developer to keep updating himself/herself with the new decisions
made by the CDM EB even after the registration. The UNFCCC CDM website™” provides a wide range
of information on various aspects of the CDM such as the process of obtaining registration, verification,
certification, approved and new methodologies, etc. More importantly, the website contains information of
projects on various stages including validation, registration, verification, certification, and issuance of CERs.
The monitoring, verification and certification reports can also be downloaded from the abovementioned

website.

The Intergovernmental Panel on Climate Change or IPCC publishes a number of reports related to the
calculation of emission reductions. Two of the IPCC publications have been adopted by the UNFCCC and
grew to be the main sources for methods and parameters applicable to several methodologies. These
publications are the Revised 1996 and 2006 IPCC Guidelines for National Greenhouse Gas

Inventories.

In 2002, the International Emissions Trading Association (IETA) and the World Bank Carbon Finance
Group / Prototype Carbon Fund (WB PCF) initiated a process to establish a common CDM and ]I
Validation & Verification Manual that could be used by a wide range of stakeholders. The manual is a good
source of information on the scope of validation and verification process — which may help project
operators to understand the objective of the process. This document can be downloaded from the IETA

website: www.vvmanual.info. The development of the manual was lead by Det Norske Veritas
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Certification (DNV) with revision and comment provided by TUV Siiddeutschland and KPMG, as well as

other certification bodies.
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3 PRE-IMPLEMENTATION STEPS

One of the most common barriers for the successful implementation of a CDM project activity is the
limited know-how within the project development organization. While the knowledge and benefit of the
CDM may be kept to one or two persons, monitoring implementation requires support from many
members of the organization. Thus, as the project proceeds to the operation stage, monitoring

requirements need to be communicated across the organization.

Another barrier to the successful implementation is that the monitoring requirements specified in the
methodology and the PDD is often not straightforward for a project developer to interpret. This creates
confusion and leads to under standard performances, resulting in unverifiable emission reductions. These
dilemmas are usually discovered at the later stage of the project implementation and any efforts to rectify

inaccuracy and errors either are in vain or delay the onset of the expected CDM revenue.

It is therefore crucial for the project developer to call for a team as soon as the project achieves registration,
and develop a monitoring strategy to ensure a smooth data gathering and reporting process, which meet

the stringent monitoring requirements.

3.1 MANAGING A CDM PROJECT: WHO SHOULD BE INVOLVED?

The amount of effort required to implement a CDM project activity is comparable to developing and
launching a new product. Indeed, CERs are a form of a new product to the project developer. In order to
put this product into a market it is important to come up with a proper plan and strategy for production,
quality control, accounting, marketing and trading. Continuous commitment on the part of the project
developer and a good management structure, together with an adequate resource allocation are more

important than ever for the successful implementation of the CDM project activity.

It is difficult to generalize the level of involvement vis-a-vis the CDM activity required for the different
units/departments of a company. This is because no two companies are the same and some companies
have a more structured operational system than others have. The following list presents different tasks

envisaged by vatious units/departments of a company:

1. Technical/Engineering/Maintenance Department; Project operator may already practice
equipment monitoring and maintenance as part of the Standard Operation/Maintenance Procedure.
In such a case, it may be worthwhile to consider an integration of CDM monitoring/instrument

maintenance/quality control requirements into the existing practice, and an identification of areas
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where improvement is necessary to meet the monitoring requirements particular to a CDM project
activity

2. Accounting/Sales/Purchasing Department; Several CDM data are needed to be crosschecked,
reconciled or consolidated with multiple sources whenever possible. For example, if a project
exports electricity to grid, it is recommended that the data obtained from the electricity meters be
crosschecked against the sales receipts issued by a grid operating company. It is also suggested that
this kind of reconciliation activity be recorded properly as a DOE may request for such
information during the verification.

3. Finance Department; CERs are either cash flow or equity related. The finance department may
find it necessary to monitor the amount of emission reduction to estimate the financial
risks/potential revenue. In such a case, the finance department may feel the need to monitor CER

production closely.

3.2 THE CENTRAL ROLE OF A CDM COORDINATOR

It is crucial to have one central person to lead and coordinate the CDM activities in the company. The

responsibility covers supervision for:

1. Monitoring equipment compliance check, ensuring that instrumentations and devices are
available and propetly suited to perform its function for emission reduction monitoring;
2. Development, execution, analysis and improvement of the Standard (CDM)
Monitoring/Reporting Procedures;
3. Deployment of the procedures through trainings, ensuring that these procedures are fully
complied with;
4. Communication and coordination between and among multiple departments in a company to
disseminate CDM related information;
5. Calculation and reporting of the emission reductions and;
6. Liaison with a DOE during the verification.
The consideration for whether or not the above role needs dedicated personnel varies from one
organization to another. It depends on such factors as (a) the degree of integration of the above CDM
specific requirements with the existing organization functions and (b) the potential revenue from CERs to

justify a dedicated role.

It is important to include the scope of work, reporting line, and routines of a CDM Coordinator in the
existing Standard Monitoring/Reporting Procedures or the Quality Management (QM) document. This is
to prevent the acquired knowledge from being lost and to encourage information sharing among

employees whenever there is a rotation of personnel during a crediting period.
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3.3 CHECKING INSTRUMENTATION/RESOURCE COMPLIANCE

For pioneers in the field of the CDM, the decision to implement a CDM project activity was skewed
toward financial rewards and depended less on monitoring costs and resources. Many PDDs were geared
toward methodological development, relying on the existing approved methodology that was written for
another project. Unfortunately, no two projects are exactly alike to result in interpretable requirements in
the monitoring plan. Many implementers usually find this situation confusing and the lack of coordination
often leaves it unchecked until the time for reporting. It is therefore crucial that this situation is clarified at
an early stage by ensuring that all devices and resources for monitoring are available and ready to perform

the required tasks. The following example highlights the need to perform a pre-implementation check.

An Animal Waste Management System (AWMS) project involves flaring of (excess) biogas. In addition to
the measurement of the biogas flowrate, the monitoring plan requires the project owner to measure the
effectiveness of the flaring process. The monitoring plan in the PDD specifies that the measuring
procedure constitute the combination of two methods: (a) continuous monitoring of the flare operation
and (b) annual measurement of the methane content in the exhaust gas — without further specifying the

details of implementation measures.

Considering the requirements, a satisfactory monitoring implementation involves two basic devices: (1) a
simple time recorder that monitors the flare’s switch position (on or off) and (2) gas analyzers to measure
the methane content in the flare exhaust gas. Implementers are often not sure about the implementation
procedure due to lack of specific or ambiguous instructions, unavailability of measuring devices, lack of

understanding of CDM process to request changes or obtain advice, or a combination of all.

Consequently, they often apply measures that — although has little impact to measurement accuracy, is
considered as defying the monitoring requirements by the DOE or the RIT. Such measures include
replacement of the required values with a figure provided by the flare manufacturer or partial

implementation of the monitoring requirement.

One of the most crucial checks in the pre-implementation steps is the identification of all measuring
devices and the consideration of their suitability. For example, if a project operator already owns an
apparatus to analyze the gas concentration for other purpose, it is still necessary to check if this device can
meet its CDM monitoring function. This is because a device can only provide an accurate measurement

within the range of which it has been designed and calibrated for. For example, a gas analyzer is designed
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for measurement of methane concentration within ppm' level — this device is not suitable to determine
methane concentration in biogas, which is within 40% to 60%. It shall be noted that re-adjustment and re-

scaling of devices are not acceptable practices and a new device is required.

Pre-implementation device checking would have identified any non-compliance or insufficiency of
available devices before the start of the crediting period. In the above example, if no gas analyzer is
available on-site, project operator should have considered and investigated other possible implementation
measures, such as performing sample analysis in a laboratory and implementing this measure under the
monitoring procedure. Ideally, the identification of the monitoring needs, compliance and procedure

should involve all relevant departments.

3.4 EQUIPMENT & INSTRUMENTATION MAPPING AND LLABELING

If the project operator has not yet established an equipment naming and labeling system, it is necessary to
start doing so. For CDM purposes, it does not need to meet engineering or international standards but it
should allow equipment and instruments to be easily referred to onsite and accurately labeled for
documentation purposes. The naming and labeling of the equipment and instrument should be unique and

clear, preferably using materials that will not be damaged by heat or moisture.

In minimum, the naming and labeling system should be accompanied with a map that indicates:

a. Major equipment with a unique name;

b. Major pipe network to which the instrumentations are attached indicating the material

flow;

c. Location of instrumentations relative to the major equipment with a unique name;

d. Location of any sampling points relative to the major equipment with a unique name.
Figure 1 illustrates a simple process flow diagram (PFD) of a hypothetical biogas extraction system for
electricity and heat generation from an effluent stream. The biogas from effluent stream is extracted from
an anaerobic digester, AD-101, before being fed to a power generation system, GE-101, and heat
generation system, HE-102. Excess gas is flared in unit FL-101. The position of all instrumentations,
indicators, sampling points relative to major equipment, and direction of material flow are indicated in the

diagram.

! Part per million
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3.5 ESTABLISHING AN IMPLEMENTATION STRATEGY

In addition to checking the readiness of your data sources and resources, it is important for a project

operator to devise a detailed strateey on how the monitoring plan should be implemented. Some aspects
p gy gPp p p

that should be covered under this strategy are:

A. Distribution of Data Collection Tasks. For every data that is mandated to be recorded, the

personnel in charge should be identified. Step-by-step instructions on how the data should be

measured, logged, consolidated and archived shall be provided to these personnel.

B. Distribution of Equipment Calibration Tasks. For every instrument or device that is used for

CDM monitoring, its associated calibration means, standard, and requirement should be identified

and a procedure should be established to ensure its compliance to the monitoring plan.

C. Mechanism for Data Reconciliation. The project operator needs to identify which data is

required to be reconciled from other sources and integrate this step as part of the standard

procedure for monitoring.
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D. Archiving Data and Reports. In general, CDM requires data to be maintained for a minimum of

2 years after the crediting period. However, there are cases where the monitoring plan applies a
stricter requirement such that data will need to be kept up to 5 years after the crediting period has
ended. In order to meet this obligation, the project operator must establish the means of data
keeping and maintenance that ensure the survival of data for the required period.

Emission Reduction Calculation & Reporting. Ideally, a calculation and reporting format
report should have been established at the early stage and this can be adopted throughout the
crediting information with minimum effort. This adoption can significantly reduce the volume of
data consolidation and facilitate reporting prior to the verification process.

Personnel Trainings and Procedure Compliance. If tasks are well delegated, it is important that
human resources be empowered to perform the tasks in the appropriate manner. The project
operator should identify trainings that might be required to ensure that the tasks can be carried out
smoothly. For example, the person in charge to perform gas sampling should have a good
understanding on how the sample should be taken and handled to minimize contamination. They
should also have a good understanding of statistical knowledge to perform the tasks within the

confidence required by the monitoring plan.

It is important that the project implementation strategy is fully documented and maintained. The above

aspects should ideally be covered in a Standard Monitoring/Reporting Procedure. Every organization

is dynamic and their commitment to maintain CDM should be consistent throughout the 10 years or 21

years of crediting period. Proper documentation of procedure and strategy not only ensures that the

procedures survive, but also demonstrates that the project operator creates or maintains a good standard of

monitoring implementation. The presence of the document itself may add some level of credibility into the

annual emission reduction report.

(®) Mitsubishi UFJ Securities

MUFG

Page 14



GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

4 DEVELOPMENT OF STANDARD PROCEDURES

At pre-implementation steps, the mechanism of data capture, archiving, and reporting has to be identified
and established by translating the monitoring requirements into an infrastructure in the form of a Standard
Monitoring/Reporting Procedute. This section explains in detail, through example — information that may

be applicable to perform this function.

4.1 INFORMATION IN THE MONITORING PIL.AN

Version 5 of the guideline for completing CDM PDD and CDM New Methodology mandated the
monitoring plan in PDD to contain detailed information on how to collect & archive relevant data for the
(1) estimation or measurement of emission from the project within the project boundary; (2) determination
of baseline emission; and (3) identification and measurement of emissions outside the project boundary.

The monitoring plan typically satisfies this purpose by listing and detailing data in a format shown inTable
12,

The “Data/Parameter” heading describes the notation or ‘ID’ of the data related to its emission reduction
calculation method. The “Data Unit” specifies the unit in which the data must be reported which may not
necessarily correspond to the unit in the actual instrument. If conversion is required, conversion method

should be provided during data collection/reporting to minimize possible etrors.

The “Source of Data” entry describes where the data should be taken and recorded, and the manner by
which the data should be obtained is specified under “Measurement Procedure” and “Monitoring
Frequency”. These entries are typically very brief and often subject to interpretation as illustrated in the

next few examples.

TABLE 1

Example of Entry (taken from AM002 Version 02)
Data/Parameter EGroy
Data Unit MWh (annual)
Description Quantity of electricity generated by the project during year y
Source of Data 1. Onsite measurement

2. Electricity Sales Receipt
Measurement Procedures (if any) | Onsite electricity meter

2'This presentation format applies for PDD complying with Version 5 of the guideline. Eatrlier versions use a slightly different

format.
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Monitoring Frequency Continuously

QA/QC Procedures Meter should be calibrated regularly according to manufacturer guideline.

Measurement results should be cross-checked with the quantity of invoices from the grid operator

The Quality Assurance and Quality Control (“QA/QC”) Procedure provides the requirements to ensure

that the reported data has taken efforts to eliminate possible major errors either through

consolidation/reconciliation from other sources or through instrument maintenance (calibration).

However, similar to the Monitoring Procedure, it requires careful interpretation.

4.2  ACCURACY IN MEASUREMENT

In some cases, the QA/QC requires that data must be reported with its measurement uncertainty to ensure

reporting accuracy. Although this requirement seems to vary from one plan to another, it is a good practice

to include the measurement uncertainty in the monitoring process. With this consideration, it is necessary

to provide brief information about the sources of measurement errors and its propagation for the purpose

of procedural development.

42.1 Type of Error

Accuracy is defined as the closeness of agreement between the result of a measurement and a true
value of the measure. The disagreement of measurement or error results from all aspects of

measurements, and can be distinguished into two types: (1) Systematic error and (2) Random error.

Systematic error describes errors in the output readings of a measurement system that are
consistently on one side of the correct reading therefore the error are all positive or all negative. This type of
error arises from system disturbance during measurement such as the changes in environmental
input (for example, change in humidity may affect the reading of certain instruments). It also
largely arises from an un-calibrated instrument for which reading has drifted from true value

because of the declining characteristics.

Random errors are a perturbation of the measurement on esther side of the true value. Random error
is caused by random and unpredictable effects such that positive errors and negative errors occur in
equal number in a series of measurement. To a large extent, random errors can be overcome by

taking the same measurement a number of times and extracting a value using statistical techniques.
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4.2.2 Efforts to Minimize Error in Monitoring Plan

The Quality Control and Quality Assurance (QA/QC) portion of the monitoring plan deals with
the requirement to tackle error during measurement. It is important to realize that errors cannot be

fully eliminated but can largely be minimized through application of good monitoring practices.

Systematic errors from transient processes, change of environment and change in input are part
of equipment operations and are usually hard to control or impractical to correct. Systematic errors
from instrument drift, on the other hand, can be minimized through regular instrument calibration
and this is covered as part of the QA/QC in the monitoring plan, and discussed further in Section
5.

The monitoring plan takes into account the presence of random errors and prescribes a
requirement to minimize this type of error by specifying that certain parameters must be reported
within a specified confidence level. For example, a parameter is reported to deviate £2% with 95%

confidence level.

It is therefore necessary for the success of the CDM that the project operator can integrate steps to
minimize and report errors in their monitoring practice. One way to address this is by providing
clear and concise information on how to carry out the task in an efficiently designed data log form

that will be discussed in a later section.

4.2.3 Errors Propagation During Reporting/Calculation

The built-in errors are propagated during reporting and calculation of a measurement as a
measurement system often consists of several separate components, each of which is subject to
errors. When the measurement systems are combined during mathematical operations (addition,
subtraction, multiplication and division), the error is aggravated and thus, should be taken into

account.

The followings are practical methods to account for errors propagation from two measurement

readings: X=x & ax and Y=y £ by. X and Y are uncorrelated values.

Error in Addition, A=X+Y, A=(x+y) + e where € =+/ax’ + by’

EQUATION 1
Error in Subtraction, S=X-Y, S=(x-y) * ¢ where €=/ax’ + by’

EQUATION 2
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Error in a Product, P=X.Y, P=x.y + ¢ where € =+/a” + b’
EQUATION 3
X
Error in Division, D=X<+Y, D=2 + e where e =+/a® + b?
y
EQUATION 4

Examples of the calculation are integrated in the next sections.

4.3 INTEGRATING QA/QC INTO THE DATA CAPTURE FORM

In order to fully comply with the QA/QC procedures, it is recommended that these procedures be applied
right from the source of the data itself. One mechanism to do this is by integrating the procedure into the

design of the data capture form or log.

