LRQA Climate Change Podcast Series – Episode 1 – The Clean Development Mechanism

Welcome to the LRQA Business Assurance Climate Change Podcast series.  

In this episode, we talk to Robert Hansor, Head of Climate Change and CSR for LRQA Asia about the Clean Development Mechanism (CDM).  

Rob set the scene for us by explaining some of the key drivers for the boom in CDM business in Asia.
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RH:
The key drivers are essentially the EU ETS, the European Union Emissions Trading Scheme which allows carbon credits from the CDM to be exported from developing countries into the EU ETS and traded and then used by companies who have to comply with the European Emission Reduction targets. So, they buy those credits because they would be a cheaper way of achieving that reduction as opposed to investing or developing or achieving that reduction within the European Union. 
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M Chambers:
Rob went on to explain the role of the DOEs – designated operational entities – in the CDM process:
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RH:
LRQA is a designated operational entity accredited by the United Nations to work on its behalf to validate and verify projects and carbon credits generated by those projects. So, we essentially ensure the integrity of the scheme. So in order to ensure that credits which the CDM generates are actually real, our teams visit projects to validate those projects, make sure they’re compliant with the UN rules in order for them to be registered with the UN as a CDM project, and then as a verifier we return to projects once they’ve been registered to review emission credits generated by those projects. So our teams bring a considerable amount of knowledge of the UN rules which are complex; in addition LRQA possesses deep technical knowledge about the industrial processes or activities which occur within that project in order to ensure that they are operating within those rules and guidelines. This is incredibly important because buyers of credits aren’t going to buy credits which are not real, they need assurance that these credits are a result of an emission reduction so essentially as a DOE we enable the market in that respect to work.
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M Chambers:
He also explained how some governments across Asia have played a key role in the increased demand for CDM.
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RH:
Different governments across Asia have been very effective to provide institutional frameworks that allow CDM Project Developers to operate and bring money into their countries investing in projects that generates those carbon credits so over the past four or five years across Asia particularly China and India, the number of CDM projects has really exploded which has led to a significant amount of money being bought into developing countries in particular China and India to develop renewable energy projects, or energy efficiency projects or industrial gas destruction projects that result in lower carbon emissions in those locations.
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M Chambers:
There’s been a lot of media speculation about the future of CDM. Here, Rob shares what he perceives to be the key threats to CDM
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RH:
Well the key threat is the policies to it, the absence of an international agreement, a secondary agreement which follows the existing protocol. So essentially CDM can continue beyond this first commitment period which is set to end at the end of next year but what we’re waiting for is the international community, for governments to agree to a second commitment period. Currently that agreement hasn’t been made so whilst the mechanism, whilst the CDM will continue without that second period there’s a significant question mark over whether there will be a demand for new CDM projects. So, existing CDM projects will still continue and they will still continue to generate credits, and those credits can still be used in the market but without that second commitment period there’s a great deal of uncertainty and risk for project developers and investors to establish new projects. 
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M Chambers :
Rob spoke about how the uncertainty surrounding CDM is now leading to a new direction for local governments across Asia. 
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RH:
In the absence of an international agreement, countries are pressing ahead with their own domestic schemes. That includes governments in Asia as there are schemes emerging or that have emerged in Japan and there are schemes or frameworks for schemes emerging in other parts of Asia that includes China, Australia, India and South Korea. Essentially what they’re trying to do is achieve environmental targets of reduced carbon emissions but of course many countries have concerns about the negotiation process at the international level, so are finding it easier to put in place legislation of their own at a domestic level where they control the legislative process. Now from an international perspective one of the key questions is how these schemes will emerge; whether they’ll emerge as fully operating emission trading schemes similar to what’s already in place in the EU and if that can happen whether these trading schemes can be linked internationally. At this stage it’s very difficult to say whether that can happen; different countries have different priorities and different domestic stakeholders are pushing and pulling against legislation which is affecting its development. So for instance, last year South Korea issued its green growth framework which essentially provides a framework for the emergence of an Emissions Trading Scheme (ETS). However, it has recognised that the domestic industry has some concerns and those concerns are slowing down the emergence of that ETS and in its absence the governments recently put in place a greenhouse gas and energy target management system which has a similar coverage as the proposed trading scheme but is a type of interim measure. So hopefully in the next few years we will see a Korean ETS emerge and we’ll see similar schemes emerge in China and elsewhere. But from our perspective in LRQA it provides us with a significant challenge because each of these schemes are going to have different monitoring reporting and verification requirements and for us it’s important to work with those schemes to ensure that there’s an adequate level of assurance within that market so that those carbon credits that those domestic schemes generate, or the baselines which they work against are accurate or not. So from LRQA’s perspective it provides us with quite a challenge at the moment because we need to work against different legislative standards or emerging legislative standards in different locations but hopefully over time we’ll see the emergence of a, perhaps not a common standard, but at least an international approach or an international understanding of what monitoring reporting and verification should be to enable hopefully in the future an international market to emerge. 
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M Chambers:
Finally, Rob talked about the importance and role of verification in these local emission schemes and how it helps drive external credibility against published data. 
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It’s important because for a company subject to reduction targets, they need to have an accurate baseline of where, what their starting point is which will effect credits that they could be allocated freely, and would also affect their activities for achieving that reduction. So for a subject company accuracy is really quite important. Where schemes exist to create credits which those companies have to or may use to achieve their reductions, accuracy is also important because no one wants to buy a credit which represents a tonne of carbon which isn’t actually a tonne of carbon and if that occurs then the market has no integrity and you’ll see investor flight. 
M Chambers:
Thank you for listening to this episode in the LRQA Business Assurance Climate Change podcast series.  LRQA Business Assurance helps you manage your climate change challenges, systems and risks to improve and protect your current and future environmental performance and meet your stakeholders’ needs. 



For more information on LRQA’s climate change activities visit www.climatechange.lrqa.com
