












































As of May 21, 2008, nearly 70% of issued CERs were for the abatement of industrial gases
such as HFC-23s, a greenhouse gas 11,700 times more “warming potential” than carbon
dioxide but which costs as little as 75 US cents per tonne of CO, equivalent to deliver - and
can be traded for as much as 10 times that. These early, quick project wins with HFC-23s
are seen as very controversial but have had the advantage of getting China and India
interested in CDM.

According to CDM Watch, the dominance of large non-COZ projects in the CDM was

inevitable. They involve relatively inexpensive, quick, and commonplace additions to
existing facilities which in return generate huge volumes of carbon credits because of the
global warming potential of the gases they capture. HFC-23, for example, has a global
warming potential of 11,700 times that of carbon dioxide (whose global warming potential
is defined as 1), while methane has a potential of 21. The carbon revenues from these
projects can pay off the initial investment in less than a year. Such a short payback time
will always be an attractive feature for investors and is even more so given the uncertainty
about the value of carbon credits beyond the end of the Kyoto Protocol’s first commitment
period in 2012.

Landfill gas projects deliver on average about 40 percent of expected credits, according to
the World Bank’s ‘State and Trends of the Carbon Market 2008’ report. However, it stresses
that most landfill gas projects become stable in deliverance after the first 12-18 months of

operation.

26
Version: 14 Jan 09




Capital-Intensive Renewables

Renewables projects on the other hand, have a financial profile that are capital intensive,
providing low rates of return and generating small volumes of carbon credits in comparison.
Renewables only displace carbon dioxide emissions (with a global warming potential of 1),
and the revenues from the sale of carbon credits are usually small. Furthermore, the net
impact of CERs on the project’s Internal Rate of Return (IRR) is lower for renewables than

for other project types.

Average IRR Average IRR with
without CDM CDM
Biomass energy 6.17 32.59
Biomass energy 4.71 10.29
Cola bed/ mine 5.43 27.86

methane

Landfill gas 3.14 26.36
EE own generation 12.62 17.71
Fossil Fuel Switch 5.58 9.64
Hydro 6.9 10.45
Wind 6.81 9.00

(Average IRR of a Project. Source Ecofys Azure International as stated in WWF’s report ‘The

Value of Carbon in China’).

According to WWF’s Report, HFC and N,O projects are excluded from the list because they
are funded almost entirely from CDM revenue, giving them a negative IRR in the absence of
CDM but positive IRR with CDM. Energy Efficiency for own generation (WHR) has the highest
original IRR value, and although lower than their reference industry benchmark, shows that
these types of energy efficiency measures are often economically viable without CDM. It
also underscores that the ‘additionality’ case for energy efficiency is often not an issue of

financial viability but related to the removal of other barriers.

Landfill gas is the least profitable of the power generation activities without CDM, followed
by biomass energy, coal mine methane and fossil fuel switch. With different degrees, these
all seem to be far from appealing investments without CDM. Hydro, wind, and to a lesser
degree biogas energy have the highest returns in our list without CDM (after EE for own
generation) showing these technologies are relatively more profitable, because of

structural (e.g. abundant resources) or market reasons (e.g. high feed-in price).*

Other challenges

“ Direct source: ‘The Value of Carbon in China’ WWF Report. www.wwf.org.hk
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The majority of CDM projects achieve a carbon credit issuance success rate of just over 70
percent, according to the Carbon Rating Agency. In addition, the timeframe to 2012 is too
short to get the full benefits from CDM, and most projects are planned to deliver in 2011.
Thus, investors are still waiting to see the outcome. This adds to the risk and leaves little

room for error*?.

The CDM’s project-by-project framework also limits its ability to bring about large-scale
infrastructural and technological changes in developing countries. In addition, the expected
technology transfer has not occurred. Further challenges include a concentration of
investment toward a handful of developing countries such as India, China and Thailand,
which receive higher proportions of foreign direct investment. Other developing countries
are not attracting CDM investment dollars, even though many have dedicated considerable
financial resources towards building their capacity to participate in this mechanism. This
imbalance has the potential to undermine the success of the CDM and its contribution to

the wider objectives of the UNFCCC, such as sustainable development.

Who are the main buyers?

EU ETS countries, as well as Japan governments and national funds are the main buyers of
CERs along with various financial investors, including national governments, and bilateral
and multilateral financial institutions. The most active buyers are large European
compliance buyers with installations in several countries, project developers and
aggregators, and financial institutions largely operate in or are administered from London —
considered the carbon finance hub of the world. Commercial banks have set up CDM funds
(e.g. World Bank Prototype Carbon Fund, Community Development Carbon Fund, BioCarbon

Fund) for assisting the implementation of the CDM project activities.

Major carbon traders include Eco-securities, IBRD (International Bank of Reconstruction and
Development). Agrienergy, Cargill International, Japan Carbon Finance (JCF), Natsource,
Noble Carbon, Mitsubishi and Fortis.

Who are the sellers?

China (CDM)

According to the World Bank’s ‘State and Trends of the Carbon Market’ Report 2008, China
was the world leader in CDM supply with a 73% market share of the 2007 transacted volume
(compared to 54% share in 2006). China is still the destination of choice for buyers of

credits, who cite its large size, economies of scale in origination, and its favorable

“2 Source: http://www.carboninternational.com/index.php?option=com_content&task=view&id=336&Itemid=42
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investment climate. China is well ahead of other countries in the CDM pipeline with 53% of

potential CER supply until 2012 and with 1104 projects in the CDM pipeline®.

Others (CDM)

Brazil and India, at 6% market share each, transacted the highest volumes after China,
although this represented a drop for each country’s transaction volume from 2006 levels.
Africa followed with 5% of the market. Relative to their position in the CDM pipeline, India
and Brazil have a relatively low market share of transactions. Market participants
repeatedly cited high price expectations in these two countries and reported that project

sponsors focused on trading issued CERs at attractive prices, in the range of €15-16.50*.

Although they account for a much smaller share of the primary CDM market, some countries

in Africa (Kenya, Uganda, Nigeria), Asia (Malaysi

Eastern Europe and Central Asia (Uzbekistan), rq
Projects in Africa have contracted to supply al
equivalent (MtCO,e) to the market so far, with

alone®.

2.3. The Voluntary Market (non compliant)

In addition to the compliance markets, several
non-Kyoto carbon markets are already in existence or being planned, including sectors and
geographies not currently covered by mandatory cap-and-trade schemes or other
greenhouse gas emissions regulations. These include the New South Wales Greenhouse Gas
Abatement Scheme, the Regional Greenhouse Gas Initiative and Western Climate Initiative
in the United States, the Chicago Climate Exchange, and the State of California’s recent

initiative to reduce emissions.

