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1. Executive summary

1.1 Objectives

This paper provides an overview of key institutional issues related to JI project implementation, focusing
on what governments will need to do. The paper also describes examples of good practice for JI processes
and institutions and establishes an analytical framework for examining institutional issues.

This paper has been prepared for the workshop on “National Systems for Flexible Mechanisms:
Implementation Issues in Countries with Economies in Transition” in Szentendre (May 13-15). It aims to
provide a basis for delegates to consider the feasibility of implementing various institutional requirements
given their country-specific context.

1.2 Institutional issues related to JI implementation

Governments of all Annex I countries will need to make decisions on institutional matters in order to
attract inward JI investment. It is important for countries that plan to host JI projects to establish the
institutional basis for this well before the 2008-2012 Kyoto commitment period begins. Already, some
countries are gaining experience with JI-like programmes such as the UK, Bulgaria, Poland and Czech
Republic, and programmes such as the Dutch ERU-Pt and Prototype Carbon Fund are driving the
development of expertise for JI projects. Box 1.1 summarises government institutional requirements for JI
which are discussed in Section 2 of this paper.

Box 1.1 Summary of government requirements

Project stage Institutional implications:
Project Design • establish eligibility requirements (identify sustainable development

needs, investment priorities)
• authorize legal entities
• decide baseline rules

Validation • accredit domestic OEs
Approval/
Registration

• decide government (or delegated) authority to
approve/register the project

• set up systems for approval and registration
Monitoring • decide standard measurement methods and reporting formats;
Verification • accredit domestic OEs
Certification • accredit domestic OEs
Issuance • procedure for issuing ERUs

• establish and run the national registry
Source: CDM project cycle and ERM

Many of these institutional requirements derive from Kyoto Protocol requirements that aim to ensure
environmental integrity. These include setting appropriate baseline rules, verification by independent
entities, and transparency in providing public information at appropriate stages. Others are simply
processes that are required in order for the government give validity to emission reductions, which are a
new commodity that only exists by government remit. Some of these institutional elements can greatly
affect investor confidence and transaction costs. For example clearly defined requirements for JI projects,
standardised processes, and simple streamlined procedures will enhance investor willingness to engage in
JI projects. All of the institutional issues in Box 1.1 are discussed in Sections 2.2 and 2.3.
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1.3 Examples of current practice

Several CEE countries are already pursuing emission reduction projects with OECD country partners. JI
Projects are currently already being implemented under existing schemes such as the Dutch ERU-Pt
Programme, the Prototype Carbon Fund of the World Bank, and through agreements with Annex I
Governments (eg Norway). The Czech Republic, Poland, and Bulgaria already have experience of JI-like
projects under these programmes. Section 3 of this paper summarises elements of good practice that have
been documented from experience with JI-type programmes to date. The emphasis is on certainty for
investors, providing a one stop shop or focal point, and well-defined and streamlined procedures for project
eligibility and baselines.

1.4 Analytical framework: Gap Analysis

Governments of countries that wish to host JI projects need to decide their own organisational, institutional
and legislative arrangements for JI projects and establish processes for projects in order to attract inward
investment.

While every country has unique systems and will require its own solution to the institutional requirements
for JI, a common analytical framework within which to identify needs provides a basis for considering the
issues.

The analytical framework proposed is very simple, and has been used successfully to develop institutional
strategies in several countries:
• Identify what functions have to be carried out (i.e. identifying what, not how);
• Identify existing institutions (organizations) that could carry out the functions and existing legal

backing that could be used or amended;
• Identify the gaps which show where new institutions and legislation may be needed.
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2. Institutional issues related to JI

2.1 Introduction

2.1.1 Kyoto Protocol context

Once entered into force, the Kyoto Protocol will provide the legal basis at the international level for JI.
However, for JI to be operational, policies and institutions will need to be established at the national level.
Already, JI projects are being developed in central and eastern European countries in transition and other
Annex I countries. Some governments are implementing early project investment mechanisms for
emissions reductions under domestic programmes. Through these early initiatives, experience is being
gained on what will be required to administer JI effectively at the national level.

There are two “tracks” to JI, with different institutional implications at the national level:
• The first “track” is where a host Party that meets the eligibility requirements (see Annex 1)

defines and uses its own approaches for establishing project baselines, verifying emission
reductions and allocating ERUs.

• Under the second “track” the JI supervisory committee (an official international body) sets
international procedures for baselines, verification and other procedures (see Annex 1 for
details).

The Kyoto Protocol and associated official documents such as the Marrakech Accords provide many
indications of processes or functions that are required and of some of the key institutions that will be
needed for JI (such as registries and Designated Operational Entities). There is a transition period at
present, however, as the JI Supervisory Committee will resolve many of the details for Track 2 JI in due
course. Governments that are confident that they will use Track 1 JI can create their own rules and
processes for project approval, baselines, and crediting but will want to be sure that they are not
establishing systems with baselines that lead to the export of non-additional ERUs.

2.1.2 Institutional issues

“Institutional frameworks”, defined broadly, can include processes or functions, organisations that carry
them out, and mandates (such as legal backing) for them. Governments will need to make decisions on
institutional matters in order to attract inward JI investment. It is important for countries that plan to host
JI projects to establish the institutional basis for this well before the 2008-2012 Kyoto commitment period
begins. Projects starting as of the year 2000 can be eligible as JI projects, although ERUs are only issued
for emission reductions that occur after the year 2008.

Box 2.1 summarises the government institutional requirements for JI. These requirements are discussed in
more detail below.
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Box 2.1 Summary of government requirements

Project stage Institutional implications:
Project Design • establish eligibility requirements (identify sustainable development

needs, investment priorities)
• authorize legal entities
• decide baseline rules

Validation • accredit domestic designated operational entities (OEs)
Approval/
Registration

• decide government (or delegated) authority to
approve/register the project

• set up systems for approval and registration
Monitoring • decide standard measurement methods and reporting formats
Verification • accredit domestic OEs
Certification • accredit domestic OEs
Issuance • procedure for issuing ERUs

• establish and run the national registry
Source: UNFCCC presentations on CDM project cycle and ERM

Many of these institutional requirements derive from Kyoto Protocol requirements that aim to ensure
environmental integrity. These include setting appropriate baseline rules, verification by independent
entities, and transparency in providing public information at appropriate stages. Others are simply
processes that are required in order for the government give validity to emission reductions, which are a
new commodity that only exists by government remit. Some of these institutional elements can greatly
affect investor confidence and transaction costs. For example clearly defined requirements for JI projects,
standardised processes, and simple streamlined procedures will enhance investor willingness to engage in
JI projects. These sets of institutional issues are discussed in Sections 2.2 and 2.3.

