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ABSTRACT

In this paper, we discuss options for developing institutions for joint implementation (JI)
projects. We focus on the tasks which are unique to JI projects or require additional institutional
needs -- accepting the project by the host and investor countries and assessing the project’s
greenhouse gas (GHG) emission reduction or sequestration -- and we suggest the types of
institutions that would enbance their performance. Our evaluation is based on four sets of
governmental and international criteria for JI projects, the experiences of ten pilot JI projects, and
the perspectives of seven collaborating authors from China, Egypt, India, Mexico, and Thailand,
who interviewed relevant government and non-government staff involved in JI issue assessment in

their countries.

After examining the roles for potential JI institutions, we present early findings arguing for a
decentralized national JI structure, which includes: 1) national governmental panels providing
host country acceptance of proposed JI projects; 2) project parties providing the assessment
data on the GHG reduction or sequestration for the projects; 3) technical experts calculating
these GHG flows; 4) certified verification teams checking the GHG calculations; and 5)
members of an international JI Secretariat training and certifying the assessors, as well as

resolving challenges to the verifications.
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SUMMARY

The Framework Convention on Climate Change (FCCC) calls for the implementation
of projects to reduce net emissions of greenhouse gases (GHGs). The FCCC also suggests
that signatories to the Convention may implement policies and measures jointly with other
Parties (countries), with the intent that Parties may share the financing and the ensuing GHG

benefits from jointly implemented projects.

However, because the FCCC does not explicitly define joint implementation (JI) or lay
down criteria for JI projects, it is unclear what the appropriate roles for international or FCCC
member country institutions are in present and future JI regimes. There are several vexing
issues, including the governments’ allocation of the authority to accept such projects and the
capability of all concerned institutions to monitor, evaluate, and verify the financial and GHG

benefits of JI projects.

To gain a better understanding of these institutional concerns, we asked colleagues in
five developing countries to evaluate their countries’ institutional capacity to handle JI
projects. The five countries are China, Egypt, India, Mexico, and Thailand, which constitute a
significant potential for JI projects and include at least one country from each continent. Their
current postures towards JI range from an aggressive pursuit of JI projects to a wait-and-see
approach, and they represent different political philosophies. These collaborating authors’
papers are available in a 1995 Lawrence Berkeley National Laboratory report called
“Perspectives on the Institutional Needs of Joint Implementation Projects for China, Egypt,

India, Mexico, and Thailand,” which is being published separately.

In this paper, we also rely on information from several pilot JI projects between US and
host country institutions which have been developed over the last few years. We summarize
these projects and report on their institutional make-up in order to acquaint the reader with the

structure of current pilot JI projects. These projects form a backdrop against which the views

vi
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of the developing-country authors may be compared. Brief summaries of these projects are

available in the appendices of this volume.

In addition, we draw on the criteria for JI projects from the US Initiative on JI and the
Australian Pilot Phase JI Program and the draft criteria from the Intergovernmental
Negotiating Committee and the Canadian JI Pilot Initiative. (The Netheriands and Costa Rica
also have released draft criteria, however these criteria were received too late for detailed
evaluation in this paper). Thus, within each section of the report, we provide information
regarding these criteria, the ongoing pilot JI projects, the existing and potential institutional
structures for the implementation of all JI projects, and our suggestions for the institutional

mechanisms that would enhance the implementation of JI projects.

‘The implementation of a JI project entails tasks ranging from project feasibility studies
to acceptance to eventual verification of its GHG reductions. Some tasks of a JI project are no
different from those for any other investment project. Others, such as gaining host country
acceptance for an eligible project, are unique to JI projects. In this paper, we have identified
two unique J1 tasks: 1) accepting the JI project and 2) assessing the project’s GHG

reduction.

