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Takeaways

The new CDM loan scheme targets under-represented CDM countries. Interest-
free loans are given to CDM projects under development in Least Developed 
Countries (LDCs) and in countries with less than 10 registered CDM projects. The 
loans are to be paid back after the project’s first issuance of CERs.

Tough loan criteria favour non-LDCs. Criteria for obtaining, managing and re-
paying the loan are tough, and projects and applicants in non-LDCs hence seem 
more likely to meet them.

The underlying intention of the scheme favours LDCs. Although the criteria 
seem tough for LDCs, we expect many applications from LDCs to get loans. 
However, as the loan criteria seem to fit better to the non-LDCs project charac-
teristics, we still expect that the majority of the loans will be given to projects in 
non-LDCs. 

The loan scheme is additional. It will provide loans to more than 100 projects 
and will through a careful selection process pick projects that have a reason-
able chance of getting registration and eventually issue CERs. The loan scheme 
will most likely contribute to stimulate more CDM projects in LDCs than if the 
scheme did not exist. 
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Introduction
In order to get emission reduction projects rolling, capital 
needs to be available for project development, construc-
tion, operation and maintenance. Public sector funding of 
early stage development of such projects in developing 
countries is severely lacking (UNEP 2011) . In developed 
countries, the financial sector (including banks) provides 
capital on a regular basis. In developing countries, and 
particularly in LDCs, capital is far less available through 
the regular bank system, and the interest rates in these 
countries are therefore significantly higher than in de-
veloped countries. Differ faces this challenge through its 
operations in South-East Asia and East Africa and is now 
developing its own innovative financial vehicles.

In this context, it is very interesting that The United Na-
tions Framework Convention on Climate Change (UNF-
CCC) recently launched a loan scheme for CDM emission 
reduction projects in developing countries. While CDM 
projects over the last 10 years have been developed 
and financed primarily by private capital, the CDM loan 
scheme represents an entirely new way of pushing more 
projects through the CDM pipeline: regular loans for get-
ting projects from idea to issuance. 

Importantly, the scheme does not provide loans directly 
to the underlying emission reduction projects, but rather 
to the documentation and quality checks needed to be 
registered as a CDM project and eventually to get credits 
issued. Figure 1 illustrates the parallel nature of the two 
projects; the actual, physical emission reduction and the 
CDM.

In the press releases upon its launch, UN representatives 
hail the CDM Loan Scheme (see www.cdmloanscheme.
org)  as a new means of supporting CDM project devel-
opment in LDCs, particularly in Africa. As of today, only 
45 out of 4092 registered CDM projects are in LDCs. Will 
the CDM loan scheme make any difference and help 
increasing this number significantly?

About the CDM loan scheme
The CDM loan scheme is to provide interest-free loans 
for CDM projects.  The loan is meant to cover the devel-
opment of a project’s design document (PDD); valida-
tion by a third party such as DNV or TÜV; registration of 
the project with the UNFCCC; and the monitoring and 
verification of carbon credits. A ballpark estimate of these 
costs is around €100.000. 

The scheme is to be funded by interest on surplus the 
UNFCCC Secretariat has accumulated. The surplus stems 

from CDM registration fees, share of proceeds from is-
sued certified emission reductions (CERs; the carbon unit 
issued by the UN for CDM projects), third party accredita-
tion fees and other minor income sources that have been 
higher than actually needed for other CDM tasks. The 
surplus, potentially as well as donor money, is expected 
to help over 100 projects obtain UN approval and thereby 
generate revenue through carbon credits. It has a start-
up budget of US$ 5m and annual budget replenishments 
for at least the same amount over the next 3-5 years. To 
be eligible to apply for a loan, the underlying project in 
question must 

•	be located in a country with less than 10 registered CDM 
projects, in an LDC (currently 50 countries, see http://www.
unohrlls.org/en/ldc/25/), or in a small island developing state 
(SIDS, currently around 40 countries, of which some are also 
LDCs

•	have a high probability of being approved by the UNFCCC
•	plan to generate at least 7,500 CERs/year (LDCs) or 15,000 

CERs/year (non-LDCs)
•	plan to use an experienced CDM consultant, without 

economic interests in the project’s carbon credits, for both 
developing its project documentation and managing the loan

•	not already have (donor or carbon credit buyer) funding for 
the CDM project development costs

As the loan is intended to help obtaining UN approval 
and achieve the first issuance of carbon credits, most ap-
plications will likely be sent at a quite early stage of both 
the CDM process and the underlying project, for instance 
as part of preparing and writing the Project Design Docu-
ment (PDD), which is the basis for getting the project 
approved under CDM (see Figure 1). A designated project 
consultant (loan recipient), rather than the project owner 
(loan applicant), will receive the loan and be responsible 
for distributing funds for different tasks. The loan appli-
cant needs to pay back the loan after the project has had 
its first issuance of CERs.

