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1. COMMON ELEMENTS 

Supplementarity

Supplementarity is an issue affecting only Annex I Parties, i.e. only Bulgaria and Romania out of the 6 Balkan countries involved in the DAC project.

During the high-level segment at COP6-bis (Bonn, July 2001), ministers decided that the use of the mechanisms shall be supplemental to domestic action, and that domestic action shall thus constitute a significant element of the effort made by each Annex I Party to meet its quantified limitation and reduction commitments under the Kyoto Protocol (KP).

COP-7 outcome: At COP-7, this decision was made operational through the decisions taken on Articles 5,7 and 8 of the KP. In specific, each Annex I Party must provide information in its National Communication on how its use of the mechanisms is supplemental to domestic action, and how its domestic action thus constitutes a significant element of its effort to meet its quantified limitation and reduction commitments. This information is required under Article 7.2 of the KP, while the implementation of this Article falls under the mandate of the facilitative branch of the Compliance Committee. This means that if an Annex I Party does not provide this information or if the information it provides shows that the supplementarity principle was not respected, it cannot loose the eligibility to participate in the mechanisms. The facilitative branch shall apply consequences such as provision of advice and facilitation of assistance or recommendations. 

1.1 Nuclear energy

During the high-level segment at COP6-bis (Bonn, July 2001), ministers decided that Annex I Parties are to refrain from using ERUs (i.e. credits from JI projects) and CERs (i.e. credits from CDM projects) generated from nuclear facilities in order to meet their commitments for the first commitment period.

Note: the extension of this decision to the second commitment period and onwards is unclear.

COP-7 outcome: The above-mentioned sentence was included in the preamble paragraphs of the COP-7 decisions on Article 6 (JI) and Article 12 (CDM). Thus, for the first commitment period (2008-2012), Annex I Parties cannot use ERUs or CERs generated by nuclear facilities. This decision does not of course prevent Annex I Parties to start or continue using nuclear energy domestically in order to reduce their GHG emissions, nor to import/export electricity generated from nuclear facilities.

Furthermore, as unilateral CDM projects (i.e. CDM projects involving only non-Annex I Parties) are allowed, this means that a project involving the exploitation of nuclear energy in a non-Annex I Party can be registered as a CDM project provided that it meets the requirements on baseline setting, monitoring etc. Non-Annex I Parties can bank CERs generated by this project in order to use them in the second commitment period (when they may have commitments, if such a decision is taken by COP in the future), but for the first commitment period they cannot sell them to Annex I Parties (as the latter are to refrain from using CERs from nuclear facilities in order to meet their commitments during this period).  

1.2 Eligibility requirements for Annex I Parties

The eligibility requirements for participation in the mechanisms are an issue affecting only Annex I Parties, i.e. only Bulgaria and Romania out of the 6 Balkan countries involved in the DAC project. It should be noted, however, that all Parties (including the non-Annex I) must designate a national authority for JI and/or CDM if they want to exploit the relevant mechanisms.

During COP6-bis, the eligibility requirements for the participation of Annex I Parties in the mechanisms were not agreed. Controversial issues proved to be the requirement that an Annex I Party must accept the agreement on compliance, as well as the requirements related to reporting under Articles 5 and 7 of the KP. 

COP-7 outcome: COP-7 decided that an Annex I Party is eligible to transfer and/or acquire ERUs (i.e. credits generated from JI projects), CERs (i.e. credits generated from CDM projects), AAUs (i.e. assigned amount units), or RMUs (i.e. removal units) if it meets the following requirements:
(a) It is a Party to the Kyoto Protocol;

(b) It has established its assigned amount pursuant to Article 3.7 and 3.8, in accordance with the modalities for the accounting of assigned amount under Article 7.4;

(c) It has in place a national system for the estimation of anthropogenic emissions by sources and anthropogenic removals by sinks of all greenhouse gases not controlled by the Montreal Protocol, in accordance with Article 5.1 and the requirements in the guidelines decided thereunder;

(d) It has in place a national registry in accordance with Article 7.4 and the requirements in the guidelines decided thereunder;

(e) It has submitted annually the most recent required inventory, in accordance with Article 5.2 and Article 7.1, and the requirements in the guidelines decided thereunder, including the national inventory report and the common reporting format. For the first commitment period, the quality assessment needed for the purpose of determining eligibility to use the mechanisms shall be limited to the parts of the inventory pertaining to emissions of greenhouse gases from sources/sector categories from Annex A to the Kyoto Protocol and the submissions on the annual inventory of sinks;

(f) It submits the supplementary information on assigned amount in accordance with Article 7.1 and the requirements in the guidelines decided thereunder and makes any additions to, and subtractions from, assigned amount pursuant to Article 3.7 and 3.8 including for the activities under Article 3.3 and 3.4, in accordance with Article 7.4, and the requirements in the guidelines decided thereunder.

It should be pointed out that, according to requirement (e) and for the first commitment period, the examination of the quality of the annual inventory by expert review teams will be limited to the part of the inventory related to emissions, while the part of the annual inventory of sinks has only to be submitted to the UNFCCC secretariat. In other words, if the quality of the inventory part related to emissions is poor and the adjustments calculated (according to Article 5.2) exceed the threshold values specified in the COP-7 decision on Article 7, this can lead to loss of eligibility to the mechanisms. Such a thing cannot happen during the first commitment period if the quality of the inventory part related to sinks is poor, although for activities under Article 3.3 (afforestation, reforestation, deforestation) and 3.4 (forest management, revegetation, agricultural management and grazing land management) adjustments will be calculated and if they exceed certain levels, RMUs (removal units) related to these activities cannot be issued.

