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The Applicability of the ERUPT Operational Guidelines for JI Project Design Documents: determining baselines

1. Introduction

The determination of baseline scenarios for Joint Implementation (JI) projects must take place in accordance with the relevant legal texts in the Kyoto Protocol, the Marrakech Accords, and the decisions of the first Conference of the Parties serving as the meeting of the Parties to the Kyoto Protocol (COP/MOP-1). The implication of these texts is as follows:

· According to Article 6.1(a) of the Kyoto Protocol, the reduction in anthropogenic greenhouse gases (GHG), or enhancement of removals by sinks, provided by JI projects should be additional to any that would otherwise occur.

· In its Decision -/CMP.1 on the “Implementation of Article 6 of the Kyoto Protocol”
 COP/MOP-1 requests the Joint Implementation Supervisory Committee (JI-SC) to elaborate and agree on a JI project design document (JI-PDD).

· In this elaboration, the JI-SC must take into consideration Appendix B of the annex on modalities and procedures for a Clean Development Mechanism (CDM), which deals with the project design document for the CDM (CDM-PDD).

· The JI-SC has also been requested by Decision -/CMP.1 to develop guidance with regard to Appendix B of the “guidelines for the implementation of Article 6 of the Kyoto Protocol” (this document is also part of Decision -/CMP.1).

· This Appendix B (“criteria for baseline setting and monitoring”) defines the baseline for Article 6 (or JI) projects as ‘the scenario that reasonably represents the anthropogenic emissions by sources or anthropogenic removals by sinks of greenhouse gases that would occur in the absence of the proposed project.’

· Appendix B furthermore states that a baseline for a JI project shall be established:

a. on a project-specific basis and/or using a multi-project emission factor;

b. in a transparent manner with regard to the choice of approaches, assumptions, methodologies, parameters, data sources and key factors;

c. taking into account relevant national and/or sectoral policies and circumstances, such as sectoral reform initiatives, local fuel availability, power sector expansion plans, and the economic situation in the project sector;

d. in such as way that ERUs cannot be earned for decreases in activity levels outside the project activity or due to force majeure;

e. taking account of uncertainties and using conservative assumptions.

· In addition, according to Appendix B, project participants shall justify their choice of baseline.

· Finally, Decision -/CMP.1 has decided that JI project participants my apply methodologies for baselines and monitoring approved by the Executive Board of the CDM (CDM-EB), and that relevant parts of the CDM-PDD may be applied by JI project participants.

From these legal texts it becomes clear that JI project participants may use baselines and monitoring methodologies that have been approved under the supervision of the CDM-EB. However, the texts also imply that the JI-SC has a considerable degree of freedom in determining what guidance it will provide to JI project developers. The latter is particularly important with respect to the question of how to deal with JI projects that have been designed and implemented before 2008 and that aim to generate emission reduction units (ERUs) during the Kyoto Protocol commitment period of 2008-2012.

In 2000, the Netherlands Government established the Emission Reduction Unit – Procurement Tender (ERUPT) programme. Under this programme five tenders have taken place through which international entities could submit JI project proposals. The first tender was held during 2000-2001 for which the Netherlands Ministry of Economic Affairs had prepared guidelines for the development of PDDs. In 2001, the first tender round was evaluated, among others based on feedback from project participants in the first round, and the guidelines were revised where it was considered necessary. For the second through the fifth ERUPT rounds, project developers had to use the “Operational Guidelines for Project Design Documents of Joint Implementation Projects” (Volume 2; hereafter: ‘ERUPT Guidelines’).

This comment briefly describes the structure and basic approach of the ERUPT Guidelines, which is annexed. Subsequently, it analyses the compliance of these Guidelines with the legal texts of the Kyoto Protocol, the Marrakech Accords, and the Decision -/CMP.1 (‘Implementation of Article 6 of the Kyoto Protocol’ and ‘Guidelines for the implementation of Article 6 of the Kyoto Protocol’).

2. The ERUPT Guidelines

The ERUPT Guidelines provide a step-wise guidance to JI project developers for baseline determination and the monitoring of the project results. Although specifically designed for JI projects, the ERUPT Guidelines comprise elements that were also required by the Marrakech Accords for the CDM-PDD
 in the sense that they comprise: a baseline study with the estimation of the amount of ERUs, a monitoring and verification plan, opportunities for stakeholder comments, and an analysis of the environmental impacts of the project as required by local regulations. However, the ERUPT Guidelines were developed before the publication of the CDM-PDD by the CDM-EB (which took place in August 2002).

