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As part of voluntary commitments, India has pledged reducing its emissions intensity of its GDP by 
20-25% by 2020 in comparison to the 2005 level. The absence of demand for Indian projects 
registered after 31 December 2012 has resulted in reduced investment in several other sectors. There 
is currently a supply overhang in the CER market and this situation is expected to remain till 2020. 
EU has restricted use of CERs from CDM projects from India registered post 31 December 2012 for 
compliance requirements. New Zealand ETS presently allow CDM projects registered post 2012. 
India’s emission reduction potential is substantial in 2020. The top sectors are energy demand, metal 
production and waste handling and disposal. It has been well accepted by the international 
community that without significant support from large developing economies like China and India, 
it will be difficult to materialize the goals set for global mitigation efforts. The EU restriction on the 
use of CERs from all project-types that are registered after 31 December 2012 is unfair to India as 
there are backward districts in India where the level of socioeconomic development similar to LDC. 
Most backward districts in India have more than 50% of the population having income below the 
poverty line and World Bank has estimated that 32.7% of the Indian population falls below the 
international poverty line of US$ 1.2545. The paper in this background studies the major challenges 
in CDM for India and proposes policy options to overcome the challenges. The analyses have been 
done on the basis of secondary data sources and reports. 

 
 
 
 
 
 
 
 
 
  

  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 

INTRODUCTION 
 

The EU (European Union) restriction on the use of CERs 
(Certified Emission Reduction) from all project-types that are 
registered after 31 December 2012 is unfair to India as there 
are backward districts in India where the level of 
socioeconomic development similar to LDC (Least Developed 
Countries). Most backward districts in India have more than 
50% of the population having income below the poverty line 
and World Bank has estimated that 32.7% of the Indian 
population falls below the international poverty line of US$ 
1.2545. UNFCCC (United Nations Framework Convention on 
Climate Change) also categorizes regions that have more than 
50% of its population on income less than US$ 2 per day as 
special underdeveloped zones (SUZs) and recommends 
automatic additionality of CDM projects. However, the 
restriction imposed by EU of new CDM projects also extends 
to these underdeveloped zones. CERs from HFC projects are 
not permitted under EU ETS (European Union Emission 
Trading Scheme). It is possible that EU may restrict supply 
from other project-types registered before 31 December 2012. 

The project-types that can be targeted are potentially large 
sources of emission reductions, project-types where the cost of 
mitigation is very low, project-types that are exposed to 
environmental and social risks, project-types that suffer from 
negative perceptions are likely to be at risk and projects-types 
that are added under a PoA (Programme of Activities) 
registered before 31 December 2012, etc. A preliminary 
assessment shows that the following project-types may be 
susceptible to further restrictions: 
 

A key concern highlighted by project proponents is the 
frequent revisions to CDM EB (Clean Development 
Mechanism Executive Board) guidelines and methodologies for 
project validation and registration. The project proponents are 
of the opinion that UNFCCC does not impose any time 
restriction for the completion of validation by DOEs and the 
process is delayed. The DOEs cite the technical review stage as 
the major reason for the delay as the technical reviewers are 
significantly limited in numbers. The registration process is 
also delayed as a result of revision in methodology.  
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Requirement of revision/deviation in the monitoring plan after 
registration is the major reason cited by project proponents as 
the reason for delay. N2O abatement projects and wind projects 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
have also cited this as a major cause for delay in issuance of 
CERs. This issue has finally been addressed by CDM EB’s in 
the latest Validation and Verification Standard tool as 

Table 1 Project types already facing or likely to face regulatory restrictions 
 

 
 

             Source- Interim report of Expert Group on Low Carbon Strategies for Inclusive Growth and PwC analysis 

 
 

                        Source: Carbon market Road Map for India 2014 
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registered projects now no longer require separate 
revision/deviations in monitoring. The request can now be 
submitted along with the request for issuance of CERs. 
Complex monitoring requirements has been cited by project 
proponents of reforestation, N2O abatement and methane 
avoidance projects. The monitoring under these projects is 
complex because of the inherent limitation/complexity of use 
of monitoring technologies. Projects in the transport project-
type also face barriers because of complex MRV requirement 
of the methodology. 
 