The fact that some of these initiatives have similar approaches to certifying credits makes
it conceivable that carbon credits in one market may in the future be tradeable in other
schemes’ markets. This would broaden the current carbon market far beyond the current
focus on the CDM/JI and EU ETS domains.

Though still young, the voluntary carbon market is one of the fastest growing markets; and
in 2007 according to Ecosystem, 65 million MtCO,e were traded on the voluntary markets (a

value of over US$330 million), representing a tripling in value over 2006 levels. Of that

“ Source: World Bank’s ‘State and Trends of the Carbon Market’ Report 2008
“ Source: World Bank’s ‘State and Trends of the Carbon Market’ Report 2008
“ Source: World Bank’s ‘State and Trends of the Carbon Market’ Report 2008
Climate Change Business Forum
2/F Jockey Club Environmental Building, 77 Tat Chee Avenue, Kowloon, HK.
Tel: 27843900 Fax: 27846699 Email: ccbf@bec.org.hk
www.climatechangebusinessforum.com

29
Version: 14 Jan 09




number, 42.1 million MtCO,e were traded on the over-the-counter (OTC) voluntary market
and 22.9 million MtCO,e on the Chicago Climate Exchange (CCX)*.

The Voluntary market trades Verified Emission Reduction (VERs) = (1 tonne of carbon
equivalent emissions) which are sold at a ‘wide’ average of €4.00 per tonne. Prices in the
voluntary market vary widely, from less than €1 paid to project developers for large volume
industrial projects, to €2-3 for credits traded on the CCX, and to more than €20 paid by the

retail market or for high quality credits with strong sustainable development attributes.

Prices are determined by the project type, the standard used for validation and verification,
the volume of credits purchased, and the disparity between supply and demand in the
market. Over time, as demand firms up, it is likely that voluntary market prices will
converge to a level slightly lower than those of the predominant compliance instruments,
with projects with higher sustainability aspects earning premium prices over those from

other projects.*

What are the types of Voluntary Market transactions?

At present, the voluntary carbon market is divided into two main segments: the voluntary,
but legally binding, cap-and-trade systems, such as the Chicago Climate Exchange (CCX);
and the broader, non-binding, over the counter (OTC) offset market, commonly referred to
as the voluntary offset market. Almost the entire OTC market originates from project-based
transactions. Credits from the OTC market are often generically referred to as Verified
Emissions Reductions (VERs). VERs tend to be generated by small scale projects (less than
5,000 tonnes of emissions reductions a year) which are assessed and verified by third party

organisations rather than through the UNFCCC.

Note that the Chicago Climate Exchange (CCX) is a hybrid market in that it combines
features of both cap-and-trade and open markets; participation is voluntary, with
participants committing to GHG reduction targets. For the US, the voluntary market is
providing organisations with price signals for the current and future cost of reducing GHG
emissions, promoting the use of clean technologies, and accelerating the development of

low carbon infrastructure.

What are the project types?
According to a Report by Ecosystem Marketplace and New Carbon Finance entitled “Forging

a Frontier: State of the Voluntary Carbon Markets 2008”, the voluntary market is dominated

“ Source: http://climateintel.com/2008/05/28/expert-panel-at-jpmorgan-analyzes-331m-voluntary-carbon-
market/
4 Source: http://www.carbonmarketsassociation.net/pdfs/voluntary-carbon-market-fact-sheet-(191107).pdf
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by three types of projects: (1) forestry sequestration (36%) — for example, the avoidance of
deforestation or the planting of new forests; (2) renewable energy (33%) —generating power
with clean, renewable sources (such as wind or solar) instead of dirtier fossil fuels; and (3)
industrial gases (30%)*. In addition, projects can be based in Annex 1 countries like the UK,

unlike CDM projects which must be hosted in developing countries (non Annex I, UNFCCC)*.

Who engages in the voluntary market and why?

Entities (companies, governments, NGOs, individuals) choose to engage in the voluntary
carbon market do so for a number of reasons including:

- to prepare for impending carbon regulation or future carbon costs;

- to support investment in projects which will reduce GHG emissions;

- to gain strategic experience before developing carbon related products and

services; and

- to demonstrate corporate social responsibility>.

The voluntary carbon market enables companies to gain experience with carbon
inventories, emissions reductions, and carbon markets which may facilitate future
participation in a regulated cap-and-trade system. Because the voluntary market is not
subject to the same level of oversight, management, and regulation as the compliance
market, project developers are more flexible to implement projects that might otherwise

not be viable (e.g. projects that are too small or too disaggregated).”’

For business, corporate responsibility, public relations, and branding efforts are cited as
the most common motivations behind carbon offset purchases. However, many companies
offset with the voluntary market because they see it as a testing ground for inevitable,
increased carbon legislation. This is reflected in an increase in the number of buyers in
mandatory markets in Europe (47% in 2007 up from 28% in 2006) and Australia/New Zealand
(8% in 2007 up from 1% in 2006)°2.

How to Buy Carbon Offsets
Carbon offsets are offered by many providers in Europe, North America and Australia. Some
are non-profit organizations while others are profit-making companies. (See Annex 1 for

Carbon Catalog’s list of 85 providers around the world). For individual purchasers of carbon

“ Source: Report by Ecosystem Marketplace and New Carbon Finance entitled “Forging a Frontier: State of the
Voluntary Carbon Markets 2008”

“ Source: Report by Ecosystem Marketplace and New Carbon Finance entitled “Forging a Frontier: State of the
Voluntary Carbon Markets 2008”
Source:
www.newcarbonfinance.com/download.php?n=2008_StateofVoluntaryCarbonMarket.pdf&f=fileName&t=NCF

Source: http://www.carbonmarketsassociation.net/pdfs/voluntary-carbon-market-fact-sheet-(191107).pdf

5 Source: WWF. Making Sense of the Voluntary Carbon Market.
http://assets.panda.org/downloads/vcm_report_final.pdf.

52 Source: Report by Ecosystem Marketplace and New Carbon Finance entitled “Forging a Frontier: State of the
Voluntary Carbon Markets 2008”
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offsets, most provider websites include a carbon calculator which estimates the carbon
dioxide emitted by flights, car journeys or other energy uses. The website then allows the
offsets to be purchased online using a credit card or PayPal. Providers allocate the money
between their supported projects to indirectly offset the total amount of carbon

purchased.