Form 1 on page 21 is a generic template form that serves as an example of the integration of the QA/QC

into the data capture process. The template form is designed with the following common underlying

principles:

(a). Ensure that the data collector takes measurement from the correct instrument;

(b).  Ensure that the data collector checks if the instrument involved has been calibrated,;

(©. Ensure that the data collector knows what do before and after data has been collected, during

normal and abnormal periods;

(d).  Attempt to maintain consistency between the monitoring plan in the PDD, Data Archives, and

Monitoring Report.

The form is normally divided into four general areas (1) the General Information: (2) Instrument

Information (3) Monitoring Instructions and (4) Data Log.

The General Information provides three types of information: (1) the archive reference source, (2)
document number and (3) the measurement objectives. A template should ideally be developed for each
monitored parameter. The “FORM TYPE” information provides an indication of the original template

from which the form is created or sourced.

For document control purposes, each form issued will have a reference number, and this is indicated in the

“FORM NUMBER?” field. This reference number will be useful during the reporting time as data for
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calculation can be easily referred to this source whenever necessary. Additionally, this would allow any

supporting document to be easily searched for during verification time.

The “DATA TO BE MEASURED” field provides brief information of the measurement objective
corresponding to the monitoring plan. The associated “CDM ID” is displayed for clear variable reference

to the associated method or formulae described in the monitoring plan.

In order to ensure that readings are not taken from the wrong instruments/units- in particular, for projects
that have multiple equipment of the same type, the relative location of the measurement point for a major
equipment should be clearly displayed. In Form 1, this is displayed under the “DESCRIPTION OF
LOCATION?”. For example, the reference “GE-101" refers to the Gas Engine of the Power System in the

process described in Figure 1 on page 13.

The person who is responsible for managing the accuracy of the data is identified and displayed in the
“PERSON RESPONSIBLE” field, preferably with the name of the department to which he belongs.

Additional information such as the person who supervises the data mining activity can be included.

Under the “INSTRUMENTATION INFORMATION? area, instrumentation specifications are displayed
for internal/external supervisory or auditing purposes. The “INSTRUMENTATION ID” provides a
reference or a link to any other maintenance documents such as Calibration Record (Form 6, page 40). The
instrumentation type, manufacturer and model, and serial number provide specific information about the
instrumentation to allow data miners to verify the instrument itself before data taking began. This process
is particularly important for projects involving numerous instrumentations of the same type. When

necessary, this process should be included as part of the monitoring instructions.

The “INSTRUMENT CALIBRATION INFORMATION” field allows data takers to verify if the
instrument has been calibrated. If the calibration period expires, the data miners should request calibration

to be performed and the request procedure should be included as part of the monitoring instructions.

The “UNCERTAINTY LEVEL” records the random error level of the measuring device just after
calibration. 'This uncertainty level information is provided as a reference for the “MAXIMUM
REPORTING UNCERTAINTY” information provided under the Monitoring Instructions area and may
be relevant for data where the monitoring plan applies a maximum uncertainty level of propagated error.
If, due to various reasons, the combined uncertainty level exceeds the reporting requirement, correction
measures should be taken either by discounting the reported value or by tightening the uncertainty level of

the instrument.
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The “MEASUREMENT RANGE/UNIT” reflects the reading capacity and reporting of the instrument
itself. This limit information provides additional supervisory measure to check the suitability of the unit for
the measurement purposes. It allows the supervisor to ensure that the readings are not too near the end of
the measurement capacity of the instrument. For example, if the counter has a range between 0 to 100
units, and the recorded periodic measurement is 90 to 98, then the instrument is recording data near the
upper limit and there is a possibility that it will re-roll to zero or stop counting when it reaches 100. In such
a case, the supervisor should adjust by either shortening the monitoring period or installing a new counter

with greater measurement range.

MONITORING FREQUENCY and the MAXIMUM REPORTING UNCERTAINTY requirement (if
any) is marked under the MONITORING INSTRUCTIONS. The instructions should also provide clear
information of what to do before, during and after reading as well as steps that needs to be carried out
during an abnormal situation. Data takers must read and understand all of these instructions before

carrying out the activity.

BEFORE DATA READING provides steps that need to be taken, and information that should be read
and understood before the activity is performed. Such information may include verification of instrument

at ID and calibration check, preparation steps, notification requirement before sampling, etc.

AFTER DATA READING provides steps required after the activity is completed. Such information may
include re-zeroing of a counter; error check level; re-installation of anti-tampering device; re-service and

storage instructions for off-line devices; archiving instructions or reporting requirement, etc.

ABNORMAL SITUATION provides steps required during abnormal situations such as maintenance
shutdown, instrument re-calibration, instrument change, etc. The standard requirement for such a situation

is to archive the current form and re-start with a new form at start-up.

Certain instruments do not provide accurate readings during abrupt transient processes such as shut down
or start up or capacity change. Any measurement taken during these periods ,may fluctuate and may be
deemed meaningless. In such cases, these periods should be eliminated from the reading and clear

instruction on the elimination process should be provided under this heading.

The requirement to reconcile data from other sources is provided under “SPECIAL REQUIREMENTS”.
If data needs to be obtained from different departments then the submission instructions should be
provided. Alternatively, if the same person is responsible for both data collection and reconciliation,
reconciliation instructions can also be included under this heading. For example, “Reconcile using form

XXX”. More on reconciliation is provided under Form 5 (p. 31).

(®) Mitsubishi UFJ Securities

MUFG Page 20




GHG Emission Reduction Monitoring & Reporting Guideline

Version 1-1.0, August 2006

The “DATA LOG” area is where the data is recorded or calculated. It is important, when designing a form,
that the “DATA LOG” area should reflect raw data collection process in the subsequent order. This allows
data to be easily recorded during the process without the need for unit conversion that may distract or

create room for error during recording.

It is also important to leave a space for “NOTE”, so that data taker can leave pertinent information. For
example, if the combined error is greater than the required limit. data takers can leave a note that a
correction measure has been requested. Another example is if the instrumentation reading shows

abnormality, investigation should be carried out and findings can be noted in this space.

FORM 1 - DATA COLLECTION TEMPLATE

GENERAL INFORMATION

FORM TYPE: FORM NUMBER:
DATA TO BE MEASURED: CDMID
DESCRIPTION OF LOCATION: PERSON RESPONSIBLE FOR DATA LOGGING:

NAME: DEPARTMENT:

INSTRUMENTATION INFORMATION

INSTRUMENT ID: INSTRUMENT TYPE:
MANUFACTURER/MODEL: SERIAL NUMBER:
MEASUREMENT RANGE AND UNIT: INSTRUMENT CALIBRATION INFORMATION:
UPPER MEASUREMENT LIMIT: LAST CALIBRATION DATE:
LOWER MEASUREMENT LIMIT: NEXT CALIBRATION DATE:

UNCERTAINTY LEVEL:

INSTRUCTIONS
REQUIRED MONITORING FREQUENCY: MAX. REPORTING UNCERTAINTY
BEFORE DATA READING: ABNORMAL SITUATION:
AFTER DATA READING: SPECIAL REQUIREMENTS:
DATA LOG
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During implementation, the above generic template should be adjusted to reflect the actual practice in the
project organization. The next few sections provide examples of how the above form is adjusted for the

purposes of data logging for a:

1. Direct instrumentation reading;

2. Parameter that requires estimation;
3. Parameter that requires sampling;
4

Data reconciliation purpose

4.4 DIRECT INSTRUMENTATION READING

Form 2 provides an example on the utilization of Form 1 (p.21) for the monitoring of electricity output
from the plant described in Figure 1 (S. 3.4, p. 13). The monitoring requirement for this data is provided in
Table 1 (p.15). The monitoring plan requires that zhe quantity of electricity generated by the project during year y
should be captured using an electricity meter continuously. Electricity output measurement is generally
quite straightforward as the electricity meter is an online instrument and functions as a (cumulative)

countetr.

FORM 2 — EXAMPLE OF ELECTRICAL OUTPUT LOG FORM

GENERAL INFORMATION

FORM TYPE: ELO-1 FORM NUMBER: ELO-06-1000
DATA TO BE MEASURED: ELECTRICAL OUTPUT CDMID EGruy
DESCRIPTION OF LOCATION: PERSON RESPONSIBLE FOR DATA LOGGING:

POWER GENERATOR, GAS ENGINE GE-101 NAME: DEPARTMENT:

INSTRUMENTATION INFORMATION

INSTRUMENT ID: E-101 INSTRUMENT TYPE: ELECTRICITY METER
MANUFACTURER/MODEL: COMPANY XYZ SERIAL NUMBER: SN.007.XYZ.XXX
MEASUREMENT RANGE AND UNIT: INSTRUMENT CALIBRATION INFORMATION:
UPPER MEASUREMENT LIMIT: 99,999 KWH LAST CALIBRATION DATE: 28 MAY 2006
LOWER MEASUREMENT LIMIT: 0 KWH NEXT CALIBRATION DATE: 28 JANUARY 2008
UNCERTAINTY LEVEL: 1%
INSTRUCTIONS
REQUIRED MONITORING FREQUENCY: WEEKLY MAX. REPORTING UNCERTAINTY +2%
BEFORE DATA READING: ABNORMAL SITUATION:
1. VERIFY INSTRUMENT ID AND SERIAL NUMBER 1. ARCHIVE THIS FORM AND RESTART WITH A NEW FORM EVERY

EQUIPMENT SHUT-DOWN (MAINTENANCE OR EMERGENCY), OR

2. CHECK CALIBRATION DATE. REQUEST FOR CALIBRATION IF NEXT INSTRUMENT CHANGE OR RECALIBRATION

CALIBRATION DATE IS WITHIN A MONTH OF LOG DATE

AFTER DATA READING: SPECIAL REQUIREMENTS:

1. ZERO INSTRUMENT AFTER READING 1. SUBMIT A COPY OF THE COMPLETED FORM TO ACCOUNTING FOR
2. RE-INSTALL TAMPER-PROOF LOCK AFTER READING RECONCILIATION WITH SALES DATA

3. CUMULATIVE ERROR SHOULD BE BELOW MAX. REPORTING
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UNCERTAINTY, REQUEST FOR READJUSTMENT IF CUMULATIVE
ERROR EXCEEDS THIS LIMIT

4. RETURN TO ARCHIVE

DATA LOG
WEEK NO. WEEK START DATE WEEK END DATE READINGS ACCUMULATION NOTE:
(KWH) (KWH)
1 30 JUNE 2006 6 JULY 2006 14,523 £ 291 14,523 + 291
2 7 JULY 2006 13 JULY 2006 17,678 + 354 32,201 + 458

12

(A) TOTAL ELECTRICAL OUTPUT IN THIS PERIOD IN KWH

(B) TOTAL ELECTRICAL OUTPUT IN THIS PERIOD IN MWH = (A)/1,000

As a counter, the electricity meter already satisfies the “continuous” monitoring requirement. Therefore,
frequency of periodic data logging is determined by the equipment measuring range, in this case it is

decided that weekly logging is deemed sufficient.

Under the monitoring instruction in Form 2, the data miner is required to verify the instrument ID and
Serial Number with the information provided in the form to ensure that he/she takes data from the correct
electricity meter. The data miner is also required to note the next calibration date to make sure that the
instrument has been calibrated at the time of reading. Instruction also request that instrument is to be re-

zeroed and anti-tampering device must be re-installed.

The reading is recorded in the data log area where the data miner can immediately calculate the
accumulated output. Recording data with its uncertainty should be made a standard practice. This practice
allows that any uncertainty level greater than the maximum allowed can be identified during the data

mining activity- and early correction can thus be carried out.

4.5 PARAMETER MONITORING WITH ESTIMATION

Many monitored parameters require a combination of direct data reading and report estimation. This is
common in the monitoring of a thermal output in projects that generate heat as a form of energy. For the
hypothetical process described in Figure 1 (p. 13), the thermal energy is generated as steam in a biogas-
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fuelled boiler. The thermal energy is therefore equivalent to the amount of heat being captured by the

water during the steam production process.

The requirement to monitor this data is presented in the following table taken from ACMO0010 version 10.

TABLE 2
This examples is taken from ACM0010 Version 01
Data/Parameter HGerY
Data Unit MJ
Description Heat used by project AWMS
Source of Data Project Proponent

Measurement Procedures (if any) | Archive electronically during project plus 5 years

Monitoring Frequency At start of project

QA/QC Procedures Fuel purchased records to be cross checked with estimates

The above monitoring plan requires the measurement of the amount of heat from the project. In this case,
thermal energy indication cannot be obtained through direct instrument measurement but through
observation of the steam pressure and temperature, using a standard engineering tool called “steam table”
for which further calculation needs to be performed to calculate the thermal output. Hence, the monitoring

of thermal output is a combination of parameter monitoring and calculation.

Form 3 provides an example of how the data capture template (Form 1, p.21) is used to capture this type
of information. It is pertinent to note that the calculation method conveyed in the form may not be
applicable to all processes as this varies from project to project. The method to calculate the thermal

output is not typically provided in the PDD, and must be established with advice from a qualified engineer.

The measurement of thermal heat output (““THO”) involves the monitoring of five instruments. Referring
to Figure 1 (p. 13), these are a flow meter (F-105), two thermocouple (T-101 and T-102), and two pressure
indicators (P-101) and (P-102). These meters are non-counter type but its readings are recorded in a

continuous data-recording device. This device records the instrumentation readings at a given interval.
It is accepted that the thermal parameter are going to be calculated using the following sequence:

Calculate the monitoring duration, M in seconds

Average the water flowrate (F-105) within this period, F_av(kg/s)

1

2

3. Calculate total flowrate during duration F_tot (kg) = F_av * M

4. Average the water inlet (T-101) and outlet temperature (T-102) as Tin_av (degC) and Tout_av(degC)
5.

Average the outlet pressure (P-101) and inlet pressure (P-102) as Pin_av(kPa) and Pout_av(kPa)
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Using steam table find inlet specific enthalpy, Hin (Tin_av, Pin_av) in kJ /kg

6
7. Using steam table find outlet specific enthalpy, Hout (Tout_av, Pout_av) in kJ /kg
8. Calculate enthalpy difference between inlet and outlet, deltaH = Hout-Hin in k] /kg
9. Calculate thermal energy output, THO=deltaH * F_tot

The above method is reflected in the DATA & CALCULATION LOG area of Form 3.

The monitoring plan in Table 2 also requires THO to be crosschecked against the “fuel purchase record”.
Presumably, this refers to the amount of fuel used to fire the boiler. However, in order to make a
meaningful comparison, it is necessary to convert THO into its equivalent fuel value (EFV_THO) using
the fuel net calorific value (NCV_F). Therefore, EFV_THO = THO + NCV_F. This method is reflected

in the form.

It is pertinent to note that the equivalent fuel usage calculated as EFV_THO should always be lower than
the actual fuel feed into the boiler because this calculation does not consider the boiler efficiency.
EFV_THO greater than the actual fuel feed indicates there is something wrong in the calculation or

reporting method.
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GENERAL INFORMATION

FORM TYPE: THO-1 FORM NUMBER: THO-06-1000
DATA TO BE MEASURED: THERMAL HEAT OUTPUT CDMID HGery
DESCRIPTION OF LOCATION: PERSON RESPONSIBLE FOR DATA LOGGING:
HEAT GENERATION SYSTEM, BOILER HE-102 NAME: DEPARTMENT:
INSTRUMENTATION INFORMATION
INSTRUMENT ID F-105 T-101 P-101 7-102 P-102
INSTRUMENT TYPE MASS FLOW | THERMOCOUPLE BOURDON PRESSURE | THERMOCOUPLE BOURDON
METER GAUGE PRESSURE GAUGE
SERIAL NUMBER SN.UVEXXX | SN.TH.XXX SN.BPG.XXX SN.TH.XXX SN.BPG.XXX
MANUFACTURER COMPANY1 | COMPANY 2 COMPANY 3 COMPANY 2 COMPANY 3
MODEL NO.
SPECIFIC LOCATION WATER INLET | WATER INLET WATER INLET STEAM OUTLET STEAM OUTLET
HE-102 HE-102 HE-102 HE-102 HE-102
MEASUREMENT RANGE 5-200 0-200 10-5,000 0-200 10-5,000
MEASUREMENT UNIT M3/S (CUBIC | DEG.CELSIUS KPA DEG. CELSIUS KPA
METER PER
SECOND)
LAST CALIBRATION DATE | 28 MAY 2006 | 28 MAY 2006 28 MAY 2006 28 MAY 2006 28 MAY 2006
NEXT CALIBRATION DATE | 28 JANUARY | 28 JANUARY 2008 28 JANUARY 2008 28 JANUARY 2008 28 JANUARY 2008
2008
UNCERTAINTY LEVEL +2% +1% 2% +1% +2%
MONITORING & CALCULATION INSTRUCTIONS
MONITORING FREQUENCY | CONTINUOUS | CONTINUOUS USING CONTINUOUS USING | CONTINUOUS USING CONTINUOUS
USING DATA | DATA RECORDER DATA RECORDER DATA RECORDER USING DATA
RECORDER RECORDER
CALCULATION MONTHLY MONTHLY MONTHLY MONTHLY MONTHLY
FREQUENCY
MAX. REPORTING 2%, REQUEST FOR READJUSTMENT IF TOTAL UNCERTAINTY IS GREATER THAN 2%
UNCERTAINTY
BEFORE READINGS ABNORMAL SITUATION:

1.
2.