A more detailed explanation of the practical implications of the above-mentioned requirements is given in the Appendix to this text.

It should be also noted that, according to the decisions taken at COP-7, especially in the case JI projects, a deviation from these requirements for Annex I Parties is allowed, entailing the so-called “2nd track procedure”. This procedure is further explained in paragraph 3.1 below.

2. Matters related to Article 7.4 (accounting of assigned amounts)

Article 7.4 of the KP refers to the modalities for the accounting of assigned amounts of Annex I Parties and thus primarily interests Annex I Parties of the DAC project, namely Bulgaria and Romania. However, as it establishes rules that affect the attractiveness of all mechanisms, it is of interest also for the other Balkan countries of the DAC project. During COP6-bis, Article 7.4 was not discussed at all, as the decision on the mechanisms was pending.

Note: assigned amounts are the limitations on the emission levels and are calculated pursuant to the quantified emission limitation and reduction commitments inscribed in Annex B for the various Annex I Parties.

COP-7 outcome: The following important issues related to Article 7.4 were decided:

· The assigned amounts of Annex I Parties will be fixed for the whole commitment period. (Note: for each Annex I Party, the assigned amount is calculated on the basis of its quantified emission limitation and reduction commitments inscribed for it in Annex B of the KP).

· Additions to, and subtractions from, assigned amounts can be made only at the end of the additional period for fulfilling commitments, for the accounting of the compliance assessment for the commitment period. ERUs can be used for this purpose without any restrictions. RMUs can be also used without restrictions for compliance purposes by an Annex I Party, except those from forest management activities at the Annex I Party , for which a particular cap for the 1st commitment period was agreed at COP6-bis. CERs can be also used without restrictions, except from those generated from sink projects, which for the 1st commitment period cannot exceed 1% of the base year emissions of each Annex I Party, times five. (Note: according to the COP-7 decision on compliance, the additional period for fulfilling commitments lasts 100 days after the date to be set by the COP/MOP for the completion of the expert review process for the last year of the commitment period).

· CERs and RMUs (i.e. removal units, generated by the enhancement of sink activities) are fully transferable, i.e. they can be traded without restrictions between Parties. (Note: thus, this provision makes unilateral CDM projects - i.e. CDM projects that do not involve Annex I Parties – attractive, as CERs generated from these projects can be sold to Annex I Parties. The only exception to this are unilateral CDM projects involving nuclear facilities, as for the 1st commitment period Annex I Parties are to refrain from using  CERs generated by nuclear facilities).
· AAUs, CERs and ERUs can be banked and carried over to the subsequent commitment period. However, carry-over is not unrestricted for CERs and ERUs: CERs carried over to the subsequent commitment period cannot exceed 2.5% of the assigned amount of the Annex I Party. The same restriction applies to ERUs. 

· RMUs cannot be carried over to the subsequent commitment period and can be used only for compliance purposes. (Note: however, RMUs can be indirectly carried over without restrictions to the subsequent commitment period, as the rules decided under Article 7.4 allow for the so-called “swapping” of RMUs to AAUs. This means that an Annex I Party can use as many RMUs as it wishes – on the exception of RMUs from forest management and RMUs from CDM projects, which are capped - for compliance purposes and carry over AAUs that remain unused - after the compliance assessment - to the subsequent commitment period).
· Regarding the issuance of RMUs generated from all the activities under Article 3.3 (i.e. afforestation and reforestation activities) and the elected (by the Party) activities under Article 3.4 (i.e. activities different than the ones under Article 3.3, and which, for the 1st commitment period are restricted to revegetation, forest management, agricultural land management and grazing land management), the Annex I Party must decide, prior to the start of the commitment period, whether to issue such RMUs annually or at the end of the commitment period and this decision must remain fixed for the 1st commitment period. (Note: the cancellation of CERs, ERUs, AAUs and/or RMUs equivalent to the net emissions resulting from the activities under article 3.3 and the elected activities under 3.4 must be done on the same time basis as the issuance of RMUs, i.e. annually if the Party selected to issue RMUs annually, or at the end of the commitment period if the Party selected to issue RMUs at the end of the commitment period).
· Calculated net removals of greenhouse gases from activities under Article 3.3 and 3.4 are subject to review by an expert review team. It may be the case that a question of implementation, related to the calculation, arises, or adjustments (calculated by the expert review team in case of lack of data, inconsistent data etc.) exceed certain thresholds (not yet defined). In these cases, the Annex I Party cannot issue RMUs from these activities until the question of implementation is resolved. 

· An independent transaction log will be established and maintained by the UNFCCC secretariat. This log will act as a “safety valve” for transactions, performing an automated check every time a transaction is attempted. The check aims to verify that there is no discrepancy for this transaction, with regard to:

· In all transactions (including those within a national registry): units previously retired or cancelled; units existing in more than one registry; units for which a previously identified discrepancy has not been resolved; units improperly carried over; units improperly issued, including those which infringe upon the limits related to forest management activities under Article 3.4 and sinks in CDM; and the authorization of legal entities involved to participate in the transaction;

· In the case of transfers between registries (i.e. and not within the registry): the eligibility of Parties involved in the transaction to participate in the mechanisms; and infringement upon the commitment period reserve of the transferring Party (Note: according to the COP-7 decision on Article 17/Emissions Trading, each Annex I Party must maintain in its national registry a commitment period reserve/CPR which should not drop below 90% of the Party’s assigned amount or 100% of five times its most recently reviewed inventory, whichever is lowest. CPR was introduced in order to prevent over-selling from some Annex I Parties, which would increase the probability of non-compliance at the end of the commitment period). 

