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1.
Introduction

Whilst CDM represents one of the best opportunities for dramatically altering the development paradigm in the ACP countries, there will be considerable international competition amongst developing countries to attract investment under CDM. Only those countries best prepared, best mobilised, with the most dynamic, streamlined project identification, authorisation, verification and monitoring procedures will attract and ‘capture’ such investment. There is a real risk that the ACP countries will be ‘left behind’ in CDM, because of their lack of infrastructure, investment frameworks and limited GHG emissions (compared with, say, India, China, Brazil), and thereby lose a major opportunity to attract much needed investment under CDM.  That risk can be mitigated by sound preparation that sets CDM priorities, lays the groundwork that welcomes and encourages serious domestic and international investors, that facilitates the review, processing, and if qualified, approval of those investments at least cost, with the highest sustainable development and positive environmental benefits possible.

Only through fast action, the building of local capacity and transparent frameworks for project identification, verification and monitoring will the ACP countries be able increase the likelihood of CDM project investment. 

It is within this context that the project partners: IER (Germany); ESD (Great Britain); ENDA (Senegal); CEEEZ (Zambia); and the Meteorological Department (Uganda), are putting in place a fast track two year project, funded by the Directorate General for Development of the European Commission.  It is co-funded by the UK's Foreign and Commonwealth Office (FCO) under its Climate Change Challenge Fund (CCCF). The project aims to ‘kick start’ the CDM process in each country and encourage actual CDM investments within the UNFCCC.

The major objective of the project is to identify, develop and promote two or three pilot CDM projects in each African partner country. 

By focusing the work at the project level within the energy sector, rather than concentrating only on the development of national policy, the likelihood that CDM Susac will achieve this practical objective is maximised. The focus on real projects ensures that the national CDM infrastructure has, from the outset, the vision, drive and necessary capacity to make a difference on the ground.  In this way, the project will produce tangible results. The project comprises the following activities:

· Inform and involve all key national stakeholders, from key government agencies, to the private sector, from national civil society (NGOs, women's groups, farmers associations, etc.) to national business associations about CDM and about prospects for CDM to promote sustainable development and demonstrable environmental benefits.

· Conduct training on project identification; baselines, GHG & development impact; verification; modes & means for national and international certification; sustainable development; means to identify best projects & attract investment.

· Identify and define an initial suite of pilot and pipeline CDM projects; develop the macro-baseline framework and specific project baselines with GHG, development, economic & financial costs & benefits.

· Facilitate the preparation of national CDM secretariats as apex, focal organisations for national and international stakeholders and define their role through workshops, public discussions, InterNet fora.

· Facilitate the development of national action plans for encouraging and promoting qualified investments under CDM.
· Set up national CDM web sites and project web site for presenting project results, case studies and other materials for international review and comment, and to attract international investment.

· Hold international workshops in the 3 ACP countries (Senegal, Uganda and Zambia) involving potential international investors, bilateral & multilateral donors, national stakeholders.

· Hold international seminar to present results; present case studies & project results for international review & comment on project’s web sites.

2.
A Pragmatic Approach for Capacity Building in the UNFCCC Process: Philosophy for CDM Susac 

The CDM Susac project is initiating a capacity building process in the three partner ACP countries. The project team is aware that two years is not sufficient to complete the capacity building task and it is important that Susac establishes a firm foundation and robust process continuing beyond project timeframe. 

Although climate change is a global environmental issue, neither the bulk of the contribution to greenhouse gas accumulation nor the tools of its analysis are native to sub-Saharan Africa. As a result, Africa is faced with the necessity of dealing with complex scientific, economic and social issues, having neither the scientific background, the adequate institutional framework, the necessary tradition of public awareness and mobilisation, nor the availability of financial resources and implementational structures to do so. 

The basic requirements for establishing the issues at stake are by and large absent, not to mention those for identifying strategies appropriate to the African context. It is for this reason that Africa, along with the other developing countries, has placed a strong emphasis on capacity building needs as prerequisite for the implementation of the convention in the continent and for their effective participation in the Kyoto Protocol process. Capacity building here means providing frameworks for actions such as project identification, formulation and implementation, making the maximum use of existing skills and resources and, crucially, bearing in mind that implementation of the project is not the end of the road. At a more basic level than funding or the transfer of technology and know-how, the primary task in the effective implementation of the Kyoto Protocol and the effective participation of Africa in the negotiations, is the creation of adequate institutional frameworks and human resource development. 

