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Flooding in Kandal Province during 2000

Global climate change and
international responses

There is increasing scientific evidence that
human activities could have an impact on
global climate due to emissions of
greenhouse gases such as carbon dioxide,

methane and certain industrial gases.

ANSHANIBNGISIG SNy & k009
Road traffic in Phnom Penh, 2000

The increase of greenhouse gas (GHG)
concentrations leads to a warming of the
atmosphere; global average temperatures
have already increased by 0.7°C in the last
century. Anthropogenic climate change is
likely to trigger several effects such as sea
level rise, a more frequent occurrence of
extreme events such as cyclones, floods
and droughts, and thus generate economic

damage.
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In order to tackle this global environmental
challenge, the United Nations Framework
Convention on Climate Change (UNFCCC)
was adopted in 1992. The Parties to the
GHG

concentrations in the earth's atmosphere at

Convention agreed to stabilize

a level that would prevent dangerous
anthropogenic interference with the climate

system.

In December 1997, the UNFCCC Parties
adopted the Kyoto Protocol, which sets a
first step in achieving the UNFCCC
objective through
quantified GHG
emission
reduction
commitments for
industrialised
countries and a
timetable to

achieve these.
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Protocol is that
industrialised countries (so-called Annex B
GHG

emissions by an average of 5.2% below

countries) must reduce their
1990 levels by the first commitment period
2008-2012.

Annex B

Developing countries (non-

countries) have no such
commitments under the Kyoto Protocol. The

Protocol entered into force in 2005.
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The Clean Development
Mechanism (CDM)

The Kyoto Protocol allows industrialised
countries to fulfil their commitments partly
on the territory of and in co-operation with
other countries. One of the mechanisms
that have been established for this purpose
is the Clean Development Mechanism
(CDM),

between

which deals with co-operation

countries and

industrialised

developing countries.
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The CDM serves a dual purpose. On the
one hand, it is an instrument to assist
developing countries in achieving
sustainable development. On the other
hand, it can assist industrialised countries in
Protocol

complying with their Kyoto

commitments.
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The basic idea of the CDM

The principle of the CDM
industrialised nations (either the state or

is simple:

private companies) can invest in relatively

low-cost abatement  opportunities in
developing countries (“host country”). In
return, they receive credits for the emission
reductions from the projects (so-called
“Certified Emission Reductions” or CERS).
The investor country subsequently adds
these CERs to its GHG emissions budget
under the Kyoto Protocol. In order to comply
with the Protocol, industrialised countries
must keep their domestic emissions below
this budget. By adding CERs from CDM
projects to their budgets, industrialised
countries can have higher domestic GHG

emissions than without the CDM.

An important benefit from the CDM for
developing countries is that it enables
additional transfers of  sustainable
technologies to several sectors in CDM host
countries, such as energy, tourism, forestry,

industry, and transport.
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Basic rules for CDM

To ensure that a CDM project can achieve
its dual goals, two things are important,

namely:

e The project proponent must prove that
the activity (hence the GHG emission
reduction) would not have occurred in
the absence of the project.

e The project must promote sustainable

development in the host country.

the CDM is

supervised by an Executive Board (EB),

Mainly for this purpose,

which itself operates under the authority of
the Parties to the Kyoto Protocol. The EB is
responsible for determining whether a
proposed initiative qualifies as a CDM
project, given the criteria for the dual goals
set out in the Kyoto Protocol and the further

guidance provided by the COP.

Judging whether a proposed CDM project
contributes to sustainable development is
the task of the host country government,
which must approve a proposed CDM
project in terms of its contribution to the
country’s sustainable development goals,

based on national criteria.
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Who sells CERs?

All Non-Annex B countries (including
Cambodia) - either the state or private
companies - can be a seller of CERs
generated by CDM projects carried out on
their territory. Once sold to an entity from an
industrialised country, the CERs can be
added directly to that country's GHG
emissions budget, or sold to a third party
who needs CERs for compliance with Kyoto
Protocol commitments, or banked for later
use. Therefore, any entity who is in
possession of unused, banked or traded
CERs, and is looking to sell these quantified
emission reductions can be a seller of

CERs.

