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SUMMARY

The objective of this report is to explore the topic of carbon sinks in forest ecosystems,
focusing on the issue of REDD. The report covers different angles: i) an overview of existing
financial and methodological initiatives that currently invest in preparation and capacity
building of potential REDD host countries, but also in REDD pilot projects, ii) the
preparedness of potential host countries (Bolivia, Cameroon, Costa Rica and Sri Lanka) to
establish baselines and implement a REDD system that contributes to sustainable
development, and iii) the funding structure and channels of a major investor country
(Norway). The focus of our analysis lies on two REDD-related issues; baseline
establishment and sustainable development.

Initiatives: Seven main REDD initiatives are assessed that have the objective of feeding into
the climate change negotiations. However, at the same time, many of them are awaiting the
results of the negotiations in order to know what methodologies to use. This is also true for
the UN-REDD and the WB FCPF, the most mature initiatives at present. The dual role of the
pilot REDD initiatives demand on the one hand that they act quickly, but on the other hand
prevents them from taking full action. The questions regarding methodologies are many
and how they are resolved will ultimately be a matter of negotiation. Before the
negotiations are concluded, the initiatives aim at taking a broad approach that allows them
to prepare countries for REDD.

Our four case countries have been chosen to represent different characteristics that REDD
countries may have and under which the outcome of REDD activities can be expected to
differ. The countries have been analysed based on their readiness for REDD in terms of
baseline preparation and sustainable development.

Readiness for baseline development: The readiness for establishing baseline scenarios has
been assessed using several criteria: i) the availability of information and data sets, ii) the
availability of national forest inventories, and iii) ongoing activities and developments with
regards to REDD. There are countries that have remote sensing inventories of forest area
available, such as Bolivia, Cameroon and Costa Rica, but few field inventories have been
made. There are other countries such as Sri Lanka where forest inventories and data
collection have not been a priority in the past, and where information is not readily
available. The lack of field data is often due to remote and inaccessible forest areas in
combination with limited financial and technical resources to conduct field missions.
Furthermore, even for countries such as Costa Rica, which have conducted rather extensive
forest inventories, estimations of biomass are usually not part of the inventory. This kind of
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data is needed in order to reliably determine carbon stocks in different forest types. Large
discrepancies due to a lack of accuracy in available data make comparative analyses
problematic.

Readiness for sustainable development: For assessing the potential for monitoring and
generating sustainable development benefits, a number of indicators were used: i) land
tenure and property rights, ii) institutions for participation and stakeholder dialogue, iii)
existing data and monitoring of indigenous peoples and forest dwellers’ dependence on
forests and iv) institutions for conserving/promoting and monitoring biodiversity and
other ecosystem services provided by forests. The study shows that most countries still
have a long way to go in strengthening institutions. Our case countries, like many other
developing countries, lack fully defined property rights and institutions for enforcing them.
The most positive example is Bolivia, where there is a law in place for recognising
indigenous peoples’ land rights and right to collective ownership. All four countries lack
monitoring and disaggregated data of socio-economic factors for local communities. In
terms of biodiversity, the ambitions are often larger than the available funds for
conservation and monitoring.

Investor’s perspective: Norway has dedicated large amounts of money to REDD in the
coming years and has chosen to channel these investments through the budget of official
development assistance (ODA). The different investment channels used by Norway, such as
multilateral initiatives and bilateral agreements, have been analysed and assessed
according to some key criteria. Whereas Norway uses all funding channels currently
available, for an investor with access to smaller sums than USD 500 million a year, a more
focused approach could be recommended.

Key messages:
From this study we can highlight the following challenges:
Initiatives

¢ Initiatives have dual roles feeding into the negotiations and relying on their outcome to
proceed;

e Coordination; several nations host more than one initiative demanding resources and
action in different areas, which calls for REDD coordination;

e Funds from the North have to be trustworthy, transparent and long-term; can this be
ensured through ODA or investments for future carbon markets?



Ongoing initiatives create an “A” team with nations becoming more ready for REDD; the
question is what this means in terms of equal opportunities for countries currently not
included in any of the initiatives. Will countries such as Sri Lanka ever be able to
participate in a REDD scheme?

