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The origins of ‘Kyoto’.

Many scientists see a real risk that the climate will change  
rapidly over the coming decades.

Human activity seems to be changing the global climate.
These activities increase the output of so called ©greenhouse 

gasses© (GHG) like methane (CH4), nitrous oxide (NO2) 
and, most important, carbon dioxide (CO2). 

If no steps are taken to slow greenhouse gas emissions, it is 
possible that emission levels will triple by the year 2100. 

The most direct result, says the IPCC*, is likely to be a ©global 
warming© of 1.8 to 4.0 °C over the next 100 years.

However, many questions remain unanswered ...

* IPCC, Intergovernmental Panel on Climate Change, Paris, February 2, 2007 
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The origins of ‘Kyoto’.

The Kyoto protocol.
This Protocol sets emission targets for the industrialised 
countries only.  Although the USA backed away from the 
protocol, targets to reduce the 1990 level of CO2 emissions for 
all member states of the European Union have already been set 
by the European Commission:  

Spain : + 15 %  
France : 0 % 
Netherlands : - 6 %
Italy : - 6.50 % 
Belgium : - 7.50 % 
U.K. : - 12.50 % 
Germany : -21 %
Denmark : - 21 %  ......
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The European Trading System (ETS).

Even without the US support for the Kyoto protocol, the EC decided to 
realise the Kyoto targets for CO2 emissions on its territory (July 2003).

How ?  The ETS monitors CO2 emissions of a number of (bigger) 
companies.  Every year these companies receive a limited number of 
emission rights (EU Allowances or EUA).  Since 2005, they must 
surrender Emission Rights corresponding to their real CO2 emissions.  

Companies that don’t surrender enough Emission Rights to 
compensate for their real CO2 emissions will pay penalties.

But, they can buy Emission Rights from companies that don’t  
need them (companies that reduced their real emissions).  

Or they can obtain emission rights from CDM.

Fortis Bank is trading EUA and CER worldwide.
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The origins of CDM.

The Kyoto protocol features CDM.

The Clean Development Mechanism is a key instrument of the 
Kyoto Protocol that aims at maximizing the cost effectiveness 
of greenhouse gas reductions of industrialized countries by 
allowing them to reduce greenhouse gas emissions by investing
in sustainable development projects in developing countries. 
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What are CDM ?
In return for investing in a sustainable development project that 
reduces or avoids emissions in a developing country, the investor can
earn ©Certified Emission Reduction units© (CER). Industrialized 
countries can use these CER to meet their ‘Kyoto’ commitments.  
Such sustainable development projects are called 

Clean Development Mechanisms (CDM).

The European Union approved legislation that allows the use of 
certain CER as ©EU Allowances© in the ETS.
The result of this new system : 

countries and companies that don’t have enough 
‘Emission Rights© can buy Certified Emission Reductions 
from CDM projects. 
A procedure to convert these CER into EU Allowances 
will be available in autumn 2007.
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Examples of CDM�

Managed landfills (with or without power generation) 
Wind power (expensive)
Small scale hydro power (< 25 MW) 
Reforestation / forestation (sinks) projects (*) 
Solar energy (unpopular given the costs)  
Biomass use for power generation replacing coal
Biomass use for gasification (and often power generation)
Cogeneration replacing conventional units 
Improved use of energy (switch from coal to gas …) 
............ 

*  the Certified Emission Reductions (CER) from ©land use©  are notthe Certified Emission Reductions (CER) from ©land use©  are not
convertible into Emissions Rights for the European Trading Syconvertible into Emissions Rights for the European Trading System.stem.
These rights however are still attractive for other ‘Kyoto’ cThese rights however are still attractive for other ‘Kyoto’ countries.ountries.
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Any CDM ?
Certified Emission Reductions (CER) from Clean Development 
Mechanisms (CDM) can be used as ‘Emission Rights’ in the European 
Trading System (ETS).
Forestry activities may not achieve permanent emission reductions.
Therefore the directive* from the European Commission excludes the 
use of CER from land use projects !