Project acceptance requires that the project proposal fulfill several criteria. As the
examples of the US, Netherlands, Australia, Canada, and Costa Rica attest, the current trend is
toward each country developing its own criteria with some sharing of information among
countries. In order to reduce the bewildering array of criteria that investors might face across
different host countries, however, a common set of guidelines is needed. The Conference of
Parties for the FCCC could issue such a set of guidelines which would be based on existing

country-specific criteria and could be used by a country to develop its own acceptance criteria.
Acceptance institutions within the host countries could range from a senior government

official specially appointed for this purpose to a panel of members of relevant ministries. No

uniform formula for an acceptance institution will work across all countries, and each country

vii
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would select an appropriate institution to accept projects. It is important, however, that the
acceptance panel or official have the requisite authority to trade or share GHG credits with the

investor country’s government on behalf of the host country’s government.

The assessment task includes estimating, calculating, and verifying the GHG reduction.
The performance of the task requires adequate data, analytical methods, and technical skills.
Much of the project-specific data will originate from the project-level teams. However,
estimating and calculating the GHG reduction will require appropriate methods and technical
expertise. These tasks are best performed by technical experts who could come from private
organizations, non-governmental organizations, and universitics. Over time, the project parties
themselves may gain the technical expertise necessary to estimate and calculate GHG
reduction. The vefiﬁcation task requires the ability to check data sources and the methods
used for calculating the GHG reduction. Thus it may require a larger team of experts working
together to verify a project’s performance. Furthermore, a verifier must be a trusted individual

or firm whose credibility is above question.

The assessment task thus calls for information exchange, training, and verification --
activities where government intervention is appropriate and can succeed. An international
institution, such as a UN JI secretariat, has an important role to play as well. It could
standardize and disseminate assessment methodologies, train assessors in the use of the
standardized methodologies, certify teams performing the GHG reduction verification, and
resolve challenges or refer disputes to a tribunal. Development and standardization of methods
should be done in concert with experts from research institutions. Assessors should be trained
by sector (e.g., forest or energy), since the necessary data sources, methods, and technical
skills vary greatly across sectors. The resolution of disputes will form an important function,

requiring careful legal considerations which may spill over into international judiciaries.

viii
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1. INTRODUCTION

The concept of joint implementation (JI) owes its origins to projects which were started to offset
carbon emissions from power plants in developed countries like the US or Sweden by planting trees in
developing countries such as Guatemala or reducing the industrial emissions in transitional economies
such as Poland. The intent of these projects’ developers was to offset carbon emissions at a lower cost

than in their own countries.

These offset projects led to the discussion and eventual inclusion of JT in the United Nations
Framework Convention on Climate Change (FCCC). Since then, several countries, including the US
and the Netherlands in 1993, and Canada, Australia, and Costa Rica in 1994, have established national
Jinitiatives. On the intemnational level, the concepts articulated in the development of the national
programs have been debated at the meetings of the Intergovernmental Negotiating Committee and the
first Conference of Parties and in conferences and workshops around the world. (Table A-1 in

Appendix A highlights some of the key events in the evolution of J1.)

In the future, these programs could serve as guides to the development of other national
programs, for example in Russia, and will help focus the discussion in international fora such as at the
Conference of Parties. Eventually, this discussion should lead to a JI regime in which both the transfer
of funds and the sharing of greenhouse gas (GHG) credits are established, although the sharing of GHG
credits is not a requirement for the voluntary JI pilot project phase that was initiated at the Berlin

Conference of Parties in March 1995,

The purpose of this paper is to assess the roles of existing and new institutions for the
establishment of a JI regime which would include the sharing of GHG credits. In addition, we point out
the roles of institutions prior to the sharing of GHG credits and the eventual evolution of these
institutions towards a mature JI regime. As the JI institutional regime evolves (Figure 1), a GHG
crediting system would play a key role in integrating the JI institutions into a mature JI institutional

regime, unlocking the full potential of JI projects.
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Before discussing the institutional aspects of a JI regime, however, we will lay down some
background on JI. Although the FCCC mentions JI as an allowable greenhouse gas (GHG) mitigation
method, it does not specifically define JI. (Table B-1 in Appendix B contains all of the references to J1
in the FCCC.) Based on these references, many authors have attempted to define J1, sparking much

contention in the process. The definition of JI that we will use in this paper is from Mintzer (1994):

