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Report by Khunying Dr. Suthawan Sathirathai, President of GSEI

H.E. Mr.Vidhya Rayananonda, Advisor to the Minister of Foreign Affairs,

Distinguished Participants, Ladies and Gentlemen,

On behalf of Good Govemnance for Social Development and the Environment Institute, or
GSE], it is a great pleasure to co-organize this seminar with the Ministry of Foreign Affairs,
entitled “Prospects for CDM in Thailand: the International Cooperation”. This seminar is one of a
series of research on *“Developing a strategy on and strengthening capacity for Clean
Development Mechanism or CDM in Thailand”. GSEI has received support from the Thailand

Research Fund (TRF) in conducting this research.

As is generally recognised, Thailand has expressed her commitment to join the
international community in addressing the problem arising from the phenomenon known as the
“greenhouse effect”, Upon Thailand’s ratification of the Kyoto Protocol on 28 August 2002, we
have received interest from developed countries to undertake CDM, The implementation of CDM
in Thailand involves the participation of government agencies, the private sector and civil society
in conjunction with international organizations. It is therefore necessary for Thailand to prepare

itself to obtain the greatest possible benefits from the potential projects, for the nation as a whole.

The purpose of this seminar is to launch the process of learning and exchanging the wide
range of experiences that exist between us. The constructive views and perceptions expressed at

this seminar will yield benefits for both the academics and the practitioners of all concerned.
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We are honoured by the participation of three distinguished panelists, namely
- Mr. Rainer Hinrichs Rahlwes, Director-General, Federal Ministry for the
Environment, Nature Conservatton and Nuclear Safety,
- Mr. Bernhard Sander, Vice President of KFW Carbon Fund, Germany, and
- Mr. Karsten Gasseholm, Counsellor for Development and Environmental

Affairs Section, Royal Danish Embassy in Bangkok.

They will share their knowledge and experiences with us in the implementation of Annex
I of CDM. For the second part of the seminal?, after the break, my colleagues and 1 will present a
report on the outcome of the preliminary research regarding the possible guidelines for CDM in
Thailand, which is a study undertaken by GSEI with the support from the TRF. We look forward
to receiving the comments of the participants.

On behalf of the organizers, I wish to express our appreciation to H.E. Mr.Vidhya
Rayananonda, Advisor to the Minister of Foreign Affairs, as well as to the three distinguished
panelists. I am also grateful to the seminar participants for their attendance. This seminar serves
as an impetus to establishing guidelines for the study of CDM for our mutual benefit. With this

remark, I wish to invite H.E. Mr.Vidhya Rayananonda to deliver his opening address.

Opening Remarks by H.E.Mr.Vidhya Rayananonda, Advisor to the Ministry of Fereign

AfTairs

Excellency Khunying Dr. Suthawan Sathirathai, President of the Good Governance for
Social Development and the Environment Institute Foundation, ladies and gentleman, it is a
pleasure for me to be here today. On behalf of the Ministry of Foreign Affairs, I would like to
welcome all the distinguished participants to this seminar on the prospect for Clean Development
Mechanism in Thailand: the International Co-operation, which is organized by the Good
Governance for Social Development and the Environment Institute Foundation or GSEI, in

collaboration with the Ministry of Foreign Affairs.

It is generally recognized that climate change represents a grave common concern of

mankind. In order to tackle this problem, cooperation from all states and stakeholders is essential,
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based primarily on the framework of the Climate Change Convention and the Kyoto Protocol.
Although the Kyoto Protocol has yet to be enforced, it is to my understanding that Clean
Development Mechanism or CDM introduced in Article 12 has been widely discussed in
international forums, as it is the only mechanism created to promote cooperation between
developed and developing countries. It aims to assist the Annex I countries in achieving the
commitment to a quantified target of green house gas reduction and to assist the non-Annex I
countries in achieving their sustainable development objectives. Thailand and other Non-Annex I
countries are now in preparatory stage to formulate guidelines for CDM. As always,
implementing a new policy required study and elaboration. It has to take into account the special
needs and requirements of the parties concemed. The Ministry of Foreign Affairs is therefore
highly appreciative that Khunying Dr. -Suﬂmawan Sathirathai, President of GSEI, and her team,
have undertaken a study which could facilitate the ongoing efforts to formulate possible practical
guidelines for CDM projects in Thailand. With this expertise and committed inferest in
environmental issues, I am certain that the outcome of her research team would be beneficial to

CDM undertakings both within Thailand and beyond.

For this session, the Ministry of Foreign Affairs of Thailand wishes to sincerely thank the
three distinguished keynote speakers, Mr. Gasselholm, Mr. Rainer Rahwes and Mr. Bemard
Sandler. I am confident that they would provide us with some important aspects and views of
developed countries in this regard. I would like to convey our appreciation to the Royal Danish
Embassy, the Embassy of the Federal Republic of Germany, the Thailand Research Fund, and all
the distinguished participants in making this seminar possible. Lastly it is my wish that this
seminar would be a success and my hope that the deliberation would be productive and contribute
to the formulation of practical guidelines on conducting CDM in Thailand. I would like to take

this opportunity to declare the opening of this seminar. Thank you.
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Presentation on “Danish Perspective on CDM Co-operation with Thailand”

by Mr. Karsten Gasseholm

Excellencies, ladies and gentlemen, it gives me great pleasure to be here and to give the
Danish perspective on CDM cooperation in Thailand. I will give you some background
information, the status on the current cooperation and also some views on the future. The outline
of my presentation is the general background on Thai-Danish cooperation, the Kyoto Protocol,
the Danish Energy Strategy, CDM Identification Mission, Danish-Malaysian Cooperation on
CDM as an example of the kind of cooperation. There are a few words on project development

with one CDM project in Thailand.

Well, we celebrated our fouf hundred-year anniversary of the Thai-Danish relationslﬁp in
2001. DANIDA has been working here for some years. Maybe some of you know the ihai-
Danish Dairy, the Phuket Marine Biology Center. DANIDA has been working here with Thai
counterparts on environmental co-operation. Also, commercial cooperation has taken place. So,
we see this CDM cooperation and the cooperation on energy especially as a natural continuation
of the long-standing relationship between our two countries. I will give you a brief overview of
the cooperation within the energy field, since energy is the most obvious field for CDM
cooperation. | would just like to highlight some of the activities that have been going on in the

cooperation between Thailand and Denmark and [ will quickly browse through.