Some challenges: Questionable Validity. What are we dealing with?

Though voluntary markets are growing rapidly, and project standards are becoming
increasingly robust, proliferation of products prevents buyers from easily identifying
standards which ensure credibility, fungibility and transparency of carbon credits. There
are sometimes no way to guarantee that someone who promises to plant a tree or build a

solar power project follows through on the project.

An increase in third party standards

The general market requirement, as a minimum standard, is the Voluntary Carbon Standard
(VCS) which ensures ‘additionality’ and is based on several of the ‘additionality’ tests
required in the compliance regime. This is typically supplemented by buyer-designed
internal criteria, which will vary based on the buyers’ individual focus on community

involvement, technology transfer, host country impact, etc.

e The Voluntary Gold Standard is a premium quality label which ensures the successful
integration of stakeholder feedback and integrity of environmental impact assessments.
Similar to its compliance counterpart, the Gold Standard is considered the highest
sustainability standard to which projects may apply.

e The Voluntary Gold Standard does not include forestry, which is often evaluated using
the Climate Change and Biodiversity Standards (CCBS) developed by non-profit
organisations. The CCBS is a stringent standard customised for forestry projects, and
focuses on the contribution to local economies and integration with local communities.

e A new quality label, the VER+, is not yet widely accepted by the market, but has been
recently launched by TUV SUD, an entity accredited by the UNFCCC to assess
compliance projects.

e Within the United States, the ISO 14045 appears to be preferred, although this does not
appear to be widely known globally.

It is predicted that there will be explosive growth in voluntary markets up to 2010-12; and
there will be even more emphasis in third party standards for VERs, with a number of
sources stating that the voluntary carbon markets could reach 400-500 million MtCO.e

transacted annually by 2012. However in the long term (past 2012), as the number of
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sectors covered by compliance regimes increases, it is predicted that the growth in demand

for carbon credits in voluntary markets will slow significantly®:.

3. China and CDM

China’s economic growth is
based primarily on fossil
fuel energy, especially coal,
which represents about 70
percent of its total energy
consumption. China is
now the world’s largest CO,

emitter with 24 percent of

global emissions, compared
to 21 percent in the United States. However, Chinese per capita emissions stand at 5.1

tonnes per person, against 19.4 tonnes per person in the US.

China is therefore recognized as one of the most important countries for reducing GHG
emissions, as well as for the CDM projects®. While China’s CDM projects currently
represent only a small percentage (5%) of its energy development needs compared with
investment in new power plants, energy infrastructure, and fuel imports®, China still
comprises 73% of the CDM market and is well ahead of other countries in the CDM pipeline
with 53% of potential CER supply until 2012 and with 1104 projects in the pipeline®. China’s
CDM projects are spread across 15 project types, bringing in an estimated US$2.5 billion in

annual revenues.”’

According to WWF’s ‘The Value of Carbon in China’ report it is clear that while CDM does
not represent a significant factor in shifting China’s overall energy mix, CDM’s influence on
a project-level can be sufficient to impact the viability of individual technology types. In
addition, CDM has improved market transparency and the provision of reliable data in the
relevant sectors, resulted in both industry stakeholders and policymakers making policy and

investment decisions with greater confidence.

The same WWF report also states that any additional revenue provided by CDM has enabled

project owners to finance more efficient and higher quality projects in the renewable

33 Source: http://www.carbonmarketsassociation.net/pdfs/voluntary-carbon-market-fact-sheet-(191107).pdf
> Source: http://www.guardian.co.uk/environment/2007/jun/19/china.usnews
% Source: WWF. The Value of Carbon in China (July 2008)/
% Source: The World Bank. State and Trends of the Carbon Markets 2008
57 Source: WWF. The Value of Carbon in China (July 2008)

Climate Change Business Forum

2/F Jockey Club Environmental Building, 77 Tat Chee Avenue, Kowloon, HK.
Tel: 27843900 Fax: 27846699 Email: ccbf@bec.org.hk
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sector. As more focus is placed on energy efficiency and energy conservation in tackling
China’s growing GHG emissions, lessons from the renewable energy sector will be important
in building a supporting framework for carbon finance and improving China’s energy
intensity in-line with its five year plan goals and its Renewable Energy Law (2006) which

stipulates 15% of its energy from renewable sources by 2020. >

CDM Project Share
China CDM Market Share by Project Type

I ™ e I

1126 [Reforesiation)

- %1968 11110
! 1467, 2 | 314805
B Hyiro 251843 _ AN

[ EE for oun generation
B Lol gas TINT4 441483
B vrcs Nisesn

Biomass
Coal Mine Methane

Nzo
. Biogas
I Fossil Fuel Switch

(] Reforestation (/1% );
Cement (6 1 224);
EE industry (4 f 94)
EE supnly (2 /418);
Solar @2 134)

Source: UNEP Risoe Centre COM Pipeline — February 2008 Data Legend: No. of projects / Avg kt COZ per year

A relatively small number China’s CDM projects are actually renewable energy, and these
renewable projects tend to be wind power, hydro power, biomass, landfill gas etc.,
accounting for about 15% of CERs issued (equivalent to three 1,200 MW black coal plants).

One of the reasons is that low carbon energy costs more than conventional power.

Since costs are so high for renewable energy, one might wonder how project proponents
have invested in renewable CDM projects. The reason is that that under the Chinese
renewable energy law (2006), there is a provision for the feed-in tariff to be higher than
the conventional tariff and a provision that the incremental cost is spread across the grid to
ensure that incremental costs are being shared broadly. According to Dr Gail Kendall of
China Light and Power (CLP), what is happening is that the buyers of CERs are paying 8
Euros per tonne of avoided CO, out of the incremental cost. Another example has 17 Euros

actually being paid domestically through the tariff mechanism in China as part of the

%8 The Renewable Energy Law took effect on 1 January 2006. The term “renewable energy” refers to non-fossil
energy such as wind, solar, water, biomass, geothermal and ocean energy. Source:
http://www.mallesons.com/publications/2006/Jan/8255332W.htm
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national policy to promote renewable energy. This is an example of the CDM — an

international mechanism —working in concert with national policy. *°

This point of view is supported in WWF’s ‘The Value of Carbon in China’ report that states
that the nature of the interaction between the CDM and renewable energy development in
China is an important indication of political awareness and a strong regulatory framework
utilizing CDM as a tool toward fulfilling its national policy, particularly when encouraging
wind and hydro power development. The WWF report goes onto to say, the big five state-
owned power utilities and other SOEs have also been encouraged by policy makers to
couple their renewable energy projects with CDM, even with significantly low IRR values.
This had a spillover effect on other market players, such as in the small hydro power sector
where initial uptake of CDM was low in comparison. One side effect of this close linkage
between renewable policy and the CDM has been some question over the ‘additionality’ of

a number of CDM projects, especially in the wind and small hydro sectors.*

According to law firm Mallesons Stephen Jacques, China is unique amongst CDM countries in
that it:

e sets a floor price for CERs and CER revenue is subject to national tax

e specifies the maximum number of CERs that may be transferred to the buyer in any
transaction

e requires that the project sponsor be majority Chinese-owned, and

e charges a levy on CER revenues, which varies with the type of project (CDM Levy).