Joint Implementation refers to the process by which the government of one country or a
private enterprise in such a country invests in measures, projects, or programs in another
country in order to facilitate and support efforts to reduce GHG emissions or enhance
(GHG sinks in the receiving country. In recognition of this contribution, the government
of the investing country (or the home country of the enterprise supplying the assets to
the project) receives credit for a fraction of the emissions reductions achieved in the host
country. This credit applies against the obligations for emissions reductions that would
otherwise fall upon the investing country under the terms of the Climate Convention.
The vehicle for managing the transfer of capital or technology and accounting for the
credit may be either a multilateral entity or a bilateral agreement between the parties.’

This definition of JI is more specific than the references to JTin the FCCC, but it still leaves the
field wide-open. Potential criteria for determining what, in fact, a JI project is have been hotly debated.

Four examples of criteria for JI projects are:

the criteria from the JI Groundrules for the US Initiative on JI,2

» the criteria from the Australian Pilot Phase J1 Progralm,3
¢ the draft criteria suggested by the UN Interim Secretariat of the Intergovernmental
Negotiating Committee,’ and

o the draft criteria from the Canadian JI Pilot Initiative.’

These four sets of criteria are available in Appendix C.
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The key aspects of these criteria are that:

* alJl project “must be undertaken or accepted by the Governments concerned;”®

* it “should bring about real and measurable results, determined against reasonable
baselines;”’

* it must contain “adequate provisions for external verification of the greenhouse gas

8

emissions reduced or sequestered by the project;

* and the benefits from the project “may be shared between the Parties involved.”

Although there has been much debate about JI criteria, little has been written on the institutional
needs of JI projects. Wexler et al. (1994) is one paper that discusses the institutional needs in depth.'®
Wexler et al. discuss the wide range of theoretically possible institutional regimes for JI projects. They
organize their discussion around some of the tasks of a JT project and evaluate the possible institutions
by how well they promote easy entry into the JI marketplace; minimize transaction costs; facilitate the
employment of environmentally-sound technology; ensure confidence among participants through the
fulfillment of financial obligations and achievement of project goals; and ensure credibility in the

international arena through effective monitoring and verification.""

Although Wexler et al. are quite thorough in their analysis, their discussion of institutions
remains theoretical. Our paper moves beyond theoretical discussions to practical considerations of what
institutions actually exist in host and investor countries, what JI tasks they are capabie of fulfilling, and
how these institutions can be adapted or other institutions created in order to fill the gaps for a feasible,
reliable, and flexible JI institutional regime, using the word “institutions” [oosely to mean international,

governmental, non-governmental, and private institutions as well as the JI project parties themselves.

1.1. Typical Tasks in a JI Project

Like Wexler et al., we focus our discussion by analyzing JI projects by task. JI can encompass a
wide range of projects involving forestry, energy demand and supply, agriculture, methane recovery,
transportation, etc.. But it is possible to write about “a typical JI project” because all of these projects

involve some or all of the following tasks listed in Table 1.



Table 1: Typical Tasks in a J! Project
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Developing the
project

Bringing together the project investors and hosts;
Preparing the pre-feasibility and/or feasibility study;
Estimating the GHG reduction;

Accepting the project; and

Managing the project

Negotiating the contracts.

Training project staff in various aspects of the project;
Implementing the project;

Managing the project finances; and

Preparing the reports.

Assessing the project

Monitoring and evaluating the project;
Calculating the GHG reduction; and
Verifying the GHG reduction.

Of these tasks, four are unique to JI projects or have additional institutional needs compared to

traditional development projects (in chronological order):

e estimating the GHG reduction;

* accepting the project;

e calculating the GHG reduction; and

¢ verifying the GHG reduction.

From an institutional perspective, these tasks fall into two categories: acceptance and assessment, since

accepting the project is mainly the function of a national government, but estimating, calculating, and

verifying the GHG reduction mainly involves technical institutions. Thus, we will discuss these two

categories separately, addressing for cach the related criteria, the pilot JI projects’ experiences, and the

host country perspectives.

