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Handbook on baselines and other relevant procedures for flexible mechanisms with focus on Joint Implementation in the Baltic Sea Region

1. Introduction

The BASREC Ad Hoc Group on Climate Change has discussed the possibility to produce a handbook containing guidelines for baseline setting and other relevant procedures for flexible mechanisms in the Baltic Sea Region (BSR). The focus is on Joint Implementation (JI), since it is the relevant project-based mechanism in this context. The Swedish National Energy administration was asked to examine the need for such a handbook. This document offers a brief analysis of the need for a handbook and presents an overview of existing handbooks or similar guidelines as well as organisations involved in developing such guidelines. It outlines the possible content of a regional handbook for the BSR and recommends further steps to be taken in order to develop it. 

2. Needs in the Baltic Sea Region

In the past few years the countries in the Baltic Sea Region have become increasingly interested in the Kyoto Protocol’s flexible mechanisms, particularly in Joint Implementation. Both bilateral and multilateral initiatives have been taken, including the preparation of individual JI-projects.

During the so-called pilot phase of Activities Implemented Jointly (AIJ) many climate projects have been realised in the Central and East European countries of the BSR. By the end of 2000 there were more than 70 such AIJ-project in Estonia, Latvia, Lithuania, Poland and Russia. These countries are likely to be host countries for JI. Several countries, including Denmark, Finland, Norway and Sweden, are now considering investing in JI in the BSR. The first agreement on an individual JI-project was presented by the Prototype Carbon Fund (PCF) and the Latvian government in September 2000. Finland, Norway and Sweden are among the countries that are financing the PCF.

On the multilateral level, there is a considerable interest in using the Baltic Sea Region as a testing ground for flexible mechanisms. The Nordic countries have proposed the establishment of a financial facility to promote JI in the BSR. This facility would be providing additional financial resources for JI projects and would be managed by the Nordic Environmental Finance Corporation (NEFCO). In the industry, power companies have been the most active group in the discussions on flexible mechanisms in the BSR. The Baltic Ring Electricity Co-operation, BALTREL, has established a special task force on Joint Implementation. In October 2000 this task force presented a report on the status of JI in BSR in which it supports the idea of a testing ground and the establishment of a financial facility to promote JI in the region. 

In this context the green paper on emission trading and the work on a European Climate Change Programme (ECCP) initiated by the European Commission should also be mentioned, since it may affect the plans for using the BSR as a testing ground. 

Given the increasing interest in JI among government and business in the BSR, the question arises whether it is necessary to assist the potential host countries – Estonia, Latvia, Lithuania, Poland and Russia – in developing national policies and procedures for this mechanism. 

Although the general concept of JI is clear to many government and business representatives in the region, the technical requirements and procedures needed to operationalise JI are not well known. There is a need for an overview of existing guidelines and methodological work on JI and the other flexible mechanisms. As a result of the increasingly complex negotiations on flexible mechanisms within the United Nations Framework Convention on Climate Change (UNFCCC), there is now a certain knowledge gap between the national negotiators and the professionals who are supposed to apply these mechanism. This gap must be bridged. 

In order to implement JI projects, host countries must have clear policies and procedures for JI, as well as designated institutions for co-ordinating JI on national level. The procedures for developing, implementing and evaluating JI projects involve several methodological and technical issues. The experience from AIJ shows that capacity building is necessary not only for government and business, but also for the research community and for the wider public. Experience also shows that it is important to provide information on guidelines and procedures concerning JI and the other flexible mechanisms in local languages. There is yet very limited information on these issues available in languages such as Estonian, Latvian, Lithuanian, Polish and Russian.

A handbook could play an important role in improving the knowledge of flexible mechanisms and the capacity to apply them among stakeholders in the BSR. 

3. Existing guidelines on baseline methodologies and other relevant work 

Some countries (the Netherlands, Sweden) and organisations (PCF) are already developing internal guidelines for JI projects based on the progress of the UNFCCC negotiations. Regardless of the outcome of these negotiations, investors are likely to apply relatively strict procedures for JI projects, particularly in the initial phase, in order to gain experience and reduce risks. Independent validation of the project design and baseline construction as well as verification of emission reduction units (ERUs) will be important steps of the project cycle. 