· In the case of acquisitions of CERs generated from projects related to sinks: infringement of the relevant cap (i.e. 1% of the base year emissions of the Annex I Party, times five).

· In the case of retirements of CERs: the eligibility of the Party involved to use CERs for compliance purposes.

In case of a discrepancy, the ERUs, CERs, AAUs or RMUs involved in the transaction will not be valid for use towards compliance until the problem has been corrected and any questions of implementation pertaining to the transaction has been resolved. (Note: in other words, the “problematic” ERUs, CERs, AAUs or RMUs are “marked” and set aside until the problem is resolved).
3. Joint implementation (JI)

3.1 JI 2nd track procedure

During COP6-bis, the high-level segment decided to establish a Supervisory Committee (SC) responsible for the verification of ERUs from JI projects. SC is involved in the JI procedure if an Annex I Party does not meet some of the eligibility requirements for participation in the mechanisms mentioned in paragraph 1.4. However, in COP6-bis there were different views between Parties on which are the eligibility criteria that cannot be respected and still the JI project can go on, while the details of the procedure to be followed in these cases were not finalised.  

COP-7 outcome: COP-7 decided that if the host Annex I Party for a JI project does not meet the eligibility requirements (c), (e) or (f) presented in paragraph 1.4 (related to national systems and reporting requirements under Article 7.1), the project can still go on, but it has to follow the verification procedure under the Article 6 Supervisory Committee (SC). This procedure is the so-called “2nd track” approach. In specific, project participants must submit to an accredited independent entity (IE) a project design document that contains all necessary information needed for the determination by the IE of whether the project:

· Has been approved by the Parties involved

· Would result in a reduction of emissions or an enhancement of sinks that is additional to what would otherwise occur

· Has an appropriate baseline and monitoring plan. Furthermore, project participants must submit to the IE documentation on the analysis of environmental impacts, and, if the latter are considered significant by the project participants or the host Party, an environmental impact assessment in accordance with the provisions required by the host Party.

The IE shall make the project design document publicly available through the UNFCCC secretariat, subject to the confidentiality provisions contained in the COP-7 decision on Article 6, while it must also make its determination publicly available through the same channel. The determination regarding the project design document shall be deemed final 45 days after the date on which determination is made public, unless a Party involved in the project or 3 out of the 10 members of the SC request a review by the SC. In these latter case, SC must finalise the review as soon as possible, but not later than 6 months or at the second meeting following the request for review (Note: the SC meets at least twice each year). The decision of the SC, accompanied by the relevant justification, is communicated to the project participants and the public and this decision is final.  

As project participants select the accredited IE that will perform the verification of the JI project, they may select an accredited IE from the host Party if such an IE exists at this Party (Note: the accreditation of IEs is done by the SC). Thus, the standards that an independent entity must meet in order to be accredited by the SC are of interest for Annex I Parties (namely Bulgaria and Romania in the case of the DAC project). These standards that an independent entity has to meet in order to be accredited by the SC are presented in detail in the Appendix to this text.

3.2 Role, composition and voting procedures of the Supervisory Committee 

The role, composition and voting procedures of the SC was not agreed in COP6-bis. Regarding composition, developing countries were pressing for a composition similar to the one of EB (i.e. majority of non-Annex I Parties), while Annex I Parties wanted a majority of Annex I Parties on the basis that JI refers to projects carried out exclusively between Annex I Parties.

COP-7 outcome: With respect to tasks to be performed by the SC, the latter will be responsible for:

· Supervision of the verification of ERUs generated by JI projects

· Reporting of its activities to each section of the COP/MOP

· The accreditation of IEs according to the standards and procedures decided (see Appendix to this text)

· The review of these standards and procedures, taking into account the relevant work of the Executive Board (EB) of CDM and, making recommendations to the COP/MOP on revisions of these standards and procedures (Note: COP/MOP exercises authority over SC).

· The review and revision of reporting guidelines and criteria for baseline and monitoring, for consideration by the COP/MOP, taking into account the relevant work of the Executive Board (EB) of CDM

· The elaboration of the project design document, for consideration by the COP/MOP, taking into account the relevant work of the Executive Board (EB) of CDM

Regarding composition, the SC will comprise 10 members from Parties to the Kyoto Protocol. In specific:

· 3 members from Annex I Parties that are EITs

· 3 members from the rest Annex I Parties

· 3 members from non-Annex I Parties

· 1 member from AOSIS 

Regarding voting procedures, decisions shall be adopted by consensus, wherever possible. If this cannot be achieved, decisions shall be adopted by ¾ majority vote of the members present and voting at the meeting.

4. Clean development mechanism (cdm)

4.1 Small-scale projects

Small-scale projects will follow simplified modalities and procedures. Consequently, these projects will require shorter time for registration and thus are, indirectly, prioritized.  

Agreement on the definition of small-scale projects has been achieved already by COP6-bis. However, the whole decision on the mechanisms was pending, and was finalized at COP-7.

