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Validation, Verification and Certification for PCF Projects

Background

The Kyoto Protocol (KP) provides for the possibility of creating transferable greenhouse gas (GHG) emission reductions through investment in mitigation projects operated under Art. 6 KP (joint implementation, JI) or Art. 12 KP (clean development mechanism, CDM). Although both Articles are different with respect to their purpose, provisions and regulatory environment, they both contain a reference to the verification of emission reductions. Art. 6 mentions “guidelines for verification and reporting”. Art. 12 refers to “certified project activities”, “independent auditing and verification“, and “certified emission reductions“, mentions transparency, efficiency, and accountability in this context and provides for the involvement of “operational entities“ in this process. 

Based on research and a pilot exercise undertaken within the context of the World Bank’s program on Activities Implemented Jointly (AIJ),
 the PCF has developed a concept for validation, verification and certification (v/v/c) of emission reduction. Validation refers to the KP language of “certified project activities”. A possible interpretation of this language suggests that certification of the project design is required before a project can be implemented. The concept proposed here has been discussed at various occasions including UNFCCC sponsored events, and the PCF makes every effort to ensure that all its v/v/c activities are in conformance with the KP modalities. Although the discussion on modalities for JI and CDM projects can be expected to continue at least until the 6th Conference of the Parties (CoP), positive feedback suggests that the Parties will consider the elements proposed here.

The PCF acknowledges the fact that there are differences between JI and the CDM, which may lead to different modalities and less stringent rules for JI.
 However, until further guidance from the Convention Parties, the PCF has chosen to apply the same rules to both its JI and CDM projects. In particular, by using a rigorous v/v/c concept also for JI projects, the PCF wishes to assure its host partner countries that the reductions the host country eventually transfers have actually been achieved through the project. The PCF has also chosen the use the same rigorous approach for all its projects in order to manage project risks and guarantee participants a high quality of emission reductions.

The PCF’s approach

The purpose of all v/v/c activities is to assure the credibility and quality of emission reductions. This requires the application of an agreed framework, ideally be an international standard, which can assure international investors and other interested parties that verified and certified emission reductions fully satisfy all KP modalities and other criteria and requirements, in particular that they are real and additional, so that these reductions will eventually be recognized by the Convention Parties. A convincing framework must avoid conflicts of interest, promote accountability, keep costs down, ensure full transparency, and –important for the PCF –contribute to the creation of capacity and public knowledge enabling effective implementation of the Kyoto mechanisms. The PCF believes that the approach described here meets these requirements and is flexible enough, so that is can be easily adapted to emerging decisions by the Convention Parties. The PCF approach will include the following specific elements:

· A baseline study for the project and an explanation of how additionality and other relevant project criteria will be satisfied.

· A Monitoring and Verification Pro​to​col (MVP) for the project.

· Validation of the project design including the project baseline and the MVP. 

· Monitoring of emission reductions and other relevant parameters and indicators.

· Periodic auditing of the project and verification that emission reductions have been achieved in compliance with relevant project criteria. 

· Certification of verified emission reductions.

· Recognition or registration of the certified reductions by a UNFCCC body.

Validation

Project validation is the approval of the project’s design (baseline, MVP, compliance with JI/CDM criteria, ...). 

· Validation is likely to be required by KP modalities and/or by project participants before a final investment decision. Validation can also be an adequate tool to mitigate project risks being well worth its cost. 

· Validation of PCF projects requires a review and assessment of the assumptions and plans relevant for the successful implementation and operation of the project. The assessment will be based on a document review and appropriate research by the validator. 

· The issues validation will address will depend on the relevant requirements for the project. The validation process is expected to provide answers to questions such as:

· Does the project meet the relevant criteria for JI or CDM projects (KP requirements, host country criteria and legislation, investing country criteria, other criteria for social and environmental impact assessment, sustainable development etc.)?