Case studies of few regulatory barriers faced by Indian CDM 
Projects 
 

Regulatory barriers on the national level include requirements 
regarding licenses and specific background documentation for 
projects for DNA approval are inconsistent and do not take into 
account several states have no such documentary processes in 
place. State agencies took a considerable amount of time in 
providing additional endorsements required by NCDMA 
(National Clean Development Mechanism Authority). The key 
reported issues are: 
 

Biomass assessment report endorsement by state nodal agency, 
Land transfer in the name of project proponent (in case of 
revenue land / forest land) where in-principle approval was 
given by state government or Ministry of Environment & 
Forests/ Conservator of Forests, Land transfer from EPC 
Contractor to the investors (in case of wind energy projects). 
 

Organizational / Institutional Barriers 
 

Several project proponents reported that there has been little 
support from NCDMA for activities beyond DNA (Designated 
National Authority) approval. They have to depend upon the 
consultants for status updates and issues with their projects, but 
the consultants have no locus standi once the project is 
submitted to UNFCCC or the cases where the DOE advises the 
project proponents to withdraw the project or issues a negative 
report. The project proponents expect support from the national 
authorities like NCDMA on aspects like: 
 

The Guidance on management of international contracts and 
acceptable CER price Level. This was particularly relevant in 
the early days of CDM due to the absence of secondary 
markets. In order to conclude forward transactions with 
advance payments, country guarantees were asked by buyers, 
which was difficult for small project owners and they have to 
sell CERs in spot market and could not lock value of their 
commodity when the price was attractive. 
 

Seeking clarification from UNFCCC when two similar projects 
were submitted to UNFCCC with request for registration and 
one failed to register / called for request for review: several 
project proponents expect that NCDMA should reach out to 
UNFCCC where it is necessary to seek clarification or further 
information from the UNFCCC. 
 

Development of baseline for various sectors (in-line with the 
electricity grid emission factor published by CEA) which is 
easy to adopt and acceptable to DOEs and CDM Executive 
Board: Investors in the electricity sector also complained about 
government agency not helping to meet the additional 
requirements set out in the revised coal power plant baseline 
methodology ACM0013. The unavailability of the data 

required after the revision led to several Indian projects missing 
in December 31, 2012 deadline for registration. According to 
some of the project proponents, India should have followed the 
developments of this methodology and proactively provided 
the required information. 
 

A large number of wind energy projects spent considerable 
time in validation due to rejection of benchmark rate of returns 
based on the state electricity regulatory commissions tariff 
orders. It took more than one year for the CDM EB to accept 
the revised Weighted Average Cost of Capital (WACC) as 
appropriate benchmark for investment analysis. 
 

In addition to this, barriers were reported in projects involving 
multiple owners / bundled projects. A notable exception is the 
Bachat Lamp Yojna 47 (BLY), which was supported by 
government of India through an innovative institutional 
arrangement. An attempt by private sector (wind turbine 
manufacturers) in this direction through aggregation of 
multiple investors resulted in reduction of CDM development 
costs resulting in up-scaling of such initiatives across 
geographies in the country. Similar attempts in other sectors to 
replicate the success of BLY /wind project-type were made in 
one project-type but limitations such as administrative hurdles 
of entering into agreement with multiple 
beneficiaries/investors, lack of commitment, difficulty in 
inducing beneficiaries to comply with CDM additionality and 
MRV requirements have led to limited success. 
 

Similarly limited participation in reforestation, EE (Energy 
Efficiency) household, EE in small and medium enterprises 
(SME) and agriculture was reported to be on account of 
complex program management issues due to involvement of 
multiple communities in a single activity and extensive 
baseline data and monitoring requirements. 
 

Technological Barriers 
 

There are several sectors in India, which could not attain 
success due to limited availability of technology. One such 
example is waste management / landfill gas projects in India. 
There are issues pertaining to segregating waste, identifying 
appropriate waste-to-energy technologies, operational 
challenges, etc. International support through state-of-the-art 
technology may address the hurdles faced by such 
opportunities. Similarly transportation and building energy 
efficiencies are some of the other sectors where availability of 
best available technology will help in capturing the available 
potential. 
 

Financial Barrier 
 

Additional investment requirements for MRV: this has been 
reported mainly by small scale project proponents where 
additional equipments are required to monitor the performance 
of the project / CDM intervention (energy efficiency projects). 
Non-recognition of CDM revenues as one of the possible 
additional revenue streams in the loan appraisal by financial 
institutions. CDM registration did not lead to better financing 
terms (e.g. higher debt equity ratio, lower interest rate) in most 
instances. 
 