VERIFY INSTRUMENTATION INSTRUMENT ID AND SERIAL NUMBER.

CHECK IF ALL INSTRUMENTS ARE CALIBRATED. REQUEST FOR
CALIBRATION IF NEXT CALIBRATION DATE IS WITHIN 1 MONTH OF
LOG DATE

1. ARCHIVE FORM AND RESTART WITH A NEW FORM EVERY
EQUIPMENT SHUT-DOWN (MAINTENANCE OR EMERGENCY), OR

INSTRUMENT CHANGE OR RECALIBRATION

AFTER READINGS:

1. CUMULATIVE ERROR SHOULD BE BELOW MAX. REPORTING
UNCERTAINTY, REQUEST FOR READJUSTMENT IF CUMULATIVE
ERROR EXCEEDS THIS LIMIT

RETURN FORM TO ARCHIVE

SPECIAL INSTRUCTIONS:

1. TAKE MONTHLY AVERAGE VALUE (FLOWRATE, TEMPERATURE, AND
PRESSURE)

SUBMIT EQUIVALENT FUEL VALUE (EFV) TO ACCOUNTING TO BE
RECONCILIATED WITH FUEL PURCHASE DATA
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CALCULATION INSTRUCTIONS:

S o

CALCULATE M, THE NUMBER OF MONITORING SECONDS WITHIN THE MONTH
USED ATTACHED STEAM TABLE TO FIND SPECIFIC ENTHALPY INLET (H_IN) AND OUTLET(H_OUT) APPLY HIGHEST UNCERTAINTY FACTOR
CALCULATE DIFFERENTIAL SPECIFIC ENTHALPY (DELTA_H)=H_OUT-H_IN
CALCULATE FTOT, THE MONTHLY FLOWRATE

CALCULATE THO, THE MONTHLY THERMAL OUTPUT
CALCULATE MONTHLY FUEL USAGE TO BE RECONCILIATED WITH FUEL PURCHASE (INPUT) DATA USING NCV_F(KJ/KG) =27 x 10"6 + 1%

DATA & CALCULATION LOG

MONITORING PERIOD : | START: END: DURATION (S) F_TOT (KG/MONTH)
JANUARY 2006 00:00 AM, 12 23:59, 31 JANUARY M=1,728,000 S =F_AV*M
JANUARY 2006 | 2006 [25£2%] x 1728000
INSTRUMENTS READING READING (AVERAGE) | SPECIFIC ENTHALPY (KJ/KG) =4,455,000+2% kg/month
UNIT
T-101 DEG_C TINAV  92+1% H_IN 384.5 + 2% THO (KJ/MONTH)
P-101 KPA PINAV 75+ 2% ~DELTAFIXF_TOT
=[4,455,000 +2%] X [2,492 + 2.3%]
T-102 DEG_C TOUT_AV 200 + 1% H_ouT 2876.6 + 2% ~1.11x10M0 + 3% kJ/month
P-102 KPA POUT_AV 76+ 2%
EFV_THO(KG/MONTH):
F-105 KGIS F AV 25+2% DELTA_H 2492.1+58.1 THO= NCV. F
or =[1.11X1070 + 3%)] X [27x10"6::1%]
249212236 | 411 4 3% kgimonth
NOTE: UNCERTAINTY LEVEL ABOVE REPORTING REQUIREMENT, REQUEST FOR RE-ADJUSTMENT IS SUBMITTED.

MONITORING PERIOD : | START: END: DURATION (S) F_TOT (KG/MONTH)
M =F_AV*M
INSTRUMENTS READING READING (AVERAGE) | SPECIFIC ENTHALPY (KJ/KG)
UNIT

THO (KJ/MONTH)
T-101 DEG_C TIN_AV H_IN

=DELTA_HxF_TOT
P-101 KPA PIN_AV
T-102 DEG_C TOUT_AV H_oUT
P-102 KPA POUT_AV EFV_THO(KG/MONTH):
F-105 KGIS FAV DELTA_H =THO+ NCV_F
NOTE:

CUMULATIVE THERMAL ENERGY

ANNUAL OUTPUT (KJ/YEAR)

ANNUAL OUTPUT (MJ/YEAR)

CUMULATIVE FUEL USAGE

ANNUAL USAGE (KJ/YEAR)
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4.6 PARAMETER MONITORING THOURH DIRECT SAMPLING

Certain parameters require random sampling for measurement. Sampling is typically required for
parameters that cannot be measured continuously through on-line instrumentations for reasons such as
impracticality or cost. Common examples are the measurement of gas concentration ((CO,, N,O, O,, CH,)

in residual biomass or exhaust gas of a power generation plant, etc.

Inherently, a parameter measured through random sampling involves a certain degree of uncertainty in its
results. It is however, necessary to ensure that the possible error (or uncertainty) in the measurement is
small in comparison to the result of the measurement in order for the data to be useful. As mentioned
eatlier, the monitoring plan takes into account this aspect of uncertainty in sampling results by specifying

that this type of data may need to be reported within a certain confidence level, typically 95%.

The following example attempts to provide information on how to achieve the required measurement
results without providing fundamental knowledge of statistics. Such knowledge can be obtained from

various statistical literature and may be relevant for efforts to improve the accuracy of measurement results.

In Form 4 (p. 21), the basic template of Form 1 (p. 21) is used to monitor methane gas concentration in
the stack gas of the boiler HE-102, in the process described in Figure 1 (p.13). The concentration
measurement will be conducted using a hand-held gas analyzer that has been calibrated to 1% uncertainty
level after calibration. The monitoring plan requires the methane gas concentration to be reported with

maximum 2% uncertainty and 95% confidence level.

In order to do so, n=5 measurements (d1,...,d5) are taken with 5-minute intervals. The Mean (X_MEAN),
Variance (V), Standard Deviation (SIGMA), and Standard Error of the Mean (ALPHA) are calculated from

the recorded results using the following formulae:

X MEAN:id 3. SIGMA =3V
- n=1 )
5
>(d, - X _MEANY’ 4. ALPHA = SICMA
V: n=1 \/ﬁ
n-1

For 95% confidence level, the results of the sampling is expressed as X_MEAN®2*ALPHA. However, the
final number should also consider the gas analyzer uncertainty (MU) and therefore the total error, E

=2*ALPHA+MU. The final methane concentration is thus X _MEAN=E.

It should be noted that the monitoring plan requires the total uncertainty, E, to be below 2%, otherwise

the number of samples must be increased.
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FORM 4 - EXAMPLE OF RANDOM SAMPLING FORM

GENERAL INFORMATION

FORM TYPE: SAM-1 FORM NUMBER: SAM-06-1000

DATA TO BE MEASURED: CH4 CONCENTRATION CDM ID CH4_STACK1
IN STACK GAS EMISSION

DESCRIPTION OF LOCATION: PERSON RESPONSIBLE FOR DATA LOGGING:

HEAT GENERATION SYSTEM, EXHAUST OF BOILER HE-102

SURNAME, FIRSTNAME

INSTRUMENTATION INFORMATION

INSTRUMENT ID: GAIR-001 INSTRUMENT TYPE: INFRARED ABSORPTION GAS
ANALYZERS (HAND HELD
TYPE)

MANUFACTURER/MODEL: COMPANY XYZ SERIAL NUMBER: SN.007.XYZ.. XXX

MEASUREMENT RANGE AND UNIT: INSTRUMENT CALIBRATION INFORMATION:

UPPER MEASUREMENT LIMIT: 10  %VOLUME LAST CALIBRATION DATE: 28 MAY 2006

LOWER MEASUREMENT LIMIT: 01 9%VOLUME NEXT CALIBRATION DATE: 28 JANUARY 2008

UNCERTAINTY (MU): 1%

MONITORING INSTRUCTIONS

SAMPLING FREQUENCY: QUARTERLY (3-MONTHLY)

MAX REPORTING UNCERTAINTY: 2%, 95% CONFIDENCE

BEFORE SAMPLING: SAMPLING INSTRUCTIONS
1. CHECK DEVICE IF IT MEETS SPECIFICATIONS RECORDED ABOVE, | 1.  TAKE 5 MEASUREMENTS WITH A 5-MINUTE INTERVAL BETWEEN
REPORT ANY DEVIATION READINGS
2. CHECK IF DEVICE HAS BEEN CALIBRATED. SUBMIT REQUEST FOR | 2. USING FORMULA ATTACHED WITH THIS FORM:
CALIBRTION IF CALIBRATION DATE IS WITHIN 1 MONTH. « CALCULATE MEAN VALUE, X_ MEAN
AFTER SAMPLING: «  CALCULATE DEVIATION (D) AND D2
1. CUMULATIVE ERROR SHOULD BE BELOW MAX. REPORTING = CALCULATE VARIANCE, V
UNCERTAINTY, REQUEST FOR READJUSTMENT IF CUMULATIVE .
ML e CALCULATE STANDARD DEVIATION, SIGMA
> RETURN FORM TO ARCHIVE «  CALCULATE STANDARD ERROR OF THE MEAN, ALPHA
CALCULATE TOTAL ERROR, E=2*ALPHA+MU
ABNORMAL SITUATION *  READING RESULTS = X_MEAN + E
1 g?Eﬁg\T( gﬁ“é'gkilg\’,f:ggéRDEAg A?AFPJ,F\*‘@NS'T'ON PERIOD. WAITUNTIL | 3 | E |5 GREATER THAN MAXIMUM REPORTING UNCERTAINTY,
REPEAT PROCEDURE BY INCREASING NUMBER OF DATA SET BY
ANOTHER 5 MEASUREMENTS.
4. CALCULATE CONSERVATIVE RESULTS AS XMEAN-E
DATA SAMPLING
SAMPLING TIME: SAMPLE NO. (N) RESULTS (X) DA2=(X-XMEAN)2 STANDARD DEVIATION (SIGMA):
. =SQRT(V)
2 STANDARD ERROR OF THE MEAN (ALPHA)
3 =SIGMA/SQRT(N)
4
TOTAL ERROR (E)
5 =2*ALPHA+MU
CALCULATED VALUES X_MEAN VARIANCE(V) METHANE CONCENTRATION IN STACK GAS
= X_MEANAE
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4.7 MECHANISM FOR DATA RECONCILIATION

One of the most important issues to decide while establishing reconciliation procedure is frequency. The
monitoring plan generally does not specify the frequency of data reconciliation. It can be three months, or
six months, every shut-down, or annually. In general, a shorter time interval for reconciliation period
represents lesser risk for project operator to lose any data, a greater prediction in the accuracy for financial
reporting (if required), and an opportunity to make a correction should any data seem to deviate from

calculation. Additionally, it spreads the workload equally throughout the year.

In the discussion to find the optimum interval for reconciliation, it is crucial to involve the department
where the data is going to be collected or supplied. For example, if the field data needs to be collected by
the production department and sales receipts need to be collected from the accounting department, both
departments must be consulted and should agree and commit to the required frequency of record

collection/reconciliation.

The interval for reconciliation should be kept sufficiently short if the reconciliation data is derived from
sources with a large potential for error. In the previous example, the monitoring plan requires the thermal
output parameter (Table 2) to be reconciled with the “fuel purchased record”. However, the fuel purchase
record may consist of daily receipts from various vendors that may not correspond to actual fuel usage
within the same month. Additionally, comparing the thermal input and output values is meaningless
without knowing the efficiency factor of the boiler, which in itself is declining over the years. In such a
case, the reconciliation between the two values leaves a very large uncertainty gap, and the operator should

establish information on what can be regarded as “acceptable” by analyzing the reliability of data sources.

Form 2 (p.22) records electricity output of a power generator, and sets a reconciliation interval equivalent
to the form recording period every three months. Under the instruction section of the form, the data miner
must submit a copy of the completed form to the accounting department for reconciliation. The
accounting department receives this form and compares the recorded output with sales receipts/invoices
from the consuming company. Form 5 provides an example of a reconciliation form for this purpose.
Often, the date on the invoices may not correspond to the output recorded by the instrument. For this

reason, Form 5 uses the total annual consolidated value from the lower of the two records as the result.
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FORM 5 - EXAMPLE OF RECONCILIATION FORM

GENERAL INFORMATION

FORM TYPE: R-ELO-1 FORM NUMBER: R-ELO-06-1234
DATA MEASURED: ELECTRICAL OUTPUT CDM ID EGpay
EXPORTED TO XXX
DESCRIPTION OF LOCATION: POWER GENERATOR TO BE RECONCILED WITH: SALES RECORD DATA

GAS ENGINE GE-101

RECORD SOURCE INFORMATION:

DATA RECONCILITION PERSON & DEPARTEMENT:

PERSONNEL NAME: PERSONNEL NAME:

DEPARTMENT: DEPARTMENT:

RECONCILIATION FREQUENCY: 12-WEEKLY LOG FORM START DATE 30 JUNE 2006
DATA RECONCILIATION INSTRUCTIONS

BEFORE DATA READING:

1. ATTACH A COPY OF RECEIPT

2. ATTACH A COPY OF REFERRED RECORD
3. SUBMIT TO CDM COORDINATOR ANNUALLY

DURING ABNORMAL SITUATION:

1. DEVIATION GREATER THAN 10% FROM RECORDED OUTPUT
SHOULD BE REPORTED TO XXX

2. ANNUAL TOTAL ELECTRICAL OUTPUT FOR CDM PURPOSE
SHOULD BE TAKEN AS THE LOWEST NUMBER BETWEEN THE
TOTAL ANNUAL OF THE TWO RECORDS

DATA LOG
RECORD REF. | REPORTING PERIOD RECORDED OUTPUT SALES RECEIPT DATA
START DATE END DATE (MWH) RECEIPT NO QUANTITY (MWH)
ELO-06-1000 30 JUNE 2006 30 SEP 2006 | 155.215+ 2% DO-2006-XYZ-5678 24523
DO-2006-XYZ-5890 89.225
DO-2006-XYZ-8070 41.467
ELO-06-1001 30 SEP 2006 30DEC 2006 | 155.215+ 2% DO-2006-XYZ-5678 24.523
DO-2006-XYZ-5890 89.225
DO-2006-XYZ-8070 41.467
ANNUAL TOTAL FROM INSTRUMENT MONITORING 1,205,339 = 2%
FROM SALES RECEIPT DATA 1,205,325
DATA FOR CDM MONITORING REPORT
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4.8 DISTRIBUTION OF TASKS

For a large CDM project, distribution of tasks for data collection and reconciliation is inevitable. In such a
case, it is important to be clear on how the data should flow, and who shall carry the responsibility for data
collection and reconciliation as well as the supervisory line before the data reaches the CDM coordinator.
Figure 2 below provides a graphical representation for the data flow for the hypothetical case described in

Figure 1 (p. 13).

PHYSICAL PROJECT ACTIVITY

Field Data Engineering & Maintenance Officer

Collectors CAL-01 TO CAL-09
ELO-1, SAM-1,

SAM-2, SAM-3, v

THO-1, BIO-1, 1 .
BIO-2, EFR-1, Technical Manager |«

EFR-2

v

1
1
: Reconciled data set || CDM Coordinator |—»
1
1

MONITORING
REPORT

it

* (1) National & Local
Accounting Manager Regulations
(2) Grid Emission
Factors
Purchasing Officer Sales Officer
R-THO-1 ' R-ELO-1 :
| | v
SUPPLIERS CONSUMER(S OTHER SOURCES VALIDATOR

FIGURE 2 — EXAMPLE OF DATA FLOW CHART

In the above hypothetical example, the technical manager and the accounting manager become an integral
part of the monitoring process and the contact points for data. Procedures maintained and developed by
the CDM coordinator is deployed through these leaders that regularly supervise data collection and
reconciliation between the two departments. The CDM coordinator him/herself is in charge of the
monitoring of data from outside the project boundary such as a regulatory requirement, updating of the

grid emission factor as well as procedures for supervision and training as described in Section 3.2.
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4.9 (ELECTRONIC) DATA ARCHIVING INFRASTRUCTURE

Many eatlier versions of monitoring plan/methodology stated the required method of data archiving as
either electronic or hard copy. However the latest Guidelines for Completing CDM-PDD and CDM-NM’
only requires a qualitative explanation on how this data is going to be archived and no longer specifying
archiving procedures for individual parameters. At a minimum, the project developer should keep the data
complete for at least 2 years after the crediting period unless specified otherwise. In certain cases, data are
mandatory to be kept up to 5 years after the end of crediting period. Whatever the requirements, a
mechanism to ensure the survival of the archive should exist by creating multiple layers of back-up.