In early 2005, of the estimated emission
reduction from CDM projects ‘in the
pipeline’, 36% is located in Asia and 61% in
Latin America. The share of Africa in

planned CDM activity is still very small.
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Who buys CERs?

The largest buyer is the World Bank’s
Carbon Finance Business (CFB, which
represents many governments and some
companies from Europe) through several
funds such as the Prototype Carbon Fund
(PCF), the Development
Carbon Fund (CDCF), the BioCarbon Fund

and specific government funds such as the

Community

Spanish and Italian carbon fund. The
Government of the Netherlands is the
largest single buyer having budgeted about
800 million €; it uses several vehicles for
purchases. Several European governments
such as Austria, Belgium, Denmark, Finland
and Sweden have launched CDM tender
programs. Japanese entities are the largest
private buyers of CDM emission reductions.
Under the European emissions trading
scheme, companies can use CERs for
compliance and thus demand from
European companies is likely to increase.
Total volume on the buyer side has reached
around 1 billion €. Brokers such as
EcoSecurities, CO2e.Com, Natsource link

buyers and sellers.
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How CDM can contribute to
sustainable development objectives

of a developing country?

A CDM project must be in line with a host
country’s sustainable development priorities.
This could take place in several ways, such
as increasing availability of sustainable
energy to rural areas, poverty alleviation,
employment creation, reduced reliance on
imported energy, eco-tourism, etc. In
addition, the implementation of capacity
building programmes for the CDM funded
by international donors will also pursue
such development goals in host countries
through a strengthening of national relevant
agencies/institutions and improving public

awareness.
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Solar-Biomass Hybrid System in Sihanoukville



Specifically, Cambodia could benefit from
the CDM by:

¢ Defining investment priorities that meet
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' e Encouraging and permitting active
e participation by both the private and
public sectors;
e Obtaining  sustainable technology
transfers, such as:
- Obtaining more sustainable ways of
energy production;
- Increasing energy efficiency &
conservation;
e Alleviating poverty through income

and employment generation; and

e Improving local environmental side
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Solar System Project in Kampong Cham Province benefits.
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What could the CDM offer to the
private sector in Cambodia?

Several developing countries, including
Cambodia, which are in the process of
achieving large economic growth, often
have to settle for inferior technologies.
These technologies generally consume

more energy than state-of-the-art or
advanced technologies. The CDM enables
more energy efficient (or less GHG emitting)
technologies to be installed. Therefore,
through the CDM an entrepreneur can
e Opt for a better and more efficient
technology resulting in cost savings;
e Have a safer and cleaner plant; and
sustainable

e Contribute to national

development and to global

environmental protection.

A company or Annex B country participating
in the CDM project can finance a project in
a non- Annex B like Cambodia using any
one of the following options:

= CER Purchase Agreement:
A company agrees to buy CERs as they
are produced by the project. Almost all
CDM transaction follows this model
which means that the Cambodian
company has to organize the project

and raise the necessary financing itself.
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Only once the project is implemented, CER
revenues will flow. In rare cases, a partial
up-front financing can be negotiated in the
purchase agreements

= Full or Partial Equity:
A company finances all or co-finances
part of a CDM project in return for full or
shared financial returns and CERs. This

IS extremely rare.

= Loan:
A company or bank provides loan or
lease at financing at concessional rates
CERs. As
institutions so far have only limited

in  return for financial
understanding of the CDM, this option is

also rare.

In most cases, however, the CDM would
help to finance the incremental cost of the
project or might provide financing to remove
market barriers to make the project a

financially viable one.

11
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Response of the Royal
Government of Cambodia
regarding the CDM

The Royal Government of Cambodia
recognises the CDM as an opportunity to
achieve national sustainable development
and poverty reduction objectives. The
Government has taken essential activities to
meet eligibility criteria for CDM investments
in the country: it has ratified the Kyoto
in 2002, and established the
Cambodian

Authority (DNA) in 2003.

