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Preface

Over 7,000 Clean Development Mechanism (CDM) projects have been
submitted for validation since 2003. In 2007 and 2008, on average,
approximately 200 new projects entered into the CDM pipeline each
month. Although the number of new CDM projects has declined since
2009, on average, over 100 are still being submitted for validation each
month. The number of approved methodologies has grown as well, to
around 200 approved methodologies, including both large-scale and
small-scale.

In the operational side, substantial experience and knowledge has been
gained by different actors and stakeholders, especially by the different
Designated Operational Entities (DOEs), through the process of validat-
ing the submitted projects and the verification of emission reductions,
specifically with regard to common mistakes and pitfalls that the CDM
project proponents fall into when preparing CDM Project Design Docu-
ments (PDDs)"; during the implementation of the project and when
reporting emission reductions. While project proponents, too, have
gained intensive experience and knowledge in CDM projects, as the
CDM rules are changing and new guidelines are being issued, PDDs still
include a number of errors that could have been avoided.

The Capacity Development for CDM (CD4CDM) Programme, now
funded by the European Commission and implemented in ACP coun-
tries by the UNEP Risoe Centre, in support of the CD4CDM Programme
implementation, is capitalizing on the lessons learned by the validation
and verification process and has collaborated with Det Norske Veritas
(DNV), an accredited DOE, to produce this guidebook. It draws upon
the extensive knowledge of DNV, which has validated about 30% of all
CDM projects coming through to the validation stage and verified 26%
of all projects with Certified Emission Reductions (CERs) issued.

T It should be noted that this guidebook does not give a detailed description of how to design a
CDM project or how to prepare monitoring reports. For guidance on this topic, please refer to
other CDM guidebooks downloadable from http://cd4cdm.org/ and http.//acp-cd4cdm.org



In this third edition of the guidebook, DNV identifies 50 common pit-
falls; based on the systematic analysis of all projects it has validated and
verified up to September 2010, and provides detailed guidance on how
to avoid these pitfalls. This third edition includes a revised version of
the pitfalls that can be encountered during the validation and verifica-
tion process, and also includes a new section dedicated to the pitfalls
faced by Programme of Activities (PoAs). By producing this guidebook,
CD4CDM aims to indirectly contribute to the reduction of transaction
time associated with CDM project validation and verification through
improving the quality of the PDDs, Monitoring and Verification Reports
produced.

The CD4CDM Programme would like to express appreciation to the
primary contributors to this third edition of the Navigating the Pitfall
Guidebook, including Miguel Rescalvo as Project Manager from DNV,
Gabriel Baines, Shruthi Poonacha Bachamanda, Agnes Dudek, Marlene
Fischer, Ole Andreas Flagstad, Wu Lin, Luis Lépez Martinelli, Yuri Pou-
dayel, Ramesh Ramachandran, and Weidong Yang.

Special thanks to Xianli Zhu, Seren Lutken and Jorgen Fenhann from the
UNEP Risoe Centre, for their insightful revision, comments and sugges-
tions to this edition of the guidebook.

Miriam Hinostroza

Head of the Energy and Carbon Finance Group, UNEP Risoe Centre
Www.uneprisoe.org

Capacity Development for CDM Programme

May 2011



Introduction

This guidebook is designed to help readers navigate the pitfalls of pre-
paring a Project Design Document (PDD) and a Monitoring Report (MR)
for Clean Development Mechanism (CDM) projects. This third edition
also aims at helping project developers navigate the pitfalls of preparing
documentation required for CDM Programme of Activities (PoAs).

The purpose of the validation is to assess the project against the require-
ments of the CDM. The PDD, together with the validation report and
the approval letter of the Designated National Authority (DNA), is the
basis for the registration of the project and its recognition as a credible
CDM project.

The PDD is about the project's design — that is, how the project in-
tends to reduce greenhouse gas (GHG) emissions below those levels
that would otherwise have been emitted®. The project developers also
demonstrate that the projects meet various CDM requirements in the
PDD. Each and every CDM project is unique, from the project design to
the application of even the simplest baseline methodology. Some of the
projects submitted for validation may be very efficient in reducing emis-
sions and score well in terms of economic, social and environmental
benefits, but may still not be qualified as CDM projects.

Experience has shown that the information needed to judge the suit-
ability of a project for the CDM is vast and can take months to assem-
ble. Additionally, the time required to assemble relevant information
increases with the number and diversity of parties involved and the
complexity of the information itself.

The objective of the verification of emission reductions is the review
and ex-post determination of the monitored emission reductions that
have occurred during a specified period. The verification is about the
project's reality — that is, whether the project has been implemented as
described in the registered PDD and is generating emissions reductions
that are real and measurable and that are being monitored in line with
the monitoring plan.



This timeframe difference (project design phase vs. project operational
phase) is one of the main causes of the difference between the estimat-
ed emission reductions in the PDDs and the actual emissions reductions
achieved by the project.

The Monitoring Report (MR) is the document that contains project
information relevant to the collection and archiving of all relevant data
necessary for determining the emissions reductions for a specific moni-
toring period. This document should also address the quality assurance
and control procedures adopted during the monitoring period together
with the documentation on the calculations of the anthropogenic emis-
sions. The monitoring report form was released in 2010°.

As a rule of thumb, CDM projects are to be implemented exactly as de-
signed and described in the PDD, including the monitoring plan devel-
oped in the PDD in line with the applicable methodology. Implementing
the project exactly in the way described in the PDD in a continuously
changing business environment is not always easy and the project
developers may have to navigate through several pitfalls at a later stage
during the verification process.

This guidebook is based on the review of the PDDs submitted to DNV
for validation and MRs assessed by DNV for verification. The advice
given, and the pitfalls described in this guidebook are therefore based
on day-to-day, hands-on experience and real examples of findings iden-
tified during the validation and verification processes.

Since the second edition of this publication the Executive Board, at

its 44™ meeting in November 2008, approved the first Validation and
Verification Manual (VWM). To some extent this manual has helped with
navigating some of the pitfalls in the sense that there is more transpar-
ency as to what criteria are used in evaluations by DOEs. However, the
VVM, as with all other documents administered by the CDM Secretariat,
is subject to continuous updating based on experience. Although a
number of updates of the VVM have improved the document, it has not
eliminated the pitfalls — hence the need for this 3" edition of "Navigat-
ing the Pitfalls.”