This may involve electronic back-up or parallel hard and electronic copies.

In most cases, a combination of electronic and hard copy archiving system is employed. In particular, if the
project involves a large volume of field data mining activities, direct data entry into an electronic archive
becomes impractical. The schedule of encoding may be selected that allows the hard copy to be

transformed into an electronic copy for electronic archiving after the data collection process.

The data archive is the central proof of the generated emission reduction. Good archiving practice
increases the credibility of the reported emission reduction, and minimizes the time required for

verification process.

4.10 INFORMATION & PROCEDURE DISSEMINATION

It is important that everyone involved in the CDM activities understand their role and their contribution to
the overall process. Data miners should be able to follow the instruction provided in the form, and the
department head should have a full knowledge about their responsibility to supervise the task. The CDM
coordinator should proactively promote this information through provision of standard procedure and

regular trainings, in particular during the first few months of monitoring operation.

The Standard Monitoring Procedure should be readily accessible to the CDM team members within the
company. The documentation shall describe all of the mechanisms for data collection, data flow,
calibration and recording, task delegation, archiving procedure, standard calculation methods, and standard
formats of reporting, as well as the routine performed by the CDM coordinator. Such documentation
serves as a supporting authentication of the monitoring system during the verification process and it also
ensures the survival of the procedure during organizational dynamics that may occur throughout the 10-

or 21-year crediting period.

3 Version 05 at the time of writing
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Likewise, skills that are required in performing data collection tasks must be identified in the standard
monitoring procedure and any sign of inadequacy must be followed with training. Any new member of the
team should receive a briefing on their CDM function and contribution to the overall goal. Procedural
audit is ideally conducted on a regular basis and followed up with measures to improve compliance of all

members of the team.
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5 INSTRUMENT & APPARATUS CALIBRATIONS

The measurement of emission reduction is based on the direct data readings from instruments such as
electricity meters, weighing apparatus, gas analyzers, flow meter, pressure and temperature sensors, etc. In
order to maintain the credibility of the reported emission reduction, the monitoring plan requires that
readings must be performed in a manner that ensures accuracy. Guideline on this manner is provided

under the mandatory Quality Assurance/Quality Control section of the monitoring plan.

In general, the guideline provided under QA/QC can be classified into two areas; (a) the requirement to
reconcile data from multiple sources and (b) the requirement to conduct instrumentation calibration to a

specified standard. This section covers the latter part of this requirement.

This section intends only to cover basic and practical knowledge for the project operator to implement the
calibration requirement of the monitoring plan, in particular the understanding of the selection of supplier
for calibration services. It is not intended to provide knowledge on how to perform calibration and should
not replace professional advisory during the design, installation, and calibration of instrumentations. Full
knowledge of instrumentation and calibration can be obtained in References R-3 and R-6 listed at the end

of this document.

5.1 NECESSITY FOR CALIBRATION

It can be normally assumed that new instruments will initially behave according to the characteristics stated
in the specification. During use, however, its behavior will gradually diverge from the stated specification
for a variety of reasons. Such reasons include mechanical wear and tear and the effects of dust, fumes,
chemical and operating environment. The rate of divergence from standard specification varies according

to the type of instrument, the frequency of usage, and the severity of the operating conditions.

However, there will come a time, determined by practical knowledge, when the characteristics of the
instrument will have drifted from the standard specification by an unacceptable amount. When this
situation is reached, it is necessary to recalibrate the instrument to the standard specifications. Such
recalibration is performed by adjusting the instrument at each point in its output range until its output
readings are the same as those of a second standard instrument to which the same inputs are applied. This
second instrument is one kept solely for calibration purposes the specifications of which are accurately

known.
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5.2  PRINCIPLE OF CALIBRATION

Calibration consists of comparing the output of the instrument (or sensor) under test against the output of
an instrument of known accuracy when the same input (the measured quantity) is applied to both
instruments. This procedure is carried out for a range of inputs covering the whole measurement range of

the instrument or sensot.

The calibrated instrument will therefore only be valid for the measurement range to which it has been
calibrated for. Outside this range, a modification or adjustment method must be employed. Adjustment,
however, should be conducted only by a qualified technician (in-house or in a standard laboratory) in

consultation with the manufacturer.

The instrument with known accuracy that is being used during calibration is called a standard, and is

usually chosen to be of greater inherent accuracy than the process instruments being calibrated.

5.3 FREQUENCY OF CALIBRATION

The determination of the frequency at which instruments should be calibrated is dependent upon several
factors that require specialized knowledge. These factors include, amongst others, the type of instrument,
its frequency of use and prevailing environmental conditions. It is therefore difficult, and almost
impossible to determine the required frequency of instrument calibration based on theoretical
considerations. In general, the instrument should be calibrated every maintenance shut down (on an annual
basis at least) and after any changes in the settings are performed such as after instrument maintenance or
repair. Should a different frequency be required the following procedure may be applicable for the

determination of the calibration period.

If an instrument is required to measure some quantity with an acceptable inaccuracy level of * 2%, then a
certain amount of performance degradation can be allowed if its inaccuracy immediately after recalibration
is £ 1%. What is more important is that the pattern of performance degradation is quantified such that the

instrument can be recalibrated before its accuracy is reduced to the limit defined by the application.

Therefore, the determination of the frequency of calibration is based on practical experimentation with the
following general steps:

1. Define the maximum permissible measurement error, MPME (= E%)

2. Calculate rate of performance degradation, RPD, for example, * n% per year

3. Calculate the period of which the instrument will degrade to the maximum permissible measurement
error (PD_MPME) in year (PD_MPME=MPME/RPD)
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4. 'The instrument should be calibrated within the period less than PD_MPME.

It is critical to note that the above (PD_MPME) should serve only as an initial estimate, and should be
regularly reviewed. It may happen that an instrument starts to go out of calibration more quickly than
originally calculated because of the instrument wear and tear, increase in frequency of usage, changes in
environmental/operating conditions, etc. A historical record of calibration can also setve as the basis of

such a review.

5.4 CHAIN OF CALIBRATION STANDARDS & TRACEABILITY

The next few paragraphs attempt to provide information on the different levels of calibration standards

applicable to industry.

5.4.1 Working Standard

A large organization may have a large amount of instruments to be calibrated. In such a case,
sometimes it is considered more economical to maintain special equipment for calibration purposes

in an in-house calibration laboratory.

In order to eliminate use-related deterioration, these equipment should not be used for day-to-day
measurement and must be kept in a controlled environment. By doing so, it can be safely assumed

that these instruments maintain their accuracy over a reasonable period of time.

Instruments kept for this purpose are called WORKING STANDARDS and represent the first
link in the calibration chain. By maintaining a working standard laboratory, an organization can

significantly increase the frequency of calibration without its associated third party calibration cost.

5.4.2 Secondary Reference Standard

Over the longer term, the accuracy of the working standards may also drift, mainly due to the aging
effect of the components within them. Therefore, a program must be instituted for the calibrating
of the working standard instruments at appropriate intervals of time against instruments of yet

higher accuracy. An instrument used for calibrating a working standard instrument is known as a

SECONDARY REFERENCE STANDARD.

A Secondary Reference Standard instrument is a very well engineered instrument that gives
accuracy and is stabilized against drift in its performance against time, and likely to be an expensive
instrument to buy. It is also kept in very controlled environmental conditions with respect to

ambient temperature and humidity.
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Only an authorized STANDARDS LABORATORY should perform the calibration of a working
standard against a secondary reference standard. Such laboratories are accredited and monitored by

a National Standards Organization.

After performing the calibration, a standard laboratory will issue a Calibration Certificate. A sample

of the calibration certificate is included in APPENDIX I at the end of this document.

5.4.3 Primary Reference Standards

The Primary Reference Standards describe the highest level of accuracy that is achievable in the
measurement of any particular physical quantity. All items of equipment used in a Standards
Laboratory as secondary reference standards must be calibrated against the primary reference

standards at appropriate intervals of time.

The National Standards Organization maintains these primary reference standards, performs the
calibration of secondary reference standards against the primary reference standards, and issues a

calibration certificate to the Standards Laboratory.

5.4.4 Traceability of Calibration

As described above, calibration has a chain like structure in which every instrument in the chain is
calibrated against a more accurate instrument immediately above the chain. All of the elements in
the calibration chain must be known so that the calibration of process instrumentation at the
bottom of the chain is traceable to the fundamental measurement standards. This knowledge is
known as “traceability” and is a mandatory requirement in satisfying the BN EN ISO 9000

standards.

Laboratory Standards Calibration services are available from both instrumentation suppliers such as
Yokogawa, Honeywell, Emerson and other independent laboratories. These laboratories must have been

accredited by a National/International Standard Organization to provide credible calibration setvices.

For a smaller organization, it may not be economical to maintain a working standard and the next available
option is to calibrate the instrument using a secondary reference standard in a Standard Laboratory. In
many CDM projects, regular calibration against secondary reference standards is often a minimum
requirement. It is important to note that this may involve the cost of sending the instrument to the

laboratory site or travel expenses for the instrument technician to the project facility.

For a larger organization with a sizeable number of instruments to be calibrated, it may be cost effective to

maintain working standards, and therefore minimize the frequency of costly laboratory standard calibration.
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However, the working standard still needs to undergo regular calibration against a secondary reference

standard.

5.5 OTHER APPLICABLE QUALITY ASSURANCE STANDARDS

A number of methodologies, such as AMO00034 mandates compliance with EN14181. This is an
international standard intended to improve air pollution level applicable for an Automated Measuring

System (AMS) or Continuous Emission Monitoring System (CEMS).

EN14181 covers selection of the measuring system during purchasing (QAL-1), calibration procedure
(QAL-2) and procedure to maintain and demonstrate the required quality of measurement results during
normal operation (QAL-3). Obviously, successful compliance with EN14181 depends on the selected
measuring system. Accordingly, investment in a measuring device (AMS or CEMS) not only involves
purchasing decision of an individual equipment but also selection of a supplier that can provide a

significant level of support and after-sales service on an on-going basis.

5.6 NATIONAL AND INTERNATIONAL STANDARDS ORGANIZATION

Most countries have a national body that is appointed as the accrediting body to the Standards Laboratory
and therefore maintain the primary reference standards. These National Standards Organizations are
members of the International Standards Organization or ISO. A member body of ISO is the national body
"most representative of standardization in its country”. Only one such body for each country is accepted
for membership of ISO. Member bodies are entitled to participate and exercise full voting rights on any

technical committee and policy committee of ISO.

For the Philippines, the designated National Standards Organization is the Bureau of Product Standards

(http://www.bps.dti.gov.ph). CDM often requires instruments to be calibrated using a STANDARD

Laboratory or a secondary reference standard. As mentioned in Section 5.4, calibration of these secondary

reference standards are performed and controlled by the National Standards Organization.

5.7 CALIBRATION RECORDS

An essential element in the maintenance of measurement systems and the operation of calibration
procedures is the provision of full documentation. This document should provide a full description of the
measurement requirement and the instrument to be used, including a calibration record chronicling any

calibration systems and procedures that have been performed for a particular instrument.
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The calibration records should register both internal calibration (against a working standard) and formal
calibration (against a standard laboratory). A record must be kept for every instrument irrespective of its

frequency of usage, whether or not the equipment is an operational or spare unit.
The following example is a calibration record form from Reference R-3 adjusted for CDM purposes.

FORM 6 - CALIBRATION RECORD FORM

GENERAL INFORMATION

FORM TYPE: CAL-00 FORM NUMBER: CAL-06-1000
INSTRUMENT ID: INSTRUMENT TYPE:

MANUFACTURER/MODEL: SERIAL NUMBER:

MEASUREMENT RANGE AND UNIT DESCRIPTION OF LOCATION:

UPPER LIMIT:

LOWER LIMIT:

INSTALLATION DATE (OR FIRST DATE OF USAGE): EXPECTED LIFETIME:

MIN CALIBRATION STANDARD BY MONITORING PLAN: MINIMUM REQUIRED CALIBRATION FREQUENCY:

SPECIAL INSTRUCTIONS: PERSON RESPONSIBLE FOR CALIBRATING THIS INSTRUMENT:

A.  Attach the calibration certificate to this document

B. Calibrate every maintenance shut-down

CALIBRATION RECORDS

CALIBRATION DATE CALIBRATION RESULTS CALIBRATED BY NEXT CALIBRATION DATE
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6 REPORTING EMISSION REDUCTION

At the end of the monitoring period, the project operator has to issue an Emission Reduction Monitoring
Report. This document is the central document for the verification process conducted by the DOE. The
report has two main objectives: (a) to report the amount of emission reduction that has been delivered by
the project activity; (b) to convince the DOE and the public that the emission reduction is credible, as it

has been obtained using high standard monitoring practices.

The first part of this section deals with the calculation of emission reduction. The second part covers the
presentation of a Monitoring Report to meet the second objective. To carry out these tasks, it is
fundamental that that the assigned personnel have a good understanding of the CDM and emission
reduction in general. The ensuing section secks to address this by providing a basic knowledge of emission

reduction.

6.1 BAsSIC KNOWLEDGE OF EMISSION REDUCTION

A CDM project is a project that, because of its activities, reduces the greenhouse gas (GHG) emissions.
The quantity of reduction is the difference between the baseline emission and the sum of the project and

leakage emission.

Emission =  Baseline - | Project + Leakage

Reduction Emission Emission Emission

EQUATION 5

The baseline emission is the emission from the baseline scenario determined during the PDD development.
The baseline scenario is the hypothetical situation that is most likely to occur in the absence of the project.
The method by which the emission from this situation is calculated has been established during the PDD

development. It usually requires a combination of vintage and recent data to calculate the baseline emission.

The project emission is the emission generated by the project activity within the project boundary set during
the PDD development. The project boundary is typically the project’s physical boundary but may
sometimes be extended to include systems outside the project’s physical boundary. If the project results in
emission outside the set boundary, the emission is considered as leakage emission. Similar to the baseline
emission, methods and formula to quantify project and leakage emissions are established and provided in

the PDD.
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The PDD reports a projected emission reduction throughout the chosen crediting period. This projection
serves only as ex-ante (before the event) information. The actual emission reduction is calculated through

the application of the monitoring plan and reported in the periodic monitoring reports.

6.2 EMISSION REDUCTION CALCULATION

The calculation of emission reduction can be conveniently performed using spreadsheet applications such
as Microsoft Excel or Lotus 1-2-3. A spreadsheet application eliminates human error from repetitive
calculation and speeds up the calculation time, and its advantage cannot be questioned. However, emission
reduction calculated in spreadsheet format can sometimes be hard to follow as its formulae/methods are
typically concealed within the results. During verification time, the process of detangling information may

add additional days spent for clarification.

It is therefore ideal for a project operator to device an efficient, transparent, and reusable spreadsheet
template that is easy to understand by all parties. Regardless of the software applications being chosen, the

spreadsheet should have the following characteristics embedded in its design:

1. Explain any sources of data being used for calculation. Cleatly refers to the data collection form, other

archive sources, and full and traceable reference to external sources.

2. Provide the calculation methods and formulae, which must be presented consistently with those in the

PDD.

3. Overall approach should be broken down into systematic procedures in consistent units. All unit

conversions should be explained.

4. Calculation should be clearly grouped into baseline emission, project emission and leakage emission;
within each group, calculation should further be sub-grouped according to its sources. For example,

Baseline Emission_CO2 Emission from Electricity Displacement

5. Calculation considers measurement uncertainty and error propagation (Refer to Section 4.2.3 for

methods);
6. Provide a summary of calculation as well as the immediate and final results.

7. A good spreadsheet should be easy to use, requires minimum modification or intervention as possible

to perform calculation, and features protection against unintended overwriting
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6.3 MONITORING REPORT

Once all data of a monitoring period are consolidated, the project operator can issue a monitoring report.
In addition to describing the calculated emission reduction discussed earlier, the monitoring report also
needs to convince the DOE and ultimately the public, that the reported emission reduction is credible. The
standard way to do this is to demonstrate that the data being used as the bases for the calculation of
emission reduction were obtained using acceptable methods and has passed Quality Control and Quality
Assurance. A good practice however, is to increase the level of credibility by providing documented
procedures, access to data archive, and any other proof that supports good monitoring practices such as
calibration records, internal audit reports, internal training reports, or compliance to international standards

1SO).

As part of this study, the TUV-SUD group presents a Monitoring Report template that provides structure
for the presentation of the above information. Please refer to APPENDIX II for the full template. In
general the monitoring report should cover the following topics: (1) General project information (2) Key
monitoring activities (3) Quality Assurance and Quality Control Measures (4) Calculation of GHG

Emissions.

