Lessons Learned Note

Six major lessons learned in the course of the baseline and monitoring plan analysis provide useful guidance for future efforts and suggest areas worth further examination.

Lesson #1: There is a need for more objective and replicable methods to assess the additionality of small-scale CDM projects
The rules concerning the additionality of SSC projects that the CDM EB decided upon in January 2003, and which are explicitly referred to in the methodological recommendations from EB-10, focus on identification of barriers or hurdles that projects have to overcome. In order to show convincingly that a SSC project is additional, the project sponsor has to show how financial, technical, institutional or other barriers were sufficient to hinder the project activity in the base case.

Barrier analysis tends to be a somewhat subjective exercise. It would be ideal if project proponents could use a clear and replicable method to demonstrate or quantitatively measure the barriers faced by SSC projects. By developing quantitative methods and techniques it would also become possible to compare projects of the same type more readily.

This baseline study suggests such an approach to assist in the additionality testing by assessing the penetration rate of the technology employed. Penetration rates for electricity generation projects are probably relatively easy to establish, especially if penetration rates are expressed simply as a fraction of current generation. To operationalize this approach, it is suggested that projects using a technology with less than 5% penetration can be considered emerging or otherwise constrained and thus considered to face barriers.  Such an approach may only be effective (i.e. credible with respect to environmental integrity) with small-scale, and specifically renewable energy technologies.

Issues suggested for further examination:

· It would be useful to examine the availability of data needed for the use of the approach across different JI/CDM countries and to examine the implications for project eligibility. Some of the key issues to be considered would be: Does the required data and information exist? Is it reliable and readily available? Is the data comparable across countries?
· The study suggests a 5% penetration rate as a reasonable threshold value. It would be relevant to assess the reasonableness of this threshold figure in the light of the literature on technology diffusion, technology development, and renewables technology scenarios.

· It would be important to examine whether the approach may have unintended negative implications and, if so, how they could be remedied. For instance, would using this approach imply that countries that support the development of renewables technologies would have fewer eligible small-scale renewables projects than countries that have not put in place such policies? Would it be useful to take into account ownership types (public; private; mixed public and private; national or international), vintage of technology (“new” versus “old”) in overcoming any such shortcomings of the approach? How could the method be revised to take into account relevant weaknesses?
To generate a reasonably broad empirical basis for drawing conclusions about the strengths and weaknesses of the approach, the countries selected for such a comparative study should vary in terms of their shares of renewables and non-renewables resources, total installed generation capacity, ownership of generation assets, and across other aspects considered significant.
Lesson #2: Would spot market prices provide a useful benchmark for comparing the financial viability of CDM projects?
Assessing the financial viability of CDM projects that add new capacity in the electricity sector is sometimes a complex task. Comparing the cost of generating electricity against the long-run marginal cost (LRMC) of system expansion may be appropriate for countries with central planning based on least-cost principles. In the case of privatized power sectors, it might be necessary to develop alternative approaches to assessing the financial viability of new power supply investments.

This study suggests that spot market price can provide a sufficiently precise indicator of the financial benefits of new electricity generation options in El Salvador.  More specifically, these prices when compared with a new project’s levelized cost of supply can help determine whether an investment in additional capacity should be considered as part of the baseline scenario for the national electrical system. To even out the annual spot price fluctuations, it is recommended to calculate a rolling 3-year average.
It needs to be examined whether this approach reasonably and conservatively reflects long-term revenue generation potential.  For instance, if prices are expected to rise significantly in the future, then the test may falsely indicate a prospective CDM project is not an attractive investment. Conversely, temporarily inflated prices (due to market power etc) might have the opposite effect.

Issues suggested for further examination:

· It would be pertinent to examine in more detail the suggestion to compare a candidate project’s generation costs against spot prices when establishing the additionality of small-scale and large renewables projects. It would be useful, first, to compare LRMC and spot market prices across countries with different sector characteristics and, second, to compare project-level generation costs of key renewable technologies against LRMC and spot market prices. 
· It would furthermore be relevant to examine whether other types of financial/economic information and other financial viability indicators would be useful when determining if projects should be considered as part of the baseline scenario. The availability, comparability and reliability of data and indicators should be assessed, and trade-offs between computational complexity, precision, and transparency of various quantitative approaches should be carefully examined.
· If current spot market prices are what investors use to determine when, whether, and what to build then arguably it is a very good measure of additionality. Where major changes are widely anticipated, then the method cannot be used.  An informal survey/interviews of power sector investors and their outlooks for market prices could probably provide useful information on this issue. 
Lesson #3: Private generators may often consider the data required for calculation of the combined margin emission rate proprietary information
The approach adopted by the CDM EB for estimating the baseline for renewables projects delivering to a grid builds on plant-level information on generation and fuel consumption. However, private generators may often consider such information proprietary. The government of El Salvador has successfully addressed this issue by taking on the responsibility for annually calculating the emission rate, based on information submitted by the generators in the country. The information will be available for verification purposes—a crucial issue in itself—but will not be accessible for the general public.   

Issues suggested for further examination:

· It would be relevant to make an overview of availability of information on fuel consumption and generation across countries in Central America, South America and other regions.

· It would be useful to examine opportunities for calculation of grid emission rate (e.g. tCO2/MWh) for a geographical region based on available information on fossil fuel consumption in electricity generation in representative countries in a region. It would also be worthwhile to compare the Central American grid emission rate calculated from readily available international information with national grid emission rates calculated from nationally available information in Central America. 
Lesson #4:  It seems useful to smooth the ER in countries where the ER may vary significantly on an annual basis
The study suggests using a 3-year rolling average to even out annual variations in the emission level. The value of this suggestion would depend on the circumstances of the particular sector in hand, i.e. whether dry years result in a significantly higher grid emission rate.
Lesson #5: The appropriateness of the combined margin approach may depend upon country context
The study suggests a baseline methodology in which a combined margin approach is applied both to small-scale and large-scale renewables projects. Given that the necessary data is available, the method provides a simple algorithm for estimating the effects of a new project on emissions from (1) the operation of current and future power plants (referred to as the operating margin) and (2) on whether and when new power plants would be built (referred to as the build margin). A recent IEA/OECD sponsored “road-test” of the approach for Chile, Brazil and Argentina points to a need to take into account local circumstances, e.g. data availability (see above), system specifics (e.g. dominance of low-cost hydro resources, or low-cost thermal, such as coal, in the baseload). 
Issues suggested for further examination:
· It is recommended to examine to what extent the combined margin approach can be tailored to take into account the issues highlighted by the IEA/OECD study and others.
Lesson #6: Stakeholder processes matter and should be further examined
The establishment of “official” multi-project baselines, as part of a baseline-credit regime, will often happen through a process bringing together stakeholders from government, private sector, and NGOs. It adds a new area of responsibility and process-management to the government institutions involved in climate policy and the CDM/JI, in particular the DNA.
It would be useful to examine more carefully the process related to the establishment of the combined margin baseline. Drawing on recent experience from the World Bank, and others, such a study should explore issues such as the following:
Issues suggested for further examination:

· What lessons were learned about the process of developing these recommendations?

· How was local stakeholders' input solicited and incorporated?  
· How could it be done better?  
· What is the likelihood that this baseline methodology will be used by developers and/or get official government approval?
· What could/should be done (next time) to improve those chances?
· How did the process of data collection work, and how could it be streamlined for the next country?

