Certified Emission Reductions,
Additionality and
International Transaction Log

CDM Process in Libya, first
workshop

Tripoli, Libya - 29th October Y i—

Roberto Raccanelli, Stefano




ERM presentation

1. Certified emission reductions (CER)
2. Additionality: from definition to practice

3. International Transaction Log (ITL)
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ERM presentation < |0

The world’s leading provider of environmental, health and safety,
risk and social consulting services

e 3,300 professional staff
* 145 offices in 40 Countries
* Projects in 160 Countries

* Long-term relationships with Global Fortune 500 and FTSE 100
companies

* 70% repeat business
* Annual gross revenues of US$600m
* Established in 1972
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ERM has established (2007) a partnership with Eneramass Oll
Services Company (Eneramass) through an Exclusivity Agreement.

ERM-Eneramass has the full range of skills and experience needed to
assist Libyan Companies in all HSE aspects associated with their
business.

The partnership ERM-Eneramass ensures compliance with local
legislation, but is also a clear sign of commitment to involving Libyan
resources (local experts and services) as a fundamental part of the
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« Complete project life cycle governance through a
broad range of services

« Key Client Management Program — service delivery
consistent with Client business model

« Emphasise business outcomes for clients — from field
activities to advisors role

* Integrate multi-disciplinary expert teams and services
« |nternational approach combined with local expertise

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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Contaminated Compliance Impact M&A Advisory || Strategic

Site Management || Assurance Assessment & Services Advice
Planning

Site Investigation & Air quality & Strategic and Evaluation of Social &

Remediation Noise economic potential liabilities environmental
assessments performance
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contaminated sites & Waste Environmental Management of Risk || Climate change,
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Integrate multi-d |sc:|p_

and services...

 Our offices are managed by local professionals with strong
technical and management track records, who understand the local
regulatory systems, socio-political issues and HSE concerns

« Our global knowledge share program (Minerva) enables us to
communicate with each other and share best practice and an
extensive knowledge base effectively

Engineers Environmental
35% Technicians
4%
Chemists Geologist/
4% |7 Hydrogeologists
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Administrative Management
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9%

Delivering sustainable solutions in a more competitive world



_® ertified Emission Reductions

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009

Delivering sustainable solutions in a more competitive world 10



%
L}
L

National Kyoto Protocol
allowances for Annex |
countries

Joint Implementation

Clean Development
Mechanism

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009

Delivering sustainable solutions in a more competitive world



B ———— |

s i 2l

What is a CER?

1 CER =1 ton of CO, equivalent = xxx Euro

Why?

Baseline emissions
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CERs can be sold in Carbon Markets (e.g. Emissions
Trading)

Carbon markets are FINANCIAL SOLUTIONS to encourage
INVESTMENT in emissions reduction

SO...
The units (e.g. CER) act as a tradable commodity...
...and are therefore “MONETISED”

As with any commodity, a secondary market has emerged,
R. Raccanelli, S. Maneri - Tripoli, 29-10-2009 tradlng fUtu reS etC- b
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Sell forward/options
(lower price to reflect risk: country risk;
delivery risk, company risk; compliance
risk; technology risk etc)
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CERs: how many?
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Additionality (1)

A CDM project activity is additional if anthropogenic
emissions of greenhouse gases by sources are reduced below
those that would have occurred in the absence of the registered

CDM project activity
(3/CMP.1, Annex, paragraph 43).

e:
“You must do something you would not have done without the CDM!”
“Don’t give CERs to projects that would have happened anyway!”

The CDM Executive Board deems a project additional if its proponents

carcadistonsihaimtititie scenarios to the proposed project would be
more economically attractive; or

e the project faces barriers that CDM helps to overcome

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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Additionality (2)

» The emissions are reduced below the level that what would have occurred in
the absence of the project
» Without the CDM the project would not be implemented, due to barriers.

.Corporate CDM revenue
Investment component
threshold

The gap between

the project return : :
and the required Example: financial
return barrier
_— __—
Project return Project return
excluding CDM including CDM

The CDM revenue component increases the Internal Rate of Return (IRR) of
the project making it more interesting for allocation of capital.

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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The additionality to 01

Step 1.
Identification of alternatives to the
project activity consistent with
current laws and regulations

Pass

Step 2. Step 3.

OR

Investment analysis Barrier analysis

Pass

Step 4.