According to Mallesons Stephen Jacques, the levy on CER revenues varies with the type of

project. The levies applied for different CDM projects are:

e 65% on the transfer of CERs relating to hydrofluorocarbons and perfluorocarbons

e 30% on the transfer of CERs relating to nitrous oxide

e 2% on the transfer of CERs for tree planting projects and projects relating to energy
efficiency improvement, development and utilisation of new and renewable energy,

and methane recovery and utilisation®'.
Key Developments in China include:

e The first combined cycle gas turbine power generation obtaining CDM status is the

‘Henan Zhengzhou Grid Connected Natural Gas Cycle Power Plant’ in China. It is

% Source: Gail Kendall, Director, Group Environmental Affairs, CLP and Managing Director
 Source: WWF’s report ‘The Value of Carbon in China’ (2008)
' Direct Source: http://www.mallesons.com/publications/2006/Jan/8255332W.htm
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expected to generate~690,000 tonnes of CO,e per year. The project is not yet built
but is registered.®

¢ In addition to its 3,000 GWH annual output, the Beijing Taiyanggong Trigeneration
will supply waste steam for heating and cooling to an area of 40km? and low
efficiency boilers will be removed. Emission credits will amount to more than 1.5
million tonnes per year and will be claimed for electricity generation only®®.

e The CDM hydro project with the highest potential is the ‘Ningxia Shapotou
Hydropower Project of Yellow River’ in China. The project is expecting to produce

CERs of over 480,000 tonnes COe per year.*

CDM Ownership in China: The CDM ownership measures in China stipulate the “51-49” rule
that while foreign parties are allowed to participate in Chinese CDM projects, they cannot
be wholly or majority owned by foreign parties. “Chinese” ownership has been interpreted

to mean Mainland Chinese and excludes Hong Kong companies.

There is growing concern that Hong Kong funded or held companies should be treated as
“Chinese” for the purpose of operating CDM projects in Mainland China. Hubert Wang Tose,
Executive Director and founder of Anemone Green Capital has said that “if the listed
companies and Hong Kong owned assets in China could be CDM qualified, it would open a
huge opportunity for Hong Kong companies to invest freely in China in CDM projects, and
this would ramp up projects that have been possible to date and would further raise

awareness of carbon trading in Hong Kong®.

4, Hong Kong and the CDM

In June 2008, the Hong Kong Environmental Protection Department (EPD) announced that
CDM projects could be undertaken in Hong Kong. This is potentially interesting for Hong
Kong, though some say that most ‘potentially large’ CDM projects could have benefited

from an earlier introduction of the CDM. Potential winners such as landfill or power station

2 Source: http://cdm.unfccc.int/Projects/DB/TUEV-RHEIN1187936755.18/view
3 Source: http://cdm.unfccc.int/Projects/DB/JCI1175576815.21/view

® Source: http://cdm.unfccc.int/Projects/DB/DNV-CUK1186555872.8/view
 Source: http://www.hksi.org/eng/news/download/product_update_may08.pdf
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upgrades have already been planned and so would be unable to gain carbon credits under
the CDM. For example, the Hong Kong and China Gas company, which operates the major
landfill projects in Hong Kong, could have benefited from an earlier adoption of the CDM,
and any new landfill gas projects will have to be ‘additional’ to what is already operational.
This delay is regarded as a lost opportunity because a project cannot be developed as a

CDM later in the development process or after the project has been built.
How will CDM work in Hong Kong?

According to law firm Mallesons Stephen Jacques, China’s Designated National Authority
(DNA), the National Development and Reform Commission (NDRC), will assess Hong Kong-
based CDM projects using the same laws and policies applicable to CDM projects in China,

while the EPD has been appointed as the liaison agency for CDM projects.

Initially, no charges will be levied by either the Central Government or the HKSAR
Government on CER revenue from Hong Kong-based CDM projects, and Hong Kong
companies may implement a CDM project in Hong Kong unilaterally (i.e. without the
involvement of a foreign buyer). The CERs from these projects will be issued to China’s
national account. Notably, CDM projects must be consistent with China’s sustainable
development strategies and policies; but it is unclear how this requirement will be applied

to Hong Kong, which has its own independent sustainable development strategy®.
What would be the main CDM projects for HK?

The higher yielding CERs from Hong Kong CDM projects in the future will likely be: landfill
gas projects and offshore wind farms. However, at this stage there is limited information on
their potential beyond the CLP collaboration with a leading UK wind power developer, Wind
Prospect, beginning work on the feasibility study for a potential 150MW offshore wind farm
in the Southeastern Waters off Sai Kung back in 2006.

The wind farm would involve 30-50 offshore wind turbines, which could potentially produce
electricity for between 70,000 and 80,000 households in Hong Kong. Hong Kong Electric is
also studying the feasibility of an installed capacity of 100MW offshore wind farm in Hong
Kong waters. Wind power is a clean source of electricity generation; there are no emissions
produced by a wind turbine during its generation of electricity. Therefore when electricity
is produced by a wind turbine an equivalent amount of electricity is not produced using
traditional power generation methods which would emit greenhouse gases. The energy

required to build a wind power project is typically recovered in the first year of its

% Source: Mallesons Stephen Jacques. http://www.mallesons.com/publications/2008/Jun/9473519w.htm
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operation, so it has a clear net positive effect on GHG emissions and unequivocally qualifies

as a CDM project.

It is unclear at this moment if further landfill gas projects are planned; but certainly in the
future, investors can earn Kyoto credits by investing in projects with equipment to stream-

off greenhouse gas emissions (notably methane) from landfills and convert it into energy.