2.2 Institutions related to environmental integrity

2.2.1 Baseline rules

A project baseline should reflect the emissions that would occur in the absence of the project. Box A.2 in
Annex I summarises the requirements in the Marrakech Accords for JI baseline setting. To allow domestic
or international legal entities to participate in JI projects in their country, governments will have to decide
on rules for JI project baselines. The baseline for a project serves as the basis for claiming emission
reductions units that can be sold and it is important that any export of ERUs is matched by real emission
reductions. The baseline also affects the commercial attractiveness of a project to investors. If the baseline
is too tough, investors may be discouraged unnecessarily, but if too lenient, then the environmental
objectives of the project and hence of the Kyoto Protocol may not be met.

Governments also need to set criteria relating to baselines and environmental additionality so that project
proponents are clear from the outset whether their project might earn ERUs. Arbitrary or flexible rules that
vary from project to project will create substantial uncertainty regarding whether projects will be
objectively approved and the emission reductions independently certified. These uncertainties increase
associated project risks, which are likely to decrease the attractiveness of JI. It is important for
governments to be able to set realistic and fair emission targets and project baselines. It is also obvious
from experience that governments (if they are eligible for track 1) have significant leeway to use baseline
rules as a policy tool, for example to encourage projects in some areas that have other benefits.
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The decision on which countries meet the requirements for track 1 and so will be eligible to decide their
own baseline rules is scheduled for 2007. The safest approach, therefore, is to adopt the “Track 2”
international rules for JI projects as soon these are decided by the JI Supervisory Committee. In the
meantime, it is important to adopt effective processes that are simple for investors to follow and
environmentally sound in terms of additional emission reductions. Countries wishing to attract JI
investment in the next few years may need to consider providing a government undertaking or insurance
against non-validity of ERUs based on national requirements that are set before track 2 rules and country
eligibility for track 1 are clear.

There are advantages even for countries that are eligible for Track 1 to follow Track 2 baseline rules as
these will create internationally consistent rules for baselines, thus avoiding the concern that countries with
less stringent baseline rules will attract more investment. In addition, use of the JI Supervisory Committee
rules, together with the monitoring and verification requirements, will avoid any risk that ERUs sold from
projects will be subject to the Commitment Period Reserve constraint.

Box 2.2 illustrates the types of government decisions required that are related to JI baselines.

Box 2.2 Examples of government decisions on JI baselines

Establish baseline rules
• Decide eligible sectors or project types
• Decide on rules for project boundaries (including how to address leakage of emissions outside the project boundary and

outsourcing, inclusion of direct sources only or indirect sources as well);
• Decide on methods for baseline evaluation (for example, as for the CDM, baseline methods could include an estimate of

existing, actual or historical emissions for the activity; or emissions from a “benchmark” technology that would normally be
used; on a project-specific basis and/or using a multi-project emissions factor; taking into account relevant national and/or
sectoral policies and circumstances sectoral reform initiatives, local fuel availability, power sector expansion plans, and the
economic situation in the project sector)

• Decide on the duration of the baseline (whether it should be reviewed periodically and revised upwards or downwards if
certain conditions arise);

Source: UK govt TOR for project baselines and ERM

2.2.2 Monitoring and Reporting methods

Actual emissions once the investment is made are monitored over the lifetime of the project.
Quantification of emission reductions involves comparison of annual baseline emissions with annual
project emissions (once the project investment has been made) calculated using the same methodology.
Standard methods for calculating emissions are already available e.g. Inter-governmental Panel on Climate
Change (IPCC), Dutch ERU-Pt, Prototype Carbon Fund, and World Business Council on Sustainable
Development (WBCSD) all of which follow the same basic methods.

Governments will need to decide on whether to require a standard Monitoring and Verification Protocol
(MVP) for certain project types and whether project investors can submit their own MVPs for government
approval on a case-by-case basis as is done under the PCF. As well as MVPs themselves, guidelines on the
country’s JI provisions are helpful for the independent verifiers who verify emissions reductions from
projects.

Box 2.3 summarises government decisions that are related to monitoring and reporting.
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Box 2.3 Examples of government decisions on JI baselines

• Decide on data sources that project investors should use and data quality requirements (eg transparent approaches,
assumptions, methodologies, parameters, data sources and key factors.

• Decide on methods for monitoring emissions (eg in such a way that ERUs cannot be earned for decreases in activity levels
outside the project activity or due to force majeure; taking account of uncertainties and using conservative assumptions)

• Decide on specific MVP for different gases and sources, or allow case by case submission of project specific MVP for
approval.

2.2.3 Accredit Designated Operational Entities

Governments will also need to decide on the requirements and process for accrediting independent entities.
In most countries, this is done through a national accreditation body that is established for accreditation on
a wide range of issues including ISO 14000. It is important to develop local capacity for baseline and
environmental additionality assessment, project validation, verification and certification. National
institutions and private sector firms should be designated as operational entities provided they demonstrate
relevant expertise and resources. Existing local operating entities financial and accounting audit,
environmental verification and certification, and energy audit could potentially be accredited as operational
entities for JI. National certification processes will enhance capacity in the host country and generate
business for domestic firms.

Verification can only be done effectively by experts with technical knowledge of the sector or type of
project. An energy sector project may require someone with an appropriate engineering background while
a sinks project would require someone with a sound scientific understanding of carbon sequestration
estimation techniques. To generate confidence, verification must be undertaken by institutions that are
respected and whose independence from the project is beyond question.