Common practice analysis
Pass

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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The additionality tool = st

» Define alternatives
* Proposed project activity (without CERS)
» Other realistic and credible alternatives with comparable outputs (eg
cement) or services (eg electricity, heat)

» Continuation of the current situation

» Consistency with laws and regulations
» Consider compliance of the alternatives with relevant laws and

regulations
 If non-compliant, is this not enforced and common practice?!

i
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The additionality tool -
» Determine whether the proposed project activity is:

* not the most economically or financially attractive
* not economically or financially feasible without CER revenue

» Choice of analytical methods:
« Simple cost analysis (how expensive is each alternative?)
e Investment comparison analysis (eg Internal Rate of Return
(IRR), or Net Present Value (NPV) for each alternative)
 Benchmark analysis (what has been experienced for
comparable projects)

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009 b
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The additionality tool =

» Determine whether the proposed project activity faces barriers that:
» prevent implementation of this type of project; and
» do not prevent implementation of at least one of the alternatives
» Types of barriers include:
* Investment barriers, for example where similar activities have needed grants or
* no private capital is available due to country investment risk
» Technological barriers, for example where:
» skilled/trained labour is not available to operate/maintain the technology

» lack of infrastructure for delivery/maintenance of the technology
* risk of technological failure

» non-availability of the technology in the relevant region

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009 b
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The additionality tool = st

* If not the first of its kind, the Project Proponent needs to analyse use of
the technology/practice in the sector and region
 How?
 Identify and analyse other similar activities in the region (excluding
registered CDM projects).
« Explain why the proposed project faces particular investment/barriers
hurdles

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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Additionality is the main critical point for CDM projects.

It is fundamental to discover “first of all” if a project is additional.
It is quite common to understand additionality of a project with a
“quick view”; then, additionality tool can be developed in details
In a second moment.

It is also common to think a project as a CDM, and then discover
that it is not additional, but that it is anyway a good project (e.qg.
for financial reasons).

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009 i m p I e m e n t a.t I O n b
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@ International Transaction Log
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 The ITL verifies transactions proposed by registries to ensure
they are consistent with rules agreed under the Kyoto Protocol.

« Each registry sends transaction proposals to the ITL, which
checks each proposal and returns to the registry its approval or
rejection.

* Once approved, registries complete the transaction.

* In the event that a transaction is rejected, the ITL sends a code
Indicating which ITL check has been failed and the registry
terminates the transaction.

Source: UNFCCC

i
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Kyoto international transaction log (ITL) ;L UN
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National
registry

National
registry

National
registry

CDM
registry

National
registry

National
registry

EU Member State registries Other Kyoto registries

Source: UNFCCC, COP/MO
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What the ITL does

o Safeguards the integrity of Kyoto Protocol accounting
* Performs validation of transactions proposed by registries:
» checks appropriate use of data exchange standards
» checks conformity with Kyoto accounting rules
provides certainty of delivery to the carbon market
* Feeds EU transactions to the CITL for further checking

» Builds up records of holdings and transactions which mirror
registries

* Regqularly reconciles ITL records with registry records
* Notifies registries of required transactions (eg cancellation)

Source: UNFCCC
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 Each registry is to be connected to the ITL through secure
communication channels established across the Internet.

» These connections will allow a registry to receive an immediate
response from the ITL.

« The administrator of the ITL is the UNFCCC secretariat, which has
awarded a contract for the development and operation of the ITL to
leading companies in the field of IT services.

 The ITL is hosted at two commercially-operated data centres, one for
primary operations and the other as a backup site, both located in the
United Kingdom. A service desk, also based in the United Kingdom,
has been put in place to support the administrators of the ITL,
registries and the CITL.

Source: UNFCCC
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ERM services in the _ﬁ’ 10y, & Cli

Change business (1)

ERM - Consultancy:

* Feasibility Studies of CDM Projects: to assess eligibility and gauge
credit potential (CER).

« Assistance in the Development of CDM Projects: to develop the
documentation for the submission of the project: Project Idea Note
(PIN), New Baseline and Monitoring Methodology, Project Design
Document (PDD).

 Technical and Permitting Support for CDM Projects: to assist the
Project Developer during all the steps needed to submit documentation
to the DNA, the DOE and the stakeholders, also with the support of
local ERM staff in Developing Countries.

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009 b
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ERM CVS - Designed Operational Entity (DOE):
« Validation of CDM projects

 Annual verification of CDM projects

« Additional independent validation and verification services
Including:

« WCD assessment

* Voluntary Carbon Standard (VCS)

« EU ETS verification

« US Climate Registry (TCR) (ANSI pilot participant)
» Corporate GHG data assurance

R. Raccanelli, S. Maneri - Tripoli, 29-10-2009
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Roberto Raccanelli

Energy and Climate Change expert
+39 02 6744 0193
roberto.raccanelli@erm.com
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Stefano Maneri

Associate Partner
Business Development Director for Italy,
North Africa and Balkans
+39 02 6744 0118
+39 348 8291221
stefano.maneri@erm.com
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