These include the implementation of the Energy Conservation Act, National Policy for
Renewable Energy, the NEPO, Promoting Cleaner Technology, Energy Audits, Adjustment to the
Building Energy Code, Energy Efficiency for Industries and Buildings, Promotion of Renewable
Energy Technologies and the NGO project on provincial energy planning, the Technical Service
for Biomass, Green Taxation. Maybe I should not highlight anything with tax. We have been
talking about cooperation. But this is not to highlight any particular energy project, just to
emphasize that we see the CDM cooperation as a natural continuation of our present cooperation
on sustainable energy, sustainable development. Of course, the reason why I focus on the energy
project is that when we look at the emission of CO, or green house gases in Thailand. We see that

the biggest potential for change comes from the energy sector, that is to say 51% of the national
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green house gas emission. I would give a few facts on the Kyoto Protocol from Denmark
experience. Denmark ratified it together with the other EU countries in May 2002, and Thailand
ratified it in August in connection with the Johannesburg Summit. The standing cooperation on

energy in Thailand is also part of the Danish Energy Strategy.

The column at the left is the expected annual emissions from 2008-2012 and then Kyoto
obligation which is actually reducing from 80 million tons equivalent per year down to 25 million
tons, 21% in the burden sharing agreement. The strategy is that, if you somehow see this figure as
the increasing cost of reducing green house gas emissions, from domestic sources it is actually a
gain for the first 2 million tons reduction for instance, and after a very high cost, increasing
gradually from 5 million tons domestic implementation up to 25 million tons of domestic
implementation. The horizontal line is a representation of the price credit at the world market, and
as long as the price of reducing emissions domestically is below the line. Of course, the domestic
implementation is most favorable. When the price of domestic implementation comes above the
horizontal line. Then, it will be more cost efficient, cost effective to the use of other mechanisms,
typically the flexible mechanisms under the Kyoto Protocol. Of course everyone knows that the
level of price, the horizontal line, will vary and go up and down and basically answer the
questions posed by market forces. Also, other considerations to take into the picture are not just
the price but also of course the moral obligation of having domestic implementation. Basically,
the view of the Danish Government is that the world climate does not care about where the
reduction is made, whether it is made here, there or somewhere else. From the global point of
view, since we have limited resources, it is very important to undertake the reduction paying

attention to the global climate in the most cost efficient way.

We have based our cooperation in Thailand on launching the identification mission that
in May 2003. It came up with some key recommendations, which relate somewhat to the
cooperation between Thailand and Denmark, along with other recommendations relating to
internal matters. So to speak of Thailand, an institutional framework is needed. One of the
findings of the mission is that a national CDM action plan should be prepared. An MOU between
Thailand and Denmark being signed was the 3™ recommendation. The fourth recommendation

was that it should follow a 2-pronged approach, capacity building and awareness raising, and
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another one the support for project development. Most of you will know the status of the progress
of this recommendation; the institutional framework is in progress in Thailand. The National
CDM Action Plan is not finalized. The MOU between Thailand and Denmark on cooperation on
this is pending. Consequently, some elements of recommended cooperation (namely the capacity

building and raising awareness) are pending.

Nevertheless, the text of the draft MOU states that Thailand should set up the
institutional framework, and the cooperation should be designed in a way that fits the plug
provided by Thailand. The two legs of the cooperation, the capacity building and project
development, fit nicely into that picture. The possible project activities would be under the project
development objective of enabling Thailand to pursue sustainable development, a provision of the
Kyoto Protocol of course and the cooperation between Thailand and Denmark in general. Some
of the outputs that were suggested, technical assistance to the National Authority support for
drafling the CDM strategy, undertaking certain information/knowledge sharing in raising
awareness and setting up a project development facility. As I mentioned, the project is still
pending the signing of the MOU between Thailand and Denmark but in the meantime, we are still
doing something. We had invited what we call a focus group for a workshop on criteria setting; 2
brainstorming session on how the national process could be further enhanced. We had invited a
Malaysian guest speaker on the topic of setting up a DNA. Dr. Nadzri was here and sharing
valuable information on that. And then we have also invited a focus group for project screening
and selection and other events related to project development. And then we are now planning,
together with the Biomass one stop clearing house of the joint JEF-DANIDA project, to have a
training session on training local consultants in being capable of drafting the necessary documents

under the Kyoto Protocol.

Just to give you an example or an idea of what capacity building means, I have brought a
few slides from our Malaysian program. This is actually the concluding workshop on the 15" of
January, and as such are not my slides; I just brought them for you to see what kind of ideas
would be comprised by capacity building. So, the objective would be to build up the institutional
capacity of the CDM secretariat, to support the structures, strategies and systems and also to

develop human resources. There, you have the view of the activities and administrative manual on
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the division of respounsibilities, evaluation procedures, transparency of procedure, training of the

staff and registry for energy projects.

Other elements of the input-output that went into that project were the criteria for the
small scale, drafting a strategy paper, the exchange of experience with stakeholders in China to
discuss the common issues, the assessment of potentials, the establishment of baselines and
outlook for the secretariat, outreach, homepage use, handbook, conferences, colloquia and the
final workshop. History illustrates that one of the interesting outputs of the Malaysian project was
a forecast on the annual generation of certificates within different sectors and overtime. 1 think
that is the kind of tools that are very useful in the strategic planning for our country on how and
why to embark on CDM. Some other output here represent some of the chief opportunities for
reaping CER’s in Malaysia, and some of the higher costs and more interesting conclusions on the
CDM in Malaysia. Both good and bad news for the CDM in Malaysia, and some very important

findings I think on how the Malaysian government can tackle the issue of CDM in Malaysia.