· Has a proper baseline study been undertaken? Is the baseline credible? Does the assessment substantiate the environmental additionality of the project? Would the baseline have to be re-assessed later and why?

· Are there any significant leakage effects from the project? What are the major risks regarding the emission reductions?

· Is the MVP appropriate for this type of project and in compliance with relevant standards or best practice? Are there any conflicts of interest?

· How many emission reductions can reasonably be expected from the project? Is the assessment credible and conservative enough to take risks into account.

· The validator for a PCF project will be a third and independent party, normally an internationally experienced and respected environmental auditing company. The company must be fully independent from all other aspects of the project and not have assisted in its design or any project components in order to avoid any conflicts of interest. 

· The validator must possess the necessary technical and economic skills, if necessary in cooperation with a specialized partner, to assess the project, formulate an opinion on the quality of its design and its feasibility and raise related concerns with the project participants. 

· Validation can draw on existing auditing schemes, but may involve steps that go beyond established practices. In particular, the review of the baseline and the project’s environmental additionality can be challenging. Validation will therefore not only require traditional auditing skills, but also significant insights into economic modeling, incentive mechanisms and development issues as well as UNFCCC related issues. 

· Before the validator makes a final assessment, the PCF will have an opportunity to meet the validator’s concerns by making adjustments to the project design and by providing for other precautions including adjustments to the risk management provisions for the project and the expected emission reduction yields. 

· The validator will prepare the validation report, which will cover at least the following aspects and the risks related to them: (a) the baseline, including possible indirect emission effects, (b) the project plans, likely compliance with project criteria during project construction and operation, (c) the MVP, (d) the expected quantity of emission reductions. 

· The validation report will include a statement that the project design satisfies all relevant requirements and criteria and that the baseline is sound. 

· Validation will not automatically imply UNFCCC endorsement of the project, the baseline or any other project feature unless the Parties have made official arrangements to this effect. Such arrangements could call for a registration and/or an endorsement of the project by a UNFCCC body, which the PCF will then pursue.

· The PCF may demand a revalidation of the baseline and MVP during the project’s operational phase if this is warranted by concerns for quality or required by KP guidelines.
Monitoring, MVP
Monitoring is the systematic surveillance of the project’s per​formance by measuring and recording performance related indicators relevant in the KP context.

· For the purpose of ensuring the quality of project implementation technically, and with re​spect to the requirements for effective monitoring related to verification and certifica​tion, PCF project task managers will supervise PCF project’s implementation through​out the life of the PCF (through 2012).

· Monitoring can include the collection of data outside of the project boundaries, for instance in order to determine indirect effects of the project, in particular leakage.

· In PCF projects, monitoring will be a continuous process, which will be the responsibility of the project entity. Depending on project circumstances, the PCF may require that monitoring be done by a specialist not directly involved in the project. 

· Monitoring and verification procedures will follow established rules and standards where they exist. Rules and standards for JI and CDM projects are likely to be similar to established practices such as auditing rules and quality and environment management systems. However, an established standard for JI and CDM project does currently not exist.

· The PCF therefore requires that a project-specific MVP is prepared for each PCF project. The MVP will be based in generic guidelines, rules, or standards, in particular UNFCCC guidelines, when they exist. But the MVP itself must be specific to a particular project and its circumstances, and it will be prepared as part of the project’s design. The purpose of the MVP is to guide the monitoring and verification process for the project. 

· World Bank task managers are responsible for the drafting of a project MVP that meets all relevant requirements. The MVP will be agreed with the project participants and will be part of the project agreement between the parties to the project.

· The MVP will build on the baseline study for the project. It will ideally include formulas or algorithms for calculating baseline and project emissions, which can use data collected during the operational phase within and outside of the project boundaries. 

· The MVP will include clearly defined indicators that allow those concerned to observe and verify continued conformance of the project with relevant project requirements and criteria, including the contribution of the project to achieving sustainable development. 