Why the scheme favours non-LDCs
The initial intention with the loan scheme was arguably 
to improve distribution of CDM projects through increas-
ing the number of projects in LDCs and SIDS. However, 
although it is too early to pass judgment on the scheme – 
it has barely started – we think there is a real chance that 
LDCs and SIDS will benefit significantly less from it than 
originally thought. There are several reasons to this.

Geographical distribution
As a result of horse-trading during the UN climate 
negotiations, not only LDCs and SIDS but all developing 
countries with fewer than 10 registered CDM projects 
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are allowed to seek loans under the scheme. At the time 
of writing more than 70 developing countries that are 
neither LDCs nor SIDS have less than 10 registered CDM 
projects. One reason why some of these countries have 
less than 10 registered CDM projects, put bluntly, is that 
the tiny economic incentive for emission reductions pro-
vided by the CDM is drowned by vast economic returns 
from oil and gas exports. Hence, we find Bahrain, Saudi 
Arabia, Oman, Kuwait, Qatar, United Arab Emirates and 
Brunei on the list. 

All of them are high on another list as well – that of the 
countries with the highest gross domestic product (GDP) 
per capita. They have a broader spectrum of emission 
sources and higher emissions than most LDCs, and their 
investment climate is in most cases far better. Given the 
fierce negotiations on the loan scheme’s geographical 
coverage, it would be surprising if developing coun-
tries that are not LDCs/ SIDS accept to target only such 
countries.

In addition, the number of qualifying non-LDC and non-
SIDS countries is comparable to the number of LDCs and 
SIDS combined, and “geographical distribution” does 
not automatically read “lots of loans to LDC and SIDS 
projects”, given that there was no UN consensus on con-
centrating on LDCs/SIDS. Hence, the CDM loan scheme is 
by no means bound to benefit LDCs alone and non-LDCs 
may therefore take a significant share of the total pie.

Tough repayment criteria could favour 
non-LDCs
Geographical distribution of applicants is only one of 
the criteria the UN administrator of the loan scheme will 
be evaluated against. Its score on other criteria, such as 
projects’ success rate, number of supported projects, 
administrative costs and efficient management of loans, 
will likely be higher if the loan administrator focuses 
on non-LDCs. More specifically, the tough loan terms 
and conditions could in practice favour applicants from 
non-LDCs over LDCs and SIDS. For example, the loan 
shall preferably be repaid in “one lump-sum installment 
scheduled 1 year after the verification process started”. 

Furthermore, “if deemed necessary, the loan agreement 
shall include a loan guarantee clause (with guarantor) 
in order to optimize the loan repayment rate”. Although 
these terms do allow for more flexible treatment of cer-
tain cases, they contrast with the planned disbursement 
of the loan, which is only 10% upfront and the rest in 
portions along the way towards a project’s first issuance 
request. The upfront portion may not be enough to pay 
for the development of project documentation. Some 
consultants will have the balance sheet to take on this 
extra cost if they combine the role of loan recipient and 
PDD developer. Others will not – and it is not clear to us 
why - and how - they would be incentivized to do so. 

Repayment of the full loan right after the first CER issu-
ance is only going to be possible for project owners with 
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Figure 1: Two parallel projects
The chart shows how the CDM loan scheme interacts with the CDM project. However, although each of the steps in the de-
velopment of the CDM project and underlying project are related, they do not need to progress in complete parallel. As long 
as project proponents can prove they considered CDM at an early stage of underlying development, they can progress with 
construction without having registered the CDM project, but CERs will only be awarded upon registration.
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a reasonably strong balance sheet (and indeed a buyer 
for their CERs), unless the project in question yields 
large carbon credit volumes, the carbon (€4-5) credit 
price moves up quite a bit from its current level , or the 
underlying project generate significant revenue through 
its daily operations. 

Loan repayment can be extended to 3 years after the 
first CER issuance “in cases where CER issuance does not 
generate sufficient income”. Many LDC/SIDS applicants 
will likely be granted this extension. If so, projects with 
the minimum loan applicant volume of 7,500 CERs/year 
would be able to repay the loan after three years at a 
carbon credit price of €4-5. However, this assumes the 
project owner has sufficient liquidity not to sell carbon 
credits upfront at a price that at least today would be well 
below this. Apparently, the loan administrator has been 
instructed to achieve the highest possible loan repay-
ment rate. With such an emphasis on rapid repayment, 
loans could easily end up being granted to applicants 
from non-LDCs, as they are more likely to repay, and 
more likely to do it rapidly. 