0.3.1 General Project Information

General Information. This section contains brief information about the project including project
title, CDM registration number, short desctiption, monitoring/reporting period, applicable
methodology, the person responsible for preparation and submission of the monitoring report, the

issuance date of the report, and the report version.

Physical Implementation Status. Information on the implementation status compared to the
plan as laid out in the PDD should be described in this section. This information is particularly
relevant for a CDM project that will be or is implemented in several phases. The project operator
should also report if there are any elements of the project that have been only partially
implemented or revised, and information on how this has been dealt with in the monitoring and

reporting of emissions.

Plan for Modification. The project operator should provide information about any plan to
modify the process during the crediting period, be it for maintenance improvement or performance
improvement purposes. An assessment should be conducted to identify the impact of these
proposed changes to the (1) monitoring plan and to the (2) baseline, project, and leakage emissions.

The plan and the results of the assessment should be communicated to the DOE.
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Brief Operational Calendar and Plan. This section provides pertinent information about the
project operation within the monitoring/reporting petiod such as the period of
maintenance/emergency shut down, operating level (% of capacity), HAZOP trainings, Monitoring

Equipment training, etc.

6.3.2 Monitoring Activities

Monitoring Devices. The report should have a list of all instruments being used for CDM
monitoring purposes. It should ideally be presented in a table with information such as
manufacturer, type, serial number, date of installation, date of last calibration and uncertainty. A

CDM instrumentation map such as that provided in Figure 1 may also be included.

Calibration. Information on the calibration procedure and the standard being applied should be
reported, including if a third party conducts this calibration. Any calibration certificates should be

provided as supporting documents.

Archiving Method. A description of the adopted archiving system should be included in the
report. It should include information such as how the data form is kept including any efforts to

ensure data survival.

Data Collection. Records of parameters should be presented in tabular format (Table 3) with
pertinent information such as:
1. CDM ID consistent with the PDD

2. Brief information of the data source, for example: “Direct Reading from T-105" or

“Estimated from F-105, T-101”
3. Reference to the source of data. For example, Form No. ELO-06-1001 and ELO-06-1002

4. Brief information if the data has been reconciled with other sources. For example,

“Reconciled with sales data”
5. Reference to its reconciliation activity. For example, Form R-ELO-06-1001

6. Recorded/Calculated/Estimated value expressed with its uncertainty level and unit.
The data should be grouped accordingly, and an example of presentation is provided in Table 3.

= List of Fixed Default Values. This is the collection of index or factors that will be fixed

throughout the crediting period and is not required to be monitored.
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= Data Concerning the Project Emission. Data collection should be presented according to

the emission sources. For example, data for the estimation of CO, emission from stack gas,

which may include stack gas temperature, flowrate, and gas analyzer readings.

= Data Concerning the Baseline Emissions. Data collection should be presented according to

the emission sources.

* Data Concerning Leakage Emission. Data collection should be presented according to the

emission sources.

= Data Concerning Environmental Impact. Data collection relevant to the Environmental

Impact Assessment/Statement should be presented.

TABLE 3*

FIXED PARAMETERS

CDM ID Brief Description Value & Unit

GWP_CH4 | Global Warming Potential of Methane 21t-CH4/t-CO2

EF_GRID Emission factor of electricity grid 0.8t-CO2/MWh

DATA CONCERNING PROJECT EMISSION

CDM ID Brief Description Data Collection Reconciliation Value & Unit
Source Ref. Source Ref.

DATA CONCERNING BASELINE EMISSION

CDM ID Brief Description Data Collection Reconciliation Value & Unit
Source Ref. Source Ref.

EGpay Electricity Output E-101 ELO-06-1000 Sales Receipts R-ELO-06-1234 | 1,205,325 +2%

MWh

DATA CONCERNING LEAKAGE EMISSION

CDM ID Brief Description Data Collection Reconciliation

Source Ref. Source

Ref.

Value & Unit

4 Italic entry is provided as an example
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DATA CONCERNING ENVIRONMENTAL IMPACT

Data Description Value & Unit

6.3.3  Quality Assurance/Quality Control Measures

The project operator shall demonstrate that it has fully implemented the monitoring plan using best
practices. This section should provide a description of how quality assurance or quality control
procedures have been applied to the implementation process, ideally with reference to a

documented Standard Monitoring Procedure.

It shall also explain if any, efforts to establish organizational structure, introduce mechanism of
data collection and supervisory measures, map the equipment and instrumentation, institute
procedural training and personnel empowerment, set up an information framework, embark on an

internal audit and initiate compliance with an international or national standard.

6.3.4 Calculation of GHG Emissions

This section reports the approach and results of calculation of GHG emission reduction as per

Section 6.2. The emission reduction can be presented in tabular format such as in Table 4.

TABLE 4
BASELINE EMISSION
SOURCES FORMULA REFERRING TO CDM ID & VALUE IN TABLE 3 EMISSION IN T-CO2/YEAR
Fossil based electricity EGpav*EF_GRID 964,260+2%

displacement

TOTAL BASELINE EMISSION (A)

PROJECT EMISSION

SOURCES FORMULA REFERRING TO CDM ID & VALUE IN TABLE 3 EMISSION IN T-CO2/YEAR

Fossil fuel usage

TOTAL PROJECT EMISSION (B)

LEAKAGE EMISSION

SOURCES FORMULA REFERRING TO CDM ID & VALUE IN TABLE 3 EMISSION IN T-CO2/YEAR
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TOTAL LEAKAGE EMISSION (C)

TOTAL EMISSION REDUCTION

A-(B+C)

It is important to maintain data ID & unit consistency during data collection, archiving, calculation,

and reporting. This consistency ensures that data can be easily tracked during verification.
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7 MODIFICATIONS

It is likely that during the crediting period the project operator may need to modify certain parts of the
process, be it for maintenance improvement or overall process improvement. If such changes are proposed,

the CDM coordinator should assess the impact of these changes to the existing PDD.
The impact assessment should cover the following areas:

®*  Monitoring Plan. If the plan changes the installation of existing monitoring instruments, it shall be re-
located to a place that will not reduce the accuracy of the monitoring plan. Decision 17/CP.7 Annex H,
paragraph 57 allows monitoring plan modification only if it does not change or improve the accuracy
of monitoring, and re-validation process is required. It shall be noted that the change has to be
approved by the CDM Executive Board before its implementation; otherwise, the monitoring report

may not be accepted.

* Baseline, Project and Leakage Emissions. If the project modification will somewhat change either
one of the baseline, project, or leakage emissions (for example, by changing the fuel used, or capacity
increase, or partial replacement with a newer technology) it is likely that your PDD will need to be
revised. At the time of writing, there is no available provision for these changes and the project
operator should consult with a DOE or the company’s CDM Consultants to find the best available

course of action.
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8 POTENTIAL PITFALLS DURING IMPLEMENTATION

It is generally agreed that the requirement for monitoring implementation has become stricter in recent
months and will continue to be so in the years ahead. The establishment of the Registration and Issuance
Team (RIT) has tightened up the requirement to comply with the monitoring plan. Many projects have
been put under review by the RIT for reasons such as lack of transparency in data presentations, lack of
clarity in presentation of calculations, deviation from the monitoring requirement, etc. The RIT review
process may result in delay in the CER issuance process to several months or even years, which has a cash
flow implication to the CER seller or a potential failure for the buyer to meet its emission reduction

commitment.

Numerous factors may prove to be barriers to a successful implementation of a CDM project, which is
narrowly defined as the ability of the project operator to deliver the emission reduction and obtain the
CERs in the shortest possible time, thereby satisfying all parties concerned including the project participant

CER compliance buyer, DOE, and the UNFCCC bodies. It should be noted that based on experience, the

bl

time of CER delivery is often determined by the time required to consolidate data, which in turn is

determined by the monitoring practices of the project operator.

As part of this study, TUV-SUD shared their experiences during verification processes. The following
information is obtained from the presentation of Mr. Thomas Kleiset, the Head of CDM/]JI Division of

TUV-SUD in the Philippines in September 2006.

No. | Problem Encountered Possible Solutions
1 Interpretable description of monitoring | Build an implementation strategy before entering
method. crediting period. Conduct an initial verification

process, and review the strategy with the DOE.

2 Use of accuracy indication given by the | Check if this is in line with the monitoring plan in
equipment manufacturer. the PDD. If not, follow exactly the requirement in
the monitoring plan and request for revision if you
strongly believe that the new approach results in no
reduction in the monitoring accuracy.

3 No availability for local support (e.g. | Use instrument with minimum calibration
accredited laboratory) requirement to avoid down time due to calibration.

Inquire from your instrumentation vendor if
provides calibration services can be conducted on
site.

Request for replacement instrument if external
calibration results in extended down time.
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Consistency in time over reporting period

Choose a reporting period that is consistent with
your operational schedule, e.g. the period between
annual maintenances.

Includes all concerning departments to discuss the
optimum data collection/consolidation/reporting
frequency that works for everyone.

Data transfer between

computerized systems.

multiple

Integrate a workable archiving practice that
streamline data collection and transfer between
various parties/departments in the implementation
strategy.

Ensure that a workable strategy is in place before
the data collection activity began.

Time demand for data consolidation

Divide consolidation into smaller periods to spread
the workload throughout the year.

Distribute the workload to relevant departments
and request QA/QC to be done at source.

Implement a periodic data checking measure such
that any deviation can be corrected eatly.

Implement internal audit to ensure compliance to
procedure and avoid any data losses.

Verifiability of Data Processing

Simplify calculation.

Design a standard calculation format/spreadsheet
template with full description of methods that can
be used repetitively.

Discuss with a DOE during initial verification
process if your design format/spreadsheet has
sufficient clarity.

Maintain consistency of variable identification with
that in the PDD.

Missing documentations,
Private know how of a single employee,

Missing description of procedures and

processes.

Create a standard monitoring procedure
Provide trainings and refresher courses.

Perform internal audits to ensure compliance with
the standard monitoring procedure

Missing Availability of Proof, such as

calibration certificate

Integrate  QA/QC procedure with the data

collection process.

Provide clear instruction of what is required from a
task in the data collection form.

Perform internal audits to ensure compliance with
the standard monitoring procedure

10.

Missing investigation on the representativity

Integrate sampling procedures into the data
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of samples.

collection mechanism

Personnel empowerment
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APPENDIX T CALIBRATION CERTIFICATE & REPORT

SUPPLEMENTAL REPORT FOR 1-SAMPLE01-1-9

CALIBRATION LAB DATA AS FOUND / AS LEFT

BAMRr | SAMPLEOL-1-9 My Tramsnziion

Uieriplian Pressure Module Madel::  FD Series
Cusamen Qualite Company Seing [ 2793405

Malibreded Apr 20, 2005 FirRE POMNAR TERT
Tiats T Apr 20, 20067 Todbe OF1-124890-PL-7-0LELIINS

Serdee Tipe: . DA Calbgariog Frae: 1-ACO0805-]
TIOS ITEM 15 CALIRRATED TO MANUFACTURER SPLCIFLOATION TISTH G CUSTGMER REQUISTED AT POINTS.

Texeziplion '5¢|11;11r|.t' Agruracy | Low Tam | Iligh Limit | As Found £ As el ii: | Tnceriwniy (k=2 =} LRI
Pressine Measurd
Freaauie Uzscale _ LR =f0.23% FE o a5 fns Glpni S.428erd pri 2.1
K -?D.II F=a 153 205 pER G LS pui f. [ |
A0 e A 2m Fay L] 203 1 =:|.’.|1.-:_ Higse.2 pei 5871
.0 i 1. 255 TE) o azs G5 SO0 pa 20lVetpa e |
an {opei ol s BES o Ta5 Ars SE.IJ =] 401 pE L3 0]
J pEL =N Ia% ) 94,5 19235 LG i LUlGe 2 psi &5 1
1l ps 2% FEY L2 1205 1.1t psi o 421
B 1éni g | 12 FE) 1495 1403 Taded pe 451
L s 4&.::‘-3:, B {omus 1605 1280e L pd 4151
Tl I":'i (035N B ’ 1785 | 1505 L.3nde-7 pai Il
) 0% ps i 185,5 ! 2005 154 % psi il Zidrd i 14 |
--5-:\'“_..$:h|= B L3ME =l | D23 HWTE] B iTas L3 E | pec ) B B | | 130501 TEL{

When Uiteoctistica pre provided, tha wierlany sty irmhades e m=asumitrel puoses ard dnesnat inclady cncera ety conbriang e insinament tmd e st

B Uizl nor applicatle: Caaliiration T.al Trara Fopor - Fage 1af 1 B WEr: 1-SAMPLEO]-1-4

(®) Mmitsubishi UFJ Securities

MUFG

Page i



GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

APPENDIX II MONITORING REPORT TEMPLATE

The following Monitoring Report Template is courtesy information from TUV-SUD group, a leading

Designated Operational Entity.
CLEAN DEVELOPMENT MECHANISM

CDM MONITORING REPORT FORM - 1ST DRAFT

CONTENTS
A. General project activity and monitoring information
B. Key monitoring activities
C. Quality assurance and quality control measures
D. Calculation of GHG emission reductions
Annexes

Annex 1: Definitions and acronyms
Annex 2: Technical drawing

Annex 3: Energy and material flowchart including metering positions
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GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

Initial remark (referring to Decision 17/CP.7, Annex H, paragraph 54, 56, 58 and 60)

The monitoring plan contained in the registered project design document is to be implemented by the
project participants and the monitoring report shall be written in accordance with this registered
monitoring plan. The monitoring plan shall be based on a previously approved monitoring methodology or
a new methodology. The implementation of the registered monitoring plan and its revision, as applicable,

shall be a condition for verification, certification and issuance of CERs.
SECTION A. General project activity information

A.1  Title of the project activity:

A.2.  CDM registration number:

A.3.  Short description of the project activity:

. Max. V2 page

A.4.  Monitoring period:

. The 1st and the last day must be clearly indicated.

A.5.  Methodology applied to the project activity (incl. version number):
A.5.1. Baseline methodology:

A.5.2. Monitoring methodology:

A.6.  Status of implementation including time table for major project parts:
. To include: Complete schedule, commission date, major revisions and changes, etc.
A.7.  Intended deviations or revisions to the registered PDD:

A.8. Intended deviations or revisions to the registered monitoring plan (Decision 17/CP.7, Annex H,

paragraph 57 to be considered):
A.9.  Changes since last verification:

A.10.  Person(s) responsible for the preparation and submission of the monitoring report:

(®) Mitsubishi UFJ Securities
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GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

SECTION B. Key monitoring activities according to the monitoring plan for the monitoring
period stated in A.4 (referring to Decision 17/CP.7, Annex H, paragraph 53 (a) — (d) on data

collection and archiving)
B.1. Monitoring equipment:

B.1.2. Table providing information on the equipment used (incl. manufacturer, type, serial number, date
of installation, date of last calibration, information to specific uncertainty, need for changes and

replacements):
B.1.3. Calibration procedures:
B.1.4. Involvement of Third Parties:
B.2.  Data collection (accumulated data for the whole monitoring period):
B.2.1. List of fixed default values:
B.2.2. List of variables:
B.2.3. Data concerning GHG emissions by sources of the project activity (referring to paragraph 53(a)):
B.2.4. Data concerning GHG emissions by sources of the baseline (referring to paragraph 53(b)):
B.2.5. Data concerning leakage (referring to paragraph 53(c)):
B.2.6. Data concerning environmental impacts (referring to paragraph 53(d)):
B.3.  Data processing and archiving (incl. software used):
B.4.  Special event log:
. Any special events that occurred should be listed here with date and details.
SECTION C. Quality assurance and quality control measures
C.1.  Documented procedures and management plan:
C.1.1. Roles and responsibilities:
C.1.2. Trainings:
C.2.  Involvement of Third Parties:
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GHG Emission Reduction Monitoring & Reporting Guideline
Version 1-1.0, August 2006

C.3.  Internal audits and control measures:
C.4.  Troubleshooting procedures:

SECTION D. Calculation of GHG emission reductions (refetring to Decision 17/CP.7, Annex H,
paragraph 53 (f) and 59)

D.1.  Table providing the formulae used:

D.2.  Description and consideration of measurement uncertainties and error propagation:
D.3.  GHG emission reductions (referring to B.2. of this document):

D.3.1. Project emissions:

D.3.2. Baseline emissions:

D.3.3. Leakage:

D.3.4. Summary of the emissions reductions during the monitoring period:
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Emission Reduction Purchase Agreements: A seller’s perspective

Preface
Glossary

1. Chapter One: Introduction to ERPAs
1.1 Key elements
1.2 Key issues for the Project Developer

2.  Chapter Two: Walk through IETA 2006 ERPA

2.1 Emission Reduction Purchase Agreement v3.0

2.2 Schedule 1: Incorporate Provisions from the Code of CDM Terms
2.3 Schedule 2: Commercial Terms

2.4 Code of CDM Terms v1.0

3. CER pricing & terms of sale
3.1 Types of Agreement
3.2 Types of Pricing

4.  Some Key Concerns for the Project Developer
4.1 Termination Clauses
4.2 Clauses from other ERPAs

5. Balancing Risk, Price and Contractual Terms
5.1 Country Risks
5.2 General Project Risks
5.3 CDM Risks
5.4 Project Entity Risks
5.5 Division of the Risks and Benefits

6. Approaches to Negotiating an ERPA
6.1 Whose Standard Agreement?
6.2 Simple Negotiating Principles

7 Conclusions

Annexes: Resources

A.1 1ETA ERPA Version 3.0 2006— full text and Code of CDM Terms
A.2 Listing of further resources
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Preface

The Emission Reduction Purchase Agreement is a vital document for the
developer of a CDM project. This is the document that will ensure that all of
the hard work on finding financing, achieving CDM registration, constructing
the project, operating the project and monitoring, all of these elements actually
result in receiving a revenue from the CERs generated. However, there have
been many instances of project developers signing very unfavourable ERPAs,
and in doing so, taking on unnecessary risks, and not receiving a sufficiently
high level of reward.