High transaction cost has been the common reason cited by 
many fi rst generation entrepreneurs and small investors. Even 
if they are aware of the UNFCCC waiver of advance payment 
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of registration fee yet consulting and validation fee continue to 
be significant for them. In addition to this, uncertain value of 
the CERs (lack of minimum guaranteed price) reduced 
participation. 
 

Other barriers post 2012 
 

Projects that primarily relied on CDM to fund their operating 
cost and do not have any other source of income face the risk 
of closure. These projects belong to HFC-23, N2O and landfill 
gas (where these is no energy generation) project-types. While 
some of these projects may have completed their crediting 
period, others are likely to go a further few years. Some of 
these projects like HFC-23 have been faced criticism in the past 
and can potentially face more criticism if they stop operations 
because of lack of CER revenues. 
 

Project Rejections by DOE or UNFCCC 
 

25% of the projects that applied for CDM registration from 
India were rejected during validation stage. This rate of 
rejection is relatively higher in comparison to the world 
average of 16%. Wind, energy efficiency, landfill gas and 
methane avoidance projects from India have witnessed a higher 
rejection rate as compared to the rest of the world’s average. 
Figure 35 shows the rejection rates of Indian and rest of 
world’s CDM projects. The cement project-type and energy 
efficiency have the highest rejection rates whereas wind and 
hydro have the lowest rates of rejections. Energy efficiency 
projects have mostly been rejected on account of lack of 
financial additionality and benchmark. Cement projects had the 
highest rejection rate as the technology (blending fly ash, 
gypsum, slag, etc with clinker) adopted by these projects had 
become a common practice and they could not demonstrate 
significant barriers to its adoption.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The renewable energy projects (wind and hydro) were able to 
transparently demonstrate additionality through investment 
analysis, leaving little scope for subjective assessment. Further 
the baseline data for renewable energy projects could be 
sourced from CEA CO2 database and as a result renewable 
energy projects have low rates of rejection. 
 

Suggestions: Policy options for India 
 

It is clear that the carbon markets stand at a crossroad and 
therefore, the carbon market roadmap for India must take into 
account the inherent uncertainty of whether CDM will be 
discarded in favour of new, but untested market mechanism 
and frameworks. The measures proposed are-  

1. Harnessing demand for Indian projects post 2012; 
2. Achieving better sustainable development for CDM 

projects; 
3. Developing synergies between CDM, NAMAs and other 

market mechanisms; and 
4. Encouraging larger participation of industry in carbon 

market. 
 

Harnessing demand for Indian projects post-2012- 
Supporting projects through domestic emission trading 
scheme - India should promote priority projects through a 
domestic emission trading scheme. The scheme could be 
supported by corporate who wish to voluntary off set their 
emissions or financed through CSR funds. The recently 
approved Companies Bill does require companies to earmark, 
but provisions to assist emission trading schemes are still 
lacking. 
 

Supporting projects through NCEF(National Clean Energy 
Fund) and CSR(Corporate Social Responsibility) funds of 
large companies- India should promote broad-based 
sustainable development projects in EE household, EE in SME, 
off –grid renewable energy and agriculture. Reforestation 
projects have been excluded because of the non-permanent 
nature of emission reductions. Transport projects have been 
excluded as they require very large investments, often multiple 
times the size of funds presently available in NCEF. Landfill 
projects have support from the private sector and are thus 
excluded from the support mechanism. A mechanism should be 
established to support these projects through voluntary off sets 
and funds like National Clean Energy Fund (NCEF). NCEF has 
provisions to support projects in a wide array of low carbon 
energy technologies and priority areas identified under 
NAPCC. Some of these areas include innovative projects 
related to integrated community energy solutions, renewable 
energy and mission projects identified in the NAPCC. India 
should provide transitional support to projects (through CSR 
funds of large companies) that cannot cover their operational 
cost at the current CER prices and which would have to be paid 
back once CER profits resume. An assessment of the types of 
registered CDM projects and technologies that risk closure 
should be made on the basis that (i) these contribute to direct 
emission reductions, and (ii) that the operating costs are higher 
than the revenues earned and engage with the project 
proponents for charting a course of action. Potential options 
could include (ii) supporting the operating cost of the project 
until the end of the crediting period, (iii) legislating mandatory 
emission reductions for those projects until (or beyond) the 
crediting period, (iv) identifying and supporting alternate 
sources of revenues. Developing standardized baselines – India 
should ease the CDM validation process in EE household, EE 
in SME, off -grid renewable energy and agriculture projects by 
developing standardizes baselines. This will promote projects 
in these sectors by reducing the transaction cost. 
 