2.2.4 Transparency of information; public and stakeholder participation

The Marrakech Accords require public participation and stakeholder processes for JI. Public participation
improves the likelihood of successful project implementation by avoiding costly delays, legal disputes, and
negative publicity. Projects that are not supported by local communities are far more likely to face
implementation problems and far less likely to achieve their intended outcomes. From the standpoint of all
JI stakeholders —local communities, investors, and public officials within governments and international
bodies —public participation promotes accountability and good governance. Timely disclosure of
information reduces the likelihood of corruption or collusion and so can improve the overall performance
of the JI mechanism. An open, transparent process will improve environmental integrity by allowing
NGOs and local groups to provide any vital information that may have been omitted by, or unknown to,
project proponents. Such a process can increase the credibility of project baselines. Monitoring,
verification, accreditation and approval processes for JI all require stakeholder comments under the
Marrakech Accords.

2.3 Institutions related to investor confidence

2.3.1 Define project eligibility requirements

Each country will need to consider its own eligibility requirements for JI. A country that hosts a JI project
will determine whether it is in line with its economic and environmental (or sustainable development)
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goals. Thus a process is needed to identify the types of projects that the government considers appropriate
to be addressed under a JI framework or that the government wishes to encourage. Consideration could be
given to a wide range of environmental, economic and social issues in setting the rules for JI projects in a
country. Governments will need to develop national rules, guidelines and criteria that are consistent with
national priorities for determining whether JI project activities are eligible. Governments may decide to
prioritise project types or locations that are preferred, for example for local economical, environmental or
social reasons.

Governments could decide to limit JI projects to certain sectors, or could decide to allow any activity to be
defined as a JI project is validation is provided by independent third-party verifiers. The decision will
often depend on the difficulties of establishing baseline rules for certain types of project. For example a
country may decide that methane from ruminant animals is too uncertain for appropriate baselines to be
established.

Whatever is decided, investor confidence will be enhanced if the rules are clear and well communicated.
Any uncertainty over project eligibility, or delays in determining this, will add to project transaction costs.
Clear and operational selection and approval criteria integrated into local and national development
objectives will help project proponents to decide whether to carry out a project under JI.

2.3.2 Authorise legal entities

Approval/registration and issuance are processes that can greatly affect the transaction costs for project
proponents. It is likely that eligibility for legal entities to participate in JI will be given at project approval
stage. If a project is acceptable the approval process should give the project proponent the authorisation to
carry it out and gain any ERUs that are issued from it. There may be a need for each country to examine
whether any legal provisions are required to underpin the approval process.

It is important to recognise that legal entities in transition countries will be both project proponents in their
own countries and also might invest in projects in other countries. Similarly, non-transition countries will
be looking to attract inward JI investment as well as authorising their own legal entities to invest in
transition countries. Entities will need government authorisation to engage in processes that lead to the
transfer of ERUs, both exports and imports. This is likely to be achieved through the rules for project
eligibility and baselines. In other words, in normal circumstances, if a project is approved as meeting a
country’s JI project rules then exports of the ERUs to other countries by the entity that owns them are
automatically “authorised”.

One key issue for investor confidence is that governments must carry out certain responsibilities to remain
eligible to participate in JI in order for legal entities to participate. Governments must ratify the Kyoto
Protocol, and provide an annual inventory and supplementary information as required. If a country loses
its eligibility to participate in JI or hits its Commitment Period Reserve limit, then legal entities in that
country will also be prevented from selling ERUs to other countries. Governments must decide whether to
establish legislation to prevent the sale of ERUs if the country is under international restrictions of this
nature. An alternative could be for a government to commit to buying ERUs to balance any ERU exports
by industry – which would give industry greater confidence in JI investments but leave the government
open to the cost of underwriting industry ERU exports.
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2.3.3 Government approval and registration processes

The government in the project host country should be able to provide all potential investors with clear and
up-to-date information about their procedures, project eligibility criteria, decision-making authority,
monitoring requirements, reporting formats, information requirements and approval processes. These
decisions should not be left open for ad-hoc decision making. Institutional procedures should be
streamlined as much as possible, for example by establishing a “one-stop shop” for investors. The
organisational structure of the JI process of the country and the mandates of the authorities should be clear
and made available to ensure efficient and transparent JI process.

Effective communications between government agencies, the private sector and foreign investors is
important. A central co-ordinating authority (national focal point) is required under Article 6 and this
could be the “one-stop shop” agency referred to above to help to avoid overlap of functions, minimise
transaction costs for project proponents and enhance continuity and efficiency. The focal point institution
will typically require inputs or participation from a range of government agencies. The focal point could
be formally assigned to be responsible for various aspects of JI administration such as project approval,
registration, issuance of ERUs and for other functions such as raising awareness of the public, private
sector firms and investors, and provide information on its activities, rules and procedures, and answer to
requests for information.

Interdepartmental JI-Units can be formed as executing agencies of the JI programme (eg in Romania and
Bulgaria this approach is used). The JI unit is guided by a steering group with representatives of all
relevant departments.

The national focal point institution could have a range of responsibilities, such as:
• coordinate with domestic project implementing entities and investors on project development and

implementation;
• approve monitoring and verification protocols
• support technical development of baseline;
• oversee the overall project development and coordinate with project proponents on proposal details,

baseline methodology and project monitoring plan;
• coordinate with other JI implementing agencies at different stages of the project activities;
• authorise the accreditation process for domestic operational entities.
• facilitate public participation;
• maintain an up-to-date list of approved JI operational entities and JI projects in the country (to be made

available to the secretariat and the public).
• establish a public participation process for stakeholders who are likely to be affected by a CDM project;
• manage information marked proprietary or confidential by project participants so as not to disclose it

without consent;

2.3.4 Process for issuing ERUs including national registry

International transfers and acquisitions between Parties to the Kyoto Protocol will be made through
national registries. These will be standardized electronic databases in each country containing common
data elements. Any domestic or foreign firm that wishes to receive ERUs from a project will also have to
have accounts in the national registry of the host country or else buy their ERUs from an account holder in
that country and have them transferred to their own account in their country.
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Registries will be the main vehicles for proving the validity of ownership of permits as they will only exist
in electronic form in a registry account. Registries will, at a minimum, need to:
• record “assigned amount” held by the government and emission permits held by companies;
• record transfers and acquisitions;
• make transfers between accounts quickly;
• provide a publicly accessible interface;
• not disclose information marked proprietary or confidential by project participants without consent.

