UNFCCC Secretariat Carbon Futures LLP

Martin-Luther-King-Strasse 8 33 Station Road,
D-53153 Bonn Budleigh Salterton,
Germany Devon EX9 6RR England,

United Kingdom

Att.: JI Supervisory Committee Date: 18 May 2012

Initial comments on review of the determination regarding the project design document
(PDD) for “0287. Implementation of energy-efficient lighting system in the Donetsk Region
with the use of Kyoto Protocol mechanism: replacement of incandescent lamps with energy-
efficient ones at budget financed and social entities in the Torez town (under Track 2)”

Dear Members of the JI Supervisory Committee,

On the 4" of May 2012 Carbon Futures LLP was informed that three JISC members requested a
review of the JI project 0287 “Implementation of energy-efficient lighting system in the
Donetsk Region with the use of Kyoto Protocol mechanism: replacement of incandescent
lamps with energy-efficient ones at budget financed and social entities in the Torez town
(under Track 2)”.

Project participant Carbon Futures LLP has prepared the following response to the issues
raised by these requests for review. First the reasons for requesting the review are listed,
second our initial comments to the particular reason are provided and thirdly the proposed
supplements to the PDD are included how we believe the issue can be closed.

Request for review (1):

It is claimed by the PP that the state funding for large-scale replacement of ICLs with CFLs in
the public sector is not sufficient. However, no documentary evidence of this Investment barrier
has been provided and determined by the AIE other than just a statement included in the PDD.
Traceable and transparent information showing that the baseline was identified on the basis of
conservative assumptions along with documentary evidence to back the claim as well as
reasons for non-availability of funding could have been asked for by AIE during determination,
in accordance with paragraph 44 (a) of the Guidance on criteria for baseline setting and
monitoring ver03.
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Initial comments by Carbon Futures LLP (1):

A JI specific approach with elements of an approved CDM baseline and monitoring
methodology AMS-Il.J (Demand-side activities for efficient lighting technologies), version 04
was chosen for setting the baseline of the project.

The additionality of the project was demonstrated in accordance with the paragraph 44(a) of
the Annex | to the “Guidance on criteria for baseline setting and monitoring” version 03.

Section B.2. of the PDD provides the description of barriers to the project activity, namely

investment barrier, technological barrier and other barriers.

The project participant provided an explanation to show that the project activity would not
have occurred anyway due to at least one of the barriers according to the “Information on
additionality (Attachment A to Appendix B of 4/CMP.1 Annex Il)”.

The following documents are presented in Annexes to this letter as documentary evidence of

investment barrier for this project:

* Annex 1. Ordinance of the Cabinet of Ministers of Ukraine # 1337-r “On
Implementation of Measures to Reduce Electricity Consumption by Budget
Institutions” translated in English

* Annex 2. The Letter # 02-1231-22/3 dated 14 May 2012 obtained from Torez town
council.

* Annex 3. The Letter # 774-01/13/4-12 dated 18 May 2012 obtained from State
Agency on Energy Efficiency and Energy Saving of Ukraine.

Letters from Torez town council and State Agency on Energy Efficiency and Energy Saving of

Ukraine were received on the request of project coordinator, Innovation Center “Ecosystem”.

According to the presented documents the following clarifications are provided below:

1). Torez town council is a body of local authorities. According to clause 2 of Ordinance of
the Cabinet of Ministers of Ukraine # 1337-r “On Implementation of Measures to Reduce
Electricity Consumption by Budget Institutions” (hereinafter Ordinance), measures
outlined in this Ordinance are advisory in nature for Torez town council (please refer to
Annex 1, clause 2).
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2). According to letter # 02-1231-22/3 dated 14 May 2012 obtained from Torez town
council, budget deficit has not provided for and allowed short-term funding of the
measures recommended by the Ordinance because of funding the priority directions and
also because of the high price of energy-efficient lamps compared to incandescent lamps
(hereinafter ICLs).

“Torez energy saving program for 2011-2015” stipulates replacement of ICLs with energy-
efficient lamps in budget and social institutions of the town. However, due to insufficient
budget financing the implementation of such measures may be done only using the
investors’ funds (please refer to Annex 2, clause 1 and 3).

