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Executive summary

This report provides an estimation of the fundg W be needed to build capacity in 25 rainforest
nations to enable them to participate in the preddREDD mechanism (Reduced Emissions from
Deforestation and Forest Degradation), an instrarmpesposed under the UN Convention on Climate
Change that rewards countries for avoiding the rahor degradation of their forests. The REDD
mechanism is still the subject of international otegions and is still not clear what the final
mechanism will look like or how it will be paid foiTherefore, for the purpose of this study, we
considered a spectrum of policy options:

* A pure national approach where actual deforestagomeasured and payments made for

improvements relative to a baseline calculatetie@nttional level;

* A pure project-based approach where payments ade nmindividual REDD projects in
much the same way that payments are currently nwetlin the Clean Development
Mechanism or voluntary markets;

* A hybrid approach where projects are nested wihiational baseline.

The 25 rainforest nations considered in this repocbunt for some 7.7 million hectares of forest lo
per year between 2000 and 2005, or approximatelye8ent of the area of all countries reporting net
forest loss for that perigtlt has been modelled that these 25 countries atedifor 6.5 GtCO2 in
2002, or 78 percent of global emissions from lasd, dand-use change and forésthe countries
are:
» Africa: Cameroon, Congo Brazzaville, Democratic RepubficCongo, Equatorial Guinea,
Gabon, Ghana, Liberia, Sierra Leone

* Asia Cambodia, China, India, Indonesia, Malaysia, Myan Papua New Guinea, Thailand,
Vietnam

* Americas Bolivia, Brazil, Colombia, Costa Rica, Guyana, e, Peru, Venezuela

Deforestation and forest degradation are cause@ lmpmplex combination of factors including
market drivers and policy and governance failuiidgs study has assumed that market drivers of
deforestation would be addressed through REDD patsrieut that policy and governance factors
will need to be addressed beforehand to enablelDRBechanism to work. In other words, the study
looks at the measures and activities that will neede funded to provide a sufficient level of
“readiness” to allow a country to participate in[XE It does not consider the next phase of costs,
those related to implementing the activities thegvpnt deforestation or forest degradation, as it
assumes that they will be financed from the REDR2Hmaaism itself.

Governance and policy measures associated withnessdfor REDD can be divided into three
categories:
» Establishment of a REDD infrastructuractivities specific to REDD such as developing
baselines, undertaking inventories, monitoring jaraject approval processes.

® FAO (2005), Global Forest Resources Assessmerit. 20t 7.7 million hectares figure refers to thmltéorest change of
the countries exhibiting net forest loss over teequ. China, Vietham, India and Costa Rica rembete increase in forest
cover over the period that equalled 4.3 million(A& per cent of the area of all countries reportieg forest gain for that
period).

6 Climate Analysis Indicators Tool (CAIT), Versior052008), World Resources Institute, Washingto@, D
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» Developing a strategy for REDActivities analysing the various drivers of defiation and
identifying the approaches to be used to reducerdstation and degradation.

» Implementation of the REDD strateggctivities related to the implementation of REDiat
require policy or governance changes or improvement may be difficult to fund out of
carbon payments, and in some cases must be unelerbsore any carbon payments are
likely to be made.

For each of the models (national baseline, projeghrid) we identified the range of activities
associated with each of these three categories.

Governance interventions

Based on an analysis of the generic drivers ofrdstation, our assumptions of how REDD will work
and our understanding of what private investor$ #éimand, we identified a range of interventions
that will be necessary for rainforest nations tatipgate in REDD, These interventions are
summarised in Section 4.4. The national-baselineragezh will require the most comprehensive
policy approach, so governance interventions requimder the project-based and hybrid approaches
will be a subset of the interventions required uritle national-baseline approach.

Costs of creating capacity for participation in REID

To provide a global cost estimate for the capagityding needs of rainforest nations, we considered
the types of intervention required and then esthahe costs of each of these on the basis of
previous programme activities, mainly paid for lavelopment aid, as well as some estimates made
by countries themselves. Based on this data, wienastd a range of costs for each intervention
(calculated in US dollars, which is the currencysinbcommonly used in project cost estimates), and
then calculated a range of costs for a generictepiny assuming that each of the interventions will
be necessary for a national-baseline approach.

The potential cost of governance interventions ltonaa single country to participate in REDD
ranges from $14 million to $92 million, spent ovigre years (all amounts rounded up to two
significant figures). Multiplying this by 25 to fett the 25 potential REDD countries under review
provides a cost estimate ranging from $340 milier$2.3 billion over five years. The global figure
can be calculated according to how many countniestlzought likely to participate in the REDD
mechanism. For instance, a scenario encompassingutlries could see a range of costs from $550
million to $3.7 billion. For a project-based apprbacosts for some countries will be considerably
lower as projects can go ahead in the absenceyohational-level inputs other than creation of the
basic institutional infrastructure for recognisiagd controlling REDD projects. Costs for the hybrid
approach will depend on the design of the appr@amhwill fall between the costs of the project-
based and national-baseline approaches.

It is notable that even the high end of the costBpm is a relatively low figure, given what mag b
achieved and the magnitude of donor commitmentsadyr made. This is encouraging in terms of
moving forward with REDD. However, the figure wasvdloped in the context of a number of
assumptions that may be difficult to establishaality. These assumptions are the following:

» There will be sufficient political will to guarantee the success of the projects: The figure
assumes that REDD readiness activities will be esgfal in achieving their aims, but this
figure is necessarily based on historical cost t@tprojects that have often failed to achieve
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their aims. Project failure can be due to a widegeaof factors, including inefficient and

uncoordinated delivery, and more emphasis on dowatalities than country needs. However
the greatest challenge for most projects is therades of political will among those that need
to make critical leadership decisions or changer thehaviour in order for a project to

succeed. In many cases the lack of political walh de put down to economic incentives,
either personal or national/international, whichcamage decisions and actions that
undermine the project. Therefore spending the aséichamount of money will not provide

any guarantee of achieving REDD readiness in treerate of effective project design,

political will and an attempt to reverse the oveelmhing current economic incentives for

deforestation with an efficient mechanism and blstand ambitious carbon price.

« Implementation costs will be paid for by carboneamwes The figureassumes that while
readiness may require public investment, all imgetation costs, which are likely to be
orders of magnitude higher than the figures qubtae, will be paid for by carbon revenues.
Given that payments for avoided deforestation gratgation are highly likely to be ex-post,
implementation funds will need to come either framdividual governments that wish to
pursue a national REDD strategy or (more likelyegithe magnitude of funds required) from
investors or project developers from the privatet@e In either case, an ex-post model of
payment will favour countries that are already treddy developed and well governed, as
those that are not will have fewer government reesrfor up-front investment and a national
risk profile that is likely to deter private sectowvestors in the absence of sizeable potential
profits. This market “efficiency” may appeal to #eowishing to establish a REDD market at
relatively low cost but it implies that investordlwot find it economically viable to invest in
REDD in many poor countries until carbon pricessarfficiently high.

» There will be sufficient international demand faedits from forest carbon project$he
figure assumes that the political and policy frammgwfor REDD, whether a national-baseline
or project-based approach is adopted, will prowsdéicient demand for carbon, adequate
levels of certainty about the framework and ancgdfit mechanism for implementation,
which together will be necessary to ensure thastsuitial money flows to those responsible
for reducing deforestation and degradation. It iesiainclear from the current debate
whether all of these conditions will be met.

Therefore the relatively low estimate of readinessts may underplay considerably the real cost of
establishing a REDD market that is accessible toentban a handful of tropical forest countries.
Given the political pressure for REDD not only &mluce GHG emissions, but also to achieve a range
of other ambitions, this “efficiency” may not be fime best interests of establishing consensus on a
REDD mechanism in the highly volatile political ¢exrt of the UNFCCC.

Costs of readiness for achieving development ansbbiersity “co-benefits”

If governments wish to look beyond the climate gation imperatives discussed at the UNFCCC and
attempt to tackle poverty-alleviation or biodivéyspriorities using tropical forest carbon market
payments, the challenges and potentially the casgslikely to be higher. In some cases it may be
reasonable to assume that avoiding deforestatimtrigsically in the interests of the poor andefstr
dependent. However, it is clear that this is nataglk the case and that increasing the value o$tore
through carbon payments may undermine tenure aedrights of poor and indigenous groups.
Similarly, while it is probably reasonable to assuthat protecting forests contributes positively to
maintaining biodiversity, areas which are best gotdd for carbon may not be priorities for
biodiversity. Therefore, a focus on protection whaonserves most carbon at the lowest cost will not
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always protect important biodiversity.

There are several ways in which this might be agki@ depending on the mechanism adopted for
REDD and the type of country being considered.

Development of the REDD strategyhether REDD is implemented at a national or mtoje
level, there is a need for a strategy setting out reductions in deforestation and degradation
will be achieved. In most countries and even in ynadividual projects there will be a range
of ways in which deforestation can be tackled, sahehich have less impact or provide
greater co-benefits than others. The greater t@vament of a wide range of stakeholders,
and particularly affected parties, in the developimef the strategy (and in some of the
follow-on activities), the greater the potentialctame up with approaches that are appropriate
for poor forest-dependent people, indigenous peaptebiodiversity. Therefore, investing as
part of “readiness” in either a national strategycess or a project planning process that is as
inclusive as possible is likely to have long-tereméfits in reducing any negative impacts on
the poor and biodiversity and, where possible,dasing co-benefits.

Linking with other forms of fundingMany of the activities identified as importantr fo
readiness and for reducing deforestation have dyrbaen identified as priorities for funding
from other sources such as international developmien national development programmes
or conservation projects. Therefore, there maydmeesscope for leveraging co-benefits by
linking REDD to other projects which help finante tco-benefits.

Investment in poorest countrids the poorest countries investing only in “resis” is not
likely to generate adequate investment in avoidefdréstation or degradation sector. Public
money will need to be made available to establigtitutions and implement a range of
activities that, in theory, should be considereglementation or “project” costs, if there is to
be any hope of attracting foreign direct investm@idl) or accessing international carbon
markets. This is particularly true of sub-SahardricA, where many countries currently have
national/sovereign risk profiles that impede FDlalhsectors except for those with the most
controllable production processes and highest piateprofits (e.g. oil, extractive industries).
Even if a REDD mechanism includes a less demarmtiojgct phase for countries that are not
able to meet institutional requirements for a nalebaseline approach, it may not be possible
to stimulate investment in such countries withoigniicant public subsidies or very big
differences between the price paid for the carbahthe ultimate selling price.