This can be because of advantages that the buyer has:
- the buyer is very experienced, having negotiated numerous ERPAS
- often, the buyer insists on using its standard agreement
- the buyer has much greater knowledge about the market
- the buyer is more familiar with the language used

Or because of disadvantages on the seller side:
- often too optimistic about the likely results of the project
- may be too busy for detailed ERPA negotiations
- may not be confident dealing in a new area of business

The manual was produced in collaboration with a variety of stakeholders,
including the staff at DENR, project developers in the Philippines who had
experience of ERPA negotiations, and project developers with no such
experience. An initial feedback session was held at DENR in September, with a
more formal workshop held in October, where the author presented the findings
which form the backbone of this manual. We should also mention the
assistance that JICA has provided for this manual’s preparation.

This manual aims to help the seller overcome some of the difficulties outlined
above, and we very much hope that it is useful.

Matthew Setterfield
Mitsubishi UFJ Securities
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Overview

To help the project developer, the Seller, to overcome some of the difficulties
outlined in the Preface, this manual aims to bring more transparency to the
ERPA negotiation process, by highlighting some of the risks to the Seller, and
offering some advice on how to approach an ERPA negotiation.

The first key is to be able to actually understand the text of a typical ERPA, and
analyse its strengths and weaknesses - from your point of view. Therefore a
significant part of this report is taken up by a walk-through of the IETA’s 2006
model ERPA, (Chapter 2), a detailed analysis of issues surrounding termination
clauses and penalties (Chapter 4) and comments on some clauses from other
ERPAs (also Chapter 4).

At the same time the Seller needs to be able to understand the pricing options
available (Chapter 3) and to be able to analyse the risks being taken on by each
party to the Agreement (Chapter 5). The Buyer will certainly be making such a
risk analysis when setting their price, so it is useful for the Seller to be able to do
so too.

The manual ends with some more general guidance for the Seller and some
advice on how to approach the negotiations (Chapters 6 & 7).

The appendixes contain a copy of the IETA 2006 model ERPA, and listings to
give the reader access to some further resources.

Glossary

Buyer — the primary buyer of the CERs — the counterparty on the ERPA
CDM — Clean Development Mechanism

CER — Certified Emission Reduction ( = 1 tonne CO; equivalent)

EB — Executive Board (of the CDM)

ERPA — Emission Reduction Purchase Agreement

EU ETS — European Union Emissions Trading System

EUA — European Union Allowance ( = 1tonne CO2 equivalent)
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IETA — International Emissions Trading Association
Seller — sometimes referred to as the project developer, or Project Entity.

Disclaimer:

This Manual is intended as a learning tool for project developers, financiers or
government bodies in the Philippines who are involved in structuring CDM
projects and negotiating sale of CERs. It analyses some of the key legal and risk
issues involved in an ERPA negotiation. However, the Manual should in no
way be relied upon as legal advice for project stakeholders, as the appropriate
means to structure a CDM Project and sell CERs from that project will very
much depend on the particular project and the nature and interests of the
Project Participants. Independent legal advice should always be sought when
undertaking a CDM Project or entering into the types of contracts described
herein. The example contractual provisions provided are examples only. They
should be carefully considered and modified to suit the particular circumstances
of an individual CDM Project and should not be considered as legal advice.
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1. Introduction to ERPAs

1.1 Key elements

The key elements in any ERPA will cover the following areas:

Quantity of CERs to be delivered
Price per unit

Delivery schedule

Consequences of non-delivery
Other default events

ERPAs are usually long-term agreements and need to cover a range of potential
scenarios, so they will generally be more complex than this, often extending to
30 — 40 pages.

1.2 Key issues for the Project Developer

Overall, assessing and negotiating an ERPA can be seen as an exercise in finding
an appropriate balance between risk and reward. Therefore the key issues for a
Project Developer to consider when negotiating an ERPA include:

the rewards they wish to receive, which can differ, e.g. : maximizing
future revenue from CERSs; using an ERPA as collateral to obtain
further finance; upfront funding for project costs; etc.

the overall risks associated with the project: what barriers does the
project face before CERs are to be delivered, and how great is the
possibility of failure. It is helpful here if the Seller can assess how
the Buyer will perceive these risks too.

How does the ERPA deal with the project’s risks: who will be taking
responsibility for these risks, and are these risks manageable for the
Seller.

Finally, to assess whether the rewards on offer with a particular
ERPA are balanced with the risks the Seller is taking on.

This suggests that the Seller needs expertise in 3 key areas in order to assess
whether an ERPA meets their requirements:

1: A knowledge of the CER market, to know what rewards can be reasonable
expected — what is the benchmark for a reasonable buy offer?
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2: An ability to assess the risks associated with the project, and to work to
minimise these risks.

3: An understanding of the language used in ERPAs, and the ability to predict
how the ERPA would be used in the event of, e.g. a massive fall in CER prices, or
the failure of the Project to deliver the required quantity of CERs, or a change in
ownership of the project developer.

This manual aims to bring some transparent guidance for the second and third
areas above in particular. There is also some information related to market
prices, but the market can change rapidly, so it will be essential for each project
developer to find their own ways of assessing what price and conditions they can
obtain.

2. Walk through IETA 2006 model ERPA

The International Emissions Trading Association is an independent, non-profit
organisation dedicated to the establishment of effective systems for trading in
greenhouse gas emissions by businesses. It has carried out lengthy consulting
work among potential buyers of CERs, lawyers and participants in the emission
trading market to develop template ERPAs, which can be used as a standard for
all market participants. However, while the IETA ERPA professes to be a
neutral document, in practice most of the people involved with drafting the
IETA ERPA were close to the buyer side, and many of its clauses tend to favour
the buyer, rather than the seller. Nonetheless, most buyers will have a
template agreement similar to this, so it is important for potential CER sellers to
be aware of how these types of agreement work, so that they can negotiate for
clauses and wordings that are more favourable to them.

First it is important to gain familiarity with the overall architecture of the IETA
2006 ERPA, as it can be confusing at first glance. Most of the key terms of the
Agreement are described in detail in the Code of CDM Terms, which is an
attachment to the Agreement. The Agreement itself is relatively brief, and
mostly refers to the Code of CDM Terms for the contractual conditions, and to
separate Schedules for the commercial terms.
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Therefore, when reviewing draft agreements from a Buyer under this format, it
is essential to read the Code of CDM Terms first. The main body of the
Agreement cannot be clearly assessed without first gaining a firm understanding
of the definitions and terms in this Code.

The rest of this section will describe the terms of the IETA 2006 ERPA in
plainer language, and provide commentary on some of the key issues for the
seller to consider.

2.1 Emission Reduction Purchase Agreement v3.0

This largely refers to items described in more detail in the Code of CDM Terms.
Where options are available under the Code of Terms, the Agreement may
specify which option is to be used in this Agreement, but in many cases, the
Agreement refers to Schedule 1, which again refers back to the Code of CDM
Terms. Nonetheless, the main Agreement should be studied carefully, with
reference to the other sections, in order to ensure that the overall arrangements
are in line with the Seller’s understanding.

2.2 Schedule 1: Incorporate Provisions from the Code of CDM

Terms
This section has 2 main purposes:
1. To clarify in detail which options are to be exercised from the Code of
CDM Terms
2. To specify some items which are not dealt with in the Code, e.g. the

minimum credit rating of a Credit Support Party, the language and
place of arbitration.
It may appear that selecting the options from the Code is the key to negotiating
a favourable ERPA. However, if none of the options seems appropriate for
your project, then the wording of the options themselves are of course open for
negotiation.

2.3 Schedule 2: Commercial Terms

The information to be added here is based on the commercial negotiations.
The issues of pricing and sales structures are addressed in Chapter 3 of the
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Manual.
2.4 Code of CDM Termsv1.0
The Code contains 8 Articles.
Article 1: Definitions
This is the first, and longest Article. Many of the Definitions are simply

common sense — definition of a “US Dollar” or of a “Banking Day”. However,
some are more complex, and include several alternatives.

Comments:

The reader should note that these Definitions are just as negotiable as any
other part of the Agreement. Sometimes a definition may be disadvantageous
to the one or other Party, and clearly they will want to negotiate a different
wording. For some of the key definitions, for instance “Buyer’s Market
Damages” there are options given in the Code. However, if a party feels that all
of the options are unfavourable, there is nothing to stop them from proposing
new alternatives.

Article 2: Conditions Precedent

Before the Agreement comes into effect, certain conditions have to be met,
mainly by Seller, e.g.
- project approval from the Host Country government
- the Seller, and sometimes perhaps the buyer, furnishing each
other with Letters of Credit to the Buyer

Comments-
The items listed under Conditions Precedent in this version of the
Agreement are quite small in number. However, the Seller also takes on a

number of obligations under Article 3, and in other parts of the Agreement,

which can be quite onerous. Clearly the Seller will want to avoid as many
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Conditions and Obligations as possible apart from the key obligation, which
1s to actually deliver the CERs.

In IETA 2006 ERPA, a Letter of Credit will be required when the Buyer is
providing upfront cash to help fund the Project. The provider of this letter
1s like a guarantor for the cash received by the project developer, and is
usually a bank with a strong financial rating. Provision of such a
guarantee can greatly reduce the Buyer’s risk and may enable the Seller to
push for a higher unit price, even when receiving upfront payment. Seller
will have to pay to obtain such a Letter, and will clearly want to try to
recoup this cost in some way. It is noted that when the Project is
particularly attractive to the Buyer in terms of quality and pricing, it can

obtain an upfront payment without a guarantee.

Article 3: Obligations of the Seller
This sets out the seller’s obligations to, among others:

« provide an Initial Verification Report to the Buyer - this is
separate from the CDM’s verification requirements. Based on
this Report, the Buyer may request the Seller to take action to
improve the Project’s performance, or even terminate the
Agreement.

« Complete Validation and obtain Registration for the Project.

« Develop and implement a Monitoring Plan

« Carry out Verification and Certification, to ensure issuance of
the CERs.

« Operate the Project in a competent and prudent manner (as an
RPO - Reasonable and Prudent Operator).

« Deliver the CERs to the Buyer

« Arrange for additional Buyers to be added as Project
Participants, if the Buyer resells the CERs to a third party

before delivery.
Comments:

Some of these items are things that the Seller should aim to carry out regardless
of any contractual obligations: they are simply good practice. For example,
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operating the project prudently, obtaining registration, carrying out monitoring,
and so on. The Seller, however, is advised to make sure that the wording for
these when they are included as contractual obligations does not create
unreasonable responsibility. It will be helpful to remember that any increase in
contractual obligations should generally be seen as a disadvantage, as it
increases the opportunity for one of the parties to find a reason to terminate the
Agreement.

Further, where the Seller is obliged to carry out additional activities which are
primarily for the benefit of the Buyer, as in the case of Initial Verification, the
Seller should clearly understand what they entail and make sure that they are
useful in reaching a satisfactory ERPA.

In addition, the Initial Verification can, depending on the wording, give the
Buyer an opportunity to exit from the Project. If the Seller is prepared to
accept this condition, they should be careful to ensure that the criterion by
which the Project is to be judged will be objective. Vague wording here can
allow the Buyer to pull out simply because, for example, “in the Buyer’s
judgement the Project will not be able to deliver the Delivery Amount”. This
gives the Buyer an easy opportunity to withdraw from the Project if later market
conditions make the Agreement look unfavourable. From the Seller’s
perspective, it is better if the Buyer cannot withdraw from the Agreement unless
the Seller actually fails to deliver CERs. If an Initial Verification is carried out,
it is more desirable if the report is used as an opportunity for Buyer and Seller to
have a dialogue and agree on ways to improve project performance, but without
giving Buyer the right to force changes in the project design — this may result in
additional costs which the Seller is not able to cover. Ultimately, the ERPA
must be based on the assumption that both Buyer and Seller will work diligently
to implement the Project successfully.

Article 4:  Obligations of the Buyer

The Buyer’s main obligations are to:

- ensure that they have an account ready to receive delivery of the
CERs
- pay for the CERs
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- communicate with the CDM Executive Board (EB) as the Focal
Point

Comments:

The last item in the list above warrants particular attention. The ERPA Party
that is nominated as the Focal Point for communication with the EB is in a
strong position. When a project is registered, the Project Participants, as listed
in the PDD, must send a jointly signed letter to the CDM Secretariat instructing
the Secretariat as to who will be responsible for communication with the CDM
EB. The Participant who takes this responsibility becomes the Focal Point.
When CERs are issued, it is up to the Focal Point to instruct the CDM EB whose
account the CERs should be issued into. Therefore the Focal Point has a strong
position in terms of access to the CERs, and other Project Participants must rely
on the Focal Point to instruct the EB correctly. However, it is possible for two
or more Project Participants to be joint Focal Points, whereby they will jointly
sign any necessary instructions to the CDM EB, and will both receive copies of
any communication directly from the EB. Given the importance of the role of
the Focal Point, Project Participants should think very carefully before signing
over their right to share in these communications. In particular, if a Buyer
does not have the automatic right to receive 100% of the CERs, then the Buyer
does not have strong grounds to ask for this right. As the minimum, it is
recommended to stipulate that the Buyer performs the function of the Focal
Point in accordance with the terms of the ERPA.

Article 5: Representations, Warranties and Undertakings
Both Buyer and Seller make a set of promises, both about the current state of
their business, and about their future actions. In this version, most of these
promises are reciprocal, but there are a few obligations on the Seller which are
not reciprocal, such as the warranties that Seller will:

- construct and operate the Project in line with the CDM rules

- will not allow any 3rd party to gain an interest in the Contract

Quantity
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Comments

In general, these warranties seem reasonable, but as with the comments above
for Article 3, the Seller may wish to check carefully so that the ERPA’s wording
does not unduly favour the Buyer.

Article 6:  Termination

This is a long and complex Article, and needs careful review. A separate
section (Section 4.1) will examine issues related to delivery failure, and potential
penalties. It covers various issues related to situations that can lead to
termination, and penalties in the event of termination, including:
- Events of default, such as:
« Non-payment
. Representation or warranty (where one of the Parties, or a Credit
Support provider has given false or misleading information)
. Material obligation, with only 5 days to rectify any problem (this
would include the duty to report certain events)
. Insolvency (particularly if either party becomes bankrupt or goes
into administration proceedings)
« Credit support — if Credit Support is withdrawn or weakened
« Cross default
. Material Adverse Change — especially if the Credit Support
Provider suffers a fall in its financial strength rating, or if a Party’s
ability to perform its obligations under the Agreement is materially
impaired, or if a Party’s net worth (as measured by audited
accounts)
. Withdrawal of one Party’s government from the Kyoto Protocol
- Delivery failure — what happens when the Seller fails to deliver the
Contract Quantity, and what requests can the Buyer make, or
penalties will the Seller have to pay
- Force Majeure — penalty payments may be due even if the
Agreement is terminated due to an FM event
- Termination Rights — the technicalities of securing a Termination
- Consequences of Termination — this reiterate the penalties that may
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become payable by the Parties following any Termination

Comments:

This is a crucial part of the Agreement, and can include major risks for the Seller.
In an extreme case, the Seller may be required to pay Buyer’'s Market Damages
even if the Agreement is Terminated due to an instance of Force Majeure.
When the value of the ERPA represents a major revenue stream to the project
developer, then penalties payable under the Termination clause could be
enough to send the developer into bankruptcy. Clearly there is a need for
balance between the level of risk the Buyer is accepting and the level of
guarantee the Seller has to provide. This issue will be looked at more closely in
asection 4.1.