Some suggest that energy efficiency has CDM potential in Hong Kong. There are 3 types of

energy efficiency under CDM (according to the CDM rulebook)®’, all requiring distinct

approaches, technologies, regulatory frameworks and methods for evaluation:

« Energy supply (supply side)

— Improvements in the equipment or techniques used to generate electricity,

either at central station plants or onsite facilities
» Transportation
— Improvements in the efficiency of transport technologies or systems
e End use (demand side)

— Improvements in buildings, facilities or other stationary sources that use
energy to accomplish activities in the industrial, commercial, residential

and service infrastructure sectors®

To date, the CDM has failed to realize the GHG emission reductions potential in the building
sector. As of December 2007, only six CDM projects globally involved modification of
buildings and could be qualified as building Energy Efficiency (EE) improvement projects,
amongst a total of 2838 projects in the pipeline. The serious under-representation of
building sector projects shows that the current incentives created in the CDM are
insufficient to overcome the barriers and correct market failures associated with end-use
energy consumption in the current economy®. The main reasons include: (1) the economic
revenue generated in CDM projects targeting energy efficiency in buildings is generally not
significant enough to justify the associated transaction costs; (2) CDM is not well equipped
to support small-scale projects and the projects to implement integrated building
technologies and behavior measures; (3) complexity in building designs, uses, and comfort

requirements make references for baselines difficult for EEB CDM projects in new buildings;

7 Source: http://www.cdmrulebook.org/Pageld/152
8 Source: http://www.cdmrulebook.org/Pageld/ 152
® Source: www.iaee08ist.org/DownloadAbstract.php?Pl=226&T=2
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and (4) CDM is not a viable mechanism to provide added funding for investment costs for EE

improvement in low-income housing sector, due to low energy consumption in this sector’®.

Overall, the small size of individual projects and the ‘additionality’ requirement are the
primary barriers for energy efficiency projects in CDM and will likely present a major

challenge for Hong Kong.

Businesses in Hong Kong that implement environmentally-friendly facilities can now get an
accelerated tax deduction as outlined in the Revenue Bill 2008. Environmentally-friendly
installations include, amongst other components, renewable energy installations, such as
solar photovoltaic installations, wind turbine installations, and thermal waste treatment
installations. Other eligible installations are the energy efficient building installations
registered under the Hong Kong Energy Efficiency Registration Scheme for Buildings that
the Electrical & Mechanical Services Department administers. This financial incentive, some

say, could enhance CDM opportunities in Hong Kong.

5. The Voluntary Market. What are Hong Kong Companies doing?

Unlike in Europe and increasingly the United States, very few Hong Kong companies offset
their greenhouse gas footprint and there are no carbon offsetting providers (yet) in Hong

Kong. Companies that do offset have to use providers that are mostly based in Europe.

However, Hong Kong is home to some very progressive ‘carbon aware’ companies. In 2005,
HSBC was the first major bank to become carbon neutral through reducing emissions it
generates from its office buildings and its air travel by sourcing green electricity and then
offsetting the remaining carbon dioxide (CO,) emissions by investing in carbon credit or

allowance projects.

Passengers on Cathay Pacific Airways and Dragonair can now voluntarily offset the amount
of greenhouse gases from their personal travel by contributing to Cathay Pacific Group's FLY
Greener programme. FLY Greener is the first programme offered by an Asian airline to give
customers the opportunity to offset their travel-related carbon emissions. Passengers can
choose to use either frequent flyer miles or cash to contribute. So far, passengers have
tended to use their frequent flyer miles rather than cash and to make a bulk offset for a

number of trips rather than wuse the scheme for single journeys.

The FLY Greener programme is still in its infancy: while by the end of June this year, more

" Source: www.iaee08ist.org/DownloadAbstract.php?Pl=226&T=2
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than 14,000 tonnes of carbon emissions had been offset since the launch of the programme
in December 2007, this is only equivalent to one percent of the total emissions generated
by carrying passengers. Cathay Pacific Group plans to increase the size and the visibility of
the programme. The Group currently offsets emissions from business trips taken by its own
staff and is in the process of offering this option to other companies. In addition, the
programme currently supports one project (a Shanghai-based wind farm) but is expected to

expand significantly during 2008.

One key challenge for Cathay Pacific was to calculate with an emission estimate per
passenger that was fair and honest and directly attributable to the passenger rather than
driven by the amount of cargo or mail carried, for example. Another challenge was to find a
suitable project close enough to Hong Kong that to which people could relate and feel that
they were making a difference nearer to home. (FLY Greener is an extension of an in-house
program that Cathay has run since early 2007.) Carbon credits sourced for the FLY Greener
carbon offset programme are verified emissions reductions (VERs) confirmed in accordance

with the Voluntary Carbon Standard (VCS) and based on ICAO methodology and guidance.

In June 2005, CLP set up CLP Renewables to oversee the development of their renewables
portfolio in the region. CLP’s renewable energy portfolio now includes hydro, solar, wind
geothermal, and biomass; and it has renewable energy projects in Australia, China and
India. Their focus is on countries where CLP has existing assets or is currently undertaking
projects to leverage their core expertise. In 2007, they released CLP’s Climate Vision 2050
on climate change. In this manifesto, they commit to meeting specific CO, intensity
reduction targets through the expansion of their renewable energy portfolio, transition
towards clean coal technologies, and continued investments in natural gas fired generation,

nuclear power, and energy efficiency improvements for Hong Kong.

In the future, there will be further opportunities for Hong Kong companies to provide
carbon related services, notably in areas of financial, legal and technological areas. Given
the unique geographical and knowledge base of Hong Kong, Hong Kong companies should be

well situated to lead the development of the carbon market and relevant services in Asia.

6. Asian regional carbon exchanges and Hong Kong’s potential

In Asia, the Kyoto Protocol has sparked a seller's market of carbon credits. China is the
world's largest seller of carbon credits and many Chinese companies see the carbon business

as a profitable side venture. Chinese steelmaker Anshan Iron & Steel Group Corp., for
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example, said it had agreed to sell 13 million tonnes of carbon dioxide emission credits
from its CDM project to the European Carbon Fund and Camco International for roughly
US$219 million”.

China, India, Singapore and Tokyo are seeing the big business potential in the carbon
market and are all vying to be Asia’s regional carbon trading leader. India’s Multi
Commodities Exchange (MCX) which launched futures trading in carbon credits in January
2008 is cooperating with Chicago Climate Exchange (CCX), and Singapore’s government is
offering aggressive tax incentives for carbon traders to relocate there. At least ten cities in
China have experimented with a pollution permit and trade system, and consideration is
being given to the China Beijing Equity Exchange's carbon trading proposal, which
reportedly could get regulatory approval this year. This is the first sign that Beijing is
considering a comprehensive national strategy to get its companies to either control their
pollution or pay for their excess. South Korea's stock exchange is looking into launching
carbon credit trading as early as this year, while the Tokyo Stock Exchange is considering a

similar project.