As a starting point for the determination of a baseline the existing situation relevant for the project is taken, which describes the current delivery system, its status and adequacy in meeting demand. However, the ERUPT Guidelines clearly state that a baseline is not just a continuation of the present situation, but should include expected changes in a range of so-called key factors, which would have had a direct impact on the business-as-usual situation for the project. The ERUPT Guidelines prescribe that for baseline development at least the following key factors should be taken into consideration:

· Sectoral reform projects,

· Economic growth, socio-demographic factors, the economic situation in the sector and predicted demand,

· Development in relevant legislation within the host country,

· Availability of capital, the lack of which could be a considerable investment barrier,

· Availability of local technology in the host country, as well as required skills and knowledge,

· Availability of best available technologies in the future relevant for the project,

· Social effects and local support,

· Expected development of fuel prices and availability in the host country of fuels, both through imports and domestic endowments,

· Internal rate of returns (IRR) of alternatives to the projects, and

· National expansion plans for the relevant sector, e.g., electricity expansion plans.

The relevant current situation project scenario should subsequently be adjusted based on the values found for each of these key factors. It is important to note here that the ERUPT Guidelines thus require project developers to explore several factors that have also been included in the Consolidated Additionality Tool determined by the CDM-EB for CDM projects, such as: expected legislation relevant for the project, expansion plans (step 1 of the CDM additionality tool), investment barriers and availability of best available technologies (step 3), common practise of technologies and expected technological development relevant for the project (step 4), etc. Also, the required comparison of different alternative scenarios by calculating IRRs for each scenario (without the value of the ERUs) and taking the scenario with the highest IRR as the baseline, the ERUPT Guidelines could be categorised in the second approach for baseline determination included in the CDM modalities and procedures.

It is important to note in this context that the ERUPT Guidelines clearly underscore that not only financial motives determine the most likely scenario in the absence of the project. After all, in situations where markets operate imperfectly, mainly non-financial factors (such as lack of investment capacity, knowledge, and skills) may have dominated the future development on the relevant project site in absence of the JI projects. Therefore, both financial and non-financial key factors are included in the ERUPT baseline analysis.

For grid-connected JI projects, the ERUPT Guidelines contain multi-project baseline/benchmark values for the electricity sectors in potential JI host countries in Central and Eastern Europe. When calculating these benchmarks, the following key issues had to be dealt with:

· How to deal with low variable cost power capacity? Since power plants that operate at very low variable costs are usually operated as many hours as possible, they are very unlikely to be dispatched when new power production capacity becomes available. Examples of such capacity are run-of-river hydropower, co-generation and nuclear power plants.

· How to incorporate the EU pre-Accession process of Central and Eastern European countries into the benchmark calculation? Candidate members of the EU had to incorporate EU standards (collected in the Acquis Communautaire) in their domestic laws, but by the time of calculating the ERUPT benchmarks (2001), negotiations between the European Commission and the countries that were scheduled to become EU member state in May 2004 had not yet clearly revealed to what extent these countries would be allowed a transition period to postpone incorporating the standards until after the accession date (countries such as Bulgaria and Romania had not yet begun pre-accession negotiations with EU).

The starting point for calculating the ERUPT benchmarks for JI electricity production projects was the existing energy grid mix in each of the potential JI host countries in Central and Eastern Europe.
 By doing so, it was assumed that new power production capacity connected to the grid through a JI project would replace existing grid-connected capacity. However, as mentioned above, since some capacity is unlikely to be dispatched due to its low operational costs, it was removed from the baseline calculation. Moreover, the ERUPT methodology assumed that, in case of new capacity, technologies with relatively high variable costs, such as oil and gas, would be dispatched from the system before coal technologies. Finally, with a view to the EU pre-accession process ERUPT assumed a linear trend from actual standards to EU Best Available Techniques.

Finally, the ERUPT Guidelines contain a clear distinction between those factors that need to be included in the baseline calculations and those that could be considered leakage. As a starting point the Guidelines defines the following four categories:

1. On-site direct emission sources,

2. Off-site direct emission sources,

3. Off-site indirect emission sources, and

4. On-site indirect emission sources.

The distinction between direct and indirect emission sources lies in the extent to which JI project participants can control the sources: emission sources under the control of the project participants are considered direct factors; emission sources not controlled by the project participants are indirect sources or leakage. Direct sources can both be on-site (e.g., a power plant which is modernised under the project) and off-site (e.g., emissions from transport of fuels and/or raw materials) and should be included in the baseline calculations. Indirect emission sources due to the project must be included in the calculations of the project’s own actual emissions and must be part of the monitoring procedure for the project. Similar to the Marrakech Accords decision on CDM modalities and procedures, according the ERUPT Guidelines the project boundary is drawn is such a manner as to include direct emission sources and to exclude indirect sources.