Host countries

Few countries are ready for REDD in terms of data availability and capacity, even
though some are more ready than others. How to help the others and which of them?

Other development goals need to be secured and opportunity costs calculated; it is
important that the use of ODA for REDD development does not diverge funds from
other development objectives.

General issues in REDD design

Climate integrity; i) ensure actual reductions of GHG in the atmosphere and ii) ensure
that REDD is not used to continue or increase emissions in other sectors;

Emissions displacement; How to avoid leakage to non-participating countries/regions
or how to include all nations/regions to guarantee non-leakage - depending on design?

Inclusion of nations with low historical deforestation rates to avoid emission
displacement;

Costs of REDD will rise with increasing demand for land-based resources i.e. bioenergy
and food- what is the economic potential of REDD under these scenarios?

From this study we can highlight the following potentials:

REDD is attracting investors, hence large sums of money are available for forest issues
in the tropics;

For investor nations with limited REDD budgets a more focused approach in terms of
investment channels could be recommended than that practised by Norway;

Early investments provide more opportunities, including valuable contacts and access
to markets;

REDD is a common issue for North and South in future international climate
negotiations and could become a valuable negotiation item for non- Annex I countries;

Tropical forest nations have a commodity that is in high demand

Opportunities for support of tenure and land users’ rights



¢ International focus on forest in general: Sustainable Forest Management with capacity
building for inventories, institutions, remote sensing and knowledge

From this study we can give the following key messages to a potential investor:
The result from our assessment of Norway as an investor highlights an exceptionally large
budget for REDD investment, including a wide range of initiatives and bilateral options.,

which concludes that:

e Forinvestors such as aid agencies, with limited budgets, strategies with clear focus is
proposed, hence the investment volume is crucial in shaping an investment.

e For the integrity of the foreign aid system, the international climate negotiations
system and the REDD system itself we propose:

O a very transparent description of money flows and intentions in the
investments on REDD;

O an assessment of using other channels than ODA.

e With the focus on REDD in relation to a system-oriented approach on land use calls
for:

O a greater attention to general SFM, which is of relevance also for countries
not targeted as REDD host countries at present;

0 the necessity of building countries’ forest inventory and monitoring abilities,
which is an area where aid and support can contribute.
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1. BACKGROUND AND RATIONALE

This report takes its starting point from the general climate policy debate and its relation to
land use and forestry issues in developing countries. In addition, to a certain extent it
touches upon the issue of emerging markets for carbon sinks in forest ecosystems and their
income generating potential. The focus of both the climate policy debate on forestry and
these markets is on tropical developing countries due to higher carbon content in above
ground biomass and high rates of deforestation in tropical forest ecosystems, compared to
temperate and boreal ecosystems (Watson et al.,, 2000).

In terms of international climate policy, the one single most important issue discussed at
present is reducing emissions from deforestation and forest degradation (REDD) (see e.g.
FCCC/SBSTA/2008). In essence, REDD implies compensating forest nations or owners for
not cutting down carbon-rich forests; thus avoiding carbon dioxide (COz) emissions. The
international community’s interest in preparing developing countries for hosting REDD
projects has been massive. Programs and facilities such as the World Bank Forest Carbon
Partnership Facility (FCPF) and the UN-REDD programme fund have been created in order
to generate flows of financial resources from industrial countries to tropical countries.

The issues that have been raised regarding terrestrial carbon sinks, and carbon markets are
not new. They have been present in other arenas before the current REDD concept was
born, and the discussion could be aided by taking a look at similar mechanisms and
initiatives already in place. The market for voluntary emissions reductions (VERs) will be
one area to learn from, in terms of how forest-based schemes such as REDD can work in
practice. Several standards for certification, with specified methodologies, have been
developed in the last years, since it became obvious that the market struggled with issues of
credibility and double accounting of forestry projects. The objectives of standards such as
the Climate, Community and Biodiversity Standards (CCBS), the Voluntary Carbon Standard
(VCS) and the Plan Vivo are to standardise project design, implementation and monitoring
to ensure environmental and social credibility in forest projects (Kollmuss et al., 2008).
Apart from the voluntary market, experiences in the development of afforestation and
deforestation (A/R) projects under the Clean Development Mechanism (CDM) can also hold
lessons for a REDD mechanism, even though A/R CDM counts with only six registered
projects (five of these registered in 2009) out of 1665 CDM projects (June 2009). However,
the proposed national-scale approach of REDD poses new difficulties that may not have
been present in earlier project-scale schemes.
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The issues discussed related to forestry projects in general and REDD in particular, are:

displacement of emissions, i.e. leakage;

establishing reference scenarios as a starting point for measuring emission
reductions over time, i.e. baseline setting;

measuring, (monitoring), reporting and verifying (MRV, central in the Bali Action
Plan) emissions and their levels over time;

whether approaches should be national or sub-national or combined;
whether a mechanism should be fund based or market based;

capacity-building (Topic of Theme III of FOCALI ‘Climate adapted Sustainable Forest
Management’);

impact on poor people (Topic of Theme II of FOCALI ‘Making REDD work for the
poor’).

From an investor’s perspective all the above mentioned issues are associated with risk. For

example, the more accurately a nation is able to define a baseline, the higher is an investor’s

willingness to pay. The group of forest nations is heterogeneous in terms of their capability
of reducing these risks. While some countries might be well prepared for meeting the
investor’s or initiatives’ demands for low risk and availability of quality data, other
countries may have a harder time. Cooperation and development aid can assist in capacity

building.
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1.2 OBJECTIVES AND AIMS OF THE REPORT

The objective of this report is to explore the topic of carbon sinks in forest ecosystems from
different angles, focusing on REDD. These different angles cover i) an overview of existing
financial and methodological initiatives that invest in capacity building for potential future
REDD host countries, and in REDD pilot projects, ii) the preparedness of selected host
countries for establishing baselines and implement a REDD system that contributes to
sustainable development, and iii) the analysis of a REDD investor’s funding structure and
channels.

The specific aims of this paper are:

e to describe ongoing financial mechanisms for REDD activities in forest ecosystems;

to assess four potential REDD case nations with different characteristics;
e to present an investor nation case using Norway as an example;

e to discuss potentials and challenges of different REDD issues in terms of i)
initiatives, ii) potential host countries and iii) investor perspectives;

e to highlight areas where international cooperation and aid can assist in capacity
building within the forest sector.

The potential REDD countries assessed in this report are Bolivia, Cameroon, Costa Rica and
Sri Lanka. They represent a geographical spread, have different track records in terms of
deforestation and reforestation, have different capacities in terms of forest and natural
resource management institutions, and some of them are targeted by the existing REDD
initiatives. Some are countries that Sida will work with in the near future.

The assessments are based on data available through official sources and documents found
at regular library and web sources. In addition, the authors’ ongoing research on baseline
and leakage has been incorporated.

While describing the funding and methodological initiatives currently under way in the
field of REDD, the assessments conducted in this report mainly focus on two criteria. These
criteria are baseline scenario and sustainable development, which have been chosen to
reflect one technical aspect of the carbon sink issue and one qualitative aspect related to
poverty alleviation in the developing world. Below, in Box 1 and 2, is the description of
these concepts as they are used in this report.
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Baseline is...

Carbon stock (tC/ha)
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Sustainable development is...
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1.3 REDD - CONTEXT AND CURRENT STATE OF DISCUSSIONS