While Asian carbon exchanges will have the advantage of a location close to the world's
largest carbon credit sellers, China and India, that alone will not produce a liquid market.
The drawback is that, unlike in Europe, most key economies in Asia are not required to
reduce emissions. Japan is the only Asian country buying carbon credits as a compliance

option, but Japanese companies do not buy them on exchanges.

Who would be the buyers?

Though Asia has plenty of sellers, it is unclear where the buyers will come from. According
to Dinesh Babu, Asia Carbon Exchange's director of carbon trading, for Europeans buyers to
trade in Asia there would have to be something unique and compelling for European
participants to want to trade in Asia. With the pool of buyers diversifying, exchanges will
need to offer futures and options, as well as physical contracts backed by actual carbon

credits”.

However, Roger Raufer, an independent consultant, believes that “luring existing buyers
from Europe with new products won't be enough on its own to ensure the success of the
new exchanges. Asian governments will also need to create local demand for carbon credits.

China has got a lot of supply (of credits), but no demand. All the demand is coming from

7 Source: http://www.roger-raufer.com/documents/Dow_Jones_Newswires_02272008.pdf
2 http://www.roger-raufer.com/documents/Dow_Jones_Newswires_02272008.pdf
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outside. So that's part of the thing that makes the exchange a little bit tougher. Ultimately,

the bigger game will be (whether) Asia can create its own demand”. "

7. Could Hong Kong be a Trading Exchange for Carbon?

The short answer is yes and quite quickly. In 2007, the Hong Kong Exchanges and Clearing
(HKEx), a listed company that doubles as a market regulator, hired consultants to look at
the possibility of introducing trades of carbon emissions-related products and is moving to
draw up a concrete plan by the year’s end. According to a new policy direction set forth by
its board, it will build on its existing business and expertise in initial public offerings,
exchange traded funds, and index-linked products to focus on environmental and
greenhouse gases markets. Paul Chow, Chief Executive at Hong Kong Exchanges and
Clearing has said: “We welcome the participation of overseas exchanges, as well as
financial institutions. This is a long-term project. We will not get any benefit this year or
possibly [in] 2009.”74

To make this happen there needs to be a significant increase in levels of awareness about
emission reduction and the opportunities of carbon trading. According to Christine Loh of
Civic Exchange and director of Hong Kong Exchanges and Clearing (HKEx), “It is taking Hong
Kong companies time to place emission products, but | do believe they can move quickly,
once they see the opportunity. It is important for the Exchange to stimulate interest and
discussion among companies and encourage them to look into the additional value they can

generate through carbon trading”.”

However, according to Tam Man Kei, a campaigner for the Sustainable Finance Business
Unit of Greenpeace, “If the government fails to set emission targets, it won’t be able to
make the exchange efficient, profitable and successful” as companies need targets to know

how much to reduce their emissions.”®

Another way of stimulating interest in the carbon market in Hong Kong would be if Hong
Kong listed companies; and Hong Kong-owned assets in China were given full ownership for
CDM projects rather than the “51-49” rule that stipulates that while foreign cooperating

parties are allowed to participate in Chinese CDM projects, they cannot be wholly or

3 Source: http://www.roger-raufer.com/documents/Dow_Jones_Newswires_02272008.pdf

"Source: http://www.forbes.com/2008/01/16/hongkong-emissions-trading-markets-equity-

cx_jc_0116markets03.html

5 Source: Product Update. Carbon Trading in Hong Kong. Opportunities and Challenges. Prepared by Hong Kong
Securities May/ June 2008 http://www.hksi.org/eng/news/download/product_update_may08.pdf

7 Source: Product Update. Carbon Trading in Hong Kong. Opportunities and Challenges. Prepared by Hong Kong
Securities May/ June 2008 http://www.hksi.org/eng/news/download/product_update_may08.pdf
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majority owned by foreign parties. Project owners therefore must be "Chinese funded or
Chinese-holding enterprises” which regulators have so far interpreted to exclude Hong Kong

companies.

If the ownership structure for CDM projects proponents in China could change, according to
Hubert Tose of Anemone Green Capital, it would “open a huge opportunity for the
Exchange to become the central point of carbon credits”. After all, Hong Kong companies
provide a large percentage of total Foreign Direct Investment in Guangdong (and China)
which includes a sizeable presence in China's labour and energy-intensive export
manufacturing sector, and according to government statistics, accounted for more than a
quarter, or US$81bn, of the sector in 2006”".

The difficulties associated with China’s CDM ownership structure has deterred Hong Kong
companies from engaging in the CDM process, and some companies are even turning to the
voluntary carbon market as a result. As sited in an FT article, Central Textiles, one of Hong
Kong's biggest yarn spinners, employs 2,000 people across its four factories and one dye
house in Hong Kong and the western part of Guangdong province. Pat-Nie Woo, director,
said Central Textiles is working on a number of projects to improve energy efficiency that
could result in reducing up to 20,000 tonnes of carbon dioxide emissions annually, which he
hopes to sell as carbon credits. "We intend to be front-runners in selling carbon credits for

our industry,” Mr. Woo told the Financial Times’®.

Hubert Wang Tose, of Anemone Green Capital, which is advising Mr. Woo on the deal, said
that under the current costs structure of CDM in China, Central Textiles would have to sell
its voluntary-based carbon credits for "a deep discount compared to the CDM market".
Though, it is still valuable for companies to be able to sell the voluntary credits, even at a
steep discount, it will obviously be easier to persuade Hong Kong companies to participate
in this market if they can enjoy the full benefits of the Kyoto Protocol, according to Mr.

Tose.

HKEx is in contact with numerous exchanges in the world and is keen to learn from the
experience of other exchanges, such as London and Chicago. According to Christine Loh,
“HKEx has made it clear that it is open to work with any mainland exchanges”.” If this is
the case, with the pool of buyers diversifying, exchanges will need to offer futures and
options, as well as physical contracts backed by actual carbon credits. A likely option
would be that if Hong Kong and mainland China cooperated as a trading hub, it would

create a very competitive and dominant hub that would dwarf both Singapore and India.