As | mentioned, there was a 2-pronged approached in Thailand recommended by our
consultants, and the other prong ‘was the project development. We have been pursuing that fo
some extent and I'll show one slide. We showed for our second call for projects, which was early
this month, and to fill the participants in on the Danish strategy for cooperation in Thailand. We
still aim for capacity development with the relevant national authorities, and are waiting still for
the next stage, namely project development. Qur first batch will comprise five projects,
approximately 500 thousand tons and the second batch, approximately 1-2 millions tons, We offer
something for project development, we offer to cover some of the transaction costs, for the pin up
to up 70 thousand Baht, and then also the external consultants for Project Design up to 3 million
Baht. The selection criteria for those who have signed up appear here. Of course we want
somebody who is credible, that we expect to deliver the credits and also to be able to maintain the
project for the necessary time. Naturally, we look at the additionality, the expected criteria for

sustainable development. One last issve is the level of public participation of the process that

must also take place.
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A biomass power plant at Wangkanai utilizes a combination of ethanol production,
residues from sugar production and palm oil, and biogas from palm oil. I just showed four slides,
actually of one of the projects of Siam Cement, a biomass gasifier with waste heat recovery. This
is basically what is going on. Wood waste and waste heat is going into a gasifier and from that
heat and gas would be available for production. Actually it is roasting calcium carbonate which is
going into the cement. As for the technical aspects, interesting for the general public I guess, this
is what they expect to be a raw material, rubber tree, rubber wood, wood waste and saw dust from
the industry. This means that locally, this kind of project will have an impact on income
generation for people in the area and also it will utilize a resource that would otherwise be wasted.
If you concentrate on the lower part of the table here, then you will see some of the economic
figures illustrating the difference the CDM makes to this kind of project. So if you look at some
key figures like the generated return; without CER’s it is negative. The payback period of this

particular project would be 21 years, which I think it is beyond anybody’s acceptable expectation.

At a price of $5/tons, this incinerated return would increase to 13% and the payback
period would be reduced to 5 years. Siam Cement has certain internal criteria which are not met
but I think that will be a case for discussions with Siam Cement, as to whether each and every
case would need this kind of criteria to be met. But I think it is a very good illustration of the
difference between projects with the possibility of selling of the CER’s afterwards and those
without. With regards to financing the project, it is certainly not a gold mine. It is, however,
making a small difference and in many cases, at least for the projects that we have in the pipeline,
it will make the difference when deciding whether or not to follow through with the project. We
have distributed for you some more information on the Danish program and the Danish
cooperation with Thailand on CDM, which, I think, is on the tables now, We have a homepage
that is updated everyday on the latest issues of the development of the cooperation. We have
distributed CD-Roms with some of the most strategic papers from the Danish sites and also our
application form that we hand out to potential project proposals. You are most welcome to take

your copy away and most welcome to contact us if you would need further information. Thank

you.
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Presentation on “Introduction to CDM Co-operation in Germany”

By Rainer Hinrichs-Rahlwes

Thank you for the invitation to speak here at your meeting. Let me say first of all that,
although I perhaps have a long title and my Ministry has a long title, I am here in my capacity as
being responsible for climate change and renewable energies. Secondly, I am not sure who told
you I have a background in law. 1 studied two semesters of law but I think that hardly represents a
background. I am more of a specialist in the general, trying to address everything, for political
coordination, sociology and economy, but not the law. So, nevertheless, I hope you will find
elements to your benefit in my presentation. I give you the title CDM: An opportunity for
Germany and Thailand, and I hope I can give you some ideas as to why we think and why you
could think that it would be a good idea to work together in CDM. Very briefly at the beginning,
because I think most of it is very well known to most of the people here in the room, the
background. It’s one of the three flexible mechanisms from the Kyoto Protocol, concerning

cooperation with the developing country.

Market mechanisms I think are quite important. It is not some kind of regulation. Itis a
market mechanism to reach the Kyoto emissions reduction target in a less cost effective manner.
And, of course, there will be a possibility of Banking of Certificate for the first commitment
period. All this should be to the benefit of Germany and Thailand, for developing and developed
countries. To give you an idea why Germany has an interest in cooperation on CDM, I have
briefly pointed to Germany’s aims in it’s climate protection policy. You know that the European
Union as a whole has the obligation to reduce climate gases, six ‘Kyoto gases’ by 8% until the
year of 2012 within the burden sharing of the European Union. Germany has reduced said
emissions by 21% as our contribution. Germany is aiso discussing a long term target for green
house gas reduction. It is a target of reduction of 40% by the year of 2020. It is quite important
that this is on the condition that the European Union as a whole will reduce green house gases by
30%. We think it is important to begin the discussion within Europe about reaching further
reduction targets. We also think that to reach these climate reduction targets, to reach this energy

target, it is important to have some means of doing so within an energy policy.
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On the one hand, regarding the improvement in energy productivity, we have fixed
considerable improvement of energy productivity in our national sustainability strategy. We have
the target of doubling the share of renewable energies to primary energy consumption by 2010
from 2.5% to 5% and in electricity generation to 10%. This will soon be fixed in a law. We will
try to reach a share of 20% of electricity production in 2020. What are the instruments for these?
We have an Ecological Tax Reform, which means those people who use energy mustpay taxes.
Those who use more energy have to pay more and those who use less will have to pay less. And
we have a Renewable Energy Act that guarantees a certain price for each form of renewable
energy, a minimum price for everybody who fits or uses this electricity in their houses or plants.
And we have diverse regulations for housing and building to reduce energy need. We are on the
road to compliance with our Kyoto target; I have pointed out the 21% target, we are at 19% but as
always, the first steps are quite easy. The last steps on the road are quite difficult, so we really feel

it is quite an achicvement to reach 19%.