Creating market demand for co-benefitsmay also be necessary to look more closely at
actors that are outside the REDD debate or thela@vent/aid paradigm and recognise the
importance of establishing carbon buyers that ailéngy to pay the additional cost of
“producing” such co-benefits. Experience from tHeNC suggests that there is little political
appetite for establishing mandatory sustainabstigndards within UNFCCC mechanisms, but
it is possible to establish voluntary higher staddaHowever, achieving demand for co-
benefits in the potentially much larger compliantarket will take a commitment on the part
of purchasing countries to give preferential tresitto such credits and to pay a price that
reflects the additional costs and risks attachetigéw generation.




Introduction

Deforestation and forest degradation are majorcgsuof emissions of carbon dioxide and reducing
these emissions has been identified as a globalifyrin efforts to tackle climate change. It haeb
estimated that global deforestation accounts fortau20 percent of global emissions of carbon
dioxide, with forests being lost at a rate of ambénpercent per decade. If the growing pressure on
natural resources from mankind continues, theahferest loss is likely to increase over the ng&t

to 50 year<.Finding a way to pay for the conservation of ftsds therefore an important component
of tackling climate change.

In recognition of this, the ongoing internationihmate negotiations are currently defining a rade f
avoiding deforestation and forest degradation asraponent of a global climate strategy. The UN
Framework Convention on Climate Change (UNFCCC)feramce in Bali in December 2007
concluded an agreement to explore options for a meschanism, Reduced Emissions from
Deforestation and Forest Degradation (REDD), whichuld provide a financial incentive to reduce
deforestation and thereby provide a way of redugingal emissions at relatively low c8st.

Most studied estimate a unit cost of REDD of $2-$10 per tonfiecarbon dioxide equivalent
(tCO2e), including administrative or transactiorstsd’ This can be compared to an average carbon
value in the Kyoto Protocol’s Clean Development keadsm (CDM) in 2006 of $11 per tCO2e; and
a cost of cutting industrial emissions of over & tCO2e. These figures indicate that tackling
deforestation provides a cost-effective meansadiceng emissions of carbon dioxide.

However, deforestation and degradation are caugeal ctbomplex combination of factors including
market drivers and policy and governance failunes tcombine to make it more attractive to fell free
than keep therh: Weak governance and poor policy have togethergmted many rainforest nations
from controlling deforestation, and these factoilf also be a key determinant of countries’ ability
participate in new financial mechanisms for forpsbtection, particularly REDD. While such a
mechanism has the potential to generate signifig@yments to countries that reduce rates of
deforestation, achieving this is likely to depermdanumber of governance-related factors: a basic
practical level of control over the forest resoyrtee means to address the causes of deforestation,
and the institutional capacity both to manage #selting funds and to provide the necessary ceytain
that any reduced emissions are real and quangfiaiiherefore, for REDD to succeed in many
countries will require a genuine political commitmhéo reform at the national level in parallel wah
substantial international effort to build capacity.

" Chomitz, K.M. (2006) At Loggerheads? Agriculturakgansion, Poverty Reduction, and Environment in Thepical

Forests. A World Bank Policy Research Report

8 Saunders, J, J Ebeling, R Nussbaum, “Reduced Emssérom Deforestation and Forest Degradation dessrom a
forest governance perspective”, p. 4. Oxford: Prefp March 2008

® E.g. Chomitz (2006) op.cit.

19 Money denoted in US dollars unless specified oifser

11 For examples Trines, E. (2007) Investment Flows Binance Schemes in the Forestry Sector, withidatat Reference
to Developing Countries’ Needs. A report for thei®eariat of the UNFCCC, citing Trines et al., 20@6éntifies five broad
categories of barrier: economic, risk related,tiall / bureaucratic, logistical and educationsddietal barriers
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1.1 The study

The Eliasch Review is examining the question oé$brgovernance as part of its examination of the
role of global forests in tackling climate chanbeough existing and new financing mechanisfss

part of its work, the Eliasch Review team commissib this study to undertake an estimate of the
cost of building capacity in rainforest nationsatmow them to participate in REDB.

This report is an attempt to provide an estimatieffunds that will be needed to build capacit@n
rainforest nations to enable them to participatea iREDD mechanism. The 25 rainforest nations
considered in this report account for some 7.7ionilhectares of forest lost per year between 2000
and 2005, or approximately 60 percent of the afealacountries reporting net forest loss for that
period** It has been modelled that these 25 countries ateddor 6.5 GtCO2 in 2002, or 78 percent
of global emissions from land use, land-use chamgkforests® The countries are:

» Africa: Cameroon, Congo Brazzaville, Democratic RepubficCongo, Equatorial Guinea,

Gabon, Ghana, Liberia, Sierra Leone

» Asia Cambodia, China, India, Indonesia, Malaysia, Myan Papua New Guinea, Thailand,
Vietnam

* Americas Bolivia, Brazil, Colombia, Costa Rica, Guyana,Xite, Peru, Venezuela.

Section 1 of this report presents the backgrourtiitoresearch and the assumptions on which it has
been based. Section 2 summarises the likely shiape ®EDD mechanism and how it could work in
practice. Section 3 outlines the drivers of def@tisn and the policies and measures that can ssldre
those drivers. Based on these policies and measBeetion 4 considers the minimum criteria of
governance that will be required to allow countt@participate in REDD. Section 5 presents the cos
calculation. The report then offers some policyatosions arising from its findings.

1.2 Methodology

We collected information by a combination of detkdg and interviews with relevant stakeholders
and experts, as well as by subcontracting compengitwork to EcoSecurities (looking at market
requirements for the REDD mechanism) and LTS Iatiéonal (to provide additional information
about forest-governance projectS)The first stage of this exercise was to defineathmdology for
estimating costs and to collect data on which selihe estimate. Defining the methodology proved a
complex task due to the lack of clarity about thely shape of any REDD mechanism and the
minimum standards of governance required to ac@essm addition, governance requirements
themselves are difficult to categorise becauseethsea spectrum of functions that might be required

12 The Eliasch Review team is based in the OfficElahate Changewww.occ.gov.uk

13 The OCC awarded a contract to conduct this work tmnsortium comprising Chatham House and ProEdd#s| and
EcoSecurities participated in several of the projggcussions.

¥ En0 (2005), Global Forest Resources Assessment. Z005 7.7 million hectares figure refers to thaltdbrest change
of the countries exhibiting net forest loss oveg tieriod. China, Vietnam, India and Costa Rica megoan increase in
forest cover over the period that equalled 4.3iomlha (78 per cent of the area of all countrigmréng net forest gain for
that period).

15 Climate Analysis Indicators Tool (CAIT), Versior052008), World Resources Institute, Washingto@, D

16 The authors would like to extend their thanks|tahsse who contributed their time in providingtal@nd suggestions for
this project and in reviewing successive drafteeskhincluded John Hudson and Hugh Speechly of D&tHdf of AusAlD,
ITTO and FAO, Tom Blomley, Mary Hobley, Jens Fiiisnd, Dick Rice, Michael Richards, Adrian Whitemamd others.
Pat Hardcastle from LTS International and Jan Fedrgk Till Neeff from EcoSecurities provided veryefid written
contributions to this report.



ranging from general practices of effective govegnial institutions that are outside the forestmect
but are nevertheless essential, to more specifictipes that are relevant to the forest sectoioor t
individual REDD projects. There is therefore a widege of costs that could be required to build
capacity for REDD. Much international discussiors leen about whether these costs should be
borne by governments (i.e. host-country governmemtsdonor countries, e.g. through official
development assistance) prior to the implementaifcan REDD project, or whether they should form
part of the project cost itself. The outcome ofsthighly political debate will have significant
consequences for the future success or otherwistheofREDD concept. Without investment in
effective institutional governance or using pulilioney to guarantee private investments, the market
is unlikely to involve itself in the development gxfich a high-risk new element of the carbon market.
Furthermore, without the engagement of the prigaigor it is unlikely that large enough sums will
be raised to significantly impact on deforestatiotGHG emissions ratés.

1.3 Assumptions

We worked under the following broad assumptions:

1. Therewill be adequate carbon money available. This report assumes that countries will be able t
receive an attractive income for reducing emissidigs is a huge assumption as it relates to the
price paid for carbon, to the mechanism developetita the extent to which it creates sufficient
certainty and adequate demand to drive investnieqierience from the CDM to date indicates
that policy uncertainty and red tape have both hadhajor impact on the availability of
investment for project development. The report mEsu that a REDD mechanism will be
established in the context of sufficiently high dem (most likely from developed countries
listed in Annex | of the UNFCCC with quantified egsion reduction commitments) to ensure a
purchase price which makes investments in foregteption more profitable than the profits
foregone from other potential land uses. In realifferent areas of land in different countries are
suitable for a range of uses, and so subject amger of opportunity cost8 We assume that the
capacity-building costs are those that will allonc@untry to develop or implement a REDD
strategy at the point at which the opportunity sdst other uses of forest are cancelled out by the
likely REDD income — i.e. the point at which it neskrational economic sense to do so.

2. There will be sufficient political will to build capacity. The assumption that countries will not
develop or implement REDD strategies where it du@smake long-term economic sense to do
so leads to another critical assumption: that dgpaoestment will be made in a context where
all relevant actors are motivated to achieve trareeé aim of the investment — otherwise known
as political will. This assumption has significantpacts on the potential scale of capacity-
building investment costs, as some interventionsh @s tenure reform or the implementation of
anti-corruption policies, may at first appear torbkatively low in cost but historically have been

17 Jan Fehse and Till Neeff, “REDDiness for the pévaector”, unpublished report for the UK Office @imate Change
and Chatham House. Oxford: EcoSecurities, 21 M&B820

18 pre-Bali, the World Bank suggested a broad rafigmssible costs for different interventions, ramgfrom $100/ha for
enforcing law in protected areas to a conservastenate of $2,000/ha for offsetting the opportycibst of conversion to
soy plantations. In addition, different forest tgpery in potential for carbon storage and thusiime on a per-hectare basis.
For example the carbon storage capacity of typroglical forests ranges from 120 to 400 tonnes#fiidh, extremes of up to
3,000-6,000 tonnes/ha for certain peat forestmdugiese figures, and a March 2008 survey underthidoint Carbon, in
which over 70 percent of carbon analysts expectgldtzal reference carbon price by 2020, which ghedict will be in the
region of $35/tonne, and assuming that any REDDhay@ism will credit avoided deforestation in fungilibnnes, this
results in potential total revenues ranging fron2$0 to $210,000/ha.
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almost impossible to achieve despite decades gbosugrom development agencies, due to
opposition from individuals and organisations wiwontht see changes to be in their own interests.