In summary, this guidebook takes a practical stance; it is concerned
with the practical issues of how to get projects through the validation
and verification process and the key aspects that need to be taken into

2 Dec. 17/COP7, Article 43, Marrakech accords
> http://cdm.unfccc.int/Reference/PDDs_Forms/Issuance/index.html!



account for ensuring successful validation/verification of emissions
reductions.

This guidebook will help those submitting a PDD and MR by:

+  Describing the most common mistakes made in the process of pre-
paring a PDD.

+  Providing guidance for completing a PDD.

+ Explaining the validation process and making it easier to understand
when and how to interact with the DOE validating the project.

+  Describing the most common and costly mistakes made in the pro-
cess of preparing an MR.

+  Explaining the verification process and making it easier to under-
stand when and how to interact with the DOE verifying the project
activity.

Additionally, this edition will help project developers prepare documen-

tation required for a PoA by describing the common mistakes made in
documents and providing guidance for completing them.
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CDM Project Development

Sources of information for developing your project

When the Clean Development Mechanism was created in 1997, no one
knew exactly what the new market mechanism was going to look like
in detail. The Modalities and Procedures for a Clean Development Mecha-
nism were agreed upon as part of the so-called Marrakech Accords in
2001. This is the key reference on all requirements surrounding a CDM
project, and can be found under the official reference Decision 3/CMP1.

For example, the Modalities and Procedures document states that CDM
project activities need to demonstrate their additionality, to present

an analysis of environmental impacts, and to make the project plans
subject to a stakeholder comment period. They also define the roles of
Project Participants (PPs), Designated Operational Entities (DOEs) and
the different entities of the UNFCCC.

New issues constantly arise as projects are planned and implemented.
Therefore, the Executive Board and the various Working Groups and
Panels of the CDM continue to issue a number of clarifications, guid-
ance notes and tools.

When developing a CDM project, it is worthwhile to become ac-
quainted with the UNFCCC-CDM website, where all rules and decisions
governing the CDM can be found. Note particularly the "EB Documen-
tation" under the "Rules and References" section.

An overview of the most relevant links is given in Appendix 1 of this
guidebook.

Choice of methodology

Different technologies require different ways of calculating and monitor-
ing emission reductions, and therefore the CDM Executive Board has
approved close to 200 baseline and monitoring methodologies. Each

of the methodologies has precise criteria defining the technologies and
situations to which it applies.

12



One of the first items to check when developing a CDM project is
whether it fits with an approved methodology. If not, you may need to
propose a new methodology or a revision to an existing approved meth-
odology. This process takes anywhere from a few months to more than a
year, increasing the costs and delaying the potential CDM-based return
on your project. But if it enables you to claim emission reductions that
under existing methodologies would have been invalid, it may be worth
the effort. Note that it is a DOE that officially submits the proposed new
methodology on behalf of the project developers.

You will find a list of all approved methodologies and procedures for
proposing new methodologies in the "Standards" under the "Rules and
References" section of the UNFCCC-CDM website. In November 2010,
the UNFCCC published a CDM Methodology Booklet that summarizes
the approved methodologies to assist project developers in identifying
methodologies that apply to their projects. The Booklet is available at
http://cdm.unfccc.int/methodologies.

Additionally, in November 2010, the UNEP Risoe Centre launched a
CDM Methodologies and Technologies Selection Tool, a user-driven web-
site that allows project developers and other interested CDM prac-
titioners to search and easily identify CDM methodology options for
main technologies and project types by economic sectors. The tool also
provides easy access to overviews of general economic sectors, as well
as the technologies applied in a relevant sector for carbon emission re-
ductions. It also facilitates a discussion forum that allows practitioners to
exchange experience on the practical application of methodologies for
specific technologies. This tool is in fact an on-line user-driven expan-
sion of the UNFCCC CDM Methodology Booklet. The CDM Methodol-
ogy and Technology Selection Tool is available at http://cdm-meth.org.

13



The Validation Process

Validation of a CDM project is an independent assessment of the pro-
ject plans by a DOE, and it is a requirement for registration of a CDM
project. This section describes in general terms the validation process
and the timeline for CDM project development. Its objective is to help
those submitting a potential CDM project for validation to:

+  Better understand the validation process and the different stake-
holders involved in this process.

+ Better understand what information is required by the DOE for
validation of projects.

+ Better plan for a realistic timeline.

Figure 1 shows the interaction between the project developer, the DOE,
the DNA of the host country, the CDM Executive Board (EB) and other
stakeholders affected by the project activity, such as the local popula-
tion.

Figure 1 shows that although the project developer is responsible for the
project design process, the DOE is the central player driving the valida-
tion process as a whole. The EB may be involved if there are deviations
from the methodology that cause the DOE to request guidance from
the EB.

It is also important to note the complexity of the process. During the
first two validation phases, the project developer is mostly not involved.
The DOE is busy assessing the project in its totality and assembling
facts and background information to construct as realistic and, most
importantly, as independent a picture of the project activity as possible.
Many activities are being carried out in parallel during the validation
process, especially in Phase 3. It is therefore crucial that the different
parties maintain communication with each other and that each of the
parties involved dedicates a project manager, acting as a central point
of contact, who is responsible for moving the process along and coordi-
nating with the other parties involved. From past experience, it is clear

14



Figure 1 | Steps of the Validation Process

Phase 1 Phase 2 Phase 3 Phase 4
Desk review Interviews Draft report Final report

Initial classifications Clarifications
Assistance with logistics Corrective
actions

Preliminary Identify risks List of Interviews Customized Publication

check associated issues to be with relevant draft of final
with discussed stakeholders validation validation
assumptions during report and

made and follow-up request for
data sources interviews registration

Stakeholder Approval from Host country
comment host country and Annex |
period of 30 country can
days request
review for 4
weeks

that delays often occur in the validation process due to communication
problems. For example, major delays can occur in Phase 3 if project
operators or DNA representatives cannot respond quickly to a DOE's
request for clarification. Delays are also often the result of the time
needed by project developers to resolve issues that prevent the registra-
tion of the project, or delays in the issuance of the Letter of Approval
(LoA). Since rules and interpretations are continuously changing, delays
in the process may result in modifications of documentation to account
for new rules and requirements.