Institutions and organisations competent to assist in the identification, formulation and implementation of projects already exist.  What is absent is a framework for concerted action. A catalyst is required in the organisation and co-ordination of the various stakeholders, in order to ensure that work programmes are defined, information exchanged, decisions taken, results published and so on. 

It is surprising and disturbing to notice, eight years after the entry into force of the Convention and three years after the adoption of the Kyoto Protocol, that very few steps have been taken to respond to the capacity building needs of non-Annex I countries. If COP6 is to be successful, strong and pragmatic decisions should be taken in order to effectively respond to the capacity building needs of non-Annex I countries. It is the CDM Susac team's experience that effective capacity building relies upon two important focuses: the creation of (1) effective institutional relationships that are capable of (2) harnessing and exploiting local expertise.  Only through a combination of these two elements can capacity building be effective, enduring, and, thus, of value.

The Creation of Institutional Relationships

Capacity building consists first and foremost of engendering and encouraging institutional relationships between the organisations, institutions and other stakeholders in the field of Climate Change and development.  Already, with regard specifically to the implementation of CDM, the Susac project is bringing together these bodies and establishing the CDM framework in the participating countries.  Although the frameworks in each country are different, the project is endeavouring to select constituent organisations according to their proven expertise, their interests in the key topics (environment, business, sustainable development), and their modus operandi (ideally participative, progressive, dynamic), as well as their capacity for working within existing institutional structures. They include government bodies, universities, research centres, NGOs, business organisations, and private companies. 

The frameworks must be established transparently, with a mutual recognition of the distinctive expertise of each partner, and the affirmation of equal stakes in the results.  A common sense of purpose is essential.  Focus and consensus on direction are crucial. Equally, the framework must be portrayed clearly to the outside world, both within the country itself and to the international community if confidence in it is to be built and, ultimately, investments are to be achieved. Only with these inherent qualities will the framework work for the national good rather than for each organisations or individuals own benefit.

Co-ordination is of paramount importance.  This is as important during the definition of the initial terms of reference as when results are yielded later on.  Co-ordination must therefore be implemented flexibly rather than hierarchically, reflecting the spirit of the terms of reference - which constitute the contractual basis of the enterprise - rather than the letter. 

Key to the effective co-ordination and transparency of these frameworks is the definition of terms of reference reflecting clearly demarcated roles, based on a long-term view of the success of CDM. Arising from these roles, capacity building needs can be defined. This definition is then based on a framework, which is appropriate for the country situation and provides the necessary foundation to support new skills in the long-term.

Harnessing local expertise 

If capacity building is to be sustainable, it must involve local expertise and experience.  It is not enough that the Susac project, and others like it, reinforce decision-making and research structures only.  They must also contribute, where possible, to the effective involvement and exploitation of a wide range of local expertise. 

The real innovation needed in the Susac project is in the approach of project implementers - particularly in adapting the methods of capacity building to the particularities of local capacity.  Giving precedence, for example, to the transmission of skills and know-how through apprenticeship: "on-the-job" training, technological support, informal communications, and so on. 

The effectiveness of capacity building depends on a step-by-step approach beginning with existing capacity and activities.  The goal is to make capacity building a unified process within which particular activities can be organised and delivered in a logical order. 

The CDM Susac project is aiming to achieve this. Capacity building will be targeted and delivered primarily via the "on-the-job" approach with work based on actual, potential CDM investment opportunities. Where possible, local organisations will be used to deliver capacity building support to other national and international CDM stakeholders. The challenge of CDM project development is to replace the boardroom/top-down project approach with a dynamic and equitable vision of a project in process, which adapts to existing structures and strengthens them rather than undermining them.  The welfare of both the project itself and the project recipient depends on such an approach. 

To ensure its long-term and lasting value, it is crucial that capacity building is more "real", on-ground, dynamic and vibrant and implemented within the natural institutional relationships established for CDM.

In light of this, an important factor for consideration is engaging non-Annex 1 organisations (such as ENDA-TM) to undertake the capacity building. Although currently under-resourced, non-Annex 1 organisations are well placed to deliver professional and quality capacity building to both non-Annex 1 counterparts as well as Annex 1 entities seeking greater understanding of the CDM process in the non-Annex 1 nations.  This is another opportunity presented by CDM for breaking the mould of traditional development assistance. Financing should come from Annex 1 nations but capacity building itself should be delivered by those best placed to do that.  

Recommendation 1: Institutional frameworks must be established transparently. Locally and globally, it will then be possible to determine the most appropriate recipients of capacity building and monitor the process and the outcomes.

