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1. Thecurrent CDM project pipeline

CDM projects registered by July 2007 forecast gatn@m of 1 billion CERs by 2012,
representing an increasingly wide range of projésse Figure 1).

Figure 1: Types of registered projects (million GEXpected by 2012)
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Source: Calculation from data from UNFCCC websitépff date June 25, 2007.

Submitted, but not yet registered projects progaxither 1.2 billion CERs by 2012. There is
a steady inflow of new projects at a rate of ov@& fper month; the expected downturn due to
the post-2012 uncertainty has not yet started Kgpae 2).



Figure 2: Development of CDM pipeline (annual additof CER volumes by 2012 in
million from registered projects and projects stilthe validation pipeline)
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Source: Data from UNFCCC website, cutoff date me2007.

CER supply from inflow of new projects strongly e@epls on the decisions of the CDM
Executive Board regarding baseline methodologietgrpretation of additionality and the
attractiveness of programmatic CDM. Forecasts ateriously difficult. Only four years ago,
no analyst predicted the key role that industreses would play in the CDM; everybody had
placed bets on waste management and renewableyeisdnfts of shares of projects have
been strong over the years.

2. Wherearetheearly start projects?
An interesting feature of the CDM process is thet flhat a substantial share of projects

submitted in 2004 and 2005 has not yet been registésee Figure 3). This may signal
problems of these projects to achieve validation.

Figure 3: Monthly submissions of CDM projects aadistration
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Source: URC (2007)
While absolute numbers are small, shares of urtexgis projects submitted in 2004 reach up
to 30% (see Figure 4). These projects cannot benisigol for registration any more.

Figure 4: Share of projects submitted in 2004 lmityet registered according to project
types
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The shares of yet unregistered projects submittie2DD5 are high for gas flaring reduction
waste-related and moderate for renewable energgqtso

Figure 5: Share of projects submitted in 2005 lmityet registered according to project
types
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The shares of yet unregistered projects submitt€2D0D6 are high for gas power plants, oil-
gas switch and coal mine methane projects. For itapbother categories such as hydro,
biomass power and landfill gas, they are above §8é Figure 6). While a part of this low
success rate is probably due to a bottleneck ioypiog services of a validator, for some
project categories there are deeper concerns.

Figure 6: Share of projects submitted in 2006 lmityet registered according to project
types
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3. Performance of registered projects

With 63 million CERs issued to over 200 projectsrogl-2007, substantial experience has
accumulated regarding the performance with regéodthe forecasts (see Figure 7). On
average performance has reached 85%. So far, opy me¢duction projects have an
overperformance; animal waste and landfill gas qutsj have a serious underperformance.
Most project types have an average performanc@-®080, variance is substantial.



Figure 7: Performance rate (issued CERs in % gepted CERs according to types of
registered projects)

120+
100+ B Biomass
LA Hydro
80- B Animal waste
OWind
OEnergy eff. Industry
604 OLandfill gas
N Wastewater
OHFC
40+ B Cement blending
ON20
20- B Geothermal
N N

Source: URC (2007a), calculation from data from @O website.

4. Estimating overall CER generation

As in the past, startup of new project types suElswpercritical coal power plants, carbon
capture and sequestration and forestry could leadgid changes in the composition of the
inflow. Moreover, the interpretation of additiortgliby the EB and changes in baseline
methodologies can have sudden and massive impaltss, it is extremely difficult to
forecast the total CER volume. Besides the infldwmew project types, the key parameters
influencing supply are the non-validation rate abmiitted projects, the rejection rate of
validated projects and the performance rate oftemgd projects. The formula used to project
CER supply volumes is as follows:

CERsumZOlz = ((CERSme + CERinf | ) pvalid D(l_ ddelay) D(l_ prej) + CERreg) |jpperf (eq 1)

with

CERsubm= CER volume by 2012 listed in PDD of currentlystted projects = 1.3 billion
CERn = CER volume by 2012 listed in PDDs of projectsbt submitted from now until
2012

dgelay = discount of CERs due to delay of projects (%sobmitted and to be submitted
projects)

Pvaid = probability of validation of projects currengybmitted and submitted until 2012

Prej = probability of rejection of validated projectg the CDM EB

CEReg= CER volume by 2012 listed in PDDs of currendgistered projects = 1 billion
Poert = CER issuance rate in % of CER



dgelay IS complex to estimate, as it depends on diffefaotors. Delays in development of
projects lead to loss of CERs before 2012, everifall of them lead to an overall loss of
CERs if the CDM continues after 201X he effect of this delay on estimated CER volumes
depends on the remaining crediting period of agmtoand would thus theoretically have to
be summed up project by project. This also appleeghose registered projects whose
crediting period only starts in the future. For mde, in Figure 8, project A loses all its pre-
2013 CERs due to a delay (shaded line) that icélse of project B would only lead to a loss
of a relatively small share of CERs.

Figure 8: Different impact of delay on pre-2013 C#&Rumes depending on remaining
crediting period before 2013
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The faster inflow, the lower the impact of the galaterms of share of CERs lost. Assuming
inflow of all projects at once, the percentage CB8S is equal to the fraction of the time
remaining until 2013 lost through the delay (i.8%din case of a half a year delay in the first
half of 2008). The flatter the slope of the inflmurve, the higher the share of CERs lost
through the same delay, until the slope is 0.5 @/l#8% are lost. At flatter slopes, the loss
rate falls again.

A sensitivity analysis is done according to diffgréevels of the parameters shown in the
formula. Undelbusiness-as-usual, the current values of the parameters are usel,imflow
continuing at current levels until 2010 and theapptng due to post-2012 uncertainty.

The scenario Strict additionality” assumes that the EB clamps down on validators witlo
thus validate far fewer projects than up to now.rébwer, rejection rates by the EB would
increase substantially. Over time, inflow of prigewould fall as the strict additionality
interpretation serves as a deterrent to projecteldpers who would otherwise submit
business-as-usual projects. In thdahgover” scenario, the inflow of new projects dries up
due to spectacular bankruptcies of CDM project tbgpars, which also reduces performance
of registered projects. Under thActeleration” scenario, an aggressive post-2012 climate
policy agreement in 2009 and a lenient interpretatof additionality rules lead to huge
inflows and high validation as well as low rejeatiogates, but a slightly decreased
performance rate due to the lacking experience afiynproject developers newly entering
the market. For numerical values of all scenases, Table 1.

1 If a project suffers a delay in its registratiohile its operations have started already, it va#ld the CERs for
the emission reductions achieved before the dategi$tration. As project developers can changesthg date
of a project’s crediting period once after regitna by simple communication to the CDM Executivead, a

delay of implementation of an already registeretjqut does not lead to an overall loss of CERsmduthe

crediting period, but a loss compared to the gtyaestimated to accrue by a specific date.



Table 1: Projected CER supply for 2008-2012 fofedént scenarios

Scenario name Business-as- Strict Hangover | Acceleration
usual additionality

CERn (billion) 3 2 1.5 5
dyelay (%0) 15 15 20 20
Pvaiid (%0) 75 50 75 90
Prej (%0) 4 10 4 0
Ppert (%0) 85 85 75 80
Total CER 3.1 1.9 2.0 4.4
volume (billion)

CER supply thus spans the range of 1.9 to 4.4ohillvith business-as-usual reaching 3.1
billion.
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