REDD discussions take place in the context of the UN negotiations of an international
climate change mitigation regime beyond the Kyoto Protocol’s first commitment period
2008-2012, as well as emerging regional mitigation regimes. The international political
framework for REDD is still to be determined and a variety of options are being discussed.
Although far from certain, it is likely that market-based mechanisms will play a role in
future REDD regimes. At least it is widely agreed that approaches to REDD using carbon
markets and crediting are likely to generate the largest financial flows (Ebeling et al., 2008).
Several options are currently being discussed, among them whether accounting should take
place at national or project level, or in a hybrid form, combining both levels. National-level
accounting would entail the lowest risk of carbon leakage; yet, it is more dependent on good
governance in host countries, and low levels of preparedness could lead to delays in the
implementation of REDD (Angelsen et al, 2008). Moreover, private investment in
governmental programs is unlikely to take place at a large scale. Direct participation of the
private sector, e.g. through projects, is more likely to attract the required level of financial
and human resources to REDD efforts (Pedroni, 2007). Project-level crediting, therefore,
would probably attract more non-governmental and private sector actors and their
expertise. However, project level crediting makes it harder to control within-country
leakage, and thereby to ensure a national reduction in deforestation rates. It is unlikely that
national level accounting alone would be efficient enough, especially in short and medium
terms, to reduce levels of deforestation to a significant degree. It is equally unlikely that
purely project-based accounting would achieve the goals, because it is difficult to control
leakage and coordinate projects throughout a country without a centralized institution of
control.

Therefore, an option could be a hybrid approach (Angelsen et al., 2008); the so called nested
approach (first presented coherently by Pedroni et al, 2007). This nested approach
proposes the coexistence of national and project level accounting, in a system where REDD
credits are generated by projects and distributed by the governments; or, alternatively,
allows countries to initiate REDD efforts through sub-national activities and gradually move
towards a national approach. However, the nested approach presents the challenge of
harmonization between the two levels. The nested approach involves national accounting
as well as project-level accounting, which would require the standardisation of quality
control and accounting.
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The success of all of these approaches is based on sound determination of realistic emission
reference levels in the future REDD host countries. In this field as well, several options are
still being discussed, with the main arguments calling for the use of historical baselines for
countries that have shown high deforestation rates in the past. This is argued by low
deforestation countries which might experience high pressure on their forests in the future
and would not be eligible to participate in REDD under historical baseline approaches.
Another claim made on a future REDD scheme is the fair sharing of benefits, to avoid that
the money paid by the international community for forest conservation is lost in corrupt
state systems rather than reaching the forest stewards that realise the conservation
activities on the ground. A topic very high on the agendas in this context is the participation
and recognition of rights of indigenous peoples. For this reason, REDD host countries not
only need to be able to provide reference baselines that are based on sound information
and ground measurements, but they also need to have procedures in place for recognition
and benefit sharing of REDD revenues between the government and the actors on the
ground. Currently, the topics of reference level determination and the participation and
involvement of indigenous groups in REDD are two topics that receive most of the
attention. As they are crucial issues that will need to be addressed in some way by the UN
decisions, this report focuses on the analyses of host countries according to these two main
features: availability of baseline information, and procedures to ensure sustainability.
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2. FINANCIAL AND BASELINE INITIATIVES TARGETING REDD

2.1 FINANCIAL INITIATIVES SUPPORTING REDD

In the Bali Action Plan (UNFCCC, 2007), adopted at the 13t Conference of the Parties
(COP13) in Bali, 2007, Parties are encouraged to “explore a range of actions, identify and
undertake efforts, including demonstration activities” so as to address the drivers of
deforestation and reduce emissions. Since the meeting, a number of proposals have been
presented regarding how to create incentives and mobilise resources for REDD activities.
Several pilot projects and initiatives have also been launched with the aim of developing
methods for REDD. For an overview of donors, initiatives and tropical forest countries
involved see Appendix 1.

The objective of this chapter is to assess some of the existing initiatives supporting the
work around baseline/reference scenarios and sustainable development. Of the initiatives
launched, a majority is still in a phase of development and the practical experiences made
and lessons learned are limited. The two major global schemes; the UN-REDD and the
World Bank Forest Carbon Partnership Facility (FCPF), aim at gaining valuable experiences
that can feed into the work to include forest activities in a post-Kyoto agreement. The
World Bank and the Global Environment Facility (GEF) have also launched additional
initiatives, which are to complement already existing ones. The Congo Basin Forest Fund
and the Amazon Fund are recently launched initiatives whose purposes are to achieve
reductions of deforestation rates in a limited geographical area and they do not aim as
directly at feeding into coming agreements. In addition to these, there are several bilateral
initiatives around the world as well as private schemes initiated by Non-Governmental
Organisations (NGOs) or business actors. This study does not contain a comprehensive
assessment of all of them. Rather, it focuses on a few initiatives that may come to play an
important role in negotiations of future climate change agreements and that can provide
experiences to draw on for future REDD schemes. A full list of initiatives included in our
study and their approach to baseline and sustainable development is found in Appendix 2.
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2.1.1 UN-REDD