Recommendation 2: The constituent elements of CDM frameworks must have clear terms of reference and defined roles. Capacity building can then be defined with reference to specific activities and responsibilities.

Recommendation 3: Where possible, local organisations should be used to deliver capacity building support to other national and international CDM stakeholders.

Recommendation 4: Annex 1 countries (Governments and other donors) need to be prepared to "break the mould" and give preference to providing funding to non-Annex 1 organisations capable of delivering capacity building.

Recommendation 5: Some capacity building needs already identified by the Susac project are:

Requirement
Target group
Delivered by

Awareness raising of the Kyoto Protocol and particularly of CDM
Broad range of Government institutions, private sector organisations, environmental and development NGOs.
UNFCCC focal point, CDM Clearinghouse/Secretariat, informed NGOs and local private consultants.

On-going support for mandatory UNFCCC GHG inventory preparation (data collection, handling, reporting will assist baseline preparation)
UNFCCC focal point, Government departments, research/academic institutes
International energy and environment organisations.

Sustainable development (work to define/refine national development priorities into clear, measurable indicators)
UNFCCC focal point, advisory body, Clearinghouse/Secretariat, Govt. Ministry involved in planning, private sector 
International NGOs, development agencies (A1 or nA1 based)

Transformation of national SD indicators into CDM project criteria/checklist, which minimise project development/validation cost whilst preserving integrity of projects and the protocol


UNFCCC focal point, advisory body, Clearinghouse/Secretariat, Govt. Ministry involved in planning, private sector
nA1 based international NGOs (e.g. ENDA-TM), local and international consulting companies and project developers

Investment promotion opportunities to extend their perspective to incorporate CDM into existing programmes
Existing export promotion organisations, private sector umbrella organisations and members
A1 trade missions, private sector/investor/finance umbrella organisations

Training in the preparation of bankable CDM project documents
Private sector developers, financial organisations, consulting companies, Clearinghouse/Secretariat.
Consulting companies, either local or international, with experience of project development.

3.
The EU private sector and CDM: Risk to CDM start-up 

The CDM Susac project is striving to develop CDM projects. This will not be achieved unless the private sector in both the EU and ACP countries become engaged in the project and the wider CDM process.

At a negotiating level, the EU Member States are committed to CDM as an important element for achieving global climate change objectives. CDM is a potential mechanism for achieving both sustainable development and meeting the requirements of the Kyoto Protocol whilst achieving business development objectives of the private sector in both the EU and in developing countries.  That is, most key stakeholders in the Member State governments and the European Commission view CDM as a "win-win-win" situation with multiple positive dividends (environmental, developmental and financial/economic).

However, as CDM is a project-based mechanism, it will only work with the full and active participation of a range of private sector players from both the host and the investor nations, as well as from key international organisations. In addition, it is not sufficient only to have involvement from the companies (e.g. project investors and developers) participating directly in CDM projects. CDM will also need commitment from many other private sector players. An important private sector group is the financial sector. CDM will only be implemented successfully when there is significant involvement from banks, other financial institutions (e.g. investment banks, merchant banks, etc.) and insurance companies (e.g. Munich Re, Aon, etc. to manage risk).  

Participation by regional banks supported by Annex 1 nations (e.g. EIB, East African Development Bank), equitable banks and trusts (e.g., Triodos, Co-op Bank), multilateral finance institutions such as the IFC, the Africa Project Development Facility (APDF), the African Development Bank (AfDB), MIGA, among others will be crucial to CDM's success.  Government-supported private sector institutions for finance, exports and investments such as KfW (Kredit Anstalt für Wiederaufbau - the German Bank for Reconstruction and Development), Trade Partners UK, Export Credit Agencies, among others will be absolutely essential both for setting the investment framework for CDM (and providing assurance to investors) as well as necessary finance, export credit and risk guarantees necessary to encourage EU business partners to invest in CDM projects. 

Many of these required participants from the private sector are currently uninvolved, uninformed, uninterested and/or uncertain about CDM. It is a real threat that, even if a particular company or project developer wishes to undertake a CDM project, the supporting institutions required to package, finance and insure a project will not be in place to let that CDM investment happen. European Union Member States, with one or two notable exceptions, are providing insufficient support to their private sectors to allow them to take advantage of CDM and become involved in CDM projects in ACP countries.  Without such involvement, this flexible mechanism will not be utilised to help achieve Europe's Kyoto targets.