Small-scale CDM projects are defined as follows:

· Renewable energy project activities with a maximum output capacity ( 15 MW (or an appropriate equivalent);

· Energy efficiency improvement project activities which reduce energy consumption, on the supply and/or demand side, by up to the equivalent of 15 GWh / year;

· Other project activities that both reduce anthropogenic emissions by sources and directly emit less than 15 Ktn CO2-equiv / year (Note: the inclusion of the term “directly emit”, together with the term “both”, means that sink projects cannot be considered as small-scale projects).
The decision on specific simplified modalities and procedures for small-scale projects will be taken at COP-8 (November 2002), on the basis of the relevant work to be carried out by the EB  (Note: the members of the EB were elected at COP-7).
4.2 CDM prompt start and its relation to sinks

Article 12.10, the KP states that CERs from CDM projects can be obtained from the year 2000. During the high-level segment in COP6-bis (Bonn, July 2001), ministers agreed for a prompt start for the CDM, meaning that CDM projects can start before the KP enters into force. (Note: it is for this reason that it was decided that the EB of CDM would be selected at COP-7). Furthermore, in COP6-bis it was decided that land-use, land-use change and forestry (LULUCF) projects under CDM are limited to afforestation and reforestation.
Two issues remained open after COP6-bis:

a) Should CDM projects that started from the year 2000 generate CERs retroactively (i.e. before they have been registered as CDM projects?

b) How should the decision to allow afforestation and reforestation projects in the CDM be incorporated into the draft decision, in particular to the prompt start for CDM?

COP-7 outcome: Regarding the former issue, COP-7 decided that a project activity starting as of the year 2000 and prior to the adoption of the COP-7 decision shall be eligible for validation and registration as CDM projects if submitted for registration before 31 December 2005. If registered (Note: registration lies under the responsibilities of the EB. In order to be registered, a CDM project must be validated by a designated operational entity, on the basis of the project document.), the crediting period for such project activities may start prior to the date of its registration but not earlier than 1 January 2000. (Note: however, issuance of CERs can start only after the date of registration of the CDM project).

Regarding the latter issue, COP-7 decided that the procedure to be applied is as follows:

· The UNFCCC secretariat will organize a workshop before SBSTA 16 (May 2002), with the aim to recommend terms of reference and an agenda for the work to be conducted on LULUCF projects under the CDM;

· Parties are invited to provide submissions to the UNFCCC secretariat by 1 February 2002 on the organisation of this workshop and to express their views on the terms of reference and the agenda for the work to be conducted;

· At its 16th session (May 2002), SBSTA must develop terms of reference and an agenda for the work to be conducted on LULUCF projects under the CDM, taking also into account the outcome of the above-mentioned workshop. At the same session, SBSTA must develop definitions and modalities for including afforestation and reforestation activities under the CDM in the 1st commitment period, taking into account the issues of non-permanence, additionality, leakage, uncertainties and the socio-economic and environmental impacts, including impacts on biodiversity and natural ecosystems. 

· A decision on the above-mentioned definitions and modalities will be taken at COP-9 (November 2003), on the basis of the recommendations from SBSTA. The decision will be in the form of an annex on modalities and procedures for afforestation and reforestation projects under the CDM reflecting, mutatis mutandis, the annex to the COP-7 decision on modalities and procedures for CDM. (Note: this means that although there will be some different modalities and procedures for afforestation and reforestation, general provisions on CDM will apply to sink projects as well.)

4.3 Role of the Executive Board (EB)

During the high-level segment at COP6-bis, ministers decided that the EB would develop and recommend to COP-8 simplified modalities and procedures for small-scale projects, as defined in paragraph 4.1 above. The rest responsibilities of the EB were not agreed. A particular controversial issue proved to be whether the EB would have the authority to decide on approval/adoption of baseline and monitoring methodologies or whether this responsibility should be assigned to the COP/MOP. This issue was closely linked to the voting procedures of the EB, which were remaining open after the end of the high-level segment.

COP-7 outcome: The EB will supervise the CDM, under the authority and guidance of the COP/MOP, and will be fully accountable to the COP/MOP. The most important tasks to be carried out by the EB (for more details, see the whole text of the relevant COP-7 decision):

· Approve new methodologies related to, inter alia, baselines, monitoring plans and project boundaries in accordance with the provisions of the Appendix C of the COP-7 decision (Note: this means that the authority to approve/adopt baseline and monitoring methodologies is assigned to the EB. For more details on baselines and monitoring, see the full text of the COP-7 decision on Article 12); 
· Review provisions with regard to simplified modalities, procedures and the definitions of small scale projects and make recommendations to the COP/MOP. (Note: this means that in the future, the list of eligible small scale projects - as presented in paragraph 4.1 above - may be extended, according to the recommendations of the EB and the relevant decisions taken by the COP/MOP);
· Be responsible for the accreditation of operational entities/OEs, in accordance with the accreditation standards contained in the COP-7 decision (Note: the current standards for the accreditation of OEs are presented in the Appendix to this text);
· Review the accreditation standards for OEs and make recommendations to the COP/MOP;
· Report to the COP/MOP on the regional and sub-regional distribution of CDM projects, with a view to identify systematic barriers to their equitable distribution;
· Make publicly available relevant information on proposed CDM projects and on investors seeking opportunities, in order to assist in arranging CDM funding;
· Make any technical reports publicly available and provide for at least 8 weeks for public comments on draft methodologies and guidance before documents are finalized and any recommendations are submitted to the COP/MOP;
· Develop, maintain and make publicly available a repository of approved rules, procedures, methodologies and standards;
· Develop and maintain the CDM registry (Note: CERs from CDM project will be issued into the CDM registry by the EB);
· Develop and maintain a publicly available database of CDM projects;
4.4 Voting procedures of the EB

The composition of the EB was decided during the high-level segment at COP6-bis. According to this decision, the EN will comprise 10 members: 1 member from each of the 5 UN regional groups (Note: this corresponds to 3 non-Annex I Parties and 2 Annex I Parties), 2 members from Annex I Parties, 2 members from non-Annex I Parties and 1 representative from AOSIS. This composition results to 6 non-Annex I Parties and 4 Annex I Parties. The voting procedures of the EB, however, remained open.

COP-7 outcome: The members of the EB were elected at COP-7. Regarding the voting procedures of the EB, decisions will be taken by consensus, whenever possible. If this cannot be achieved, then decisions shall be taken by ¾ majority of the members present and voting at the meeting.    