Protocol
Interim Designated National

CDM activities in Cambodia

CDM

there are several

To prepare for investment in

Cambodia, capacity
building activities going on in Cambodia.
The first one is the Capacity Development
for the Clean Development Mechanism
(CD4CDM) funded by the

Netherlands Government through the UNEP

project,

Collaborating Centre on Energy, Climate
and Sustainable Development. The second
is the Integrate Capacity Strengthening for
the CDM (ICS-CDM) project, funded by the
Japanese Government through the Institute
for Global Environment Strategies (IGES). A
third initiative with a strong focus on CDM
capacity building is the project “Asia EU
Dialogue on the CDM” under the Asia Pro-

Eco program.
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ICS-URC Regional Workshop in Asia on Capacity
Development for the Clean Development
Mechanism, Siem Reap, 24-26 March 2004

Cambodia is one of the three focus
countries in this project. These projects aim
to raise awareness about the CDM, provide
background information regarding its
requirements and benefits for policy makers
and other relevant stakeholders. In addition,
they support the shaping of the DNA,
CDM

stakeholders, developing an assessment

training of staff and national
process for CDM projects in close co-
operation with concerned government
ministries, NGOs and the private sector.
Finally, these initiatives aim to develop a
pipeline of potential CDM projects, and
promote these projects among project

developers and investors.

- i
ARG ORI BRI NS I
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National Workshop on Capacity Development for the

Clean Development Mechanism, Phnom Penh,
26-27 March 2003
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Potential sectors for CDM projects
in Cambodia

Generally the sectors with the largest CDM
potential in Cambodia are:

o Renewable energy;

o Energy efficiency;

o Landfill gas capturing; and

e  Afforestation and reforestation.

CDM (SSC)

projects will be given a high priority as it

Particularly, small-scale
may be most suitable for Cambodia given
SSC project
activities are those projects that meet

its low GHG emissions.

certain eligibility criteria set by the EB. Once
a project is classified as a SSC CDM
project, then it can benefit from being able
to use simplified modalities and procedures
for SSC CDM projects. The details of the
regulations and rules governing SSC
projects will

refined by the EB.

be further developed and

Some SSC project types which could be
interesting for Cambodia are:

e Renewable energy (solar home

systems, micro hydro, solar/wind

battery chargers, biomass gasifier);
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e Energy efficiency improvement
(both on the supply side - improving
efficiency of fossil fuel generating units
- and demand side - replacing existing
equipment or instaling new energy
efficient electric appliances in hotels,
tourist resorts, etc.);

e Methane recovery and avoidance

from agro-industries, landfills,

wastewater treatment facilities and

other sources.

GRGIISTIEs AN
Waterfall in Kampot Province

GANSEIRAING ATHENSEIT [HFIE
Stung Mean Chey Landfill, Phnom Penh
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An example of a CDM project

e Project name: Angkor Bio Cogen
Rice Husk Power Project (ABC)
e Project description:

The project is designed to use rice husk for
electricity generation that would otherwise
be left to decay. It involves the construction
and operation of a 1.5 MWe new rice husk
power generation plant adjacent to Angkor
Kasekam Roongroeung Rice Mill (Angkor
Rice Mill) in Kandal Province in Cambodia.

Currently, the factories of the mill still use
diesel oil to generate electricity for their own
operations. This project will displace the use
of diesel oil for power generation at this rice
mill. There is a possibility that excess
electricity generation from the project can
be sold to nearby factories and neighboring
community. The project will also avoid
methane emissions that would be produced
from rice husk left to decay in the absence
of the project. The project will lead to an
estimated reduction of emissions of 45,815 t

COeq per year.

e How can the project contribute to
national sustainability targets?
The project will reduce GHG emissions
by utilizing renewable energy sources
that would have been abandoned in

local areas. Moreover, by reducing
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local air pollution and sustaining usage of
land resources, the project will contribute to
local environmental protection and

improvement in investment areas in
particular and in Cambodia in general.
Besides, the project can bring social
benefits to the neighboring community by
providing a small volume of electricity to
them with a relatively small charge
compared to recent charge the electricity
consumers must pay. Therefore, it can
contribute to the national poverty alleviation

target.

Where can project developers find

support for CDM?