To establish the registry, governments can either use registries that have been developed by other countries
(if these are available as seems likely), or commission their own registry, which would enable country
specific features to be added. The capital equipment required is a secure, stand-alone computer. The
operational requirement is for staff to enter data on ERU transfers – possibly daily, depending on the
volume of transfers. Slovakia’s registry cost USD5000 for software and hardware, USD4000 in the first
year for operational costs, and USD2000 for each subsequent year. (1)

2.3.5 Contractual and financial institutions

Strong contractual and financial institutions are another key element that enhances investor confidence. A
stable and favourable investment climate is needed for both domestic and foreign investors. Established
property rights over emission reduction units as well as the system of the contract enforcement can
significantly increase the willingness to invest in and insure the JI projects.

Dispute resolution procedures are also needed. For example, disputes could arise between certifying
entities and investors or environmental NGOs; or between investors, project sponsors and credit buyers, on
the one hand, and government, on the other, over host country regulatory or other decisions that allegedly
have prevented an entity’s ability to earn credits from a project.

In addition to any international investment agreements, individual project agreements are likely to govern
the legal relationship between the host and a foreign investor. These contracts, which may involve a range
of actors, will set out the parties’ obligations to ensure the project’s performance. These contracts will
spell out the terms upon which the credits resulting from the project will be transferred or shared between
the entities (possibly including the government). This type of contract could complement or, in some
circumstances, override the normal property rights established under government policy. Well-negotiated
agreements, expressed in clear terms, can set out each participant’s legitimate expectations and prevent
misunderstandings and disputes from arising.

Governments will need to ensure that the legal infrastructure exists to support the establishment of
institutions and processes for JI projects. Legal issues may arise concerning the determination of share of
ERUs that should be available for export based on beneficial equity between the host country and the
investor; the responsibility for administration of JI projects to ensure the roles responsibilities of agencies
in directly involved in JI projects are clear; the requirement for stakeholder or public participation in JI
processes; and regulations that balance the need for transparency in implementing JI project with business
confidentiality. Legislation that provides a clear basis for investment in general will also encourage JI
investment.

1 Presentation by Gabriela Fischerova, Ministry of the Environment, Slovak Republic, to the Annex I Expert Group,
May 2002.
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2.4 Private sector requirements

Private sector entities are key players in JI. They will participate as investors or co-investors, project
proponents and operational entities. Companies, as well as governments, require institutional capacity to
carry out their JI activities that in some cases will go beyond their normal capabilities. Box 2.4 summarises
some obvious private sector requirements at different stages in the project cycle.

Box 2.4 Summary of private sector requirements

Project stage Institutional implications:
Project Design • awareness of eligibility requirements and baseline rules

• Identify GHG reduction opportunities or “projects”
• ascertain whether these projects will be eligible for crediting under domestic

rules
• ability to negotiate ERU sharing with joint venture partners
• prepare project design document

Validation
Approval

• DOE capacity to carry out validation.
• Obtain approval by the all of the Parties (ie governments) involved.

Registration • awareness of government registration procedure
Monitoring • technical capacity to monitor emissions and report to govt

• ability to establish an appropriate baseline and monitoring plan
• knowledge of MVP requirements;

Verification • project proponent must select and contract verifer
• prepare and submit to an accredited independent entity a report

in accordance with the monitoring plan on reductions
• DOE capacity to carry out verification

Certification • DOE capacity to carry out certification
Issuance • communication with the national registry

• determine strategy for selling ERUs (price, timing)

*DOE: designated operational entity

Several of these private sector requirements would benefit from government sponsored institution building
including awareness raising, training and information provision. The government could assist in
determining project baselines by providing relevant information and/or projections for each project and by
preparing a Project Developers Guide. Many such resources could usefully be developed at the regional
level or by the Annex I Experts Group as the same advice will be relevant for projects in different
countries.

One way to achieve efficient flow of information is to use the national focal point as a “one stop shop” for
information although this is unlikely to be sufficient to make the private sector broadly aware of the fact
that they could develop JI projects, or gain accreditation as independent operational entities for JI. The
global market for JI will spawn a new set of service industries. To maximise economic gains from the JI, it
is important to develop local expertise in these new areas of economic activities. At present the number of
local JI experts in many countries very low. There is a need to increase the local consultancy base to avoid
the risk of large chunks of investment to support project development going to foreign consultants and
agencies.

There is no need for the government to establish the market mechanisms that make transactions among
participants possible (other than the registry). Brokers, exchanges and other market makers already exist in
the private sector and are quick to see the new opportunity that a new commodity offers for their business.
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3. Identifying Good practice

JI is already driving project investments in central and eastern European countries where have large
quantities of emission reductions can be obtained from very low cost investment. Several CEE countries
are already pursuing emission reduction projects with OECD country partners. JI Projects are currently
already being implemented under existing schemes such as the Dutch ERU-Pt Programme, the Prototype
Carbon Fund of the World Bank, and through agreements with Annex I Governments (e.g. Norway). The
Czech Republic, Poland, and Bulgaria already have experience of JI-like projects under these programmes.
Current experiences with JI under various programmes are summarised in Annex 1. Elements of good
practice suggested by this experience are:

• minimise bureaucratic hurdles and keep transaction costs low
• be pragmatic and gain practical experience with a real projects and “on-the-job” training (eg through

ERU-Pt, PCF projects);
• one window approach – it should be clear where investors and project proponents need to go to inquire

about JI processes and rules and to seek assistance;
• clear approval criteria and screening procedures to reduce uncertainty for project developers (criteria

could be differentiated across project categories);
• set up a resource centre - JI requires specialised technical information. The focal point institution

could provide background materials, internationally approved manuals for baseline studies and
monitoring procedures. It can also keep short lists of JI consultants and Operating Entities active in the
country;

• NGOs, research institutes and local consultants can play an important role in developing and
evaluating project procedures (baselines, etc..)