On the other hand, we are quite happy to have reached our desired decrease of emissions
in transport, the first time since 1990. We have later begun to decrease emissions in transport, we
have decreased emissions in housing but industry has only managed the house rate of decrease to
date. We have a slight idea that in industry and energy sectors the levels may in fact be rising
again. And if this proves to be the case, it might be quite difficult to fulfill our Kyoto target of
21%. So you -see, at this point, Germany too could well have an interest in the flexible mechanism
of the Kyoto Protocol. So what’s our interest in CDM? I have already stated that we have almost
achieved our commitments, but there are still demands. We try to implement several forms of
emissions reduction. On the one hand, there are the measures. 1 have mentioned in renewable
energy, in energy efficiency; then we try to introduce the EU emissions training scheme to reduce
climate gases. This is a chance for our industry and others at the same time. Actually, we are
setting up the National Allocation Plan as foretold, meaning we have to decide what quantity of
CO2 emissions are allowed for different enterprises. I am sure you can imagine that this is an
interesting discussion because industry want more than they can get if they have to reduce CO2

emissions.
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So, as has already been said, despite the good performance up to now, we have a certain
need to find other ways to reduce green house gases. What are the potential solutions? In
Germany as everywhere, industry can either invest by new machines to reduce CO2; they can buy
allowances, if there are allowances to buy; and they can develop and implement clean
development mechanisms and join the implementation of projects so they can internationalize
green house gas reduction. These numbers are interesting, but I think I should not explain all of
them; I have a graph, maybe this would be more visible. This serves to point out why some
countries in the European Union have a greater interest in Clean Development Mechanisms and
other flexible devices than others. In the middle is the Kyoto target, and all the red on the left
represents the percentage missing in compliance with the target and the green shows areas of

over-compliance.

Luxembourg is a very small country in Europe. There, one steel reduction plant closed
down, so they easily exceeded their Kyoto target by far. In other countries, it is a little bit more
complicated and so it could be interesting for the European countries to engage in flexible
mechanisms. We are just introducing an EU-wide Emission Trading Scheme and, later on, I will
discuss a little bit about how this can work together with a flexible mechanism of the Kyoto
Protocol. The idea of an emission trading scheme is to cap and trade, which means those different
elements, can be traded when certain caps are reached. Under this approach, all installations
possessed of more than 20 megawatts of thermal power of furnace are affected in Annex I
countries. This emission trading scheme is aimed in principle at all the 6 Kyoto gases but for the
first period up to 2012 only CO2 to start with, to perfect the successful utilization of the
mechanism.

Importantly, there must be absolute caps, meaning starting the emissions trading scheme,
in every country, wherein every installation knows how much CO2 they may emit. And if they
feel they have to emit more, they must buy the allowance to do so from somewhere. There will be
an initial a launch phase until 2007, followed by the Kyoto phase through to 2012. The allocation
plan is for all sectors that are affected by drawing up our plan; we have to decide how we meet
our reduction target, not only in energy and industry but also in housing, in heating, pooling
traffic; all sectors must fit together. For the EU-wide emission-trading scheme in the first years,

we will have a method of ‘grandfathering’. That means that, for each installation, we will have to
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find out how much CO2 they will have 10 emit and then give them certificates with this necessity
taken into consideration. That is what we call ‘grandfathering’. Maybe later on there will be

auctioning; this would be more simply accomplished but politically problematic.

We could talk about allocation rules; I think that T will avoid addressing this at the
moment. What is important is that the emission-trading scheme of the European Union would
cover about 46% of the estimated CO2 emissions of the European Union by 2012. We in Europe
are actually discussing, in the European Union, linking directives. This is the question of linking
the European emission-trading scheme with the effects of mechanisms. It should be adopted in
June 2004 and will account for an estimated volume of 400-500 billions tons of CO2 equivalent.
A credit allocation to CDM is possible as of the 1" of January 2005. What we are actually
discussing is whether the linking directive and thus the use of CDM should be tied in, linked to

the entry into force of the Kyoto Protocol.

All of you may know that there are some countries, especially one, who are notably
hesitant in ratifying the protocol. There is another country that says they won’t ratify the protocol
but the Thai government and the German government has ratified the protocol, so we together can
push to get it into force. When thinking of the project types to incorporate info this linking
directive, we think most of the energy efficiency and renewable energy projects. We want to
exclude nuclear power, because we think it is not sustainable. We would not accept in these the
use of sinks and we would not accept in this context large scale hydro power. So who would be
partners in Germany if you decided to discuss and decide on CDM? There is the BMU, the
abbreviation for Federal Ministry of the Environment Nature Conservation and Nuclear Safety.
We are politically responsible within the government for the implementation of climate change
policy and so are tasked to work with the flexible mechanisms. Then there is JIKO —Joint
Implementation Coordination, part of the German Ministry of the Environment that acts as the
designated national authority. Then, of course, there’s the Foreign Office, the foreign ministry
with the network of contacts visa embassies and so on. There is also the BMZ which means
Federal Ministry for Economic Development together with the GTZ, which seems to me is the

most known part of Germany all over the world. Not to forget the KFW from which Mr. Sandler
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comes. He will speak about the work of the KFW in the CDM process so I will mention it; 1 will

not take it away from Mr. Sandler.

Activities, what good will come of them? What should we do? First of all, the German
joint implementation coordination set up some guidelines for CDM and JI to attain transparency
and usability in the host countries. There is a guideline that can be downloaded from the Internet
so that everybody can have it. We have set up a database, information on German projects and
examples, and we also have an information policy as we call it. There is a quarterly email
newsletter that can be subscribed to. There’s an internet portal scheduled. Now I come to more
concrete things. To begin CDM cooperation, what is it necessary to think of? I think that
Germany and Thailand couid cooperate. It would be a good idea to talk about the Memorandum
of Understanding, which would be an intergovernmental agreement on how to work together.
This is no substitute for a concrete project agreement but it should be an acknowledgement of
concrete benefits, the burdens and who has more benefits. It is a framework platform for our

objective procedures.

One of the most important instruments for us from our point of view is the KFW fund,
ébout which Mr. Sandler will go into details. With project development, we try to see it from the
host country’s perspective and not only from our perspective. In the host country, the potential for
emissions reduction is known of course but mostly they are not developed. We hear of large
potentials but we know it is not always so cheap to achieve. The host country must think about
the benefits for the host country, not only for us the benefit on climate protection, which is quite
important but is not all. There are benefits to be considered in the economy, in job creation,

everything. So growth, technology transfer, and employment are other benefits of CDM.