4.5 CDM project cycle

COP-7 outcome: According to the decisions taken at COP-7, the CDM project cycle is as follows:

· Validation: The first step in the CDM project cycle is validation of the candidate CDM project by a designated operational entity/OE (Note: the tasks to be performed by OEs are presented in detail in the Appendix to this text). Validation is carried out on the basis of the project design document and any supporting documentation and aims to confirm that the following requirements are met (Note: for the contents of the project design document, see full text of the COP-7 decision on Article 12):

· Participation requirements are satisfied (Note: i.e. that each Party participates voluntarily in the project and has designated a national authority for the CDM. In addition, non-Annex I Parties must be Parties to the KP. In order to comply with the former requirement, before the OE submits the validation report to the EB, it must have received from the project participants a written approval of voluntary participation from the designated national authority of each Party involved, including confirmation by the host Party that the project assists it in achieving sustainable development.)

· Comments by local stakeholders have been invited, a summary of the comments received has been provided, and a report to the designated OE on how due account was taken of any comments has been received;

· Project participants have submitted to the designated operational entity documentation on the analysis of the environmental impacts of the project activity, including transboundary impacts and, if those impacts are considered significant by the project participants or the host Party, have undertaken an environmental impact assessment in accordance with procedures as required by the host Party;

· The project activity is expected to result in a reduction in anthropogenic emissions by sources of greenhouse gases that are additional to any that would otherwise occur in the absence of the proposed project activity (Note: a) in the future, the relevant paragraphs will be amended in order to include afforestation and reforestation projects as well b) the additionality of the proposed project must be assessed according to specific provisions presented to the Appendix of this text.); 

· The baseline and monitoring methodologies comply with the requirements pertaining to methodologies already approved by the EB, as well as to the modalities and procedures for establishing new methodologies (Note: a) if the OE determines that the project intends to use a new methodology, it must submit, before the submission for registration, the draft project design document to the EB for review. No latter than 4 months, the EB must decide whether it approves the new methodology. If so, the OE will proceed with project validation and registration. b) if the COP/MOP requests the revision of an approved methodology, no CDM project may use this methodology);

· Provisions for monitoring, verification and reporting are in accordance with the COP-7 decision on Article 12 (Note: for more details on these provisions, see full text of the COP-7 decision on Article 12)

Before the determination by the OE of whether the project should be validated, the OE must have received – within 30 days – comments on the above-mentioned requirements from Parties, stakeholders and UNFCCC accredited NGOs (Note: these comments must be made publicly available).   

· Registration: After validation of the CDM project by a designated OE has been completed and validation was proved to be positive, the project can be formally accepted by the EB as a CDM project (registration). For this purpose, the OE submits to the EB a request for registration in the form of a validation report including the project design document, the written approval of the host Party on that the project contributes to its sustainable development, and an explanation of how the OE has taken due account of the comments received. The registration by the EB shall be deemed final 8 weeks after the date of receipt by the EB of the request for registration, unless a Party involved in the project or at least 3 members of the EB requests a review of the proposed project.

If the proposed project is not accepted by the EB, it may be reconsidered for validation and subsequent registration, after appropriate revisions, provided that it follows the procedures and meets the requirements for validation and registration, including those related to public comments.

· Verification: Verification is the periodic independent review and ex post determination by the designated OE of the monitored reductions in anthropogenic emissions by sources of greenhouse gases that have occurred as a result of a registered CDM project during the verification period. (Note: in the future, the paragraph will be amended in order to include afforestation and reforestation projects as well).

For the purpose of verification, project participants must provide the designated OE contracted by them to perform the verification, a monitoring report in accordance with the registered monitoring plan. The OE makes this report publicly available. Within its task on verification, the OE shall do mainly the following:

· Determine whether the project documentation provided is in accordance with the requirements of the registered project design document and all the other relevant provisions of the COP-7 decision on Article 12;

· Conduct on-site inspections, as appropriate;

· If appropriate, use additional data from other sources;

· Review monitoring results and verifies that monitoring methodologies have been applied correctly and their documentation is complete and transparent;

· Determine the reductions in emissions by sources that would not have occurred in the absence of the CDM project, based on the documentation provided by project participants, the results obtained from on-site inspections and any other additional data (where appropriate), using calculation procedures consistent with those contained in the registered project design document and in the registered monitoring plan

The OE must provide a verification report to the project participants, the Parties involved and the EB (Note: the OE must make this report publicly available)

· Certification: Based on its verification report, the OE must certify in writing that, during the specified time period, the project activity achieved the verified amount of reductions in anthropogenic emissions by sources that would not have occurred in the absence of the CDM project (Note: in the future, the paragraph will be amended in order to include afforestation and reforestation projects as well). It shall inform the project participants, Parties involved and the EB of its certification decision in writing immediately upon the completion of the certification process and make the certification report publicly available.
· Issuance of CERs: Verification and certification is a prerequisite for the issuance of CERs. The certification report constitutes a request for issuance to the EB of CERs equal to the verified amount of reductions of anthropogenic emissions by sources of greenhouse gases (Note: in the future, the paragraph will be amended in order to include afforestation and reforestation projects as well). The issuance of CERs shall be considered final 15 days after the date of receipt of the request for issuance, unless a Party involved in the project or at least 3 members of the EB requests a review (limited to fraud, malfeasance or incompetence of the designated OE) of the proposed project (Note: this review is performed by the EB and must be completed within 30 days following the decision to perform the review).
Upon being instructed by the EB to issue CERs from a CDM project, the CDM registry administrator will issue the specified quantity of CERs into the pending account of the EB in the CDM registry. Upon such issuance, the administrator will forward the quantity of CERs corresponding to the share of proceeds – to cover administrative expenses and to assist in meeting costs of adaptation – to the appropriate accounts in the registry (Note: during the high-level segment in July 2001, it was decided that the share of proceeds will be 2% of the certified CERs from a CDM project). The remaining CERs will be forwarded to the registry accounts of Parties and project participants involved, in accordance with their request. 

