Principles of flexible Mechanisms, the Linking
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IPCC (2001) prOJects a global Warmlng of several
degrees during this century:

Variations of the Earth’s surface temperature: years 1000 to 2100

Departure s in temperature in °C ({from the 1990 value)

Ooservatons, Northern Hemisphere, proxy data




In 1992 the United Nations Framework
Conven tion on Climate Change (UNFCCC) was

established;

In 1997 the Kyoto Protocol was agreed upon;

On the 16" of February 2005 the Kyoto Protocol
entered into force, making the agreed emission
reductions legally binding

—
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Reduction are agreed upon as a percentile of the
emissions of a certain year (mostly 1990-level).

Emissions on a yearly basis during 2008-1012 can
be seen as:

Emission 2008-2012 = Emission 1990 — Political Target

—




Political Target Measurable units
(% reduction) (tCO2 €)

Other Greenhouse (tCO2€)

Gases




Industry ... 1CO2eq

Trraffic ... 1CO2eq ———

Households ... 1CO2eq mesUres
Waste Management.... tCO2eq +

Total emissions (after : X tCO2 eq
domestic measures)

" Kyoto target: y tCO2 eq,
—f X-y > Othen thereis need for additional reduction.

This can be acomplished by wseof the © called
flexible medanisms.




Parties under the Kyoto Protocol are obligedtto
realise 50% of the reductions domestically. The
other 50% can be acquired by the use of three

‘flexible mechanisms’:

Flexible Mechanism Reduction

European Trading Scheme European Union Allocation
(=) (EUA)

Clean Development Mechanism | CertifiediEmission Reduction
| (CDM) il (CER)
1 Joint Implementation Emission Reduction Unit (ERU)




S Inthe 25 EU member states about 12.000
Installations are eligible to the Trading Scheme.
They have been given EUAS to cover their
emissions;

S Each year the installations have to hand over
emission rights to their government, covering their
GHG-emissions;

S Siinstallations (Companies, Persens) can trademnnsss
L Emissienrightstontthe carben market, in order to
acquire additional rights, or sell abundant rights.




CO2-emissie marktprijzen forwards & spot markt;
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Annex | Country'and Developing Country

S A host country receives assistance in achieving
sustainable development;

8 An investing party earns Certified Emission

Reductions (CERsS) that can be used to fulfill
domestic reduction commitments or can be traded;

JSulheproject.is additional, not Business As Usual
(BAU). This.means,the projectisidevelopedior

* crieater CERSand otherwise would have never
been developed
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s Validation of CDM' project design, which takes
place before the project startup. This Assures
stakeholders of the quality of the project and Its
Intended generation of CERS; This is done by a

Designated Operational Entity (DOE, certified by
the CDM EB);

LSwWVerification/determination; ofithe emission
. _ leductions;achieved by:ther€BNV project. This s
also done by a DOE, certified by the CDM EB).

———




[claitiorn anicl Verlflcatlor of CDV
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Basdine anissons

(what would have happened
In the absence of the project
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The CDM EB certifies the amount of CERS
generated by the project. This is based on a
successful verification.

This certified amount will be forwarded to the buyers

national emission register. The buyers account will
then increase.
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CDM
Executieve
Board

Step 1: development of
project idea

Step 2: preparing the Step 3: first Step 4: first assessment
Project dossier (PCN) screening of the of the project
project

Step 5: concluding the
option agreement

Step 6: preparing the Step 7: written Step 8: second Step 9:
project dossier (part 2) approval by host assessment of the validation
| country project

Step 11: registration
after (possible)
revision

Step 10: concluding the
ERPA
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Step 12: project
monitoring &
monitoring report

s —
registration registration registration
CER’s | CER’s CER’s
i -

Step 13:
verification

Step 14:
certification

Step 15:
(possible)
revision

Step 16:
issuance of
CER'’s
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Joint Implermentation

Beiweer iwo Annes | couniries

A Nost couriry regeJ/e forelyn invesirnernis and
acdvearnced green iecninologles:

Arinvesiing party receives ermission reduciior)

