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1.  Introduction

The main issues covered in this brief note are the following:

· What is a small-scale project in the context of the Kyoto Protocol (and the broader United Nations Framework Convention on Climate Change)?

· Under which conditions would a project be eligible as a small-scale project?

· Which categories of small-scale projects exist?

· What are the rules pertaining to the various project categories?

2. Development of small-scale rules

Not long after the idea was first launched, the idea of fast-tracking and simplifying the rules for small renewables and energy-efficiency projects under the CDM was adopted by governments in the Marrakesh agreement of 2001. It was almost immediately realized that small CDM projects differ from larger ones and that it was both necessary and important to facilitate development of this particular group of projects.

The most important difference between small and large projects lies in their ability to absorb transaction costs. The time and costs spent on project development, baseline analysis, preparation of monitoring plan, contract negotiation, achievement of host country’s acceptance, validation, registration etc. are in general not dependent on the project size. Thus, the transactions costs are proportionally greater for small projects than for larger ones. Small projects thus cannot absorb the same amount of transaction costs as large or regular-size projects—in fact, high transaction costs would prevent them from going ahead at all. Secondly, small renewable and energy-efficiency projects are only seldom if ever environmentally harmful and less stringent regulations therefore are justified (i.e. potential negative effects from overstating the emission reductions or crediting non-additional projects are negligible compared to large projects).

The Marrakesh Agreements establish the legal basis for the regulations and rules governing small scale (SSC) projects. The details of the regulations and rules were subsequently further developed and refined by the CDM Executive Board (EB). The CDM EB adopted the rules governing SSC projects in early 2003. They can be accessed at: http://unfccc.int/cdm/ssc.htm
It is foreseen that some clarification and further refinement may be made in the future—especially regarding Group c: Other Projects—but the existing rules will most likely remain unchanged. Project participants should contact the EB about possible inclusion of new project categories or revisions of the approved methodologies. Notice that changes of rules would not have retroactive implications on projects that have already been registered by the CDM EB.

3. SSC Projects Defined

Three overall types of SSC projects exist: renewables projects, energy efficiency projects, and so-called other projects. The definitions of the project types are given in Table 1.

Table 1: Definitions of project type I, II and III.
	Type
	Generic definition

	I
	Renewable energy projects not exceeding 15 megawatt (MW) in rated capacity

	II
	Energy efficiency projects not exceeding 15 gigawatt hours (GWh) per year in savings

	III
	Other project activities with no greater than 15,000 tons per year of direct CO2eq emissions


A number of more specific project categories have been defined within these three overall project types. Thirteen project categories have so far been identified and defined in more precise terms, but more may follow in the future, especially in the third project type dealing with “other projects”.
 

Below follows a brief categorization of the different project types.
 

Type I Projects: Renewable Energy Projects

These are renewables projects with an installed or rated capacity of up to 15 MW. This size constraint is concerned with the nameplate capacity of the equipment or plant, and disregards the actual load factor of the plant. Thus, for example, a 25 MW renewables plant with a 50 capacity factor would not be eligible as a SSC project, although its actual capacity would be 12.5 MW.

While the official definition of Project Type I refers to megawatts (MW), project proposals may refer to MW(p) (p is short for peak), MW(e) (e is short for electric), or MW(th) (th is short for thermal).

Four project categories have been identified under Type I:

I.A.
Electric generation by the user

I.B.
Mechanical energy for the user

I.C.
Thermal energy for the user

I.D.
Renewable electricity generation for a grid.

Other project categories may be defined in the future.
Type II Projects: Energy Efficiency Improvements Projects

Five project categories have been identified under Type II:

II.A.
Supply side energy efficiency improvements – transmission and distribution

II.B.
Supply side energy efficiency improvements – generation

II.C.
Demand-side energy efficiency programs for specific technologies

II.D.
Energy efficiency and fuel switching measures for industrial facilities

II.E.
Energy efficiency and fuel switching measures for buildings
Type III Projects: Other Project Activities

Four project categories have been identified under Type III:

III.A
Agriculture

III.B
Switching fossil fuels

III.C
Emission reductions by low-greenhouse gas emitting vehicles

III.D
Methane recovery and avoidance 

4. Simplified Modalities and Procedures

The salient features of the modalities and procedures for small-scale CDM project activities adopted by the EB are as follows:

· Bundling: Project activities may be bundled at the following stages in the project cycle: the project design document, validation, registration, monitoring, verification, and certification. The total bundle shall not exceed 15 MW or equivalent amount.

· Single DOE: A single designated operational entity should validate, verify, and certificate a small-scale CDM project activity or bundled small-scale CDM project activities

· Simplified PDD: The project participants of a small-scale project should use the Simplified Project Design Document  (template available at: http://unfccc.int/cdm/Documents/ssc docs/sscpdd.pdf). A separate Baseline study and Monitoring plan for the project are not required.

· Simplified Methodologies: Small scale projects may make use of the Simplified Baseline and Monitoring Methodologies, available at: http://unfccc.int/cdm/Documents/ssc%20docs/ssclistmeth.pdf Areas of simplification include:

· Baseline: The document gives clear instructions for identification of the baseline for each of the thirteen project categories. 