The Cambodian Climate Change Office
(CCCO) was established in July 2003 within
the Ministry of Environment. Since 2003,
CCCO has served as the Secretariat of
DNA. The Cambodian DNA is responsible
for assessing proposed CDM projects
against national sustainable development
criteria and is authorised to provide written
approval for proposed CDM projects
conforming to these criteria. Cambodia uses
a sustainable development matrix as a tool
for assessing the contribution of CDM
projects in four aspects of sustainable
development:

economic, social,

environmental and technology transfer.
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c1

CCCO can offer the following assistance to
CDM project developers:
e Advise on how to prepare a CDM
project;
e Coordinate broad based national
consultation of stakeholders;
e Introduce potential CER buyers to

project developers.

Process to submit a CDM project
to Cambodian DNA and documents
required

Initially, CDM project developers must
the

Project Design Document (PDD) to the

submit their documents, including
Cambodian DNA's Secretariat based in
CCCO. The DNA's Secretariat then screens
PDD for this, the
Secretariat

completeness. After

submits PDD to relevant
Technical Working Group for assessing
PDD against sustainable development
criteria as well as other national eligibility
criteria for the CDM.

The below documents may be required as
attachment to the PDD:

1) Relevant official investment approvals,
if required (from the Council of Ministers,
Council for the Development of

Cambodia, provincial authorities, etc.);

2) Environmental Impact Assessment
(EIA) report, if required.

All documents must be submitted in English.
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Flow Diagram of the Approval Process for Proposed Clean Development Mechanism
(CDM) Projects in Cambodia (Time to Approval: 55 working days)

__ T
Project Design Document (PDD) r 3
>  Submission by project proponent 3
H
o
s
o
;
2.
-, . . @
Initial screening NoO o o
by DNA — Rejection/ %

Secretariat* re-submit v

A
l Yes
T
>
[ l :
In-depth assessment by Public consultation °
Technical Working Groups -
8
s
e
R Assessment J =
€ «
Report** o
2
(7]
Rejection/ DNA

resubmit Board X
decision T+ 3
QD
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(]
l Yes -
=
e
Approval letter -3
Y a
(o
2
(7]

Note: * The PDD document shall be completed and submitted along with the relevant official
investment approvals (from the Council of Ministers, CDC, province, etc.) or the Environmental
Impact Assessment (EIA) report, if required.

** Including project technical assessment report by Working Groups and a summary of the positions
of the main stakeholders groups.
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Investment procedures for CDM

proposals in Cambodia

All CDM projects must comply with the
Law on Investment in the Kingdom of
Cambodia promulgated in 1994 and
amended in 2003, which provides the
institutional and legal basis for foreign
investments in Cambodia. The Council for
the Development of Cambodia (CDC) is
the governmental body responsible for the
development and management of Foreign
Direct Investment (FDI). CDC is an
executive agency in charge of defining
investment strategies and accepting or
rejecting investment proposals. The
investment approval process is expected
to take a maximum of 28 days.

Depending on the nature and size of the
project’s activities, CDM projects
undertaken in Cambodia may be required
by law to undertake an Environmental
Impact Assessment (EIA). Not all potential
CDM projects require an EIA attachment,
but generally it is a requirement for those
projects that fall in one of the following
categories: power plants with installed
capacity of 5 MW and higher, hydropower
plants with installed capacity of 1 MW and
higher, agriculture and agro-industrial land

of 10,000 ha and higher.
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CDM afforestation and reforestation
projects must comply with the Forestry
Law, which aims to ensure the sustainable
management of forests. CDM energy
projects producing electricity must comply
with the Electricity Law, which governs the

operations of the power industry.
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Summary of Key Legislation Applicable to CDM Projects in Cambodia

All CDM Projects

\ 4

Law on Investment

A 4

Law on Environmental Protection & Natural
Resources Management

\ 4

Sub-decrees on Water Pollution Control, Solid

Waste Management, Air Pollution Control and
Noise Disturbance

EIA Required for CDM Projects

According to Activity & Size

A 4

Sub-decree on Environmental Impact
Assessment Process

All CDM Afforestation &

All CDM Energy Projects
Reforestation Projects

Producing Electricity

A\ 4
Electricity Law Forestry Law
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