LIFIES (EQUJ) 1zl car oe used to fulfill domesiic
ermissions reduction cornritrnents (or can ge
tracled frorm 2008);

The OfJJSL s additional not BAU. Tnis means ine
oroject s dey /elojje to create ERUs and oinerwise
woulld nave never peern developed.,
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Exarnple: Snell Ol Cormpany: CDM project

snell Trading International en SHE Criernicals India
strizl synin
cnell nas many installaiions under EU-ETS

tic products manufaciurer
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Feduction of nydrocarpon (FIFC-23)

U1
O
O

.000 ¢:r<J//gglr e/ira emissions py Sriell
Feduction 38.000.000 ton CO,eq (over 10 years)
Invesirnent €400 miln. Frurnours”)
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Requirements for JI projects (1)

Verificatlon /Determinziion prior to project
Jmolemémsl[um IS not ai reculrernent under tne

1 yoto Protocol, out you rnay crioose to undergo
ore,
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sormne national guidelines for Jl- orOJe (s,

[llce 'the EQUH prograrr inine Neirer Jrlmflq, WICH)
I lepencent inird party validaiion,

cdition to verification of J| projecis
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Requirements for JI projects (2)

Verlflcation/deterrmination:

g Tracik one: wnen a nost courliry fully meets ine
requlrernenis of the ¥ yoto Protocol, ine nost garty
mey apply Its own procecures to fhe pugess,
Issue ERUs and iransfer inerrn to ine invesirigy
pclf[/J

g Traci iwo: whnern ine nost couniry does not meet
tne requirernenis, ine ERUSs frorm a project rmust
follow a1 verification procedure perforrmed 0y arn

inclependent third party.



Examples Jl

Joint Implerneniaiion under Tracik | or
Tracy |l

€ 125

02
—

5

L S
2

(D
K

-
D

Ad d]‘ir,]onall'ty
Verlfication (determinailorn)

2line scenarlo

ay
U )
Bl

Monitoring



)

QD

W

')

Q

(@

)

QD

W

(@)

W

Q

(@

Q

(@

Exarnple of JI: ERUPT-prograrnrme

Dutc h Covernment purcnase of ERUs: 9.2 Mion
C

ﬂ)

PTJJS (s In Czech Reoublic, Rormania, Slovaria,
rlur Qf'f/

CZ: blornass for energy at rmunicipalities

BN

SH: landfill gas exiraction (8 siies)
Execuilon period: 2003-2007
Pald 25 M =4.8 /E ~U (2002 |2y
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Jl-project flow cnari-Baseline

Leachate of
percolate

Waste production
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. waste selection
Waste collection — (paper, glass,
and transport iron, plastic)
Manufacturing
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Blogass well drillings



Blogas well drillings



Blogas well drillings
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Monitoring
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Monitoring



Landflll rnanagernent improverneni



CDM, Jl oy sector
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CDM, JI by nost Country
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Linking Directive

To facllitaiie 2 rore cost-effeciive weay of
accuiring ernission rignis,

[nis cirect /e inks' the use of ermission reductiorn
rignis acouired frorn Jl and CDM projects witn ine
=TS, for ]rJS'eJJe 10N tO cover tnelr ermisslions.



Possliollitles to cover emisslons for
nstallations

Limited use of CERs and ERUs tope
estaolished by memper siates



The Linking Directlve st
f

Irnplermentation of the Linking Direcilve (1)

0'}

ites tnal tne deadline for
implernentation in nationeal legislation 1s 13
Nov. 2005

Most significant is tne amount of CERS and ERUS

)

Oy

Installations are allowead to cover tnelr emisslons.