Figure 1 does not describe the timeline for passing through all of these
phases. Figure 2 indicates the approximate time needed to perform each
stage.

The desk review and the public stakeholder comment stages will typi-
cally be performed in parallel. Ideally, the validation process should

15



Figure 2 | Steps of the Validation Process

30 days stakeholder consultation process Follow-up Resolution of Registration
interviews CARs and CLs request
Desk review
Week 1 Week 6 Week 8 Week 13
DOE
receives
the PDD Draft validation Final validation
report to client report to client

take no more than 100 days (including the 30 calendar day stakeholder
consultation process). In practice, the average timeframe for a validation
is well above that figure, with more than 300 days on average from the
commencement of the public comments period to the submission of
the request for registration®. Experience shows that there is not any sig-
nificant difference in the time needed for the validation of a small-scale
project and a large-scale project. Delays commonly occur when the
project participant has to resolve outstanding issues such as Corrective
Actions Requests (CARs) and Clarification Requests (CLs). In conclu-
sion, the timeline of the validation will depend on the complexity of the
project and the type and number of outstanding issues that need to be
resolved by the project participants.

At the 44™ Executive Board meeting (EB44) in Poznan, Poland in No-
vember 2008, the Validation and Verification Manual (VVM) was
adopted. The manual was developed to provide guidance for DOEs on
validation and verification to ensure quality and consistency in valida-
tion/verification reports. The latest version, 1.2, was adopted at the EB55
in 2010. The paragraphs below explain in more detail what happens in
each of the validation phases.

# Based on UNEP Risoe Center CDM Pipeline Overview, updated March 1, 2011, available at
http://www.cd4cdm.org/
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Desk review

In reviewing the project information received from the project devel-
oper, the DOE validation team will first perform a risk analysis. Particular
emphasis will be put on the identification of key risks to the validity of
potential CERs. An expert from the relevant sector is involved at this
stage to ensure the quality required by the UNFCCC for validation.

The EB at the 52nd meeting requested the CDM Accreditation Panel to
conduct an analysis on competence requirements for different func-
tions within validations and verifications, defining technical areas and
appropriate deployment of technical expertise. A "Complex technical
area" requires the validation/verification team to apply multi-disciplinary
knowledge and skills.

As per the VVM, the following areas are described in the protocol and
reviewed during validation:

+  Project design.

+ Baseline assessment (including additionality).

+  Emission reduction calculations.

+  Monitoring plan.

+ Environmental and social impacts, including the local stakeholder
process.

The desk review is normally completed around the time when the
30-day public stakeholder period ends, and during this time the DOE
works on its own, rarely contacting the project developer. This has often
caused frustration and uncertainty to the project developers because

of a sudden change from intense work on the PDD for weeks to little
involvement in the desk review process.

It is critical that in addition to the PDD, the DOE has enough supportive
documentation to assess the project during the desk review process.
This will speed up the validation process and will ensure that the site
visit/interviews are focused on specific issues. It is recommended that
together with the PDD, the project developers send to the DOE:

* An Excel file with detailed emissions reduction calculations in a re-
producible format (i.e., indicating the formulae applied and not only
the final figures).

* An Excel file with detailed calculations of investment analysis indica-

tors used for the demonstration of additionality (if applied) and
evidence of the sources used for the analysis.

17



+ Evidence of the project start date in line with the Glossary of CDM
Terms’.

« Evidence of the consideration of the CDM benefits before the final
decision to go ahead with the project (if applicable).

«  Other evidence and references that may be needed in the validation
process (feasibility study reports, EIA, etc.).

Stakeholder consultation process

In parallel with the desk review, a stakeholder consultation process as
required by the CDM modalities and procedures is carried out. The
PDDs are published on the UNFCCC CDM site, and parties, stakehold-
ers and observers are invited to comment on the PDDs within 30 days®.
Any issues raised by stakeholders are subsequently addressed in the final
validation report.

Follow-up interviews and site visits

The DOE will use Phase 2 to review any additional information neces-
sary to allow it to conclude on issues raised during the desk review. This
information will typically also be sourced via interviews with project
stakeholders in the host country (e.g., project operators, DNA, local
community) who can provide evidence of the fulfilment of requirements
in cases where this has not been fully established in the desk review.

For many projects, information provided in the project documentation,
such as information on the baseline scenario, can only be verified by
visiting the activity in operation. DOEs perform site visits for all of the
proposed projects unless it is justified that such visits are not neces-
sary. Site visits are particularly important for the projects where baseline
emissions are established ex-ante for the entire crediting period and are
based on historical performance data. In such a case, the DOE will visit
the plant to verify that the data reported in the PDD is accurate and
reflects the reality of the situation at the plant.

The project developer is then contacted in order to review the list of
issues raised during the desk review and to decide how these issues can
be resolved. Resolution can be done via email, phone calls, or direct
meetings between the DOE and involved stakeholders, such as repre-
sentatives from the operating company and the DNA.

> http.//cdm.unfccc.int/Reference/glossary.html
¢ All the projects that are open for public comments can be viewed at http.//cdm.unfccc.int/
Projects/Validation/index.htm/
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Past experience has shown that good communication between the DOE
and the contact persons of the individual organizations and government
agencies is crucial to keeping the process moving smoothly and quickly.

Draft validation report and resolution of outstanding
issues

In the third phase, the DOE issues a draft validation report, which
includes the initial findings for the client to review. The draft validation
report should also include issues raised by stakeholders during their 30-
day consultation period that have not already been resolved by the DOE
in the desk review. Any outstanding issues that may impact the final
validation opinion are presented as either:

+  CARs (Corrective Action Requests) — these describe the actions
required for successful project validation.

+  CLs (Clarification Requests) — these describe the elaboration or sup-
plementary evidence necessary for successful project validation.

*  FARs (Forward Action Requests) — these describe issues that require
review during the future verification of the project activity.