In addition to the long-term, strong support EU Member States provide to the poorest countries of the developing world, particularly the ACP (Africa, Caribbean and Pacific) countries, rapid movement is also required to convert government intentions into private sector awareness, commitment and action, otherwise ACP countries will not receive the investments and development that CDM has "promised" to facilitate.

So, whilst the CDM Susac project is working to inform a full range of private sector stakeholders in the partner countries, there is a clear message emerging that more needs to be done within the EU. There is  a danger that the Susac project and other initiatives will encourage ACP countries to define CDM projects only to find no follow-up is possible in terms of real interest and investment flows from EU companies.

The CDM Susac team believe that the world is rapidly moving towards a  "carbon economy", a world in which bottom line accounting, reporting and profitability will be denominated in carbon. Companies, local authorities, governments will seek, through a variety of means, to reduce their carbon liabilities and increase their carbon management portfolio.  CDM offers a good means both for gaining direct investment business opportunities, for example, in cleaner energy while, at the same time, generating a stream of credits (CERs) that can be used to "offset" obligations at home.  While the team strongly supports domestic action in the EU, there is still considerable room after "capping" to utilise international flexible mechanisms, CDM in particular, both to promote business interests, and to promote sustainable development.  The team believes that CDM offers many countries the opportunity to shift the development paradigm, refocusing for social infrastructure (e.g., education, health, housing), with CDM providing a significant means for financing other development that promotes sustainable livelihoods and poverty alleviation.

However, much needs to be done if this shift is to occur.  Presently, EU companies are woefully uninformed about CDM.  The political process is not supporting this debate and discussion in more than a couple of countries.  The EU, relative to North America, is far behind on international Climate Change action, regardless of the fact that the Japanese, North Americans and Australians are often approaching CDM, for example, from a very different angle. Their interest is shown by the level of activity and government support in this area; they have major trade missions, major national programmes promoting the use of flexible mechanisms as a means of expanding the global economy, and positioning themselves in the new "carbon world".

What this calls for on the part of the European Commission and European Union Member State governments is to recognise the importance CDM can play, particularly for the ACP countries, and the important benefits that can accrue from that.  This should have a strong sustainable development focus, but it should also ensure that EU companies, partnered with their developing country counterparts, benefit from the new carbon economy, and that international emissions reduction is achieved. This calls for concerted and collective action in the field of awareness raising, both in the EU and the developing world, tasking up European development banks (e.g. EIB, national development banks such as KfW, CDC, FMO, etc.), EU trade, investment and investment/insurance organisations (e.g., ECGD, Hermes, the EU Member state Berne Union members of insurers) and others to develop major programmes to accomplish this. 

The following recommendations respond to the current situation:

Recommendation 1: There is a need to raise awareness of CDM, and the other Kyoto Mechanisms, to the wider business community in Europe. A broader recognition of the options available through CDM is an important step towards increasing the level of CDM activity and in-turn improving the benefits accruing both to the Annex 1 party involved and in the ACP countries, which stand to gain in terms of sustainable development. (The Susac project will be holding an EU investor forum in the spring 2001 and several international seminars at the end of the project.)

Recommendation 2: EU member states need to look carefully at how CDM projects will interface with existing Government export and investment incentives and with other project financing options. EU members should:

· Raise awareness of CDM amongst a broad range of financial institutions.

· Ensure that Government export and investment incentives are able to handle CDM project financing.

Recommendation 3: EU member states need to put in place their own CDM Clearinghouses, focal points, etc, and establish CDM frameworks, which incorporate the private sector and respond to the needs of the private sector. Only with these kinds of framework in place can CDM be promoted effectively to the EU private sector. (Activities taking place in ACP countries, e.g. through CDM Susac, can serve to inform and guide this process.)

Recommendation 4: As CDM frameworks in EU member states are improved, awareness raising and capacity building is required for Annex 1 companies in order that they can understand how developing nations are setting their CDM criteria (based on national sustainable development priorities) and how these criteria will affect project design and implementation. Specific needs include:

· Access to information CDM related information coming out of ACP countries;

· Understanding of National Development Strategies, where they come from, how they will influence CDM project validation, baselines, etc; and

· Information on how to construct a CDM project package.

Recommendation 5: Building upon the work being undertaken through projects like CDM Susac to support the ACP nations to develop the frameworks necessary to achieve CDM investment and drawing on the lessons learned from establishing improved and transparent CDM frameworks within the EU member states, the EU should continue to support ACP countries in:

· Translating national development strategies into CDM project investment opportunities;

· Broadening existing investment promotion activities to include CDM;

· Co-ordinating available local financial support with CDM project finance
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