Implementation of REDD will be funded by carbon revenues. Although readiness may require
public investment, we assumed that all implemematiosts, which are likely to be orders of
magnitude higher than our estimation of readinestsc will be paid for by carbon revenues.
Given that payments are likely to be ex-post @@e&forestation will first need to be reduced and
then verified before any credits can be awardedplémentation funds will need to come from
either individual governments that wish to pursuetonal REDD strategy or (more likely given
the magnitude of funds required) investors or mtogievelopers from the private sector. In either
case, this model will favour countries that areadty relatively developed and well-governed, as
those that are not will have less government resdou up-front investment and a national risk
profile that is likely to deter private sector isters in the absence of sizeable potential profits.
This market “efficiency” may appeal to those wighito establish a REDD market at relatively
low cost but it implies that it will not be econarally viable to invest in REDD in many poor
countries until carbon prices are sufficiently high



2 The likely shape of the REDD mechanism

It is still not clear what the final mechanism atimpfor REDD will look like or how it will be paid
for. Therefore, for the purpose of this study, wesider a spectrum of possible policy options -epur
national, pure project and a hybrid option:

1. National-baseline approach: payments will be made to national governmentsréaluctions
in deforestation based on national performancenagan internationally agreed national
baseline.

2. Project-based approach: payments will be made to individual projects liths@ individual
project performance against a project baseline.

3. Hybrid approach: there are various possibilities but two optioppear to be:

a. a project-based system operating within a natidremhework where payments are
made to projects nested within a national baseilitie a requirement/guarantee that
the country must reduce deforestation nationallswe a baseline by at least the
amount credited to the projects, or

b. a project approach is adopted until a certain velwhcredits is reached, at which
stage a national approach is adopted.

The risks, issues and costs associated with acigeeadiness for each of these approaches are very
different. Given the level of uncertainly about thgrid options we have not sought to estimatescost
for it, but assume it will be somewhere on the sp@ac between the two options.

The experiences of the CDM suggest that the prigsigtor has the potential to make a large
contribution to the functioning of a carbon-crediechanism. Successful involvement of the private
sector, both for investment and for market fadilita (e.g. know-how and mitigation of credit
delivery risk) has the potential to implement RERDtivities at a larger scale and more cost-
efficiently than a strictly publicly-funded mechami. Like the CDM and Joint Implementation (J1),
REDD is likely to be an ex-post crediting systerheTinancial rewards for the carbon savings cannot
therefore be directly used to fund the activitiest reduce deforestation. Rather, funds for thasst m
be raised beforehand. Based on analysis by EcaBesuwe assume that this funding will be raised
through private investment rather than through kigraent assistance, for instartédn addition,
however, investment will be required to build thecessary capacity in countries to allow their
participation in REDD, i.e. to ensure their readie

In a national-level crediting system an entire ¢oumvould be awarded credits for its performance
against a national deforestation baseline. Inc¢hie, it seems most likely that any trading of itsed
would tend to be government to government, perhdgsa few large trading entities involved, but
with relatively little participation of the privatgector other than as final purchasers of credits.

In the case of a project-based market mechanisnvidiudl projects would be credited for the
avoidance of deforestation against a project-sjpduéfseline scenario, in the same way as thisrig do
now in the Kyoto Protocol’s project-based marké&@®k and JI) and in the voluntary sector where
this type of project already exists in a numbecaintries. In such a mechanism there would be open
trading of carbon credits, in which the privateteecan play an intermediary role, linking project

19 Jan Fehse and Till Neeff, “REDDiness for the pévaector”, unpublished report for the UK Office @imate Change
and Chatham House. Oxford: EcoSecurities, 21 M®&820
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developers and credit end-buyers, facilitating raar&ccess, providing know-how and mitigating
delivery risk through selling credits from projgudrtfolios.

Both approaches have their advantages. A projesebapproach provides a good platform for
investment, since individual projects offer cleadgfined and delineated activities whose risk an
investor can assess in a standard due diligenceefrark, and that can be clearly captured in a
contract. Moreover, an individual investor can ofteve a relatively high degree of control over the
project activity and thereby reduce risk. In additian individual investor can also more readikish

on the inclusion of co-benefits, such as bioditgrsbnservation, if there is sufficient market dexha
for such additional measures.

However, a major problem with a project-based apgnds the risk of leakage: the possibility that a
project to avoid deforestation in one area will ehershift it elsewhere. The main appeal of a
national-baseline approach is that it substantra@tjuces the risk of leakage, although leakagesacro
borders remains an issue. However, a national appralso raises much more significant governance
challenges to countries wishing to pursue it, sétrodetail below.

A hybrid approach could allow the development dajgects within a national-level crediting system.
This could take the form of a national project sty system where the government issues credits to
projects. This would still be a risky investment farivate actors, however. An alternative to this
might be to allow countries to operate on a propadis until a certain threshold is reached at lwhic
point a national baseline and accounting will puneed.
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3 Reducing deforestation and forest degradation

This section identifies the drivers of deforestatend the measures that governments can take to
address those drivers.

3.1 Dirivers of deforestation

The drivers of deforestation are complex, intedidland varied across countries. The main cause of
deforestation that a REDD mechanism would seekddress is the market failure that currently
causes forests to be valued below their worthrimgeof acting as a sink or store of carbon; byipgtt

a value on this function (as well as, possibly, itolell attributes such as biodiversity and other
ecosystem services), REDD could overcome the oppitytcost of leaving a forest standing instead
of harvesting its wood or using the land for anogerpose. As Saunders et al. point out, however,
economic drivers are only one of a number of factihrat cause deforestation, to be considered
alongside institutional and political factors ar tcapacity of a country to control illegality, for
instance®® Geist & Lambin divided the drivers into four broeategories: infrastructure development,
agricultural conversion, forest-production extrantand accidents. These categories include a range
of activities, both legal and illegal, as outlinedrable 1.

Table 1: Drivers of deforestation
Infrastructure development Road construction & improvement
Urban / semi-urban settlement (legal & illegal)

Extractive industries (mining, gas pipelines eteyél & illegal)

Agricultural conversion Plantation agribusiness (legal & illegal)

Subsistence agriculture (legal & illegal)
Market-oriented agriculture including cattle ramahilegal & illegal)
Forest product extraction Commercial logging (legal & illegal)

Domestic fuel wood (legal & illegal)

Accident Fire

In very simple terms, for REDD to succeed, it Wil necessary to identify which of these drivers are
relevant in a particular country and to addressmthiepending on the extent of reduction that is the
target, it may be necessary to address only sortteeafrivers. In this case it will also be impottem
identify which are the easiest and most cost-dffetb address.

3.2 Policies and measures to avoid deforestation

In order to address these drivers it is necessacpmsider the underlying factors which cause them.
As discussed above, deforestation and degradatioceaised by a complex mixture of market, policy
and governance failures and while REDD paymentsdi@atly influence market failures, the link to
policy and governance is more complex. Howevemasgd earlier, achieving any revenue from a
REDD mechanism is dependent on countries beingtatdentrol and manage their forest resources,
to demonstrate any reductions in deforestatiorsratel guarantee their permanence, and to manage
the resulting funds.

20 jade Saunders, Johannes Ebeling and Ruth Nusstaadyced Emissions from Deforestation and ForesgrRdation
(REDD): Lessons from a forest governance perspatt®xford: ProForest, March 2008

2 Helmut J. Geist & Eric F. Lambin, “What drives pical deforestation? A meta-analysis of proximaid anderlying
causes of deforestation based on subnational tade evidence”. Louvain-La-Neuve: University of liain, 2001
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By considering the drivers of deforestation outline Table 1, a range of governance factors can be
identified that will need to be addressed in orttemanage each of the drivers. The key factors
(which are further elaborated in Section 4.4) are:

» effective institutions, with clearly defined rolasd responsibilities;
» clear and appropriate legislation;

» clear reliable land tenure;

» ability to enforce legislation;

e monitoring capabilities.

However, it is difficult to make any direct link tseeen investment in this type of governance and
capacity building and reductions in emissions. Thakes it difficult to fund these activities out of
REDD money. Furthermore, private sector money ishriass likely to be invested in countries with
poor governance and policy environments. Therefireyay be necessary to consider addressing
these underlying factors as part of the prepardgoREDD.

13



4  Governance requirements for REDD

This section describes the elements of institutiooapacity that we identified as potential
prerequisites for a country’s participation in aE mechanism. Depending on the scope of the
REDD mechanism, the minimum capacity to allow antputo participate in REDD is likely to
include relatively minor criteria like the abilitp maintain a national registry to, more fundamignta
the ability of a country to control deforestatioithin its territory.

Governance measures associated with readines&€fobRan be divided into three categories:
+ REDD infrastructurethis includes activities such as calculation dbaseline, monitoring,
issuing credits and (for the project-based or lapproaches) approving and registering
projects.

+ REDD strategy developmerfior a national-basline approach this would ineok national
plan for reducing emissions from the forest sethat identifies the drivers of deforestation
and which of these drivers can most effectivelyaddressed and considers what actions are
necessary in order to do this (including nestedepts if this approach is adopted). For a
project-based approach a more simple strategyaidhr project would be needed.

+ REDD strategy implementatiofihis should be considered in two parts: firsalotg with the
governance and policy issues that allow or encaudgjorestation, and second, addressing
the market drivers of deforestation. Only the figatt would need to be funded as part of the
readiness activities; the second part should beéddmirectly through REDD payments.

The range of institutional governance requireméotsan effective REDD strategy will ultimately
depend on how the countries that are party to th&=CCC design the mechanism, including
requirements for measuring, verifying and payingdeoided deforestation. In reality this design is
likely to incorporate a range of options for conib@national and project approaches; in the interes
of simplicity, however, we have outlined a set obddl governance requirements for a national-
baseline approach and a sub-set that are likddg twecessary for establishing realistic investmskt
levels for a workable project or hybrid approach.

This section identifies the need for building ihgibnal governance capacity to facilitate national

access to any mechanism and private-sector invameim REDD activities. The final shape of the

REDD mechanism will greatly determine the extentvtdch these measures will be necessary. If a
purely project-based approach is favoured, onlyesofrthe measures will be essential. If, however, a
national-baseline or hybrid approach is chosen thbroader suite of governance improvements will
be required.

4.1 Governance requirements for a national-baseline appach

A pure national-baseline approach, in which defiatesn and degradation are measured against a
national baseline and the national government lislysoesponsible for reducing them in return for
payment, would require a high level of governangeluiding the establishment of a range of
institutional functions. This could include:

* A national REDD strategy: Governments would needldgelop a national strategy which
established an action plan for addressing the nraryrelated social, political and economic
drivers of deforestation at the national level.lawve the best chance of being implemented,
planning would ideally be undertaken in consultatiwith a wide range of stakeholders
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within the country. The strategy could go as fapiéating some of the activities that had been
identified as necessary for reversing deforestatiends, for example alternative livelihoods
programmes.

The setting up of national REDD accounting and itfeaindling infrastructure: Although
details are not yet defined, discussions aroundhodeiogical aspects of REDD indicate that
a potentially complex infrastructure may be reqiiite make the mechanism operational.
They are likely to be based on the requirementsAfunex | countries to enter the trading
mechanism, set out in Article 17 of the Kyoto Preglo

Baseline, monitoring and inventory capacity: Nasibogovernments would need to establish
the necessary infrastructure and capacity to dpvahal agree on a national baseline as well
as the capacity to measure and verify achievenagaisst this baseline.