This is the phase in which delays are most likely to occur, since the is-
sues raised can take time to resolve. For example, missing LoAs from
host country DNAs can take 2-5 months or more to obtain, depending
on the countries involved. There is also the possibility of submitting
enquires to the CDM EB, and waiting for their feedback can also require
additional time.

Figure 3 shows that most of the activities that must be carried out in
order to create verifiable project emission reductions need to be com-
pleted before registration. There are also some issues to be resolved at
any time up to the start of the crediting period. Activities to be com-
pleted before registration are more likely to define the critical path of
the project's development.

It should be noted that the validation timeframe also varies depending
on host countries. For instance, some DNAs require the draft or final
validation report before starting the approval process and issuing the
LoA. The average time taken by DNAs to issue LoAs can vary consider-
ably. Also, the DNA may revise their requirements, so what might be
optional one year could be mandatory the next. Project developers
submitting PDDs must make sure that they are up to date on the latest
national requirements.

19



Figure 3 | Generic CDM Timeline

Validation
Registration Start crediting period
4 4
Needs to be in place before next steps: Needs to be in place before next steps:
Operating and purchase agreements Project implemented
EIA, construction and operating licence Training of personnel performed,

monitoring equipment installed
Local stakeholder involvement g equip

Monitoring and project management

Letters of approval procedures implemented

Statement on Communication

Final validation report and opinion and request for
registration

In this final phase, a validation report and opinion are submitted to

the client for review. The report will indicate whether the project, as
designed and documented, meets the Kyoto Protocol criteria and CDM
modalities and procedures, as well as the criteria for consistent project
operations, monitoring and reporting.

Following successful validation and approval of the project by the DOE
and the relevant DNAs, the DOE finalises the validation report and the
project will be presented to the CDM EB for registration. The validation
report is then made publicly available on the UNFCCC CDM-website.
The registration is deemed final if no request for review is presented

by either three EB members or one of the Parties involved within four
weeks. Registration is the formal acceptance by the EB of a validated
project activity as a CDM project activity and is the prerequisite for veri-
fication, certification and issuance of CERs related to the project.

Validation of Programme of Activities

In June 2007, the CDM EB adopted the procedures for Programme of
Activities (PoAs) under the CDM. In a PoA, a group of similar activities
to reduce GHG emissions can be bundled together and registered as
a single CDM project activity. After successful validation and registra-
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tion of the programme, actual project activities, referred to as CDM
programme activities (CPAs), can be included in the programme in a
simplified process. A UNEP Risoe Centre publication A Primer on CDM
Programme of Activities provides the basic information on designing,

developing and implementing GHG emissions reductions under a PoA’.

Project proponents who are interested in learning more about how to
develop PoAs should review this report.

As the rules regarding PoAs were developed relatively recently, the
number of PoAs in the current project pipeline is still fairly small. Thus,
the DOE's experience with PoAs is limited, and particularly limited to
validation. As of 1 March, 2011, 15 PoAs have been registered, and 150
PoAs are at the validation stage.

7 http://cd4cdm.org/Publications/PrimerCMDPoA.pdf
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Validation Pitfalls

Overview of key validation pitfalls

This section provides a review of 34 key validation pitfalls in terms of
commonality, frequency and tendency to cause the longest delays. The
term "pitfall" is used broadly to mean "issues that need to be man-
aged" during a validation and registration process. These pitfalls were
identified in an analysis of DNV's findings from the majority of projects
validated by DNV up to September 2010. This analysis identified more
than 100 issues, which were consolidated into 34 key validation pitfalls.
In Table 1, these pitfalls are classified by frequency of occurrence and
approximate time delay caused based on lessons learned from DNV's
validation of CDM projects.

Sometimes entities choose to submit PDDs before all of the documen-
tation necessary for the validation is ready. Jump starting the validation
process may shorten the time to get the project validated, but it also
involves the risk that documentation and evidence required for project
validation may not be available. For instance, the project develop-

ers may wish to start the validation process while awaiting the written
confirmation from the DNA that the project is in line with sustainability
criteria. However, if such confirmation cannot be issued, the project will
not be validated and time and human resources will have been wasted.
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Tabel 1 | Key Validation Pitfalls

Frequency
more than
20%

Frequency
less than
20%

Lack of logic and consistency in PDD.

Deviations from selected calculation
methodology not justified sufficiently
and not brought to the attention of
DOEs at the initial stages of validation.

Compliance with local legal requirements
not covered sufficiently.

Insufficient information on the
stakeholder consultation process.
Absence of baseline data.

Poor quality of the PDD.

Project participants not clearly identified.

The modalities of communication (MOC)
with the Executive Board in terms of
issuing CERs and allocation instructions
are not stated clearly, or not signed by all
project participants.

Insufficient description of the
technology.

Insufficient explanation of baseline
scenarios.

Insufficient demonstration of project
additionality.

Baseline information not sufficiently

supported by evidence and/or not
sufficiently referenced.

Major risks to the baseline not identified/
described.
Project boundaries not clearly defined.

Project and/or crediting period starting
date unclear.

Deviations from monitoring
methodology not sufficiently justified.
Monitoring and project management
procedures not defined.

Claims in the PDD do not match the
actual situation on project site.
Insufficient information on the
measurement methods and source

of data as part of data/parameter
description in monitoring plan.

Insufficient information on physical
location allowing unique identification of
the project activity.

Inconsistency among CPAs.

Physical location of CPA not specific.

Crediting period of CPA starts before its
inclusion.

Start date of the project not correct.
Lack of evidence of CDM consideration.

Evidence of EIA and/or required
construction/operating permits/approvals
not provided.

Letter of Approval insufficient or
delayed.

Extended delay by project developers to
respond to CLs and CARs.

Small-scale methodology selected for a
large-scale project.

No written confirmation that funding
will not result in a diversion of official
development assistance.
Non-compliance with the applicability
conditions of the applied baseline
methodology or compliance not
sufficiently explained.

Incorrect start date for projects involving
capacity expansions of operational non-
CDM.

Assigning inappropriate economic values
to biomass residue and reference plant.

No updated licenses and permits.
Baseline for PoA not appropriate.
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Description of Validation Pitfalls

In this section, the 34 validation pitfalls listed in Table 1 are explained in
more detail. Good practice and examples are presented as appropriate.