7 Source: http://us.ft.com/ftgateway/superpage.ft
8 Source: http://us.ft.com/ftgateway/superpage.ft
 Source: http://www.hksi.org/eng/news/download/product_update_may08.pdf
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However, the main risk to a Hong Kong exchange is the unknown: the Kyoto Protocol’s first
commitment period ends in 2012 and its replacement is unclear and undetermined. Market
watchers expect rapid growth in the current cap-and-trade system until 2012, but other
systems, such as a carbon tax, could be favored afterwards. Hong Kong should also heed a
cautionary tale from Singapore’s Asia Carbon Exchange which in September 2007 proposed
auctions that had many sellers looking for higher prices but also many opportunistic buyers
looking for lower prices; and in the end, the parties couldn’t agree and few sales resulted,"

according to Societe Generale's Fages.®

According to Shane Spurway of Fortis, for a carbon exchange to be successful in Hong Kong
there will have to be good liquidity, and Hong Kong will need to establish itself as the link
between the eventual North American carbon markets and Europe. To achieve good
liquidity, according to the Garnaut Review, the institutional focus needs to be on the
creation of fungible instruments from which derivative products can be developed and
which can be traded internationally. Such instruments include a permit enabling the holder
to emit 1 tonne of CO,e without penalty and an offset certifying the permanent
sequestration of 1 tonne of CO,e. With such instruments in place, financial markets and
institutions will develop derivatives that will enhance the efficiency and effectiveness of

carbon markets.®'

7. Carbon Tax or Regulation?

There is a growing debate in Europe and the United States between two climate change
policy instruments — carbon taxes and emissions trading. Which is Better? There is no
simple answer. Both carbon taxation and cap-and-trade systems are variants on carbon
pricing, which rests on the principle that the external costs associated with emissions be
internalized into market prices. Carbon taxes affect the price and let the market determine
the quantity of emissions; cap-and-trade systems set the quantity of emissions and let the

market determine the price, through trading or auctions®.

Both pose a degree of uncertainty. With a carbon tax we would know the price but we

would not have a clear understanding on exactly how this will affect the total quantity of

& Source: http://www.roger-raufer.com/documents/Dow_Jones_Newswires_02272008.pdf

8 http://www.garnautreview.org.au/CA25734E0016A131/WebObj/27507SubmissioninResponsetolssuePaper2-
AustralasianCarbonExchange/ $File/27507%20Submission%20in%20Response%20to%20Issue%20Paper%202-
%20Australasian%20Carbon%20Exchange.pdf

8 Source: http://canadiandimension.com/articles/2007/11/27/1449/
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emissions. Cap-and-trade also has enforcement issues whereas a carbon tax would be the
easiest to administer. However, Politicians instinctively avoid new taxes, and cap-and-trade
has been effectively sold as a market based approach that allows emissions reductions to

take place wherever abatement costs are lowest, regardless of international borders.

In general, emissions trading is also more appealing to private industry. By decreasing
emissions, firms can actually benefit by selling their excess greenhouse gas allowances;
transferring resources between private entities is more appealing than transfers to

government.

The case for carbon taxes is that carbon taxes would extend to all carbon-based fuel
consumption, including gasoline, home heating oil, and aviation fuels. Trading systems on
the other hand, may not be able to reach parts of the transportation and service sectors
which could account for 50 to 85% of emissions. Carbon taxes have dynamic efficiency
advantages that trading lacks because taxes offer a permanent incentive to reduce

emissions.

Emission trading entails significant transaction costs, such as fees paid to brokers or in
order to exchange, negotiating costs; approval costs, such as delays or fees incurred during
the approval process; and insurance costs. Conversely, over their lifetime taxes involve
little transaction cost and, while emissions trading proposals are highly complicated and
technical, taxes are not. Carbon taxes also earn revenue, which can be "recycled" back into

the economy by reducing taxes on income, labor, and/or capital investment.

Recent international experience has shown nations adopting a dual approach. Taking the
United Kingdom as an example, being a signatory of Kyoto, the UK government has
introduced a record number of new levies such as Climate Changes and Aggregate levies,
increases in the rate of Landfill tax, in addition to increases in vehicle excise duty and fuel
duty. It is notable however that the share of the overall UK tax take accounted for by green
taxes (as measured by the Institute for Fiscal Studies) has actually fallen in the last

decade.®

Three things that are certain are that addressing climate change efficiently requires that
GHG emissions are properly priced, relevant markets are not seriously distorted and low-
carbon technologies are developed efficiently. These objectives require various
interventions and international co-operation; the reach of carbon pricing in particular must

expand to encompass all major emitters. These are daunting challenges®.

8 Source: http://www.ideacarbon.com/IDEAcarbon-The_Future_of_the_Global_Carbon_Market_Post-Stern.pdf
8 Source; http://www.electricitypolicy.org.uk/pubs/wp/eprg0722.pdf
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8. Personal Trading

Although the United Kingdom belongs to the EU’s Emission Trading Scheme, the House of
Commons recently suggested that Parliament create a personal carbon-trading scheme for
all UK citizens. It would work like food rationing, where each citizen would be allotted his
or her own “carbon emissions allowance.” According to Ben Block from the Worldwatch
Institute on World Changing, “Reductions in carbon emissions from business and industry
will be meaningless unless accompanied by significant and equal reductions from
households and individuals.” About 40% of all greenhouse gas emissions are derived from
individuals via domestic energy consumption. Home heating and transportation are major

sources®’.

How it might work

It is proposed that citizens would start with the same quota each year, while individuals
such as the disabled and senior citizens, would be given larger allowances. Moreover, the
market would establish its own currency. For accountability, users would be given an ID
card, and credits would be monitored in the same way people use club cards at video

shops®.

The plan’s biggest hurdle will be paying for the bureaucracy needed to monitor and manage
each person’s carbon footprint. Despite this, personal trading is a way of making significant
reductions from households and individuals. Personal trading allows poorer households to
receive cash rewards for their decisions, and most importantly, a personal trading system
would encourage people to use less energy while educating them about the serious

consequences of global warming.

9. Conclusion

For all of the carbon market’s shortcomings, it is advancing on many fronts, both
geographically and in its financial sophistication. This is supported by an architecture that
works and traded at USS$64bn in 2007. However, it remains to be seen if trade has so far

reduced emissions significantly.

8 Source: http://www.carboncatalog.org/blog/2008/06/13/uk-carbon-emissions-allowance/
& Source: http://www.worldwatch.org/node/5767
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The IPCC’s Fourth Assessment Report (AR4) WG3 Summary for Policymakers outlines that
emission cuts will have to be between 50% to 85% below 2000 levels by 2050 to allow for
reasonable certainty of avoiding dangerous climate change — defined as a 2°C rise or less.