Once this basic infrastructure is in place, coestwill need to have sufficient capacity to guagant
implementation of REDD. In other words, countriegsinbe able to effect outcomes so that they are
able to reduce deforestation or degradation. Hili&ely to require addressing governance and polic
issues in order to create an environment where pagrcan be made to address drivers. Such issues
may include:

Land tenure reform: It will be crucial in many cdues to clarify rights to land and carbon

assets. Land tenure is unclear in many rainforeshicies, with competing claims between
different tiers of governments and between govemméhe private sector and local

communities and indigenous people. The way in wbioth disputes are resolved will have a
significant impact on the extent to which REDD HW#sehe poor.

Land-use planning: A land use or rezoning progranmas be required, for example to
establish new areas of permanent forest reserférvadteas currently identified for extraction
and conversion uses. This could be undertakereicdhtext of the national REDD strategy.

Perverse incentives: It will be necessary to idgraind remove financial incentives for forest
conversion or colonisation, where they exist, aingilarly to reform tax/subsidy regimes to

incentivise forest protection. This may include theision of laws and regulations that were
developed historically for specific purposes bu¢ aow less relevant. For example, in
Ecuador the colonisation of the Amazon region wasoaraged and subsidised from the
1950s onwards, and a law was put in place thatinedjcolonists to keep the land free of
forest cover in order to maintain their ownershights and receive government incentives.
This law still exists and would clearly be in cacfflwith efforts to reduce deforestation. An

analysis of such cases would need to be carriedooste where such conflicts may lie, and
where there are opportunities for reducing defatest.

Forest law enforcement and reform: Effective impatation of forest law requires both that
it be considered legitimate by those that must eltig it, which may entail reform, and a
level of enforcement capacity that reflects the 9i# the resource and the existing baseline
level of illegality.

Broader institutional reform: Governments will nedensure that different agencies have
clear responsibilities and are working in concerat¢hieve reduced deforestation. This will be
particularly relevant to agencies set up to distelpayments to those who must forgo income
from activities previously linked to deforestationdegradation.
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Even still, although addressing the issues idemtiibove should improve the potential for REDD in
many countries, in some others it may not be defficbecause of deeper underlying problems at the
national level. These may include corruption, pedit instability and lack of a track record in
managing resourcés.However, these issues have not been included dalailation of costs for
readiness since addressing them relates more tguestion of political will which is discussed
elsewhere in the paper. Nevertheless, they ardylitcee have a major impact on success of any
measures.

4.2 Governance requirements for a project-based approdc®

In the case of a project-based approach, experiémmma both the Kyoto Protocol's project
mechanisms (CDM and JI) and the voluntary markewstthat the prerequisites for the development
of a project are relatively few. The most importarg:

* National approval procedures: An internationallgdited REDD project mechanism would
likely contain some system of national project appt system by which the host country
would allow specific activities to earn carbon étednd to reflect in the national baseline
and monitoring system. Under the CDM, the naticsaroval procedures have a current
backlog of up to six months and have resulted amdaction costs which rule out many
projects with more marginal profit forecasts.

» Capacity to assess projects: Apart from settinghepcriteria and procedures for an approval
process it will be necessary to build capacity tie government in order for agents to
understand and verify the design and impact ofgetej This concerns technical capacity in
the form of, among others, knowledge of REDD actimgnmethodologies, project eligibility
criteria, and, importantly, an ability to assess fgakage risk of a project. The last is relevant
for the negotiation or determination of a crediympant by a project to the government to
compensate for leakage caused by a project. Diffited compensations based on project
leakage risk or risk classes will be more effectikkan a single flat percentage for every
project, since this would have to be set relativefyh to cover for the worst cases. In doing
so, it could render many projects unfeasible. Cigpaghould be built both in technical
expertise and in manpower: the CDM shows that thet-bounty approval process is often a
bottleneck because not enough personnel are alati@atiake projects through the approval
procedures.

* National project registry: There may also be a ree@ national registry of project activities
that would enable the discounting of project ciediiom the national REDD achievements.
On the other hand, this discounting may also bedarthe international level.

Experience from the CDM also suggests that projetistend to be developed in countries which
have the best risk profile (currently 70 percenCafM projects are in China), which may effectively
exclude other countries from benefiting unless soeagliness activities are implemented. The types
of additional measures which are likely to be intaot are:

» Clarification of resource ownership: In many coigdr land tenure is unclear and land-
owners, or project developers, cannot be surethigt ownership or control over a project
area will not be contested once it becomes potsntialuable. Uncertainty over whether the
party selected for a carbon purchase and/or invergtroontract is in fact the inalienable

22 The governance capacity of individual countriessisveyed in an unpublished report, “A survey opamity and
conditions in 25 rainforest nations”, prepared g tonsortium for the Eliasch Review in April 2008
2 This section is based largely on Fehse & Neeffciip
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owner of the land/asset renders investment in kaskd activities expensive and high risk. It
may not be necessary to entirely reform tenurishregements given the likely political
resistance this would entail, but under a projesteldl approach it would be necessary for
them to be clear and reliable in a given projeeaar

» Clarification of environmental service ownershigfgensibilities: Even where land tenure is
certain, in some cases there are no clear leges$ for ownership of non-traditional assets,
such as environmental services. Emission reductiftom reduced deforestation are
environmental services and in some countries tmerg be a need for clarifications as to their
legal nature and, ultimately, their ownership.

» Establishment of effective judiciary: related teal land tenure, developers/investors will
also need an assurance that the legal infrasteugiua country is able to uphold the rights set
out in project contracts. The institutions do necessarily need to be independent but a
reasonable degree of transparency is probably dee@iee capacity to provide this
contractual certainty has been noted as one aktieons for the overwhelming dominance of
China in the CDM, compared with less functionatedalsewhere in Asia and Africa.

* Removal of perverse incentives: as with a nati@pgroach, there may be legislation that
would undermine or conflict with project activitiegmed at encouraging people not to clear
forest.

Even if efforts are made to put these things ic@l@ountries with very high risk ratings may remai
unattractive to investors. Apart from risk facttinat are specific to the REDD mechanism, there are
also barriers to investment that apply genericadlyhe land-use sector and to sustainable resource
management in many developing countries.

4.3 Governance requirements for a hybrid approach

As noted above there is a wide spectrum of ingbitad possibilities for a hybrid approach that
combines national-level crediting and a projectelaapproach. One example would be a system that
permits international financing and trading of pdg. Governments could still gain credits for ithei
performance against a national baseline, which evdad monitored on a national level, but any
international credits awareded to projects woulédnéo be discounted from the national credit
potential to avoid double counting. The nationahitaring system would register any leakage from
projects within the country (although it would ro able to attribute leakage to a particular pthjec
Governments could be incentivised to allow projdotdake place in their territory by providing a
share of revenues from trading to the governrfierfio facilitate such a hybrid mechanism
governments would need to invest in capacity arterogovernance improvements. The specific
governance requirements would depend on the appradopted. They would include at least the
measures outlined above as being necessary forddvelopment of projects, including the
establishment of a REDD accounting and credit-Hagdinfrastructure and the ability to assess
projects. The total governance requirements amdyliko be less than those required for a purely
national-baseline approach, however, since somhetburden of implementation will fall on the
private-sector.

24 Fehse & Neeff, op. cit.
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4.4 Governance interventions

Table 2 presents a summary of governance inteoventinat will be necessary for both national-
baseline and project-based approaches to REDD.gbliernance requirements for a project-based
approach should be seen as a subset of the requitemnder the national-baseline approach. Based
on our analysis of the generic drivers of defotésta our assumptions of how REDD will work and
our understanding of the institutional requiremdntsfacilitating private sector investment, we bav
identified a range of interventions that will becassary for rainforest nations to participate irDRE

It should be noted that there is a continuum betvikese interventions that can be regarded pueely a
part of “readiness” requirements and those thapareof implementing a REDD strategy. Similarly,
there is a range covering those interventions that be considered essential and those that may
simply be desirable. This distinction depends irt pa the level of risk that investors are willita
take, but also on political decisions about thel®f risk that will be acceptable related to thdev
impacts of REDD — in particular, its potential inagpan poor and marginalised groups. The better the
level of governance within a country — for examplehere is an effective judiciary, if the right$
indigenous peoples are recognised and if therénigralevel of transparency within government — the
greater the chance that a REDD mechanism will eotobthe detriment of the poor and will not be
subverted by those with power.

Table 2: Summary of governance interventions

Intervention National baseline approach (includinghybrid approach) Project-based approach
only

National REDD Develop a strategy Establish REDD

strategy Establish REDD infrastructure (for accounting &ditdhandling; infrastructure (project
implementation of strategy, etc.) registry; assessment
Stakeholder consultation capacity)
Pilot testing

Monitoring & Establishing baseline level for emissions

establishing baseline | Monitoring deforestation and degradation

Land use Land reform Clarification of tenure
Land-use planning & zoning over land & resources

Establish capacity to provide support servicesSieM, RIL, forest
certification, community forestry, PES, agriculturgensification,

etc.
Legislation Legal reform (e.g. to encourage sustaiim forest management, Clarification of relevant
allow for community forestry, PES, etc.) laws & policies

Removal of financial incentives for colonisatioettiement schemes
Tax reform (e.g. removal of subsidies/ tax incesgiv

Institutional reform Clarification of roles & responsibilities (includirperhaps

(within forestry, decentralisation)

agricultural and other | Capacity building

sectors) Improved transparency

Enforcement Enforcement of planning & environmenggjuirements, & forest
laws

NGO capacity building
Establishment of effective & independent judicigtem
Finance sector Banking/ finance sector reform
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5 Costs of creating capacity for participation in REID

In this section we estimate costs for the govereanierventions that will be necessary to address t
drivers of deforestation and degradation and ppdie in a REDD mechanism. Depending on the
details of the final agreement, the cost of settipg REDD infrastructure requirements may be
substantial. It is questionable whether privateegtinent will flow into REDD activities before the
infrastructure is fully defined, or at least weliderway. For example, private sector investment has
been absent during the preparation of the JI meéstmadue to the high delivery risks and uncertain
profit potential. Following these experiences with the private sector may perceive investing in
REDD as equally risky before there are clear irtthos how and when the infrastructure will be
operational and what are its rules.

5.1 Previous estimations of costs

Tackling deforestation will require substantial éstment in rainforest nations, both in the form of
credits for avoided deforestation activities andniore general funding to help countries participate
such a mechanism. Calculating a total potentiat depends on many variables and assumptions,
some of which are set out below. Previous attertpisstimate the volume of funding required to
reduce deforestation have attempted to take intmuat many factors, including the causes of
deforestation; the opportunity costs of forest eowation and the funding required to provide pusiti
incentives for individual or institutional landownsgo change land practices.