This mistake could arise if a large-scale project is incorrectly defined as a
small-scale project.

The revised definition of small-scale projects is provided in paragraph 28
of Decision 1/CMP.2:

Type I: Renewable energy project activities with a maximum out-
put capacity equivalent to up to 15 megawatts (or an appropriate
equivalent).

Type II: Energy efficiency improvement project activities that reduce
energy consumption on the supply and/or demand side, limited to
those with a maximum output of 60 GWh per year (or an appropri-
ate equivalent).

Type IlI: Other project activities limited to those that result in emis-
sion reductions of less than or equal to 60 kt CO, equivalent annu-
ally.

Examples:
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The thresholds provided for each type must be met for the en-

tire crediting period of a project. For example, if a swine manure
project's emission reductions are estimated to be 65 kt CO e in year
five, the project does not qualify as a small-scale project and a large-
scale methodology has to be applied even though during the rest of
the crediting period, the annual reductions are below 60 kt CO,e.

When a project has more than one component, for example renew-
able energy generation and thermal generation (Type | + Type ) or a
project that avoids methane emissions from biomass and generates
electricity (Type Il + Type I), each component must comply with the
small-scale thresholds. Project proponents might wrongly believe
that a project needs to fulfill only one of the small-scale applicability
criteria to be eligible as a small-scale project. For instance, a project
activity with power generation capacity of 8 MW, and thermal gen-
eration capacity of 60 MW, was proposed as a small-scale project
activity. This is not correct, because although the electricity genera-



tion capacity is less than the threshold limit of 15 MW, the thermal
generation capacity is higher than the limit of 45 MW,,. Hence the
project does not qualify as a small-scale activity.

For several biomass co-generation systems and/or co-firing systems
such as boilers, if the energy output exceeds 45 MW,, in total, the
project is not eligible as a small-scale project.

Once a project is registered as a small-scale project, it could go
beyond the limit of its type for one specific year of the crediting
period. In that case, the emission reductions that can be claimed by
the project during that particular year will be capped at the limit.
As an example, a project developer develops a small-scale methane
recovery project. The project is qualified as a small-scale project
because emission reduction estimates for each year of the 10-year
crediting period are below the threshold of 60 kt CO,e for Type IlI
projects. For years 3 and 4, the estimated emission reductions were
40 kt CO,e and 45kt CO,e. During the first periodic verification, it
is confirmed that the actual emission reductions for years 3 and 4
were 55 kt CO,e and 70 kt CO e, respectively. In this situation, the
project proponent would be able to claim 55 kt CO,e for year 3 and

60 kt CO e for year 4.

Good practice:

A small-scale project activity needs to fulfil all of the applicability criteria

listed in the modalities and procedures for small-scale CDM project
activities for each component of the project.

Information from reliable and conservative data sources must be sup-
plied to justify the submission of a project as small-scale. A full de-

scription is required to show that the project is eligible as a small-scale
project and is below the relevant small-scale project threshold, although

for projects that are not yet implemented, this cannot be completely
certain until the project is operational. However, there should be a

reasonable correlation between the stated project capacity (e.g., below
15 MW) and data on, for example, forecasted generation levels, turbine

capacity, and other parameters. Where the justification of the small-

scale eligibility is based on calculations, the input data and the calcula-

tions should be transparently and conservatively described.

« Bundle of several small-scale projects that in total exceed the eligi-

ble limits.

A related example is the submission of small-scale PDDs from a de-
bundled large-scale project. Guidelines on Assessment of Debundling
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for SSC Project Activities® specifies that a proposed small-scale project
is considered to be a debundled component of a large-scale project if
there is a registered (or in a process of registration) small-scale CDM
project that is:

(a) Developed by the same project participant.
(b) In the same project category and technology/measure.
(c) Registered within the previous two years.

(d) Project boundary is within 1 km of the project boundary of the pro-
posed small-scale project at the closest point.

A small-scale project that is part of a large-scale project is not qualified
to use the simplified modalities and procedures for a small-scale CDM
project. However, in cases where the total size of the proposed small-
scale project combined with the registered small-scale project does not
exceed the limits for a small-scale project, the proposed small-scale
project can use the simplified modalities and procedures for a small-
scale project.

In practice, it is not often that large-scale projects try to debundle into
several small-scale projects, but sometimes project developers bundle
several projects into one large-scale PDD. Four categories of bundling
have been defined and each must be handled differently”:

+ Bundling of project activities of the same type and the same cat-
egory and technology/measures.

+ Bundling of project activities of the same type, same category and
different technologies/measures.

+ Bundling of project activities of the same type, different categories
and technologies/measures.

« Bundling of project activities of different types.

It is also possible to bundle large-scale projects together. For example, a
project to capture and combust methane from swine manure treatment

& All guidance on the determination of the occurrence of debundling is consolidated into one
document, Guidelines on the Assessment of Debundling for SCC Project Activities (EB 54, An-
nex 13).

?  Guidelines for completing the form for submission of bundled small-scale CDM project activities
(EB 34, Annex 10)
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Figure 4 | To bundle or not to bundle... that is the question

Operator C
Geothermal 42 MW
Project starting date  March 2006

Operator B
Wind 22.5 MW
Project starting date January 2006

Operator A
Hydro 2.5 MW
Project starting date  February 2006

was registered for two projects sites in Chile’, one in Pocillas and the
other in La Estrella.

For all of the above categories, the crediting period should be the same
and the composition of bundles must not change over time. Practically,
the bundling of several projects into one can be a problem if a delay in
one project causes a delay to the rest of the bundle. For example, any
requests for review relating to even one part of a bundled project, lack
of operating licence in one project part, or the definition of how credits
are distributed within the bundle may also affect the other parts of a
bundled project.

As an example, a suggestion to bundle a hydro, wind and geothermal
project into one large-scale PDD by applying ACMo002 was presented.
The projects in question were located in South America (see Figure 4).
To do this, the same crediting period needed to be chosen for all three
projects. In this example a number of risks needed to be managed. For
instance, if the projects were bundled and the geothermal project did
not receive an operating licence in time, the crediting period would

0 The rules for bundling of full-scale projects are still being discussed by EB.
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start running with a reduced credit generation potential. Also, if the
CDM EB requested a review because of problems with one project, the
other two projects would be delayed as well.