· Monitoring: Monitoring requirements are simplified to reduce monitoring costs. An overall monitoring plan that monitors performance of activities on a sample basis may be proposed for bundled project activities

· Additionality: Project proponents shall use a predefined list of barriers to demonstrate that their project would not have happened otherwise (see Annex II). 

· Project Boundary: The Project boundary is limited to the physical project activity. 

· Leakage: The requirements for leakage calculation are simplified and specified for each project category.

· Share of Proceeds: The EB is expected to propose lower share of proceeds and registration fees to cover administrative expenses for small-scale CDM project activities.

5. Impact on costs for creation of the carbon asset

A preliminary quantification of cost-saving opportunities arising from applying small-scale modalities and procedures to CDM projects, shows that these measures have the potential to more than halve the project carbon finance costs compared to regular projects (see figures 1 and 2).

Figure 1: Project cycle costs for regular projects
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Figure 2: Project cycle costs for small scale projects
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6. Additionality

SSC projects need to pass an additionality test. This is done by showing that the project would not have taken place otherwise, due to one or more barriers. These barriers are outlined in a separate attachment to the rules for SSC projects (see Box 1).

Annex

Project Categories - Synoptic Table

	#
	Category
	Technology/Measure

	Type I – Renewable energy projects

	A
	Electricity generation by the user
	Renewable technologies that supply an individual household or user with a small amount of electricity.  These technologies include solar power, hydropower, wind power, and other technologies that produce electricity all of which is used by the owner, such as solar home systems and wind or solar battery chargers.  The renewable generating unit may replace proposed or existing fossil fuel fired generation.

Baseline: Fuel consumption of the technology in use or that would have been used in the absence of the project activity. A default value 0.9 CO2e/kWh , which is derived from diesel generation units, may be used.

	B
	Mechanical energy for the user
	This category comprises renewable technologies that supply an individual enterprise or user with a small amount of mechanical energy.  These technologies include hydropower, wind power, and other technologies that provide mechanical energy all of which is used on-site by the household or user, such as wind-powered pumps, solar water pumps, water mills and wind mills.  

Baseline: The simplified baseline is the estimated emissions due to serving the same load with a diesel generator consumption saved times the emission coefficient for diesel.

	C
	Thermal energy for the user
	This category comprises renewable technologies that supply an individual household or user with thermal energy that displaces fossil fuel or non-renewable sources of biomass. Examples include solar water heaters and dryers, solar cookers, energy derived from biomass for water heating, space heating, or drying, and other technologies that provide thermal energy that displaces fossil fuel. Biomass-based co-generating systems that produce heat and electricity for use on-site are included in this category.

Baseline: For renewables displacing technologies using fossil fuel, the baseline is the fuel consumption of the technologies that would have been used in the absence of the project activity times an emission coefficient for the fossil fuel displaced.

For renewables displacing non-renewable sources of biomass, the baseline is the non-renewable sources of biomass consumption times an emission coefficient for the non-renewable sources of biomass displaced.

	D
	Renewable electricity generation for a grid
	This category comprises renewables, such as photovoltaics, hydro, tidal/wave, wind, geothermal, and biomass, that supply electricity to an electricity distribution system that is or would have been supplied by at least one fossil fuel fired or non-renewable biomass fired generating unit. 

Baseline: For a system where all fossil fuel fired generating units use fuel oil or diesel, the baseline is the annual kWh generated times an emission coefficient for a modern diesel generating unit operating at optimal load (given in table I.D.1)

For all other systems, the baseline is the kWh produced multiplied by an emission coefficient calculated as a) the average of the “approximate operating margin” and the “build margin” or b) the weighted average emissions of the current generation mix.

	
	Type II - Energy Efficiency Improvement Projects

	A
	Supply side energy efficiency improvements – transmission and distribution
	This category comprises technologies or measures to improve the energy efficiency of electricity or district heating transmission and distribution system by up to the equivalent of 15 GWh per year. Examples include upgrading the voltage on a transmission line, replacing a transformer, and increased insulation of the pipes in a district heating system. The technologies or measures may be applied to existing transmission or distribution systems or be part of an expansion of a transmission or distribution system.

Baseline: For retrofit projects, the energy baseline is the technical loses of energy within the project boundary. In the case of new facilities, the energy baseline is the technical losses of energy within the project boundary calculated using a performance standard for the equipment that would otherwise have been installed.

	B
	Supply side energy efficiency improvements – generation
	This category comprises technologies or measures to improve efficiency of fossil fuel generating units that supply an electricity or thermal system by reducing energy or fuel consumption by up to the equivalent of 15 GWh per year. Examples include efficiency improvements at power stations and district heating plants and co-generation. The technologies or measures may be applied to existing stations or be part of a new facility.

Baseline: The energy baseline is the technical losses of energy within the project boundary. In the case of retrofit measures, the energy baseline is calculated as the monitored performance of the existing generating unit. In the case of new facilities, the energy baseline is calculated using a standard for the equipment that would otherwise have been installed .