APPENDIX 

A.1. JOINT IMPLEMENTATION (JI)

A1.1 Participation requirements

A Party involved in a JI project shall:

· Designate a national focal point for the approval of JI projects

· Establish national guidelines and procedures for approving JI projects, including the consideration of stakeholders’ comments, as well as monitoring and verification

An Annex I Party is eligible to transfer and/or acquire ERUs from a JI project if it meets the following requirements (note: these requirements apply not only for the Annex I Parties involved in a specific JI project, but also to every Annex I Party that wants to transfer and/or acquire ERUs):

S-1. It is a Party to the Kyoto Protocol;

S-2. It has established its assigned amount pursuant to Article 3.7 and 3.8, in accordance with the modalities for the accounting of assigned amount under Article 7.4;

Note:


In order to establish its assigned amount, each Annex I Party must submit a relevant report to the UNFCCC Secretariat by 1st January 2007 or 1 year after the entry into force of the Kyoto Protocol for that Party, whichever is later.

The report on the assigned amount comprises two parts:

· Part A:

· Complete inventories of anthropogenic emissions by sources and removals by sinks for all years from 1990, or another approved base year, to the most recent year available.

· Identification of its selected base year for HFCs, PFCs and SF6

· The agreement under Article 4 (where applicable)

· Calculation of its assigned amount, pursuant to Article 3.7 and 3.8, on the basis of its inventory of anthropogenic emission by sources and removals by sinks of greenhouse gases.

· Part B:

· Calculation of its commitment period reserve in accordance with the decision on ET

· Identification of its selection of single minimum values for tree crown cover, land area and tree height for use in accounting for its activities under Article 3.3 and 3.4, together with a justification of the consistency of those values with the information that has been historically reported to FAO or other international bodies

· Identification of its election of activities under Article 3.4, together with information on how its national system will identify land areas associated with the activities, in accordance with the decision on LULUCF

· Identification of whether, for each activity under Article 3.3 and 3.4, the Party intends to account annually or for the entire commitment period

· A description of its national system

· A description of its national registry (note: regarding what shall be reported on the national registry, see point S-4 below).

After completion of the initial review under Article 8 and resolution of any question of implementation relating to adjustments or assigned amounts, the assigned amount calculated of the Party will be recorded in the database of the UNFCCC Secretariat and will remain fixed for the whole commitment period.

S-3. It has in place a national system for the estimation of anthropogenic emissions by sources and anthropogenic removals by sinks of all greenhouse gases not controlled by the Montreal Protocol, in accordance with Article 5.1 and the requirements in the guidelines decided thereunder;

Note:


National systems must be in place at the latest by 1st January 2007. 

In practical terms, the establishment of a national system means to meet the following requirements regarding the various phases of GHG inventory preparation:

· Inventory planning
Shall:

· Designate a single national entity with overall responsibility for the national inventory;

· Define and allocate specific responsibilities in the inventory development process, including those related to the choice of methods, data collection (particularly activity data and emission factors from statistical services and other entities), processing and archiving, and QC and QA. The definition shall specify the roles of, and cooperation between, government agencies and other entities involved in the preparation of the inventory, as well as the institutional, legal and procedural arrangements made to prepare the inventory;

· Elaborate an inventory QA/QC plan;

· Establish processes for the official consideration and approval of the inventory, including any recalculations, prior to its submission and to respond to any issues raised by the inventory review process under Article 8.

· Inventory preparation

Shall:

· Identify key sources categories according to the IPCC good practice guidance (Ch.7, section 7.2);

· Prepare estimates in accordance with the revised 1996 IPCC Guidelines for GHG inventories

· Collect sufficient activity data, process information and emission factors in order to support the methods for estimating emissions and removals;

· Make a quantitative estimate of inventory uncertainty for each source category and for the inventory in total, according to the IPCC good practice guidance;

· Ensure that any recalculations are prepared in accordance with the IPCC good practice guidance;

· Implement general QC procedures (tier 1) in accordance with the QA/QC plan following the IPCC good practice guidance. 

Should:

· Apply source category specific QC procedures (tier 2) for key source categories and for those individual source categories in which significant methodological and/or data revisions have occurred.

· Provide for a basic review of the inventory by personnel that have not been involved in the inventory development, preferably an independent third party, before the submission of the inventory, in accordance with the planned QA procedures.

· Provide for a more extensive review of the inventory for key source categories, as well as source categories where significant changes in methods or data have been made;

· Based on the reviews described above and periodical internal evaluations of the inventory preparation process, re-evaluate the inventory planning process in order to meet the established quality objectives of the QA/QC plan.

· Inventory management

Shall:

· Archive inventory information for each year. This information shall include all disaggregated emission factors, activity data and documentation about how these factors and data have been generated and aggregated for the preparation of the inventory. This information shall also include internal documentation on QA/QC procedures, external and internal reviews, documentation on annual key sources and key source identification and planned inventory improvements;

· Provide review teams under Article 8 with access to all archived information used to prepare the inventory;

· Respond to requests for clarifying inventory information resulting from the review process.

Should:

· Make the archived information accessible by collecting and gathering it at a single location.