Sometimes there is confusion on the definition of a project participant,
and it is not clear whether the project participants are, or will be, au-
thorized by the respective Party'" involved.

In the Glossary of CDM terms , a project participant is defined as fol-
lows:

"In accordance with the use of the term project participant in the CDM

modalities and procedures, a project participant is:

+ A Party involved, which has indicated to be a project participants, or

+ A private and/or public entity authorized by a Party involved to
participate in a CDM project activity."

In accordance with Appendix D of the CDM modalities and procedures,
the decision on the distribution of CERs from a CDM project activity
shall exclusively be taken by project participants. Typically, consultants,
DNAs and local municipalities do not have a share in the distribution of
CERs.

Good practice:

The question of who is a project participant needs thorough considera-
tion. There have been examples where the project operator has not
been included as a project participant or even informed about the
project being proposed as a CDM project. For instance, for a landfill gas
project in Mexico, the project operator was not informed of the project
being proposed as a CDM activity. Although the operator was not of-
ficially a project participant, the objection raised by the operator had an
impact on the validation process and implementation of the project ac-
tivity, as the operator then threatened to stop the operation and, hence,
generation of CERs unless they were included as a project participant.
The lesson to be learned is that although it is not mandatory to include
the operator as a project participant, it is wise to ensure that private
agreements are in place to guarantee the generation of CERs. This is also
illustrated in Figure 5.

Often it is not clearly described whether all organizations mentioned
in Section A.3 of the PDD are project participants. Only actual project
participants should be listed in Section A.3 and Annex 1 of the PDD. Ad-

" “Party" is used as defined in the Kyoto Protocol and means a Party to the Kyoto Protocol. An-
nex | Party means a Party as listed in Annex | to the Convention,
2 http://cdm.unfccc.int/Reference/Guidclarif/glos_CDM. pdf
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Figure 5 | Project participants:

Who has a say in CER distribution?

Host Party

Annex | country
(CX-SEDET))

(e.g. Thailand)

Private
agreement
important
here!

Supplier of
technology (e.g.
biomass boiler)

Operator
(e.g. ofa
biomass
boiler)

Consultant
(e.g. from UK)

ditionally, the statement of modalities of communication must include
all project participants and their signatures.

All private or public entity project participants will need to be author-
ized by a Party, i.e., a country that is a signatory to the Kyoto Protocol.
Authorization does not necessarily need to be provided by the country
where the private or public entity is located, but can be provided by the
DNA of another country participating in the project. Good practice is to
explicitly mention the project participant in the Letter of Approval, or to
address the LoA to the project participant.

The registration of a project activity can take place without an Annex |
Party being involved at the registration stage. However, before an Annex
| Party acquires CERs for such a project activity from an account within
the CDM registry, the DNA from the Annex | Party shall submit a LoA to
the EB in order to ensure that the CDM Registry administrator forwards
CERs from the CDM registry to the Annex | national registry.

It should be taken into account that the name of the project participants

and the project title itself be included in all of the documents submitted
for registration, such as the CDM-PDD, Letters of Approval and Mo-
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dalities of Communication. Experience also shows that more attention
should be paid when those documents are translated into English from
their original language. Differences in project titles and project partici-
pant's names might lead to a project activity being deemed incomplete,
and hence leading to project delays that could easily be avoided.

As per the EB 30" meeting report, the EB decided that in case a project
participant listed in the PDD published at validation is not included in
the PDD submitted for registration, the DOE shall provide a letter from
the withdrawn project participant confirming its voluntary withdrawal
from the proposed project activity, and address this issue in its valida-
tion report.

Projects are sometimes submitted for validation without evidence that
they have all of the required operating permits/approvals necessary to
proceed. These permits/approvals are country-specific. For example, if
required, the DOE will ask to see a copy (a scanned, signed document
is sufficient) of a valid construction permit, an operational licence and
sometimes an Environmental Impact Assessment (EIA). Also, approv-
als, such as Environment Licences need to be presented if required by
legislation.

These documents should not be included in the PDD, as they are often
in the local language and can be too comprehensive. Attachments in a
language other than English should not be included, as the CDM-EB has
defined that the working language for the CDM is English only.

Over 80% of all PDDs submitted for validation are not accompanied by
a LoA from all relevant DNAs. The reasons for this can include:

+ The process of receiving a LoA started too late and/or the DNAs
have not yet established procedures for the approval of CDM pro-
jects.

+  Some DNAs request the validation report before issuing the LoA
(e.g., Brazil, Spain, Korea, Germany).

+  Parties and/or project participants change during the validation

process because of changing private investor or operator relations.
For example, if a company in Japan wants to become a project par-
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ticipant in a unilateral project in Thailand and receive CERs, this will
add a new Party and a new project participant to the project (see
Pitfall 2).

« It has also been observed that in some cases the names of the pro-
ject participants and the title of the project activity are not consist-
ent in the PDD, LoA and MoC.

« If the LoA provides additional information, e.g., PDD, version or
date and validation report version and date, then at the time of
submission for registration, the project registration package needs
to be submitted with the PDD or validation report version that is
mentioned in the LoA. It is often observed that the PDD and valida-
tion report go through many rounds of revisions and the version of
the PDD submitted for registration is not the same version as stated
in the LoA. This will lead to reapplication of the LoA and can cause
a significant delay in the validation process.

Good practice:

The process of receiving an LoA should be initiated at an early stage,
as this often takes time. Good examples of LoAs can be found on the
UNFCCC website (http://cdm.unfccc.int/Projects/registered.html). As
stated in the EB clarification™, three points need to be included in a
LoA:

+ The Party has ratified the Kyoto Protocol,

+ The approval of voluntary participation in the proposed CDM pro-
ject activity, and

+ In the case of Host Party(ies): statement that the proposed CDM
project activity contributes to sustainable development of the host
Party(ies).

The project title and project participant names mentioned in the LoA
and MoC must completely match those given in the PDD. Further, all
private or public entity project participants need to be authorized by
one Party.