3. Meeting the criteria of the Appendix B of Decision -/CMP.1

As explained above, Appendix B of Decision -/CMP.1 on “criteria for baseline setting and monitoring” defines the baseline for JI projects as “the scenario that reasonably represents the anthropogenic emissions by sources or anthropogenic removals by sinks of greenhouse gases that would occur in the absence of the proposed project.”
 The ERUPT Guidelines apply the same definition.

Furthermore, Appendix B lists criteria for baseline determination for JI projects.
 This Section explores to what extent the ERUPT Guidelines are in line with these criteria.

Criterion 1. A baseline shall be established on a project-specific basis and/or using a multi-project emission factor.

The ERUPT Guidelines contain guidance for both the project-specific and multi-project baseline options. The Guidelines document contains an extensive explanation of how for individual projects, project-specific direct emission sources must be explored as well as sources outside the project boundary (indirect sources). For grid-connected electricity sector projects which replace capacity connected to the grid, standardised emission factors have been calculated for a number of potential JI host countries in Central and Eastern Europe (see above). The ERUPT Guidelines are thus primarily project-specific, but, where possible, contain multi-project emission factors.

Criterion 2. A baseline shall be established in a transparent manner with regard to the choice of approaches, assumptions, methodologies, parameters, data sources and key factors.

The ERUPT Guidelines contain a standard, transparent format which all project developers must use when submitting JI project proposals to the Netherlands Government during ERUPT 1 through 5. Moreover, project participants have to justify all their calculations, interpretation of key factor information, and choices regarding all factors. This justification must be supported by underlying calculations and argument which are presented in such a manner that the validating entity can easily repeat the calculations (e.g., through spreadsheets) and the reasoning. As such the ERUPT Guidelines also comply with paragraph 3 of Appendix B.

Criterion 3. A baseline shall be established taking into account relevant national and/or sectoral policies and circumstances, such as sectoral reform initiatives, local fuel availability, power sector expansion plans, and the economic situation in the project sector.

All these key factors have been included in the ERUPT Guidelines (see above).

Criterion 4. A baseline shall be established in such as way that ERUs cannot be earned for decreases in activity levels outside the project activity or due to force majeure.

As explained on p. 10 and p. 22 of the ERUPT Guidelines, the baseline scenarios are constructed on the basis of three main elements: 

1. a GHG emission factor per unit of output determined on the basis of the key factor analysis (e.g., Y tonnes of CO2-eq. per GWh) during a particular year; 

2. an estimation of the activity level for the project during the same year (e.g., X GWh); 

3. the years of the crediting period agreed for the project (e.g., year t, year t+1, etc.). The baseline scenario is constructed by multiplying the GHG emissions factor with the annual activity level and by repeating this exercise for the subsequent years of the crediting period. Since the activity level is one of the variables in this calculation, any change in the activity level within the project boundary has the same effect on the baseline and on the actual project emissions.

With respect to output changes outside the project activity, the above-mentioned distinction between direct and indirect emission sources in the ERUPT Guidelines has turned out to be very helpful, because it clearly identifies emission sources that may change due to the project but which are beyond the control of the project participants. According to the ERUPT Guidelines, any change in activity and related GHG emissions change in these indirect sources are considered leakage and must be incorporated in the calculated emissions of the project itself, provided that these changes are significant (see Section 2.7.4 of the ERUPT Guidelines).

Criterion 5. A baseline shall be established taking account of uncertainties and using conservative assumptions.

In several parts of the ERUPT Guidelines it is underscored that baseline determination is complicated by the hypothetical character of the exercise, i.e. the baseline scenario will never take place precisely because it is replaced by the project. This implies that baseline determination is surrounded by uncertainties as each factor that contributes to the scenario is at best a reflection of the best available knowledge at the time of designing the project. One possibility to deal with this source of uncertainty is to choose conservative values and make conservative estimates for each key factor. This is the approach prescribed by the ERUPT Guidelines (see, among others, Sections 2.4, 2.6.2, 2.6.3, 2.7). Also, when translating the key factor values in the baseline scenario a conservative approach is prescribed.
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