Agenda 21 of the UN Conference on Environment apgielbpment in 1992 gave some indicative
costs for combating deforestation, including thets®f capacity building. The average total annual
cost for this at the time was estimated as $31iftlery of which $3.25 billion was for capacity
building activities — enhancing institutional capiiles, strengthening extension and training fisieis
and improving assessment and planning activities.

The Stern Review on the Economics of Climate Ch48§66) calculated that the opportunity cost of
forest protection in eight countries, accounting®0 percent of emissions from deforestation, would
be about $5 billion per annum at present, with #msunt increasing over time. This figure did not
include the costs of establishing an institutiorieEdmework to reduce deforestation: annual
administration costs for implementing payment sobeno compensate for 6.2 million hectares of
avoided deforestation were separately calculatdzbamgy between $25million and $93 million for the
first year (equivalent to $4-15 per hectare). Thassts rise over time, so that by year 10 they doul
be between $250 million and $1 billiéh.

More recent estimates, also based on calculatibopportunity costs, place the annual bill necessar
for completely mitigating greenhouse gas emissfoms forests through REDD at $12.2 billion per

% See Agenda 21, Chapter 11: Combating Deforestatitine at:
http://www.un.org/esa/sustdev/documents/agendaglisefagenda2lchapterll.htm

% Maryanne Grieg-Gran, “The cost of avoiding deftatien. Report prepared for the Stern Review of Elzenomics of
Climate Change”. London: International Institute Emvironment and Development, October 2006
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year?’ Another study found that the total volume of furrdguired to reduce deforestation by 50
percent globally is around $33 billion annuéfly.

5.2 Categorisation of costs

As outlined above, there are three categories @ém@nce interventions that will be necessary for
countries to participate in REDD:

1. Mechanism costs (calculation of a baseline, momigpiissuing credits etc.);

2. Developing a national strategy for REDD;

3. Implementing the strategy.

The costs of a project-based approach to REDDbeila subset of the costs required for a national-
baseline approach. Depending on the parameterssodte associated with readiness for a project-
based approach to REDD could range from almost, zeavided investors are willing to invest, to
substantial costs because the national framewonkioh everything is embedded is so complex. It is
also difficult to define the boundary between thests of readiness and those of
reduction/implementation.

5.2.1 Costsassociated with the mechanism

Costs associated with the mechanism include:
» Development of a baseline

» Development of monitoring and measuring capacity

The costs of setting up a national monitoring systes been estimated at $500,000 to $2 million,
based on experiences from Brazil and India. TheOPaso estimated the cost of establishing
vegetation carbon inventories at the national sofilleetween $0.05 and $0.6 per hectare (in 2000
prices). A further example comes from Cameroon,re/aerecent national forest survey carried out by
Cameroon, in association with the FAO, cost €622,289:inally, the World Bank Forest Carbon
Partnership Facility is planning to invest $100limil to support measures in eligible countries to
specify a baseline and set up a monitoring systeiraéso to design national REDD strategies.

5.2.2 Costsassociated with developing a strategy for REDD

Developing a national emission-reduction strateypives three stages:
» Identifying the drivers of deforestation and degttémh: In almost all countries that could be
eligible for REDD there is a range of drivers wiliffering relative importance. Some of these
are linked while others are independent, and intwases they are changing;

» Identifying mechanisms for addressing each of tlieets: There may be different ways of
addressing one driver, or a suite of measures ragduired.

» Prioritising the drivers to be addressed and ifig@ntgy the best mechanisms for addressing

27 Blaser and Robledo (2007), quoted in Peskett, Wbddman, D., Bowen-Jones, E. and Edwards, G. (206&king
REDD work for the poor”, paper prepared by ODI/IUGN behalf of the Poverty and Environment Partriprstnd draft, 5
June 2008

28 Obersteiner et al. (2006), quoted in Hare, B., 84ad., “Tropical Deforestation Emission Reductibtechanism: A
Discussion Paper”. Amsterdam: Greenpeace Intemeti@008

2 These estimates, from Herold & Johns (2007) aedIRCC (2000), are quoted in a study by LTSi thas verepared
separate for the Eliasch Review
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them: For REDD to have any realistic chance of ssgcthere will need to be agreement
about what the priorities are and how they will dddressed (including identification of
preferred/approved project types for the projectietp

The development of a national strategy will requivasiderable technical input to ensure that tiere

a complete understanding of current and futureetdsiand mechanisms to address them. It will also
require input and support from government. Sincaymaf the measures considered will cut across
different parts of government, the developmentha bational strategy must include the range of
government institutions affected (forests, agrimdt development, infrastructure, mining, etc.).

What is less clear-cut is the extent to whichladise involved in or affected by deforestation aiio
need to participate in the development of a natistrategy. In many countries this is potentially a
very large number of groups including forest-deggriccommunities, indigenous people, local and
district government, illegal loggers, forest comipan smallholders, large-scale agriculture and
plantation interests, mining interests and condemagroups. The costs of a process involving this
wide range of interests are likely to be high, ibuhay be very difficult to make progress without a
process that includes some or all of these grompparticular, a strategy developed without wide
consultation is likely to have only limited suppogotentially undermining its implementation.
Furthermore, such consultation is essential ifdfnategy is to be devised that will be equitabld an
legitimate. The greater the extent to which maidged groups (including the rural poor and
indigenous communities) are involved in the develept of the strategy, the greater the likelihood
that the resulting activities will be to their béheln most countries, to enable meaningful
consultation with such groups, significant investinwill need to be made into building capacity
because of the low level of understanding and avem®of the issues.

The EU negotiation of Voluntary Partnership Agreatse(VPAS), which aim to establish a legal
trade in timber with a number of tropical forestuntries, under the Forest Law Enforcement,
Governance and Trade (FLEGT) Action Plan has reasedrthe need to support national stakeholder
consultation processes in order to achieve legdyn&ach agreement commits the parties to trade
only in verified forest products. National verifitm systems are to be based on a definition of
legality that has been developed in individualdrijie processes that include government agencies,
industry and civil society groups. To date, natlopacesses have been established in Indonesia,
Malaysia, Cameroon and Ghana. Each process has dteertured according to the needs and
circumstances of individual countries, but it hakofved and in some cases exceeded the conceptual
framework for engagement established by the Euro@zanmission. This mechanism was designed
in bilateral negotiations, so establishing it aprarequisite may not be a realistic aspiration dor
multilateral environment, but the FLEGT VPA procesdeast demonstrates that such a framework is
possible where national governments wish to puitsile

5.2.3 Costsassociated with implementing the strategy to avoid deforestation

The strategies adopted by different countries igedyl to be very different depending on the typés o
drivers, current land use and ownership patterdspatitical preferences. However, in all caseséher
are likely to be two parts to the strategy:
* Policy and institutional reform: addressing isssiesh as lack of governance, tenure, land-use
planning, tax and other policy drivers.

30 Seenttp://ec.europa.eu/environment/forests/flegt. htm
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» Specific activities: reducing deforestation throwgrange of measures such as tackling illegal
logging, sustainable forest management, alternéitieéhoods, protected areas, etc.

In addition, pilot projects to test approaches &kely to form an important part of early
implementation.

A key question arises about whether the first ekéhcosts, policy and institutional reform, shdagd
treated as an element of readiness or an elem@nptédmentation. As discussed above it will be very
difficult to link any policy or institutional refon activity to a specific amount of reduced emission
Several decades of experience from developmenirfgrfdr the forest sector (at the rate of perhaps
$1 billion to $1.5 billion per annum) indicate thiawill not be easy to make any direct correlation
between money paid for institutional and policyorefi activities and changes in forest cover.
Therefore, it will not be possible to pay for thessivities on a $/tonne basis. In the case of @st-p
national payments this would not be a problem sipagment would be made for the aggregated
reduction in deforestation and degradation fromaatlvities. However, under either an ex-ante or a
project-based approach it may be more appropriateealistic for the investment to come from
readiness funding than project finance.

A suite of actions can be taken to address thesriof deforestation and are likely to be included
under a national REDD strategy. These measuresd dozllde:
* paying communities directly for reduced deforestatbased on existing models of Payments
for Ecosystem Services,

» strengthening forest fire prevention programs,

* improving land tenure security for forest-dwellipgoples,
* increasing efforts to reduce illegal logging,

* raising taxes on large-scale land clearance,

e promoting industry and other off-farm employment,

e agricultural intensification in existing favouraldesas to relieve pressure on remaining forest
lands,

» strategic planning of transport infrastructure teid unplanned logging or agricultural
expansion,

e supporting community forestry.

We have assumed that these actions will be fundedfadhe REDD mechanism itself, i.e. paid for by
the sale of carbon, rather than through readinesdirig, so they do not form part of our cost
estimation (since the scope of this study is lichiie those measures that are not likely to be dedu

in REDD payments but are nevertheless essentiah®mechanism to go ahead). In some of the
rainforest nations considered it will be very diffit to do address deforestation and degradation
through any of the more specific activities outtirebove until some of the policy and institutional
reform activities have been undertaken, although whll depend on the model (national or project-
based payments) and the timing of payments (ex-@néx-post). It should also be highlighted that
REDD would most likely not begin for many yearsnitost countries if it had to wait for policy and
institutional reform to be completed.
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Many of the governance reforms needed in the famdbr have been identified before and have been
the focus of ongoing work for several decades. @dtential change that REDD brings relates to:
» Possible increased availability of money: REDD mzgke more money available than there
was previously, making forest protection more ficialty attractive.

» Possible changes in the distribution of benefitforEs to reduce forest loss in the past have
often been hampered by interests that benefit flmenstatus quo. Income from REDD may
help to create a situation where these groups lieften change, although this raises
concerns about equity.

» Possible changes in the level of political will:eThotential for increased revenues and more
beneficiaries, together with an increase in thdipal focus on forest loss both nationally and
internationally, may create a more conducive pmiticlimate in which to undertake forest
sector reform.

Nevertheless, if REDD is unable to start until théssues are addressed then there is a danger of
creating a “Catch 22" situation, where change doetsbegin because REDD leverage cannot be
applied, which in turn cannot be applied becausenétessary institutional reform has not happened.
It should also be noted that this potential refernmcreasing revenues, and shifting the potential
distribution of benefits — also bring risks. If thielue of forests are increased, there is conditiera
potential for worsening corruption and governandé) a higher risk of marginalised groups (such as
forest-dependent communities) losing out as cortipetover forest resources increases.