Written confirmation that funding will not result in a diversion of official
development assistance must ideally be obtained from the relevant An-
nex | country DNA. This means that Annex | countries shall not divert

3 http://cdm.unfccc.int/Reference/Guidclarif/reg/val_guid01_v01.pdf
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official development assistance funds that previously have been directed
to other purposes (e.g., for school buildings) in the respective host
country to the purchase of CERs from a CDM project. Such evidence
should be given by the Annex | country. A key word in this context is
therefore "diversion"™.

Such a statement is only needed when public funding from an Annex |
Party is used by the project.

The modalities of communication' with the Executive Board are some-
times not clearly stated, or if stated, have not been signed by all project
participants and focal point entities. The Modalities of Communication
form (F-CDM-MOC) has been adopted by the EB in order to facilitate the
standardization of the format for the presentation of modalities of com-
munication. The following information must be provided in the form:

« Title of the CDM project activity.

+ Date of submission.

« List of all project participants.

+  Clear designation of focal point for each scope of authority.

+  Contact details and specimen signature of each focal point and sign-
ing authority.

+ Signatures of all project participants confirming their agreement to
the terms of the statement of modalities of communication.

The communication statement needs to be in place prior to submitting
the request for registration, as this is often a cause of delay.

Modifications to the nomination of focal point, changes in author-

ized signatories (details and/or specimen), change of name of a project
participant, as well as addition or withdrawal of project participants will
require a change of the modalities of communication.

" As of the Marrakech Accords (Dec17/COP7), “Emphasizing that public funding for clean
development mechanism projects from Parties in Annex | is not to result in the diversion of of-
ficial development assistance and is to be separate from and not counted towards the financial
obligations of Parties included in Annex "

s The modalities of communication between project participants and the Executive Board are indi-
cated at the time of registration by submitting a statement signed by all project participants. All
official communication from and to project participants, after a request for registration is submit-
ted by a DOE, shall be handled in accordance with these modalities of communication. If these
modalities have to be modified, the new statement shall be signed by all project participants and
submitted in accordance with the modalities that are to be replaced. The procedure and the form
are adopted at the EB 45.
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Further information can be found in the procedures for modalities of
communication between project participants and the Executive Board
(http://cdm.unfccc.int/Reference/Procedures).

Unnecessary or insufficient information is sometimes supplied on
substantial aspects of a project, resulting in ambiguity on core aspects
of the project technology or implementation. Excessive and irrelevant
information may obscure the important information to the validator.
However, it is important to provide the details of any advanced/novel
technology used, including electricity generation technologies. The level
of detail needs to be considered on a case-by-case basis, ensuring that
all relevant information impacting emission reductions and CDM eligi-
bility is presented.

Examples:

For wind projects which normally use standard technology, the techni-
cal details and details about selected subcontractors are not required, as
long as the details are provided in, for example, a feasibility study that

is made available to the DOE. However, the type of turbine and its pos-
sible type certification, load factor, total installed capacity and important
factors summarized from the feasibility study, such as wind conditions,
should be described. There is no need to talk extensively about grid
connection, voltage, or other similar issues.

Small run-of-river hydro power projects will also normally use standard
technology. In this case, the type of turbine, capacity, load factor and
river flow conditions should be described.

For projects that are less standard, such as combined heat and power
(CHP), fuel switching, cement and other manufacturing industry projects
and large hydro projects, design/engineering details are required. For
boilers, a description of the theoretical efficiency and technical charac-
teristics are required.

For biofuel projects, the mixture of the biomass burned, boiler or turbine
capacity, and how much biomass needs to be transported from other
sites, and by what means, must be made clear.

For landfill gas capture projects, detailed components, such as flare ef-
ficiency and combustion engines should be described, but there is no
need to go into detail about, for example, component material of the

pipes.
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Good practice:
From the technology description in the PDD, the DOE needs to receive
a clear picture of:

*  Whether the project design engineering reflects current good prac-
tice, as per the Marrakech Accords.

+ The technology elements that are included in the project boundary
in terms of GHG emissions.

«  Proper sequencing and appropriate use of clear process flow sheets
will improve clarity, especially in industry-specific projects. The de-
scription should be adapted to sector specifics and can be included
as an Appendix to the PDD.

+  Project developers should carefully review the guidelines for com-
pleting the project design document. In PDD Template Version 7.0,
the CDM EB has expanded the instruction on completing the sec-
tion A.4.3. "Technology to be employed by the project activity."

Experience shows that the applicability criteria in the methodologies

are sometimes not specifically addressed in the PDDs. In other cases,
projects do not meet one or more of the applicability criteria. It is im-
portant that sufficient information is provided in the PDD to ensure that
the project conforms with the applicability criteria. If project propo-
nents are not certain whether a particular methodology applies to their
projects, it may be wise to contact the DOE for a discussion.

As an example, a project was applying approved methodology
ACMo0009 on fuel switching, which calls for capping of the crediting
period by the remaining lifetime of the existing equipment. The remain-
ing lifetime of the equipment used in the baseline was confirmed to

be more than 20 years, however, no proof was provided. The plant had
been operating since 1979, which is more than 30 years of operation, as-
suming no replacement had been made thus far. In this case, a replace-
ment would have been necessary anyway. This not only questions the
applicability of ACMo009, but also project additionality.

Good practice:

In the above example, during the discussion of the baseline in the PDD
and the validation report, evidence should have been provided for the
lifetime of the equipment in question.
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In general, all the applicability criteria indicated for a particular method-
ology should be specifically addressed and supported with a verifiable
source of information.

Follow the structure and the wording of the methodology and, when
justifying the applicability of the methodology to the specific project,
substantiate this with as much evidence as possible. Contact the DOE
if you are not sure which methodology to apply for a specific project.
If it is unclear whether a particular methodology applies to a project, it
is better to raise a clarification or revision to the EB prior to the com-
mencement of validation.

The identification of the relevant and realistic baseline scenarios is not
always in line with the methodology.

In the analysis of possible baseline scenarios, relevant alternative base-
line scenarios are defined as those scenarios that are either:

+  Business as usual
+ The project scenario and/or

«  Other likely technology alternatives (for example, landfill gas collec-
tion, waste incineration and utilization for power generation could
be a likely alternative to a project scenario of landfill gas collection
and flaring only).