There is a growing literature available on baseline methodologies. A comprehensive overview of different baseline approaches and methodological issues to be solved when constructing baselines is presented by the OECD and IEA in their recent report Emission Baselines: Estimating the Unknown. This publication is the result of work carried out by the OECD and IEA at the request of the OECD/IEA Annex I Experts Group on UNFCCC. The report also includes case studies of baselines construction for electricity generation, the cement industry, the iron and steel industry and energy efficiency. 

The Centre for Clean Air Policies (CCAP) in Washington, DC, has done considerable work on standardised baselines – so-called benchmarks -- for various sectors and regions in the world. CCAP have published several discussion papers and reports on this subject. 

Other valuable input on baselines may be provided by various organisations which have implemented AIJ projects or are preparing JI projects, e.g., the Swedish National Energy Administration, the Dutch Ministry of Economic Affairs and SENTER International, the Swiss government, the World Bank and the Prototype Carbon Fund. The Swedish Energy Administration has published a report on standardised baselines for the Estonian district heating sector.

The organisations mentioned above have also commissioned considerable work on developing guidelines for validation, monitoring and verification of JI projects. Much of this work has been carried out by Det Norske Veritas. 

There are also several studies analysing various AIJ projects in the BSR, e.g., a report for the European Commission by the University of Surrey in 1999 and reports published by the Nordic Council of Ministers.

4. Suggested scope and content of a handbook

The objective of the handbook should be to provide business and government in the BSR with information on requirements which have to be fulfilled when implementing JI projects. The focus should be on the project cycle, i.e., the steps which have to be considered when implementing JI projects. The handbook could serve as a reference for host country governments in establishing national policies and procedures for JI. It could also serve as a reference for business in the BSR interested in JI.

The following is a proposal for an outline for such a handbook: 

· Short background on flexible mechanisms, main concepts and definitions

· Status of UNFCCC negotiations and decisions regarding guidelines for flexible mechanisms with focus on Joint Implementation

· The project cycle, what to be included in the project design 

· Baseline methodologies, main concepts, types of baselines (e.g., project-specific, standardised)

· Calculation of emission reduction units (ERUs)

· Monitoring and Verification Protocol

· Validation

· Monitoring and reporting

· Verification

· References to relevant literature and organisations

Separate work may be needed to develop baseline methodologies for specific sectors in the BSR, such as district heating, electricity generation, various sectors in industry, as well as for energy efficiency measures. Such work is beyond the scope of the handbook. 

5. Conclusions and recommendations

There is much evidence that a handbook or similar guidelines on required methods and procedures for baseline construction and project implementation would be a useful instrument in promoting Joint Implementation in the Baltic Sea Region. 

The Swedish National Energy Administration recommends that the BASREC Ad Hoc Group (AHG) establish terms of reference for a handbook and commission its preparation in the beginning of 2001. The AHG should use appropriate external expertise for the work on the handbook. Work could start in the spring of 2001 and be completed after SB14/COP6bis in order to adjust the handbook for any relevant decisions on flexible mechanisms made by the Parties to the UNFCCC at this event. 

After the handbook is approved by the AHG, it should be presented at a workshop organised by BASREC, preferably in the early autumn of 2001. This workshop should be open to a broader group of participants, including representatives from business and other NGOs. It is important that the handbook is translated into the local languages of potential host countries for JI in the BSR, i.e., Estonian, Latvian, Lithuanian, Polish and Russian. 

After the completion of the handbook, it should be considered if there is need for the development of standardised baselines or benchmarks for the electricity sector as well as other relevant sectors in the BSR, and how such work best could be organised. An important question is on what level such baselines should be constructed. For example, standardised baselines for the district heating sector may be developed on national level (by institutions in the host countries), whereas standardised baselines for electricity generation and certain industries may be developed for the whole or parts of the Baltic Sea Region. 

Another questions that should be discussed further is what role BASREC, BALTREL and the planned JI facility at NEFCO may play in providing assistance to governments in developing national institutions and procedures for Joint Implementation. 
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