• the provision of training and on the job training programmes, workshops, seminars;
• coordination between departments;
• technical training eg on monitoring, validation, verification techniques;

These are examples of good practice from the available documentation of experience with JI-type
programmes. Much more will be learned by governments and private sector entities by engaging in JI
investments and it is important to see what works in real life in the specific circumstances each country
faces.
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4. Analytical framework for examining institutional issues

Every country has different institutions, historical norms, and processes. Some existing institutional
elements will help JI projects. Others may hinder it. Current capacity difficulties are typically:

• lack of institutional framework;
• not enough people to staff activities;
• knowledge and experience with JI limited to a few people;
• lack of co-ordination among government departments.

While every country has unique systems and will require its own solution to the institutional requirements
for JI, a common analytical framework within which to identify needs provides a basis for considering the
issues. The analytical framework proposed here is simple, and has been used successfully to develop
institutional strategies in several countries:
• Identify what functions have to be carried out (i.e. identifying what, not how);
• Identify existing institutions (organizations) that could carry out the functions and existing legal

backing that could be used or amended;
• Identify the gaps which show where new institutions and legislation may be needed.

Box 4.1 sets out a series of institutional functions that are needed at different stages of the project cycle.
Some are government institutions, while others require private sector capacity. There are likely to be more
functions that could be added to this. The remaining columns are left blank for each country to consider
and fill out as appropriate.
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Box 4.1 Gap analysis

Project stage Institutional implications: Existing
Organisations

Existing Laws Gaps?

Project Design • establish eligibility
requirements

• establish baseline rules
• authorize legal entities
• disseminate info on JI

requirements

Validation • accredit domestic OEs
• private sector capacity to

carry out validation

Approval &
Registration

• decide authority to
approve & register

• set up systems for
approval/registration

Monitoring • decide standard
measurement methods &
reporting formats (MVP)
and whether to allow case-
by-case MVPs

• technical capacity to
monitor emissions

• awareness of MVP
requirements

Verification • guidance for verifiers
• accredit domestic OEs
• capacity to carry out

verification.

Certification • accredit domestic OEs
• capacity to carry out

certification

Issuance • procedure for issuing ERUs
• national registry

Other • focal point/one-stop shop
• public participation
• stakeholder processes
• information management
• contractual/financial/legal

framework
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6. Annex I: Additional information

6.1 Joint Implementation Article 6 provisions

Joint Implementation (JI) is a vehicle for project investments in Annex I countries. A project baseline is
set that represents the emissions that would have occurred if the investment had not been made. Actual
emissions once the investment is made are then monitored. Verified emission reductions from the baseline
are awarded “emission reduction units” (ERUs). Governments can authorise companies to participate in
this activity. Under JI initiatives, companies have incentives to invest in lower greenhouse gas activities
in the expectation that emission reductions will provide an extra revenue stream for investments.

General provisions for JI from COP7 are:
• Parties included in Annex I should refrain from using ERUs generated from nuclear facilities to meet

their commitments.
• Projects starting as of the year 2000 may be eligible as Article 6 projects but ERUs shall only be issued

for emission reductions after the year 2008.
• Any administrative costs shall be borne by both the Annex I Parties and the project participants (the

governments and companies involved).
• Project host countries determine their own criteria for consistency of JI projects with sustainable

development goals.
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Box A.1 JI: Track 1 and Track 2 provisions

Source: UNFCCC The Marrakech Accords & The Marrakech Declaration (decisions 7/CP.4 and 14/CP.5)(Advance unedited
version)

Box A.2 Marrakech Accords requirements for baseline setting

Source: UNFCCC The Marrakech Accords & The Marrakech Declaration (decisions 7/CP.4 and 14/CP.5)

Eligibility requirements for JI participation
Before the government or companies can participate in JI, the government of a country must:
• Become a Party to the Kyoto Protocol ie ratify the Protocol).
• Establish its assigned amount and a national system for estimating emissions and sinks.
• Put in place a national registry.
• Submit the required national inventory and supplementary information annually.

A Party (ie government) involved in an Article 6 project shall inform the secretariat of:
• Its designated focal point for approving projects.
• Its national guidelines and procedures for approving Article 6 projects, including the consideration of

stakeholders’ comments, as well as monitoring and verification.

Track 1
Where it meets the eligibility requirements a host Party may use its own processes to verify reductions in
anthropogenic emissions as being additional and issue the appropriate quantity of ERUs. Legal entities
may only transfer or acquire ERUs if the authorising Party is eligible to do so at that time. A host Party
that meets the JI eligibility requirements may also choose to use the ”track 2” international verification
procedure under the Article 6 supervisory committee.

Track 2
Where a host Party does not meet the eligibility requirements, a verification procedure under the Article 6
supervisory committee is required. The host Party may only issue and transfer ERUs following an
appropriate approval process. If a country does not meet the meet the eligibility/participation
requirements noted above the international supervisory committee shall:
• supervise the verification of ERUs generated by project activities;
• accredit independent entities to verify ERUs from the projects;
• review and revise reporting guidelines and criteria for baselines and monitoring; and
• elaborate a JI project design document for consideration by the COP/MOP.

Any provisions relating to the commitment period reserve or other limitations to transfers under Article
17 shall not apply to transfers by a Party of ERUs issued into its national registry that were verified in
accordance with the verification procedure under the Article 6 supervisory committee.

Criteria for JI baseline setting
The baseline for an Article 6 project is the scenario that reasonably represents the emissions that would
occur in the absence of the proposed project. This must be established:
• On a project-specific basis and/or using a multi-project emissions factor;
• In a transparent manner with regard to the choice of approaches, assumptions, methodologies,

parameters, data sources and key factors;
• Taking into account relevant national and/or sectoral policies and circumstances, such as sectoral

reform initiatives, local fuel availability, power sector expansion plans, and the economic situation in
the project sector;

• In such a way that ERUs cannot be earned for decreases in activity levels outside the project activity
or due to force majeure;

• Taking account of uncertainties and using conservative assumptions.
• A baseline shall cover emissions from all gases, sectors and source categories listed in Annex A and

anthropogenic removals by sinks within the project boundary.
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6.2 The project cycle

The CDM project cycle is the best developed indication of the typical steps required to establish a project,
ascertain additional emission reductions, and issue credits. Box A.3 summarises the 5 main steps in the
CDM project cycle, the entities involved, and the institutional requirements implied by each.