Examples:

1. Relevant and valid baseline scenarios are often not addressed. For
example, in landfill gas projects, the possibility of selling off the gas
to nearby industry facilities needs to be considered.

2. Too much irrelevant detail about the whole industry context is often
provided in PDDs. For example, for co-generation projects using
bagasse as fuel, the economic situation of the sugarcane industry
is only relevant in so far as it influences the sugarcane producer's
choice of saving electricity costs by investing in a biofuel boiler.

In some cases it is observed that the baseline scenario, i.e., what would
have actually happened in the absence of the project, is quite differ-
ent from what is selected as the baseline. This might happen due to a
variety of reasons, such as:
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i. The project proponents do not have sufficient historical data to
establish the actual baseline.

ii. The baseline if established as per the options in the methodology
results in more CERs.

iii. The methodology does not allow the particular baseline, i.e., the
methodology is not applicable.

iv. Change in output after project implementation.

Good practice:

Closely follow the requirements given in the approved baseline meth-
odology. Identification of baseline scenarios can be broadly categorized
into three types:

1. For many approved methodologies, there is only one relevant
baseline scenario other than the project and this is already identified
(e.g., AM0018). The importance for projects applying these meth-
odologies lies in proving that this business as usual (BAU) scenario
identified is the only relevant and valid baseline.

2. In other approved methodologies, the choice of baseline scenarios
is given in the methodology, e.g., ACM0006, ACM0012, AM0009
and AMo014. The importance for projects that apply these method-
ologies lies in identifying only the plausible scenarios. For example,
for biomass projects applying ACMo0006 (version 1110), there are
seven alternative scenarios for power generation, seven scenarios
for heat generation, and eight possible scenarios for the use of
biomass residues. Any combination of these could be the project
baseline scenario, and the rest must be eliminated.

3. Other methodologies either refer directly to the additionality tool™
(e.g., AM0019, AM0020, AM0023), or they require the identification
of relevant BAU scenarios with regard to a set of specific conditions,
for example taking into account national regulations or prevailing
practice. Examples of these are AMo007, AM0017, and AMo021.

Please also refer to Pitfall 19: Project and/or crediting start date unclear.
Lack of evidence indicating prior COM consideration

6 http://cdm.unfccc.int/methodologies/PAmethodologies/tools/am-tool-02-v2.2.pdf/history _
view
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The additionality of the project often needs further elaboration or needs
to be made more project-specific.

Most of the large-scale approved methodologies refer to the "Tool for
the demonstration and assessment of additionality." Version 5.2 of this
tool proposes the demonstration of the additionality in four steps, as
shown below:

Good practice:

As per the CDM Modalities and Procedures, all information regard-
ing the additionality demonstration is considered public information.
This should be taken into account when the additionality argumenta-
tion is developed, as all of the claims used should be substantiated on
evidence that will have to be made public. This includes things such as
contracts with suppliers and loan agreements with banks.

Identification of alternatives to the project activity consistent with current
laws and regulations:
Refer to Pitfall 9: Insufficient explanation of baseline scenarios.

Barriers analysis:

In many cases, project additionality is not based on convincing and/or
actual facts. All of the claims stated in the barriers analysis discussion
should be substantiated with documented evidences from third parties.
The concept of an independent third party is important, as some ques-
tions may be raised, such as: is a local supplier for which the project
represents 60% of its annual sales an "independent third party" who
should provide a statement to prove one of the barriers claimed?

Some of the barriers have a direct impact on the project's financial vi-
ability and thus the barrier description is not enough to prove that the
barrier prevents the implementation of the project. If this is the case,
the real impact of this barrier will be shown in a financial analysis of the
project and thus an investment analysis complying with Step 3 of the
Tool must be provided. For example, some biomass-based power gen-
eration projects claim barriers for the "high price of the biomass." If this
is an actual issue, an internal rate of return (IRR) or other financial indi-
cator will show that the project is not financially attractive. In contrast,
a high biomass price could be accompanied by a good electricity price,
and then that barrier is non-existent. This also applies in the case of pro-
jects that claim a barrier due to the lack of skilled labor. In this case, the
conclusion will be different if there is a total lack of skilled people in the
country and it is not an option for people from other countries to work
there. If the company staff is not skilled at running such a project, this
issue can be overcome by training and hiring new staff available in the
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Figure 6
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country without involving any risk of technology failure. In the former
case, a barrier may exist. In the latter, the impact of that situation will
be reflected in the investment analysis of the project and thus cannot be
claimed as a barrier.

The barriers should be analyzed in the correct geographical area. Some
industries are regarded as global industries, and in those cases, the exist-
ence of a barrier (e.g., first of its kind; technology barriers) should be
analyzed in a global context and not only at the country level. In other
cases, the country level or even smaller regions may be accepted to
prove the existence of the barrier.

Investment analysis':

It is common to find that the investment analyses provided to the DOE
are not complete, do not allow the DOE to reproduce the calculations
or do not disclose the sources for all the inputs. The project proponent
should provide the DOE with:

* An Excel file with the detailed calculations in a reproducible format
(the formulae should be included and not only the final figures).

+ Justification of all sources used for the analysis for the investment,
discount rate, annual costs and revenues. These sources should have
been available at the time of decision making and evidence should
be provided to the DOE.

« Justification that the timeframe used for the analysis, taxes applied,
depreciation/amortization methods and timeframe, and residual
values are in line with the applicable regulations.

»  Costs savings should be included in the calculations. This is the case
in, for example, a coal fuel switch project where the coal saving
should be included in the analysis or a waste gas power generation
project when before the project implementation the electricity was
imported from the grid.

»  Sensitivity analysis calculation.

The appropriate analysis method should be identified for each project.
In the case of a benchmark analysis, it is common to find that the selec-
tion of a company internal benchmark is problematic, as the informa-
tion around it is sensitive for most companies and they are not willing to
make it public. If a company-specific benchmark is applied, the com-

7 The guidance provided by the Executive Board on investment analysis (EB 51, Annex 58) sup-
plements the “Too