· The MVP contains detailed instructions regarding the data to be collected and the monitoring and measurement procedures. The MVP will list indicators to be measured (e.g. fuel consumption) , instruct how to take measurements, what records to keep, how to process documents, and who will be responsible for these activities. 

· The MVP contains also instructions for auditing and verification. The MVP will, for instance, specify when auditing and verification activities take place, which data and installations have to be accessible, which data sensitivities exist and how to deal with them.

· The MVP may also include instructions for a management system and training requirements to support the monitoring activities.

· The PCF may amend the MVP or take other quality enhancing measures during the project’s operational phase if warranted by concerns for quality or required by KP guidelines.

· The PCF expects that over time MVPs become a standardized document, which can be applied to similar projects without much effort. The development of MVPs thus contributes, in a bottom-up fashion, to the drafting of generic rules for monitoring and verification of JI and CDM projects.

Verification

Verification is the periodic auditing of monitoring results, the assessment of achieved emission reductions and the project’s continued conformance with all relevant criteria.

· In PCF projects, verification will be conducted at regular, possibly annual, intervals during the operational phase of the project. Verification will be governed by the MVP, by other relevant guidelines, and by professional practice. 

· Verification in PCF projects will be done by a third and independent entity, which must be different from the validator and which will normally be an environmental auditing and certification company that is accredited under a publicly recognized accreditation scheme. The verifier must possess similar qualities and skills as the validator, but with a stronger emphasis on auditing functions. 

· Verification may involve host country authorities or domestic environmental auditing services where this is possible without conflicts of interest.

· The verifier visits each PCF project for the first time before it enters into regular operations. The verifier will be asked to (a) review the project baseline and the appropriateness of the MVP in the light of new circumstances, if any; (b) audit compliance with agreed monitoring prerequisites, in particular whether the necessary equipment, personnel and organizational procedures are in place; (c) consult with and/or train monitoring personnel on the site as deemed necessary.

· Before the verifier issues the first verification report, the PCF and/or the project entity will have the opportunity to make adjustments, if so suggested by the verifier. After a positive first verification report, the project can start generating verifiably emission reductions.

· After the project's first operational interval, and periodically thereafter, the verifier will visit the project and verify the project’s emission reductions in the preceding period. In accordance with the MVP, the verifier will be asked to: (a) review continued compliance of the project entity with the agreed procedures for monitoring (MVP) and project maintenance; (b) audit the physical measurements and statistical data collected during the verification period; (c) assess whether the project continues to meet all project criteria; (d) check calculations of baseline and project emissions; (e) examine the calculation of emissions reductions including any corrections for leakage.

· The PCF may also request the verifier to do the following at certain intervals, in particular if required by the MVP, KP rules and/or host country legislation: (a) review project assumptions, in particular assumptions relating to emission baselines and indirect effects such as leakage; (b) alert the project participants of any developments that can lead to increased risks and may jeopardize the success of the project.

· The verifier will submit a report for each verification period. The report will cover the above items in a transparent manner and in such a way that the achieved emission reductions can, in principle, be recalculated by outside experts. This may require the description of specific methodologies used in the verification process. 

· The verification report will include a statement that a certain amount of emission reduction has been achieved in compliance with all relevant UNFCCC and other criteria and that this amount can be certified.

· The PCF expects that verification costs will be moderate for projects for which a well designed MVP is in place and followed.

Certification
Certification is the written assurance that, in the verification period, a project has achieved the stated emission reductions in compliance with all relevant criteria. 

� For details see Heister (June 1999), “Validation, Verification and Certification of GHG Emission Reductions”, and World Bank AIJ Program (July 1999), The ILUMEX Verification and Certification Pilot Exercise: Objectives, Results and Lessons Learned (executive summary). The documents of the ILUMEX Verification Pilot Exercise can be accessed at � HYPERLINK http://www-esd.worldbank.org/aij ��http://www-esd.worldbank.org/aij�.


� The modalities for JI projects may be less strict, since JI countries must also meet an emissions limit.
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