Netnerlancs 2005-2007 unlirmitecd CERs, 2008-
2012 8% of total amount (proposition);

Slovaria not allowed (oroposition)
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Irnplermentation of the Linking Direcilve (2)

Slovaria last montin (Ocioper) annourced Jis
nzrdline approacn to approving Jl projecis fo

or
firrns to cover melr ermissions undertne EU ETS,

Tne Czecn Fepuplic annournced a sornewrar

(P

0

sofier approzcr out still announced it s going o

s witn Indirect effect on sectors
[, =3 /veH as possioly landiill
| 0

o Offerec AAUS Instead,

disaporove orojec
covered by EU E
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Irnplernentation of tne Linking Directive (3)
Only four countries nave noilfled ine Europesr)
Cornrnission of national legislaiion: Belyiurm,
Derifnery, ESoahm.PcﬂangL

11

ﬂ)

For 2EC a key requlrement s a cap on he Uuse of Jl
amJ CDWM projecis o /nrrrp, In tne NAP for ine
secornd pnase,

Ausiria, Ireland and ine United “ingdorn are near
cornpletiorn
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The produced CERs and ERUs will pe linrxed witn
ine iracding sysiern, Tnerefore ine U JerJrJJ
irective’ s Ir g conversiorn will
eglsiries, 1 CER or 1
| 1]

trie Cornir

Frrm;ﬁr tlor) Log (CJTL),
ITL will pe

Jered With the JJ\J CC erléoér dem Trarnseactor

Log (ITL),



Caroon Market



Status of Natlonal Regisiries 3 Novernper 2005

)

(official EU deadline for operation = 1 Dec. 2005)
Operailonal regisiries Non-operationzl
(14) regisiries (171)
Ausiria, Belyiurn, Czech § Cyorus, Greece, rll ng?lr/
Repunlic, Denrmerk, [taly, Latvia, Luxermnoourg,
Estonla, Finland, France, Mealta, Poland, F orwggl.l,
GCermany, Ireland, Slovalia, Slovera
Litnuzania, the Netnerlarnds,
Spaln, Sweden, United
ingclorn.
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paring EUA and CER prices

EUA price
Triver é/j \;J:llr\J/:rmO\/:‘d fror £ 6.65 to £ 295
clernand frorm w J DT TACIOrs, JWl'lfllr‘ - AJJQO
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CER prices

l_'

puyer takes performearce and rJeJ very risy,

arnc at least 9-171 for forweard CEFS frorm

regisiered grojecis or projecis vvhere tne seller
risi and guarar |
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rFlowever, offers at 18 for delivery of CERS In
2008, anc wnere tne (credit woriny) seller

cormpensaies In case of non-delivery r
nreporied

lflvye also
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Unceriainties CER prices (1)

CER/IERU vrice closely linred witn 2U ETS

allowances orice

)

Difference pre-CER prices as a
anc final CER market prices. Pric
feziure of contractl

Factors influencing pre-CER pric

ree J 1)

S orly one

COMIracts



Unceriainiles CER prices (2)

g Delivery and transfer risk, whicn is dependent on
tne imolementation of tne I'TL and linking of ine
EU-regisiries. Based or tne esiimaied dzaie for
cornpletion of ine ITL and testng of regisiries,
CERs are lJrJJ]KHJ/ to pe delivered for use inine
EU ETS pefore early 2007, and a large supply of
credits rmeay pe oullt Up rlor to ine connecton of

reg]srr/ sysierns In /OO/ CERS cannot ge

iransierred petweern) regur 23 Defo /OO" Once
livered o nailonel regisiries in e/ |

;iransteraple inan 2UAS, rmewdng T hem Jess

(—m
N

(

v

R
(P

W

> 2

(/)
m

(D
><
©
(P
-
w2
<
(D



)

W

ncartainii
Uncertainties CER prices (
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leglstration risy, reflect]
isions being taken b
_rd arncl or 4‘
J 20 -~ Y
oject risy (or tne risy tnat :
il deliver s v tnait tne project
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ltest News: Fir: issuec by CDM EB

L/W
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5 Ocior ner 200%; Following Its :l_ut'mor]sat]on to verify

ancd cert / ermissions reduciions frorn CDIV

orOJe 'S at ine peginning of Octoper, Det Norsike
V) 1

U
m

)
DN

Veriias ( nzs now recuesied issuarnce of irne
flrst CERS.
The CEFs were issued on 199 Octoper.
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