	C
	Demand-side energy efficiency programmes for specific technologies
	This category comprises programmes that encourage the adoption of energy-efficient equipment, lamps, ballasts, refrigerators, motors, fans, air conditioners, appliances, etc. at many sites. These technologies may replace existing equipment or be installed at new sites.  The aggregate energy savings by a single project may not exceed the equivalent of 15 GWh per year.

Baseline: 

If energy displaced is fossil fuel: fuel use multiplied by emission coefficient for the fossil fuel, where fuel use is either existing fuel use or related to technology that would have been implemented otherwise

If energy displaced is electricity: Energy generation = (quantity x power x operating hours) / (1 - technical T&D losses), power being either the weighted average of replaced devices or the weighted average of devices on the market 

	D
	Energy efficiency and fuel switching measures for industrial facilities
	This category comprises any energy efficiency and fuel switching measure implemented at a single industrial facility.  Examples include energy efficiency measures (such as efficient motors), fuel switching measures (such as switching from steam or compressed air to electricity) and efficiency measures for specific industrial processes (such as steel furnaces, paper drying, tobacco curing, etc.).  The measures may replace existing equipment or be installed in a new facility.  The aggregate energy savings of a single project may not exceed the equivalent of 15 GWh per year.

Baseline: Energy use of the existing equipment that is to be replaced or energy use of the facility that would otherwise be built (both adjusted for T&D losses)

	E
	Energy efficiency and fuel switching measures for buildings
	This category comprises any energy efficiency and fuel switching measure implemented at a single building, such as a commercial, institutional or residential building, or group of similar buildings, such as a school district or university.  Examples include technical energy efficiency measures (such as efficient appliances, better insulation and optimal arrangement of equipment) and fuel switching measures (such as switching from gas to electricity).  The technologies may replace existing equipment or be installed in new facilities.  The aggregate energy savings of a single project may not exceed the equivalent of 15 GWh per year.

Baseline: Energy use of the existing equipment that is to be replaced or energy use of the facility that would otherwise be built (both adjusted for T&D losses)

	
	Type III - Other Project activities

	A
	Agriculture
	The EB considers that more work is needed on this category before proposing simplified baseline and monitoring methodologies.

	B
	Switching fossil fuels
	This category comprises fossil fuel switching in existing
 industrial, residential, commercial, institutional or electricity generation applications. Fuel switching may change efficiency as well. If fuel switching is part of a project activity focused primarily on energy efficiency, the project activity falls in category II.D or II.E. Measures must both reduce anthropogenic emissions by sources and directly emit less than 15 kilotonnes of carbon dioxide equivalent annually.

Baseline: current emissions per unit of output using IPCC default emission factors 

	C
	Emission reductions by low-greenhouse gas emitting vehicles
	This category comprises low-greenhouse gas emission vehicles.  Measures must both reduce anthropogenic emissions by sources and directly emit less than 15 kilotonnes of carbon dioxide equivalent annually.

Baseline: energy use per unit of service for the vehicle that would otherwise have been used times the average annual units of service per vehicle times the number of vehicles replaced times the emission coefficient for the fuel used by vehicle otherwise used

	D
	Methane recovery and avoidance
	This project category comprises methane recovery from coal mines, agro-industries, landfills, wastewater treatment facilities and other sources. Measures must both reduce anthropogenic emissions by sources and directly emit less than 15 kilotonnes of carbon dioxide equivalent annually.

Baseline: The emission baseline is the amount of methane that would be emitted doring the crediting period in the absence of the project activity. The baseline shall cover only the capture and flaring that would not have happened in the absence of the project activity.


Box 1: Attachment A to Appendix B





‘Project participants shall provide an explanation to show that the project activity would not have occurred anyway due to at least one of the following barriers:


(a) Investment barrier: a financially more viable alternative to the project activity would have led to higher emissions;


(b) Technological barrier: a less technologically advanced alternative to the project activity involves lower risks due to the performance uncertainty or low market share of the new technology adopted for the project activity and so would have led to higher emissions;


(c) Barrier due to prevailing practice: prevailing practice or existing regulatory or policy requirements would have led to implementation of a technology with higher emissions;


(d) Other barriers: without the project activity, for another specific reason identified by the project participant, such as institutional barriers or limited information, managerial resources, organizational capacity, financial resources, or capacity to absorb new technologies, emissions would have been higher’.











� Note that neither peat nor non-biogenic waste are as yet eligible for SSc procedures.


� These project categories are defined further in the synoptic table of the annex.-


� Under “regular” modalities and procedures for CDM project activities, a designated operational entity may not both validate a project activity and verify and certify its emission reductions. 


� The share of proceeds to contribute to the costs of adaptation is two percent of the CERs issued for each CDM project activity.  Project activities in LDCs are exempted from the share of proceeds for adaptation. 


� This does not preclude project participants from proposing simplified baselines for switching of fossil fuels for new applications.
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