This raises the question of how much reform is erddakfore activities can begin. For example, some
interventions may be deemed essential (e.g. ckaad tenure) whereas others would simply be
desirable and could be achieved in the longer t@ng. having effective forest institutions, which
may not be essential for a project-based appraachaving legislation that allows for community
forestry). Furthermore, in some countries only tedi reform may be necessary to implement a
“basic” REDD mechanism, one that reduces defoliestaevels but is not designed to address
biodiversity conservation or reducing poverty. Tesgre these wider impacts are considered, a much
higher level of governance performance and capigsilwould be necessary, implying far more
extensive processes of reform in many rainforegshtrees. The extent to which these are incorporated
in the design of a REDD mechanism will depend ofitipal decisions about the role that REDD
should play in poverty reduction and, in part, tedato the question of national sovereignty — wéigth
and to what extent, it will be possible to instsittthe wider sustainability impacts of REDD beetak
into account in its design.

It may be necessary to move away from considersitidrcosts ofreadiness versus costs of REDD
and towards consideration of the overall amountsmoiney needed to reduce emissions from
deforestation, and then to identify the most appad@ income source and timing of payment for each
activity and country. In particular, it may be udefo consider many of these activities as part of
reducing emissions, but which could be paid fotiaity through development funding or soft loans
(e.g. providing money which must be repaid throsgle of credits if emissions are achieved, but
without penalty if they are not).

In addition, it may be necessary to look at waymofing forward and starting income flowing rather

than waiting for readiness for a national approdebr. example, a project-based approach could
provide a means of building capacity within a coumind of testing different approaches, ultimately
leading to the development of a national-level apph.
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5.3 Methodology for estimating costs of governance

To provide a global cost estimate for the capdeityding needs of rainforest nations, we considered
the types of intervention required (as describeskeiction 4.4) and then estimated the costs of efch
these interventions by comparing them to the cdskimilar activities that have already been
implemented. An evidence base was formed from & waimple of project case studies relating to as
many of the interventions as possible. Project datae from a number of donors, including the UK
Department for International Development (DFID)g thVorld Bank, the International Tropical
Timber Organisation (ITTO) and the Austrailian Gowaent Overseas Aid Programme (AusAID), as
well as from experts who have been involved witlplementing and managing relevant projects.
These project case studies are summarised in Ahnex

Based on this data, we estimated a range of cmisesath intervention. We then calculated a range of
total costs for a generic country by estimating tust of introducing all of the governance
interventions. This assumes that each of the iatdions will be necessary, to a greater or lesser
extent, due to existing gaps in governance capaggynoted earlier, if a project-based approach is
adopted, minimal interventions may be required, iangbme countries, none at all, whereas a hybrid
or national-baseline approach would require a grdatsel of intervention. Table 3 provides a range
of costs for each intervention (costs are in USadslunless specified otherwise).

This approach was adopted as a way produce sonpatkafigures within a very short timeframe.
Although the figures produced have been reviewed bymber of experts, they remain very tentative
and would benefit from wider consultation and fertiheview. Figures have been converted into US
dollars.

Table 3: Range of cost estimations

Type of intervention Indicative costs for Comments
1 country (over 5
years)
Development of a national REDD strategy
Development of REDD $200,000 - Assumes 2-4 person years for a one-year project feam of
strategy $1,000,000 international consultants to lead the drafting ofaional scoping

study, raise knowledge within government throughisars, etc. This
includes financial analysis of opportunity coswligy analysis, &
design of incentive mechanisms. E.g. the LiberiBIR-estimated
such costs at $200,000 and the Bolivian R-PIN &0$50°%!

Establishment of REDD $700,000 — This will involve the establishment or strengthenef institutions to
infrastructure $1,500,000 cover accounting and credit handling, inter-sec¢tooardination,
information systems, monitoring and evaluation.
Sakeholder consultations $150,000 — Two-year consultation followed by regular review.nhany countries
$2,000,000 there is the need for significant training and amass raising about

the issues among stakeholders, particularly coglety. The higher
estimate relates to larger countries. The stakehaidnsultation in
Indonesia for the establishment of legality for YfieAs under FLEGT]
cost about $500,000 over four years. However kthik on
considerable existing NGO competence and ongoipgati projects.
Building this capacity where it does not exist,tigatarly with time
pressure, is likely to cost more.

31 The R-PIN (Readiness Plan Idea Note) is a coligsessment of its forest governance capacityeeds prepared in
application for funding under the World Bank For€rbon Partnership Facility. They are availabledtwvnload at
http://carbonfinance.org/Router.cfm?&Page=FCPF&RB267 &ItemID=34267 &ft=DocLib&ht=37&dtype=41380&dI=0

&so=c.Modified DTS&sc=DESC
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Pilot testing

$250,000 -
$500,000

Start-up costs of $50,000-$100,000 per project (@gservation
concession estimate by Conservation Internatiofaiys includes
identification of existing successful projects ahe cost of
developing project but excludes the cost of impleting the project
itself.

Baseline & inventory

Establishment of baseline,
monitoring system and
inventory

$1,000,000 -
$6,610,000

This estimate is provided by LTSi, which calculates cost of
estimating a baseline and setting up a monitoryisgesn and
inventory at UKE 1,470,000 with annual operatingtsmf UKE
367,000, giving a total of UK£3,305,000, or $6,&00 over 5 years)
We have presented a lower figure of $1,000,00@fleat the fact that
some countries already have many of the elememqaae.

The Bolivian RPIN estimates $940,000 for the desiyan emissions
reduction monitoring system, real-time deforestatiwonitoring and
twice-yearly degradation monitoring.

The LTSi estimate calculates the cost of settingmumventory as
UKE 567,000, with an additional UKE 190,000 as airoperating
costs. The cost of national level inventories ghhj variable across
countries, however, depending on access and thglisgnfraction. In
most cases, the budget determines the inventogyrgther than vice
versa. Use of remote sensing brings costs dowreag for large
forest areas UKE 2,000,000 to UKE 4,000,000 wowliiver useful
information (e.g. Brazil proposed a national mamggaventory to
ITTO some years ago at a cost in excess of UKEODOODO. It was
never funded). Where inventory needs only to beatgat] the costs
can be relatively low: Liberia estimates US$ 150,68 “technical
strengthening, forestry inventory update and moinigpplanning”.

Land-use

Land tenure reform

$4,000,000 —
$20,000,000

Depends on size and complexity but this is likelypé time
consuming and multi-million dollar scale — Rwandasvaround UKE
2m for the first phase only. The World Bank hasviated
$20,000,000 for land reform in Ghana, and AusAIB peovided
Aus$ 7,000,000 for strengthening land administratiothe Solomon
Islands.

Land-use planning & zoning

$1,750,000 -
$10,000,000

Developing maps and plans for forest cost an estith®300,000 for
Liberia. According to LTSi, however, most projeaimed at this have
budgets of under UKE 5,000,000 but few have agtuadhieved
success without repeated phases. Creating datatfagesgraphical,
social and climatic information for most countriepossible within
this level of funding but without associated pokti changes, they arg
no more than databases. The cost of zonation depenthe level of
detail required as well as the availability of datglantation forestry
zonation of Uganda was done for less than £30,0@Qide the grant
support scheme but this had to use historical ddte.lower range is
based on the cost of the ITTO project in EcuadouP&701,701 for
24 months). A number of estimates for mapping/deatan of land
and land-use planning give costs of $4,000-$12\0l0Je, the higher|
price egivalent to $2 / hectare.

h

h

Development of capacity to
provide support services for
implementation activities,
e.g. RIL, agricultural
intensification

$1,750,000 -
$10,000,000

India Madhya Pradesh forestry development projeets$8,400,000
over five years to support extension to improve ag@ment based of
local community participation. AusAID project in BN\Nspent US$
1.400,000 over 4 years for establishment of adyisapport agency.

N

Legal reform

Forest policy and legislation
reform

$300,000 -
$1,000,000

This could include drafting of appropriate new laveplacing existing
laws, and removal of legal incentives for colorimafsettlement and
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other laws that are anti-REDD. FAO-funded legabref in Liberia,
including new forest policy logging code & regutats, cost
$300,000, but this required a complete rewritinglbforestry laws,
so other countries may require less. Other projete amounted to
up to $10 million but included institutional reforpnocesses as well
policy and legislation design. Bolivia's R-PIN esétes a cost of
$500,000 to strengthen the legal framework.

Tax reform (e.g. removal of

$300,000 -

Assuming costs of tax-sector reform will be simiaforest-sector

subsidies/ tax incentives $1,000,000 legal reform
Standards and guidelines $50,000 - The technical development of these, which is uguzbked around
$1,000,000 generic systems such as ITTO or FAO is not infigselostly exercise

documents can be developed for £25K to £50K in nmssances. The
high cost of initiatives to do this (up to £0.5ndaabove for national
level C&l through ITTO) is taken up by consultingthvstakeholders.

Enforcement

Enforcement of planning & | $500,000 - Capacity-building projects include remote sensiranitoring (e.g.

environmental requirements
& forest laws

,$2,000,000

$900,000 in Republic of Congo over 4 years), bigt ithay overlap
with forest monitoring activity; training of persoel and developmen
and implementation of guidelines and campaigns 665,000 for
48-month project in Riau in Sumatera and West Kailitan in
Borneo, Indonesia). Project costs will depend ae sf forest area.
The lower range of the estimate assumes that som#rées will
already have much of the infrastructure and capatiplace.

Independent monitoring

$ 1,000,000 -
$5,000,000

Independent monitoring of chain of custody in LibeRepublic of
Congo & Cameroon has been estimated at costingilitmper
annum. Global Witness estimates costs per couhtayoaind $40,000
per month; its ongoing project in Cameroon is vdlae$1,450,000
over three years. Costs will be sensitive to foagea.

NGO capacity building

$100,000 -
$1,000,000

Based on average size of civil-society capacityeling projects unde
EU programme (European Initiative for Democracy kiuinan
Rights)

Effective judicial system

$500,000 -
$5,000,000

Court reform is a broad area but theoretically antxy could focus on
judicial capacity building specifically in forestator, which could
limit costs.

Institutional reform

Institutional reform,
clarification of roles &
responsibilities, capacity
building

$600,000 -
$14,000,000

The cost depends on how much training and educeimeluded.
Most training institution projects have incurredstsoof between £50K
and £100K for syllabus and teaching redesign t@ fi#iflion to set up
and run new institutions. Tertiary level educatimsts in most
countries under review are in the range of £2004®00 per person
per year for fees and living costs.

Bolivia's R-PIN estimates $650,000 for local andiomal capacity
building over five years. India’s Uttar Pradesh &adanchal forestry
projects spent $8.6 million on institutional deyateent, reform of
policies, management of structures, human resoufEeystems etc.

Treasury reform

$500,000 -
$5,000,000

There is a need for forestry institutions to haseess to reliable
regular funding so that they can provide the nexgsservice and
support to external investment. As for the judigjatris a broad area
of reform and difficult to cost outside general noyements to fiscal
governance.