1.2. Information and Data Sources

This paper was written in collaboration with seven energy and forestry experts from China,

Egypt, India, Mexico, and Thailand. These seven authors surveyed the J1 situation in their countries

and wrote country-specific papers on the existing institutions and the institutions which would need to
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be created in their countries to implement JI projects. These papers are available in “ Perspectives on
the Institutional Needs of Joint Implementation Projects for China, Egypt, India, Mexico, and
Thailand,” which is being published separately as a Lawrence Berkeley National Laboratory report. In

this paper, we cite these works to describe the situation regarding JI in their countries.

The views expressed in this report are those of the authors, based on the information they
gathered from various ministries and other institutions in each country. The authors have participated in
national and international JI workshops and conferences and discussed JI with representatives from the
ministries of environment, forests, and energy in their countries. Nevertheless, the views expressed

cannot represent a consensus, since a common voice on JI has not emerged within each country or

across countries.

In addition, we base our analysis on summaries of ongoing pilot JI projects. We consider a
project a pilot JI project if it involves the reduction or sequestration of one or more GHGs, if part of its
development included considerations of potential JI criteria, and if the project managers consider it to be
a pilot JI project. A list of twenty-nine pilot JI projects which involve US institutions is available in

Appendix D. (For simplicity, in this paper we use the word “project” to refer to both actual projects

and project proposals.)

Of these twenty-nine pilot JI projects, we chose ten to summarize and analyze in this paper,
based on the availability of detailed project information and the appropriateness of the project as a
model for future JI projects. Table 2 describes these projects and lists the major host and investor
country participants. (One-page summaries of the projects are available in Appendix E.) We will
discuss the institutions invelved in these ten pilot JI projects in more detail in the following sections on

“Accepting the Project” and “Assessing the GHG Reduction.”
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2. ACCEPTING THE PROJECT

2.1. Introduction

There seems to be little debate about the criteria for the acceptance of JI projects. All
four sets of criteria, i.e., the Intergovernmental Negotiating Committee, the US Initiative on JI,
the Canadian JI Pilot Initiative, and the Australian Pilot Phase JI Program’s criteria, specifically

state that a JI project must be accepted by the host country’s government.

However, there is much debate about what “accepted” actually means, particularly
since, according to our definition, in a JI project “the government of the investing country ...
receives credit for a fraction of the emissions reductions achieved in the host country.”"” Most

of this debate about acceptance revolves around three main questions:

¢ Who is authorized to accept the project?
¢ What procedures are necessary for the project to be accepted?

* What criteria determine whether the project is accepted?

We will address the first two questions together and then the third, based on the pilot JI

projects’ experiences and the host country perspectives.

2.2, Institutions and Procedures for Acceptance

The descriptions of the US Initiative on J1, the Canadian JI Pilot Initiative, and the
Australian Pilot Phase JI Program all specify who is authorized to accept JI projects and they
give some details about the necessary procedure. For example, the US Initiative on JI's
Evaluation Panel is made up of eight members from the Environmental Protection Agency, the
Agency for International Development, and the Departments of Energy, Agriculture,

Commerce, State, the Interior, and the Treasury.”* This Evaluation Panel is responsible for:
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“advising and assisting prospective US and foreign participants on the
technical parameters (including with respect to baselines, measuring and
tracking) of projects submitted for inclusion in the USIIT;

accepting project submissions from eligible US participants and their foreign
partners;

reviewing and evaluating project submissions, including baseline projects;
approving or rejecting project submissions for inclusion in the USIJI, based
on criteria contained in Section V;

providing written reasons for its decisions; ...

certifying emissions reduced or sequestered estimated to result from
projects;

developing operational modalities for the implementation of the Program;
and

preparing an annual report of its activities, including a summary of approved

projects.”!*

Pilot JI Projects’ Experiences

In countries without JI programs, however, it is not always clear who is authorized to

accept projects and via what procedure. For example, the Bynov Heating Plant Project in the

Czech Republic has an “official” governmental acceptance letter which includes a GHG

reduction crediting agreement. According to Janet Gille at the Center for Clean Air Policy, the

three US utilities that are each contributing $200,000 (about 40 percent the project funding) to

the Bynov Heating Plant Project have a letter of agreement signed by the Mayor of Decin

stating that they “get 40 percent of the carbon reduction credits ... and that the credits would

last for 20 years.”"> However, the project also has another “official” governmental acceptance

letter from the Czech government which does not include a GHG crediting agreement.