We think it is quite important to have coordination. The host country is usually
approached by a company interested in the project and by the Federal Government; but the
government will only interfere in major investments. I think smaller projects will be discussed
directly with the host country authorities. It is important to have a clear framework with the host
country as to whether for this concrete project allowances could be emitted; we would create

something like the letter of endorsement, if we decided to do so. if there is no Memorandum of
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Understanding, of course, we would have to negotiate and then we can introduce the CDM

procedures.

Now my colleagues listed three options of how a host country could react; I wiil leave
the first one because it is merely theoretical, meaning that you just wait and see what comes. The
second one would be when you started with high risk without a liquid market, without a good
concept. The third one is where we would recommend you to develop an offer based on a project
portfolio that means the host country sets what they need, sets priorities for projects and suitable
conditions for investment. Under CDM, early cooperation with the investor country is important
and of course, there must be MQU for the CDM., This is what we call a pro-active approach. This

is what we think could work in discussion between the host country and CDM country.

As the first steps proposed for joint German-Thai activities, I think it would be a good
idea to discuss whether we should have a Memorandum of Understanding. It might be a good
idea to have, as the first step, a workipg group between all the concerned Ministries in Thailand
and in Germany discuss what we want, what we can do. We could then develop a project
portfolio for companies participating in the European emission trading scheme. 1 think, from our
perspective, it is always important at least to know how it fits into the European emission-trading
scheme so that our companies have a real interest in these. So coordination and assistance for
project presentation is important and is all that I think should be discussed within this working

group. So thank you for your attention, thank you for your paﬁence.
Moderator

Thank you very much Mr. Rainer Rahlwes. Please accept my apology for the
misinformation on your CV but I will get the right version of your power point on the screen. He
touched about a lot of points that are very interesting. He started by talking about the energy
target and also the UE related directives and the role of GTC and the KFW in the CDM projects.
He concluded with the proposal or suggestions to have a proactive approach and the possible
ways to cooperate Germany. And the next speaker, the third one, we have the honor of receiving

Mr. Bemard Zandler to speak to us about the KFW fund. I hope I have the right information
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otherwise [ have a good reason to have a bilateral meeting with Mr. Michael from the German
Embassy. He is an economist, am I right? He has been working with the KFW, which is the
government bank, for about 20 years. He has been involved with financial cooperation with a
number of developing countries in Asia and Easter Europe. Together with the in-house working
group, we had developed the concept of KFW carbon fund and become the head of the carbon
fund project. I'm sure that we will learn more about this fund from his presentation, ladies and

gentlemen, Mr. Bemard Zandler.

Presentation on KFW Carbon fund by Mr. Bernhard Zander, Vice President, KfW Carbon
Fund

Thank you very much. Actually I have nothing to add to this perfect introduction and
personally I would like of course in the first place like to thank the organizer for the opportunity
to be able to present our initiative here in this seminar. Just perhaps a few words from KFW, it
has been mentioned that KFW is a government owned bank so we are not immediately or directly
a government institution. But of course what we do is always in the context of the economic or
environmental policy of the German government. We have a broad range of financial
cooperation. We call it the investment part of German ODA, and also in commercial export and
project finance. In all our activities, environmental protection and financing for climate protection
has been playing an important role. This is also why we have been taking up this new initiative in
the framework of the Kyoto process to draw on our experiences and to promote this instrument in
Germany primarily for the benefit of the German industry. So [ think the previous speakers have
very well prepared the field so I can be quite short about the Kyoto itself. Just to briefly

summarize, let us set the background of the work of our fund.

There are three main framework conditions in which we work. The first one is of course
that related to the Kyoto Protocol. We are dealing with project-based mechanism. So emission
trading is not our subject but only the so-called project basis mechanism, with special interest
here in CDM. Then, of course, the second element, the European Emission Trading Systems,
which was discussed earlier. We do of course look with interest to the present discussion on the
linking directive; for us and for the operation of our fund, it would be crucial how CDM will be

incorporated to that trading system. On the national level, well, we have the green house gas
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emission trading law, which is quite complicated. It is the national implementation, which
compliment the relevant European Directive. The national allocation plan has also been
mentioned, and the meaning of that. Based on these plans, the effects of company in Europe and
Germany in particular will have to develop certain strategies. They have to get along with the
caps they will receive and they have certain options. They can implement the reduction measures.

They can engage in emission trading or they can procure credits from abroad from JICDM

countries.

What we want to do is to provide a tool for them, a service for those enterprises in order
to make the best use of this flexible mechanism. So, the objective of the fund is very much the
cost effective purchase of emission reduction credits for European enterprises. It is very much
private sector oriented with the view at gaining commercial profits. All that is of course to be
done within the overall framework of the Kyoto Protocol. The overall goal is the promotion of
investment in climate protection, transfer of technology. And as far as CDM is concemned
contribution to sustainable development in the industry is important as well. Targets of the fund
are primarily big enterprises, those who expect reduction obligations on the European Trading
System. We are looking for cost effective alternatives to our own measures of course, and we also
want to approach those who want to gain some out of the Kyoto mechanism. I think primarily that
our target groups are those who do not have interest to possess the capacities to do their own
praject,

With regards to the separate matter of procuring credits for the government account for
that instance, the Dutch do, and I believe the Australian government does. I think I can say there
is a strong support from the govermment’s side for the development of this fund, to make a
contribution to market development in that field. There is of course government interest in
promoting investment in climate protection. It has been mentioned previously that BMZ has of
course an interest in that field. It is a framework of development policy and of course we
recognize it as a good chance to build on that instrument. Also, it serves to promote the export of
German climate protection technology where German industry has a good position. So, about the
fund concept, basically like many other funds which have been developed, if you think for

instance about the World Bank initiative, or the PSC, the prototype carbon funds or various
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government initiatives. All those funds are basically pro human programs. Our fund will be a pro

human program also.