Finance & banking

Establishment of ability to
process and manage
payments to project
beneficiaries

$100,000 -
$5,000,000

No information from real examples was available dngts have been
estimated on basis of provision of training anduveses. The higher
costs reflect the cost of introducing computer-tdgseyments
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5.4 Readiness costs

Every potential REDD country will have a differesdt of factors that need to be addressed as part of
readiness and a more exact total will require aslgf the individual situation in each country to
understand what the priorities will be. For thisgen, only very generic costs per country can be
calculated. Nevertheless, using the figures abibv® possible to calculate an indicative figure fioe
range of possible costs over five years. We hauaded the amounts up to two significant figures,
emphasising that these amounts are a rough estilasigned to present an order of magnitude rather
than an accurate calculation.

For a national-baseline approach to REDD the piatiecosts (in US$) for a country over five years
range from $14 million to $92 million (rounded wpttvo significant figures). If this is multipliedyb

25 to reflect the 25 rainforest under review, thidicates a range from $340 million to $2.3 billion
Since some of the range of costs were dependetiteosize of the country, we have also calculated
costs assuming that all countries were a singke Jikis amounts to $1.75 billion (see Table 4). The
global figure can be calculated according to howyneountries are thought likely to participate in
the REDD mechanism. For instance, a scenario enassitg 40 countries could see a range of costs
from $550 million to $3.7 billion.

For the project-based model, the minimum costdltavaprojects to begin could be as low as $1-2
million per country in order to establish an apptoprocess. The upper end of the range would
depend entirely on what other issues, if any, baoketaddressed before REDD projects could begin.

For a hybrid approach, where national baselinesianehtories would be required in addition to
project approval and registration, costs of reasinieegin at $3 million—-$4 million per country; as
with the project approach, the upper limit dependsthe approach and the extent to which it is
considered necessary to address other factors.

Table 4: Estimates of costs of “readiness” for REDD

Activity Lower Upper estimate Upper estimate Comment
estimate excluding “size
dependent”

Development of REDD strategy $200,000 $1,000,000 $1,000,000
Establishment of REDD infrastructure $700,000 $1,500,000 $1,500,000
Stakeholder consultations $150,000 $2,000,000 $150,000 size-dependent
Pilot testing $250,000 $500,000 $500,000
Establishment of baseline, monitoring $1,000,000 $7,000,000 $7,000,000
system and inventory
Land tenure reform $4,000,000 $20,000,000 $4,000,000 size-dependent
Land-use planning & zoning $1,750,000 $10,000,000 $10,000,000
Development of capacity to provide support $1,750,000 $10,000,000 $10,000,000
services for implementation activities, e.g.
RIL, agricultural intensification
Forest policy and legislation reform $300,000 $1,000,000 $1,000,000
Tax reform (e.g. removal of subsidies/ tax | $300,000 $1,000,000 $1,000,000
incentives
Standards and guidelines $50,000 $1,000,000 $1,000,000

27



Enforcement of planning & environmental | $500,000 $2,000,000 $2,000,000
requirements, & forest laws

Independent monitoring $1,000,000 $5,000,000 $1,000,000 size-dependent
NGO capacity building $100,000 $1,000,000 $1,000,000
Effective judicial system $500,000 $5,000,000 $5,000,000
Institutional reform, clarification of roles & | $600,000 $14,000,000 $14,000,000
responsibilities, capacity building

Treasury reform $500,000 $5,000,000 $5,000,000
Establishment of ability to process and $100,000 $5,000,000 $5,000,000
manage payments to project beneficiaries

5-year costs for one country $13,750,000 $92,000000 $70,150,000
Total 5-year costs for 25 countries $343,750,000 ,$20,000,000 | $1,753,750,000

There are two important caveats to be considereenwtsing these figures, which in many cases
come from past projects carried out mainly with @ofunding. First, costs of previous interventions
do not necessarily reflect the actual amounts rieéal@chieve certain ends — funds spent are more
often a reflection of the availability of funds addnor priorities rather than actual requiremehts.
example, an independent forest monitoring progranvag implemented in Cambodia at an annual
cost of $150,000, but these funds were felt tortsafficient by the implementing agency. In many
cases the cost of a project are a reflection ofaaidi donor modality. For example, donors typically
have a series of cost levels at which approvalmmgranted and most projects tend to cluster just
under the limit for rapid approval. Second, thejgets have not always been successful in achieving
the desired outcomes. No analysis was made aseatherhthis was due to too little being spent, poor
project design and management or lack of politiddl(discussed above).
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6 Some conclusions

It is notable that even the high end of the costcBpm calculated for readiness is a relatively low
total global figure for five years’ investment, givwhat may be achieved and the magnitude of donor
commitments already made. This is encouragingrmgef moving forward with REDD.

However, the figure was developed in the contexd nfimber of assumptions that may be difficult to
establish in reality.

First, the figure assumes that REDD readiness projeitsher successful in achieving their aims
despite being based on historical cost data fgept®that have often not been able to do thigePto
failure can be due to a wide range of factors desdrabove, including inefficient and uncoordinated
delivery, and more emphasis on donor modalities ttmuntry needs. However the greatest challenge
for most projects is the absence of political withong those that need to make critical leadership
decisions or change their behaviour in order fgeregject to succeed. In many cases the lack of
political will can be put down to economic incemtdy either personal or inter/national, which
encourage decisions and actions that undermingrtject.

Therefore spending this amount of money will nobvide any guarantee of achieving REDD
readiness in the absence of effective project degiglitical will and an attempt to reverse the
overwhelming current economic incentives for destagon with an efficient mechanism and a stable
and ambitious carbon price.

Secondit assumes that while readiness may require publiestment, all implementation costs,
which in total are likely to be orders of magnitudgher than the figures quoted here, will be gard

by carbon revenues. Given that any payments atdyhiigcely to be ex-post, implementation funds
will need to come from either individual governmeeiitat wish to pursue a national REDD strategy
or (more likely given the magnitude of funds reqdiy investors or project developers from the
private sector, planning to achieve a return orrtheestment from the sale of carbon credits
disbursed once an area has been protected ovegresdecrediting period. In either case, this model
will favour countries that are already relativelgvéloped and well-govern&das those that are not
will have less government revenue for up-front Bimgent and a national risk profile that is likedy t
deter private sector investors in the absencezebbie potential profits. This market “efficienaylay
appeal to those wishing to establish a REDD makeglatively low cost but it implies that it willot

be economically viable to invest in REDD in manypoountries until carbon prices are sufficiently
high.

Third, it assumes that the political and policy framewfmr REDD, whether a national or project-
based approach is adopted, will provide sufficidaemand for carbon, adequate levels of certainty
about the framework and a sufficiently practicalcirenism for implementation, which together are
necessary to ensure that substantial money flowhdse responsible for reducing deforestation. It
remains unclear from the current debate whethexfalese conditions will be met.

Therefore the relatively limited spectrum of readis costs may underplay considerably the real cost
of establishing a REDD market that is accessiblmooe than a handful of tropical forest countries.
Given the political pressure for REDD not only émluce GHG emissions but also to achieve a range

32 As discussed above, in the CDM about 70 perceimvestment has gone to China.
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of other ambitions, this efficiency may not be hetbest interests of establishing consensus on a
REDD mechanism in the highly volatile political ¢exrt of the UNFCCC.

6.1 Costs of readiness for achieving development anddaliversity “co-benefits” in REDD

If governments wish to look beyond the climate gation imperatives discussed at the UNFCCC and
attempt to use tropical forest carbon market paymém tackle poverty or biodiversity loss, the
challenges and potentially the costs are likelgadiigher.

In some cases it may be reasonable to assume \batirey deforestation is intrinsically in the
interests of the poor and forest-dependent. Howélvisrclear that this is not always the case tad
increasing the value of forests through carbon gaysmay undermine tenure and use rights of poor
and indigenous groups. Where traditional use isrtieally illegal, or illegal use has been driven by
poverty and lack of alternatives, increasing thtueaof forests may lead to greater government
“protection” of the resource, which in turn dispactraditional or essential activities and resuits
increased poverty.

Similarly, while it is probably reasonable to assuthat protecting forests contributes positively to
maintaining biodiversity, areas which offer the tbpstential for conserving carbon may not be
priorities for biodiversity. Therefore, a focus protection which conserves most carbon at the lbwes
cost will not always protect important biodiversity

There are a number of ways in which this might déressed depending on the mechanism adopted
for REDD and the type of country being considered.

Development of the REDD strategss discussed above, whether REDD is implemeritachational

or project level there is a need for a nationatstyy setting out how reductions in deforestatiot a
degradation will be achieved. In most countries emen in many individual projects there will be a
range of ways in which deforestation can be tacktmine of which have less impact or provide
greater co-benefits than others. The greater thielament of a wide range of stakeholders and
particularly affected parties in the developmenthaf strategy (and in some of the follow-on adigit
identified such as land-use planning, tenure g¢tation or legal reform), the greater the potential
come up with approaches which are appropriate dor forest-dependent people, indigenous people
and biodiversity. Evidence from other processehaag FLEGT suggests that where there is wide
participation results can be more sensitive to ggvenperatives. Therefore, investing as part of
“readiness” in either a national strategy procesa project planning process which is as inclusise
possible is likely to have long-term benefits irdueing any negative impacts on the poor and
biodiversity and, where possible, increasing coeffien

Linking with other forms of fundingAs discussed above, many of the activities idieati as
important for readiness and for reducing defor@stalhave already been identified as priorities for
funding from other sources such as internationaéldg@ment aid, national development programmes
or conservation projects. Therefore, there maydieesscope for leveraging co-benefits by linking
REDD to other projects which help finance the codfis.

Investment in poorest countride the poorest countries investing only in “reeais” is not likely to
achieve a workable REDD sector. Public money (demhdent or used to underwrite larger private
sector sums) will need to be made available tobésta institutions and implement a range of

30



activities that, in theory, should be considereglementation and “project” costs, if there is todogy
hope of accessing international carbon marketss iBhparticularly true of sub-Saharan Africa, where
many countries currently have national/sovereigk grofiles that impede foreign direct investment
in all sectors except for those with the most aalfgtble production processes and highest potential
profits (e.g. oil, extractives). Even if a REDD rhaaism includes a less demanding project phase for
countries that are not able to meet institutiomguirements for a national approach, it may not be
possible to stimulate investment in such countwésout significant public subsidies or very big
differences between the price paid for the carbwhthe ultimate selling price.