We see the development of two types of CDM : 

Those that generate ‘temporary’ or tCER (with a lower value)

Those that generate CER that can be used in the European Trading
System.

* DIRECTIVE 2004/101/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 27 October 2004 amending 
Directive 2003/87/EC establishing a scheme for greenhouse gas emission allowance trading within the Community, in 
respect of the Kyoto Protocol’s project mechanisms. Article 11 a.
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Most popular CDM.
Landfill projects.

The decaying (organic) waste in landfills produces methane. One 
of the so called ©greenhouse gasses©.  Landfill projects capture the
methane gas before it escapes into the atmosphere. 
The methane gas is burned or used to drive a turbine producing 
electricity.  
- Methane has a Global Warming Potential 21 times higher than 
the warming potential of CO2.  Flaring methane gas results in 
less harmful CO2 and water. 

- Using the methane to drive small scale power generation is 
even better : it replaces fossil fuels that are normally used to 
generate power.

Advantages. 
- Technology transfer. 
- CERs sold to industrialized countries generate foreign income.
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Who’s involved ?

• Private companies (investors, buyers of CER) 
• Investment funds (investors, buyers of CER)
• Public institutions / governments (investors, buyers of CER)
• Banks (for project financing and trading CER)  
• Non Governmental Organisations (project developers, managers)
• CDM Executive Board (evaluating and accepting the projects) 
• World Bank (setting up different investment funds)
• UNDP
• Consultants active in validation, registration and certification ….
• Governments that ratified ‘Kyoto’ (approve the CDM project …..)

Co-operation and development organizations 
are still on the sidelines.
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Who’s involved ?

The Kyoto Protocol is the result of work done by the United 
Nations Framework Convention on Climate Change (UNFCCC)
The UNFCCC established a CDM Executive Board that oversees
the CDM projects. ( http://unfccc.int/cdm )

The World Bank is promoting CDM investments by setting up 
different investment funds. Well known are : 

Prototype Carbon Fund;

Bio Carbon Fund;

Community Development Carbon Fund ( http://www.carbonfinance.org )
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Who’s involved ?

• Many private and governmental funds were created. 
• UNDP’s MDG Carbon Facility:   

http://www.undp.org/mdgcarbonfacility
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How do investors proceed ?

- A draft ©Project Design Document© is proposed for review to the
host country.  If accepted it’s presented to the CDM Executive
Board.  If the Board accepts the draft, the next step will be 

- validation of the draft by an independent entity. After a positive 
validation of the project follows the

- registration of the project by the CDM Executive Board 
(fee between 5,000 and 30,000 USD) 

- periodic verification and certification once the project is realised 
will result in

- periodic issuance of Certified Emission Rights (CER).
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Investors need capital.

- A project/business development needs financing
- Financing is a matter of trust and collateral   

Collateral requires:  - reliable legal system 
- property registration  

- Collateral is the most important economic lever:

ILLIQUID ASSETS BECOME ACTIVE MONEY

- Reliable legal system (+cross border) anf
- protection of foreign investments creates an: 

INFLUX OF FOREIGN CAPITAL
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When do banks proceed ?

- Banks are Risk Managers. To reduce risk they need :
- collateral (property titles ?)
- reliable legal system
- investment protection.

- To realize profits they focus on the loan repayment capacity
- CDM projects can guarantee an attractive future income : 
specialized banks and funds enter into forward purchase 
agreements. They only do so when the performance risk is low.
Hence the success of CDM projects in Asia and Latin-America.

Expected future income of CDM projects now :
CER : 4 – 15 EUR/ton CO2 (or CO2 equivalent)

tCER (e.g. forestation) : 2 – 6 EUR/ton CO2
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When do banks & investors proceed ?

