
				ENERGY & ENVIRONMENT
						   		 …….Can go together
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   Either - or
)Scarcity of fossil energy and its pollution on the environment has given rise to the ever-serious contradiction among energy providing and environment protection. In this context renewable energy will prove to be an effective choice to guarantee the future development of the world. But its capital insensitivity, non availability of financial sources & lack of technological advancement in this  hurdle entrepreneurs to enter in this sector. To mitigate these hurdles & to encourage new investment in renewable energy sector some incentive measures has been introduced globally as well as in India.  This article is an attempt to introduce the concepts of Renewable Energy Certificates & Certified Emission Reductions, to give a brief idea on approval processes & to find out distinction between RECs & CERs. 		                                                                                                                 
                                                                                                                                                         
 (
But both can be possible with RE
)
RENEWABLE ENERGY CERTIFICATES:
[image: ] 	To create sustainable demand for renewable energy and to encourage new investments in the renewable sector Govt. of India introduced various policies such as Jawaharlal Nehru National Solar Mission, National Mission on climate change etc. As part of the National Mission on climate change, a policy to implement Renewal Purchase Obligation is being put in place by the Central Electricity Regulatory commission.   Electricity Act 2003 stipulates purchase of a percentage of the power procurement by obligating entities (i.e. Electricity distributors, large captive consumers & large open access consumers) from renewable energy sources. Various state electricity regulatory commissions specify different RPOs (Renewable purchase obligations), In Andhra Pradesh it is 5%, and it means an obligating entity in AP should purchase 5% of their power procurement from renewable sources. Different states stipulate different RPOs based on the availability of renewable sources. Some states (like Madhya Pradesh) stipulate lesser purchase obligation, even though obligating entities in that states can’t meet their obligation due to lack of renewable sources, Where as in some states like Rajasthan and Tamilnadu there is huge potential of RE sources & there is excess supply of renewable energy . 							                                                                                                       
				


To address the mismatch between availability of RE sources and requirement of obligated entities to meet their RPO the concept of “Renewable Energy Certificates” has been introduced. One Renewable Energy Certificate represents one megawatt-hour (MWh) of electricity generated from a renewable energy sources like Solar, Wind, Bio mass etc. Once the electricity provider has fed the electricity into the grid they are eligible to get certificates. So they can get RECs based on how much renewable energy fed into grid. The Renewable Energy Certificates (REC) they received can be sold on the open market as a commodity. Obligating entities that do not buy the percentage of renewable energy as stipulated by law can full fill their obligation by purchasing these RECs. This provides an additional income stream to the generators and making it bit attractive to produce. Generally RE generators have two options 1. Either to sell the renewable energy at preferential tariff or 2.to sells electricity generation and environmental attributes associated with RE generation separately. If they opt for second alternative the environmental attribute can be exchanged in the form of RECs. The RECs can be exchanged through power exchanges. 




Comparative statement of Sale at Preferential tariff & REC mechanism

	State
	APPC
	REC
	GBI
	Total Under REC
	Existing Preferential tariff

	 
	 
	 
	(@ Proposed rate of Rs. 0.80)
	 
	 

	Andhra Pradesh
	1.78
	2.70
	0.80
	5.28
	3.50

	Tamilnadu
	2.62
	2.70
	0.80
	6.12
	3.39




Note:      APPC   -	Average Power Purchase Cost
              GBI     -   Generation Based Incentive (At present it is Rs. 0.50 per KWh)
              REC    -	Calculate at Average of Floor & Forbearance Price
                                                            Floor Price            - Rs. 1.50 per KWh (Non Solar)
      	                                                  Forbearance Price - Rs. 3.90 per KWh (Non Solar)



Note: Different states have different preferential tariff rates and regulations. So projects will need to be evaluated based on their location.






Approval procedure:        

			 Procedure to obtain REC was simple as compared to CERs; first an eligible RE generator need to apply for the concern state agency for Accreditation, after duly verifying the application state agency will issue ‘Certificate for Accreditation” to the applicant. The process of accreditation shall normally be completed within 30 days from date of receipt of complete information. After accreditation RE generator shall apply to Central agency for registration in prescribed format (Format – 2.1), and furnish following information – Owner details, Certificate of Accreditation, commissioning schedule etc.  If the applicant meets the entire requirements prescribed, then central agency will issue ‘certificate of Registration” within 15 days. After that an application for issuance of Renewable Energy Certificate shall be made by the eligible entity to central agency along with Energy injection report duly certified by the concern state agency. Based on the injection report central agency will issue RECs.



State agencies of some states:

Andhra Pradesh: Andhra Pradesh State Load		 http://www.aptransco.gov.in
 		    Dispatch Center 

Gujarat	  : Gujarat Energy Development	 http://www.geda.org.in
 		     Agency

Tamilnadu	  : TANTRANSCO			 http://www.tnebnet.org


Other side of the coin:


Due to lack of enforcement by SERCs on the obligated entities, RECs are not being purchased. At present there is very weak enforcement action by electricity regulators of different states, as a result the demand supply gap is widened, resulting in the fall in prices to the floor price and large inventory buildup in the market. 