Non-availability of state funding for large-scale replacement of ICLs with compact
florescent lamps (hereinafter CFLs) was checked by Carbon Futures LLP according to Torez
town local budgets for 2008, 2009 and 2010 years at the stage of requesting the host
country approval. These documents could be submitted for consideration if necessary.

3). State Agency on Energy Efficiency and Energy Saving of Ukraine, as an executive body
responsible for the formation and implementation of unified state policy on energy saving,
in its letter # 774-01/13/4-12 dated 18 May 2012 confirmed that the transition to the use
of energy efficient lighting in budgetary institutions are made depending on the
availability of budget funding for these purposes It is mentioned that the main problem of
energy saving luminescent lamps implementation in budget institutions is the lack of
budget funding (please refer to Annex 3).

4). The baseline was identified considering the following conservative assumptions:

. It is stated in section B.3. of the PDD that project reduces emissions of CH, and
N,O from fuel consumption. However, these emissions are much smaller in
comparison with than emissions of CO, and are excluded from the project to ensure
that emission reductions are estimated in a conservative manner.

. The table D.5. in section D.1. of the PDD indicates the following: “To ensure a
conservative approach, April, July, October, and February were chosen for
monitoring. April, July, and October were chosen since these months are
representative (mid-season) for spring, summer, and autumn. February was chosen
as the winter representative month since this month has the longest light day
duration in winter which allows making conservative estimation of GHG emission
reduction”.

The presented documentary evidence of the investment barrier for the project shows non-
availability of state funding for large-scale replacement of ICLs with CFLs in the public sector as
well as reasons for this.
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Thus in our opinion the provided information shows that the baseline was identified on the
basis of conservative assumptions, that the project scenario is not a part of the identified
baseline scenario and that the project will lead to reductions of anthropogenic emissions by
sources.

Proposed supplements to the PDD (1):

1) Provide the reference in section B.2. of the PDD to the document “Information on
additionality (Attachment A to Appendix B of 4/CMP.1 Annex Il)” according to which
project participant provided an explanation to show that the project activity would not
have occurred anyway due to at least one of the barriers.

2) Indicate in section B.2. of the PDD the information that according to clause 2 of
Ordinance measures outlined in this Ordinance are advisory in nature for Torez town
council.

3) Provide in section B.2. of the PDD the references to documentary evidence of
investment barrier, namely:
* The Letter # 02-1231-22/3 dated 14 May 2012 obtained from Torez town
council;
* Torez town local budgets for 2008, 2009 and 2010 years.

Request for review (2):

The PDD states that there is a country regulation “Ordinance of the Cabinet of
Ministers of Ukraine # 1337-r. “On Implementation of Measures to Reduce Electricity
Consumption by Budget Institutions” that calls for the gradual replacement of common
ICLs with up-to-date energy efficient light sources requiring no change of lighting
fixtures in the budget financed and social entities. This regulation should enforce the
abovementioned actions from 2009 on. The PDD states that the enforcement of this
ordinance is still very low and not supported by the state and for this reason, the
current practice of using ICLs remains the common practice and most economically
attractive scenario.
The PP has assumed that the facilities covered by the project activity would not have
been converted to CFL lamps during the crediting period, as the cost of CFLs compared
to that of the ICLs is prohibitive, and that the level of financing allocated to the town
council is not sufficient to cover the cost of CFLs.
There are however a number of issues, that seem to have not been appropriately
addressed.:
* the continuation of the usage of the ICLs does not comply with the local
regulation (abovementioned) which imposes the phasing out of the ICLs and
their gradual replacement by more energy efficient lamps;
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* the investment barrier has been demonstrated based only on a qualitative
comparison of costs of ICLs and CFLs and seems not to take into account the
costs savings induced by the reduction of energy consumption nor the lifetime of
the CFLs which according to the PDD is 8 times that of ICLs;

* the baseline scenario identification does not take into account the impact of the
penetration rate of the CFLs in the Ukrainian market during the project’s
crediting period;

Based on the above it could be concluded that the AIE failed to appropriately deal with
paragraphs 20 (a) and 25 of the JI guidance on criteria for baseline setting and
monitoring version 03.

Additionality of the project is justified by the PP using a JI specific approach, on the
grounds that financing has not been available to implement the government directives
on using CFLs (investment barrier), as well as the additional training requirements for
the disposal of CFLs (technological barrier), and that the project provides the
additional supervision necessary to prevent CFL theft (other barriers). However, the
PDD and the Determination Report do not refer to any evidence for the investment
barrier. In other words, there is no data on the actual penetration of CFLs as a result of
the national regulations.