Article 7: Dispute Resolution

In this Agreement, Parties have to agree to submit to either formal legal dispute
resolution or to arbitration under international rules. However, there is also
an option to use Expert Determination as a cheaper and swifter alternative to
these formal procedures. Expert Determination is used as a first stop measure,
and Parties can take the issue to formal arbitration / legal action if they are
unhappy with the Expert’s judgement. Appointment of the Expert will be a
vital concern: in the current wording, in event of dispute over who to appoint,
the President of IETA may appoint the Expert.

Comments:

The potential role of the IETA’s President may be of concern to the Seller, as the
IETA is an organisation dominated by Annex | CER traders and buyers.
However, in general, the Seller may welcome a procedure such as Expert
Determination, as it can enable cheaper resolution of disputes: some Sellers
may not have the funds to compete in international arbitration or legal
procedures, especially when these take place outside of the Seller’s domicile.

For any Arbitration or legal procedures, Seller will aim to have these in their
own country. If the Seller’s country does not offer international arbitration,
then aim for a neutral neighbouring country which does.. Most Buyers will
have the ability to compromise on this issue.
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Article 8: Miscellaneous
Some important issues are buried in the Miscellaneous section, including:
- Confidentiality
- Transfer and Assignment — can Buyer or Seller transfer their rights
under the ERPA to a third party, e.g. to a secondary buyer, or to a
creditor, and do they have to receive the other party’s permission to
do so. Permission may be withheld if the new Party to the ERPA is
a weaker organisation than the original signatory.
- Share of proceeds — will these be paid by one or other Party, or
shared.
- Taxes —which portions of tax are the respective Parties liable to pay

Comments

Ability to freely assign the right to receive payment for the CERs to a third party
can be important to the Seller, especially when looking for finance. If the Seller
Is unable to assign this right, then potential lenders may not be able to consider
the CER revenue as collateral, and its value in leveraging further finance will be
greatly reduced. Similarly for the Buyer, ability to give a secondary buyer the
right to take direct delivery of the CERs will be important. The Buyer will also
wish to ensure that the Seller cooperates in adding any secondary buyer as an
additional Project Participant (see Article 3.8).

Further, if Buyer is able to assign its rights under the ERPA to a financially
weaker organisation, this would represent a significant fall in the value of the
ERPA. A lender providing money to the Project will place great importance on
the financial strength of the Buyer, as this assures the lender of the Buyer’s
ability to meet their obligations over the long term. It would be wise for the
Seller to insist that any replacement counterparty has a financial strength equal
to or greater than the original Buyer, according to some objective measure — e.g.
financial strength ratings from Standard & Poor’'s, AM Best or other
international ratings agency.

The split of the Share of Proceeds is important as if can affect income by 2 —4%
(2% for the Share of Proceeds for adaptation, plus 1-2% in cash fees for the
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administrative share of proceeds).

3. CER pricing & terms of sale

This section will examine the main pricing options available, and how these
options will affect the Parties’ assessment of risk and the unit price. The 2006
ERPA does not include some of the agreement types below, but other sample
ERPAs, including IETA 2004 and the World Bank’s ERPA do.

3.1 Types of Agreement

The key agreement types seen are spot agreements, future delivery agreements
and options. To date, the most common ERPAs seen have been future delivery
agreements. The IETA 2006 ERPA was designed for this type of agreement.
However, often ERPAs have some option element for CERs produced above the
Contract Amount. Spot agreements will become more common as more CDM
projects reach maturity.

Type 1: Spot Agreement

Status of CERs: Issued, ready for delivery
Payment: Immediate, on delivery
Risk to Buyer: Negligible

Risk to Seller: Negligible

Price: Fixed

The spot agreement is for CERs which have already been issued. Therefore
from the Buyer's and Seller’s perspective, the risks of non-delivery or
non-payment are very low. Prices are fixed.

Type 2: Future Delivery Agreement

Status of CERs: Non-issued, to be delivered in the future
Payment: Future, on delivery
OR Advanced, as project progresses
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Risk to Buyer: Small - large, depending on amount of
upfront payment

Risk to Seller: Small - very large, depending on level of
guarantee for delivery

Price: Various options, including:
- fixed
- floating

- guaranteed floor, with floating element

In this case CERs have not yet been issued. CERs will be issued at some point
in the future. Clearly there are risks on both sides, but when payment will be
only made on delivery, and the Seller gives no guarantees, the risk to each side is
fairly low. There is a risk to both parties that the market will change, the other
party will start to see the ERPA as unattractive, and try to renegotiate or
terminate the agreement. There is a risk to the Buyer that money is set aside to
purchase the CERs and will not be available for productive use for a number of
years. In addition, should there be a delivery failure, the Buyer would be
obliged to purchase the same volume of CERs from other sources to comply
with their reduction target. This may have to be done at a much higher price
than in the ERPA in view of the need to buy CERs in a rush and possibly due to
arise in CER prices in the future.

More significant risks are seen if the Buyer provides payment upfront, against
future delivery: they risk losing that money if the project fails to perform as
planned. However, this risk is mitigated if the Seller gets a bank guarantee
before any upfront payment is released. The risk is further mitigated if the
Seller is able to show that any upfront payment will be used to complement
other financing arrangements to ensure that the Project reaches financial
closure.

If the Seller gives strong guarantees for delivery, then this can create a major
liability: in the case of failure to deliver, Seller may have to pay penalties to the
Buyer, or carry out expensive measures to replace the CERs which it failed to
deliver.
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Type 3: Options
(a) Call option

Buyer has the right but no obligation to buy CERs at a certain point in the future

for a fixed price (“strike price”).

Status of CERs: Non-issued, to be delivered in the future

Payment: Buyer pays for the CERs on delivery
Standalone call option: buyer pays an upfront amount
called the “premium?” for the option.

Risk to Buyer: If market price falls below the strike price,
then Buyer’s premium has been wasted

Risk to Seller: Need to keep the CERs for the Buyer when there is no
assurance that the Buyer will exercise the option and
purchase the CERs.
Buyer may ask for strong delivery guarantees

Price: High strike price = low premium paid by
Buyer

Clearly this is a highly attractive arrangement for the Buyer. If market prices
rise above the strike price, then they will be able to buy below the market price,
whereas if market prices fall below the strike price, they can cancel the option
and buy from the market instead. In most commodities markets, the Buyer
would pay a premium for this kind of option, but in many ERPAs it appears that
an option to purchase additional credits (above the minimum delivery amount)
is being given away for free, or else is built into the overall CER unit price.
Where the Seller provides this option, they should negotiate for a premium
payment or as a minimum for a higher unit price for the main delivery quantity
of CERs.

It should be noted that sources of project finance (i.e. lenders) cannot consider

such call options from buyers as good collateral, because it is entirely the choice
of the Buyer whether they wish to exercise the option or not.

(b) Put option

Seller has the right but no obligation to sell at a certain point in the
future for a fixed price (“strike price”).
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Status of CERs: Non-issued, to be delivered in the future

Payment: Buyer pays for the CERs on delivery
Standalone put option: Seller pays an upfront
premium for the option.

Risk to Buyer: Forced to buy CERs at a price higher than the market
Risk to Seller: Buyer unable to pay for CERs when the option is
exercised
Price: High strike price = high premium paid by
Seller

This is the opposite of the Call Option described above, and is very beneficial for
the Seller. Again, in the case of most ERPAs, there will be no specific
“Premium” paid for an option of this sort. Rather, the unit price of the main
Contract Amount of CERs will be adjusted down to reflect the benefits to Seller
of any of these options for additional CERs produced.

© Collar option
This is where buyer and seller agree on mutual put and call options. However,

such options have not been seen in ERPASs to date, in part because they are seen
as complex and difficult to negotiate. In fact, they can be mutually beneficial,
because they allow the buyer to put a definite ceiling on future compliance costs;
while the seller puts a definite floor on value of the CERSs. If the market price at
the time of issuance is somewhere between the two strike prices, then both
Parties are free to go to the open market to Buy/Sell. A further attraction is
that a well-balanced collar option will not require any money to change hands
between buyer and seller.

3.2 Types of pricing.

As noted under the future delivery agreement above, the unit price for CERs is
usually fixed, floating, or a combination of these.

For the Seller, any assessment of which of these is preferable will depend on the
Seller’s view of the likely direction of price movements in the market in the
future, when compared with the level of the price offer. Therefore it is
essential for the Seller to obtain good market information before entering into
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negotiations. Potential sources of such market information are given in the
Resources section (Annex 2).

An equally important factor in the Seller’s choice of the pricing type is their
priority. This is essentially whether certainty or upside potential is more
important for the CERs in terms of the Seller’s overall plans for the Project.

(a) Fixed price
This gives both Buyer and Seller confidence in the value of the CERs to be
delivered. Thanks to this certainty about pricing, a fixed-price contract will
allow the Seller to incorporate prospective CER revenues more easily into their
decision on the Project.

A fixed-price arrangement can also make the ERPA more valuable when the
Seller wishes to use the CER revenue to leverage further project finance: a
banker may not have a clear understanding of carbon pricing, but if a Buyer has
made a clear commitment to a firm price, then the banker can clearly see how
much revenue the ERPA represents. However, clearly Buyer can start to see
the fixed-price agreement as unattractive if the market collapses, making it
possible for them to procure the same volume of CERs at a much lower price
than is agreed on in the ERPA. In this case it will be particular important to
have a tightly worded ERPA, because it is highly likely that the Buyer will have a
big financial incentive to try to renegotiate or terminate the Agreement. If
articles or clauses are loosely worded, this makes it easier to escape from the
terms of the Agreement. The Seller has more obligations that the Buyer, so it is
generally easier for the Buyer to find a loophole.

(b) Floating price
This gives neither Buyer nor Seller a great amount of confidence as to the exact
value/cost of the CERs. However, it does give the Buyer the confidence that
the risk of the Seller reneging is small even when the market soars. A floating
price reassures the Seller that they have a buyer for their CERs, while allowing
them to retain upside potential in a bull market.

A floating-price arrangement is no different from a fixed-price contract as
regards the risk that CERs will not be delivered due to the failure of the Project
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itself or its CDM process. Thus the floating price will usually be discounted
from the market indicator, for instance EU ETS prices in the year of delivery.
Depending on the assessment of non-delivery risks, prices of 50% - 80% of the
indicator are typical. For a floating price, it is extremely important to have a
very clear definition of the indicator that will be used: whose EU ETS price will
be used, on what date, and for which EUA vintage.

(© Combination of fixed and floating
This can enable the Seller to secure a minimum price, but also share in any rises
in the market value of CERs. In general, a low floor price will enable the Seller
to take a greater share in any additional value, whilst with a high floor price, the
Buyer will not be willing to give much of a share.

Examples here might be:
Fixed floor price of Eu5 / unit. If EU ETS price is above Eu5, Seller
receives 50% of the excess.
Or:
Fixed floor price EulO/unit. If EU ETS goes above 10, Seller receives
30% of the excess.

4. Some key concerns for the Project Developer

4.1 Termination Clauses

In Section 2.4, the Termination Clause (Article 6) from IETA 2006 was
examined briefly. Here we look at this clause in more detail.

(a) Events leading to termination

First it is necessary to consider what events can lead to termination. Some of
the events of default in Article 6.1 of IETA 2006 are non-controversial, for
example non-payment, making misleading warranties, insolvency of one of the
Parties, or loss of Credit Support. Another event of default, failing to perform a
material obligation, appears straightforward, but greatly depends on the
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definition of “material obligation”. If material obligations include a host of
conditions regarding reporting, or the running and operation of the Project, as
in IETA 2006, then it can be easy for the Buyer to find a reason to claim that
one of these obligations has been broken.

One of the clauses under this section, 6.1.7 contains some extremely vague
language. For instance clause 6.1.7(c) states that “If in the reasonable and
good faith opinion of the Requesting Party, the ability of the Party or the Party’s
Credit Support Provider ... to perform its obligations ... is materially impaired”,
then the other Party may claim that a default event has occurred. Essentially
one Party to the Agreement could decide, on very subjective grounds, that the
other Party is not going to honour the agreement, and then move to
Termination. Clause 6.1.7 contains further detailed items related to a fall in
the Party’s net worth, and the Party’s earnings to debt ratio. Such items can
place constraints on the management of the Seller, and can potentially impose
costs if financial reporting and auditing are required above the Seller's normal
standards. The Seller should therefore be careful to consider the implications
of such clauses.

Article 6.2 deals with Delivery Failure. The first part of this article
differentiates between Delivery Failure which occurred through no fault of the
Seller - for example where a law changed making participation in CDM illegal,
or an event of Force Majeure.

Article 6.4 deals with Force Majeure (FM): getting the right definition of FM can
be difficult. On the one hand a broad definition of FM events can reassure the
Seller that they will not be held responsible if the Project fails due to events
beyond their control. However, this may leave the Buyer in a position to
terminate the Agreement even though the Seller is still in a position to deliver
the CERs. Therefore the FM clauses need to remove responsibility from the
Seller when it has become impossible for them to meet their obligations, but not
allow the Buyer to use adverse conditions as an excuse to terminate the
Agreement.

The definitions of default are just as important as the consequences, which are
outlined below.
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(b) Consequences of Termination

In IETA 2006 there are a number of potential consequences, including (in order
from least to most severe):
. Seller and Buyer agree a new delivery schedule.
. The Agreement is terminated without any penalty payments.
. The Agreement is terminated, but the Seller pays partial Buyer’s
Market Damages.
« The Seller find replacement CERs to make up for any delivery
failure.
. The Agreement is terminated, and the Seller pays full Buyer’s
Market Damages.

In IETA 2006, depending on the options selected, it is possible that full Buyer’s
Market Damages may have to be paid, even if the Agreement is terminated due
to an incident of Force Majeure. This would be a highly unusual condition to
impose in most commercial agreements.

Buyer’'s Market Damages represents the amount that the Buyer would have to
pay to replace the CERs which the Seller fails to deliver. This can include not
only the current year’s delivery quantity, but also the full amount of CERs to be
delivered under the ERPA in later years.

Other ERPAs also include similar potential penalties for the Seller in case of
delivery failure, sometimes known as “Restitution costs”. [1ETA 2004 allowed
the Seller to choose between delivering replacement credits, or paying for the
Buyer to purchase replacement credits, but clearly both of these options are
highly unattractive to the Seller.

In IETA 2006, these consequences are mainly dealt with in Article 6.6, but also
in Article 6.2.2/3. Options available to the Buyer include:

- [6.2.2(a)] to receive Replacement CERs from the Seller to make up a
shortfall, or to use “reasonable endeavours” [6.2.3] to renegotiate a
new delivery schedule. If such reasonable endeavours fail, then
Buyer may ask for Market Damages, or terminate the Agreement.
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- [6.6.1-7] depending on the nature of termination, damages /
penalties may or may not be payable.
The consequences of termination, and wording for describing the potential
penalties payable by the Seller can differ greatly from one ERPA to another. It is
essential for the Seller to gain a clear understanding of whether penalties will be
payable if:
1. Seller commits gross negligence or willful misconduct
2. The project is poorly implemented and fails to deliver the expected
level of CERs
3. The project is correctly implemented but still fails to deliver the
expected level of CERs, due to, e.g. low rainfall or wind levels
(hydro/wind projects), lack of availability of other project inputs
(natural gas, biomass projects).
4. The project fails to deliver the CERs due to an occurrence of force
majeure, e.g. natural catastrophe, coup d’etat.
A well-organised project developer may wish to give guarantees for 1. and 2, but
only in order to get a higher price for the CERs.  Point 3. above can be solved
by only guaranteeing a relatively small portion of the CERs (see (c) below). It
is highly unusual for guarantees to be enforceable even in the event of an
occurrence of force majeure.

© Avoiding penalty payments

Of course, the best way of avoiding penalty payments is to negotiate an ERPA
which removes penalties for non-delivery. However, this may not be possible.
For instance, if market conditions favour the Buyer, the Seller may be willing to
accept harsher conditions to obtain a favourable price; or even in a Seller’s
market, the Seller may determine that a higher price can be obtained for the
CERs if a delivery guarantee is provided. Alternatively, when the Buyer is
going to pay for some of the CERs upfront to cover project investment costs,
there may be strong grounds for the Buyer to ask for a guarantee on that portion
of the CERs. If a guarantee of any level is given, the Seller should ensure they
have a cushion, that the number of CERs for guaranteed delivery is significantly
less than the estimated amount of CERs to be produced. One option may be to
agree a delivery amount, but to have a Minimum Amount which is less than this
— for example to have a Contract Quantity at 75% or more of the Project’s

(®) Mmitsubishi UFJ Securities



estimated CERs, but only guarantee delivery for 30% in the first year, possibly
50% or more from the second year (project performance is usually more
unpredictable in the first year).