CERTIFIED EMISSION REDUCTIONS: 


“Monetizing the environmental benefit” – This is the underlying concept of Carbon credits. The concept of carbon credit came into existence as a result of increasing awareness of the need for pollution control; it is the outcome of the Kyoto protocol, which was came into force in Feb 2005 and signed by 169 courtiers. The protocol sets limits to maximum amount of emission of Green House Gases by countries. At present developing Nations and Least developed nations are not bound by the limit set by the protocol. As India is developing country not bound by the limits prescribed. In order to enable developed countries to meet their emission reduction targets, Kyoto protocol provides three Market-Based mechanisms – Joint Implementation, Clean Development Mechanism and International emission Trading. Among the 3 mechanisms, CDM is relevant for Indian context. Under this mechanism developed countries can meet their commitments by paying emission reductions in developing countries like India. Under this mechanism Certificates are issued to emission reduction, these certificates are called Certified Emission Reductions (CERs), one CER represent one metric tonne of Carbon Dioxide. So we can get CERs based on how much tones of Carbon dioxide emission we reduced. These CERs can be bought over by the companies in developed countries to meet their obligation under Kyoto protocol. China and India are major sellers where as European countries are biggest buyers. These CERs are tradable in nature and like any other commodity these have begun traded on Multi Commodity Exchange in India. 



Procedure to get CERs under Clean Development Mechanism:



An entity desirous of undertaking a CDM project to generate carbon credit needs to go through the several stages prescribed by UNFCC. 	In India, clearance for a CDM project is granted by National CDM Authority (NCDMA).

Essential steps in development of CDM Project:

1. 
2. Preparation of Project concept Note: 
                                                     
The entity which intends to develop a CDM project should examine the emission reduction resulting from the project and its contribution to sustainable development (Social wellbeing, Economic well being, Environmental well being etc.) of the Nation. After this it needs to submit a Project Concept Note to National CDM Authority. NCDMA has a specified format for the PCN. PCN is a brief description of a project prepared by the proponent entity. It should contain following details – Name & location of the project, Approved Baseline methodology, technology to be implemented, IRR with and without CER, Estimate of GHG abatement in tCO2 (Year wise)etc. 




3. 
4. Project Development and Project Design Document :
                                                                            It is a project specific document and will enable the operational entity (Designated Operational entity is an independent auditor accredited by the CDM executive board) to determine whether the project would result in reduction of carbon emission and has an appropriate baseline. Now it’s time to understand what is Baseline. Baseline is the basis for calculation of emission reduction; it comprises current level of emission and emission might occur if the project is not implemented. Needless to say emission reduction is equivalent to Emission 


Would have occurred without project minus emission of the project. CDM Executive board approved some baseline methodologies; the proposed project should use one of the existing baseline methodologies. If proponent intends to use new methodology it should get approval from the CDM executive board. 

5. Host Country approval :
                                                             The project proponent should obtain approval from the Host government. It can get approval by submitting PCN & PDD. At present there are 2457 approved projects in India.

6. Validation of the project:
                                                              The project should validated by the Designated Operating Entity (DOE). At present there are 61 DOE’s globally. Some of them are Earnest & Young Sustainability Co. ltd, Japan Quality Assurance Organization (JQA), Deloitte Tohmatsu Evaluation and Certification Organization, Indian council of Forestry Research and Education etc.    


                                    

7. Registration with CDM :
                                                               The validation report and project Design Document will be submitted to the CDM executive Board by the DOE.

8. Project implementation and Monitoring:
                                                                Once the project was registered then the project will enter into the implementation phase, it should maintain such records to demonstrate that they are achieving emission reductions specified in the PDD.

9. Verification and Certification: 
                                                                  Once the project was implemented, the DOE will produce verification report and made it available to general public also. After that Executive board will issue CERs.  





Some key issues related to CDM:
	
	
	Additionality: 
			The project should meet additionality criteria in order to qualify for consideration as CDM project activity. It means the project proponent should produce documents to prove that the project reduce emission more than would have occurred in the absence of project. Secondly, the procurement of CERs should not be form of Official development Assistance (ODA). (In brief ODA is a mechanism by which developed countries cooperate developing countries in various types such as providing funds, technology transfer, disaster relief  for their social and economical growth) .


	Share of Proceeds: 		
			   To cover administration expenses CDM Executive board recommends Share of proceeds. SOP of the CDM is as follows

1. 	USD 0.10 per CER issued for the first 15,000 tonnes of CO2 equivalent.
2.      USD 0.20per CER issued in Excess of 15,000 tonnes of   CO2 equivalent.


	Statistical Information:
	
	Total No of Registered CDM projects
	5240
	 

	Total No of CERs issued
	1110596905
	

	 
	

	No of registered projects in China
	2740
	52.29%

	No of registered projects in India
	970
	18.51%


		





 
	       Source:  cdm.unfccc.int/	
	[image: http://www.cdmpipeline.org/graphs/cers_3.gif]
               
Current senario:
 		The 18th  conference of parties on climate change which was  held  at Doha ended on 08th of this december  with  lesser emission targets by developed countries. Moreover  developed countries 



such as Canada, Russia, japan etc have decided to leave the Kyoto protocol. Only Europe, Australia and few other countries are agreed to legally bind the limits specifies for emission reduction in   second commitment period which was extended up to 2020. Currently CERs are traded at the record low price of below 1 Euro and making CDM projects  unattractive to  new investments.

CER vs. REC:
	
Approval process: 
Registration process of CDM projects is difficult as compared to RECs; it generally takes more than 2 years, compared to this registration for RECs will takes a maximum period of 4 months,  so will generate revenue in lesser time.
Monetary benefits:  
			 As per the analysis of REConnect, monetary benefits under REC mechanism are more as compared to the CDM but subject to market risk. 
	


Eligible Projects: 
If the project activity is undertaken because of enforcement of any law, such projects are generally not eligible for CDM benefits.  One of the main criteria to be eligible for CDM project is additionality; if we consider the additional income arising from the RECs the project may not be eligible. No such criteria in REC mechanism. 
	Certainty of Revenue:
			As compared to RECs, CERs would assure revenue benefits. Revenues under 	REC mechanism would depend on the enforcement of mechanism by the state regulators.




Useful Links:
		http://cdm.unfccc.int/
		http://www.nldc.in/
		http://www.cdmindia.gov.in
		http://www.reconnectenergy.com/
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