Box A.3 CDM Project cycle and institutions required

Project stage Description Institutional implications:
Project Design The proposed project must

follow agreed processes and
eligibility rules

Carried out by:
Govt requirements:

Private sector:

• project proponents
• establish eligibility requirements
• authorize legal entities
• awareness of JI requirements

Validation Project design is
independently reviewed and
validated.

Carried out by:

Govt requirements:
Private sector:

• accredited independent operational
entities

• accredit domestic OEs
• capacity to carry out validation

Registration Once validated the project
can be registered with the
relevant authority.

Carried out by:
Govt requirements:

Private Sector:

• relevant authority
• decide authority to approve & register
• set up systems for

approval/registration
• none

Monitoring Ongoing process for
estimating emission
reduction from baseline
according to agreed methods.

Carried out by:
Govt requirements:

Private sector:

• project proponents
• decide baseline rules
• decide standard measurement

methods & reporting formats (MVP)
• technical capacity to monitor

emissions
• awareness of MVP requirements

Verification Independent review of the
methods used to estimate
emission reductions from
baseline

Carried out by:

Govt requirements:
Private sector:

• accredited independent operational
entities

• accredit domestic OEs
• capacity to carry out verification.

Certification Independent certification
(based on verification) of
emission reductions.

Carried out by:

Govt requirements:
Private sector:

• accredited independent operational
entities

• accredit domestic OEs
• capacity to carry out certification

Issuance Certified ERUs are issued by
the relevant authority

Carried out by:

Govt requirements:

Private sector

• Govt authority or JI Supervisory
Committee

• procedure for issuing ERUs, national
registry

• none

General
institutional
issues

Designate a national focal
point

Carried out by:
Govt requirements:

Private sector:

• Govt authorities
• Designate a national focal point
• Establish stakeholder process/public

participation
• None?

Source: CDM project cycle www.unfccc.de and ERM
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6.3 Institutions: examples of relevant institutions

Eligible JI project activities could cover many sectors. Organisations having potential to participate in JI
processes may be numerous, with several key ones. Their potential roles vary from one organisation to
another. Some could be more active at policy or coordination level; some at implementation level; others
as observers or potentially beneficiaries.

Examples:
• Prime Minister’s office
• Ministry of Industry/Energy
• Ministry of Finance;
• Central Bank;
• Electricity board;
• Ministry of Agriculture /Forestry;
• Ministry of Environment
• Ministry of Science, Technology
• Pollution Control Department;
• Ministry of Transport
• State Department/Ministry of Internal Affairs
• Provincial and metropolitan Electricity Authority
• Private Sector
• Non-government Organizations
• Local Communities
• Etc

6.4 Legislation: Examples of relevant laws

Countries will need to review current national policies, plans, laws and regulations that will support the
implementation of JI processes and projects to identify gaps and needs. Examples of relevant policy/laws
are:
• Energy Conservation Acts
• Energy Policy Acts Energy Development plans
• Forest Acts, National Park Acts
• Environmental Quality Management Plan
• Emission Standards for Energy;
• Energy efficiency standards
• Waste policy and regulations
• Notification of the Ministry of Science, Technology and Environment
• Motor Vehicle Efficiency and Emission Standards
• Pollution Prevention and Control (IPPC)
• Industrial Emission Standards.
• Natural Resources and Environmental Policy;
• Science and Technology Policy;
• Foreign Policy;
• Social Policy.
• Investment Promotion Policies
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6.5 Netherlands ERU-Pt

6.5.1 Introduction

Through the Emission Reduction Units Procurement Tender, ERU-PT, the Ministry of Economic Affairs
of The Netherlands has effectively implemented JI by purchasing Emission Reductions Units from project
investments in central and eastern European Annex I countries. The Dutch government has also extended
the programme to CDM projects in non Annex 1 countries in a new “CERU-Pt” programme.

6.5.2 Donor/host agreements

The Netherlands has signed a Memorandum of Understanding (MoU) at a bilateral level with a number of
countries in which the government agrees to transfer carbon credits to the Netherlands. The Ministry of
Economic Affairs and the Ministry of Housing, Spatial Planning and the Environment of the Kingdom of
The Netherlands are the relevant Dutch authorities for the purpose of this Memorandum. The MoU
specifies the recognition agreement of the Host Country for the transfer of assigned amount for any
emission reductions that derive from these projects during the Kyoto commitment period to the Dutch
Government. The main aspects covered by the MoU are the level of emission reductions, the contribution
of the Netherlands and of the Host country signatories, and the public procurement procedures for the
acquisition of ERUs.

6.5.3 Project administration institutions

Key institutional elements that are now considered to be examples of best practice are the project selection
and approval processes, monitoring and verification requirements, and payment on proof of delivery of the
promised emission reductions (post verification).

6.5.3.1 Project Selection

Senter International, a public institution acting for the Dutch Government, establishes call for proposals for
JI and CDM projects. Any company in the world can submit projects in the ERU-Pt tender processes. The
project developer can test the validity of its project as a ERU-Pt project against a series of criteria for
eligibility including project types and compliance criteria.

The latest ERU-PT JI tender was closed in March 2002, expressions of interest by a total of 27 companies
have been submitted for this second round of the programme of which 18 have been accepted for
evaluation. The projects that have been registered are well distributed over the various countries. Top
runner so far is Bulgaria (6) followed by Romania (5), Hungary (3), Slovakia (2) and Estonia (1). Senter
received also an Expression of Interest related to a project located in New Zealand.