What are we intending to do is to organize a so called bias pool, which German industry
or European industry-basically KFW-would act as a trustee for the account of the participating
companies and would buy on their behalf, on the project side, which maybe more interesting in
this context. What we expect to do is the conclusion of long term off take agreements, with fixed
amounts and fixed prices. There is already an expression for that. They are usually called
emissions reduction purchase agreements, for those who are involved in the power sector. It is not
by chance that it is quite similar to the expression for a power purchase agreement, as we may
know from power projects. It should be a long term off take contract, which should give the same

effects with the calculation basis for the projects.

From the project’s side, it means the project received an additiona! cash flow from this
contract and consequently should be more attractive both for the equity providers and to lenders.
What is important is that our fund does not have a direct financing function but of course these
contracts maybe included into a financing concept. If you have a good contract and a reliable off
taker, I think you will also be able to find a bank to lend on that basis. This slide shows that the
fund is basically on the side of the off takers. If you take it as a good example of a combined
heating and power plant, usually the power off taker, the heat off taker, so you have now an
addition, an off taker of carbon credits and additional cash. This is very much a commercial
undertaking, we would procure competitive prices. We would have to pay a market price, we
would usually purchase until the end of the first Kyoto period because beyond that there is no safe

basis so far.

The principle would be payment on delivery, projects, payment would receive the funds
under that program as they deliver their credits in certain cases. We could talk about financing
that but this could be a lending one as I mentioned previously which could be done by our
colleagues and the fund itself. There is always discussion about who is carrying the Kyoto risk
and if the Kyoto Protocol is not ratified or the projects or the executive board does not accept

credits. The tricky aspect for commercially oriented funds is that we would have to push that on
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participating companies, and they might be reluctant to accept this risk. So the government may

find it easier to accept that but we are discussing insurance solutions for certain types of risk.

Briefly, we expect to achieve 50 million Euro. We hope for the active participation of
German industry in that 10 million or about 20% of the total volume will engage KFW itself, so
we will share the risk of the companies who are going to participate. The German government has
already provided a budget line of 8 million that can be used in the context of that fund. With the
explicit aim of promoting renewable energy technology from Germany, I think in that field it
should not be too difficult to combine these elements. We think we will talk a lot about renewable
energy in any casc. Regarding the timing, we are now preparing the first tender or a call for
project proposal that we hope to publish by the middle of this year and as long as everything
works fine, we hope to able to select the project on that basis by the end of this year. Along with
that process, we are approaching German potential participants in the fund. So, now just a few
more remarks about how we are going to select the projects. I mentioned the framework
conditions beforehand. We would of course rely on the prescription of the CDM policies. We

have to look on the European trading system or the linking directive.

With regards to project additionality, we would of course closely coordinate with the
German government to take into consideration any requirements which come from the German
government, and of course the project needs to be environmentally sound. All that with the aim to
procure credit which can be exchanged into the right for emissions within the European system.
Otherwise, project selection would be done quite commercially with considerations of the risk
and price. We aim to create a project portfolio with a proper mix of country risks and project
risks. The main criteria would of course be the delivery risk of the project, prices, and we would
also have to have a close ook at the transaction costs in order to keep that under control. There
might be a certain minimum size of project for it to be eligible for that fund. Perhaps I can skip

that and leave that for discussion; this is our listing of our usual risk considerations.

In funds like that, counter party risk is like project finance and we have some additional
risks to take into considerations. These are baselines of gases emission allowance, specific

transfer risks from the host country to the industrialized country. It is quite a unique process and
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brings a new dimension to project finance in the end also. We should talk about CDM and
financing - not just project finance in the traditional sense. In the procurement programs, we also
have to provide a service program to assist the host country. We would assist in the design of the
project preparation of project design documents. We would also be able to assist in the selection
of accredited validators and certifiers. We would draw on our experience and some other
activities in countries abroad and foreign countries in coordinating with government authorities

and international organizations.

Now to conclude with what are the chances for project developers and investors in the
host countries, I think that such a fund can offer a number of possibilities with a long term
contract. This might include an improved cash flow; we as KFW would bring in our triple A
rating. I think it should be on argument for the bankers of the investors to include that in the
financing structure. Another advantage of course is the service package we are going to provide. I
think we bring in a great deal of experience in selecting a project in managing a fund like that.
And I think a fund can also contribute to reducing transaction costs, we would have standardized
procedures. We look forward to cooperate with intermediaries in the host countrics. We have a
long standing relation with development bank for instance which are already active in many
countries. And I think that we would be able to develop a concept which is cost efficient in that
way. So this makes an introduction to our contribution to the CDM and I look forward to our

discussion on that. Thank you.

Presentation on “CDM Possible Guidelines for Thailand”

Khunying Dr.Suthawan Sathirathai

Good afternoon ladies and gentlemen. My presentation will be quite brief. I will describe
to you the objectives of our study and make a few observations regarding the CDM and its
implementation in Thailand. And then my colleague Dr. Parina on the right hand side of me and
Dr. Suparat will present the preliminary outcomes of our study with respect to the possible CDM

guidelines in Thailand.
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First, as a good member of the international community, Thailand would like to
demonstrate its commitment in addressing the problems of the green house effect by ratifying the
Kyoto Protocol of the 28" of August 2002, So it is very important for the country to prepare itself
for involvement in CDM projects in such a way that benefits not only the country but also sees to

it that the objective of the greenhouse gas emission reduction are successfully achieved.

GSEI has received support from the Thailand Research Fund, (TRF) to conduct a
research project entitled: Developing a Strategy on and Strengthening the Capacity for CDM in
Thailand. Its objectives of the study are to analyze the existing situation and prepare a strategy
including guideline for CDM in Thailand; to strengthen capacity of those involve in the CDM
decision making process which include the government agency; the private sector and civil
society; and to identify future research agenda. The seminar is one of a series of activities of the
mentioned project. The purpose of the seminar is to launch the process of learning and
exchanging experiences including that of our foreign partners. This is the 2" objective of the

mentioned project, namely: to strengthen capacity of those involved in the CDM decision-making

process.