This apparent contradiction occurs because the Municipal Government of the City of

Decin is one of the project participants and thus, the crediting agreement with the Mayor of
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Decin is essentially an agreement between the project parties. But, so far, the project does not
have a federal-level GHG crediting agreement, because there is no bilateral JI agreement -
between the US and the Czech Republic. However, the project developers believe that when a
bilateral J1 agreement is negotiated, it will be fairly easy for the project parties to get a federal-
level GHG crediting agreement because they already have the project-party crediting
agreement.'® Thus, for this and other projects, the host country’s acceptance involves both the
question of who is authorized to accept a project, including the GHG crediting agreement, as

well as the question of what acceptance procedures are necessary.

2.2,2. Host Country Perspectives

Since none of the collaborating authors’ countries currently have a mechanism for
accepting JI projects, we asked the seven collaborating authors to speculate about possible
acceptance panels and procedures in their countries. De Buen and Masera (1995) envision an
acceptance procedure for Mexico with several steps. First, the project parties would prepare a
preliminary agreement which would contain an analysis of the technical and economic
feasibility of the project, an estimation of the GHG reduction, a description of the monitoring
methodology which will be used to calculate the GHG reduction, and a description of the GHG

allocation of credits. This preliminary agreement need not contain a firm commitment.

The project parties would present a formal request that includes the preliminary
agreement (0 a government panel composed of members from the foreign affairs ministry, the
energy ministry, and the environmental protection ministry. This government panel would
analyze the request, considering criteria such as the feasibility of the project, the size of the
project, and the commitment of national emission credits. If the project is accepted, it would

be registered within the host country as an official JI project.
Zhou and Li (1995) present a rather different acceptance procedure for JI projects in

China. They do not believe that any 1 project could occur between Chinese and foreign

parties without the involvement of the Chinese government. In fact, they believe that the
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Chinese government, either central or local, will become one of the parties for all the JI

projects in China. In this context, they propose the following acceptance procedure.

First, the Chinese government and the investor country government(s} or international
organizations would reach a bilateral or multilateral agreement on criteria which would
determine the scope of the technical or financial support from the non-Chinese investors. Then
the Chinese government would collect JI project proposals from different sectors, including
projects prepared by foreign parties. These project proposals would be evaluated for whether
they fit the agreed upon criteria, whether they were consistent with the national goal of
sustainable development, and whether they were consistent with the Chinese government’s
Agenda 21, which contains a list of top investment priorities for future environmental and
economic development. The selected project proposals would next be formally approved by a
government agency authorized by the State Council, such as the State Planning Commission,
the State Economic and Trade Commission, the State Science and Technology Commission, or
the National Environmental Protection Agency. Then the project proposals would be

forwarded to the non-Chinese investors for discussion.

Currently, no government agency has been assigned the responsibility for evaluating
and accepting JI projects in China, but Zhou and Li believe that the State Planning Commission
would be the best organization for this, since it is a high-level decision-making agency under
the State Council which is in charge of policy aggregation for social and economic

development.

Ravindranath (1995) suggests that in India the local benefits must be the driving force
for JI projects. Thus, the projects must be conceived and proposed by local communities, non-
governmental organizations, educational institutions, and entrepreneurs. He believes that the
Ministry of the Environment and Forests should create a committee of climate change experts,
economists, representatives from non-governmental organizations, and representatives from
the Ministry. This committee should assist local organizations in preparing acceptable JI

projects. He also suggests that this committee’s work might be easier if a UN agency like
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UNERP prepared an extensive list of 20 - 30 projects that are generally acceptable. The
committee could then screen the UNEP list, adding or deleting projects. As a result, each
potential host country could have a list of acceptable JI projects which potential investors

could pick from.