Thus, the world should be aiming for complete energy decarbonisation by 2050 or earlier.

What long-term carbon price is needed to decarbonise the global economy? Current prices
may provide an answer. As a rule of thumb, given all the uncertainties and a precautionary
approach, a carbon price rising to US$100/MtCO,e by 2020 for OECD countries seems to be a
good starting point. According to research carried out by the Tyndall Centre, this could
emerge from emission trading schemes for the energy sector with a stringent GHG
reduction target by 2020 — one of at least 30% below 1990 levels by 2020. Such a steep
increase in the price on carbon would drastically increase the cost of all carbon intensive
activities and products, ranging from the price of fuel, public transport, flights to energy
bills.

As discussed, another way of increasing the price of carbon is through a carbon tax. As
carbon taxes like all environmental taxes, they are "priced-based” policy instruments that
increase the prices of certain goods and services, thereby decreasing the quantity
demanded.®¥” As far back as 1991, there were plans proposed for an EU-wide carbon tax, but
they were stifled by a lack of political support. In February 2007, a study by economist
Robert Shapiro, Under Secretary of Commerce for Economic Affairs in the Clinton
administration, stated that carbon taxes are “much less vulnerable to evasion and market
manipulation” than cap-and-trade systems are. Whereas carbon taxes provide “a more

”

stable and transparent system for consumers and industry alike,” cap-and-trade systems

are “much more complex to administer” and “produce much greater volatility in energy
and energy-related prices.”®

Though 2008 is the first year of the first commitment period under the Kyoto Protocol
(2008-2012) and the first year of the second phase of the EU emissions trading scheme, the
challenge will be to deliver on existing contracts and projects. European companies
operating in the carbon market now know their compliance requirements until 2012.
Furthermore, a recent proposal from the European Commission also provides greater insight
into the development of the market until 2020. This has gone ahead even though the future
of Kyoto is still to be determined in Copenhagen in December 2009, where the international

community will attempt to finalise a Kyoto Post 2012.

What should Kyoto Post 2012 be like?

8 Source: http://www.globalpolicy.org/socecon/glotax/carbon/ct_et.htm
& Source: http://www.carbontradewatch.org/news/0704_Emissions_Trading_in_the_EU.html
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According to the Stern Review, recommended actions include®:

+ Three elements of policy are required for an effective response: carbon pricing,

technology policy, and energy efficiency.

+ Carbon pricing, through taxation, emissions trading or regulation, will show people the
full social costs of their actions. The aim should be a global carbon price across countries

and sectors.

-+ Emissions trading schemes, like that operating across the EU, should be expanded and
linked.

+ Technology policy should drive the large-scale development and use of a range of low-

carbon and high-efficiency products.

+ Globally, National governments should be encouraged to support energy research and
development should at least double; support for the deployment of low-carbon

technologies should be increased by up to five times.

+ Climate change should be fully integrated into development policy, and rich countries

should honour pledges to increase support through overseas development assistance™.

Until Asian countries have mandatory targets, there will be difficulties for any trading
system in Asia to take off as there is a need for a good range of buyers and liquidity.
Despite this, analysts expect to see carbon traded as early as 2009 on an exchange in Asia.
Hong Kong Exchanges and Clearing (HKEx) has already said it is looking at expanding its
existing product range in emission products; and they are looking at structured products,
ETF’s and emission related products, and green IPO’s. It has also mentioned that it would
consider working with another exchange, possibly on listing emissions-related structured
products and exchange traded funds as well as derivatives linked to emissions. However,
unless Hong Kong has the buyers, luring existing buyers from Europe with new products will
not be enough on its own to ensure the success of the new exchanges. A local demand for

credits will only come with mandatory targets.

The window of opportunity for the first commitment period of the Kyoto Protocol (2008 to
2012) is closing; but if the ownership structure of CDM projects in China changed favourably
for Hong Kong owned assets and investors, there are still interesting investment

opportunities available. If this were to happen it will be an additional incentive to get more

8 Source: http://www.guardian.co.uk/politics/2006/oct/30/economy.uk
% Source: http://www.guardian.co.uk/politics/2006/oct/30/economy.uk
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Hong Kong companies engaged. Likewise it should be possible for Chinese entities to do a
CDM project in Hong Kong. According to Christine Loh of Civic Exchange, the business
community could raise the CDM ownership issue with the Hong Kong government, the
relevant parties in the mainland, and the UNFCCC. The more different businesses come
together and show that this requirement is strategic across different sectors; including the
stock exchange, banks, aviation, shipping, and the power sector, the more government’s

interest will be piqued. '

Finally, Hong Kong’s Clean Development Mechanism (CDM) projects should support and
reinforce national policy (as it does in China), rather than provide an incentive to avoid
meeting national policy. Carbon markets and carbon prices are not a substitute for a proper
energy and climate policy; and the Hong Kong government should be shaping our future by
outlining a comprehensive set of relevant policies, otherwise Hong Kong’s future CDM

projects will become those in which we ‘Could (have ) Done More’ (CDM).

Comments on this paper are welcome. Please contact Ciara Shannon, CCBF Project
Director. Tel (852) 2784 3935 or email ciara@bec.org.hk

° Opinion by Christine Loh expressed in Civic Exchange’s Carbon Trading ‘Workshop Challenges and Trends for
Financial Centres’ on May 22™ 2008
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End Notes

' Marrakech accords, modalities and procedures for CDM, article 43: “A CDM project activity
is additional if anthropogenic emissions of greenhouse gases by sources are reduced below

those that would have occurred in the absence of the registered CDM project activity”

" Additionality is a key criterion for CDM eligibility. For a proposed CDM project activity, it
must be established that the project would not occur under the baseline scenario. It must

also achieve that:-

e The amount of GHGs emissions from the proposed CDM project is lower than that
from the baseline scenario; or

e The amount of GHGs sequestrated by the proposed A/R-CDM project is more than
that of GHGs changes naturally in the carbon pools. Source:

http://cdmdna.emb.gov.ph/cdm/public/cdm-faq.php?main=ga&sub=faq

" Marrakech accords, modalities and procedures for CDM, article 51: “Leakage is defined as
the net change of anthropogenic emissions by sources of greenhouse gases which occurs
outside the project boundary, and which is measurable and attributable to the CDM project

activity”
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