After the preliminary research, I have some observations to make regarding CDM. The
mechanism is supposed to provide incentives by creating a lower cost for Annex I countries in
achieving the reduction of green house gas. CDM is based on the environmental economic
principle which suggests that by setting a target for emisston reduction, like CAP, potential gain
can be made from trade between the two parties that have different marginal cost of emission
reduction. The target will be more efficiently achieved when the party with the higher marginal
cost of emission reduction like Annex I country pays the other party with low marginal cost, non-
Annex I country for reducing the emission. If we look at this picture, it is simpler, the shaded area
represents gain from trade and of course the price of the credit should lie between the two
different marginal costs. This kind of idea is very good in that it shows that there are incentives
for trade and the benefits for both parties. However, I have some observations, that in practice,
there seem fo be incentives for non-Annex I countries to reduce green house gas emission. Even
though it is cheaper for the Annex I countries to reduce green house gas themselves, they will

undertake the emission reduction only with Annex I countries under CDM. By reducing emission
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themselves, maybe undertaking a unilateral project for example, it might imply that they are ready

to be considered as Annex I and they will be subjected to certain commitments in the near future.

For this reasons, non-Annex I countries will undertake green house gas emission
reduction only through trade. So, it is only the trade scheme which will encourage this kind of
reduction of reduction of emission in the non-Annex I country. Moreover, they may not want to
join too many CDM projects since they have to keep some potential projects as options for their
future commitments. However, if we think that these countries are also granted an access to a
global fund of some kind, which can support their reduction of green house gas emission, that
certainly would help bring down the amount of green house gas at lower cost. Of course they still
can undertake the reduction through CDM projects, but they are not confined to CDM projects
and nothing besides them. They will have more incentive to do something, to help reduce green

house gas.

Essentially, what I am saying is that it is good that we use trade with benefits for both
parties. But when we think in terms of the environment as a whole, non-Annex 1 countries may
not have incentivés or even disincentives to try to do more. We tend to wait for certain CDM
projects but we do not want to do more because we are afraid that this shows that we are not
ready to have commitment. At the same time, we have to think about our future options, we are
not going to want to do so many CDM projects. So in a way, it is almost as if there were an actual
disincentive for the non-Annex I country to do something more. I am not sure if it would be better
to think not just in terms of trade. If there is a global fund or something that a non-Annex I
country can have access to, it might be another help in bringing down the level of green house
gas. This is just an observation I would like to make.

We know that the decision for Annex I countries to join CDM is on a strictly voluntary
basis. In the case of Thailand, if we have to consider our own possible commitment in the future.
We should select a project that is hard for us to conduct on our own and keep the easier ones for
our future commitment. For example, carbon sinks, such as reforestation, we should keep at a low
priority, whereas a project, which has a potential for technology transfer requiring a large amount
of investment will be, considered a high priority. So, the areas of high priority include consuming

energy in the industrial and transportation sectors, applying renewable energy in the electricity
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generation sectors, using waste and gas in the waste management sector, for example. My
colleagues will later discuss the preliminary guidelines for CDM in Thailand, which includes the
institutional arrangement and criteria for decision making. However 1 would like to make clear
that these preliminary findings are based on academic research and the real implementation will

involve political considerations beyond the scope of our study. Thank you.

Dr.Pareena Srivanit

Good afternoon. On my part 1 will present to you a proposed model of CDM project

cycle in Thailand. 1 would like to start with the institutional arrangement.

First, we have the UNFCCC committee at the supervisory authority to adapt and monitor
our national policies on climate change. That is a CDM committee. The CDM committee will be
responsible for following our international rules governing CDM, adopting and making
amendments and monitor any compliance, any rules or guidelines related to CDM. The
committee will also make a recommendation to the Designated National Authority or the DNA
CDM of Thailand, of which project is or is not to be granted approval as an eligible CDM in
'fhailand. The chairperson of the CDM committee is to be a DNA CDM of Thailand. The CDM
committee must consist of all concerned authorities that include but are not limited to those from
the Ministry of Energy, Ministry of Natural Resources and Environment, Ministry of Industry,
Ministry of Finance, Ministry of Foreign Affairs. However, since the composition of the CDM
committee is predominantly of high-ranking officials, they have to have some help. Therefore, the

CDM office would be established to work as the secretariat for CDM committee.

Besides ensuring the compliance of CDM regulation, another main responsibility of the
CDM office is to screen project proposals and to decide if the design is feasible or if it falls within
the criteria. The CDM office will work closely and within the CDM committee. However, due to
the fact that this task requires technical knowledge, a technical committee would be composed of
those experts on related disciplines particularly on high priority sectors. They will independently
review and then make comments and recommendations to the CDM office regarding each CDM

project proposal. 1 would like to talk about the procedural arrangement. The proposed procedure
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is based on three main concepts; standardization, transparency and accountability. All the CDM
project proposals must be first submitted to the CDM office for screening. This is because we do
not want to see each government authority seiting up their own criteria. Therefore, all applications
regarding CDM projects must be submitted to one authority, that is the CDM office. The
screening process is to ensure that the proposed CDM project is within the scope of our priorities

and criteria.

To submit the project to the CDM office, the project participant must fill out an
application form consisting of the details of the project that I will discuss with you in detail in a
few minutes. The CDM office will conduct preliminary screening and refer the application for the
review of the appropriate and relevant technical committee. The particular technical committee
will review the applications, make comments and evaluate if screening criteria under the CDM
guidelines are met. If so, the technical committee will make a recommendation to the CDM
office. The CDM office will conduct the final screening and endorse the proposed CDM project
as an eligible CDM project. From then on the project participant may proceed on to the next step
under the supervision of the CDM office. No CDM project can be in operation without

endorsement by the Thai government.

The next step is the constructional and operational process of the CDM project. Like
other businesses and industries, the eligible CDM project, although endorsed, is still required to
follow and comply with the laws, rules and regulations and other legal requirements related to the
industries. At this stage, the CDM project will separately contact and deal with different
authorities. For example, if the CDM project is related to energy, it needs to comply with the
energy law under the Ministry of Energy and other laws like investment, factory law, employment
law or even other municipal laws. In other words, a CDM project still needs to follow the law that
other businesses are required to do. However, during this stage the CDM office will also monitor
the operation of the project, to make certain that all proposed plans under the application of that

particular CDM project are followed.