Gelil (1995) does not describe an acceptance procedure for Egypt, but he does suggest
that three governmental agencies -- the Egyptian Environmental Affairs Agency, the
Organization for Energy Conservation and Planning, and the Egyptian New and Renewable
Energy Authority -- are capable of assessing the compatibility of potential JI projects with

national priorities.

2.3. Criteria for Acceptance

Because there are aiready a number of papers published which recommend criteria for
the acceptance of JI projects, we do not feel that it is necessary to make recommendations on
criteria. However, we will discuss briefly two eligibility restrictions which the official criteria

from the US and Australia and the proposed criteria from the UN and Canada mention:

* the project funding sources must be additional to traditional development
project funding sources, and

* the project must be consistent with the host country’s national priorities.

2.3.1. Pilot JI Projects’ Experiences

The intent of the first eligibility restriction is that the funding for JT projects should not
come from traditional development projects packaged under a new name, i.e., the funding for
J projects should come from new sources. On the whole, the ten pilot JI projects we studied
did have some funding from new sources which might not be available to traditional

development projects. However, it is not clear that all of the funding for the projects came
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from sources motivated by JI. Figure 2 demonstrates the proportions of funds from different

investors for four projects.

The most traditional funding sources are those for the High Efficiency Lighting Pilot
Project in Mexico (ILUMEX), since the funding was provided through a grant from the Global
Environment Facility for $10.0 million to the Mexican Federal Electricity Commission (CFE), a
World Bank loan to CFE for $10.0 million, and a grant from Norway to CFE for $3.0 million.
It seems unlikely that most host countries would consider this funding “additional.” However,
ILUMEX does not have to prove “additionality,” because it was not initiated as a JI pilot
project. Instead, it was initiated as a GHG offset project, with the primary goal of
demonstrating “the technical and financial feasibility of reducing emissions of GHG ... through

the widespread installation of high efficiency lighting.”"’

On the other hand, the “additionality” of the funding for the CARE/AES Guatemala
Agroforestry Project is open to interpretation. Of the project’s $14.5 million in both cash
costs and in-kind contributions, the US Peace Corps contributed 52 percent (in labor value of
the volunteers), CARE contributed 14 percent, the US utility, Applied Energy Services,
Thames, contributed 14 percent, US Agency for International Development contributed 12
percent (in food aid), and the Guatemala government contributed 8 percent (in forest extension
agents and seeds).'”® So, 64 percent of the project is funded by investor country government

funds, 28 percent comes from private sector funds, and 8 percent comes from host country

governmental funds.
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Because Guatemala does not yet have a set of acceptance criteria, it is unclear what
definition of “additionality,” including what definition of “traditional funding,” they would
adopt. The US Initiative on JI’s criteria implicitly define a project with “additional funding” as
one that “if federally funded, is or will be undertaken with funds in excess of those available for
such activities in fiscal year 1993.”"® Canada’s draft criteria for the JI Pilot Initiative suggest
that projects be “in response to, or in reasonable anticipation of, the Joint Implementation Pilot
Initiative,”®® and Australia’s Pilot Phase JI Program requires that “funding for projects should
be additional to Overseas Development Assistance.”®' Thus it is not immediately clear,
according to these criteria, what percentage of the funding for the CARE/AES Guatemala
Agroforestry Project would be considered “additional.” This issue of certain percentages of a
project’s funding being “additional” will be discussed further in the “Assessing the GHG

Reduction™ section.

2.3.2. Host Country Perspectives

When we asked the seven collaborating authors to describe projects that they thought
their countries would be particularly likely to accept or refuse, they tended to emphasize the
second eligibility restriction, i.e., that the project must be consistent with the host country’s
national priorities. Their views are based on their knowledge of host country institutions and

the information they gathered from conversations with relevant governmental agencies.