Traceable and transparent information showing that the baseline was identified on the
basis of conservative assumptions along with documentary evidence to back the claim
as well as reasons for non-availability of funding could have been asked for by AIE
during determination, in accordance with paragraph 44 (a) of the Guidance on criteria
for baseline setting and monitoring version 03.

It should be noted that the project participants should also update the information on the
enforcement of the Ordinance # 1337 in the other cities and locations in Ukraine throughout
the crediting period of the project activity (annually) in order to justify that the project continue

to not be a common practice.

Initial comments by Carbon Futures LLP (2):

1) It should be mentioned that the Ordinance would have to ensure the gradual
replacement of ICLs with CFLs in public sector since 2009, but according to clause 2 of
this Ordinance, these measures are advisory in nature for Torez town council (please
refer to Annex 1, clause 2).

The reasons that the current practice of using ICLs remains the common practice and

most economically attractive scenario are more finance priority areas (wage payment,
nutrition and medication supply, capital repairs in education and health institutions)
and the high cost of CFLs compared to ICLs (please refer to Annex 2).

2) “Torez energy saving program for 2011-2015” stipulates replacement of ICLs with
energy-efficient lamps in budget and social institutions of the town. However the lack
of budget financing of these measures in Torez town local budgets for 2008, 2009 and
2010 years demonstrates the continuation of the ICLs usage in the budget financed
and social entities (see Annex 2; Torez town local budgets for 2008, 2009 and 2010

Carbon Futures (UK) LLP, 33 Station Rd, Budleigh Salterton, Devon | Asia Representative Office: Unit C 7/F Nathan Commercial Building
EX9 6RR, Great Britain. Company Registration No.0C358316 | 430-436 Nathan Rd, Kowloon, Hong Kong. Registered in the BVI

@ +44 (0)20 7193 3935 m+852 8193 1700 | )+66 (0)81 1485 500 © info@carbon-futures.org



years could be submitted for consideration if necessary).

3) According to letter # 02-1231-22/3 dated 14 May 2012 obtained from Torez town
council, the costs savings induced by the reduction of energy consumption and the
lifetime of the energy-saving lamps can not be spend on replacing the standart lamps
with energy-efficient lamps in budget institutions of the town as the current budget
deficit prohibits adequate financing even for the top-priority Torez town areas (see
clause 2 of Annex 2). Therefore, these issues were not included in demonstration of
investment barrier.

4) Despite the gradual penetration of energy efficient lamps in the Ukrainian market,
state funding of the large-scale replacement of ICLs with CFLs in the public sector is
not sufficient (the reasons are listed above, please refer to Annex 2).

As for the enforcement of the Ordinance in other cities and locations in Ukraine, State

Agency on Energy Efficiency and Energy Saving of Ukraine in its letter # 774-01/13/4-
12 dated 18 May 2012 confirmed that the transition to the use of energy efficient
lighting in budgetary institutions is made depending on the availability of budget
funding for these purposes. It is mentioned that the main problem of energy saving
luminescent lamps implementation in budget institutions is the lack of budget funding
(please refer to Annex 3).

Information concerning the enforcement of the Ordinance in other cities of Ukraine
during the crediting period will be monitored annually by project participants in order
to justify that the project continue to be not a common practice.

In the case of sufficient state funding of the large-scale replacement of ICLs with CFLs
in the public sector baseline of the project will be revised.

Proposed supplements to the PDD (2):

1) Provide in section B.2. of the PDD the information concerning the enforcement of the
Ordinance in other cities of Ukraine and penetration of energy efficient lamps in the
public sector within the budget financing throughout the crediting period of the project
activity.

2) To make adjustments in monitoring plan of the project (section D. of the PDD)
concerning annual monitoring of the enforcement of the Ordinance in other cities of
Ukraine during the crediting period by project participants in order to justify that the
project continue to not be a common practice.

Request for review (3):

It is claimed by the PP that the state funding for large-scale replacement of ICLs with CFLs in
the public sector is not sufficient. However, no documentary evidence of this Investment barrier
has been provided and determined by the AIE other than just a statement included in the PDD.
Traceable and transparent information showing that the baseline was identified on the basis of
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