Senter assesses the detailed proposal on the basis of the price at which carbon credits are being offered, the
feasibility of the investment and its sustainability. Senter also checks the validation and the Letter of
Approval and contracts a number of companies. The proposals that comply to the requirements are ranked
by price (EUR/CO2e). Contracts are awarded to the lowest price proposals.
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6.5.3.2 Approval Processes

To be approved a project must be validated by a independent third party to ensure that the project design,
the baseline, the monitoring and verification protocol and the emission reduction calculations are valid
compare to a set of criteria including the Kyoto Protocol rules, applicable UNFCCC documents, ERU-Pt
operational guidelines and terms of reference, Host Country legislation, etc. The emission reductions by
the project must be shown to be additional and significantly larger to what otherwise would have occurred.
The host country’s government must give approval for the transaction in carbon credits through a Letter of
Approval. Obtaining this letter is easier if the Host Country has signed a MoU, otherwise the project
developer has to approach the Host country government.

6.5.3.3 Validation, Monitoring and Verification

The validation is the process of an independent validator evaluation of a project against the requirement of
JI project activities on the basis of the project design documents. Verification if the periodic independent
review and ex-post determination of the monitored emission reductions or removals that have occurred as a
result of the validated project activity.

The first step of the process is the establishment of a validation/verification contract by ERU-Pt, the
validator/verifier tasks involve: selecting the validation team; review of the project documents against a set
of pre-defined criteria; assessing the project documents against the criteria; on site assessment if judged
necessary and cost-effective; writing a draft validation report including any necessary corrective action
identified and the reasons for conclusion, decision and corrective actions. After the revision of the report
the validator team leader submits a report which is submitted to the project proponent organisation.

6.6 The Prototype Carbon Fund

6.6.1 Introduction

The World Bank’s Prototype Carbon Fund (PCF) funds projects in the framework of Articles 6 (JI) as well
as Article 12 (CDM) of the Kyoto Protocol. PCF financing goes to specific projects that meet the agreed
PCF project selection criteria and conform to the procedures of the PCF, which ensure high quality
emissions reductions.

The Prototype Carbon Fund, established in the World Bank with contributions from governments and
companies, is a first attempt to experiment with the creation of a market in emissions reductions under the
Kyoto Protocol's "flexibility" provisions. It has subscribed capital of US$180 million. The governments
currently participating in the Fund are Canada, Finland, Japan Bank for International Cooperation,
Netherlands, Norway and Sweden.

6.6.2 Donor/host agreements

Experience from potential CDM projects funded or being investigated by the PCF provides examples of
the agreement process between the donor and the host country. Once an agreement on a framework for a
project is reached between the PCF and the Host Country project office, a Host Country Agreement
between the Host Country and the International Bank for Reconstruction and Development (IBRD), acting
as trustee of PCF, is established.
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This Host Country Agreement will usually include covenants on Host Country assistance with registration
of CERs; compliance by Host Country with the UNFCCC regulatory framework; future ratification of the
Kyoto Protocol; access to project sites; disclosure of information; and distribution requirements for sale of
additional CERs. In the case of multi project agreements, for each sub-project under the umbrella, a Letter
of Approval should be provided by the authorized Host Country entity confirming that the host Country
endorses the project for the purpose of Article 12 of the UNFCCC/Kyoto Protocol, and that the project
sponsor has ownership of CERs generated by the project.

6.6.3 Project administration institutions

The PCF supports projects directly and through participation in "local or regional carbon funds" that it
helps to establish. However, even when the PCF participates in other carbon funds, its financing is
identified with specific projects that meet the agreed PCF project selection criteria and conform to the
procedures of the PCF, which ensure high quality emissions reductions.

6.6.3.1 Project selection

Participants in the Fund agreed on a set of project selection and portfolio development criteria designed to
serve the "learning-by-doing" objective of the PCF while reducing project risk through portfolio diversity.
In practice, these objectives are achieved by balancing the Fund's portfolio between: (a) CDM and JI Kyoto
Mechanisms; (b) geographic regions; and, (c) eligible technologies and/or fuel switching in projects that
create Emissions Reductions additional to a credible baseline of what would have happened without PCF
financing. Criteria concerning the absolute level of PCF financing in any one project are intended to
expand the number of projects that the PCF supports while keeping transaction and administrative costs at
acceptable levels to the Participants. In some cases PCF has agreed to provided part of the funding for the
ERUs and CERs upfront, as for example by funding the validation exercise

6.6.3.2 Validation and Monitoring and Verification

The PCF approach to validation, verification and certification process has been developed in order to kick
start the carbon market, and the World Bank is strongly aware both of the need to move more quickly than
the international rules and also to be in line with international rules as they develop. The objective is to
give necessary documentation and assurance for the UNFCCC to register eligible JI or CDM projects and
thus to provide confidence for investors that each PCF project will meet the necessary international criteria
and will yield valid credits.

The PCF approach includes the following specific elements:
• A baseline study for the project and an explanation of how additionality and other relevant project

criteria will be satisfied.
• A Monitoring and Verification Protocol (MVP) for the project.
• Validation of the project design including the project baseline and the MVP.
• Monitoring of emission reductions and other relevant parameters and indicators.
• Periodic auditing of the project and verification that emission reductions have been achieved in

compliance with relevant project criteria.
• Certification of verified emission reductions.
• Recognition or registration of the certified reductions by a UNFCCC body.
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To date there is only 1 JI project under the PCF, a Solid Waste Management Project in Liepaja in Latvia,
although others are coming through the project pipeline. The purpose of the project is to implement a self-
sustaining modern waste management system for city and region of Liepaja.

6.6.4 Bulgaria2

6.6.5 Introduction

The Joint Implementation Unit is an independent evaluating unit under the direct supervision of the
Ministry of Environment and Waters, guided by a steering group with representation from all involved
departments3, and hosted by the State Energy Efficiency Agency (SEEA).

The Bulgarian government has chosen to set up an interdepartmental JI-Unit as executing agencies of the
JI programme, which is guided by a steering group, in which all involved departments are represented, see
Figure 4.1.