- Direct protection of investments: 
- MIGA (Multilateral Investment Guarantee Agency) 
can protect against political risks (war, breach of 
government commitments, expropriation, …);

- national ECA (Export Credit Agencies) can provide 
coverage for investors (ONDD for Belgium, Coface for 
France, …). 

- Indirect protection of investments:  
- participation of EIB and IFC
- bilateral institutions (Proparco-France, DEG-Germany, 
FMO-Netherlands, …).   

- Conclusion: governmental action needed to stimulate investors’ 
interest in Central-Africa.                      



Henry Van Gael / February 2007

Registered CDM projects by region.

Latin-America &
Caribbean 46%

Africa < 3 %

Asia & Pacific 50%
Others 1%

January 2007 :  worldwide > 1450 CDM projects of which 493 projects 
are registered by the CDM Board.
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Trading CER.

- Spot trading on exchanges: Singapore already started
- OTC (over-the-counter) trading:

- traders / funds / governments buy future streams of CERs 
- in general ‘payment on delivery’
- if the project’s very reliable : upfront payment possible
- agreements may include market participation for sellers   

- Banks are limited by the country ratings. These ratings are low
for most African countries. Guarantees from European 
governments could solve this problem. 

- European banks are also limited by stringent EU rules against 
money laundering etc. Not any company can become a bank’s client             
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What about your country ?

African countries that ratified the Kyoto Protocol :

Algeria(17)  Angola(2)  Benin  Botswana(2)  BurkinaFasso(2)  Burundi(1)  
Cameroon(6)  CaboVerde(1)  D.R.Congo(13)  Djibouti(1)  Egypt(25) Eq.Guinea(1) 

Eritrea(1) Ethiopia(8)  Gabon(1)  Gambia(1)  Ghana(4)  Guinea-Bissau(1)  
Kenya(6)  Lesotho(1)  Liberia(1)  Libya(6)  Madagascar(1) Malawi(2)  Mali(1)  

Mauritania(1)  Morocco(15)  Mozambique(1)  Namibia (1)  Niger(3) Nigeria(25)  
Rwanda(1)  Senegal(8)  Sierra-Leone(1)  South-Africa(22)  Sudan(12)  

Swaziland(1)  Togo(1)  Uganda(1)  Zambia(7)

Others signed the Climate Change Convention :

C.A.Republic   Chad   Congo(2)   Cote d’Ivoire(5)   Zimbabwe(5) 

Between brackets the number of cities with population > 100,000.
http://unfccc.int/parties_and_observers/parties/non_annex_i/items/2833.php
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Future developments.

- The European Trading System (and the interest in CER) will 
continue after 2012

- By 2010 new rules may be developed to support forestation and 
reforestation projects

- Prices for CER  and tCER will probably increase (ETS penalties
increase to 100 EUR/ton of excess CO2 emissions)

- EU governments’ eagerness to acquire CER will increase 
(e.g. Dutch government ~ Durban landfill project)

- Active trading platforms for CER trading in Singapore, Chicago
and London

- Bio-fuels (a serious threat for the local people and the environment)
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More in detail ...
- About the set up of a CDM project :  

http://cdm.unfccc.int/Projects/pac/index.html

- About climate change, the Kyoto Protocol and 6 greenhouse gasses : 
http://unfccc.int/resource/beginner_02_en.pdf 

- Text about the acceptance of CERs in the ETS : 
http://europa.eu.int/eur-lex/en/com/pdf/2003/com2003_0403en01.pdf 

- About the ETS : 
http://europa.eu.int/eur-lex/pri/en/oj/dat/2003/l_275/l_27520031025en00320046.pdf

- About the Kyoto Protocol :
http://unfccc.int/resource/convkp.html

and the methodologies : 
http://cdm.unfccc.int/methodologies/index.html
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Additional information

Fortis Bank, 
Energy & Environmental Markets, Europe

Henry Van Gael

Fortis, Brussels      + 32 2 565 86 40