S-4. It has in place a national registry in accordance with Article 7.4 and the requirements in the guidelines decided thereunder;

Note:


A deadline for the completion of national registries is imposed indirectly by the deadline for the establishment of the assigned amount. One of the elements to be included in the relevant report – to be submitted to the UNFCCC Secretariat by 1st January 2007 or 1 year after the entry into force of the Kyoto Protocol for that Party, whichever is later – is the description of the national registry (and therefore, by that time, the registry must be completed).

The required technical characteristics of the national registry are described under the COP7 decision on Article 7.4. Furthermore, the Party must designate an administrator responsible to maintain the national registry.

The description of the national registry, to be included in the report for the establishment of the assigned amount, must include the following information:

(a) The name and contact information of the registry administrator;

(b) Any other Party with which the Party cooperates by maintaining their respective national registries in a consolidated system (note: it is not necessary for each Party to develop its own registry);

(c) A description of the database structure used in the national registry;

(d) A description of how the national registry conforms to the technical standards (note: more details on this point can be found in the relevant COP7 decision on the reporting under Article 7.2);

(e) A list of the information publicly accessible through the user interface to the national registry;

(f) An explanation of how to access information through the user interface to the national registry.

S-5. It has submitted annually the most recent required inventory, in accordance with Article 5.2 and Article 7.1, and the requirements in the guidelines decided thereunder, including the national inventory report and the common reporting format. For the first commitment period, the quality assessment needed for the purpose of determining eligibility to use the mechanisms shall be limited to the parts of the inventory pertaining to emissions of greenhouse gases from sources/sector categories from Annex A to the Kyoto Protocol and the submissions on the annual inventory of sinks;

Note:


The second sentence of S-5 means that for the 1st commitment period, a poor quality of the annual inventory of sinks cannot lead to loss of eligibility for the use of the mechanisms.

However, it must be noted that if an Annex I Party wants to issue RMUs (removal units) from activities under Articles 3.3 and 3.4, the inventory of sinks will be reviewed in accordance with Article 8. According to the findings of the expert review team, adjustments may be calculated. If questions of implementation (related to the calculations) arise or if adjustments exceed certain thresholds (not yet defined), the Party cannot issue RMUs for each activity under Article 3.3 and for each selected activity under 3.4, until the question of implementation is resolved. 

S-6. It submits the supplementary information on assigned amount in accordance with Article 7.1 and the requirements in the guidelines decided thereunder and makes any additions to, and subtractions from, assigned amount pursuant to Article 3.7 and 3.8 including for the activities under Article 3.3 and 3.4, in accordance with Article 7.4, and the requirements in the guidelines decided thereunder.

Note:


The items to be included in the supplementary information on assigned amount to be submitted to the UNFCCC Secretariat have not been specified yet. SBSTA 16 (May 2002) will elaborate this section of the Article 7 guidelines, taking into account the COP7 decision on Article 7.4, and will recommend a relevant decision to COP8 (November 2002). Regarding the additions to, and subtractions from, assigned amount, these shall be made at the end of the commitment period, and comprise the specific elements reported in the COP7 decision on Article 7.4.

 When the host Party meets these eligibility requirements, it may verify reductions in anthropogenic emissions by sources or enhancements of anthropogenic removals by sinks from the JI project as being additional to any that would otherwise occur. Upon such verification, the host Party may issue the appropriate quantity of ERUs.

If the host Party does not meet the eligibility requirements presented above, the JI project can still go on, but it must follow the so-called “2nd track” procedure. This “2nd track” procedure means that the verification of emissions’ reductions or removals’ enhancements occurs through the verification procedure under the Article 6 Supervisory Committee. However, the host Party may issue and transfer ERUs only if it meets the requirements S-1, S-2 and S-4.

In other words, the host Party can issue and transfer ERUs from the specific JI project even if:

· it does not have in place a national system, or

· the quality of its annually submitted inventory (emissions and sinks) is poor (for the 2nd commitment period and onwards), or

· the quality of the part of its annually submitted inventory related to GHG emissions is poor (for the 1st commitment period only), or

· it has not submitted an annual sinks inventory (for the 1st commitment period only), or

· it has not submitted the supplementary information on assigned amount,    

provided that it is Party to the Kyoto Protocol and it has established its assigned amount and it has in place a national registry.

A1.2 Accredited Independent Entities (IEs)

If the host Party does not meet the eligibility requirements S-3, S-5 or S-6, the verification of emissions’ reductions or removals’ enhancements occurs through the verification procedure under the Article 6 Supervisory Committee. 

Note:


This means that if the host Party of the JI project does not meet the eligibility requirements related to reporting under Article 7 (requirements S-5 and S-6 above) or to national systems (requirement S-3 above), the project can still go on but its has to follow the “2nd track” procedure, where verification must be made by an IE.

IEs are legal entities, either a domestic legal entity or an international organisation, while project participants select the specific accredited IE that will undertake the verification of the JI project. Therefore, it is of the interest of the Annex I Parties involved in a JI project to have the possibility to assign the verification of the project to an accredited IE at the host Party (although, in case that such IEs do not exist at the host Party, they can assign the task to an international organisation).

A1.2.1 Functions performed by IEs

Project participants must submit to the IEs a project design document that contains all information needed for the determination of whether the project:

· Has been approved by the Parties involved

· Would result in a reduction of anthropogenic emissions by sources or an enhancement of anthropogenic removals by sinks that is additional to any that would otherwise occur

· Has an appropriate baseline and monitoring plan in accordance with the criteria set out in Appendix B of the guidelines on Article 6.

