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The purpose of this paper is to summarize some of the World Bank Carbon Finance team’s interpretations of the modalities for baseline and monitoring methodologies for CDM projects and to comment on key aspects of the recently submitted “new” methodologies (NM 0001-15). While the World Bank team has decided not to comment on individual submissions, we would like to offer the following observations for consideration by the CDM Executive Board and the Methodology Panel.

PCF interpretation and usage

Additionality: A CDM project is additional only if it results in lower GHG emissions than those in the baseline scenario. The determination of additionality requires the determination of a baseline.

Baseline: The most likely scenario that would prevail in the absence of the CDM. The baseline scenario is a sufficiently detailed description of the configuration of a physical system (which type of projects, which technology, which fuel etc.) and its development over the life time of the proposed CDM project. 

Baseline methodology: A set of conditions and instructions that, when followed, selects the most likely baseline scenario. A baseline methodology should have discriminatory power, i.e., it should be equipped to clearly distinguish the baseline scenario from other plausible, but less likely, scenarios by applying a discriminating criterion. A baseline methodology should be transparent, i.e. it should be based on auditable information, and produce results that can be reproduced independently of the individual user.

Baseline emissions: The GHG emissions that occur in the described baseline scenario.

Monitoring methodology: Is described in the monitoring plan and has two components: (1) A set of assumptions, parameters, variable, and mathematical instructions that, when applied, calculates baseline and project emissions and/or emission reductions. Often embodied in a calculation tool such as a spreadsheet. (2) A set of instructions for the monitoring and metering of variables and indicators that are needed to calculate emission reductions and to identify anticipated developments of the baseline scenario. Often implemented as part of a project’s operation and performance management system. 

PCF establishes emission reductions in a two-step process: 

1. The baseline methodology is used to determine the baseline scenario. The baseline scenario can be more or less detailed and fixes those hypothetical elements of the baseline that will not be monitored or scrutinized in subsequent years. All other relevant elements of the baseline are subject to the monitoring regime. 

2. The monitoring methodology is used to determine emission reductions ex post. It is also used, in conjunction with assumptions about the monitorable variables, to forecast baseline emissions and/or emission reductions. PCF places significant weight on monitoring of both baseline and project information where possible and therefore uses methods that reduce the need for ex ante assumptions and estimates. 

Comments on submissions of new methodologies 

and issues for clarification by the EB

1.  In several cases, the methodologies presented in Annexes 3 and 4 of the PDD are specifically tailored to the proposed project and insufficient effort is made towards defining methods that are suitable for application as general methodologies. Some methodologies do not contain a description of a methodology as a generic set of conditions and instructions, but simply repeat the argumentation made in support of a particular project. Other methodologies lack discriminatory power or involve judgmental elements to a point where it may be difficult to audit the input data and reproduce the result. In some cases, there is a lack of consistency between the proposed methodology and its application to the project: the methodology is not (fully) applied to the proposed project or is not applied with the necessary stringency or in a transparent manner. 

2.  In some cases, the relationship between the proposed methodology and the baseline approaches in Art. 48a, b, and c, is unclear. In other cases, no attempt is made to present the proposed methodology as an interpretation of one of the three approaches. In some cases, 48a is claimed, but the proposed methodology uses financial/economic arguments that are more in line with the economic attractiveness argument contained in 48b. Generally, it is not clear under which conditions 48a can be used and which baseline methodologies are acceptable interpretations of this approach. For instance, in one case, 48a is claimed while the baseline involves switching away from (low GHG) historic or current emissions, supporting this baseline claim by a sectoral economic trend analysis.

3.   Several of the new methodologies do not make a clear distinction between baseline scenario and baseline emissions. The term baseline is often used interchangeably for baseline scenario, baseline emissions, emissions baseline, and emissions factor. Some methodologies do not provide for the determination of an explicit baseline scenario, but proceed immediately to the determination of baseline emissions, often in the form of an emissions factor, which is claimed to represent a general (technological or economic) trend, but without a clear idea of the project specific scenario that would correspond with the selected emission factor. These methodologies determine additionality without detecting or discussing whether a proposed project is (part of) the most likely future development in the absence of the CDM (or of the baseline). For instance, where only a (CO2-intensive) emissions baseline is used, all renewable energy projects (with zero or low emissions) are automatically additional. – While this approach may result in CERs for projects that would also have been implemented as baseline activities and may therefore be questionable, it is valuable insofar as it allows for a standardization of the baseline and the calculation of emission reductions, e.g. for on-grid power projects. If such methodologies produce conservative emissions baselines or factors, these factors could be pre-approved by the Executive Board as a standard baseline for certain countries and technologies.  

4.  Several methodologies do not make use of ex post monitoring, to the extent possible, of obtainable information for the purpose of calculating baseline emissions, but rely on ex ante estimates and assumptions, although not all information relevant to the determination of the baseline remains hypothetical with the implementation of the project. While this approach appears to be valuable to project developers as an insurance against changes in baseline emissions, it has its price in terms of a more conservative calculation of emission reductions. Where monitoring methodologies and calculation concepts are applied that do not use ex post monitorable data, the calculation and the resulting claim to emission reductions should be relatively more conservative in order to offset the risk of ex ante overestimating the reductions. It is not clear for several of the proposed methodologies whether they take due account of this trade-off between ex ante baseline certainty and the conservative calculation of emission reductions. 

5.  In many submissions, there is a lack of clarity concerning the concept and significance of project boundaries in all their aspects (geographic, system, and time boundary incl. project start dates etc.) and their relationship to baseline and monitoring methodologies and to the concept of leakage and/or indirect emissions. Unclear project boundaries can lead to systematic errors in the determination of baselines and of emission reductions. 

Summary of main concerns with some of the submitted methodologies

· Tailor-made methodologies lack generalization, which make them unsuitable for direct application (and possibly, for approval) as general methodologies.

· Unclear relationship between proposed methodologies and the approaches in Art. 48a, b or c. Lack of clarity regarding the conditions, requirements and instructions for the use of some methodologies and therefore little transparency in their application. 

· Lack of terminological and conceptional clarity and distinction between baseline scenario and baseline emissions. The term baseline is often used interchangeably for the baseline scenario, baseline emissions, emissions baseline, and emissions factor.

· No clear tests of additionality; no explicit discussion of why the baseline scenario would not include the considered project. 

· Some methodologies for power projects estimate and fix ex ante emission factors, while no attempt is made to discuss whether these estimates are conservative.

· Lack of clarity of boundary concepts in relation to methodologies.
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