In addition, according to the UN decision on the loan 
scheme, eligible projects must use commercially viable 
and available technology; be financially viable; and be 
highly likely to secure project finance, be commissioned, 
and get necessary permits. Many LDC projects will likely 
have more trouble documenting this than projects in 
non-LDCs.
 

Are loan criteria investor/buyer friendly?
A final reason why the loan criteria may not favour LDC 
or SIDS projects is that not all of them seem investor – or 
buyer – friendly. The loan recipient (the project consult-
ant) must demonstrate that it has no relationship to the 
prospective carbon credit buyer. If the loan administra-
tor hence requires information about the buyer before a 
loan can be provided, this potentially creates a situation 
for the most risky projects where no buyer will indicate 
interest until it is clear that the project gets a loan, and 
the project does not get a loan until it is clear who the 
buyer is. 

The rule also excludes companies providing both integral 
project support including project consultancy services 
and carbon credit offtake and/or financing, as the UNFC-
CC wants to avoid funding such firms’ “business as usual” 
operations. Such companies would potentially be well 
positioned to make projects happen in LDCs and SIDS. 
Since they do everything in-house they’ll have lower 
transaction costs. They can of course implement projects 
without the loan, but these will potentially be fewer, less 

risky and less ambitious than would have been the case 
if the loan option were available. If a loan is not repaid as 
agreed, the loan scheme administrators can notify the 
UNFCCC to withhold CERs for the project. They under-
standably want tools other than litigation to ensure loan 
repayment; however, carbon credit buyers and investors 
in the underlying project are unlikely to be impressed. 
They may regard this as the UN imposing itself as a 
“super-creditor”, and discount the carbon credit price 
to reflect the corresponding risk. Again, this risk is more 
problematic if it comes on top of all the other LDC risks.

The UN sets the qualification criteria for the consultants 
receiving the loans, but quite a bit of the risk related 
to consultant non-performance is nevertheless borne 
by the applicant (typically the owner of the underlying 
project). Hence, only financially solid entities will (or at 
least should) apply for a loan. There are certainly fewer 
such entities in LDCs and SIDS than in other developing 
countries.

Why the scheme could benefit LDCs
On the other hand, there are also some reasons why 
LDCs and SIDS could benefit significantly from the loan 
scheme and in practice get a reasonable share of the 
available capital. The most prominent one is that the UN 
agencies administering the loan scheme seem geared 
at marketing it primarily towards LDCs and SIDS. This is 
supported by the indicative test available on the CDM 
Loan Scheme website that potential loan applicants can 
do to check their likelihood of getting a loan (http://www.
cdmloanscheme.org/self-assessment). The following nine 
criteria are used: 

•	the applicant’s CDM experience;
•	carbon credits to be generated per year; 
•	underlying project investment;
•	installation size (in MW);
•	portion of underlying project finance already approved;

•	whether the project is located in a LDC or not;
•	whether the project is a programme of activities (PoA) or not;
•	whether the project covers one or more countries; and 
•	whether the project is avoiding methane emissions or not. 

We did a quick test of the weighting of these  criteria. 
While they may be changed by the time this analysis 
is published, as of 11 May 2012 for instance a methane 
avoidance project generating many megawatts of power 
and/or generating large carbon credit volumes, in a least 
developed country, developed by an entity with CDM 
experience, with large expected project investment and a 
good chunk of finance approved, seemingly has the high-
est chance of approval (80%). Changing the location to 
a non-LDC reduces the approval probability, but only to 
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65%. This picture remains apparently for all values of the 
parameters; projects in LDCs get 15 percentage points 
higher score than similar projects in non-LDCs. Hence, 
according to this indicative web check, the LDCs have 
a higher probability of getting loan than a non-LDC, all 
other criteria equal. 

Having said that, typical CDM projects found in LDCs, for 
instance characterised by being a non-methane pro-
gramme of activities (PoA), installing few megawatts of 
power, yielding limited carbon reductions, little needing 
for investment and no approved finance, only has a 20% 
probability of obtaining a loan. In other words, the CDM 
loan scheme seems to be targeting projects more typi-
cally located in non-LDC than in LDCs. 

Furthermore, applicants from the most advanced de-
veloping countries may struggle to convince the loan 
scheme administrators that the loan would not crowd out 
other potential financing for the CDM project documen-
tation. One could also argue that if no CDM projects have 
happened in these advanced developing countries so far, 
an interest-free loan is not going to change that picture. 
LDC projects might also face less competition from non-
LDC projects due to lack of demand for carbon credits 
from the latter as carbon credits from new CDM projects 
registered after 2012 are so far only allowed to be ex-
changed for allowances in EU’s emission trading scheme 
(ETS) if they are from projects in LDCs.