Achieving better sustainable development for CDM projects 
 

Developing sustainable development impact reporting-For 
CDM projects submitted for host country approval, NCDMA 
should require sustainable development monitoring, reporting 
and verification during the regular emission reduction 
verification, similar to the practice followed by The Gold 
Standard. In order to ensure transparency and robustness of the 

 
 

Fig 2  Rejection rates of project-types 
 

Source: Carbon market Road Map for India 2014 
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measured sustainable development impacts of CDM project 
activities, a protocol could be developed to monitor, report and 
verify (MRV) sustainable development impacts periodically 
(e.g. every year). The project proponent may submit an annual 
status report on the quantitative sustainable development 
initiatives being undertaken. Developing such a MRV 
framework could be utilized for other mechanisms, like 
NAMA, NMM that may come in the future. The status reports 
should be subject to audit and on-site verification during the 
regular emission reduction verification process by DOEs. 
Further, there should also be a redressal mechanism for local 
stakeholder groups to submit grievances against a particular 
project activity in case the stakeholders find a deviation in the 
ex-post sustainable development activities than what was 
planned during the initial stakeholder meeting. Finally, 
NCDMA should make public on its website the sustainable 
development impacts of CDM projects as well as ask the 
project proponents to display the activities planned, budgets 
allocated and completed in prominent places locally in the local 
language so that the local communities are aware of the same. 
Evaluating and highlighting the benefits of CDM projects 
focusing on sustainable development impacts –NCDMA should 
highlight benefits of ‘lighthouse’ CDM projects from India. A 
platform could be developed to report the sustainable 
development impacts of CDM projects to the stakeholders. 
Aggregate reporting of sustainable development impacts of 
CDM project activities could be done on a regular basis. Social 
audit methodologies developed for the Mahatma Gandhi 
National Rural Employment Guarantee Act (MGNREGA) 
could be adapted for this purpose. The platform could also 
highlight case studies of projects which have developed 
innovative ways of engaging with the communities. NCDMA 
should mandate the projects to spend the 2% of their CER 
revenues in supporting secondary initiatives in the social 
dimension. CDM projects by design contribute to the economic 
and environment dimensions and have very limited intrinsic 
social impacts. Secondary initiatives in the community should 
be encouraged to create direct community benefits in the social 
dimension. Constituting a high level Multi Stakeholder 
Advisory Group for Climate Change issues like Loss and 
Damage, Equity, Sustainable Development, Gender etc. –Issues 
like Loss and Damage, Equity and Sustainable Development, 
Gender are being discussed at the highest levels in negotiations. 
India should constitute a high level multi stake holder advisory 
group to discuss such issues and develop policy briefs on these 
aspects to create and disseminate knowledge for more effective 
climate change policy development. 
 

Developing synergies between CDM, NAMAs and other 
market Mechanisms 
 

Developing NAMAs- NAMAs will need more government 
intervention than earlier mitigation actions, as for example the 
strongly market driven CDM under the Kyoto Protocol. Hence 
there is a need to come up with a resolute Government of India 
Approach for NAMAs. For most successful implementation, 
the India NAMA Approach should incorporate all necessary 
stakeholder views at an early stage of design and build upon 
excising experiences in India deriving e.g. out of the CDM. 
India will have to formulate its opinion on the constituents of 
NAMA proposals and their relevance in the context of 
sustainable development. Indian Government first needs to 