The UN-REDD Programme is a collaborative effort of the FAO, UNDP and UNEP. It aims at
steering REDD funding towards sustainable forest management (SFM) in order to achieve
economic and social benefits as well as climate benefits and reduced emissions.
Furthermore, it has the immediate goal of assessing the potential for creating a mechanism
that ensures “actual, lasting, achievable, reliable and measurable emission reductions while
maintaining and improving the other ecosystem services forests provide” (UNDP, 2009).

The UN-REDD was established to support the efforts and dialogue on the inclusion of REDD
provisions in a post-2012 climate regime. It is one of several initiatives aimed at developing
methodologies for, and at incentivising discussion on REDD. Therefore, close cooperation
with other REDD initiatives will be essential for avoiding overlaps and drawing from each
other’s experiences and expertise to ensure efficient use of time and resources (FAO, UNDP
& UNEP, 2008). Cooperation has already been initiated with the World Bank FCPF and GEF
Tropical Forest Account.

The programme will have two components. One is to assist developing countries in
preparing and implementing REDD strategies and the other is to support the development
of normative solutions and standardised approaches for a UNFCCC REDD instrument.
Governments will determine the scope of activities and the roles of participating
organizations. UN Country teams will then support national actions led by host
governments according to guidelines already established for UN Joint Programmes. UN-
REDD aims at ensuring “full national ownership of the process” (Holmgren, 2008).

Nine countries have been selected to pilot the UN-REDD Programme. The countries are
Bolivia, Democratic Republic of Congo (DR Congo), Indonesia, Panama, Papua New Guinea,
Paraguay, Tanzania, Vietnam and Zambia (UN-REDD, 2009c). The initial 18 months phase
will be funded by the only donor so far; Norway, who has deposited 12 million USD and has
committed to deposit a total of roughly 52 million USD (UNDP, 2009). While additional
contributions are welcome, no more funds have been solicited by the UN agencies for this
initial phase. In May of 2009, 25 million USD were approved in support of pilot programs in
five countries (DR Congo, Indonesia, Papua New Guinea, Tanzania, and Vietnam) and one
international support function. The initial phase will run until March 2010. Although this is
less than a year away the practical implementation of the Programme is yet to be realised.
At a side event to the COP14 in Poznan Kaveh Zahedi from the UN-REDD Programme/UNEP
stated that there is no end date for preparing countries for REDD (UN, 2008).
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The areas for support will depend on the needs of individual countries but potential areas
have been identified as follows (FAO, UNDP & UNEP 2008):

Scoping and alliance building;

REDD Readiness for Monitoring and Assessment;
REDD Dialogue;

National REDD strategy;

Support for implementing the REDD measures;
REDD Data Management;

REDD Payment Structuring;

REDD Payment Distribution.

NS ARNWNRE

For the focus areas of this study; i.e. baseline scenario and sustainable development, the
most relevant areas are the second, third, fourth, and eighth.

Baseline and monitoring

Readiness support (point 2 above) may be provided to the extent that it does not overlap
with support from other initiatives, such as FCPF and Australian International Forest
Carbon Initiative (IFCI). Following guidance from the UNFCCC, the UN-REDD can assist in
establishing baseline scenarios based on historic emissions and/or future models and
building up systems and capacity for monitoring, reporting and assessment (FAO, UNDP &
UNEP, 2008). How a baseline scenario is defined will ultimately be a matter of negotiation.
The indicative guidance from the COP13 asks that the reference scenario should be based
on historical emissions and national circumstances, but it has not been further detailed how
this shall be done (UN-REDD, 2009a). In the meanwhile, before a methodology has been
decided, the UN-REDD will collect as much and as neutral information as poss