Creating market demand for co-benefitsmay also be necessary to look more closelycatrs that
are outside the REDD debate or the developmenparddigm and recognise the importance of
establishing carbon buyers that are willing to gy additional cost of “producing” such co-benefits
Experience from the CDM suggests that there ik ligblitical appetite for establishing mandatory
sustainability standards within UNFCCC mechanisbus,it is possible to establish voluntary higher
standards, against which compliance can be veyifmdthose that wish to meet them. Within the
CDM, the best known standard of this type is kn@srthe Gold Standard, and in 2007 Gold Standard
CDM credits were traded at up to a 15 percent premover average annual credit prices, driven in
relatively large part by CSR-buyers in the voluptararket. Unsurprisingly, projects yielding carbon
credits which include environmental or social “cenbfits” are most likely to be developed where
investors can see a clear market demand for thechihee Gold Standard has allowed the relatively
small voluntary sector to express a preferencédearismatic carbon”. However, achieving demand
for co-benefits in the potentially much larger cdiapce market will take a commitment on the part
of Annex | countries to give preferential treatmensuch credits and to pay a price which refldugs
additional costs and risks attached to their geiograrhere is some potential for this: for examble

UK Department for Environment, Food and Rural ABastated that all offsets purchased by the UK
government should meet the Gold Standard.

In summary, the figures developed in this papevigeman indication of the type of costs which are
required to develop readiness for REDD if theradequate money for implementation and there is
political will. In practice, both of these are vargcertain and in situations where this is notdase,
further measures will be needed to provide acaeREDD and to develop the REDD mechanism in a
way which is positive for both the poor and biodsity.
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Annex 1: Project case studies and their costs suryed for this report

AREA OF PROJECT NAME ACTIVITIES COUNTRY SOURCE OF FUNDING/ | AMOUNT PERIOD SOURCE OF
INTERVENTION IMPLEMENTING INFORMATION
ORGANISATION
Land use
Land tenure reform Ghana Land Administration Ghana World Bank US$ 20,510,002003- World Bank
Project
Solomon Islands Institutional| Capacity building, Solomon Is AusAID Aus$ 7,200,000 2000- AusAID
Strengthening of Land establishment of land (for 2nd phase)
Administration Project register, management
(SIISLAP) reforms, policy
development, et al.
Embu-Meru-Isiolo project Kenya DFID 1991 LTSI
Solomon Islands RAMSI Law| Solomon Is AusAID
and Justice Program
Land-use planning & zoning| Bi-National Conservation and Ecuador / ITTO US$ 701,701 24 months ITTO
Peace in the Condor Range Peru
Region, Ecuador-Peru
Mapping & land-use planning Liberia World Bank,AIB & US$ 400,000 FAO, pers comm
FAO
Mapping of village lands Mapping, demarcation Tanzania US$ 4,000/ Blomley,
& planning village pers.comm.
(estimate)
Participatory mapping Mapping, demarcation Democratic Rainforest Foundation US$ 12,000/ Rainforest
& planning & training of | Republic of village; USD Foundation
local people Congo 175,000/
territory (=
~US$ 2/ ha.)
Capacity to provide support | Strengthening Participatory | Promote of participatory] Ghana, DFID US$ 1,600,000 | 2002-2005 DFID
services for agricultural Approaches to Forest methods for natural Guyana,
intensification, SFM, Management in Ghana, resource management | Uganda

community forestry etc.
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AREA OF PROJECT NAME ACTIVITIES COUNTRY SOURCE OF FUNDING/ | AMOUNT PERIOD SOURCE OF
INTERVENTION IMPLEMENTING INFORMATION
ORGANISATION
Legislation
Legal reform Forestry Law Regulation in Bolivia ITTO US$ 116,050 12 months ITTO
Bolivia
Support for the Development Peru ITTO US$ 223,660 72 months (in ITTO
of a Forestry and Wildlife late 1990s)
Law in Peru
Definition of legality Indonesia DFID GBP 500,000 | yr8% DFID (pers
comm.)
Tax reform (e.g. removal of | Sawlog Promotion Scheme Uganda LTSI
subsidies/ tax incentives)
Removal of financial
incentives for colonisation/
settlement schemes
Institutional reform
Forest sector reform Uganda Forest Sector Policy| Institutional & policy Uganda DFID GBE£ 6,963,000 1999-2004 LTSI
and Strategy Project reform, extension
(UFSPSP) services, et al.
South Africa - Water and South Africa DFID GBE 5,250,000 2002-2005 DFID leration
Forestry Support Programme, report
(WFSP) - Forestry Programme
Madhya Pradesh Forestry Institutional capacity India World Bank US$ 58.5 1995-9 World Bank
Development Project building; million evaluation
implementation of JFM;
research & extension;
protected areas;
Uttar Pradesh and Uttaranchallnstitutional capacity India World Bank US$52.94 World Bank
Forestry Project building; million evaluation
implementation of JFM
& reforestation;
protected areas;
Clarification of roles & Solomon Islands Machinery af Capacity building for Solomon Is. AusAID Aus$ 6,700,000 2003 - 2009 AusAID

responsibilities

Government Program

financial management
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INTERVENTION IMPLEMENTING INFORMATION
ORGANISATION
and administration, et al.
Forest sector institutional Liberia US & World Bank USD 500,000 3 years FAO ¢oer
reform comm.)
Capacity building Advisory Support Facility PNG AusAID Aus$ 1,300,000 2004-2008 AusAID
(ASF) — Adviser team — in 2005/6
forestry
Institutional support — SGS US$ 300,000 SGS
estimate for 1 expat adviser
Improved transparency WRI Forest Transparency | Capacity building for Central Africa| DFID (proposal) US$ 1,400,000f 2008-2011 DFID
Initiative governments; provision | (Cameroon,
& dissemination of Gabon,
information; Congo, DRC
and CAR)
Enforcement
Enforcement of forest laws /| Development and Indonesia ITTO US$ 665,850 48 months ITTO
planning & environmental Implementation of Guidelines
requirements to Control lllegal Logging for
Sustainable Forest
Management in Indonesia
Independent monitoring of Liberia SGS US$ 1,000,000 Per year FAO (pers
chain of custody comm.)
Independent monitoring IM & capacity building Caomen & ~€700,000 Per year & for| Forests Monitor
Congo-B each country
Independent monitoring Cambodia ~US$ 150,000 yPar& for | Global Witness
each country
Use of Remote Sensing Republic of ITTO US$ 892,414 48 months ITTO
Technology and Information Congo

Systems to Support Forest
Legislation Monitoring in the

Republic of Congo
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AREA OF PROJECT NAME ACTIVITIES COUNTRY SOURCE OF FUNDING/ | AMOUNT PERIOD SOURCE OF
INTERVENTION IMPLEMENTING INFORMATION
ORGANISATION
Effective judicial system Law and Justice Program Support to courts, Solomon AusAID US$ 80 million | 2006-9 AusAID
judiciary, infrastructure | Islands
of courts & correctional
facilities;
Capacity building Training in monitoring of Liberia World Bank US$ 30,000 FAO (pers
timber production comm.)
Finance sector
Banking/ finance sector
reform
Monitoring/ establishing baseline
Establishment of baseline | [Cost estimate as part of Monitoring & Brazil - state US$ 5,500,000 Micol et al. 2008
scoping study] controlling deforestation| of Mato per annum (in
Grosso addition to
existing gov't
budget)
[LTSi cost estimate] Modelling baseline n/a UKEGI0 Per annum LTSi
cost, repeated
every 2 years
Establishment of monitoring| [LTSi cost estimate] Monitoring setup and | n/a UKE 820,000 5 years
system maintenance
Establishment of inventory [LTSi cost estimate] an/ UKE 1,517,500| 5 years LTSi
Improved forest management/ land-use
Sustainable forest Testing of ITTO Revised Cameroon ITTO US$ 172,136 72 months ITTO
management Criteria and Indicators and
Dissemination of Results
Applying to Cameroon
A Sustainable Management Guyana ITTO US$ 780,626 50 months ITTO
Model in the lwokrama Rain
Forest
The Promotion of Sustainablé 10 countries ITTO US$ 807,733 36 months ITTO

Management of African
Forests
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INTERVENTION
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ACTIVITIES

COUNTRY

SOURCE OF FUNDING/
IMPLEMENTING
ORGANISATION

AMOUNT

PERIOD

SOURCE OF
INFORMATION

Solomon Islands Forest
Management Project

Training, advice,
establishment of
working groups,

extension

Solomon Is.

AusAID

Aus$ 8,200,000

2004 - 2008

AusAID

Reduced impact logging

Biodiversity Management g
Conservation in Forest
Concessions

nd

Republic of
Congo

ITTO

US$ 742,241

2007-2010

ITTO

Community forestry

Biodiversity Management and
Conservation in Forest
Concessions

Republic of
Congo

ITTO

US$ 2,289,384

2007-2010

ITTO

Establishing a Cooperative
Framework between the
Office de Developpement et
D’Exploitation des Forets
(ODEF)

Togo

ITTO

US$ 139,898

24 months

ITTO

Sustainable use and
Reforestation of Amazon
Forests by Indigenous
Communities

Peru

ITTO

US$ 939,945

36 months

ITTO

Sustainable Management of
Tropical Resources through
Stakeholder Agreements in
Traditionally Owned Areas of
PNG

PNG

ITTO

US$ 452,196

36 months

ITTO

USAID support for
community forestry

Liberia

USAID

US$ 2,000,000

2-3 yrs (from
2008)

FAO (pers
comm.)

MEMA Projects: Community
forestry in Iringa District

Tanzania

Danida

US$ 3,100,000

Topp-Jgrgense

al (2005)

en et
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INTERVENTION IMPLEMENTING INFORMATION
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Support for other forest- Reducéo das Emissfes do | Rural farmers scheme Brazil - stat¢ 60 million Reas Micol et al.

based activities (e.g. PES, | Desmatamento e da of Mato for top priority (2008)

tourism) Degradacgéo (REDD): Grosso areas; 270 m
potencial de aplicacdo em Reas high
Mato Grosso priority; 340 m

Reas low
priority
Gola Forest Protected area; carbor] Sierra Leone US$ 1,000,000 RSPB
sequestration; PES (for ongoing
management)

Conservation concessions Estimated average start up US$ 50,000 - Conservation
costs for conservation 100,000 International
concessions

Protected areas Establishment of the Cameroon/ | ITTO US$ 770,751 2002-2008 ITTO
Mengame-Minkebe Congo
Transboundary Gorilla
Sanctuary (MMGS) at the
Cameroon-Gabon Border
Conservation and Peru & ITTO US$ 1,253,783 12 months ITTO
Development in the Natural Bolivia
Protected Areas System of
Tambopata (Peru) and Madidi
(Bolivia)

Sustainable agriculture Australian Contribution to a PNG AusAID Aus$ 1998-2006 AusAID
National Agriculture Research 22,300,000
System (ACNARS):

Agricultural Innovations

Grant Facility component

PNG Australia Research Capacity building for PNG AusAID Aus$ 2007-2011 AusAID
Development Support Facility agricultural research 35,000,000

(ARDSF)

institutions

38