If the CDM office is of the view that the project met all of the Kyoto requirements, Thai

laws and that the factory operates and performs, the CDM office will submit the matter as well as
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it’s opinion to the CDM committee. If the CDM committee agrees, the CDM project will get

approval from the CDM DNA under the recommendation of the CDM committee.

And now I would like to briefly look at the application form for screening. The project
participant needs to fill out this form which includes the project description, type and location
schedule, technical summary of the project. Who are the project participants including their entity
category and the country of origin, who are the project sponsors, where is the project location, the
project type which includes the GHT’s target activities and estimated gas abated, then expected

schedule.

Then the project participant is required to give relevant information about the finance, the
total project cost, sources of finance, the expected price of CER and then to fill out the expected
climate change benefits, environmental and health impact, sustainable development, stakeholder
participants. The project participant needs to fill out in detail these criteria and after that the
assigned officer and assigned technician are required to review the form and make substantive
comments on the last columns on each issue before making recommendations as to whether or not
to endorse the project. This is to ensure transparency and accountability. But what criteria are
important to us for the screening purpose of what project to be granted or endorse, Dr Suparat will

now discuss.

Asst.Prof.Dr.Soparatana Jarusombat

Good afterncon ladies and gentlemen, I will present only the subjective guidelines for
screening criteria. From an economic perspective, some of the criteria that we would like to
propose are based on our own ideas. In these suggestive criteria, we hope that it sometimes can be
supported to pass to the government decision. Since our team is not a technical one, some of the
guidelines are just providing us with a general framework for that. As we all know, Thailand
already ratified the protocol so to fulfill the responsibility under the CDM, Thailand has to
determine the national criteria for CDM project approval and the criterta must confirm that
project activities assist the country in achieving sustainable development. Our team attempts to

develop possible guidelines to approve the CDM activities and this happens as follows.
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The first thing that we propose is that we have to prioritize the important criteria that we
have to consider. As Khunying Suthawan already mentioned, the criteria, which are important to
us, is that in sectors of renewable energy and waste utilization. We think that this should be our
priority when screening the project in our country. But in a sink project, in terms of economic we
propose that this should not be set at a lower priority because this field or this sector will not
provide us so much, or would not contribute to the country in terms of sustainable development.
The second thing that we think is very important for us as the host country to deal with, or
implement the CDM project in Thailand, is the analysis of the environmental and health impact is
that most important thing. So we propose that a CDM project needs to analyze the environmental
or health impact, both of which may be eiﬁployed before enacting the project. Environmental or
health impact assessment procedures should be operated according to the national legal standards
and be recognized as variable by national stakeholders and that enable mitigation options to

emerge.

In terms of emissions addititionality under the Kyoto protocol, we think the project
should add to real, immeasurable and long-term green house gas mitigation. Additional GHG
reductions are to be calculated with reference to the baselines basis. In terms of financial
additionality, the funding for CDM project activities should be separated and additional to regular
funding and also to bilateral funding. In terms of implementing the CDM project in Thailand, this
project should give us something in terms of sustainable development. We did not want to link
this project with the funding we receive from the ODA and also the bilateral agreement. In terms
of technological additionalities, the CDM prgject activities should lead to the transfer of
environmentally safe and sound technologies and know-how. As for the criteria that we have to
develop regarding the concrete indicators for sustainable development, I think that it needs to be

conducted in greater detail.

At this time, we propose that in order to achieve sustainable development, participants
have to conduct a social cost benefit analysis in the first place because in terms of benefits that
Thailand will get from CDM project, the social and benefit will have to be identified. So, for the

CDM project, it must be in line with sustainable development indicators. It has to provide social
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well being, economic well being, environmental well being and technological well being.
Thailand is very concerned about public participation in any given project. We think that all CDM
projects must get some ideas and also comments from the public. We suggest that for the CDM
project to be proposed in our country, the proposed companies or entities should conduct a public

hearing or to get public participated in their projects.

The public participation should have two stages. The project participant conducts one
with regard to Thai laws, with some requirement from the project proponents to conduct a public
participation such as EIA, or the Land Use Planning Law. This is only the requirement by the
law; we also think that in terms of CDM project, this procedure is very important for us. And the
second stage, we suggest that not just the project participant to conduct the public participation, or
to get the comments from the stakeholders. It is also important to have third parties conduct
public participation, that we get some more information from the other parties or stakeholders. In
terms of technology transfer, we have already mentioned this. That concerns benefits that we get
from CDM project, technology transfer. They should not only provide us hardware that we get
from that implementation but also knowledge or know-how that we should get from the
technology transfer. It is important for the project proposal to identify the foreign elements, the
type of technology to be employed, the level of technology to be transferred. As for technology
transfer, we have two levels; the user level from technology, and the assembling level. It is
knowledge in assembling some of the material or the product. The most important level is the
process of design. We think that it is very important for us or for developing countries to get some

knowledge or know-how to use this.

Further to this goal, we suggest that it be a priority that Thailand set up screening or
approval of CDM project, which will get a lower priority for the user ievel but will get a high
priority at the design level. Also, it should be identified how the technology is to be transferred. It
means that we would like to encourage the use of technology that we already have in our country.
If the project proponents could not provide a use of new technology for us, it is not necessary to
call that a CDM project. So in terms of the benefit that we will get from the technology transfer,
the usage of local content may be useful for us. The screening criteria that we have to evaluate the

capacity of the project participants would help us selecting the most suitable project participants.
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We would be informed of their capability concerning their financial, management skills or

management system and technical experience.

In addition, such participants need to be self-financed. We propose that 5% of the total
project cost will be paid for the administrative fee. This fee will not include the cost for EIA; the
company or the participant has already paid the permits and other charges required by other law
so we think that this fee will be used to operate or to run the organization for conducting the
CDM project proposal. These are the criteria that we think should be or might be used in the
future. But these are just some suggestions; we cannot state whether they will work, neither can

we afford them governmental sanction, as this is beyond our purview. So, thank you very much.
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