Those in favour of the loan scheme would argue that 
ensuring loan repayment will itself stimulate project 
development in LDCs, as otherwise there will be no future 
funding for loans to other LDC projects. This assumes the 
scheme needs to be self-financing. However, the rules 
open for donor funding as well. Nevertheless, this begs 
the generic question whether a loan scheme is the best 
way to support LDC/SIDS CDM project development. Per-
haps a grant scheme with slightly more lenient criteria 
would serve the purpose better?

Having said that, while the loan criteria have some clear 
potential drawbacks, the potentially good thing about the 
loan scheme is that the UN – through a Technical Review 
Committee consisting of UN and external experts – does 
a very thorough due diligence of applicant projects and 
their participants (the project consultant managing the 
loan must be a project participant). In case a project 
owner sends a loan application at a very early stage and 
gets a rapid response, before approaching buyers and 
investors, the latter might feel more comfortable involv-
ing themselves in the project. However, the details of the 
UN due diligence can probably not be shared with inves-

tors or buyers, as they would often include confidential 
information.

A main challenge to CDM in LDCs is simply the lack of 
underlying projects. However, for the loan scheme ad-
ministrators, there is a balancing act between i) provid-
ing loans for CDM project documentation to underlying 
projects that don’t get other investors (and hence will 
not be implemented, or will fail), and ii) providing loans 
for project documentation to underlying projects that 
would have obtained enough investors given. The middle 
ground is that the loan should be exactly what’s needed 
to get the necessary investors in the underlying pro-
ject. We are not convinced the scheme will manage this 
balancing act.

That said, few CDM projects in the Middle East have been 
developed so far, so clearly existing CDM incentives have 
not been enough to catalyse projects there. And LDC/
SIDS projects could also benefit from other potential 
financing sources (e.g. development aid). Furthermore, 
demand for CERs from non-LDCs does exist, despite an 
oversupplied EU ETS and lack of progress on reduction 
targets internationally: European governments, Japanese, 
Korean and Chinese government and private buyers, 
participants in the Australian and New Zealand ETSs and 
possibly other private and government buyers will likely 
continue to accept carbon credits from non-LDCs. And 
the UNFCCC will certainly not ban non-LDC CDM projects 
in the near future.

Hence, oil exporters could end up being rewarded by 
participation in the CDM loan scheme for their lack of 
action on reducing emissions under CDM so far. On the 
other hand, proactive CDM host countries with much 
lower GDP per capita, such as Ecuador, Honduras, Guate-
mala, Peru and Colombia, will not be able to make use of 
the loan scheme because they have more than 10 CDM 
projects registered. 

In our view, the UN’s CDM loan scheme clearly should 
have been concentrated exclusively on LDCs and SIDS. As 
this was politically impossible, its practical implementa-
tion – including the marketing of it, should concentrate 
on LDCs and SIDS. The scheme’s implementation should 
be more aligned with the needs of project owners in 
those countries. In most cases, these also correspond 
with the needs of investors and buyers. The loan repay-
ment rates would likely fall somewhat, but that would 
perhaps be a price worth paying. In any case, the loan 
scheme will most likely contribute to stimulate more 
CDM projects in LDCs than if the scheme did not exist. 
Hence – yes – the loan scheme is additional.
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About us

Differ (www.differgroup.com)
Differ’s business idea is to help scale up small-scale carbon reduction tech-
nologies (e.g. renewable energy and energy efficiency) in selected developing 
countries through i) providing free in-depth analysis on e.g. market conditions, 
feed-in-tariffs, financing and business opportunities, ii) advising project devel-
opers, project owners, investors and other decision makers, iii) developing our 
own concepts and companies and iv) investing in start-ups.

Differ was founded in November 2010 by entrepreneurs that previously have 
started and developed companies like Renewable Energy Corporation (REC) and 
Point Carbon.

Differ Analysis series
This analysis is part of the Differ Analysis series, which provides in-depth analy-
sis on market conditions, regulations, financing and business opportunities for 
carbon reduction technologies in selected developing countries. The reports are 
available for free on differgroup.com. Any questions or comments are appreci-
ated on analysis@differgroup.com.

Upcoming analyses:
•	Can carbon offsets scale up small-scale reductions in developing countries?
•	A rough guide to clean cookstoves - volume 2
•	The Kenyan electricity system - a brief overview

Differ Disclaimer
The content of this analysis is provided with the understanding that Differ is 
not herein engaged in rendering professional advice and services to you. The 
content of this analysis is provided “as is” without warranty of any kind. Differ 
shall have no liability or responsibility for any indirect, incidental, consequential, 
or punitive damages or for lost revenues or profits regardless of the theory of 
liability. 