Figure 4.1 Bulgaria’s JI Institutional scheme

2 Bulgaria Joint Implementation web site: http://www.seea.government.bg/ji-unit/en/index.html

3 The Netherlands Agency for Energy and the Environment (Novem) and the Netherlands Energy Research
Foundation (ECN) implement the capacity building project in Bulgaria and Romania
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The Ministry of Environment and Water MoEW is the official focal point for the UNFCCC and is
responsible for the development of project criteria and provision of guidance to the JI Unit. The JI Unit is
guided by steering committee composed of policy makers and experts from all involved departments.

6.6.6 Donor/host agreements

The Ministry of Environment and Waters of the Government of Bulgaria and the Dutch government have
developed a Memorandum of Understanding for co-operation in the area of greenhouse gas emission
reductions, signed on 10 April, 2000. The MoU sets a common agreement for the development of ERU-Pt
projects in Bulgaria (see ERU-Pt Section for more details).

6.6.7 Project administration institutions

The main task of the JI Unit is to evaluate the project proposals submitted to Senter International, and
prepare an advice for decisions to the Ministry of Environment and Waters of Bulgaria. The staff of the JI-
Unit assists in the development of project selection criteria, co-ordinates the Joint implementation activities
with the Ministry of Environment and Waters, performs negotiations on credit sharing, and maintains close
communications with the project developers.

A significant part of JI-Unit's responsibility is the promotion of ERU-Pt scheme and creation of awareness
on Joint Implementation in general. The purpose is to increase the quality and the quantity of future
Bulgarian projects submitted to ERU-Pt. The promotional activities include provision of detailed
information on ERU-Pt to local business communities, foreign companies active in Bulgaria, and other
stakeholders such as NGOs, municipalities, Ministries, agencies, etc. The communication role of the Unit
provides for organisation of meetings and workshops, participation in seminars and relative events.

6.7 Poland4

6.7.1 Introduction

Poland was among the first Central European countries to have a national JI Secretariat. An Executive
Office for the Climate Convention opened in 1999, the JI Secretariat became part of the Executive Office
National Fund for Environmental Protection and Water Management. The National Fund provides staff
and funding as needed to carry out the duties of the JI Secretariat.

JI Secretariat is affiliated with the National Fund for Environmental Protection and Water Management,
under supervision of Minister of Environmental Protection. The Minister of Environmental Protection is
authorized to approve AIJ/JI projects and is responsible for developing a strategy for using the JI
mechanism to implement the government's environmental policy. The National Fund is the largest
financial institution to support environmental project in Poland. The National Fund has a great deal of
experience in selecting good projects, which can be registered under AIJ/JI programmes, as well as in
supervising their implementation and monitoring the environmental effects achieved.

4 http://www.climate.pl/
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Currently the JI Unit is beginning to prepare a new JI Strategy and procedure in accordance with Kyoto
Protocol5.

6.7.2 Donor/host agreements

For an AIJ/JI project to be implemented in Poland within the framework of the AIJ/JI program the first
mandatory step is the official signing of an agreement between the Polish Government and the Government
of the country from which the project proponent originates. To date the Polish Government has signed an
MoU with the Dutch and the Norwegian Governments.

After the official signing of an agreement between the Polish Government and the Government of the
country from which the project proponent originates, the project may be implemented within the
framework of the AIJ/JI program.

6.7.3 Project administration institutions

The JI Secretariat is responsible for coordinating all activities related to JI, including project proposal
evaluation, selection, reporting, and monitoring.
The JI Secretariat has developed evaluation criteria to select projects that best serve Poland's interests.

The implementation procedure for AIJ projects in Poland emerged in several stages. In the first phase, after
obtaining documentation from the project proponent, the JI Secretariat passed the information regarding
the project to all interested institutions (governors of provinces, ministries and experts) seeking their
opinions, if needed. The notification that the proposal had been submitted was also passed to the Director
of the Department of Environmental Policy and European Integration of the Ministry of Environmental
Protection that in turn notified the Minister of Environmental Protection.

A second period saw the appointment of a Steering Committee for the project by the Minister of
Environmental Protection, consisting of the policy makers from various governmental department and
various experts. The Steering Committee verified the proposal, clarified all related uncertainties and
submitted its recommendations on the project to the Minister of Environmental Protection. If the
recommendations of the Steering Committee were positive, the proposal was considered approved by the
Polish government and designated for implementation. However, the steering committee has now been
abolished.

The first AIJ program, co-financed by the Government of Norway, GEF and the Polish partners, was
launched in 1996. To date, the Norwegian program consists of about 40 separate individual projects now
under different implementation stages (JI Secretariat, 1999a). In addition, the Polish Government signed
an agreement with the Government of the Netherlands, under which 14 projects were pre-qualified and
evaluated for possible implementation as JI programs (JI Secretariat, 1999a). Under this program, two pilot
projects were selected and they are now completed: the heating systems for two towns Byczyna and
Szamotuly. Following a public information campaign, the JI Unit has identified a portfolio of about 70
proposal offers for JI projects.

5 http://www.climate.pl/
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6.8 Czech Republic6

6.8.1 Introduction

The National Reference Centre for AIJ/JI projects (NRC) was established within the Department of
Integrated Financing of the Ministry of the Environment of the Czech Republic.7

6.8.2 Project administration institutions

The National reference centre for AIJ/JI has developed a list of information according to which projects
will be evaluated (transparent baseline, annual emission reduction, total reduction, economic effectiveness
and additionality). Guidelines for project submission and a series of criteria for the evaluation of JI
projects include the following:

i) the condition of "additionality", i.e. decrease in GHG emissions resulting from the given
technology that would be impossible to achieve without implementation of the project.
Proposals for projects that are aimed at fulfilling conditions laid down by the relevant
environmental legislation valid in the Czech Republic shall be excluded from further
proceedings;

ii) compliance with the priorities of the State Environmental Policy and with the priorities of the
State Program of Support for Energy Savings and Use of Renewable Sources of Energy;

iii) the condition of "the best available technology";
iv) the benefit for dissemination of know-how and new technologies in the Czech Republic;
v) compliance with macro-economical policies, both at national and regional levels (e.g. growth of

employment).

6 Czech Ministry of Environment web site: www.env.cz

7 Ms. Lenka Karova (lenka_karova@env.cz)