The table below shows how the tranches of CERs from a project may be sold
with different levels of commitment.

tranches of CERs

:—> (Outside Agreement)
|

|
1—» Options
I

50 % —» Firm commitment

— Minimum delivery amount

(Guaranteed)

0%
It may be helpful for the Project Developer to make a clear diagrammatic
representation of all commitments made with the CERs, and to make different
diagrams for different scenarios — what will happen if the project only produces
90% of the estimated CERs, or 75% or even 40%? Or what if the Project
produces more CERs than expected? There may also be other payments and
obligations that reduce the net amount of CERs available for delivery— for
example the Share of Proceeds for Adaptation, or fees for a consultant or broker.

4.2 Clauses from other ERPAs

EU ETS penalties

“The Project Entity shall indemnify the Buyer for any additional liabilities
incurred as a result of a Production Failure or Transfer Failure.”

If there is a delivery failure, it is possible that the Buyer will subsequently have
to pay further penalties to a 3rd party — e.g. the Eu40 (Phase 1) or Eul00 (Phase
I1) fine per tonne for failure to comply with the EU ETS target. The above
clause makes it possible for the Buyer to pass these costs on to the Seller. This
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would clearly be a massive cost for the Seller.

Assignment

“The Buyer may assign all or a part of its rights ... under this Agreement at any
time to any one or more parties.” At the same time, 15.05(a) insists that the
Seller cannot assign any of its rights to another party without the Buyer’s
consent.

This is very unbalanced: when the Seller is selecting a Buyer, an important
factor will be the financial standing of the Buyer, because the ERPA is a long
term commitment. Such a clause will make the ERPA much less attractive to
potential lenders. If Buyer wants to have the right to assign the agreement
without the Seller’s permission, then this should only be possible when the new
Buyer has a financial strength equal to or greater than the original Buyer’s (see
also Section 2.4, Article 8.

Advanced payment:

“The advanced payment shall be credited against the first payment(s) to
be made by Buyer in consideration for the Emission Reductions delivered until
the total amount of the advance payment has been taken into account”

Where the Buyer has made an advanced payment, they will want to receive
theCERs as soon as possible. However, the Seller should be aware that it will
not get any further income from CERs until the project has been operating for

several years. This repayment of the advanced payment may also include any
“Additional Emission Reductions” which would not otherwise be delivered to
the Buyer.

Reporting:
“Seller shall notify to Buyer any incident that may delay, endanger or render

impossible the implementation of the Project and any circumstances leading to
a change of the Project.”

The language here is very vague, making it easy for the Buyer to claim a breach
of the Agreement.

“Seller shall at all times keep Buyer informed of any support such as

furtherances applied for or granted with regard to the Project.”
This is a more specific reporting requirement and clearly related to the original
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requirement of the Buyer to have financial closure as a Condition Precedent, so
may be more acceptable.

Costs to be deducted from Buyer’s payments to the Seller

The Buyer will deduct from its payments to the Seller costs related to:

(1 [Begin quote] the initial Project assessment including the environmental,
social, financial and legal due diligence costs, and Project review and
appraisal costs;

(i)  the preparation or review of the Project Documents and the CDM
Operations Plan;

(iii)  Validation of the Project Activity; and

(iv)  preparation and execution of the ERPA; [end quote]

First, be wary of costs which are outside of your control. The Seller should

ensure that there are clear limits on any costs accepted, particularly when

payment is simply to be deducted from money paid. But a broader point is,
what costs should the Seller be prepared to accept? Point (i) above is the
Buyer’s due diligence cost incurred when deciding whether or not to take part in
the Project. Similarly (iv) is the Buyer’s costs for negotiating the ERPA. It
would be highly unusual in most areas of business for such costs to be passed on
directly to the Seller. With respect to costs associated to preparation of a PDD
and Validation,the Seller would be well-advised to clearly differentiate between
the Buyer absorbing them and the Buyer advancing them. The latter entitles
the Buyer to deduct the costs from their payment to the Seller while the former
does not. If the Seller’s understanding is absorption, it is important to make
sure that the ERPA is not worded as the Buyer merely advancing the costs.

5. Balancing risk, price and contractual terms

5.1 Country risks

Often Buyers have a very high perception of country risk. The Seller’s
perception of this risk may be lower, as the host country is their everyday
operating environment. While country risks are more relevant for upfront
payment deals, they are also evaluated carefully by the buyer even when
payment for CERs will only be made on delivery. This is because country risks
are an important element to affect the prospects of delivery failure.
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Country risks can include:

e Changes in laws.

Reversal of liberalization policies in the power industry could have a
negative effect on renewable projects. Changes in waste management
legislation may affect the additionality of LFG projects. The imposition
of taxes on CERs may reduce the number of CERs available for delivery,
necessitating a change to the delivery schedule. Any of these will of
course have a negative impact on the project developer, as well as a
prospective Buyer.

e Failure to receive DNA approval

Some countries have a well-established process for assessing and
approving projects, but others either have not yet established a DNA or
the DNA is not functioning in a transparent manner. There are many
potential CDM projects in Thailand, and one EU country has invested
significantly in Thai projects, but Thailand still has no official process for
giving DNA approval. Other countries have rigid standards which, while
good for ensuring the sustainability and environmental integrity of
projects, can be seen as a risk factor by outside investors.

e Currency fluctuation

Most ERPA transactions seen to date have been denominated either in US
Dollars or in Euros. Some Yen denominated transactions are starting to
be seen, involving the Japanese government. Generally this means that
the Seller is taking on a currency risk, as any payment received will
ultimately have to be converted into the Seller’s currency. In some cases,
where the Seller’s currency has a history of depreciation, this may be a
positive risk, increasing the value of the payments, but in a rapidly
growing economy, with a strengthening currency the opposite will be the
case.

How can these country risks be mitigated?

e Political risk insurance is possible, although it can be expensive. This type
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of insurance is usually easier for the Buyer to obtain. Political risk
insurance from private insurers will almost certainly add a significant cost
to the deal, which will inevitably be passed on to the Seller. However, in
some cases government-backed insurance is available, through export credit
agencies, for example. In this case the cost to the Buyer should be far less.

¢ Ingeneral, failure to obtain DNA approval is an insurmountable barrier to a
CDM project. Some early ERPAs allowed the project developer to deliver
Verified Emission Reductions, in case of failure for the Kyoto Protocol to
come into force. However, now that the CDM system is up and running,
this option is not being included in most ERPAs, and most Buyers will want
the Seller to accept this risk. A good knowledge of the workings of the Host
country DNA is therefore essential for the Seller to ensure timely approval
for their Project.

e As discussed above, the currency risk will usually be taken on by the Seller.
For most sellers, this is not a problem as their base currency tends to
depreciate against international currencies. For those sellers with
appreciating base currency, it may be possible to purchase currency options
or use other financial tools to reduce the risk from this source. However,
without proper knowledge of the functioning of these tools, their use can
lead to increased, rather than reduced risk.

5.2 General project risks

These are the type of risk that will affect any project, but often in the case of
CDM projects, risk in this area is heightened by the use of new technology, or at
least the use of technology with which the project developer is not familiar.

Some of the key risks under this category include:

e “Acts of God” — natural catastrophes such as earthquake and typhoon risk,
accidental fire or explosion.

e Project under-performance. This could be due to technical failure, poor
operational procedures or external factors such as low rainfall for a hydro
project, lower than average winds for a wind project.

e Market risks. The cost of key inputs to the project could increase, for
instance a coal to natural gas fuel switch project would be severely affected
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by an increase in gas prices. A waste heat boiler project would be affected
if the main product of the plant falls in price, leading to production cuts and
a smaller amount of waste heat available for the boiler.

e Cost overruns can also be a significant issue when installing new technology,
particularly when maintenance engineers and spare parts have to be
brought in from overseas.

There are ways to mitigate most of these risks, at least to some extent.

e The more predictable accidental risks like fire can be insured quite readily.
Often an ERPA will stipulate that the Seller must have insurance in place in
line with standard industry practices. Insurance cover is available against
natural perils, although it may be costly in hurricane zones or areas with
high levels of seismic activity.

e The project developer’s internal risk management systems will be the first
line of defence against project under-performance. Gaining certification in
recognised international standards, for instance 1SO, will give the project
developer greater credibility, and reassure the Buyer that mechanisms can
be put in place to ensure adequate project performance.

e In terms of performance of new technology, if the Seller gives any CER
delivery guarantees to the Buyer, then Seller should ensure that the provider
of the technology gives performance guarantees. If the technology
provider cannot provide such guarantees, then Seller should be wary of
guaranteeing CER delivery. Often the technology provider will be able to
obtain insurance to cover the risk of equipment failure, or to cover potential
penalties for delays in installation or business interruption.

e The risk of increasing price of inputs can be hedged to some extent by
buying options on the futures market for any key inputs to a project.
However, as with currency hedges, this will probably not be attempted
unless the project developer has some expertise in this area.

5.3 CDM Risks
Now that the CDM process is firmly established, many market participants are

in a stronger position to judge the risks associated with issues such as project
registration and CER issuance volumes. However, there are still risks specific
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to CDM projects, for example:

e What will happen after 2012? Does the ERPA cover this?

e Failure to register the project may conflict with a Condition Precedent.

e Monitoring difficulties can lead to delays in the issuance of CERs, and to a
reduction in the number of CERs received. Many project developers are
distracted by the need to move quickly to CDM Registration, and overlook
the importance of having a robust monitoring plan in place. Once a project
is registered it becomes difficult to amend the monitoring plan. Some
registered projects have been issued with much smaller quantities of CERs
than was anticipated due to difficulties complying with the monitoring plan
— this is particularly the case with some methane extraction projects in
Latin America.

e Legal disputes of the CERs can delay projects, and interfere with the
warranties made in the ERPA by the Seller. Many Buyers will want to exit
from the Project if there is a possibility of being caught up in legal action
between different claimants to the CERs. This can be particularly
problematic when there are a number of parties involved in projects. The
example often quoted is of the landfill gas recovery projects where there
were landowners, leaseholders, site operators, LFG project developers and a
municipal authority who all potentially had a legal claim to the CERs.
Most legal systems are not well-equipped to deal with the issue of legal title
of carbon assets, so resolving such problems could be time-consuming and
expensive.

Reduction of these risks will be essential to successfully benefiting from the
CDM. In particular the risk of monitoring failure can be greatly reduced by
taking appropriate preparatory measures. A separate Monitoring Manual,
produced for DENR as part of this JICA project is also available from DENR.
However, a key consideration when negotiating an ERPA is that the delivery
schedule should have a built-in cushion, both in the delivery date, and the
delivery volumes, to give the Seller some breathing space if there are any
teething troubles with monitoring, or if the Registration process takes longer
than expected.

Clearly also, any warranties made by the Seller regarding ownership, should be
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tightly adhered to. First, there may be 3rd parties who potentially have a claim
on the CERs, but do not yet know about CDM: as CDM becomes better known,
these people will hear about the Project, and will come forward to claim their
share of the income. Second, the Seller may have promised small shares of the
CERs to other parties in return for some service. In both of these cases, the
Buyer can use this situation as a reason for canceling the agreement, on the
grounds that the Seller has broken one of the central warranties. Any such
issues should be settled before signing an ERPA, or highlighted to the Buyer, so
that the ERPA can take account of them.

5.4 Project Entity Risks

Credit risk will be a major disincentive when Buyers consider paying upfront
cash for CERs, or making a direct investment into a CDM project. However,
the nature of project entity risk can be broken down further:

e Motivation: if a project developer receives a large upfront payment for CERs
from the Project, they may feel that there is little incentive to complete the
project as planned. At the very least, the urgency in setting up effective
monitoring systems and assuring issuance of the CERs may become lower.

e Credibility (non-financial aspects): investors operating in an unfamiliar
environment may have difficulty in distinguishing reliable operators, or
small companies with good potential, from less reliable counterparties.

e Lack of know-how, technologies, skills and resources

e Operation risk

e Financial risk (credibility)

In order to keep their transaction costs low, many buyers will prefer to take a
default negotiating position that Project Entity Risk factors are high, and price
their buy offers accordingly. Alternatively, in order to enable advance payment
for credits, the Buyer may ask the Seller to provide a bank guarantee. This
means that it will be the bank who does a detailed analysis of the Project Entity’s
counterparty risk, rather than the Buyer. Such a guarantee will usually have to
be from an established bank, with a high credit rating and a branch in the EU.

Further mitigation strategies can include:
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e Having transparent information available to show the size and experience of
your organisation can reduce Buyer’s perception of risk.

e Reaching financial closure for your project before entering negotiations will
be a boost to your credibility, and put you in a much stronger negotiating
position.

e As with general project risks above, gaining certification in internationally
recognised standards can help to demonstrate your organisation’s
competence.

5.5 Division of the risks and benefits

In order to maximise the overall benefits to both parties from the Agreement, it
is a general principle that the various risks should be shouldered by the Party
which has the most control over the outcome of those risks. For example, the
Seller has most control over the Project’s monitoring, so the Seller may take on
the risk in event of a monitoring failure. However, for some events neither
Party has any significant influence: for example if the government of the Host
country is overthrown and a new government renationalizes the power industry.
In this case, one party may have better access than the other to risk mitigation
tools. For example, the Annex 1 Buyer may be able to obtain political risk
insurance from an Export Credit Agency, or some similar government backed
insurance scheme. This means that the Buyer may be able to assume the risk
from political force majeure events for a relatively low cost. While this cost will
be passed on to the Seller (in the form of a lower unit price), this may still be
better for the Seller than simply taking on this risk without any mitigation.

Some Buyer countries, like the UK, are eager to boost business with CDM host
countries. They produce and make public information dealing with potential
government risk mitigation measures. This can help the Seller to decide
whether to shoulder political risk for themselves, or to negotiate with the Buyer
to take on this risk.

When entering ERPA negotiations, it is essential for the Seller to develop a clear
understanding of the various risks involved, to decide which it can and cannot
take on, and calculate how the Buyer will factor in any non-covered risks in its
offer price. In asense, once the balance of risks and price have been agreed on,
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then the ERPA negotiation simply becomes a matter of ensuring that the
wording of the ERPA is an accurate reflection of this agreement.

6. Approaches to negotiating an ERPA

6.1 Whose standard agreement?

In general it is an advantage to have your own standard agreement from which
to start any contractual negotiations: generals in the military always prefer to
choose their own battlefield. However, in practice most project developers are
only working with a small number of projects, and do not have the time or
resources to create and become familiar with their own standard ERPA. They
usually therefore end up negotiating with the Buyer’'s standard ERPA. The
Buyer can gain an advantage by having a clearer understanding of the workings
of their standard ERPA, and the ability to easily figure out what the benefits /
drawbacks will be from any small change in the wording. Therefore in the
initial stages of contract negotiation, the Seller should try their utmost to have a
Standard ERPA with which they are familiar used as the starting point for
negotiations. We recommend starting with the IETA ERPA, of which we
provide a copy in Annex 1 of this manual, and adapting it to the Seller’s needs.

6.2 Simple negotiating principles

The first steps in a contract negotiation are extremely important. It is much
easier to ask for wholesale changes to the draft agreement at an early stage of
the negotiation. Itis also easier to ask for clarifications at the beginning.

When faced with a new Agreement, or with a request for extensive changes from
the other party, the first stage should be to read through the entire contract
carefully and in detail. It is tempting to skip sections like the Definitions,
Confidentiality, Communication, and so on, but small changes to any part of the
Agreement can create new liabilities or loopholes which may be regretted later.
So, after reading the draft, if there is anything that is not clear, find out what it
means. A legal adviser may be able to assist you in reaching a clear
understanding of the terms and conditions, but often this is not possible at the
early stages of negotiation for two reasons: first, the legal adviser may not be
familiar with carbon trading, and will not be able to give appropriate advice;
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second, working with a lawyer right through the negotiations may not be
possible due to financial constraints. One approach is to ask the Buyer to
clarify any terms or clauses which do not make sense. If their explanation does
not make sense, or the clause seems superfluous, then insist that it be removed
or changed. Of course, it helps if you are able to suggest an alternative wording,
which meets with the needs of both yourself and the Buyer.

Ideally, though, if you have a legal adviser, ask for their advice, at minimum, at

the start of negotiations, and again when negotiations are close to reaching their
conclusion.

7. Conclusions

Whilst the Buyer will often have greater resources when negotiating an ERPA,
there are certain actions that a Seller can take to improve the balance, including:

« exercise great caution before signing. Make sure you have a clear
understanding of the whole Agreement

« gain knowledge about the market, both for pricing and for terms and
conditions.

. find a standard agreement you can familiarise yourself with: study it in
detail and adapt it to your needs.

. use conservative CER estimates: if you generate an excess, then great.
These can be sold on the spot market for a higher price.

« Closely assess the risks faced by both sides. Do the risks accepted by
the Buyer justify any discount against spot market prices?

. Ensure that any liabilities you take on (delivery guarantees, penalties)
are balanced by the benefits you gain.

. Do not ignore the possibility that the project will not perform as
planned.

... and finally:

. be patient: these negotiations can and often do take time. Don’t be
pressured into making hasty decision.

. be confident: this is no different from any other kind of business.
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