Furthermore, IEs must determine whether project participants have submitted to the accredited IE documentation on the analysis of the environmental impacts of the project activity, including transboundary impacts, in accordance with procedures as determined by the host Party, and, if those impacts are considered significant by the project participants or the host Party, have undertaken an environmental impact assessment in accordance with procedures as required by the host Party.

Note:


In this, the procedures established at the host Party regarding environmental impact assessment form an important aspect in the verification of the JI project in cases where the environmental impacts of the JI project are considered significant (although this determination is based on the judgement of the project participants or the host Party). 

A1.2.2 Standards and procedures for the accreditation of IEs

The Article 6 Supervisory Committee accredits IEs, according to the following standards and procedures:

· An independent entity shall:

· Be a legal entity (either a domestic legal entity or an international organisation) and provide documentation on the status;

· Employ a sufficient number of persons having the necessary competence to perform all necessary functions relevant to the verification of ERUs generated by a JI project, under a responsible senior executive;

· Have the financial stability, insurance coverage and resources required for its activities;

· Have sufficient arrangements to cover legal and financial liabilities arising from its activities;

· Have the necessary expertise to carry out the functions specified, and in particular have sufficient knowledge and understanding of: a) the guidelines for the operation of Article 6, relevant decisions of the COP/MOP and of the Article 6 SC b) environmental issues relevant to the verification of a JI project c) the technical aspects of Article 6 activity relevant to environmental issues, including expertise in the setting of baselines and monitoring of emissions and other environmental impacts d) relevant environmental auditing requirements and methodologies e) methodologies for the accounting of anthropogenic emissions by sources and anthropogenic removals by sinks

· Have a management structure that has overall responsibility for performance and implementation of the entity’s functions, including quality assurance procedures, and all relevant decisions regarding to verification.

· Not have pending any judicial process for malpractice, fraud and/or other activity incompatible with its functions as an accredited independent entity.

· An applicant independent entity shall meet the following operational requirements:

· Work in a credible, independent, non-discriminatory and transparent manner, complying with applicable national law and meeting, in particular, the following requirements: a) shall have a documented structure, which safeguards impartiality, including the provisions to safeguard impartiality of its operations b) if it is a part of a larger organisation, and where parts of that organisation are, or may become, involved in he identification, development or financing of any Article 6 project, the applicant independent entity shall demonstrate that no conflicts of interest exist (Note: further specifications to be found in the relevant COP7 decision on Article 6).

· Have adequate arrangements to safeguard confidentiality of the information obtained from Article 6 project participants in accordance with provisions contained in the guidelines for the implementation of Article 6.

clean development mechanism (cdm)

A1.3 Accredited operational entities (OEs)

A1.3.1 Functions performed by OEs

An OE shall:

· Validate proposed CDM project activities;

· Verify and certify reductions in anthropogenic emissions by sources of greenhouse gases;

· Comply with applicable laws of the Parties hosting CDM project activities when carrying out its functions on validation, verification and certification;

· Demonstrate that it, and its sub-contractors, have no real or potential conflict of interest with the participants in the CDM project activities for which it has been selected to carry out validation or verification and certification functions;

· Perform the validation or verification and certification of a CDM project (Note: the EB may allow a single OE to perform all these functions within a single CDM project);
· Maintain a publicly available list of all CDM projects for which it has carried out validation, verification and certification;

· Submit an annual activity report to the EB;

· Make information obtained from CDM project participants publicly available, as required by the EB, except information marked as proprietary or confidential (Note: information used to determine the additionality of the project cannot be considered as confidential or proprietary)
A1.3.2 Standards for the accreditation of OEs

The EB accredits OEs, according to the following standards and procedures:

· An OE shall:

· Be a legal entity (either a domestic legal entity or an international organisation) and provide documentation on the status;

· Employ a sufficient number of persons having the necessary competence to perform all necessary functions relevant to the verification of CERs generated by a JI project, under a responsible senior executive;

· Have the financial stability, insurance coverage and resources required for its activities;

· Have sufficient arrangements to cover legal and financial liabilities arising from its activities;

· Have documented internal procedures for carrying out its functions including, among others, procedures for the allocation of responsibility within the organization and for handling complaints (these procedures must be made publicly available);

· Have, or have access to, the necessary expertise to carry out the functions specified, and in particular have sufficient knowledge and understanding of: a) the modalities, procedures and guidelines of the CDM, relevant decisions of the COP/MOP and of the EB b) issus, in particular environmental, relevant to validation, verification and certification of a CDM project c) the technical aspects of CDM project activities relevant to environmental issues, including expertise in the setting of baselines and monitoring of emissions d) relevant environmental auditing requirements and methodologies e) methodologies for the accounting of anthropogenic emissions by sources (Note: these requirements will be modified in the future in order to include afforestation and reforestation projects under the CDM)

· Have a management structure that has overall responsibility for performance and implementation of the entity’s functions, including quality assurance procedures, and all relevant decisions relating to validation, verification and certification.

· Not have pending any judicial process for malpractice, fraud and/or other activity incompatible with its functions as a designated OE.

· An OE shall meet the following operational requirements:

· Work in a credible, independent, non-discriminatory and transparent manner, complying with applicable national law and meeting, in particular, the following requirements: a) shall have a documented structure, which safeguards impartiality, including the provisions to safeguard impartiality of its operations b) if it is a part of a larger organisation, and where parts of that organisation are, or may become, involved in he identification, development or financing of any CDM project, the applicant OE shall demonstrate that no conflicts of interest exist (Note: further specifications to be found in the relevant COP-7 decision on Article 12).

· Have adequate arrangements to safeguard confidentiality of the information obtained from CDM project participants in accordance with provisions contained in the guidelines for the implementation of Article 12.
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