Gelil (1995) believes that the government of Egypt would likely favor any JI projects
that promote the use of natural gas in all sectors, since these would mesh with the national
energy policy to use the recently developed gas reserves to replace petroleum products in
domestic consumption. In addition, because Egypt’s fossil fuel and hydropower resources are

extremely limited, the government would favor energy conservation, energy efficiency, and

renewable energy JI projects.
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Ravindranath (1995) speculates that due to growing shortages in forest products and
energy, the Indian government would actively support JI projects aimed at augmenting the
energy supply and biomass production, such as solar, wind, and biomass renewable energy projects

and afforestation or tree plantation projects.

Zhou and Li (1995) believe that the Chinese government will prefer JI projects which
are of high priority for economic development, but which have had difficulty finding funding
from domestic and/or foreign sources. They also believe that, in the short term, many energy-
efficiency retrofitting projects will be suggested for JI, such as industrial boiler renovations;
high-efficiency industrial boiler manufacturing; cement production process improvements; steel

production renovations; and small-scale ammonia plant renovations.

Intarapravich (1995) speculates that the Thai government’s main criteria for accepting
a JI project is likely to be thther the project conforms to the country’s development
priorities. Also, she believes that the government would prefer J1 projects that do not incur
costs to the government and do not require obligations beyond those that Thailand has
committed to under the Framework Convention on Climate Change. As a specific example of
JI projects that are likely to be acceptable, she suggests reforestation projects, particularly in

degraded conservation forest areas.

2.4. Conclusions

JT acceptance panels, which set procedural rules and criteria for the acceptance of JI
projects, have been established in four developed countries. The procedural rules for accepting
JI projects are different in each country based on its sociceconomic and political structure.
Similar panels should be formed in other investor and host countries. Our collaborating
authors suggest that panels in their countries should represent the interests of the ministries of
environment, energy, forests, and foreign affairs. The panels can consist of a single official or
several from the relevant ministries. The panels’ most critical function will be to negotiate

GHG sharing agreements with other countries. It is thus essential that the panel have the
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commensurate authority, which has thus far been lacking in officials claiming to negotiate
carbon sharing on the behalf of the country’s government. While each country’s acceptance
criteria will be different, from a developing country perspective, the most important criteria is

that the JT project be consistent with the country’s national development goals, priorities, and

plans.
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3. ASSESSING THE GHG REDUCTION

3.1. Introduction

Assessing the GHG reduction is one of the most difficult aspects of JI projects. The
official criteria from the US and Australia and the proposed criteria from the UN and Canada

suggest that JI projects should:

* be “in response to, or in reasonable anticipation of, the Joint Implementation

[Initiative];"*

* “bring about real and measurable results;”*

¢ provide “data and methodological information sufficient to establish a
baseline of current and future greenhouse gas emissions: a) in the absence
of the {JI project]; and b) as the result of the [J1 project];™** and,

* contain “adequate provisions for external verification of the greenhouse gas

emissions reduced or sequestered by the project.””

These are no small set of demands. We classify these criteria as three separate tasks of

JI project assessment:

¢ estimating the GHG reduction,
e calculating the GHG reduction, and

¢ verifying the GHG reduction.

(For simplicity, we use the phrase “GHG reduction” to mean “GHG reduction or carbon

sequestration.”)

The task of estimating the GHG reduction occurs during the project preparation stage.
It is a necessary step in order to attract potential investors and gain the approval of the relevant

acceptance panels. The task of calculating the GHG reduction occurs during or after project
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implementation. It is a part of monitoring the progress of project implementation. Its
objective is to calculate the GHG reduction of the project and to quantify the number of GHG
credits, if any, that shouid be transferred between the host and investor countries. The third
task, verifying the GHG reduction, may occur once or several times during and after the
project implementation. Its objective is to establish whether the calculated GHG reduction
actually occurred. Although we differentiate these three different tasks based on their
objectives, timing, and, as will be discussed below, required reliability, we discuss all three
tasks in this single assessment section because of the potential overlap and interactions

between the institutions which might perform these tasks.