understand and define what NAMA means for the Country and 
come up with a NAMA framework defining formats and 
selection criteria such as, Marginal Abatement Cost Curves, 
GHG mitigation potential, financing requirements, MRV 
protocol, sustainable development impact etc. A way forward 
would be to identify potential NAMAs building upon various 
missions and policies formulated by the Government of India 
under the aegis of NAPCC, SAPCC, Five Year Plan, etc., in 
such a way that would cover all the potential sectors by 
definitive actions with goals that are simple to define, not too 
complex to MRV and cater the sustainable development 
objectives of the Government of India. Based on the criteria 
defined in the NAMA framework, Government of India can 
then prioritize potential NAMAs from the existing landscape of 
mitigation policies of the Government as NAMAs for 
recognition (Unilateral NAMAs) or NAMAs for support. India 
as the first step can invite suggestions from line Ministries, 
proposals for NAMA development. In order to facilitate the 
entire process of NAMA development Ministry of 
Environment and Forests, Government of India, the National 
Focal Point, should develop a NAMA cell supporting and 
coordinating NAMA activities. Hence India will have to 
develop institutions, processes, systems and capacities for the 
efficient management of NAMAs in the future. 
 

Proactive submission on the rules for NMM and FVA and 
develop pilot NMM and FVA -India should make proactive 
submissions on the rules for NMM and FVA in order to 
maximize benefits. India has gained significant experience in 
rolling out the Perform, Achieve and Trade scheme and it can 
contribute to the development of discussions on Sectoral 
Crediting/ Trading Mechanism. As the rules for NMM are 
getting finalized, India should enhance co-operation with EU 
for developing pilot NMM with regard to the Perform, 
Achieve, Trade scheme. Based on the learning of the pilot 
phase, India could roll out a full NMM. As more than 90% of 
the CDM projects were developed by the private sector, India 
should also actively engage with the private sector in seeking 
their inputs on NMM submissions. This will help mobilize 
quick investment once these frameworks are finalized. As the 
rules for FVAs are getting finalized, India should enhance co-
operation with international community for developing pilot 
FVA with regard to deployment of standards (building, fuel, 
renewable purchase), labeling program (appliances, building, 
agriculture pump-sets, etc.) and piloting a fund for supporting 
industrial waste gases (one of the frameworks could on the 
lines of Montreal Protocol through a centralized fund that 
finances the destruction of certain industrial waste gases like 
HFC23 and eventual phase out of processes that generate such 
emissions). Based on the learning of the pilot phase, India 
could roll out full FVAs. This should be linked to the activities 
under the JCM which can serve as blueprint for FVA. 
 

Encouraging larger participation of domestic industry in 
carbon Market 
 

Developing the capacity for national emission reduction 
reporting and develop credible and robust reporting 
frameworks for corporate carbon reporting- India should 
develop the capacity for national emission reduction reporting. 
This will cover performance of CDM projects and their 
sustainable development impacts, performance of initiatives 
under the NAPCC and SAPCCs, future New Market 
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Mechanisms / NAMAs / FVAs, reported voluntary initiatives, 
etc. This reporting will also provide an insight to the 
international community on the possible new cooperation 
opportunities around domestic mitigation efforts of the country. 
India should develop a credible framework for corporate 
carbon reporting, which should be progressively made 
mandatory by the time a global climate treaty is expected to 
come into force (2020). India should encourage voluntary 
carbon off setting, starting with public sector. 
 

CONCLUSION 
 

As part of voluntary commitments, India has pledged reducing 
its emissions intensity of its GDP by 20-25% by 2020 in 
comparison to the 2005 level. The absence of demand for 
Indian projects registered after 31 December 2012 has resulted 
in reduced investment in several other sectors. There is 
currently a supply overhang in the CER market and this 
situation is expected to remain till 2020. EU has restricted use 
of CERs from CDM projects from India registered post 31 
December 2012 for compliance requirements. New Zealand 
ETS presently allow CDM projects registered post 2012. 
India’s emission reduction potential is substantial in 2020. The 
top sectors are energy demand, metal production and waste 
handling and disposal. It has been well accepted by the 
international community that without significant support from 
large developing economies like China and India, it will be 
difficult to materialize the goals set for global mitigation 
efforts. It has equally been accepted that these growing 
economies have a lower per-capita emission (especially in the 
case of India) and thus a pure cap and trade regime will not 
work in the near future. Also, the world has to work on new 
approaches to curb emissions to buy time for the impact of 
climate change while making sure that the world (or at least the 
most vulnerable regions) is geared up for such changes through 
adapting and ensuring safety of impacted populations. India 
can thus look for a more significant contribution in the future, 
till the projected emission peak is reached, based on the 
projection of economic growth of India.  
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