In this section, we will briefly discuss some of the potential types of institutions to
perform these tasks and some of the issues surrounding these tasks, including reliability,
baselines, additionality, and leakages. Then, we will discuss some pilot JI project experiences
and host country perspectives. Finally, in the last section we will discuss possible assessment
institutions or teams, which include project-level teams, technical consultants, verification

teams, and an international JT Secretariat.

3.1.1. Estimating the GHG Reduction

The reliability of a GHG estimation will be important to both the potential investors
and the government panels which will accept a project. Under a GHG crediting system, a JI
project’s estimate of the GHG reduction will be a key determinant of whether investors will be
willing to invest in the project, since the investors will be attempting to buy GHG credits at the
lowest feasible cost per unit of GHG reduction. But even if, as is currently the case, there is
no GHG crediting system, investors will still tend to favor projects with lower unit costs in
order to get the most out of their investment. Thus, the investors will need reliable GHG

reduction estimates in order to choose between potential projects.

Likewise, a host country acceptance panel needs reliable GHG reduction estimates in

order to match JI projects with its national priorities. For instance, a host country acceptance
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panel might only be willing to accept a JI project with a per unit cost below a certain threshold.
Or, a host country acceptance panel might be willing to divide the GHG reduction credits from
a project equally with the investor country if the GHG reduction is estimated at 500,000 tons
of carbon, but if the fina]l GHG reduction calculation shows that the carbon reduction was
actually 1,000,000 tons of carbon, the host country acceptance panel might be reluctant to
follow through with sharing the credits equally. Thus the reliability of the estimation is key to

both the potential investors and the host acceptance panels.

3.1.2. Calculating the GHG Reduction

Although the required reliability of the estimate is a matter for negotiation between the
investor and host country project parties and acceptance panels, we feel that the required
reliability of the calculation should be substantiated by the verification team and not be up for
negotiation. Thus, it is likely that the calculation methodologies for most projects will be

significantly more complex than the estimation methodologies.

Most of the complexities in the calculation result from the problems involved in
establishing baselines, including proving additionality and tracking leakages. According to the
criteria from the US Initiative on JI, the project calculations should establish baselines of
current and future GHG emissions in the absence of and as a result of the JI project.”® Often,
with the right equipment and methodologies, it is feasible to measure the current GHG
emissions at a project site. However, predicting the future emissions, and especially,
determining what the emissions at the project site might have been if the project had not been

implemented is not so straightforward.

Leakages add another complication to establishing baselines. A leakage occurs when
the GHG reduction at the project site results in an increase in GHG emissions elsewhere. For
example, if a part of a forest is protected from encroachment by villagers searching for
firewood, those villagers may in turn gather firewood more extensively from a nearby

unprotected part of the forest. Thus the pressure on the forest might be merely shifted rather

23



LBL-36453

than relieved. However, such leakages can be quite difficult to track if they involve a vast area
or are the result of unexpected consequences from the JI project, unless there are both project-

specific and national baselines.

In addition, some projects may involve international leakages. For instance, in 1989
when all commercial logging in Thailand was banned, the logging shifted to neighboring
countries such as Burma, Laos, and Cambodia, as well as to Brazil. Thus, leakage boundaries
might need to contain not only the local area, but neighboring countries or even the entire
source {in this case, the supply of logs). But obviously leakages in such a vast area would be
very hard to track and enforce. So international agreements, which include international

baselines, may be necessary to prevent large-scale leakages.

Additionality can also complicate baselines. As mentioned above, Canada’s draft
criteria for the JI Pilot Initiative suggest that projects be “in response to, or in reasonable
anticipation of, the Joint Implementation Pilot Initiative,”*” and Australia’s Pilot Phase JI
Program requires that “funding for projects should be additional to Overseas Development
Assistance.”®® However, satisfying the additionality criteria requires determining whether the
project would have been funded even if it were unrelated to JI. For projects developed before
the negotiations of the Framework Convention on Climate Change, the additionality criteria is
straight-forward, bu